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i’l ERNST& YOUNG ’_LI) a 4200 One Shell Square & Phone: H04 H81 4200

701 Poydras Strect
Noew Orleans
| uisiana 7071 39-9804

Report of Independent Auditors

The Board of Commissioncers
Hospital Scrvice District No. 1 of
Tangipahoa Parish, Louisiana

We have audited the accompanying balance sheets of Hospital Service District No. 1 oot
Tangipahoa Parish, Louisiana (the Hospital or the District) as of June 30, 1998 and 1997,
and the related statements of revenue, expenses and fund balance and cash flows for the
years then ended. These financial statements arc the responsibility of the Hospital’s man-
agement. Our responsibility is 1o express an opinion on these financial statements based on
our audits,

We conducted our audits in accordance with generally accepted audiling standards and the
standards applicable to financial audits contained in Governnment Auditing Standards,
1ssucd 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 {inancial
statcmients arc free of material misstatement. An audit includes cxamining, on a test basis,
cvidence supportng the amounts and disclosures in the financial statements. An audil also
includes assessing the accounting principles used and significant cstimates 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 opimion, the financial statcments relerred to above present fairly, in all material
respects, the financial position of the Hospital at Junc 30, 1998 and 1997, and the results
of 11s operations and its cash flows for the years then ended in conformity with generally
accepled accounting principles.

In accordance with Government Auditing Standards, we have issucd our report dated

Scptember 25, 1998 on our consideration of the Hospital’s internal control over financial
reporting and our lests of its compliance with certain provisions of laws, regulations and

contracts.
é/vmt 2 MLLP

Scptember 25, 1998

Frnst & Young 1 is a member of Trnst & Young International, 1. ]



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana

Balance Sheets

Assets
Current assects:
Cash
Paticnt accounts receivable, net of estimated
uncollectibles of $6,024,000 in 1998 and
$3.978.000 in 1997
Asscts whose use is limited required for current
liabilitics—sclf-insurance claims and debt service
Inventorics
Prepaid expenses and other current asscts

Total current assets

Asscts whose usce 18 limited:

Under bond indenture agreement-—nhcld by trustee:

Revenue Bonds, Series 1994 and 1990

By board for plant and cquipment additions and
replacements

By board for sclf-insurance claims

L.css assets whose use 1s hhmited required for current
liabilitics

Noncurrent asscts whose use 1s limited

Noes receivable

Deferred compensation plan

Unamortized debt issuance costs

Other assets

Property, plant and equipment;
[Land
Buildings and equipment

Construction in progress

Less accumulated depreciation

June 30
1998 1997

2,336,530 % 3,713,780
20,351,183 18,493,650
3,279,105 2.794 914
225,609 230,217
1,467,489 1,256,532
27,659,916 26,489 (93
15,790,084 25,217,348
32,755,324 28,788,989
623,314 663,83()
49,168,722 54,670,167
3,279,105 2.794 914
45,889,617 51,875,253
543,931 561,837
1,524,831 -
1,924,002 2,040,755
182,455 207,688
4,119,404 4.009,784
123,582,758 74,399 227
1,541,674 27,934,363
129,243,836 106,343,360
44,950,213 4(),282,74(0)
34,293,623 66,060,629
162,018;375 $ 147,295,255




June 3()

1998 1997
Liabilities
Current habilities:
Accounts payable $ 0,622,716 $ 6,554,097
Accrucd salaries and payroll-related costs 3,309,147 2,873,756
Accrucd mterest payable 1,528,980 1,553,146
Accrued sclf-insurance claims 2,001,534 1,836,323
Estimated third-party payor sctdements — Medicare
and Medicaid 8,368,460 6,245,023
Current portion of capital leasc obligations 815,936 251,115
Current portion of long-term debt 1,070,000 1,015,000
Total current liabilities 23,716,779 2(),328.460
Capital lcase obligations, excluding current portion 2,484,458 429,185
Deferred compensation plan 1,524,831 -
l.ong-term debt, net of unamortized bond discount of
$828,793 in 1998 and $879,086 in 1997, excluding
currcnt portion 58,886,207 59,905,914
Fund balance 75,406,100 66,631,696
$162,018,375  $147,295,255

See accompanying notes.



Hospital Service District No. 1 of Tangipahoa Parish, Loutsiana

Statements of Revenue, Expenses and Fund Balance

Net patient service revenue
Other revenue

Total revenue

Iixpenses:
Routine services
Ancillary services
Household and property
Dictary and cafeteria
Admuinistration and general
Provision for bad debts
Depreciation
Interest

Total expenses

Revenue 1n excess of expenses

Fund balance at beginning of year
F'und balance at end of year

See accompanying notes.

