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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Homer Memorial Hospital
Homer, Louisiana

We have andited the accompanying financial statements of Homer Memorial Hospital, a component unit of
the Town of Homer as of June 30, 1999 and 1998. These financial statements are the responsibility of
Homer Memorial Hospital’s management. Qur responsibility is to express an opinion on these financial
stalecments based on our audit,

Wec conducted our audits in accordance with generally accepted auditing standards and the standards
applicablc 1o financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above, present fairly, in all material respects, the financial
position of Homer Memorial Hospital as of June 30, 1999 and 1998, and the results of its operations and its
cash flows for the ycars then ended in conformity with generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated Scptember 22,
1999, on our consideration of the Homer Memorial Hospital’s internal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grants.

cuman, Richardson & Co., L.L.P.
September 22, 1999




HOMER MEMORIAL HOSPITAL
BALANCE SHEETS
June 30, 1999 and 1998

ASSETS

Current Assets:
Cash and cash equivalents
Patient receivables, less allowance for contractual adjustment &
doubtful accounts of $1,704,232 - 1999 and $1,704,991 - 1998
I:ducational contracts receivable
Inventories
Prepaid expenses |
Due {rom health insurance stop/loss carrier
Due from health insurance programs
Assets whose use is limited for current liabilities
Total Current Assets
Assets Whose Use is Limited:
By board:
IFor capital improvements
FFor self-funded insurance
¥or education purposes
For contingencies
Under bond indenture agreement

] .css portion classified as current
Net Assets Whose Use is Limited
Property and Equipment:
].and and land improvements
Buildings and fixed equipment
Major moveablc equipment
Fquipment under capital lease:

less accumulated depreciation and amortization
Net Property and Equipment
Other Asscts:
Educational contracts receivable
Receivable from physician

Rental property, less accumulated depreciation of § 23,972 for
1999 and $ 17.710 for 1998
Health services start-up costs

Total Other Assets

TOTAL ASSETS

Scee Notes to Financial Statements.

1999

146,206

3,304,273
228,158
397,692

75,024
27.032
~()-
112,239

4,290,624

27,835
15,115
11,024

1,427,246

441,382

1,922,602
112,239

1,810,363

139,621
6,237,643
3,589,285

277,658

10,244,207
6,420,659

3,823 548

296,338
171,468

58,219
56,078

582,103

B——
I ——

$ 10,506,638

) (

) (.

1998

362,597

2,281,203
212,833
359,004

93,632
-0-
466,195
105,567

3,881,031

27,116
14,929
13,287
2,822,943
450,711

3,328,986
105,567

3,223,419

132,968
5,791,508
3,278,902

303,910

9,507,348
5,903,369

3,603,979

286,668
171,468

46,844
84,117

589,097

' $ 11,297,526




HOMER MEMORIAIL HOSPITAL
BALANCE SHEETS - Continued
June 30, 1999 and 1998

LIABILITIES AND FUND BALANCE 1999 1998
Current Liabilities:
Accounts payable $ 107,214 $ 90,710
Accrued payroll and benefits 273,614 414,052
Accruced uncompensated absences 135,686 218,296
Due to health insurance programs 258,537 -0-
Current poriion of long-term debt 139,291 145,668
Total Current Liabilities 914,342 868,726
Long-Term Debt:
Capital lease obligations 158,990 212,719
Hospital revenue bonds payable 3,083,478 3,186,429
3,242,468 3,399,148
l.css current portion ( 139,291 } ( 145,668
Net Long-Term Debt 3,103,177 3,253,480
Fund Balance:
Unrestricted 6,489,119 7,175,320
Total Fund Balance 6,489,119 7,175,320
TOTAL LIABILITIES AND FUND BALANCE $ 10,506,638 $ 11,297,526

Sce Notes to Financial Statecments.



HOMER MEMORIAL HOSPITAL
STATEMENTS OF REVENUES AND EXPENSES
Years Ended June 30, 1999 and 1998,

1999 1998
Net Patient Service Revenue $ 10,078,078 $ 12,063,440
Other Operating Revenue 72,133 71,801
Total Revenue 10,150,211 12,135,241
Operating Expenses:
Salarics and employee benefits 6,269,241 6,559,292
Professional and contractual fees 1,045,428 1,384,935
Supplies and other expenses 3,028,815 3,336,723
Bad debt expense 315,052 708,158
Depreciation 523,552 595,274
Interest 197,761 204,595
Total Operating Expenses 11,379.849 12,788,977
l.0ss From Operations ( 1,229,638 ) ( 653,736 )
Non-Operating Revenue:
Advalorem tax revcnue 388,752 358,855
Investment income 154,685 207,619
Total Non-Opcrating Revenue 543,437 366,474
Ixcess of Expenses Over Revenues ($ 686201 )( $§ 87262 )

See Notes to Financal Statements.




