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Suite 3500 One Shell Square 
New Orleans, LA 70139 359~ 

The Board of Com m issioners 
H ospital Service District N o. 2 of 

St. M ary Parish, Louisiana 
(Lakewood M edical Center): 

Independent Auditors' Report 

W e have audited the accom panying balance sheets of Hospital Service District N o. 2 of St. M ary Parish. 
Louisiana (Lakewood M edical Center) as of December 31, 1998 and 1997, and the related statements of 
revenues and expenses of unrestricted funds, changes in fund equity, and cash flows for the years then ended. 
These financial statem ents are the responsibility of Lakewood M edical Center's m anagem ent. O ur 
responsibility is to express all opinion on these financial statem ents based on our audits. 

Except as discussed in the following paragraph, we conducted our audit in accordance with generally 
accepted auditing standards and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Com ptroller General of the United States. Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statem ents are free of 
m aterial m isstatem ent. An audit includes exam ining, on a test basis, evidence supporting the am ounts and 
disclosures in the financial statem ents. An audit also includes assessing the accounting principles used and 
significant estim ates m ade by m anagem ent, as well as evaluating the overall financial statem ent presentation. 
W e believe that our audit provides a reasonable basis of our opinion. 

G overnm ental Accounting Standards Board Technical Bulletin 98-1, D isclosures about Year 2000 lssues, 
requires disclosure of certain m atters regarding the Year 2000 issue. Lakewood M edical Center has included 
such disclosures in Note 14. Because of the unprecedented nature of the Year 2000 issue, its effects and the 
success of related remediation efforts will not be fully determinable until the Year 2000 and thereafter. 
Accordingly, insufficient audit evidence exists to support Lakewood M edical Center's disclosures with 
respect to the Year 2000 issue m ade in N ote 14. Further, we do not provide assurance that Lakewood 
M edical Center is, or will be, Year 2000 ready, that Lakewood M edical Center's Year 2000 rem ediation 
efforts will be successful in whole or in part, or that parties w ith which Lakewood M edical Center does 
business will be Year 2000 ready. 

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be 
necessary had we been able to exam ine evidence regarding Year 2000 disclosures, the financial statem ents 
referred to above present fairly, in all m aterial respects, the financial position of Lakewood M edical Center 
as of Decem ber 31, 1998 and 1997, and the results of its operations and its cash flows for the years then 
ended in conform ity with generally accepted accounting principles. 

In accordance with Governm ent Auditing Standards, we have also issued our report dated M arch 4, 1999, on 
our consideration of Lakewood M edical Center's internal control over financial reporting and our tests of its 
com pliance with certain provisions of law s, regulations, contracts and grants. 

M arch 4. 1999 
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LAKEW O OD M EDICAL CENTER 

Balance Sheets - Restricted and U m estJicted Funds 

Assets 

Decem ber 31, 1998 and 1997 

Current assets: 
Cash and cash equivalents (notes 2 and 3) 
A ssets lim ited as to use required for current liabilities 

(note 4) 
Patient accounts receivable, net allowance for 
doubtful accounts of $2,437,000 and $1,503,000 in 
1998 and 1997, respectively 

Ad valorem tax receivable 
O ther receivables 
Inventories 
Prepaid expenses and other current assets 

Total current assets 

Assets limited as to use (notes 3 and 4): 
For plant and equipm ent additions and replacem ent 

by Board of Com m issioners 
For m aintenance and purchase of capital and 

technology relating to m aintenance taxes received 

For debt service: 
Revenue bond 
General obligation bonds 

Total assets lim ited as to use 

Less assets lim ited as to use required for current 
liabilities 

N oncurrent assets lim ited as to use 

Property and equipment, net (note 5) 

Debt issuance costs, net of accunm lated am ortization 
of $70,150 in 1998 and $65,923 in 1997 

1998 1997 

183.077 288,025 

520,983 517,292 

3,688,327 
459,738 
258,851 
604,974 
129.831 

5,845,78 

4,422,969 
493,059 
274,208 
597,536 
153.100 

6.746.189 

814,587 793,901 

2.328,079 1,514,702 

1,428 
1,491,449 

1,492 
993.929 

4,635,543 4,304,024 

520.983 517,292 

4,114,560 3,786,732 

10.624.585 11,178,717 

41,720 45,947 

20,626,646 21,757,585 

(Continued) 



LAK EW O O D M ED IC AL CENTER 

Balance Sheets - Restlicted and U nrestricted Funds 

Decem ber 31, 1998 and 1997 

Liabilities and Fund Equity 

Current liabilities: 
Current portion of: 
Long-term debt (note 6) 
Capital lease obligations (note 7) 

Accounts payable 
Accrued salaries, wages and benefits 
Due to third-party payors 
Accru ed interest 

Total current liabilities 

Capital lease obligations, less current portion (note 7) 

Long-term debt, less current portion (note 6) 

Total liabilities 

Fund equity: 
Contributed capital 
Fund balances: 
Restricted for debt service on general obligation bonds 
Restricted for plant replacement and other 
U nrestricted 

Total fund equity 

Commitments and contingencies (notes 6, 7, 11, 12, 13 and 14) 

Total liabilities and fund equity 

See accom panying notes to financial statem ents. 

