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Deloitte & 
Touche 

NDEPENDENT AUDITO RS'REPO RT 

M embers of the Board of Commissioners 
St. Tammany Parish Hospital Service 
D istrict N o. 1 : 

DeloJtte & Touche LLP Telephone: 1504) 581-2727 
Suite 3700 Facsim ile: (504) 561-'/293 
One Shell Sqeare 
701 Poydras Street 
New Orleans, Lou]siana 70139-3700 

W c havc audited the acco mpanying consolidated financial statements of St. Tammany Parish Hospital 
Serviee District No. I of St. Tamman y Parish, Louisian a (St. Tamman y Parish Hospital) as of 
December 31, 1998 and 1997 an d for the years th en ended , listed  in th e foregoing table of contents. 
These financial statements arc the responsibility of St. Tamman y Parish Hospital's management. Our 
responsibility is to express an  opinion on these financial statements based on our audits. 

W e conducted  our audits in acco rdance with generally accepted  auditing standards and th e standards 
applicable to financial audits conta ined  in Government Auditing Standards issued  by th e Comptroller 
General of th e United  States. Those standards require th at we plan  an d perform the audit to obtain 
reasonable assurance about whether th e financial statements arc free of material misstatement. An audit 
includes exam ining, on a test basis, evidence supporting the am ounts and disclosures in the financial 
statements. An audit also includes assessing th e accounting principles used  an d significan t estimates 
made by m anagement, as well as  evaluating th e overall finan cial statement presentation. W e believe th at 
our audits provide a rea sonable basis for our opinion. 

In our opinion, such consolidated  financial statements present fairly, in all m aterial respects, the 
financial position of St. Tammany Parish Hospita l as of December 31, 1998 an d 1997, an d th e results of 
its operations and its cash flows for the years th en ended  in conform ity wi th generally accepted  
accounting principles. 

The 3,ear 2000 supplementary information on page 14 is not a req uired  part of th e basic finan cial 
statements, but is supplementary inform ation required  by th e Government Accounting Standards Board, 
an d we did not audit an d do not express an  opinion on such information. Further, we were unable to 
apply to the inform ation certain proccztures prescribed  by professional standards because of the 
unprcee dcnted nature of th e year 2000 issue an d its effects, an d the fact that auth oritative measurement 
criteria regarding the status of remed iation efforts have not been established . In addition, we do not 
provide assurance th at St. Tamm any Parish H ospital is or wi ll becom e year 2000 co mplian t, th at St. 
Tammany Parish lJospital's :,,ea r 2000 remediation efforts will be successful in whole or in part, or that 
parties wi th which St. Tammany Parish Hospital does business are or wi ll become year 2000 co mplian t 

DeloitteTouche 
Tohmatsu 



In accordance with Government Auditing Standards, we have also issued our report dated  M arch 22, 
1999 on our consideration of St. Tamm any Parish H ospital's internal control over financial reporting and 
our tests of its co mplian ce, with ce rtain provisions of laws an d regulations. 

M arch 22, 1999 
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ST. TA M M A NY PA R ISH HO SPITA L 

CONSOLIDATED BALANCE SHEETS 
EMBER 31. 1998 AND 1997 (IN THOUS...A. ND 

ASSETS 

CURRENT ASSETS: 
Cash and cash equivalents 
Investm ents 
Assets whose use is lim ited and required for current liabilities 

Patient accounts receivable 
Less allowance for doubtful accounts 
Net patient accounts receivable 

Inventories 
Prepaid expenses mid other receivables 

Total current assets 

ASSETS W H OSE U SE IS LIM ITED: 
Under Bond indenture held by trustee for construction 
By board for capital im provem ents: 
Facility enhan cem ents 
Routine replacem ents 
By board for professional an d oth er liability claim s 
Under bond ordinan ce s - held by trustee 

Tota/assetS whose use is lim ited 
Less as sets whose use is lim ited and required for current 
liabilities 

Total noncurrent assets whose use is lim ited 

PROPERTY, PLANT AND EQUIPMENT'. 
Land an d im provem entS 
Buildings 
Equipm ent 
Construction in progress 
Less accum ulated depreciation an d am ortization 

N et property, plant an d equipm ent 

OTHER ASSETS 

TOTAL 

Scc notes to consolidated finan cial statements 
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1998 1997 

$ 1,481 
20,540 

718 

20,323 
_  (5,313_) 
_  

15,010 

1,445 
_  . I 565 

$ 3,626 
11,365 

445 

16,484 
(4,652) 
1],832 

1,190 
998 

40,759 29,456 

45,689 

2,911 
2,000 
575 

_  
4,189 

55,364 

5,761 
2,000 
575 

1,570 
9,906 

_ _ _ ._(.~ R .~ (445) 

_  54,64fi 9,461 

2,703 
30,455 
30,477 
1,470 

_  ['.29,275_) 

2,703 
29,957 
26,832 

118 
f25,288) 

__  $5,830 34.322 

1 345 318 

1L..L~ L80 ~ 73,557 



LIABILITIES AND F:UND BALANCE 

CURRENT LIABILITIES: 
Accounts payable and accrued expenses 
Accrued employee compensation 
Accru ed  vacation 
Settlements due to M edicare an d M ed icaid intermed iaries 
Amounts duc wi thin one year on long term debt 
Am ounts due wi thin one year on capital lease obligations 

Total current liabilities 

ACCRUED PROFESSIONAL LIABILITY CLAIM S 

LONG-TERM DEBT, less unamortized issuance discount (1998 - 
$374; 1997 - $335) and unanlortized loss on advance refunding 
(1998 - $1,925; 1997 - $-0-), and amounts due within one year 

