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REPO RT O F IN DEPEN DEN T PU BLIC ACCO U NTAN TS 

To the Board of Directors of Louisiana 
State University School of M edicine in 
N ew Orleans Faculty Group Practice: 

W e have audited tim accom panyhlg statem ents of fin ancial position of the Louisiana State 
U niversity School of M edicine in N ew  O rleans Faculty G roup Practice d.b.a. LSU H ealthcare 

Network (a Louisiana nonprofit organization) ("LSUHN") as of June 30,1999 and 1998, and the 
related statements of activities and changes in net assets and cash flows for the years ended June 30, 
1999 and 1998. These financial statem ents are tile responsibility of LSUH N's m anagem ent. O ur 
responsibility is to express an opinion on these fin ancial statem ents based on our audit. 

W e conducted our audits in accordance w ith generally accepted auditing standards and in 
accordance w ith the standards for financial audits contained in  Governm ental Auditin g Standards 
issued by the Com ptroller General of lhe United States. Those standards require that we plan and 
perform  the audit to obtain reasonable assurance about w hether tile financial statem ents are free of 
m aterial m isstatem ent. An audit includes exam ining, on a test basis, evidence supportiug the 
am ounts and disclosures in tile fin ancial statem ents. A n audit also hlcludes assessing the 
accounting principles used and significant estim ates m ade by m anagem ent, as well as evaluating 
tile overall financial statem ent presentation. W e believe that our audits provide a reasonable basis 
for our opinion. 

The Year 2000 supplem entary inform ation in N ote 12 is not a required part of the basic financial 
statem ents but is supplem entary inform ation required by the Governm ental Accounting Standards 

Board (GASB); we did not audit and do not express an opinion on such information. Further, we 
w ere unable to apply to the inform ation certain procedures prescribed by professional standards 
because disclosure criteria specified by GA SB 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 LSUH N is or w ill becom e Year 2000 com pliant, that I,SUH N's 
Year 2000 rem edialion efforts w ill be successful in whole or in part, or that parties w ith w hich 
ISUH N does business are or w ill be Year 2000 com pliant. 

In our opinion, the financial statem ents referred to above present fairly, in all m aterial respects, the 
financial position of LSU1 IN as of June 30,1999 and 1998 and the results of its operations and its 
cash flows for the years ended June 30,1999 and 1998 in conformity with generally accepted 
accounting principles. 

In accordance w ith G overnm ental Auditing Standards, w e have also issued a report on our 
consideration of 1 ,SUH N 's com pliance and internal controls over financial reporting dated 
August 20, 1999. 

N ew O rleans, Louisiana, 
A ugust 20, 1999 



LSU HEALTHCARE NETW ORK 

ASSETS 
CURREN T ASSETS: 

Cash and cash equivalents (Note 2) 
Accounts receivable (net of allowances for doubtful accoullts of 
$16,693,908 in 1999 and $4,200,349 in 1998) 

Prepaid expenses 

Totalcurrentassets 

PROPJ~;RTY, PLANT AND EQUIPM ENT, net 

O TI IER ASSETS: 

hwestment in University Technology Group, LLC (Note 5) 
Investment in Crescent Benefits, LLC (Note 5) 

Total assets 

LIABII,ITIES AN D N ET ASSETS 

CURREN T LIABILITIES: 
Accounts payable 
N otes Payable, current portion 
Leases Payable, current portion 

Due to LSUMC Foundation (Note 3) 
Due to LSU Medical Center (Note 3) 

Total current liabilities 

N OTE PAYABLE, less current portion 

LEASES PAYABLE, less current portion 

COMMITMENTS AND CONTJNGENCIES (Note 13) 