1998 1997 

915,000 
444,147 

2,501,345 
896,678 
683,533 
64.830 

871,663 
561,803 
720,301 
614,440 
775,979 
76,929 

5,505,533 4,621,115 

889,096 949,350 

7,586,000 8,501,000 

13,980,629 14,071,465 

128.456 

1,393,254 
9,000 

5,115,307 

6,646,017 

$ 20,626,646 

1,812,866 
15,000 

5,858,254 

7,686,120 

21,757,585 



LAK EW O O D M EDICAL CENTER 

StatenlelllS of Revenues and Expenses U nrestricted Fnnds 

Years ended Decem ber 31, 1998 and 1997 

Net patient service revenue (note 8) 
O ther revenue 

Total operating revenues 

Expenses: 
Salaries, wages and benefits 
Professional fees 
Supplies and other 
Provision for uncollectible accounts 
Depreciation and am ortization 
Interest 

Total operating expenses 

(Loss) gain from operations 

Nonoperating gains (losses): 
Ad valorem taxes 
Donations 
Interest incom e 
Rental incom e, net 
Loss on equipm ent disposal 

Total nonoperating gains, net 

Excess of (expenses and losses) revenues 
and gains 

See accompanying notes to financial statements 

$ 

1998 1997 

23,964,929 
191,532 

24.156.461 

12,443,192 
1,533,732 
6,401,002 
3,369,015 
1,952,805 
642,535 

26,342,28 

(2,185,820) 

775,450 
83,003 
156,929 
12.491 

1,027,873 

(1,157,947) 

24.726,026 
219,307 

24,945,333 

11,375,940 
1,150,793 
7,051,626 
2,438,583 
1,893,007 
697.351 

24,607,300 

338.033 

746,947 
29,798 
114,444 
2,927 

(12,528) 

881.588 

219.62 



Balance at January 1, 1997 

Additions (deductions): 
Investm ent earnings 
Revenues and gains in excess of 
exp~nses ~nd losses 

Debt service on general obligation 
bonds: 
Principal payments 
Interest paid or accroed 

l)onalions receJved 
Transfers to finance property, 

equipment and other 

Balance at December 31. 1997 

LAKEW OOD M EDICAl. CENTER 

Statements of Changes in Fund Equity 
Restricted and Unrestricted Funds 

Years ended December 31, 1998 and 1997 

Fund Balances 

debt service 
on general 

Contributed obligation 
Capital bonds 

Additions (deductions): 
Capital grants received 128,456 
Investment earnings 
Expenses and losses in excess of 
revenues and gains 

Debt service on general obligation 
bonds: 
Principal payments 
Interest paid or accrued 

Donations received 
Transfers to finance plopcrly, 
equipment and other 

Balance at December 31, 1998 

See accompanying notes to financial statements 

128.456 

Restricted 
for plant 

replacem ent 
and other Unrestricted 

2,218,430 15,000 4.248,633 

101,586 

(390,000) 
(117,150) 

29,798 

(29,798) 

219.62 

390,000 

,812,866 15,000 5
,858,254 

87.888 

(415,000) 
(92,500) 

L393.254 

77,003 

(83,003) 

9.000 

(I,157,947) 

415.000 

5.115,307 



LAK EW O OD M EDICAL CENTER 

Statem ents of Cash Flows - 
Restricted and Unrestricted Funds 

Years ended D ecem ber 31. 1998 and 1997 

Cash flows from operating activities: 
(Loss) gain from operations $ 
Adjustments to reconcile operating(loss) gain 
to net cash provided by operating activities: 
Depreciation and amortization 
Provision for uncollectible accounts 
Interest expense considered capital financing activity 
Changes ill operating assets and liabilities: 
Decrease in patient receivables 
Decrease (increase) in other receivables 
Decrease (increase) in prepaid expenses 
and other assets 

lncrcase ill inventories 
Increase in accounts payable 
Increase in accrued salaries 
Decrease in due to third-parly payors 

Net cash provided by operating activities 

Cash flows from investing activities: 
N et rental receipts 
Ad valorcm taxes received 
Investment in assets lim ited as to use 
]nvcstnlent earnings 

Net cash provided by investing activities 

Cash fk~ws from capital and related financing activities: 
Acquisitions of properly and equipm ent 
Capital grants received 
Principal paid on long-term debt and capital leases 
Intenzsl paid on long-term debt and capital leases 
Donations received 

Net cash used in capital and related 
financing activities 

Net increase in cash and cash equivalents 

Cash and cash equivalents at begirming of year 

Cash and cash equivalents at end of year 

Reconciliatioa of cash and cash equivalents to 
the balance sheet: 
Cash and cash equivalents in current assets 
Cash and cash equivalents in assets lim ited as to use: 
For plant and equipm ent additions and replacem ent by 
board of com missioners 

For m aintenance and purchase of capital and 
technology 

For debt service on ievcnue bonds 
For debt service on general obligation bonds 

1998 1997 

(2,185,820) 338,033 

1,952,805 
(3,369,015) 
642,535 

4,103,657 
15,357 

23,269 
(7,438) 

781,044 
282,238 
(92,446) 