Year ended June 30

1998 1997
$108,272,433 $ 95,953,997
3,683,425 3,119,636
111,955,858 99,073,633
18,216,041 15,559,034
42,867,014 37,768,761
4,857,533 3,836,021
2,263,431 2,142,049
23,806,324 21,217,119
3,824,201 1,918,797
3,919,911 4,731,274
1,426,999 1,112,878
103,181,454 88,285,933
8,774,404 10,787,700
66,631,696 55,843,996

$ 75,406,100 $ 66,631,696

— s s e




Hospital Service District No. 1 of Tangipahoa Parish, Louisiana

Statements of Cash Flows

Year ended June 30
1998 1997

Operating activities
Revenue in excess of expenses
Adjustments to reconcile revenue 1n excess of expenses to

$ 8,774,404 § 10,787,700

net cash provided by operating activities:

Depreciation 5,919,911 4,731,274
Net loss (gain) on disposals of assets (22,171) 15,179
Interest income (1,841,698) (1,660,097)
Interest expense 1,426,999 1,112,878
Changes in operating assets and liabilities:
Patient accounts receivable (1,857,533) 512,894
Inventories, prepaid expenses and other current assets (206,349) 25,839
I'stimated third-party payor settlements—Medicare and
Medicaid 2,123,443 1,362,407
Accounts payable, accrued salanes and payroll-related
costs, and other accrued expenses 669,221 2,953,819
Net cash provided by operating activities 14,986,227 19,841,893
Capital and related financing activities
Purchases of property, plant and equipment (19,569,744)  (27,654,483)
Proceeds from disposals of assets 50,510 16,815
Principal payments on long-term debt (1,015,000) (585,000)
Principal payments on capital lease obligations (528,7306) (240,822)
Interest payments on long-term debt and capital lease
obligations (3,862,815) (3,807,988)
Change 1n other assets, net 85,233 85,234
Net cash used in capital and related financing activities (24,840,552) (32,186.,244)
Investing activities
Interest earned 2,957,724 3,557,881
(Increase) decrease In assets whose use 1s himited:
Under bond indenture agreement 9,427,264 15,031,381
By board for plant and equipment (3,966,335) (4,798,859)
By board for self-insurance claims 40,516 (6,655)
Other 17,906 16,859
Net cash provided by investing activities 8,477,075 13,800,607
Net increase (decrease) in cash (1,377,250) 1,456,256
Cash at beginning of year 3,713,780 2,257,524

Cash at end of year

Supplemental disclosures of cash flow information

§ 2,336,530 % 3,713.780

During 1998, the Hospital entered into capital lease obligations for equipment of approximately

$3,149,000.

See accompanying noltes.
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Hospital Service District No. 1 of Tangipahoa Parish, Louisiana
Notes to Financial Statements

June 30, 1998

I[. Organization and Significant Accounting Policies

Organization

Hospital Service District No. 1 of Tangipahoa Parish, Louisiana (the Hospital or the
District) is a nonprofit public corporation organized under powers granted 1o parish police
jurics by Chapter 10, Title 45 of the Louisiana Revised Statutes of 1950. All corporale
powers arc vested i the board of commissioners appointed by the Tangipahoa Parish
Police Council. The District owns and operates North Qaks Medical Center, a 267-bed
acute carc hospital, and North Oaks Rchabilitation Hospital, a 35-bed hospital which
provides rchabilitation and skilled nursing services. The Hospitals are located on two
campuses in the city of Hammond, Louisiana. As a political subdivision, the Hospital is
cxempl from federal income taxes under Section 115 of the Internal Revenue Code. This
exemption also applies to state income (axcs.

Basis of Accounting

The Hospital uses the accrual basis of accounting for proprictary funds. Under Govern-
mental  Accounting  Standards Board (GASB) Statement No. 20, Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities That Use
Proprictary Fund Accounting, the Hospital has elected not to apply Financial Accounting
Standards Board (FASB) pronouncements issucd after November 30, 1989,

Inventories

Inventorics arce valued at the latest invoice price which approximates lower of cost (first-
in, first-out mecthod) or markedt.

Property, Plant and Equipment

The Hospital records all property, plant and equipment acquisitions at cost except for

assets donated to the Hospital. Donated asscts are recorded at appraised value at the date

of donation. The Hospital provides for depreciation of its plant and equipment using the

straight-linc method based on the estimated usefv) lives of the assels as suggested by the
American Hospital Association. Equipment recorded under capital Iease obligations is
included in buildings and equipment and the associated amortization of these assets is
included in depreciation expense.

