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Reporl of Independent Audilors 

The Board of Com missioners 
M orehouse Parish H ospital Service D istrict 

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

District (M orehouse General Hospital) as of M ay 31, 1999 and 1998, and the related 
statements of revenue, expenses, and fund balance and cash flows for the years tben 
ended. These financial statem ents are the responsibility of the 1 tospital's m anagem ent. Our 
responsibility is to express an opinion on these financial statements based on our audits. 

W e conducted our audits in accordance w ith generally accepted auditing standards and 
Government A.diti.g Standards issued by the Com ptroller G eneral of the United States. 
Those standards require that w e 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 audits provide a reasonable basis for our 
opinion, 

In our opinion, the financial statem ents referred to above present fairly, in all material 
respects, the financial position of M orehouse General H ospital at M ay 31, 1999 and 1998, 
and the results of its operations and its cash flow s for the years then ended in conform ity 
with generally accepted accounting principles. 

The year 2000 supplem entary information on page 17 is not a required part of the basic 
financial statements but is supplem entary  inform ation required by the Govermnental 

Accounting Standards Board (GASB), and we did not audit and do not express an opinion 
on such inform ation. Further, we w ere unable to apply to the information certain 
procedures prescribed by professional standards because disclosure criteria specified by 
GA SB Technical Bulletin N o, 98-1 as am ended are not suffi ciently specific to permit us to 
perform procedures that w ould provide m eaningful results. In addition, w e do not provide 
assurance that the H ospital has becom e year 2000 compliant, the Hospital's year 2000 
remedialion efforts w ere successful in w hole or in part, or that parties w ith w hich the 
1 lospital does business have becom e year 2000 com pliant. 



In accordance w ith Govermnent Auditing Standards', w e have issued our report dated 
January. 31, 2000 on our consideration of M orehouse General Hospital's internal control 
over financial reporting and our tests of its compliance with certain provisions of law s, 
regulations and contracts. That report is an integral part of an audit perform ed in 

accordance with Government Auditing Standards and should be read in conjunction with 
this report in considering the results of our audit. 

January  31, 2000 

~ ~ LLP 



M orehouse G eneral H ospital 

Balance Sheets 

A ssets 
Current assets: 
Cash and cash equivalents 
Patient accounts receivable, less allowances for 
uncollectible accounts of $3,067,000 in 1999 and 
$2,921,000 in 1998 

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

Total current assets 

N oncurrent assets w hose use is limited 

Other assets: 
Am ounts due from physicians, net 

Property. plant, and equipm ent 
1.and 
Buildings 
Equipm ent 
Construction in progress 

Less accum ulated depreciation 

Total assets 

M ay 31 
1999 1998 

$ 1,549,483 $ 1,762,660 

6,168,514 

675,664 
434,254 
231,233 

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

9,059,148 10,946,383 

2,880,077 4,664,169 

106,842 287,081 

272,384 
9,931,681 
20,459,519 
5.041.283 

272,384 
10,069,469 
19,866,011 
2,038,089 

35,704,867 32,245,953 

21.030.322 19.296.195 

14,674,545 12,949,758 

$ 26,720,612 $28,847,391 



Liabilities and fund balance 
Current liabilities: 
Trade accounts payable 
Retainage payable 
Em ployee compensation and payroll taxes 
Settlem ent s due to third-party payors 
Other accrued liabilities 
Current portion of capital lease obligations 
Current portion of long-term debt 

Total current liabilities 

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

Fund balance 

Total liabilities and fire d balance 

A'ee accompan
.
yilt~, note.s: 

M ay 31 
1999 1998 

10,660,256 11,122,700 

16,060,356 17,724,691 

$ 26,720,612 $ 28,847,391 



M orehouse G eneral H ospital 

Statem ents of Revenue, Expenses, and Fund Balance 

N et patient service revenue 
Other revenue 
Total revenue 

Expenses: 
Routine services 
Ancillary services 
General serv ices 
Fiscal and administrative services 
Depreciation and am ortization 
Provision for bad debts 
Interest 

Total expenses 

Revenue in excess of (less than) expenses 

Fund balance at beginning of period 
Other changes (Note 1) 
Fund balance at end of period 

~,'ee accompanying notes. 

Y ear ended M ay 31 
1999 1998 

$ 28,284,213 
1,182,675 

$30,911,967 
1,093,943 

29,466,888 32,005,910 

4,819,287 
12,819,711 
2,585,442 
5,939,574 
2,113,738 
2,589,793 

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

263,678 289,341 



M orehouse General H ospilal 

Statem enls of Cash Flow s 

O perating activities and gains and losses 

Revenue in excess of (less than) expenses 
Adjustments to reconcile revenue in excess of (less than) 
expenses to net cash provided by operating activities: 
D epreciation and am ortization 
Interest expense 
lnterest incom e 
Provision for bad debts 
Provision for uncollectible physician receivables 
(Gain) loss on sale & building and equipment 
Changes in operating assets and liabilities: 
Patient accounts receivable 
Inventories, prepaid, and other assets 
Trade accounts payable and retainage payable 
Employee compensation, payroll taxes, and other 
accrued liabilities 

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

Capital and related financing activities 
Purchases of land, buildings, and equipment 
Paym ents of capital lease obligations 
Paym ents of long-term debt 
Interest expense 
Proceeds fiom the issuance of long-term debt 
Net cash provided by (used in) capital and related financing 
activities 

Investing activities 
Interest incom e 
Increase in assets w hose use is limited 
Loan paym enls from physician 
Net cash provided by (used in) investing activities 
Net change in cash and cash equivalents 
Cash and cash equivalents at beginning of period 
Cash and cash equivalents at end of period 

Year ended M ay 31 
! 999 1998 

$ 1.549.483 $ 1.762.660 

D uring the years ended M ay 31, 1999 and 1998, the Hospital entered into capital leases 
totaling $1,786,356 and $1,159,020, respeelively. 