Total liabilities 

NET ASSETS - Unrestricted (Note 2) 
Total liabilities and net assets 

1999 1998 

$ 4,466,141 $ 493,674 

19,347,616 
54,329 

23,868,086 

996,211 

300,000 

16,437,857 
26~ 2~299 

16,957,830 

267,920 

5,681 

$ 25,164j29Z _$ 17,231Zt31 

$ 879,773 
126,547 
30,225 
336,512 

17,302,!12 

$ 832,283 

336,512 

~ 37,374 

18,675,169 15,806,169 

380,605 

59,750 

19,1155,~ 424 15,806,169 

6,048,773 

$ 25,1.6G297 

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

1,425,262 

$17~2~ ,431 



LSU tIEA LTH CA RE N ETW O RK 

O F A A N D CH A N GFq IN N ET A SSETS 

O R TI IE YEARS EN DED IUN E 30.1999 A N D 1998 

N ET PATIEN T SERVICE REVEN UE 

OPEP, AT1N G EXPEN SES: 
Leased em ployees - faculty 
Leased em ployees - non faculty 
General and adm inistrative 
Personnel 
Bad debt expense 
M edical supplies 
D eprecialiou 

Total operating expenses 

Incom e from  operaUons 

OTIiF.R REVENUES (EXPENSES): 
Medical school enhancement fund (Note 3) 
ContribuUons (Note 3) 
Interest incom e and other incom e 
lnierest expense 

Loss on joint venture 
Total other revenues (expenses) 

1999 

$ 77,857,313_ 

18,519,156 
5,328,653 
G096,406 
5,175,814 
26,535,175 
3,719,904 
142,483_ 

65,517,591 

12,339,722 

(8,287,044) 
400,000 
221,058 

(44,544) 
(5,68!) 

(7,716,21~) 
IN CREASE IN U N RESTRICTED N ET ASSETS BEFORE CUM U1.ATIVE 
EFFEC I' OF CH AN GE IN ACOUNTING PRINCIPLE 4,623,511 

CUM U LATIVE EFFECT O F CI IAN G E IN ACCO U N TIN G PRIN CIPLE 

(Nole 2) 

IN CREASE 1N U N RESTR1C I'ED N ET ASSETS 
UN RESTRIC I'ED N ET ASSETS, beginning of period 

UN RESTRICTED N ET ASSETS, end of period 

4,623,511 
1,425,262 

1998 

$ 46,257,548 

18,380,893 
6,424,740 
3,828,455 
2,138,231 
9,350,886 
1,739,547 

29.770 

41,8925,~ 616 

4,365,032 

(3,702,420) 

117,534 

_  (74,379) 
~3,599,205) 

765,827 

__ (257,042) 

508,785 
916,477 

_~ K69~8,773 $_ ~A25,762 

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



LSU ttEAI,Tt ICA RE N ETW O RK 

STA TEM EN TS O F CA SH  FLO W S 

R THE YEARS ENDED ]UN E 30. 1999 AND 1 

CASI t FLOW S FROM  OPERATING ACTIVITIES: 
hlcrease ill net assets 

Adjustments to reconcile increase in net assets to net cash provided 
by operating activities- 
Depreciation and am ortization 

(Increase) in accounts receivable 
(Increase) in prepaid expense 
Increase in accotm ts payable 
(Decrease) in due to I~qUMC Foundation 
Increase in due to LSU M edical Center 

Net cash provided by (used in) operating activities 

CAS11 FI.O W S FRO M  IN VESTIN G A CTIVITIES: 
Purchases of fixed assets, net 
Investm ent in University Technology Group, LLC 
Organizational costs (write-off) (Note 2) 
Loss oll investm ent in Crescent Benefits, LLC 

N et cash used in investing activities 

CAS11 FLO W S FRO M  FIN A N CIN G ACTIVITIES: 

Proceeds from note payable (Note 8) 
Payments on note payable (Note 8) 

Net cash provided by financing activities 

Net increase (decrease) in cash and cash equivalents 

CASI t AN D CAS11 EQUIVALENTS, boginning of period 

CASlt AN D CASH EQUIVALENTS, end of period 

$ 4,623,511 $ 508,785 

142,483 

(2,909,759) 
(28,030) 
47,490 

2,664,738 

G540,433 

29,770 

(13,432,714) 
(26,299) 
780,396 

000) 
11,888 3~60 

~ 802) 

(870,774) (297,690) 
(300,000) 

257,042 

--  5,681 14319 

~ 1,165,093) --  (26,329) 