6



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana

Notes to Financial Statements (continued)

1. Organization and Significant Accounting Policies (continued)

During 1998, in response to a change in Mcdicare regulations the Hospital changed their
assct capitalization policy. In prior years, the Hospital capitalized all assets greater than
$500. Beginning in 1998, the Hospital began capitalizing only assets grcater than $5,000.
This resulted in an increase in operating expense of approximately $2,723,000.

Debt Issnance Expense

The Hospital recorded as an asset the costs incurred in connection with the issuance of (he
1994 Revenue Bonds. These costs are being amortized using the interest method over the
lifc of the bond issue. The amortization 18 included in interest expense in the statement of
revenue, expenses and fund balance.

Investments

During the year ended June 30, 1998, the Mospital clected to adopt the provisions of

GASB Statement No. 31, Accounting and Financial Reporting for Certain Investments
and For External Investment Pools; accordingly, all investments arc stated at fair market
valuc. Differences between the cost and the fair market valuc of the investments arc
included in investment income. The accounting change was applied retroactively; how-
cver, prior period financial statements were not restated as the effect 1s not matcerial.

Self-Insurance Claims

Accrued self-insurance claims represent the Hospital’s accrual {or self-insured professional
liability and workers’ compensation claims and employee health claims.

Net Patient Service Revenue and Related Receivables

Nct patient scrvice revenue is reported at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered. The Hospital provides care
Lo paticnts cven though they are covered by contractual payment arrangements that do not
pay {ull charges or may lack adequate msurance. As a result, the Hospital is exposed to
certain credit risks. The Hospital manages such risks by regularly reviewing its accounts
and contracts and by providing appropriate allowancces.

T — e— e— — —



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana

Notes to Financial Statements (continued)

I. Organization and Significant Accounting Policies (continued)

Medicare and Medicaid Reimbursement

The Hospital is paid under the Medicare Prospective Payment System (PPS) which pays
the Hospital a predetermined amount for Medicare inpatient services rendered based, for
the most part, on the Diagnosis Related Group (DRG) assigned to the patient. Medicaid
inpaticnt services are paid on a prospective per diem system.

Mcdicare outpaticnt services, psychiatric care, home hcalth services, bad debts, skilled
nursing services, rchabilitation services, and Medicaid outpatient scrvices are reimbursed
on a tentative basis during the year which is subject to a retroactive payment adjustment
determined in accordance with appropriatc Medicare or Medicaid program regulations.
Retroactive cost settlements are accrued on an estimated basis in the period the related
services are rendered and adjusted as necessary in future periods as {inal scttlements are
determined.

Usc of Estimates

The preparation of financial statements requires management 1o make cstimates and
assumptions that affect amounts reported in the financial statcments and accompanying
notes. Such estimates and assumptions could change in the future as more information
becomes known, which could impact the amounts reported and disclosed herein,

Changes in Presentation of Comparative Statements

Certam amounts 1 the 1997 {inancial statements have becen reclassiicd to conform 1o the
1998 presentation.

2. Cash and Investments

Statutes authorize the Hospital 1o invest in United States Government obligations and
agencies, certificates of deposit of national banks located in Louisiana or banks organized
under the Jaws of Louisiana, any federally insured investment, guaranteed investment con-
tracts 1ssucd by a financial institution having one of the two highest rating categories of
Standard & Poor’s Corporation or Moody’s Investors Services, or in mutual or trust
mstitutions which are registered with the Sccurities Exchange Commission under the
Sccuritics Act of 1933 and the Investment Act of 1940 and which have underlying invest-
ments consisting solely of securities of the United States Government or its agencices.



Hospital Service District No. 1 of Tangipahoa Parish, LLouisiana

Notes to Financial Statements (continued)

2. Cash and Investments (continued)

The Hospital’s bank balances of deposits at June 30, 1998 and 1997, which are included in
cash and asscts whosc use 1s limited on the balance sheets, were entirely insured or collat-
cralized with securitics held by an agent for the pledging bank 1n the Hospital’s name.

At Junc 30, 1998 and 1997, thc Hospital had invested $20,868,926 and $35,705,311,
respectively, in U, S, Government obligations and moncy market accounts whose under-
lying investments consist solely of securitics of the U. S. Government or its agencics,
which are¢ held by a trustee or an agent of the Hospital in the Hospital’s name. The cost of
such 1vestments approximates market at Junc 30, 1998 and 1997. These funds arc
recorded in assets whose use 1s limited on the balance shect,

3. Health Insurance Program Reimbursement

The Hospital participates 1 the Medicare and Mcedicaid programs as a provider of medical
services (o program bencficiarics. During the yecars cnded Junc 30, 1998 and 1997,
approximately 59% and 67%, respectively, of the Hospital’s patient service charges were
furnished 1o Medicare and Medicaid program beneficiarics.