S'ee accompatTyilJg notes 



1. A ccounting Policies 

Description of Business 

M orehouse G eneral H ospital 

N otes to Financial Slatem ents 

M ay 31, 1999 

M orehouse Parish Hospital Service District (District), doing business as M orehouse 
General Hospital (Hospital), was organized on December 17, 1982 under powers granted 
to parish police juries by the State of Louisiana. The geographical boundaries of the 
D istrict coincide w ith those of M orehouse Parish. All corporate powers are vested in a 
board of com m issioners appointed by the M orehouse Parish Police Jury. The D istrict is 
exempt from incom e taxes as a political subdivision of the State of Louisiana under 
Section 115 of the Internal Revenue Code. The District is also exem pt from federal 

income tax under Section 501(a) as a hospital organization described in Section 501(c)(3). 
The federal incom e tax exem ptions also extend to state incom e taxes. 

Basis of A ccounting 

The H ospital uses the accrual basis of accounting for proprietary  funds. Under Govern- 

mental Accounting Standards Board (GASB) Statement No. 20, Accounting and 
l~Tnancial Reporting for l'roprietary l~md~, and Other Governmental Entities "lhat Use 
]'roprietar), ]~'und Accounting, the H ospital has elected not to apply Financial Accounting 

Standards Board (FASB) pronouncements issued after November 30, 1989. 

Net Patient Service Revenue and Related Receivables 

N et patient service revenue is reported at the estimated net realizable am ounts from 
patients, third-party payors, and others for services rendered. The H ospital provides 
services to patients w ho reside prim arily in the local geographic region. Patient accounts 
receivable for which the H ospital receives payment under contractual arrangem ents are 
stated at the estimated net am ounts from such payors, which are generally less than 
established billing rates. As a result, the H ospital is exposed to certain credit risks. The 
Hospital m anages such risks by regularly review ing its accounts and contracts and by 
providing appropriate allow ances. 

C harity Care 

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



M orehouse General H ospital 

Notes to Financial Statements (continued) 

1. Accounting Policies (continued) 

(2ontractual Third-Party Payors 

The ltospital provides acute care inpatient services to M edicare beneficiaries and is paid a 
predetermined amount for these services based, for the most part, on the Diagnosis 

Related Group (DRG) assigned to file patient. M edicare inpatient acute care capital- 
related costs are paid on a prospectively determined amount per discharge, subject to a 
m inimum level based on a percentage of capital-related costs. 

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

reimbursed, subject to certain limitations imposed by governmental authorities, on a cost 
basis. Retroactive cost settlem ents based upon annual cost reports are estim ated and 
recorded in the financial statements. Final determ ination of amounts to be received under 

cost reimbursement regulations is subject to review by program representatives. The 
difference betw een a final settlement and estim ated settlem ent in any year is reported as an 

adjustment of net patient service revenue in the year the final settlement is made. 

U se of Estim ates 

The preparation of financial statem ents in conform ity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the 
amounts reported in lhe financial statem ents and accompanying notes. Actual results could 
differ from those estim ates. 

Inventories 

Inventories are valued at the latest invoice price which approxim ates the lower of cost 

(first-in, first-out method) or market. 

Property, Plant, and Equipm ent 

The H ospital records all property, plant, and equipm ent acquisitions at cost, except for 
assets donatcd to the Hospital. D onated assets are recorded at appraised value at the date 
of donation. The 1 tospital provides for depreciation of its plant and equipm ent using the 
strai~,ht-line m ethod in am ounts sufficient to anaortize the cost of its assets over their 
estim ated useful lives. 



M orehouse G eneral ttospital 

Notes to Financial Statements (conlmued) 

I. Accounting Policies (continued) 

Assets held under capital lease obligations are included in equipm ent. These assets have 
been recorded at the present value of the nlinimum lease paym ents w hich approxim ates the 

fair market value of the leased assets (see Note 6). Amortization of leased assets is 
provided for using the straight-line m ethod over the term of the related lease and is 
included in depreciation and amortization expense. D uring the years ended M ay 31, 1999 
and 1998, the Hospital capitalized approximately $175,000 and $48,000 of interest, 
respectively. 

Investm ents and Investm ent Incom e 

During the year ended M ay 31, 1998, the ttospital elected to adopt the provisions of 

GASB Statement No. 31, Accounting and Financial Reporting for Certain hn,estments 
and

.~Jr Gem~.ral hn,estment Pools; accordingly, all investmems are stated at fair market 
value. Differences between the cost and the fair m arket value of the investm ents are in- 
cluded in investm ent incom e. The cumulative effect of the difference betw een the cost and 
the fair market value of the investm ents was previously reported as a separate component 
of fire d balance. A reclassification of $49,999 from fund balance to interest incom e was 
recorded in 1998. The accounting change w as applied retroactively; how ever, prior period 
financial statem ents w ere not restated as the effect is not m aterial. 

Cash Equivalents 

The Hospital considers all highly liquid investments with a m aturity of three m onlhs or less 
w hen purchased to be cash equivalents. 

Reclassifications 

Certain am ounts in the 1998 financial statem ents have been reclassified to conform to their 
1999 presentation. 