HOMER MEMORIAL HOSPITAL

STATEMENTS OF CHANGES IN FUND BALANCE
Years Ended Junc 30, 1999 and 1998

Unrestricted

Balance, June 30, 1997 $ 7.242.896
Purchase of equipment with restricted funds 19,686
I:xcess of expenses over revenues ( 87,262
Balance, June 30, 1998 7,175,320
Excess of expenses over revenues ( 686,20]
Balance, June 30, 1999 $ 6,489,119

Sce Notes to Financial Statements.

Temporarily
Restricted

$ 19,686

( 19,686
5 0-

g 0-




HOMER MEMORIAL HOSPITAL
STATEMENTS OF CASH FLOWS
Years Ended June 30, 1999 and 1998

From Operating Activifies:
Cash received on patients’ accounts
Interest received

Cash received from sale of meals, vending, etc.

Cash paid in salaries and benetits
Cash paid in fees and supplies
Cash paid in interest expense

Net Cash Provided (Used)

From Non-Capital Financing Activities:
Taxes received

From Capital and Related Financing Activities:
Principal payments on long-term debt

From Investing Activifies:

Educational contract advances, net of cancellations & payments

Advancc on physician contract

Dccreasc (increase) in assets whose use is limited

Purchase of property and equipment

Net Cash Provided (Used)

Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents:
Beginning of year
End of ycar

See Notes to Financial Statements.

1999

$ 9,464,688
143,523
72,133
6,519,321
4,049,780
197,761

— p—— p—

1998

$ 12,179,594

139,979
71,801

6,583,423
4,940,004

206,239

e W e W W
e Vgt g’

1,086,518

388,752

156,679

13,832

1,406,384
754,498

661,708

358,855

106,406

3,193
141,468
759,093
128,771

A,

638,054

1,026,139

216,391

362,597

111,982

474,579

146,206

362,597

o T e



HOMER MEMORIAL HOSPITAL
STATEMENTS OF CASH FLOWS - Continued
Years Ended June 30, 1999 and 1998

Reconciliation of Net Income to Net Cash Flows
From Operating Activities

Loss from operations:

Adjustments:

Depreciation

Provision for bad debts

Interest received

Decrease (increase) in operating assets:
Gross patient accounts reccivable, net of bad debts
Inventories
Prepaid expenses
Duc {rom health insurance stop/loss carrier
Due from health insurance programs
Start-up costs

Increase (decrease) in operating liabilities:
Accounts payable
Accrued payroll and benefits
Accrued uncompensated absences
Due to health insurance programs
Interest payable

Total Adjustments

Net Cash Used in Operating Activities

Supplemental Disclosures on Non-cash F inancing Activities:

During 1998, the Hospital purchased equipment for $ 183,656 through capital lease arrangements.

See Notes to Financial Statements.

1,229,638 ) ( $

523,552
315,052
143,523

1,338,122
38,688
18,608
27,032

466,195

28,039

16,504
140,438
82,610
258,537
-0-

143,120

($ 1,086,518 )

et et ———r

ﬁﬁ\

p— — p—

—
(L
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653,736

595,274
708,158
139,979

136,207
82,135
16,553

(-
20,053
28,038

147,696
13,953
10,178

-0-
1,644

1,315,444

My

$

661,708
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HOMER MEMORIAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS
June 30, 1999 and 1998

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organtzation

Homer Memorial Hospital is an enterprise fund of the Town of Homer, Louisiana, and is exempt
from income taxes. The hospital is an acute care facility, which is controlled by a board of directors,
who are a separate and distinct body from the Selectmen of the Town of Homer. The board members
consist of citizens appointed by the Mayor and Selectmen of the Town of Homer. The board
members serve without compensation.

Summary of Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statecments

and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Temporarily Restricted Fund Balance
Temporarily restricted funds arc those, whose use by the Hospital, has been limited by donors o a

specific time period or purpose. At June 30, 1999 and 1998, the Hospital had no temporarily
restricted funds.

Nct Patient Service Revenue
Net patient scrvice revenue is reported at estimated net realizable amounts from patients, third-party

paycrs, and others for services rendered, including estimated retroactive adjustments under
reimbursement agreements with third-party payers. Retroactive adjustments are accrued on an
cstimated basis in the period the related services are rendered and adjusted in future periods, as final
settlements are determined.