[Laws and regulations governing the Medicare and Medicaid programs are complex and
subject to mterpretation. The Hogpital belicves that it is in compliance with all applicablc
laws and rcgulations and 15 not awarc of any pending or threatencd investigations involv-
ing allegations of potential wrongdoing, While no such rcgulatory inquirics have been
made, compliance with such laws and regulations can be subiject to future government
review and interpretation as well as significant regulatory action including fines, penaltics,
and exclusion from the Medicare and Medicaid program.

Medicare and Medicaid scttlements have been determined following the principles of
reimbursement applicable Lo each program and have been recorded in the accounts of the
Hospital. Estimated settlements for the years through June 30, 1995 have been audited or
reviewced by program representatives and adjustments of $4,082,000 and $677,000 for
fiscal ycars 1998 and 1997, respectively, have been recorded to increase net patient
scrvice revenue in cach of the years to reflect the cffect of changes made by program
representatives, No o significant  differences arc  anticipated between the  settlements
recorded and the final scttlements 10 be determined by program represcentatives.

9
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Hospital Service District No. 1 of Tangipahoa Parish, Louisiana

Notes to Financial Statements (continued)

4. Charity Care

The Hospital provides carc to paticnts who meet certain criteria under its charity care
policy without charge or at amounts less than its established rates. Because the Hospital
docs not pursuc collection of amounts determined 10 qualify as charity care, they are not
reported as revenue,

The Hospital maintains records 1o idently and monitor the level of charity care it provides.
These records include the amount of charges forecgone for services and supplics furnished
under its charity care policy. The following information mecasurcs the level of charity care
provided during the years ended June 30, 1998 and 1997.

1998 1997

Charges foregonc, based on cstablished rates  $ 5,064,429 $ 5,905,626

5. Assets Whose Use 1s Limited

The terms of the Hospital’s 1994 and 1990 Revenue Bonds require funds 1o be maintained
on deposit 1 certain accounts with the trustee, The funds on deposit in the accounts are
requircd 1o be mvested by the trustee i accordance with the terms of the Bond Resolu-
tion. As of June 30, 1998 and 1997, the funds were deposited as follows:

1998 1997

Bond debt service accounts $ 546,801 % 431,378

Sinking fund accounts 2,015,310 1,705,413
Construction account 8,333,728 18,144,250
Reserve accounts 4,894,245 4,936,30)7

$ 15,790,084 $25,217,348

The Hospital board of commissioners has designated Hospital funds 1o be used for {future
plant and cquipment additions, scparate and apart from the expansion program, and to
fund sclf-insurance claims.

These funds, included in asscts whose use is limited, were invested in certificates of

deposit, U. S, Government obligations and money market funds which arc stated at fair
market value at June 30, 1998 and 1997.

10



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana

Notes to Financial Statements (continued)

6. Note Receivable

The Hospital entered into an agreement with the Cancer, Radiation and Research Founda-
tion (the Foundation) for the purposc of constructing a facility that provides radiation
oncology treatments on an outpaticnt basis. Under the terms of the agreement, the Hogpi-
tal loancd $680,331 to the Foundation to construct the factlity on the Hospital’s camipus.
The note reccivable from the Foundation 1s payable over 30 ycars and bears an annual
interest rate of 5.5%. The Hospital holds a mortgage on the facility {excluding equipment,
furniture and fixtures) to collateralize the note receivable. In addition, the Hospital agreed
to lease the land upon which the factlity is located to the Foundation for a nominal annual
rental fee. The initial lease term is for 30 ycars with 3 successive 10-year rencwal options.

7. Employce Retirement Plans
Defined Contribution Plan

The Hospital has a defined contribution plan which covers all full-time employees who
clect to participate after they have miet certain cligibility requirements. Under the plan, the
Hospital 1s required (o contribute 2% of the salaries of cligible employces while partici-
pants may contribute up to the maximum level allowed by the Internal Revenue Code or
25% of gross salary, whichever is Iess. The participants vest immediately in the Hospital’s
and their contributions. The retirement benefits received by the participants will depend
upon the accumulated value of their accounts upon termination, attaining age 59 1/2,
scvere financial hardship, or death.