650,479 

__  (53,352) 
597.127 

3,972,467 (278,131) 

__  493,674 771 805 

_$~=G466,14! _$ ~ 4~3~674 

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



LSU H EAI,TH CARE N ETW ORK 

N OTES TO FINAN CIAl, STATEM ENTS 

1. N ATURE O F A CTIVITIES 

U N E 30,1999 A N D 1998 

l,ouisiana State University School of M edicine in N ew Orleans Faculty Group Practice d.b.a. ISU 

I Iealthcare Network ("LSUHN"), a Louisiana non-profit organization, assists the LSU Medical 
Center ("ISUMC") in carrying out its medical, educational, and research functions. LSUHN 
provides health care to the general public including, but not lim ited to, the delivery of physician 
m edical services and other health  care services to hldividuals. LSUH N receives com pensation for 
these services from tile M edicare and M edicaid program s, from  certain com m ercial insurance 
carriers, health m aintenance organizations, preferred provider organizations and directly from the 
patients th em selves. 

From inception of operations at M arch 1, 1997 through Septem ber 30,1997, all services provided by 
LSUH N w ere rendered in the public hospitals serviced by LSUM C. These hospitals include Earl K. 
Long in Baton Rouge, University M edical Center in Lafayette, th e M edical Center of Louisiana in 
N ew Orleans and University H ospital in N ew Orleans. Beginning October 1, 1997, LSUI 1N's 
activities include services provided in both the public hospitals and the private clinics serviced by 

I~qUMC. [.SUI IN and LSUMC (through the Board of Supervisors of Louisiana State University 
and Agricultural and Mechanical College) have entered into Cooperative Endeavor and Operating 
Agreem ents expiring October 31, 2000 that allows LSUH N to lease certain faculty and non-faculty 
em ployees from  LSUM C, requires LSU H N to m ake contributions to th e M edical School 

Enhancement Fund (MSEF) based on gross revenues of LSUHN and otherwise enables the two 
entities to w ork togeth er in a m utually beneficial m anner. The agreem ents delineate the obligations 
and responsibilities of both I~qUH N and LSUM C. Both parties have the right to term inate th e 
Operating Agreem ent w ith or w ithout cause upon 60 days written notice. 

2. SUM M A RY O F SIGN IFICA N T ACCO U N TIN G PO LICIES 

Basis of A ccountine 

'l'he financial statem ents of LSUI IN  have been prepared on the accrual basis of accounting and, 
accordingly, reflect all significant receivables, payables and other liabilities. 

Use of F.stim ates 

The preparation of financial statem ents in conform ity w ith generally accepted accounting principles 
requires m anagem ent to m ake estim ates and assum ptions that affect certain reported am ounts and 
disclosures. Accordingly, actual results could differ from  those estim ates. 

Cash and Cash Eauivalents 

LSU11N considers all highly liquid investm ents in m oney m arket funds and investm ents available 
for current use w ith  an initial m aturity of th ree m onth s or less to be cash equivalents. 



roDertv. Plant and EauJom ent 

Property, plant and equipm ent are stated at cost less accum ulated depreciation. Depreciation is 
com puted on the straight-line basis over estim ated useful lives of 5 years. 

N et A ssets 

LSUt iN has received no contributions w ith donor-im posed restrictions and therefore all net assets 
are classified as unrestricted in accordance with Statem ent of Financial Accounting Standards 
No. 117. However, the Board of Directors of LSUHN has designated $10,049,468 as of June 30,1999 
and $3,904,355 as of June 30,1998 of unrestricted net assets to be used to support LSUM C and its 
various clinical departm ents. 

N et Patient Service Revenue 

1,SU11N has agreem ents w ith third parties that provide for paym ents at am ounts different from its 
established rates. N et patient service revenue is reported in the financial statem ents at the 
estim ated net am ounts realizable from patients, third party payers, and others for services 
rendered. M ajor third party payor arrangements are summarized below. 

M edicare - Paym ent for professional fees is generally based on the Resource Based Relative 
Value ,Scale. 

M edicaid - Payment for professional services is generally based on either predeterm ined fee 
schedules or fee for service. 