2. C ash and Investm ents 

Statutes authorize the H ospital to invest in United States governm ent obligations
, 

certificates of deposit of national banks located in Louisiana or banks organized under the 
law s of Louisiana, any federally insured investm ent, guaranteed investment contracts 
issued by a financial institution having one of the tw o highest rating categories of 
Standard & Poor's Corporation or M oody's Investors Services, or in nm tual o1 trust 



M orehouse General Hospita 

Notes to Financial Stalements (continued) 

2. Cash and Investments (continued) 

institutions w hich are registered w ith the Securities Exchange Com mission tm dew" the 
Securities Act of 1933 and the Investment Act of 1940 and which have underlying 
investments consisting solely of securities of the United States government or its agencies. 

The ]]ospital's bank deposits consist of dem and deposit accounts and certificates of 
deposit. These bank deposits are included in cash and cash equivalents and assets whose 
use is lim ited. At M ay 31, 1999 and 1998, the H ospital's deposits w ere fully insured or 
collateralized w ith securities held by the agent of the pledging banks in the H ospital's 
nanqe. 

In addition to the bank deposits held, the H ospital had invested $1,432,317 and 
$1,386,536 at M ay 31, 1999 and 1998, respectively, in a mutual fund whose underlying 
investm ents consist solely of securities of the United States governm ent or its agencies 

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

3. A ssets W hose U se is Lim i|ed 

The term s of the ttospital's 1997 Revenue 
deposit in certain accounts w ith the trustee 
required to be invested by the tru stee in 
Resolution. 

Bonds require funds to be m aintained on 
The funds on deposit in the accounts are 
accordance with the term s of the Bond 

10 



M orehouse G eneral H ospital 

Noles to Financial Stalemenls (continued) 

3. Assets W hose Use Is Limited (continued) 

In addition, the Itospital's board of com m issioners has designated certain assets to be used 
for furo re plant and equipm ent additions. The composition of assels whose use is lim ited 
as of M ay 31, 1999 and 1998 were as follow s: 

Board-designated assets: 
Certificates of deposit 
M utual fund investm ent 

Trusteed funds (principally United States government 
obligations): 
Construction Fund 
Debt Service Fund 
D ebt Serv ice Reserv e Fund 
Capital Additions and Contingencies Fund 

Total assets whose use is lim ited 

l.ess current portion 
Noncurrent assets whose use is limited 

4. Third-Parly Reim bursem ent 

M ay 31 
1999 1998 

S 1,081,972 
1.432.317 

$ 1,039,389 
1,386,536 

2,514,289 2,425,925 

292,429 
587 

472,391 

2,267,239 
272 

454.829 
34,635 10,923 

The llospital participates in the M edicare and M edicaid program s as a provider of m edical 
services to program beneficiaries. During the years ended M ay 31, 1999 and 1998, 
approxim ately 75%  of gross patient service charges w ere derived from M edicare and 
M edicaid program beneficiaries. Certain M edicare and M edicaid serv ices are reimbursed 
on a cosl basis. Regulations in effect require annual retroactive settlem ents for these costs 
based upon cost reports filed by the ttospital. Although final settlements are not m ade 
until a subsequent period, the H ospital estim ates and records these retroactive settlem ents 
in its financial statem ents in the period in w hich services are rendered 



M orehouse G eneral H ospital 

Notes to Financial Stalemenls (continued) 

4. Third-Party Reimbursement (conlinued) 

Law s and regulations governing "the M edicare and M edicaid program s are com plex and 

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

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

Differences between original estimates and subsequent revisions (including final 
settlements) are included in the statement of revenue, expenses, and fund balance in the 
period in w hich the revisions are m ade. D uring the years ended M ay 31, 1999 and 1998, 
net patient service revenue was decreased by approximately $396,000 and was increased 
by approxim ately $170,000, respectively, to reflect changes in the estim ated settlem ents 
for certain prior years. 

5. Em ployee R etirem ent Plan 

The ttospital sponsors a noncontributory, defined-contribution retirement plan, w hich 
covers substantially all full-tim e em ployees after they have m et certain eligibility 
requirem ents. Under the provisions of the plan docum ent, the H ospital is required to 
contribute t0%  of the eligible em ployee's salary. The plan provides for the contributions 

(and interest allocated to the employee's account) to become partially vested after three 
years of continuous em ploym ent and fully vested after seven years of continuous 
employm ent. The unvested portion of an account of an employee w ho terminates 
em ploym ent before becom ing fully vested is used to reduce the H ospital's current year 
contribution requirement. For the years ended M ay 31, 1999 and 1998, the contribution 
requirements were $956,580 and $939,136, respectively. 

The Hospital has an additional retirem ent plan w hich covers all employees not covered 
under the above plan. Under the provisions of the plan, the ltospital is required to 
contribute 6.05%  of the participating employee's salary. The employee becom es partially 
vested after three years of continuous em ploym ent and fully vested after seven years of 
continuous em ploym ent. For the years ended M ay 31, 1999 and 1998, the contribution 
requirements were $80,095 and $111,034, respectively. 

2 



M orehouse General Hospital 

Notes to Financial Statements (continued) 

5. Employee Retirement Plan (continued) 

Contributions m ade during the periods for both plans discussed above w ere $929.953 and 
$979,897 in 1999 and 1998, respectively. The Hospital's unfunded contribution require- 
mere related to both plans of $47,103 and $220,995 at M ay 31, 1999 and 1998, respec- 
tively, is included in other accrtled liabilities on the balance sheet. Total payroll for all 
employees was $11,389,651 and $11,938,722 for the years ended M ay31, 1999 and 
1998, respectively. Substantially all em ployees of the H ospital are covered by one of the 

two plans discussed above. 