Retirement expense included in administration and general ¢xpehse on the statement of
revenue, expenscs and fund balance was $464,511 in fiscal ycar 1998 and $393,343 in fis-
cal ycar 1997, representing the required contributions in both ycars. Employee contribu-
tions were $985,275 in 1998, representing 4.24% of 1otal covered payroll. Total payroll
and covered payroll were $50,498,687 and $23,225,564, respectively, for the year ended
Jung 30, 1998,

Pension Plan

In October 1997, the Governmental Accounting Standards Board (GASB) issucd GASB
Statement No. 32, Accounting and Financial Reporting for Internal Revenue Code
Section 457 Deferred Compensation Plans  (Statement 32).  Stalement 32 requires
povernments to report Section 457 plan asscts and a corresponding liability in their
fnancial statements if they meet certain criteria and arc considered fiduciary funds. The

1]
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Hospital Service District No. 1 of Tangipahoa Parish, Louisiana

Notes to Financial Statements (continued)

7. Employce Retirement Plans (continued)

Hospital has two deferred compensation plans which meet the criteria outlined 1
Statement 32. Accordingly, the Hospital had recorded an asset and a corresponding
liability of $1,524,831 for the fair market value of the plan asscts as of Junc 30, 1998,

8. Risk Management

Prior to July 1, 1993, the Hospital was sclf-insured for medical malpractice on a claims-
madc basis for individual claims up to $100,000. Effective July 1, 1993, the Hospital sub-
scribed to the Louisiana Hospital Association (LHA) Insurance Trust Fund for medical
malpractice coverage up to $100,000. On November 1, 1997, the Hospital returned 1o
being self-insured for the first $100,000 of professional liability claims. From July 1, 1993
to November 1, 1997, the Hospital was insured by the LHA Trust Fund for general
liability claims. Subsequent to November 1, 1997, the Hospital has maintained a funded
sclf-insurcd program against general liability claims and purchased excess liability
coverage with $1,000,000 self retention.

For individual malpractice claims in excess of $100,000, the Hospital participates in the
State of Louisiana Paticnt Compensation Fund (the Fund). The Fund provides malpractice
coverage to the Hospital for claims m excess of $100,000 up to $500,000. According 1o
current state law, medical malpractice hability (exclusive of future medical carc awards) is
limited to $500,000 per occurrence. Hospital management has no rcason to belicve that
the Hospital will be prevented from continuing its participation in the Fund.

The Hospital 1s involved in litigation arising in the ordinary course of business. Claims
allcging general and malpractice liability have been asserted against the Hospital and are
currently 1 various stages of htigation. As of June 30, 1998, the Hospital has accrucd
$949,400 for the estimated loss and litigation expenses related 1o general and professional
hability claims for which the Hospital 1s self-insured. Claims have been filed alleging
damagces in excess of the amount accrued for estimated malpractice costs. It is the opinion
of management that estimated malpractice costs accrued at June 30, 1998 are adeguate (0o
provide for potential losses resulting from pending or threatened litigation. Additional
claims may be asserled against the Hospital arising {rom scrvices provided to patients
through June 30, 1998. The Hospital is unable to dctermine the ultimate cost of the
resolution of such potential claims and, accordingly, no accrual has been made for them.,

12



Hospital Service District No. 1 of Tangipahoa Parish, L.ouisiana

Notes to Financial Statements (continued)

8. Risk Management (continued)

The Hospital is self-insured for workers’ compensation up to $225,000 per claim, and
cmployee health up 1o $80,000 per claim. A liability is recorded when it is probable that a
loss has been incurred and the amount of that loss can be reasonably cstimated. Liabilitics
for claims mcurred are recvaluated periodically 10 1ake into consideration recently settled
claims, frequency of claims and other economic and social factors. The Hospital purchascd
commercial insurance which provides coverages for workers’ compensation and employec
health claims 1n excess of the self-insured limits.

Changes in the Hospital’s aggregate claims hability in fiscal ycars 1998 and 1997 were as
follows:

Current Year

Beginning of  Claims and Balance

Year Ended  Fiscal Year Changes in Claim at Fiscal
June 30  Liability Estimates Payments  Year End
1998 $1,836,323 $ 5,220,517 § (5,055,306) $2,001,534
1997 $1,195,055 $ 5,224,547 § (4,583,279) 31,836,323

9. Capital Lease Obligations

The Hospital has entered into capital lease obligations for radiology, CT scan, MRI and
tclephone cquipment, Future minimum lease payments, by year and in the aggregate, under
these capital Iease obligations consisted of the following at June 30, 1998:

1999 $ 982,204
2000 939,660
2001 725,215
2002 736,906
2003 574,265
Total minimum lease payments 3,958,250
L.ess amount representing imputed interest 657,856
Present value of net minimum lcase payments

(including $815,936 classificd as current) $ 3,300,394

13



Hospital Service District No. 1 of Tangipahoa Partsh, Louisiana

Notes to Financial Statements (continued)

9. Capital Lease Obligations (continued)

The cost of leased assets included in equipment totaled $4,748,910 in 1998 and
$1,529.945 in 1997 and accumulated amortization was $1,571,932 and $964,469 ai
June 30, 1998 and 1997, respectively, The related equipment collaterahizes the capital

lcasce abligatons.