LSUFtN has also entered into paym ent agreem ents w ith certain com m ercial insurance carriers, 
health m aintenance organizations, and preferred provider organizations. Tim basis for paym ent to 
I~GUHN under these agremuents h~cludes prospectively detern-th~ed rates per office visit and 
discounts from established charges. 

Charity Care 

LSUI IN provides care to patients in the public hospital system  w ithout regard to their ability to pay 
for those services. Because I,SU IIN does not pursue collection of am ounts determ ined to qualify as 
charity care, such am ounts are not reported as revenue. 

O rganizational Costs 

I~SUftN elected to adopt A m erican Institt~te 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, 1998 and, 
accordingly, expensed previously capitalized startup costs. The im pact of adopting this statem ent 
w as a reduction in unrestricted net assets of $257,042 which is reflected as the cum ulative effect of a 
change in accounting principle in the Statem ent of Activities and Changes in N et Assets for the 
Year ended June 30,1998. 

lncon/e Taxes 

LSUI IN is a nonprofit corporation organized under the law s of the State of Louisiana. It is exem pt 

from Federal income tax under Section 501(c)(3) of the Internal Revenue Code of 1986, and qualifies 
as a support organization, as defined in Section 501(a) of the Code. It is exempt from Louisiana 
income tax under the authority of I~.S 47:121(5). 



3. RE1,ATED PARTY TRANSACTION S: 

Physician and non-physician em ployees of LSUM C provide certain clinical and adm inistrative 
services to LSUH N . Approxim ate am ounts paid for services provided under this arrangem ent 
were $24,700,000 in 1999 and $17,902,000 in 1998. Approximately $13,150,000 and $12,128,000 was 
ow ed to LSUM C for physician and non-physician services, including am ounts accrued :~ela'dng to 

accounts receivable, as of June 30,1999 and 1998, respectively. 

1,SUt 1N's affiliation agreement with LSUMC requires LSUt 1N to pay ten percent (10%) of its 
annual gross cash receipts to I,SUMC, through the Medical School Enhancement Fund ("MSEF") to 
support tile clinical, academ ic and research m issions of the M edical Center. Cash paym ents totaling 
$6,644,000 and $1,602,000 were made to the MSEF during the fiscal years ended June 30,1999 and 
1998, respectively. As of June 30,1999 and 1998, approximately $4,152,000 and $2,509,000, 
respectively, w as due to LSUM C for M SEF paym ents, including anm unts accrued relating to 
accounts receivable, 

Prior to June 30,1997, the LSUM C Foundation advanced LSUI 1N $336,612 to fund organizational 
costs and certain operating expenses. The unpaid portion of this is reflected as a liability in the 
accom panying balance sheet. 

During 1999, the LSUM C Foundation m ade unrestricted donations totalhag $325,000 to LSUIIN 

4. PllOPERTY PLAN T AN D EO UIPM EN] 

Property, plant and equipment at June 30,1999 and 1998, respectively, consists of: 

Property, plant and equipm ent 

Less: A ccum ulated depreciation 

Property, plant and equipment, net 

OTI 1ER ASSETS: 

Crescent Benefits, LLC 

$1,160,675 $ 297,690 

_  
164,464 29,770 

$ 996,21! $ 26~920 

kqUt IN had a 20% interest in a Lim ited Liability Com pany called Crescent Benefits, LLC 

("Crescent"). It was plamled that Crescent would provide third party administration health claim 
services to m unicipality related custom ers. LSUH N 's interest in Crescent w as accounted for" under 
tile oqtlity m ethod. Ultim ately, Crescent was unsuccessful in obtaining the desired m unicipality 
contracts, tile company was liquidated and $4 ,333 was returned to LSUHN as its share of remaining 
capital ira the fiscal year ended June 30,1999. LSUHN reduced its initial hwestment in Crescent by 
$14,319 for the year ended June 30,1998 to reflect LSUHN's share of operating losses for that fiscal 
year. 