The Hospital established the M orehouse G eneral H ospital Tax D eferred Savings Plan. 
This plan, which qualifies as a tax-sheltered annuity plan under Section 403(b) of the 
Intern al Revenue Code, covers all em ployees who elect to participate. The plan allow s 
participants to defer a portion of their annual com pensation. The amount of annual 

contributions to the plan by participants is subject to certain limitations as defined in the 
plan agreem ent. The participants vest 100%  im m ediately in their contributions and 
investm ent earnings of the plan. The plan agreem ent allow s discretionary employer 
contributions to be m ade to the plan. N o em ployer contributions were m ade during the 
years ended M ay 31, 1999 and 1998. 

Retirem ent expense, net of forfeitures, related to the above plans included in fiscal and 
administrative services on the statements of revenue, expenses, and fund balance was 
$929,543 and $979,897 for the years ended M ay 31, 1999 and 1998, respectively. 

6. Leases 

The Hospital has entered into several capital leases for various types of equipm ent. U nder 
the lerm s of the leasing arrangem ents, the H ospital is obligated to pay a m onthly rental 
paym ent over the prim ary term of the leases, which range fi'om five to seven years. 



M orehouse General H ospital 

Notes to Financial Statements (continued) 

6. Leases (continued) 

Future m inim um lease paym ents, by year and in the aggregate, under capital leases 
consisted of the following at M ay 31, 1999: 

Fiscal year ending M ay 31 : 
2000 
2001 
2002 
2003 
2004 
Thereafter 

Total m inim um lease paym ents 

Amount representing interest (ranging from 0% to 10.4%) 
Present value of net minimum lease payments (including $987,017 
classified as current) 

$1,232,096 
939,263 
745,020 
566,696 
291,740 

3,774,815 

(599,960) 

$3,174,855 

The cost of leased assets included in equipment totaled $6,220,236 and $5,019,728 and 
accum ulated am ortization w as $2,642,895 and $2,217,048 at M ay 31, 1999 and 1998, 
respectively. The equipm ent collateralizes the capital lease obligations. 

7. Long-Term D ebl 

The H ospital's long-term debt as of M ay 31, 1999 and 1998 consisted of bonds payable as 
follow s: 

H ospital Revenue Bonds, Series 1997 
Less current portion 

1999 1998 

$ 4,424,808 
231.572 

$ 4,644,423 
219.775 

$ 4,193,236 $ 4,424,648 

14 



M orehouse General Hospital 

Notes to Financial Statements (continued) 

7. Long-Term Debt (continued) 

On November 3, 1997, the Hospital issued $4,750,000 of Hospital Revenue Bonds (Series 
1997) which are term bonds with an annual interest rate of 5.24% . Payment of the 
scheduled principal and interest on the 1997 Revenue Bonds is due in m onthly installm ents 
of $38,159. The 1997 Revenue Bonds are obligations of the Hospital secured by a pledge 
of the Hospital's revenue. 

Under the terms of the Bond Indenture, the Hospital is required to m aintain, among other 
provisions, a specified m inimum debt service coverage ratio. Certain of these other 
provisions w ere not m et but the violations were cured. 

The scheduled m aturities of the Series 1997 Bonds for the next five fiscal years ending 
M ay31 are as follows: 2000-- $231,572; 2001- $244,003; 2002--$257,099; 2003 
$270,898; 2004 $285,441; and $3,135,795 thereafter. 

8, M alpractice, Em ployee M edical and W orkers' Com pensation Insurance 

During lhe ordinary course of operations, the Hospital has been nam ed a defendant in 
lawsuits alleging m edical m alpractice. The H ospital is insured for m alpractice insurance 
coverage on a claims-made basis for individual claims up to $100,000. For individual 
malpraclice claims in excess of $100,000, the Hospital participates in the State of 
Louisiana Patient Compensation Fund. This fund provides m alpractice insurance coverage 
on a claim s-m ade basis for claim s up to lhe statutory m aximum exposure of $500,000, 
which currently exists under Louisiana law , plus interest and future m edical costs. The 
H ospital has purchased additional m alpractice insurance providing coverage up to 
$900,000 in the aggregate. The tlospital has renewed its existing m alpractice insurance 
through M ay 31, 2000. 

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



9. C om m itm ents 

M orehouse General Hospital 

Notes to Financial Statements (continued) 

Tile ttospital has incurred approxim ately $4,750,000 related to the renovation in 
connection with the 1997 Bond Issue. The renovations are expected to be com pleted in 
June 1999 at an estimated additional cost of approximately $42,000. 

10. Net Patient Service Revenue 

N et patienl service revenue is com prised of the following 

1999 1998 

Total patient service charges (excluding charity care of 
$130,503 in 1999 and $149,260 in 1998) $ 59,692,669 $ 58,983,545 

Contraclual and other allow ances: 
M edicaid 
M edicare 
M anaged care organizations 
Other 

Total contractual and other allow ances 
Net patient service revenue 

5,720,208 
19,846,430 
3,021,882 
2,819,936 

4,929,358 
18,562,831 
2,502,005 
2,077,384 

31,408,456 28,071,578 

$ 28,284,213 $ 30,911,967 



M orehouse General Hospital 

Required Year 2000 Supplememary Infollnation (Unaudiled) 

M ay 31, 1999 

The Year 2000 issue is the result of com puter program s being w ritten using two digils 
rather than four lo define the applicable year. The Hospital's com puter program s and 
certain com puter-aided m edical equipm ent that have tim e-sensitive software m ay 
recognize a (late using "00" as the year 1900 rather than the year 2000. This could resull 
in system failures or m iscalculations causing disruption of operations or m edical 
equipm ent m alfunctions that could affect patient diagnosis and treatm ent. 