The Hospital has cntered into various cancelable operating leases for equipment usage.
Operating lease cxpense was $1,107,878 and $1,228,820 for the years ended Junc 30,

1998 and 1997, respectively.
10. Long-Term Debt

The Hospital’s long-term debt as of June 30, 1998 and 1997 consisted of bonds payable as
follows:

1998 1997
Flospital Revenue Bonds, Scries 1990 $ - 5 515,000
Hospital Revenue Bonds, Series 1994 60,785,000 61,285,000
Icss unamortized bond discount 828,793 879,086
59,956,207 60,920,914
Less current portion 1,070,000 1,015,000

$ 58,886,207 $ 59,905,914

The Hospital issued $13,000,000 of Hospital Revenue Bonds (Series 1990) which are
scrial bonds with annual intercst rates ranging from 6.65% to 6.90% and annual principal
payments ranging from $485,000 in 1996 to the final payment in 2010 of $1,195,000. The
Revenue Bonds are subject to optional redemption at the discretion of the Hospital on
February 1, 1998 and thercafter at par. Payment of the scheduled principal and interest on
the 1990 Revenue Bonds 1s insured by AMBAC Indemnity Corporation. The 1990 Reve-
ntic Bonds arc obligations of the Hospital sccured by a pledge of the Hospital’s revenue,
In connection with the issuance of the Scrics 1994 Revenue Bonds, the Hospital defcased
$10,015,000 of the Scrics 1990 Revenue Bonds maturing from 1999 to 2010 (sec below).

14
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Hospital Service District No. 1 of Tangipahoa Parish, Loutsiana

Notes to Financial Statements (continued)

10. Long-Term Debt (continued)

On July 5, 1994, the District issued $61,535,000 of Hospital Revenue Bonds, Scrics 1994
(the Scrics 1994 Bonds). The proceeds of the Series 1994 bonds, along with other avail-
able funds were used to advance refund $10,015,000 of the Series 1990 bonds, fund
ceriain additions, renovation and improvements to the Hospital and reumburse the Hospital
for the cost of previous property, plant and cquipment acquisitions. The Secrics 1994
Bonds consist of $16,190,000 of serial bonds and $45,345,000 of term bonds. The serial
bonds mature annually in amounts ranging from $50,000 at February 1, 1995 to
$1,815,000 at February 1, 2009 and bear interest rates ranging from 3.80% 10 5.95%. The
tcrm bonds consist of $10,855,000 due February 1, 2014 bearing interest at 6,125% and
$34,490,000 duc February 1, 2024 bearing interest at 6.250%. The term bonds are subject
to mandatory sinking fund redemption prior to maturity at par in amounts ranging from
$1,920,000 at Fecbruary 1, 2010 to $4,465,000 at February 1, 2024. Payments of the
scheduled principal and interest on the 1994 Revenue Bonds are insurcd by AMBAC
Indemnity Corporation. Under the terms of the Bond Indenture, the Hospital is required (o
maintain, among other provisions, a certain debt service coverage ratio and minimum level
of days cash on hand.

In connection with the advance refunding of a portion of the outstanding Scrics 1990
Bonds, $10,150,000 in proceeds from the Series 1994 bonds were deposited in an irrevo-
cable trust with a trustee and used to purchase U. S, Government securities. The U. S
Government securitics held by the trust, together with interest (o be earned, are sufficient
to provide for the payment of principal and interest on the portion of the Scries 1990
Bonds advance refunded. As a result, $10,015,000 of the Series 1990 Bonds are consid-
cred to be defeased effective July 5, 1994,

During fiscal ycars 1998 and 1997, the Hospital capitalized intercst cost of $2,246,788
and $2,617,046, respectively, as part of the expansion project. In addition, interest carned
on uncxpended bond proceeds in the amount of $784,119 and $1,667,965 in fiscal years
1998 and 1997, respectively, were capitalized as a reduction to the expansion project.