2,146,186 

78,993 
716,272 
(211,874) 
244.817 

828.208 

(1,012,497) 
128,456 

(1,498,025) 
(654,634) 
77.003 

(2,959,697) 
14,697 

789.466 

804.163 

1,893,007 
(2,438,583) 
697,351 

638,385 
(87,206) 

(5,793) 
(26.272) 
505,559 
32.908 
(43,579) 

2,503,810 

60,182 
686,738 
(290,009) 
216,030 

672.94 

(752,129) 

(1,325,010) 
(708,635) 
29.798 

(2,755,976) 
420,775 

368.691 

789.466 

83.077 288.025 

170,540 

432.137 
1,428 
16.981 

804,163 

159,739 

326,894 
1,492 
13,316 

789.466 

The M edical Center entered into capital lease obligations of $455,115 for new equipment in 1998 

See accompanying notes to financial statements 



LAKEW O O D M EDICAL CENTER 

N otes to Financial Statem ents 

D ecem ber 31, 1998 and 1997 

(1) O rganization and Significant Accounting Policies 

Lakewood M edical Center (the M edical Center) is a public corporation whose income is exempt from 
federal income taxes under Internal Revenue Code Section 115 (as a governmental entity). The 
M edical Center is owned by Hospital Service District No. 2 of St. M ary Parish, Louisiana (the District) 
and is organized under powers granted to Parish Police Juries by the State Legislature under Act 420 of 
1950. All corporate powers are vested in a Board of Commissioners (the Board) appointed by tl~e 
Parish Police Jury of St. M ary Parish, Louisiana. The significant accounting policies used by the 
M edical Center in preparing and presenting its financial statem ents are sum marized as follows: 

(a) Inventories 

Inventories consisting primarily of m edical supplies and drugs, are stated at the latest invoice 
price which approxim ates the lower of cost (first-in, first-out), or market. 

Use of Estimates 
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 assumptions that affect the reported 
am ounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of 
the financial statem ents and the reported am ounts of revenues and expenses during the reporting 
period. Actual results could differ from those estim ates. 

(c) Proprietary Fund Accounting 

The M edical ('enter utilizes the proprietary 
expenses are recognized on the accrual basis. 
to accrual. 

(d) Accounting Standards 

fund method of accounting whereby revenue and 
Substantially all revenues and expenses are subject 

Pursuant to Governmental Accounting Standards Board (GASB) Statement No. 20, Accounting 
attd Financial Reporting for Proprietary Funds and Other Governmental Entities That Use 
Proprietary Fund Accounthtg, the M edical Center has elected to apply the provisions of all 
relevant pronouncements of the Financial Accounting Standards Board (FASB), including those 
issued after Novem ber 30, 1989, except for those that conflict with or contradict GASB 
pronou ucen'lent s. 

(e) Cash and Cash Equivalents 

Cash and cash equivalents include investments in highly liquid debt instruments with an original 
m aturity of three m onths or less. 

09 Assets Limited as to Use 

A ssets lim ited as to use include 

Assets set aside by the Board of Commissioners for future capital improvements over 
which the Board retains control and m ay at its discretion subsequently use for other 
purposes, and 

A ssets set aside under indenture agreem ents 
7 (Continued) 



LAKEW OOD M EDICAL CENTER 

N otes to Financial Statem ents 

D ecem ber 31, 1998 and 1997 

A ssets lim ited as to use that w ill be used for current liabilities are reflected as current assets in 
the accom panying balance sheets. 

(g) Investm ents 

During the year ended January 1, 1998, the M edical Center adopted the provisions of the 
GAS B's Statement No. 31, Accounting for Financ&d Reporting for Certain Investments and for 
External hwestm ent Pools. The adoption of this statem ent was m ade retroactive to January I, 
1997. This statement establishes fair value standards for investments in debt securities. Fair 
value is the amount in which a financial instrument could be exchanged in a current transaction 
between willing parties, other than in a forced or liquidation sale. Prior to adoption, all 
investm ents were reported at am ortized cost. 

The fund balance as of Decem ber 31, 1997 did not change as a result of the retroactive 
application of this change in accounting policy. As of December 31, 1997, all investments in 
debt securities were stated at am ortized cost, which approxim ated the fair m arket value of 
December31, 1997. Cost was adjusted for amortization of premiums, accretion of discounts and 
im pairments in value that were deem ed other than tem porary. Prem ium s and discounts were 
am ortized using the straight-line m ethod which is not m aterially different from the interest 
m ethod. 

(h) Property and Equipment 

Property and equipm ent are stated at cost less accum ulated depreciation. D onated equipm ent is 
recorded at fair value at date of donation, which is then treated as cost. Equipment under capital 
lease is stated at the lower of the present value of m inimum lease payments at the beginning of 
the lease term or fair value at the inception of the lease. 

Depreciation on plant and equipm ent is calculated on the straight-line m ethod over the estim ated 
useful lives of the assets. Equipment held under capital lease obligations is amortized on the 
straight-line m ethod over the shorter of the lease term or estim ated useful life of the asset. 