The H ospital substantially completed all planned w ork to address the Year 2000 issue 
prior to January 1, 2000. The planned w ork covered three prim ary  areas: principal 
inform ation technology hardw are and software operating system s; embedded system s 
w ithin clinical equipm ent and the like; and the ability of vendors and third-pa~y payors to 
them selves effectively m anage the Year 2000 issue w ith their own organizations. 

M anagemenl is not aware of any significant adverse effects of the Year 2000 issue on the 
ltospital's system s or operations. H owever, there is no guarantee that all system s, 
equipm ent, or other entities w ith the ability to significantly impact the Hospital's 
operations are Year 2000 compliant. 

17 
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Board of Com m issioners at M ay 31, 1999 

Dr Crater Cox 

Nancy Sawyer 

John M Yeldell 

Gary Stevenson 

Mattie W ashington 

VE Vetsch 

Affred Twymon 
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$240 
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Independent Accountants' Report on 
Schedule of D ebt Service Coverage Ratio 

The Board of Commissioners 
M orehouse Parish H ospital Service D istrict 

~2) '. 7~ 

"2~ 

.
.5 , 

W e have reviewed the accom panying Schedule of D ebt Serv ice Coverage Ratio for the 
year ended M ay 31, 1999 of M orehouse Parish ttospital Serv ice District. Our review was 
conducted in accordance with standards established by the Am erican Institute of Certified 
Public A ccountants. 

The Schedule of D ebt Service Coverage Ratio is prescribed by Section 5
.1 of the Bond 

Resolution relating to $4,750,000 Hospital Revenue Bonds (Series 1997) reflecting the 
provisions of Resolutions adopted by M orehouse Parish H ospital Service District on 
N ovember 3, 1997. 

Based on our review , nothing cam e to our attention that caused us to believe that the 
accompanying Schedule of D ebt Serv ice Coverage Ratio is not presented in conform ity 
w ith the basis set forth in accom panying Note. 

This report is intended solely for the inform ation and use of the board of com missioners
, 

m anagem ent, and the bond trustee and is not intended Io be and should not be used by 
anyone other than these specified parties. H ow ever this report is a m atter of public record 
and its distribution is not lim ited. 

January 31,2000 



M orehouse Parish H ospital Service District 

Schedule of Debt Serv ice Coverage Ratio 

Year ended M ay 31, 1999 

(Unaudiled) 

Revenue in excess of (less than) expenses 
D eprecialion and am ortization 
Interest 
Incom e available for debt service 

M axim um annual debt serv ice requirem ents 

D ebt service coverage ratio 

Requirem ent 

See accountants' review report and accompany#~g note 

$ (1,664,335) 
2,113,738 
263,678 

$ 713.081 

$ 457,911 

1.56 

1.25 



M orehouse Parish H ospital Service D istrict 

N ote to Schedule of D ebt Serv ice Coverage Ratio 

Basis of Presentation 

M ay 31, 1999 

(Unaudited) 

The com putation in the Schedule of D ebt Service Coverage Ratio is prescribed by 
Section 5.1 of the Bond Resolution relating to $4,750,000 H ospital Revenue Bonds 

(Series 1997) reflecting the provisions of Resolutions adopted by M orehouse Parish 
H ospital Serv ice on N ovember 3, 1997. 
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R eport of Independent Auditors on Com pliance 
and on Internal Control O ver Finmlcial Reporting 

Based on an Audit of Financial Statem ents Performed 
m Accordance W ith Govern m ent Auditing Standards 

The Board of Commissioners 
M orehouse Parish H ospital Service District 

W e have audited the financial statem ents of M orehouse Parish H ospital Service D istrict 

(Morehouse General Hospital) (the Hospital) as of and for the year ended May 31, 1999, 
and have issued our report thereon dated January 31, 2000. W e conducted our audit in 
accordance w ith generally accepted auditing standards and the standards applicable to 
financial audits contained in Governme~Tt Auditing Standards, issued by the Com ptroller 
General of the U nited States. 

Com pliance 

As part of oblaining reasonable assurance about whether the financial statem ents are free 
of m aterial m isstatem ent, w e perform ed tests of its com pliance with certain provisions of 
law s, regulations, and contracts. H ow ever, providing an opinion on compliance w ith those 

provisions was not an objcctivc of our audit, and accordingly, we do not express such an 
opinion. 

The results of our tests disclosed no instances of noncompliance, except as noted below 
that are required to be reported herein under Governm ent Auditing Standards. 

Audit Report 

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

M anagem ent Response 

The delay in the issuance of the audited financial statements was due to turnover in the 
Chief Financial Offi cer position and certain other issues related to the H ospital cost report. 
A s the cost report is a significant component of the H ospital's financial statem ents, the 
audit could not be com pleted w ithout these issues being resolved. 



In the fnture~ managem ent ~vitt develop other estimates rela~ed to the inform ation used to 
com plete the cost report and thus issue the audited financial statements as required by the 
Office & Legislative Auditor, State of Louisiana. 

Internal Control O ver Financial Reporting 

In planning and perform ing our audit, w e considered M orehouse G eneral H ospital's 
internal control over financial reporting in order to determ ine our auditing procedures for 
the purpose of expressing our opinion oll the financial statements and not to provide 
assurance on the intern al control over financial reporting. Our consideration of the intern al 
control over financial reporting would not necessarily disclose all m atters in the internal 
control over financial reporting that m ight be m aterial w eaknesses. A m aterial weakness is 
a condition in w hich the design or operation of one or m ore of the internal control 
componenls does not reduce to a relatively low level the risk that m isstatements in 
am ounts that w ould be m aterial in relation to the financial statem ents being audited m ay 
occur and not be detected within a tim ely period by employees in the norm al course of 
perform ing their assigned functions. W e noted no m atters involving the internal control 
over financial reporting and its operation that w e consider to be m aterial w eaknesses. 