The scheduled maturities of the Serics 1994 Bonds for the next five fiscal years ending
Junc 30 arc as follows: 1999—51,070,000; 2000—$1,125.000: 2001—%$1,180,000;
2002-—%1,240,000; 2003—5$1,310,000; and $54,860,000 thereafler.,
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Hospital Service District No. 1 of Tangipahoa Parish, Louisiana

Notes to Financial Statements (continued)

11. Commitments

The Hospital has incurred $400,000 related to the renovation of the old hospital building
in connection with the 1994 Bond Issuc. The renovations arc ¢cxpected to be completed
September 1999 at an estimated additional cost of approximately $6,000,000.

12. Impact of Year 2000 Computer Issues (Unaudited)

The Year 2000 issue 1s the result of compuler programs being written using two digits
rather than four (o define the applicable year. The Hospital’s computer programs and
certain computer aided medical equipment that have time-sensitive software may
recognize a date using “007 as the year 1900 rather than the year 2000. This could resull
in systcm failures or miscalculations causing disruption of operations or medical
cquipment malfunctions that could affect patient diagnosis and trecatment. The Hospital
believes that with modifications to existing software and conversions to new software, the
Year 2000 issuc will not posc significant operational problems for its computer systems.
However, if such modifications and conversions are not made, or arc not completed
timely, the Year 2000 1ssue could have a material impact on the operations of the
Hospital.

The Hospital has mitiated a companywide program to prepare its computer systems and
apphcations and medical cquipment {or the year 2000. The Hospital expects (o incur
internal staff costs as well as external consulting and other cxpenses related to
infrastructure and facility enhancements necessary 10 prepare the systems for the year
2000. However, there can be no assurance that the systems of other companies, on which
the Hospital’s systems rely, will be timely converted or that any such failure to convert by
another company (such as third-party payors) would not have an adverse effect on the
Hospital’s systems.
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Report of Independent Auditors on
Compliance and on Internal Control
Over Financial Reporting Based on an
Audit of Financial Statements Performed 1n
Accordance With Government Auditing Standards 2

The Board of Commissioncrs
Hospital Service District No. 1 of Ca
Tangipahoa Parish, Louisiana

We have audited the financial statements of Hospital Service District No. 1 of Tangipahoa
PParish, Louisiana (the District) as of and for the year ended June 30, 1998, and have
issued our report therecon dated September 25, 1998, We conducted our audit in
accordance with gencrally accepted auditing standards and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller

Genceral of the United States.

Compliance

As part of obtaining reasonable assurance about whether the financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of
Jaws, regulations, and contracts, noncompliance with which could have a direct and
malcrial effect on the determination of financial statement amounts. However, providing
an opinion on compliance with those provisions was nol an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance that arc required to be reporied hercin under Government

Auditing Standards.
Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District’s internal control over
financial reporting in order to determine our auditing procedures for the purposc of
expressing our opinion on the financial statements and not to provide assurance on the
internal contro}l over financial reporting. Our consideration of the internal control over
financial reporting would not necessarily disclosc all matters in the internal control over
financial reporting that might bc matcrial weaknesses. A material weakness is a condition
in which the design or operation of onc or more of the internal control components docs

benst & Young e is a member of Fenst & Young International, 1td.
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not reduce to a relatively low level the risk that misstatements in amounts that would be
material in relation 10 the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their
assigncd functions. We noted no matters mvolving the mternal control over financial
reporting and its operation that we consider to be material weaknesses.

This report 1s intended for the information of the board of commissioners, management,
and the Oflice of Legislative Auditor, State of Louisiana. However, this report 1s a matier

of public record and its distribution is not limited.
Ganet ¥ MLLP

September 25, 1998
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Report of Independent Auditors on
Compliance With Revenue Bond Resolution

The Board of Commissioners )
Hospital Service District No. 1 of
Tangipahoa Parish, Louisiana

We have audited, in accordance with generally accepted auditing standards, the balance
sheet of Hospital Service District No. 1 of Tangipahoa Parish, Louisiana (the District) as
of Junc 30, 1998, and the related statements of revenue, expenses and fund balance and
cash flows for the ycar then ended, and have issuwed our report thercon dated

September 25, 1998,

In connection with our audit, nothing came to our attention that caused us to belicve that
the District failed to comply with the terms, covenants, provisions, or conditions of Sec-
tions 208, 401, 402, 501, 504 through 507, 512, 601, 602, 711, 718, 802(a), 802(b), and
1301 of the Composite Bond Resolution relating to $13,000,000 Hospital Revenue Bonds
(Seriecs 1990) and $61,535,000 Hospital Revenue Bonds (Serics 1994) reflecting the
provisions of Resolutions adopted by Hospital Scervice District No. 1 of the Parish of
Tangipahoa, State of Louisiana on July 17, 1990, November 28, 1990, May 18, 1994, and
June 22, 1994 insofar as they relate to accounting matters. However, our audit was not
directed primarily toward obtaining knowledge of such noncompliance.