(i) Fund Balance Restricted for Debt Service on General Obligation Bonds 
Upon receipt of tax revenues which were levied through December 31, 1994, the M edical Center 
records the proceeds from ad valorem taxes levied on property within Hospital Service District 
No. 2 of St. M ary Parish, Louisiana as additions to the restricted fund balance for debt service on 
general obligation bonds. These m onies are available only for paym ent of the debt service on the 
general obligation bonds. A s principal paym ents are m ade on the general obligation bonds, a 
transfer to unrestricted funds is recorded. Interest paym ents result in a transfer to other revenue 
in the statem ent of revenue and expenses of unrestricted funds to offset the interest on the 
general obligation bonds included in expenses. 

Beginning in the year ended December 31, 1995, the proceeds from ad valorem taxes levied on 
December 31 of each year on property within Hospital Service District No. 2 of St. M ary Parish, 
Louisiana for the same tax year ended December 31, are recorded as additions to assets lim ited 
as to use for plant and equipment additions and replacement by Board of Com missioners. These 
funds are only available for the maintenance and purchase of capital and technology. Current 
taxes arc received beginning in Decem ber of each year and becom e delinquent after Feb~ ary 28 
of the fonowing year. 

8 (Continued) 



of the following year 

LAK EW O OD M EDICAL CENTER 

N otes to Financial Statem ents 

Decem ber 31, 1998 and 1997 

(j) Statement of Revenues and Expenses 

For purposes of display, transactions deemed by management to be ongoing, major, or central to 
the provision of health care services are reported as revenue and expenses. Peripheral or 
incidental transactions are reported as nonoperating gains and losses. 

(k) Net Patient Service Revenue 

Net patient service revenue is reported at the estim ated net realizable am ounts from patients, 
third-party payors, and others for services rendered, including estimated retroactive adjustments 
under reim bursem ent agreem ents w ith third-party payors. 

Retroactively calculated contractual adjustments arisiug under reimbursement agreements with 
third-party payors are accrued on an estimated basis in the period the related services arc 
rendered and adjusted as final settlements are determined. 

(1) Charity Care 

The M edical Center provides care to patients who meet certain criteria under its charity care 
policy without charge or at am ounts less than its established rates. Because the M edical Center 
does not pursue collection of am ounts determined to qualify as charity care, such amounts are not 
reported as revenue. 

(m) Income Taxes 

The M edical Center's incom e is exempt from federal incom e tax as an official arm of the state 
governm ent. The incom e which is derived from  the exercise of its essential govern m ental 
functions is excluded under Internal Revenue Code Section 115. 

(n) Debt Issuance Costs 

Expenses related to issuance of bonds are deferred and am ortized over the period the bonds w 
rem ain outstanding. 

(2) Cash and Cash Equivalents 

Cash and cash equivalents include cash on deposit with financial institutions, excluding am ounts 
whose use is lim ited by Board designation. At Decem ber 31, 1998 and 1997

, the M edical Center had 
cash as follows: 

1998 1997 

Demand deposits $ 
Petty cash 

181,877 
1.200 

286,825 
1,200 

288.025 

(3) Bank Deposits 

tinder state law, the bank balances of bank deposits and cash balances included in assets lim ited as to 

9 



LAKEW OOD M EDICAL CENTER 

N otesto Financial Statem ents 

December 31, 1998 and 1997 

Secured by Federal deposit insurance 
Collateralized by securities held by the 
pledging financial institution's trust 
departm ent in the M edical Center's nam e 

1998 1997 

327,746 336,45 

2,066.009 2.391,303 

$ 2,393,755 2.727,754 

Carrying value of bank deposits 
in the balance sheets $ 1,803,832 

Reconciliation of carrying value of bank deposits to the balance sheets 

D em and deposits 
Cash and cash equivalents in assets 

lim ited as to use: 
For plant and equipm ent additions 
arid replacem ent 

For m aintenance and purchase of 
capital and technology relating 
to m aintenance taxes 

For deb! service on revenue bonds 
For debt service on general bonds 

Certificates of deposit in assets 
lim ited as to use: 
For debt service on general 
obligation bonds 

1998 

2.173.830 

1997 

181,877 286,825 

170.540 159,739 

432,137 
1,428 
16.981 

326,894 
1,492 
13,316 

1.000.869 1,385,564 

1,803,832 2,173,830 

(4) Assets Limited as to Use 
Governmental accounting standards require that the carrying amounts of investments as of the balance 
sheet date be categorized according to the level of credit risk associated with the M edical Center's 
investments at the time. The level of credit risk is defined as follows: 

(Continued) 



LAK EW O OD M EDICAL CENTER 

N otes to Financial Statem ents 

D ecem ber 31, 1998 and 1997 

Category 1 - Insured (including government securities) or registered, or collateralized with securities held 
by the M edical Center or its agent ill the M edical Center's name. 

Category 2 - Uninsured and unregistered, collateralized w itb securities held by the counterparty's trust 
department or agent in the M edical Center's nam e. 

Category 3- Uninsured and unregistered, or uncollateralized, including balances collateralized with 
securities held by the pledging financial institution, but not in the M edical Center's name. 