Patient Receivables
Receivables are stated at the full value of all charges incurred by the patient. Allowances have been

provided for the estimated accounts uncollectible and for third-party contractual adjustments at year
end. Receivables are written off as the accounts are determined to be uncollectible.

Inventories

Inventories represent dictary and medical supplies on hand and are valued at the latest invoice price,
which approximates the lower of cost (first-in, first-out method) or market.

Prepaid Expenscs
Prepaid expenses are amortized on a straight-line basis over the term of the respective items.

10
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HOMER MEMORIAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS
June 30, 1999 and 1998

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Assets Whose Use is Limited

Assets whose use is limited represents cash which has either been designated by the Board of
Directors or which 1s required to be maintained separately due to bond indenture, donor, or grant
requircments. Board-designated assets may, at the board's discretion, be subsequently used for other
purposes. Amounts required to meet current liabilities of the hospital have been reclassified in the

balancc sheet at June 30, 1999 and 1998.

Property and Equipment

The Hospital capitalizes depreciable property and equipment valued at $500 or more, with a useful
life greater than two years. Property and equipment is recorded at cost, if purchased, or fair market
value, if donated, and depreciation is computed using the straight-line method. Estimated useful lives
rangc from 5 1o 33 years on buildings and fixed equipment and 3 to 20 years on moveable cquipment.

Property Tax Revenues

Advalorem tax revenues consist of tax proceeds received by the Hospital from Claiborne Parish
Hospital District No. 2, which was created in 1989, by the Police Jury and approved by the Parish
voters on September 15, 1989, to levy a ten mill tax on property for ten years. Due to the fact that the
District is a separate entity controlled by a separate board of directors, the Hospital cannot levy the

property tax. Accordingly, taxcs receivable are not reflected in the accompanying financial
statements.

Cash and Cash Equivalents
For the purpose of the statement of cash flows, all cash that is not limited 1o use is treated as cash and
cash equivalents.

Pledged Asscts

The hospital's property and cquipment is pledged as collateral on the Hospital Revenue Bonds in the
original amount of $ 3,800,000.

NOTE 2 - HEALTH INSURANCE PROGRAM REIMBURSEMENT

The Hospital participates in the Medicare and Medicaid programs as a provider of medical services
to program beneficiaries. For the years ended June 30, 1999 and 1998, 69% and 79%, respectively,
of the Hospital’s patient revenues were generated by services furnished to Medicarc and Medicaid
program bencficiaries. A summary of the payment arrangements follows:

Medicare - Inpatient acute carc services rendered to Medicare program beneficiaries are paid at
prospectively determined rates per discharge. These rates vary according to a patient classification
system that is based on clinical, diagnostic, and other factors. Inpatient non-acute services, certain
outpaticnt services, and defined capital and medical education costs related to Medicare beneficiarics
are paid based on a cost reimbursement methodology.

11



HOMER MEMORIAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS
June 30, 1999 and 1998

NOTE 2 - HEALTH INSURANCE PROGRAM REIMBURSEMENT - Continued

The Hospital is reimbursed for cost reimbursable items at a tentative rate with the final settlement
determined after submission of annual cost reports by the Hospital and audits thereof by the Medicare
fiscal intermediary. The Hospital's classification of patients under the Medicare program and the
appropriateness of their admission are subject to an independent review by a peer review organization
vnder contract with the Hospital. The Hospital's Medicare cost reports have been seltled by the
Medicare fiscal intermediary through June 30, 1997.

Medicaid - Inpatient acute care scrvices rendered to Medicaid program beneficiaries are paid at
prospectively determined rates, which are paid on a per diem basis. Costs incurred on services
rendered to Medicaid inpatients, which exceed the prospectively determined payment rates, are not
recoverable from the Medicaid program or its benecficiaries. Outpatient services are reimbursed
under a cost reimbursement methodology. The Hospital is reimbursed at a tentative rate during the
fiscal year. These rates may bec adjusted by the fiscal intermediary during the fiscal year. Ifinal
seitlement is determined after submission of annual cost reports by the Hospital and audits thercof by
the Medicaid fiscal intermediary. The Hospital's Medicaid cost reports have been seitled by the

Medicaid fiscal intermediary through June 30, 19935,

NOTE 3 - NET PATIENT SERVICE REVENUE

The following 1s a summary of net patient service revenue for the years ended June 30, 1999 and
1998:

1999 1998

Inpatient charges $ 9,983,653 $ 10,216,588
Outpatient charges 4,357,494 6,565,849

Total patient charges 14,341,147 16,782,437
Medicare and Mcdicaid contractual adjustments ( 4,087,251 ) ( 4,776,529 )
Medicaid disproportionate payments 361,973 520,021
Charity care charges forgone ( 29,341 ) ( 75,586 )
Administrative, PPO, and other adjustments ( 508,450 ) ( 386,903 )

Net patient service revenuc $ 10,078,078 $ 12,003,440

NOTE 4 - INDIGENT CARE

The Hospital provides scrvices for the indigent, who qualify under guidelines established by the
Hospital. These guidelines determine eligibility based on income, residency, resources, and
household composition. The Hospital maintains records to identify and monitor the level of indigent
carc it provides. These records include the amount of charges written-off for services and supplics
furnished under its indigent care policy.

12




HOMER MEMORIAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS
June 30, 1999 and 1998

NOTE 4 - INDIGENT CARE - Continued

The following information measures the level of charity care provided during the years ended June
30, 1999 and 1998:

1999 1998
Charges forgone based on established rates $ 29,341 $ 75,586
Estimated costs and expenscs incurred to provide
charity care $ 23.000 $ 54,000

NOTE 5 - EDUCATIONAL CONTRACTS RECEIVABLE

The Hospital provides educational assistance to selected medical students and certain employces who
contractually agree to return to the Hospital's service areca after graduation. Under the terms of these
contracts, the Hospital advances funds to assist the students in their educational costs. LEmployees
agree to repay the loan through extended years of service at the Hospital. Medical students repay the
loan by practicing 1n the Hospital service area for a period of years,

The loans, including interest, become immediately due and payable to the Hospital if the employee or

medical student does not provide services for the Hospital for the full period of time within the
contract. These loans are classified as current assets in the financial statements. The following is a
summary of thc nct educational contracts receivable at June 30, 1999 and 1998:

1999 1998
Balance, beginning of year $ 499,501 $ 435,054
FEducational advances 28.287 46,805
Assessment of interest on balances due 19,878 67,640
Change 1n allowance for doubtful collections 7,561 -0-
Cancellation and repayments of contracts ( 22,016 ) ( 49,998 )
Payments of inierest due ( 8,715 ) -()-
Balance, end of ycar 524,496 $§ 499,501

NOTE 6 - LEASE OBLIGATIONS

Capital leases

The Hospital leases certain items of equipment under lease arrangements, which are non-cancelable
and qualily as capital lease arrangements. Future minimum lease payments required under these non-
cancclable lease arrangements are summarized as follows:

13
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HOMER MEMORIAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS
June 30, 1999 and 1998

NOTE 6 - LEASE OBLIGATIONS - Continued

Minimum
Year Ending June 30, Payments
2000 $ 53,655
2001 44,160
2002 44,160
2003 44,160
Total capital lcasc payments 186,135
Less amount representing interest ( 27,145 )
158,990
Current maturities ( 42,168 )
l.ong~-term maturities $ 116,822

Operating leascs

The Hospital leases various facilitics within the area in providing home health and inpatient geriatric
services. In providing these services, the Hospital has various lease commitments which lease terms
range from monthly (o several months in the future. During 1999 and 1998, Icasc expense under
these arrangements was approximately $220,000 and $104,000 respectively, with the monthly lease
obligation at June 30, 1999, being $6,800. The Hospital has also entered into an operating lease for

lab equipment with a monthly lease amount of approximately $266. During 1999, the Hospital paid
$2,664 toward this commitment. Future annual minimum lcase payments on the operating leases
having terms beyond one month are as follows:

Year Ending June 30, Payments

2000 $ 3,197
2001 3,197
2002 3,197
2003 3,197
2004 3,197

NOTE 7 - HOSPITAL REVENUE BONDS

Hospital revenue bonds payable consists of the original amount of $ 3,800,000 of Hospital Revenue
Bonds of the Town of Homer, State of Louisiana dated June 15, 1988. The bonds were issued for the
purpose of constructing and acquiring hospital extensions, additions and improvements, equipment,
and furnishings. The bonds mature on June 15 of each year through 2018. The interest rate on the

bonds is 6.125% and is due annually on June 15 of each year. The bonds are secured by a first lien
on the hospital land, buildings, and equipment.