This report is intended solely for the information of the board of commissioners, man-
agement, the bond trustee, and the Office of Legislative Auditor, State of Louisiana.
Howecver, this report is a matter of public record and its distribution 1s not limited.

Gant ¥ MLLP

September 25, 1998

rist & Young teis aomember of Erost & Young Internationat, Nd,



.'i’l ERNST&YOUNG LLIJ & 4200 One Shell Squarc & Phane: HO4 R81 4200

701 Poydras Street
Now Orleans
Y ouisiana Z07130-986500

Independent Accountants’ Report on
Schedule of Debt Service Coverage Ratio, .
Cash on Hand, and Average Daily Expense

The Board of Commissioners
Hospital Scrvice District No. 1 of
Tangipahoa Parish, L.ouisiana o

We have revicewed the accompanying Schedule of Debt Service Coverage Ratio, Cash on
Hand, and Average Daily Expensc for the year ended June 30, 1998 of Hogpital Service
District No. 1 of Tangipahoa Parish, Louisiana (the District). Our review was conducted
in accordance with standards established by the Amcerican Institute of Certificd Public

Accountants.

A revicw is substantially less in scope than an audit, the objective of which is the expres-
sion of an opinion on the accompanying Schedule of Debt Service Coverage Ratio, Cash
on Hand, and Average Daily Expensc. Accordingly, we do not express such an opinion.

The Schedule of Dcebt Service Coverage Ratio, Cash on Hand, and Average Daily
Expense is prescribed by Section 711{(e) of the Composite Bond Resolution relating to
$13,000,000 Hospital Revenue Bonds (Series 1990) and $61,535,000 Hospital Revenue
Bonds (Scrics 1994) reflecting the provisions of Resolutions adopted by Hospital Service
District No. 1 of the Parish of Tangipahoa, State of Louisiana, on July 17, 1990, Novem-
ber 28, 1990, May 18, 1994, and Junc 22, 1994,

Basced on our review, nothing came 1o our attention that causcd us to believe that the
accompanying Schedule of Dcbt Service Coverage Ratio, Cash on Hand, and Avcrage
Daily Expensc is not presented in conformity with the basis sct forth in Note 1.

This report 18 intended solely for the information of the board of commissioners, manage-
ment, and the bond trustee. However, this report is a matter of public record and its distri-

bution 18 not hmited.
éﬁ/wvt < MLLP

September 25, 1998

Frnst & Young 11 is & member of Tenst & Young, international, §tdd.
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Hospital Service District No. 1 of
Tangipahoa Parish, Louisiana

Schedule of Debt Service Coverage Ratio,
Cash on Hand, and Average Daily Expense

Year ended June 30, 1998

Debt service coverage ratio:
Net income available for debt service:

Excess of revenue over expenses $ 8,774,404
Add:
Depreciation 5,919911
Intercst expense 1,426,999
Net income available for debt service h$ 16,121,314
Maximum annua!l debt service i 5,721,755
Debt service coverage ratio o 2.82
Minimum required debt service coverage ratio per Section 501 1.20

I[

Cash on hand:

Cash on hand* $ 35,715,168
Avcrage daily expense:

Operating expenses $ 103,181,454
l.css:

IDepreciation 5,919,911

Provision for bad debts 3,824 201

$ 93,437,342

Average daily expense (based on 365 days) $ 255,993

[Jays cash on hand 140

Minimum required days cash on hand per Section 718 45

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

marketable securities (including board-designated funds but excluding the proceeds of
any indebtedness) as of the last day of the fiscal year.
See accompanying nole.
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Hospital Service District No. 1 of
Tangipahoa Parish, Louisiana

Note to Schedule of Debt Service Coverage Ratio,
Cash on Hand, and Average Daily Expense

June 30, 1998

1. Basis of Presentation

The computation in the Schedule of Debt Service Coverage Ratio, Cash on Hand, and
Average Daily Expense is prescribed by Sections 711(¢) and 718 of the Composite Bond
Resolution relating to $13,000,000 Hospital Revenuc Bonds (Series 1990) and
$61,535,000 Hospital Revenue Bonds (Series 1994) reflecting the provisions of Resolu-
tions adopted by Hospital Service District No. 1 of the Parish of Tangipahoa, State of
l.ouisiana, on July 17, 1990, November 28, 1990, May 18, 1994, and June 22, 1994,