Children's H ealthcare N etw ork 

LSUttN is a member of the Children's Healthcare Network ("C1 IN"), a non-profit organization. 
CI]N w ill negotiate m anaged care contracts relating to pediatric patient populations on behalf of 
LSUI 1N and the other tw o m em bers of CH N, th e Pediatric Physician's N etw ork, Inc. and 

Children's lIospital. LSUI 1N owns a 33-1/3% interest in CHN and accounts for its interest in C/IN 
under tile equity m ethod. 



Universitv Technoloev G roup. LLC 

LSUtlN is the only member of University Technology Group, LLC ("UTG'). UTG was formed to 
participate in technology ventures that w ilt assist LSUIIN in the delivery of health care services or 
any other activities that w ill enhance LSUM C's ability to carry out its m edical, educational or research 

missions. LSUI IN contributed $300,000 during the fiscal year ended June 30,1999 to capitalize UTG. 
UTG intends to invest these funds in lnterpacs LLC in a joint venture with a third party to develop 
and m arket m edical im aging softw are. 

University M edical Group. LLC 

LSUflN is the sole member of University Medical Group, LLC ("UMG"). UMG was formed to 
facilitate LSUM C faculty participatioll in various m anaged care arrangem ents. 

6. CO M M ITM EN TS: 

I,SUI 1N leases office space and equipm ent under operating leases w hicb expire at various dates 
through M arch, 2004. Certain of tim lease agreem ents provide for escalations based on cost of 
operations. Total rent extxense for the year ended June 30, 1999 and 1998 was approximately 
$1,287,000 and $872,000, respectively. 

M inimum annual lease payments for each of the next five years ending June 30, are as follows 

Year 

2000 
2001 
2002 
2003 
2004 

Paym enLs 

$1,038,936 
467,955 
233,494 
161,727 
154,296 

LSUIIN is leasing certain m edical equipm ent at $17,995 per year under a five-year capital lease 
agreem ent that includes no interest and a bargain purchase option. 

7. N OTE PAYA BLE: 

Note payable at June 30,1999 and 1998 are as follows: 

N ote payable to phone vendor at 10.5%, payable in 
m ontlfly installm ents of $1G743 through Decem ber 31 
2003 including interest, co]lateralized by phone 
equipment with a depreciated cost of $505,717 

Less current m aturities 

8. CREDIT FACILITIES 

1999 1998 

$50L152 $ - 
126 547 

$380,605 $ 

On January 1, 1998, LSUIIN entered into a $1,250,000 secured revolving credit facility with the LSU 
M edical Center l~oundation ("Lender"), a private, non-profit organization which supports tim 
activities of LSU M edical Center. The Lender exercised its option to term inate its com m itm ent 



under the loan effective February 28,1999. During the year ended June 30,1999, LSUHN borrowed 
and repaid $750,000 and paid $7,161 of interest expense under the facility. 

9. 401(k) PLAN: 

]n December 1997, LSUHN established a 401(k) plan for the benefit of its employees. The plan 
permits an employee to contribute up to 15% of their compensation to the plan, subject to certain 
limitations. At its discretion, LSUHN may make contribufions to the 401(k) plan for the benefit of 
participating employees. For the years ended June 30,1999 and 1998 401(k) plan expense was 
$158,582 and $80,964, respectively. 

10. CO N CEN TRATIO N S O F CREDIT R1SK 

LSUtlN provides services in N ew O rleans, Baton Rouge and Lafayette. LSUH N grants credit to its 
patients, som e of w hom  are insured under third-party payor agreem ents. LSUHN routinely 
obtains assignm ent of or is otherw ise entitled to receive patients' benefits from M edicare, M edicaid 
and oth er third-party payors. The mix of receivables from patients and third party payors at June 
30,1999 and 1998, w as as follow s: 

M edicaid 
M edicare 
Com m ercial Insurance 

I IM O/PPO 
Self Pay 

29.5% 
21.2% 
17.3% 
10.3% 
21.7% 

34.7% 
20,0% 
19.5% 
12.3% 
13.5% 

10p..0A a 

l SUH N routinely invests any surplus operating funds ha m oney m arket m utual funds th at 
generally invest in highly liquid U.S. Goverm nent and agency obligations. Investm ents in m oney 
m arket funds are not insured or guaranteed by the U .S. Govermnent; how ever, m anagem ent 
believes the credit risk related to th ese investm ents is m inim al.. 