H ow ever, w e noted other m atters involving the internal control over financial reporting 
that w e have reported to m anagem ent of M orehouse General H ospital in a separate letter 
dated January 3 l, 2000. 

This report is intended for the inform ation and use of the board of com missioners, 
m anagem ent, and the Offi ce of Legislative Auditor, State of Louisiana and is not intended 
to be and should not be used by anyone other than these specified parties. However, this 
report is a matter of public record and its distribution is not limited, 

January 31,2000 
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Report of Independent Auditors on 
Compliance W ith Bond Resolution 

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

W e have audited the financial statem ents of M orehouse Parish H ospital Service District 

(the Hospital) as of and for the year ended M ay 31, 1999, and have issued our reporl 
thereon dated January 31, 2000. W e conducted our audit in accordance w ith generally 
accepted auditing standards and the standards applicable to financial audits contained in 
Government Auditing Standard~', issued by the Com ptroller General of the U nited States

. 

In connection with our audit, nothing cam e to our attention that caused us to believe that 
the H ospilal failed lo com ply wi~h Ihe rearm s, covenants

, provisions, or condilions of 
Sections 2.7, 4.1, 4.2, 5.1 through 5.6, 6.1, 6.9, and 10.1 of the Bond Resolution relating 

to $4,750,000 Hospital Revenue Bonds (Series 1997) reflecting the provisions of 
Resolutions adopted by the M orehouse Parish ttospital Service D istrict on N ovember 3

, 

1997, except as noted below , insofar as they relate to accounting m atters. H ow ever, our 
audit w as not directed prim arily tow ard obtaining knowledge of such noncompliance

. 

Section 6.9 requires that the H ospital subm it audited financial statem ents to the trustee 
w ithin 150 days after the close of the fiscal year. The audited financial statem ents were not 
completed within 150 days of M ay 31, 1999. 

January 31,2000 

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

~ 420(I O Iw Siw[I Sq/lar~ 
7(11 I'~wdl,l~ Stleet 
New Orleans 
I nuis]ana 701 ~9 ~)~1()9 

In planning and performing our audit of the financial statements of M orehouse Parish 

Hospital Service District (M orehouse General Hospital or the Hospital) for the year ended 
M ay 31, 1999, w e considered its internal control to determ ine our auditing procedures for 
the purpose of expressing our opinion on the financial statem ents and not to provide 
assurance on internal control. Our consideration of internal control w ould not necessarily 
disclose all m atters in internal control that m ight be m aterial w eaknesses under standards 
established by the Am erican Institute of Ce~lified Public Accountants. A m aterial 
w eakness is a condition in w hich the design or operation of one or m ore of the specific 
internal control com ponents does not reduce to a relatively low level the risk that errors or 
fraud in am ounts that w ould be m aterial in relation to the financial statements being 
audited m ay occur and not be detected w ithin a tim ely period by employees in the norm al 
course of perform ing their assigned functions. H ow ever, w e noted no m atters involving 
internal control and its operation that w e consider' to be m aterial w eaknesses as defined 
above. 

The following are areas for which a significant audit adjustment was recorded or for which 
a repeat adjustment or management letter comment was noted. 

A dequacy of the A llow ance for D oubtful A ccounts 

Currently, the H ospital has a policy in w hich the accounts receivable and the related 
allowances are reviewed and analyzed monthly utilizing a consistent approach. However, 
this policy is not review ed on a periodic basis to ensure that the policy results in an 
estim ate of the allow ance that appropriately considers the collectibility of the accounts 

receivable. This has resulted in significant audit adjustments for the years ended May 31, 
1999 and 1998. 

M anagem enl should establish a bad debt policy to m onitor specific accounts receivable 
balances and to identify potential collection problem s on a m ore tim ely basis. Also, 

evaluating the adequacy of the allowance utilizing a more formal and objective approach 
would help ensure that the various factors (i.e., aging, payor type, historical results, write- 
offs, etc.) affecting collectibility are analyzed and that the allowance is reasonable and 
supportable. These policies should also consider any physician clinic receivables. 



M anagem enl's Re,v)onse 

M anagem ent concurs with the above finding and w ill ensure that receivables are 
monitored on a more timely basis to ensure thai the allowance for doubtful accounts is 
adequate on an interim basis and at year end, 

Third-Party Accounting 

The ttospital currently accounts for differences between standard charges and expected 
interim paym ents at the tim e of billing. D ifferences betw een interim paym ents and final 
reimbursement on cost-based program s are generally accounted for amm ally, concurrent 
w ith the preparation of the ttospital's M edicare and M edicaid cost reports. In addition

, 

the H ospital's analysis of the allowance for contractual discounts on third-party accounts 

warrants improvement. Both of these areas have resulted in significant adjustments to the 
H ospital's year-end results for several years. 

In order to im prove the accuracy of interim financial reporting and reduce the possibility 
of surprises at year end, w e recom m end the H ospital enhance its procedures for third- 
party accounting through a com bination of interim cost report preparation and additional 
settlem ent analysis perform ed on a quarterly basis, as w ell as a refinem ent of the m odel 
used to estimate the allowance for contractual discounts. 

M anagem ent's Response 

M anagem ent concurs w ith the above finding and w ill ensure that the accounting for third- 
party accounts is enhanced to ensure the accuracy of these accounts on an interim basis 
and at year end. 