14



HOMER MEMORIAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS

June 30, 1999 and 1998
NOTE 7 - HOSPITAL REVENUE BONDS - Continued

The revenuc bond indenture requires the Hospital to establish and maintain certain funds for the
benefit of the bond holder, Farmers lHome Administration. The funding requirements are as follows:

Sinking fund requirements - the Hospital is required to make monthly deposits of § 23,608. In
June, 1991, the Hospital began paying the debt in monthly installments in lieu of establishing a

sinking fund. Accordingly, a sinking fund 1s not reflected 1n the financial statements.

Reserve fund requirements - the Hospital is required to make monthly deposits of $ 2,361 until
the fund has accumulated § 283,290,

Contingency fund requirements - the Hospital is required to make monthly deposits of $ 1,194,

Actual and rcquired balances of the reserve fund and contingency fund at June 30, 1998 is as

follows:
Actual Required Excess
Reserve fund $ 287,185 § 250,240 $ 36,946
Contingency fund 154,197 126,564 27,633
Total $ 441382 $ 376804 % 64.579

Farmers Home Administration permits the Hospital to pay on the principal and interest monthly in
lieu of annually. The monthly payments are applied to reduce the principal debt when paid.
Assuming the continuation of monthly payments, future principal and interest requircments on the

bonded debt {for the next five fiscal years are as follows:

Fiscal Year Principal Interest Total
2000 $ 97,123  § 186,167 $ 283,290
2001 103,242 180,048 283,290
2002 109,746 173,544 283,290
2003 116,660 166,630 283,290
2004 124,010 159,280 283,290

NOTE 8 - PENSION PLAN

All Hospital full-ime employees participate in the Municipal Employces' Retirement System, State
of Louisiana ("System"), a multiple employer public employee retirement system (PERS). The
payroll for Hospital employees covered by the System for the year ended June 30, 1999, was
approximately $4,580,000; the Hospital's total payroll was approximately $5,433,000.

Membership is mandatory as a condition of employment beginning on the date employed if the

cmployee 1s on a permanent basis working at least thirty-five hours per week, not participating in
another publicly funded retirement system, and under the age of sixty at the date of employment.

15




HOMER MEMORIAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS
June 30, 1999 and 1998

NOTE 8 - PENSION PLAN - Continued

The system is comprised of two plans. "Plan A" combines the original plan and a supplemental plan, -
while "Plan B" involves only the original plan. Any member of Plan A can retire provided he/she i1s
agc fifty-five with twenty-five years of creditable service; is age sixty with a minimum of ten years of
creditable service or at any age with thirty or more years of creditable service. A member of Plan B
can retire provided he/she is age fifty-five with thirty years of creditable service or 1s age sixty with a
minimum of ten ycars of creditable service.

In lieu of terminating employment and accepting a service relirement allowance, any member of Plan
A or B, with thirty years of service at age fifty-five; twenty years of service at age sixty; fifteen years
of scrvice at age sixty-two; or ten years of service at age sixty-five, may elect to participate in the
deferred retirement option plan (DROP) for up to two years and defer the receipt of benefits. Upon
commencement of participation in the DROP plan, membership in the System terminates. During
participation in the plan, employer contributions are payable but employee contributions cease. The
monthly retirement benefits that would have been payable, had the person elected to cease
employment and receive a service retirement allowance are paid into the DROP fund. This fund docs
not carn interest. In addition, no cost of living increases are payable to participants until employment
which made them eligible 1o become members of the System has been terminated for a least one full
year.

Upon termination of employment prior to or at the end of the specified period of participation, a
participant in the plan may receive, at his option, a lump sum from the account equal to the payment
into the account, a true annuity bascd upon his actual balance in that fund, or any other method of

payment if approved by the board of trustees, The monthly benefits that were being paid into the
deferred retirement option plan fund will begin to be paid 1o the retivee. If a participant dies during
the participation in the plan, a lump sum equal to his account balance in the plan fund shall be paid to
his named beneficiary or, if none, to his estate. If employment is not terminated at the end of the two
ycars, payments into the plan fund cease and the person resumes active contributing membership in
the System. Additional accrued benefits are based on final average compensation used to calculate
the member's original benefit unless the additional period of service is at least thirty-six months.

Generally, the monthly amount of retirement allowance for any member of Plan A or Plan B shall
consist of an amount equal to three percent or two percent, respectively, of the member's final
compensation multiplied by his/her years of creditable service. However, under certain conditions as
outlined 1n the statutes, the benefits are limited to specified amounts. Both plans provide for death

and disability benefits. Benefits and employer/employee obligations to contribute are established by
stale statute.