The detail of assets lim ited as to use at December 3 I, 1998 and 1997 are as follows: 

1998 1997 

For plant and equipm ent additions and 
replacem ent by board of com m issioners: 
Cash and cash equivalents 
U .S. Treasury notes 
A ccrued interest receivable 

For m aintenance and purchase of capital and 
technology relating to m aintenance 
taxes received: 
Cash and cash equivalents 
U .S. Treasury notes 
Accrued interest receivable 

170,540 
643,007 
1.040 

814,587 

432,137 
1,871,184 

24.758 

For debt service on Series 1978 
revenue bond - cash and cash equivalents 1,428 

For debt service on Series 1976 general 
obligation bonds: 
Cash and cash equivalents 
Certificates of deposit 
U.S. Treasury notes 
Accrued interest receivable 

Total assets lim ited as to use 

Less am ounts classified as current 

16,981 
,000,869 
98,920 
374.679 

1.491.449 

159,739 
622,804 
11.358 

793,901 

326,894 
1,170,086 

17.722 

1,514,702 

1.492 

13,316 
1,385,5f~ 
172,507 
422,542 

1,993,929 

4,635,543 4,304,024 

520,983 517,292 

N oncurrent assets lim ited as to use 4,114,560 3.786,732 

O n Decem ber 31,1998 and 1997, N lassets whose useislim ited are a C~egory l typeinvestm ent. 

11 (Continued) 



LAK EW O OD M EDICAL CENTER 

N otes to Financial Statem ents 

Decem ber 31, 1998 and 1997 

In conuection with the 1978 revenue bond, the M edical Center established a sinking fund and reserve 
fired. The reserve fund is used for the purpose of m aking payments of principal and interest o11 the 
bond if funds available for paym ent of principal and interest in the sinking fund are insufficient. At 
Decem ber 31, 1998 and 1997, there were no funds on deposit in the reserve fund. The am ounts on 
deposit in the sinking fund were $1,428 and $1,492 at December 31, 1998 and 1997, respectively. The 
M edical Center has not funded the sinking fund since September 1993 (see Note 6). 

(5) Property and Equipm ent 

Property and equipment, by major category, at December 31, 1998 and 1997 are as follows 

1998 1997 

Land and im provem ents 
Building and im provem ents 
Fixed equipm ent 
M ajor moveable equipment 
Construction in progress 

Less accum ulated depreciation 

Equipm ent under capital lease obligations 
Less accum ulated am ortization 

$ 118,210 
22,677,458 
3,833,137 
9,899,643 
583,257 

37,111,705 
28,011,203 

9,100,502 

2,157,445 
633.362 

1,524,083 

118,210 
22,655,371 
3,798,588 
8,129,774 

66,244 

34,768,187 
25.339.706 

9,428,48 

3,033,351 
1.283.115 

1,750,236 

Property and equipment, net $ 10,624,585 11,178,717 

A t I)ecem ber 31, 1998, the M edical Center was obligated under purchase com m itm ents of 
approximately $1,739,000 related to the completion of various plant and equipment improvement 
projects. 

(Continued) 



LAK EW O OD M EDICAL CENTER 

N otes to Financial Statem ents 

Decem ber 31, 1998 and 1997 

(6) Long-term Debt 

Long-term debt at December 31, 1998 and 1997 is as follows 

1998 1997 

Revenue bond, Series 1978, 6% , due serially 
to 2011, with rem aining annual 
installments ranging from $470,000 to 
$716,000 $ 7,076,000 7,526,000 

General obligation bonds, Series 1976, 
interest ranging from 6% to 6.2% , in 
varying installm ents through 2001 with 
rem aining annual installm ents ranging 
from $445,000 to $505,000 1,425,000 1,840,000 

Note payable to St. M ary Parish 
noninterest-bearing 

Less current installm ents of long-term debt 

6.663 

8,501,000 9,372,663 

915,000 871,663 

$ 7,586,000 8,501,000 

Revenue Bond, Series 1978 - In 1978, the M edical Center issued to the National Oceanic and 
Atnrospheric Administration (NOAA), Office of Coastal Zone M anagement, its revenue bond in the 
amount of $10,636,000, secured by a pledge of the M edical Center's future revenue. The bond call be 
paid prior to m aturity without penalty. In conm '.ction w ith the issuance of the 1978 revenue bond, the 
M edical Center is required to maintain funds in a revenue bond sinking fund, reserve fund, and 
depreciation fund. The reserve fired and the depreciation fund are to be funded up to certain amounts 
with excess revenue as defined in the Resolution. During 1994, the reserve fund was exhausted to pay 
the debt service payments on the revenue bond (see note 4). 

The M edical Center is currently not in com pliance with the Resolution as it does not have the required 
funds on deposit in the sinking fund, reserve fund and the depreciation fund. However, the revenue 
bond payment schedule cannot be changed as a result of the lack of required funds on deposit. The 
bondholders, after giving proper notice, have the right to appoint a receiver of the M edical Center; 
however, the bondholders have indicated that they currently have no intention to exercise this right. 

General Obligation Bonds, Series 1976 - During 1976, the District issued $6,250,000 of general 
obligation bonds to acquire hospital buildings, m achinery and equipment. The bonds are payable from 
the proceeds of a special ad valorem tax levied by the St. M ary Parish Police Jury over the period the 
bonds are outstanding. The tax receipts and related interest earned on invested unexpended tax 
receipts are restricted for the payment of principal and interest on the general obligation bonds (see 
note 4). The bonds are callable at the option of the District in inverse order of maturities on any 
interest paym ent date at the principal am ount, plus a prem ium of up to 1.5% . 