Interim Financial R eporting 

The H ospital's interim financial statem ents are used extensively by m anagem ent and the 
board of comm issioners to m ake m anagem ent and operating decisions. Accordingly, it is 
im portant that the interim financial statem ents reflect a fair presentation of interim results 

and incorporate all necessary adjustments. Historically, significant adjustments have been 
recorded to the year-end financial statem ents as a result of the audit process. This has 
resulted in inaccurate interim financial inform ation being used throughout the year to m ake 
business decisions. 

It is im perative that the H ospital improve its interim accounting processes. Specifically, 
two of the m ore significant areas that should be focused on include the allow ance for bad 
debts and the third-party accounts as discussed above, hnprovem ents in these two areas 
should greatly enhance the accuracy of the interim financial reporting. 



M anagem ent's Response 

M anagem ent concurs w ith the above finding and w ill develop policies to ensure that the 
allow ance for bad debts and third-party accounts are approprialely estim ated on a m onthly 
basis so that interim financial results are accurately reflected. 

M onitoring Debt Com pliance 

The llospital had two instances of noncompliance for the year ended M ay 31, 1999, as 
reported in our separate Report on Com pliance w ith Bond Resolution dated January 31, 
2000. Based on our discussions with m anagem ent, it w as noted that the H ospital does not 
have any processes in place to m onitor debt compliance on a m onthly basis to ensure the 
1 tospital rem ains in compliance w ith all requirem ents of the 1997 Bond Resolution. Failure 
to m eet lhese requirem ents could create serious financial consequences for the 1 lospital. 

W e recom m end m anagem ent im plem ent a policy whereby the H ospital's compliance w ith 
its debt agreem ent is m onitored on a m onthly basis. 

M anagem ent's Responsv 

M anagement concurs with the above finding and will develop policies to monitor debt 
com pliance on a m onthly basis. 

]'he following are other significant item s which we would like to bring to the attention of 
m anagem ent. 

Bad Debt W rite-O ff Policy 

D uring 1999, the H ospital experienced a significant increase in bad debt w rite-offs. Based 
on discussions w ith m anagem ent, it was noted that the fluctuation in write-offs was 
partially due to m anagement not following their formal bad debt w rite-off policy in 1999 
or other recent years, resulting in a build up of accounts that needed to be w ritten off. 

M anagem ent should review its current bad debt write-off policy and develop a process to 
ensure the policy is follow ed and that receivables are m onitored consistently and written 
off appropriately. 

M anagem ent's Response 

M anagem ent concurs w ith the above finding and w ill develop a policy to m onitor bad debt 
write--offs so that receivables are appropriately accounted for. 



Inform ation System s R ecom m endations 

To design appropriate procedures in the conduct of our financial audit, w e conducted a 
review to evaluate the controls surrounding the ttospital's financial system s environm ent. 
Our procedures consisted prim arily of discussions w ith personnel in the Inform ation 
System s departm ent. 

The environmental controls (i.e., controls not specific to any one application) reviewed 
included: 

~ The overall organization of the D ata Processing departm ent and its relationship to 
user areas. 

~ l'rocedures relating to the backup and recovery of critical program s and data, and 
the ability to restore processing ability in the event of a short-term or long4erm 
processing interruption. 

~ Control over access to information in general and to production data files in 
particular. 

~ The procedures and controls surrounding the development of new inform ation 
system s and the m aintenance of existing application system s. 

Our evaluation of the internal controls within the inform ation processing enviromnent 
affects the nature, tim ing, and extent of our audit procedures. Also, w e believe that strong 
inform alion system s controls are important because of m anagem ent's increasing reliance 
on com puter-generated data to m ake key decisions in m any aspects of their business. 

Areas w here w e believe opportunities exist for im provem ent include the follow ing 

~ D evelopm ent of password access controls 
~ U se of form al system access form s 

~ U se of access violation reporls that perm it the identification and m onitoring of 
both valid and invalid access attempts 

~ D evelopm ent of a formal personnel term inalion notification process 

~ A periodic review of user access privileges 
~ D evelopm ent of a business continuity plan 

A detailed letter of recom m endations related to the above topics has been provided to 
m anagem ent and is available for review by the board of com missioners, if desired. 

M anagem ent ~" Response 

M anagem ent w ill review the above suggestions and consider im plem entation during fisca 
year 2000. 



Environm ental M atters 

3"he health care industry continues to face m any new and evolving challenges. Below are 
som e environm ental issues that will affect the H ospital in the near-term future. 

Information Security Issues 

3'he Health Insurance Portability and Accountability Act (HIPAA) is one of the most far- 
reaching pieces of health care legislation ever to be enacted. This legislation, w hen fully 
im plem ented, w ill require all providers, health plans and clearinghouses that electronically 
store or transm it individually identifiable health inform ation to m aintain reasonable 
administrative, technical, and physical m echanism s to keep inform ation private, 
confidential and secure. M any experts believe tile scope and breadth of tile security 
provisions of H II'AA legislation w ill challenge the tim e and resource com mitments of 
certain organizations on a m agnitude akin to the Year 2000 redemption efforts. 

hnplem enting regulations w ere published by the D epartment of H ealth and H um an 
Services in N ovember 1999 and w ere originally scheduled to be effective in February of 
2000. t]ow ever, the public com m ent period for the proposed health care privacy 
regulation, originally set to end on 3anuary 3, 2000, has been extended 45 days until 
February 17, 2000 in response to num erous requests from health industry trade 
associations and organizations for m ore tim e to respond. Following the effective date, 
large providers will be given 24 m onths to becom e fully com pliant with these provisions. 
It is anticipated that penalties and enforcem ent w ill be strict and could result in both civil 
and crim inal sanctions. 