11. GO VERN M EN T RI'.'GU LATIO N S 

The healthcare industry is subject to numerous laws and regulations of Federal, state and local 
governm ents. These law s and regulations hlclude, but are not lim ited to, m atters such as licensure, 
accreditation, governm ent healthcare program  participation requirem ents, reim bursem ent for 
patient services, and M edicare and M edicaid fraud and abuse. Recently, governm ent activity has 
increased w ith respect to investigations and allegations concerning possible violations of fraud and 
abuse statutes and regulations by healthcare providers. Violations of flm se law s and regulations 
could result in expulsion from governm 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. The office of the Inspector General of the Departm ent of tlealth and H um an Services has 

undertaken a project to audit Medicare billings of certain academic medical instilufions. The 
governm ent has stated that it believes that a significant am ount of M edicare claim s filed by 
teaching physicians are not properly docum ented as required by current interpretations of 
M edicare standards. If a provider is found to be in violation of these docum entation standards, the 
governm ent m ay require repaym ent of any overcharges and m ay im pose a penalty of treble 
dam ages plus up to $10,000 per false claim . M anagem ent believes that LSUHN is in com pliance 
w ith fraud and abuse as w ell as other applicable governm ent laws and regulations, and w ith the 

Medicare documentation standards. Compliance with such laws and regulations can be subject to 
future governm ent review and interpretation, as w ell as regulatory actions unknow n or unasserted 
at this tim e. 

0 



Legislation and regulation at all levels of governm ent have affected and are likely to continue to 
affect the operation of Lqut IN . Federal healthcare reform  legislation proposals debated in 

Congress in recent years have included proposals for the imposition of price controls and/or 
health care spending budgets or targets, significant reductions in M edicare and M edicaid program 
reim bursem ent to healthcare providers and the prom otion of a restructured delivery and paym ent 
system focusing on com petition am ong providers based on price and quality, m anaged care, and 
steep discounting or capitated paym ent arrangem ents w ith m any, if not all, of LSUH N 's principal 
payors. It is not possible at this tim e to determ ine the im pact on tile LSUH N of governm ent plans 
to reduce M edicare and M edicaid spending, government im plem entation of national and state 
healthcare reform or market-initiated delivery system and/or payment methodology changes. 
] low ever, such changes could have an adverse im pact on operating results and cash flows of 
LSUH N in future years. 

12. YEAR 2000 ISSUE /U N AU DITED 

The year 2000 issue is the result of shortcom ings in m any electronic data processing system s and 
oth er electronic equipm ent that m ay adversely affect LSUH N 's operations in fiscal year 2000. 

LSU1 iN has com pleted an inventory of com puter system s and oth er electronic equipm ent that m ay 
be affected by th e year 2000 issue and are necessary to conduct LSU ItN 's operations. I~GU ttN has 
identified the follow ing system s requiring year 2000 rem ediation: 

~ Patient Billing System. LSUIIN has installed, validated and tested the year 2000 com pliant 
version of its patient billing system . LSUH N rem ains in close contact w ith the patient billing 
soflw are vendor so that any additional year 2000 "patches" w ill be installed and tested on a 
tim ely basis. 

~ fit~ancial Reporting System . I,SU11N recently com pleted the installation of a year 2000 com pliant 
financial reporting system . 

~ Laboratory lnfor~nation System. LSUHN has installed, validated, and tested the Year 2000 
com pliant version of fl~e Laboratory Inform ation System . 

Because of the unprecedented natnre of the Year 2000 issue, its effects and the success of related 
rem ediation efforts w ill not be fully determ inable until the year 2000 and thereafter. M anagem ent 
cannot assure that LSUH N is or w ill be Year 2000 ready, th at I~SU H N 's rem ediation efforts w ill be 
successful in whole or in part, or that parties w ith w hom I,SUI IN does business w ill be year 2000 
com pliant. 