(Continued) 
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Note Payable to St. M ary Parish - In 1979, the M edical Center entered into a loan with the Parish of St. 
M ary, Louisiana, for $200,000. In 1986, the Hospital leased space to the Sheriff of St. M ary Parish for 
15 years in satisfaction of the remaining unpaid principal amount of $166,667. During 1991 and 1993, 
the lea~ was am ended to include additional office space for use by St. M ary Parish. 

The M edical Center paid interest relating to long-term debt of approximately $528,000 and $589,000 
during the years ended Decem ber 31, 1998 and 1997, respectively. 

Aggregate m aturities of the M edical Center's long-term  debt at December 31, 1998 are as follows 

Yearended Decem ber 31 
1999 
2000 
2001 
2002 
2003 
Thereafter 

$ 915,000 
965,000 

1,015,000 
530,000 
550,000 

4,526,000 

(7) Leases 

The M edical Center has entered into lease agreem ents that have been capitalized in accordance with 
Financial A ccounting Standards Board Statem ent N o. 13, Accounting for Leases. Under the terms of 
the leasing agreements, the M edical Center is obligated to pay a monthly rental payment over the 
prim ary term of the lease, which generally is for five years. Depending on the lease agreem ent, the 
M edical Center has the option to purchase the leased equipm ent at the fair m arket price

, renew the 
lease for an additional lease term at the fair m arket rental rate, or return the equipm ent to the lessor. 

The leased equipm ent collateralizes the capital lease obligations. Future m inim um lease payments at 
1)ecem ber 31, 1998 under capital lease obligations are as follows: 

Yearending December 31: 
1999 $ 
2000 
2001 
2002 
2003 

Less im puted interest 

Present value of future lease obligations 

Less am ounts due within one year 

524,538 
524,538 
345,147 
83,414 
7,056 

1,484,693 
151,450 

1,333,243 

444,147 

Long-term portion of capital lease obligations $ 889,096 

(Continued) 
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The M edical Center is obligated under non-cancelable operating leases for equipm ent. Future lease 
payments for one of the leases is based upon patient usage. A m ounts paid under these leases totaled 
$77,539 and $74,216 during 1998 and 1997, respectively. Other future minimum lease payments for 
operating leases having initial or remaining noncancelable lease term s in excess of one year as of 
Decem ber 31, 1998 are sum m arized as follows: 

Yearended Decem ber31 
1999 
2000 
2001 

40,177 
40,177 
6.696 

Total rental expense incurred for all operating leases was $82,674 and $90,355 for the years ended 
Decem ber 31, 1998 and 1997, respectively. 

The M edical Center leases office space to m em bers of its m edical staff under operating leases whose 
term s are generally for 5 years. A ssets held for lease at Decem ber 31, 1998 consist of buildings and 
improvements with an original cost of $1,092,895. Accumulated depreciation of the leased assets 
totaled $575,363 at December 31, 1998. The future minimum lease rentals at December 31, 1998 to be 
received from these leases are as follow s: 

Year ended Decem ber 31 
1999 
2000 
2001 
2002 
2003 

(8) Net Patient Service Revenue 

$ 78,386 
30,666 
29,717 
27,200 
18.133 

The M edical Center has agreem ents with governm ental and other third-party payors that provide for 
reim bursem ent to the M edical Center at am ounts different from its established rates. Contractual 
adjustments under third-party reimbursemeut programs represent the difference between the Medical 
Center's billings at established rates for services and am ounts reim bursed by third-party payors. A 
summary of the basis of reimbursement with major third-party payors follows: 

M edicare - Inpatient acute care services rendered to M edicare program beneficiaries are paid at 
prospectively determined rates-per-discharge. These rates vary according to a patient 
classification system that is based on clinical, diagnostic and other factors. 

Certain types of exempt inpatient and outpatient services related to M edicare beneficiaries are 
paid based upon a cost reim bursem ent m ethodology. The M edical Center is paid for cost 
reimbursable item s at a tentative rate with final settlement determined after subm ission of annual 
cost reports by the M edical Center and audits by the M edicare fiscal intermediary. 

M edicaid - Inpatient services rendered to M edicaid program beneficiaries are generally paid at an 
all-inclusive per diem rate. Outpatient services rendered to M edicaid program beueficiaries 

(Continued) 
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are reim bursed based upon a cost reim bursem ent m ethodology. The M edical Center is paid at a 
tentative rate with final settlement determ ined after subm ission of annual cost reports by the 
M edical Center and audits by the M edicaid fiscal interm ediary. 

A sum m ary of net patient service revenue for the years ended I)ecem ber 31, 1998 and 1997 is as 
follow s: 

Gross patient service revenue 

Less provision for contractual adjustments 

1998 1997 

$ 40,211,055 
16,246,126 

$ 23,964,929 

40,120,024 
15,393,998 

24,726,026 

(9) Charity Care 

The M edical Center provides care to patients who meet certain criteria under its charity care policy 
without charge or at am ounts less than its established rates. The M edical Center provided charity care 
of approximately $229,500 and $101,000 and in 1998 and 1997, respectively, based upon foregone 
charges using established rates. 