Fach participating employer of Plan A contributes an amount equal to 6.75% of cach and cvery
member's carnings. Each employee in Plan A contributes 9.25% of monthly earnings. Under Plan B,

cach participating employer contributes an amount equal to 3.75% of each and every member's
carnings. Each employee in Plan B contributes 5.00% of monthly earnings.

16



HOMER MEMORIAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS
June 30, 1999 and 1998

NOTE 8 - PENSION PLAN - Continuced

The System also receives 1/4 of 1% of advalorem taxes collected within the parishes of l.ouisiana,
except for Orleans Parish.

Tax moneys are apportioned between Plan A and Plan B in proportion to the salaries of plan
participants. These additional sources of income are used as additional employer contributions. The
remaining employer contributions are determined according to actuanal requirements and arc set
annually. The contribution requirement for the year ended June 30, 1999 was approximately

$686,000, which consisted of $263,000 from the Hospital and $423,000 from the employees.

The "pension benefit obligation” is a standardized disclosure measure of the present value of pension
benefits, adjusted to the effects of projected salary increases and step-rate benefits, ¢stimated to be
payable in the future as a result of employee service to date. The measure, which is the actuarial
present value of credited projected benefits, is intended to help users assess the System's funding
slalus on a going concern basis, assess progress made in accumulating sufficient asscts to pay
benefits when due, and make comparisons among PERS and employees. The System does not make
scparate measurement of assets and pension benefits obligation for individual employers. The
pension benefit obligation at June 30, 1998, (the latest actuarial report furnished to the hospital), for
the System as a whole, determined through an actuarial valuation performed as of that datc (valued at
market) was approximately § 450 million. The System's net assets available for benefits on that date
(valued at cost) was approximately $497 million, with an unfunded pension benefit obligation of $70
million. The Hospital's contribution for the year ended June 30, 1998, represented approximately 9%
of total contributions paid by all participating entitics. Five-year historical trend information showing
the System's progress in accumulating sufficient assets to pay benefits when due is presented in the
System's annual financial report. No securities of the Hospital are held by the System.

NOTE 9 - OFF BALANCE SHEET RISKS

Concentrations of credit
The Hospital operates in Homer, Louisiana, and grants credit on its services to its patients,
substantially all of whom are local residents of the Parish. Generally, the Hospital accepts
assignments of patients' benefits payable under either public or private insurance programs or policics
in lieu of collateral to sccure its patient accounts receivable. At June 30, 1999 and 1998,
approximately 41% and 52%, respectively, of patient accounts receivable was related to beneficiaries
of the Medicare and Medicaid programs. Future changes (if any) occurring within the local economy

or the Medicare and Medicaid reimbursement methods can significantly affect the operations of the
Hospital.
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HOMER MEMORIAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS
June 30, 1999 and 1998

NOTE 9 - OFF BALANCE SHEET RISKS - Continued

Cash balances

At June 30, 1999, the aggregate carrying amount of cash, including assets whose use is limited, was
$2,068,808 that was invested in three banks and the Louisiana Assct Management Pool. The
corresponding bank and pool balances totaled $2,058,887. The difference between the carrying
amount reported by the Hospital and the bank and pool balances represents deposits and checks,
which had not cleared the bank at June 30, 1999. All funds are fully secured by either FDIC
coverage or sccurities pledged against the deposits, except for $291,299 at Regions Bank in cxcess of
IFDIC coverage and security pledges.

Volume of services

The District is dependent upon local physicians practicing in the immediate service arca for its
volume of patients. Any decrease in the number of physicians from the current level can significantly
affect hospital operations.

NOTE 10 - CONTINGENCIES

The Hospital is the defendant in certain litigation arising in the normal course of its business. In the
opinion of management and the Hospital's legal counsel, the claims are without merit and the awards

for damages (if any) resulting from these claims will not exceed the applicable insurance coverage.
Therefore, the Hospital has made no provision for a loss contingency related 1o these suits in the
financial statements.

NOTE 11 - YEAR 2000 ISSUE

The year 2000 issue is the result of shortcomings in many electronic data processing systems and
other equipment that may adversely affect the Hospital's operations as early as 1999,

The Hospital has completed an inventory of computer systems and other equipment necessary 1o
conducting the Hospital's operations. Based on this inventory, the Hospital has identified such
sysiems as being financial reporting, payroll, and medical equipment.

e The financial reporting and payroll systems have been assessed, remediated, tested and validated.

e Thc Hospital uses various items of medical equipment. This equipment has all been assessed,
remediated, and tested and validated.