The security requirem ents of H IPAA are m any, but are essentially broken into three 
categories: 

A dm inistrative Procedures - including certification review s, chain of trust 
partnership agreem ents, policies and procedures, access authorization, audits of 
M IS security, personnel authorization and security processes, M 1S security 
configuration m anagem ent procedures, incident reporting, risk analysis, security 
training and term ination processes. 

Physical Safeguards - including assigned security responsibilities, controls over 
receipt and rem oval of hardware and softw are, physical access controls and disaster 
backup and recovery . 

Technical Security - including logical access controls, audit trails of system s 
access/activity, authorization control over disclosure and use of information, data 
authentication to prove data has not been altered, individual authentication to verify 
identity and establish accountability, and nonrepudiation. As achieving compliance 
w ith these standards will require significant system s and organizational re- 
engineering,, w e recom m end that the H ospital begin to develop a plan to achieve 
com pliance. Such a plan should include as a m inimum : 



~ Establishm ent of procedures for m onitoring legislative and regulatory activit
.~ 

regarding health information privacy. 

l'erform ance of a current state risk/gap analysis to identify curren! 
vulnerabilities. This m ay include an evaluation to delerm ine how secure your 
current 1T environm ent is from internal and external security attacks, and an 
assessment of security vu[nerabilities and control weaknesses compared |o 
anticipated confidentiality and m inimum security baseline standards, lnventm), 
all health inform ation obtained by your organization, determ ine how it is being 
used and to w hom the inform ation is being distributed. 

Review of current security m easures over health inform ation and compare these 
m easures to current best practices regarding the securing of confidential 
inform ation. 

Evaluation of the length of time required to implement the best practices 
identified above, including the education of em ployees and others who receive 
health inform ation from you. 

~ Identification of individual(s) responsible and steps required to achieve 
compliance by February 2002. 

M anagem ent's Re.w onse 

M anagement agrees that the H1PPA legislation will be important to the Hospital and wil 
begin reviewing current policies. 

Corporate Compliance 

The federal governm ent is continuing to aggressively pursue strategies to eliminate fraud 
and abuse in the health care system . The law s and regulations in this area are not always 
clear and are continually evolving. In som e cases, what w as generally accepted practice in 
the past has subsequently been deem ed to be fraudulent or abusive. In response to this 
environm ent, the H ospital recently implem ented a form al corporate com pliance program . 

In addition to the obvious business reasons for establishing an effective corporate 
com pliance program , organizations have another incentive as w ell-- the requirem ents of 

the Federal Sentencing Guidelines for Organizations (Guidelines), issued by the federal 
governm ent in 1991. The negative ram ifications of violations of law s and regulations m ay 
be m itigated if m anagement has exercised due care in establishing a corporate com pliance 
program that meets the m inimum aspects of an effective program under the Guidelines. 

For exam ple, the range of the title for an organization w ith a corporate com pliance 
program that m eets the requirem ents of the Guidelines is substantially less than the range 
of the fine for an organization w ithout such a program . 



It is not enough to simply establish a corporate compliance program . As noted above, 

fines under tile Guidelines may be mitigated only if the organization maintains an effective 
program  Therefore, it is im portant that the effectiveness of the H ospital's program be 
evaluated and documented on a periodic basis in light of the Guidelines. 

W e encourage m anagem ent and the board of comm issioners to consider im plementing 
procedures to evaluate the effectiveness of the H ospital's corporate com pliance program 
on a periodic basis. 

M anagem ent's Re~v)ons~ 

M anagem ent agrees that auditing and m onitoring of a corporate com pliance plan is 
imporlant and will work to implement some auditing and monitoring of the current plan in 
the upcom ing year. 

Bakm ced Budget Act-- Outpatient PPS 

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

reductions in the Balanced Budget Act of 1997 (the BBA). The BBA's impact is not 
linear; only about 20%  of the BBA's impact on the health care industry has been 
experienced through fiscal year 1999. Already, there are signs of the negative impact the 
BBA is having on the industry, including consolidation, declining financial health, reduced 
bond ratings, reduced access to capital, reduced access to care, staff layoffs, and 
divestiture of services. 

One of the changes required by the BBA is the im plem entation of a prospective paym ent 

system (PPS) for outpatient services. Implementation of an outpatient PPS system was 
originally required by January 1, 1999, but has now been delayed until after January 1, 
2000. The outpatient PPS impact is expected to result in a 3.8%  reduction in outpatient 
paym ents, and a 0.4%  reduction in total M edicare paym ents. As a result of outpatient 
PPS, hospitals w ill have to ensure that they have coding staff w ho are properly trained to 
accurately code outpatient claim s so that the hospital w ill be reim bursed properly. 
Accurate coding w ill not only have paym ent implications, but implications for compliance 
and fraud as w ell. In addition, hospitals m ay have to m ake program m atic changes as well 
as upgrades to inform ation system s in order to im plem ent the new paym ent system . 
Hospitals should review their outpatient cost structures to ensure they are prepared for 
outpatient PPS. 

M anagem ent's Response 

M anagem ent concurs w ith the above finding and w ill w ork to estim ate the effects of the 
new provisions of the Balanced Budget Act regarding outpatient PPS in fiscal year 2000. 

This report is intended solely for the inform ation and use of the board of comm issioners, 
m anagem ent, and the O ffice of Legislative Auditor, State of Louisiana and is not intended 



to be and should not be used by anyone other than these specified parties. H ow ever, this 
report is a m atter of public record and its distribution is not limited 

W e would be pleased to discuss the above matters or to respond to any questions
, at your 

convenience. 

January 31, 2000 

~  ~ ~ LLP 