00) Accrued Em ployee Leave Benefits 

At December 31, 1998 and 1997, em ployees of the M edical Center have accumulated and vested 
$453,705 and $217,005, respectively, of employee leave benefits. This is recorded as an obligation of 
the M edical Center. 

(11) Pension Plan 

Effective January 1, 1996, the M edical Center adopted a defined contribution plan. Em ployees who 
have com pleted one year of service and are age 21 or older, are eligible to participate in the Plan. Plan 
participants are fully vested after 5 years of service or upon participant death or disability. 

The am ount contributed to the plan by the M edical Center is determ ined by the m anagem ent of the 
M edical Center. Com pensation is defined as base pay up to a m axim um of 80 hours for each pay 
pcriod including regular hours worked, vacation and holidays. Total salaries were $10,248,237 and 
$9,546,665 for the years ended December 31, 1998 and 1997, respectively. Total covered 
compensation for eligible plan participants was $6,152,233 and $5,666,933 for the years ended 
December 31, 1998, and 1997, respectively. Plan contributions for the same periods were $184,567 
and $170,008, respectively. Plan participants are allowed to direct the investment of their plan assets 
to those investm ent options designated by the plan adm inistrator. The plan does not perm it loans to 
participants, or invcstrnent in insurance policies, qualifying em ployer securities or em ployer real 
property. 

(12) Business and Credit Concentration 

Tile M edical Center grants credit to patients, substantially all of whom are local residents. The 
M edical Center generally does not require collateral or other security extending credit to patients; 
however, it routinely obtains assignment of (or is otherwise entitled to receive) patients' benefits 
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payable under health insurance programs, plans or policies (e.g., M edicare, M edicaid, Blue Cross and 
commercial insurance policies). 

At l)ecem ber 31, 1998, the M edical Center had a net receivable from the Federal govern m ent 
(M edicare and M edicaid) of approximately $145,517 and $175,467, respectively. Amounts included in 
due to third-party payors represent estimated settlements to be paid to M edicare and M edicaid for all 
cost reports for which final settlements have not been made. Final settlement has been made by the 
intermediary for all years through December 31, 1996 and 1995 for M edicare and M edicaid, 
respectively. 

(13) Contingencies 

The M edical Center participates in the Louisiana Hospital A ssociation Trust Fund and the Louisiana 
Patients' Compensation Fund for medical m alpractice claim s. As a participant, the M edical Center has 
a statulory lim itation of liability which provides that no award can be rendered against it in excess of 
$500,000, plus interest and costs. The Trust Fund provides malpractice coverage for claims up to 
$100,000 and the Compensation Fund provides additional coverage on a claims-made basis for claims 
over $100,000 and up to $500,000. 

The M edical Center provides health insurance benefits to its em ployees under a self-insured plan. The 
plan requires that the M edical Center pay the first $50,000 of covered benefits per employee. The 
M edical Center has reflected its estim ate of the ultim ate liability for known and incurred but not 
reported claim s in the accom panying financial statem ents. 

(14) Year 2000 Disclosures (unaudited) 

The Year 2000 should not cause any problem s tor the M edical Center's com puterized data files since 
the database has always stored dates as the number of days (negative or positive) from a fixed date in 
time. The Medical Center's major computer systems have undergone modifications to ensure that all 
m ission critical applications are Year 2000 com pliant. The health inform ation system 's "custom 
program m ing" is currently being m odified for com pliance purposes. The M edical Center has budgeted 
$100,000 to update and/or replace systems and equipment that are not Year 2000 compliant. The new 
billing system w ill be installed and in full operations by April 12, 1999 to m eet the requirements of 
HCFA, M edicaid, Champus and various other third party reimbursement agencies. The M edical 
Center w ill be in full com pliance as dictated by federal and local governm ent agencies which require 
all billings form s to include a 4-digit date. The M edical Center does not anticipate any negative 
financial im pact for Year 2000 issues. 

The only foreseen issues for the M edical Center are the ongoing modifications and replacement efforts 
that m ay cause delays beyond the planned com pletion target date; however, all m ission critical 
com puter application and patient-care system s are scheduled to be com pliant before the target date of 
June 30. 1999. 
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INDEPENDENT AUDrFORS' REPORT ON COM PLIANCE AND ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING BASED ON AN AUDIT OF FINAN CIAL STATEM ENTS PERFORM ED IN 

ACCORDANCE W ITH G O VERNM EN T A UDITING STANDARDS 

The Board of Com m issioners 
Hospital Service District N o. 2 of 

St. M ary Parish, Louisiana 
(Lakewood M edical Center): 

W e have audited the financial statem ents of H ospital Service District N o. 2 of St. M ary Parish, Louisiana 
(Lakewood M edical Center) as of and for the year ended December 31, 1998, and have issued our report 
thereon dated M arch 4, 1999, which was qualified because insufficient audit evidence exists to support 
Lakewood M edical Center's disclosure w ith respect to the Year 2000 issue. Except as discussed in the 
preceding sentence, we conducted our audit in accordance w ith generally accepted auditing standards, and 
the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Com ptroller General of the United States. 