At Junc 30, 1999, the Hospital has spent approximately $ 150,000 in replacing various software
systecms.
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HOMER MEMORIAIL HOSPITAL
NOTES TO FINANCIAL STATEMENTS

June 30, 1999 and 1998

NOTE 11 - YEAR 2000 ISSUE - Continued

Because of the unprecedented nature of the Year 2000 issue, its effects and the success of related
remediation efforts will not be {ully determinable until the Year 2000 and thereafter. Management
cannot assurc that the Hospital is or will be Year 2000 ready, that the Hospital's remediation cfforts
will be successful in whole or in part, or that parties with whom the Hospital does busincss will be

Year 2000 ready.
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CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Dircctors
Homer Memorial Hospital
Homer, Louisiana

We have audited the financial statements of IHomer Memorial Hospital, a component unit of the Town of
Homer, as of and for the year ended June 30, 1999, and have issued our report thereon dated September 22,
1999. Wc conducted our audil in accordance with generally accepted auditing standards and standards
applicable to financial audits contained in Government Auditing Standards, 1ssued by the Comptroller
General of the United States.

Compliance
As part of obtaining reasonable assurance about whether Homer Memorial Hospital’s financial statements
arc frce of material misstatements, we performed tests of its compliance with certain provisions of laws,

regulations, contracts and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with thosc

provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed an instance of noncompliance that are required to be reported under Government
Auditing Standards, which are described in the following paragraphs:

Issue.

The Hospital has received an advisory opinion from the Louistana Board of Ethics indicating the existence of a
[.ouisiana Code of Governmental Ethics violation regarding an educational contract with Dr. Scott Haynes, whose
father, Dr. Don Haynes, 1s presently on the Hospital’'s Board.

Transaction Details:
Scott Haynes currently receives 31,000 a month for educational aid in return for which his obligation to practice
in Claiborne Parrish for a period of five years. This contractual commitment was began in 1993, when his father

was not on the board, and has continued to the current year. During 1999 and 1998, Scott received $12,000 for
cach respective year as part of this contractual commitment.

Noncompliance Details:

It 1s the opinion of the Louisiana Board of Ethics that this transaction is in violation of Section 1113B and Section
1112B(1) of the Louisiana Code of Governmental Ethics. It is the recommendation of the Louisiana Board of
Lthics that either the Hospital discontinue these payments 1o Dr. Scott Haynes, or Dr, Don Haynes resign his
position on the Hospital's Board.
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Recommendations:
The Hospital should either comply with the recommendations of the Louisiana Board of Ethics, or challenge this

advisory opinion through legal proceedings.

Hospital's Response:
The Hospital Board is planning to decide at the December, 1999 meeting as to what actions to take in this matier.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Homer Memorial Hospital’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion
on the financial statements and not 1o provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in the
intecrnal control over financial reporting that might be material weaknesses. A material weakness is a
condition in which the design or opcration of one or more of the internal control components does not reduce
to a relatively low risk that misstatements in amounts that would be material in relation to the financial
statcments being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses. However, we noted other
matters involving the internal control over financial reporting that we have reported to management of
Homer Memorial Hospital in a separate letter dated September 22, 1999,

This report is intended for the information of the board of directors, management, and the Lcgislative
Auditor’s Office of the State of Louisiana. However, this report is a matter of public record, and its
distribution is not limited.

umanfRichardson & Co., L.L.P.
Scptember 22, 1999
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CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors
[Homer Memorial Hospital
HHomer, L.ouisiana

In planning and performing the audit of the financial statements of Homer Memorial
Hospital for the year ended June 30, 1999, we considered its internal control structure in’--
order to determine our auditing procedures for the purpose of expressing our opinion on'
the financial statcments and not to provide assurance on the internal control structure.
However, we noted certain matters involving the internal control structurec and its
opcration that we consider to be reportable conditions under standards established by the
American Institute of Certified Public Accountants. Reportable conditions involve
matters coming 1o our attention relating to significant deficiencies in the design or
operation of the internal control structure that, in our judgment, could adversely affect the
Hospital's ability to record, process, summarize, and report financial data consistent with
the assertions of management in the financial statements,

Payroll Accounting
Comments:
Al the close of field work, we noted that the payroll cash account and the seclf-funded
insurance cash account had not been reconciled for several months. We also noted that
the 941 reconciliation to the general ledger was out of balance. It is our understanding
that 941's as filed are correct and that these problems are the result of issues still
outstanding related to the computer system conversion in May, 1999,

Recommmendations:

The Hospital should collaborate with its computer software contractor to gel these payroll
system softwarc 1ssues resolved and arrive at propetly reconciled general ledger amounts.
Once this 1s accomplished, these cash accounts should be properly reconciled on a
monthly basis, and the 941 reconciliation should be prepared quarterly.