13. CO M M ITM EN TS A N D CO N TIN G EN CIE~ 

It is possible that 1,SUH N m ay becom e involved in lifigation arising in the ordinary course of 
business. LSUHN has purchased general and professional insurance to cover all em ployees of 
1SUIIN . M alpractice coverage is provided to LSU H N  through LSU M C. M anagem ent is not aw are 
of any pending or threatened litigation involving LSUH N and is of the opinion that th e current 
coverages are adequate to provide for any potential losses resulting from  litigation. 



A I<Jt tuR A Nt )L:RBf~N 1,1 ~1' 

REPORT O F IN DEPEN DEN T PU BLIC ACCO UN TA N TS O N  
CO M PLIAN CE A N D O N  IN TERN AL CO N TRO L 

O VER FIN AN CIAL REPORTIN G 

The Board of Directors 
O f Louisiana State U niversity 
School of M edicine in N ew O rleans 
Faculty Group Practice: 

W e have audited the fhlancial statem ents of the Louisiana State University School of M edicine in 

New Orleans Faculty Group Practice, d.b+a. LSU Hea]thcare Network (a Louisiana nonprofit 
organizatim0 ("LSUHN") as of and for tile year ended June 30,1999, and have issued our report 
thereon dated August 20,1999. W e conducted our audit in accordance w ith  generally accepted 
auditing standards and th e standards applicable to financial audits contained in Governm ent 
A uditing Standards issued by the Com ptroller General of th e United States. 

Com pliance 

As part of obtaining reasonable assurance about w heth er the fhm ncial statem ents are free of m aterial 
m isstatem ent, w e perform ed tests of ISU H N '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 was not an objective of our audit, and accordingly, we do not express such an 
opinion. The results of our tests disclosed no instances of noncom pliance th at are required to be 
reported herein under Governm ent A uditing Standards. 

Internal Control Over Financial Reporting 

In planning and perform ing our audit, w e considered LSUH N 's internal control over financial 
reporting in order to determ ine our auditing procedures for th e purpose of expressing our opinion on 
the financial statem ents and not to provide assurance on the internal control over financial reporting. 
O ur consideration of th e internal control over f/am ncial reporting w ould not necessarily disclose all 
m atters in th e internal control over financial reporting th at m ight be m aterial w eaknesses. A m aterial 
w eakness is a condition in w hich 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 th at m isstatem ents in am ounts that 
w ould be m aterial in relation to file financial statem ents being audited m ay occur and not be detected 
w ithin a tim ely period by em ployees in th e norm al course of perform ing th eir assigned functions. W e 
noted no m atters involving th e internal control over financial reporting and its operation that w e 
consider to be m aterial w eaknesses. 

This report is intended for th e inform ation of the Board of D irectors and m anagem ent. H ow ever, th is 
report is a m atter of public record and its distribution is not lim ited. 

N ew Orleans, Louisiana 
A ugust 20, 1999 
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August 20,1999 

To the Board of Directors 
Louisiana State University School of M edicine 
in N ew  O rleans 
Faculty Group Practice 
d.b.a. LSU H ealthcare N etw ork: 

Suile 4bO{I 
201 St ( badc~ Avcm ~e 
New ():leans ] A 7(ll 70 d59( 
504 581 5,154 

As part of our audit of the financial statem ents for the Louisiana State University 

School of Medicine in New Orleans Faculty Group Practice (LSUHN) for the year 
ended June 30,1999, we considered the LSUHN's internal control structure in 
determ ining the scope of our audit procedures for the purpose of rendering an 
opinion on the financial statem ents. O ur prim ary purpose in this engagem ent w as 
not to provide assurances on the internal control structure. W e noted the follow ing 
m atters that w e w ant to bring to your attention. 

Reconciliation of Cash Accounts 
LSUH N reconciles cash accounts each m onth; how ever, unreconciled differences are 
consistently included in these reconciliations. Reconciliation of cash accounts to the 
general ledger, including investigation and follow -up on all reconciling item s, is a 
control technique that should be perform ed on a m onthly basis to ensure that cash is 
properly stated by LSUH N as w ell as by the bank. 