C om pliance 

A s part of obtaining reasonable assurance about whether Lakewood M edical Center's general purpose 
financial stalem ents are free of m aterial m isstatem ent, we performed tests of Lakewood M edical Center's 
compliance with certain provisions of laws, regulations, contracts, and grants, noncompliance with which 
could have a direct and m aterial effect on the determ ination of financial statem ent am ounts, ttowever, 

providing an opinion on compliance with those provisions was not an objective of the audit, and accordingly, 
we do nol express such an opinion. The results of our tests disclosed no instances of noncompliance that are 
required to be reported under Government Auditing Standards. 

Internal Control O ver Financial Reoortine 

In planning and perform ing our audit, we considered Lakewood M edical Center's internal control over 
financial reporting in order to determ ine our auditing procedures for the purpose of expressing our opinion on 
the general purp ose financial statem ents and not to provide assurance on the internal control over financial 
reporting. O ur consideration of the internal control over financial reporting would not necessarily disclose 
all m atters in the internal control over financial reporting that m ight be m aterial weaknesses. A m aterial 
weakness is a condition in which the design or operation of one or m ore of the intern al control com ponents 
does not reduce to a relatively low level the risk that m isstatements in am ounts that would be m aterial in 
relation to the general purpose financial statem ents being audited m ay occur and not be detected w ithin a 
tim ely period by em ployees in the norm al course of perform ing their assigned functious. W e noted no 

IIII 
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The Board of Com m issioners 
Hospital Service D istrict No. 2 of 
SI. M ary Parish, Louisiana 
(Lakewood M edical Center) 

D ear M em bers 

W e have audited the financial statements of Hospital Service District No. 2 of St. M ary Parish, Louisiana 
(Lakewood M edical Center) for the year ended December 31, 1998, and have issued our report thereon 
dated M arch 4, 1999. In planning and perform ing our audit of the consolidated financial statements of 
Lakewood M edical Center, we considered intern al control 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 o11 
internal control. W e have not considered the internal control structure since the date of our report. A 
m aterial weakness is a condition in which the design or operation of one or more of the internal control 
com ponents does not reduce to a relatively low level the risk that m isstatem ents in am ounts that would be 
m aterial in relation to the financial slatem ents being audited m ay occur and not be detected w ithin a 
tim ely period by em ployees in the norm al course of perform ing their assigned functions. O ur 
consideration of interu al control would not necessarily disclose all m atters in internal control that m ight 
be m aterial weaknesses under standards established by the Am erican Institute of Certified Public 
Accountants. H owever, we noted no m atters involving internal control and its operation that we consider 
to be m aterial weaknesses as defined above. 

Status of O ur O bservations Dated M arch 5, 1998 

M anagement is addressing the impact of the Year 2000 on its system s and has formed a com mittee which 
is currently m onitoring the Year 2000 efforts undertaken by Lakewood M edical Center's m anagement 
and em ployees. 

This report is intended solely for the information and use of the Board of Comm issioners, management 
and others within Lakewood M edical Center, and is not intended to be, and should not be, used by 
anyone other than these specified parties. 

W e wish to acknowledge the cooperation and courtesy extended to us by the m anagement and others of 
Lakewood M edical Center throughout the audit. Should you have any questions concerning the m atters 
presented in this letter, we will be pleased to discuss them with you at your convenience. 

Very truly yours 

E~- LL"P 
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W e have audited, in accordance w ith generally accepted auditing standards, the balance sheet of Hospital 

Service District No. 2 of St. M ary Parish, Louisiana (Lakewood M edical Center) as of December 31, 
1998, and the related statem ent of revenues and expenses of unrestricted funds, changes in fund equity, 
and cash flows for the year then ended, and have issued our report thereon dated M arch 4, 1999. 

In conducting our audit, nothing came to our attention that caused us to believe that Lakewood M edical 
Center failed to com ply w ith the term s, covenants, provisions or conditions of Sections 8, 9, 11, 12, 13, 
14, 15, 16, 18, 19, 20, and 21 of the Hospital Service District No. 2 of St. M ary Parish, Louisiana Bond 
Resolution (the Resolution) authorizing the issuance of the Hospital Service District No. 2 of St. M ary 
F'arish, Louisiana Revenue Bond dated January  27, 1978 insofar as they relate to accounting m atters 
except as described in the follow ing paragraphs. However, our audit was not directed prim arily toward 
obtaining know ledge of such noncom pliance. 

In 1990, Lakewood M edical Center changed its fiscal year end to December 31. The Resolution defines 
Lakewood M edical Center's fiscal year end as Septem ber 30. Reports required by Section 15 of the 
Resolution are prepared using a fiscal year as of and for the year ended December 31. 

Lakewood M edical Center is currently not in compliance with Section 9 (b), (c), and (d) regarding 
m aintaining the required funding levels in the sinking fund, reserve fund, and depreciation fund and 
Section 12 regarding charity care. 

This report is intended solely for the information and use of the Board of Com missioners, m anagement, 
and the Lakewood M edical Center Revenue Bond Purchaser, and is not intended to be, and should not be, 
used by anyone other than these specified parties. 

M arch 4, 1999 
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