Hospital’s Response:
The Hospital docs intend to contact its computer contraclor 1o get these issues resolved.
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Deposit Risk

Comments;
At June 30, 1999, we noted that $291,299, of the Hospital's funds deposited at Regions
Bank, were not secured by either FDIC coverage or bank pledged securities.

Recommendations:
The Hospital should bring this deposit risk to the bank's attention and come to an
understanding that their deposited funds will be more adequately secured in the future.

Hospital’s Response:
The Hospital has fully secured these deposits subsequent to June 30, 1999,

Fixed Asset Capitalization Policy
Comments:
The 1lospital currently capitalizes fixed asset amounts with a cost of $500 or more and a
uscful life of two years or greater, while Medicare has changed its recommended
capitalization policy to fixed asset amounts with a cost of $5,000 or greater.

Recommendation:
The lospital should consider changing its capitalization policy to match the Medicare
recommended capitalization policy.

Hospital’s Response:
The change in capitalization policy will be brought before the board of directors.

Cost Report Revenue and Expense Reclassifications
Comments:
In the preparation of the Hospital's June 30, 1999 Medicare cost report, it was necessary
to make various reclassification entrics to move billable medical supply revenue and
cxpense from various cost centers, to the billable medical supply cost center. Iad these
entrics not been made, the Hospital would have not been able to submit a properly
prepared cost report.

Recommendation:

The Hospital should begin to treat its billable medical supply (central supply) department
in the same manncer as it trcats pharmacy. Revenue and expense should remain in that
cost center and not be moved 1o other departments.

Hospital’s Response:
The Hospital has made these changes.




Physician Line of Credit and Other Debt
Comments:
On August 1, 1998, the Hospital amended its agreement with Dr. Elizabeth Doze. In this
amendment, the salary and education guarantees to Dr. Doze were totally forgiven and
the line of credit was sct up to be paid back with no interest. The amount of debt forgiven
less valuc for time worked is required to be reported under IRS guidelines.

Recommendation;

The Hospital should file a 1099 for {forgiveness of debt for the appropriate amounts and
years. The Hospital should also consider obtaining written legal advice indicating
compliance with Stark 11 laws.

Hospital’s Response:
I'orms 1099 will be complcted for both 1998 and 1999.

Louisiana Code of Governmental Ethics
Comments:
The llospital has received an advisory opinion from the Louisiana Board of Ethics
indicating the existence of a Louisiana Code of Governmental Ethics violation regarding
an cducational contract with Dr. Scott Haynes, whose father, Dr. Don Haynes, is
presently on the Hospital's Board.

Scott Haynes currently receives $1,000 a month for educational aid in return for his
obligation to practice in Claiborne Parrish for a period of five years. This contractual
commitment was began in 1993, when his father was not on the board, and has continued
to the current year. During 1999 and 1998, Scott received $12,000 for each respective
ycar as part of this contractual commitment,

It 1s the opinion of the Louisiana Board of Ethics that this transaction is in violation of
Scction 11138 and Section 1112B(1) of the Louisiana Code of Governmental Ethics. It
1s the recommendation of the louisiana Board of Ethics that either the Hospital

discontinuc these payments to Dr. Scott Haynes, or Dr. Don Haynes resign his position
on the Hospital's Board.

Recommendations:

The Hospital should either comply with the recommendations of the Louisiana Board of
Iithics, or challenge this advisory opinion through legal proceedings.

Hospital's Responses

The Hospital Board 1s planning to decide at the December, 1999 meeting as to what
actions 1o take 1n this matter.




Summary of Prior Year Findings

We have reviewed the Hospital’s responses to items noted in the previous year’s
management letier concerning (1) board approval of fixed asset additions; (2) board
approval of specific transactions; (3) cost report statistics; and (4) Y2K compliance.
Based on our review, we believe the Hospital has responded appropriately to these

findings.

We appreciaie the opportunity 1o serve you with your accounting needs and the many
courlesics exicnded to us while visiting at the Hospital. This letter is intended solely for
the benefit of management and the Board of Directors and 1s not intended for any other

purposc.

oo, i

euman, Richardson & Co., L.L.P.
September 22, 1999