M anagem ent Response: 
A n individual has been assigned the responsibility of reconciling cash 
accounts on a m onthly basis. The Finance Director w ill be notified of any 
unreconciled differences and such differences w ill be investigated until 
resolved. 

Reconciliation of Accounts Receivable Trial Balance 
LSUH N reconciles the accounts receivable trial balance to the general ledger on a 
m onthly basis; however, at June 30,1999 there was an unr econciled difference. 
Reconciliation of the receivables subsidiary ledger to the general ledger, including 
investigation and follow -up on all reconciling item s, is a control technique that 
should be perform ed on a m onthly basis to ensure that billing and collection activity 
is properly recorded in the general ledger and to ensure that accounts receivable and 
revenue are not m isstated. 

M anagem ent Response: 

The Controller is responsible for monthly reconciliation of the A/R trial 
balance to the general ledger. The Finance Director w ill be notified of any 
unreconciled differences and such differences w ill be investigated until 
resolved. 



Travel and Entertainm ent Expense Reim bursem ent 
LSUH N has an approval policy in place for travel and entertainm ent expense 
reim bursem ent; how ever, this policy does not require approval for the 
reim bursem ent of travel and entertainm ent expenses of the M edical Director or the 
CEO . W e recom m end that a m em ber of the Board of Directors or the Finance 
Com m ittee approve and sign off on all expenses for the M edical Director and CEO . 
The use of a travel form  including a description of the expense as w ell as the total 
am ount requested for reim bursem ent should be subm itted w ith the actual receipts 
attached. 

M anagem ent Response: 
A recom m endation w ill be presented at the Septem ber Finance Com m ittee 
m eeting to have the Chairm an of the Finance Com m ittee approve th e travel 

and entertainment expenses of the CEO and/or the M edical Director. 

Billin Lg_bN g 
AA noted that the LSUH N has approxim ately a m onth and a half lag betw een th e 
date of service and the date the bill is posted to the IDX system . One of the reasons 
noted for the billing lag is delay caused by a doctor not com pleting the required 
docum entation in a tim ely m atu rer. W e recormn~end that the N etw ork develop a 
m onitoring control that enables m anagem ent to identify and follow  up w ith file 
doctors that consistently sign off on the patient charts late. M anagem ent is currently 
review ing other reasons for the billing lag and taking steps to im prove this area. W e 
encourage m anagem ent to continue efforts to investigate these delays and to 
im plem ent solutions as soon as possible. 

M anagem ent Response: 
The Executive Com m ittee of tile LSUH N has approved the creation of a 

Project M anager position that will be responsible for charge capture 
m anagem ent. An internal candidate has been identified and it is likely the 
position w ill be filled in October. 

Annual Leave 
LSUH N properly accrued annual leave for state em ployees at year end; how ever, 
LSUH N did not accrue for I~UH N em ployees. Per review of the N etw ork's 
sum m ary of benefits, all em ployees, including N etw ork em ployees, qualify for 
avam al leave benefits. Vacation pay and those sick pay benefits that accum ulate 
w ith tim e w orked are earned by em ployees as services are rendered. Accordingly, 
these benefits should be accrued over the period w hen the services are perform ed in 
accordance w ith  the N etw ork's form al policies. Accrual is appropriate even w hen 
the vacation or sick pay rights do not legally vest or otherw ise accum ulate, 
providing the entity's policies indicate paym ent w ill be m ade, how ever, in such 
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M anagem ent Response: 
LSUH N w ill accrue annual leave for LSH UN em ployees as recom m ended by 
the auditors. 

This letter and the accom panying m em orandum  are intended soIely for the use of 
m anagem ent and the Board of Directors and are not intended for any other purpose 

W e appreciate the courtesies and cooperation extended to our representatives 
during the 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, 

lL 
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(1) See current year management letter suggestion 
(2) LSUI tN purchased a new accounting system that includes an inventory module. 

In purchasing the new system , m anagem ent analyzed the inventory capabilities of 
the system  noting that they w ere sufficient to m eet inventory needs. M anagem ent 
plans on using the inventory m odule; how ever, they are still in the process of 
installing the new softw are and w ant to get it fully installed before w orking on the 
inventory system . 