CAPITAL LEASE OBLIGATION S, less am ounts due within one year 

FUN D BALAN CE 

TOTAL 
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1998 1997 

3,815 
2,079 
994 

4,291 
1,789 
356 

$ 2,805 
1,262 
858 

4,355 
350 
338 

13,324 9,968 

598 536 

60,967 13,451 

579 934 

57,112 48,668 



ST. TAM M ANY PARISH HO SPITAL 

CO NSOLIDATED STATEMENTS O F REVENUE, EXPENSES AND 
CHANGES IN FUND BALANCE 
YEARS ENDED DECEMBER 31, 1998 AND 1997 (IN THOUSANDS 

REVENUE: 
Net patient service revenue 
Other revenue 

Total revenue 

EXPENSES: 
Salaries, wages and benefits 
Supplies and other 
Provision for bad debts 
Professional an d contractual services 
Depreciation and an ~ortization 
Interest 

Tota l expenses 

REVENUE IN EXCESS OF EXPENSES 

FUND BALAN CE AT BEGINNING OF YEAR 

FUND BALANCE AT END OF YEAR 

See notes to consolidated financial statem ents 
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1998 1997 

$ 76,900 
3,542 

$65,147 
21762 

_ 80,442 67r909 

36,442 
19,044 
4,972 
6,588 
4,040 
912 

31,642 
16,150 
4,039 
5,251 
3,957 
11050 

_  
71,998 62,089 

8,444 5,820 

48,668 428,8~48 

$57,112  $48~668 



ST. TAM M ANY PARISH HO SPITAL 

CO NSOLIDATED STATEMENTS O F CASH FLOW S 
YEARS ENDED DECEMBER 31, 1998 AND 1997 (IN THOUSANDS 

OPERATING ACTIVITIES: 
Revenue in excess of expenses 
AdjustmentS to reconcile revenue in excess of expenses 
to net cash provided by operating activities: 
Provision for bad debtS 
Depreciation and amortization 
Gain on disposal of eq uipment 
Interest expense 
Interest ca m ed  on investm ents 
Changes in operating assets and liabilities 
Patient accounts receivable 
Inventories, prepaid expenses and other receivables 
Accounts payable an d accrued expenses 
Accrued employee compensation an d vacation 
Net settlements due to/from M ed icare and M edicaid 
intermed iaries 

Accrued professiona'~ liability e'~aim s 

Net cash provided  by operating activities 

CAPITAL AN D RELATED FINAN CIN G ACTIVITIES: 
Purchase of property, plan t an d equipment 
Net proceeds from issuan ce of long-term  debt 
Early extinguishment of bonds payable 
Paym ent of bond issuan ce, co st 
Proceeds from sale of property, plan t and eq uipm ent 
Principal pa)Tnents on long-term debt and capital lease obligations 
Interest pa)~nents 

1998 1997 

$ 8,444 $ 5,820 

4,972 
4,040 

912 
(1,512) 

(8,150) 
(822) 
1,010 
953 

(64) 
62 

4,039 
3,957 

(48) 
1,050 
(1,182) 

(5,447 
150 
178 
(178 

5 

9~845
_  

8~319 

(5,505) 
63,277 
(13,613) 
(1,366) 

(750) 

(3,053) 

295 

(1,012) 
(l,0s~  

Net cash provided by (used in) capital an d related finan cing activities 41,131 __ (4,820~ 

INVESTIN G ACTIVITIES: 
N et chan ge in assets whose use is linfited 
Net change in investments 
Interest earned  on investments 

Net ca sh used  in investing activities 

(DECREASE) IN CREASE IN CASH 

CASII AND CASH EQUIVALENTS AT BEGINNIN G OF YEAR 

CASH AND CASH EQUIVALENTS AT END OF YEAR 

See notes to consolidated financial statements 
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(45,458) 
(9,175) 
1,512 

867 

(3,991) 
_  1fl82 

03,121-) L (1,942) 

(2,145) 1,557 

3,626 2,069 

$ 1~481  $ 3,626 



ST. TA M M ANY PA RISH HO SPITA L 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES 

St. Tammany Parish Hospital (the Hospital) is owned and operated by St. Tammany Parish Hospital 
Service District No. I of St. Tammany Parish, Louisian a (a nonprofit corporation organ ized by the St. 
Tamman y Parish Police Jury under provisions of Chapter 10 of Title 46 of th e Lo uisiana Revised  Statutes 
of 1950). The Hospital is exempt from federal income taxes under Section 115 of the Internal Revenue 
Code. The governing authority of St. Tammany Parish Hospital Service District No. 1 (the District) is 
the St. Tamman y Parish Hospital Board of Commissioners. Th e Policy Jury appoints members of the 
Hospital Board of Commissioners. 

Th e co nsolidated financial statements include the Hospital, St. Tamman y M ed ical Services (STM S) an d 
St. Tammany Physician Network (STPN). STM S and STPN are corporations which are wholly owned 
by the Hospital. STM S and STPN are not, however, exempt from fed eral taxation. N o inco me ta xes were 
paid or owed  for th e years ended  December 31, 1998 an d 1997 by STM S or STPN . All m aterial 
intcrcompan y acco unts and transactions have been eliminated  upon consolidation. 

The preparation of financial statements in conformity with generally acce pted  accounting principles 
requires management to make estimates and assumptions that affect th e reported  amounts of assets and 
liabilities an d disclosure of contingent assets an d liabilities at th e da te of th e finan cial statements an d the 
reported amounts of revenues an d expenses during th e reporting period. Actual results co uld differ from 
those estim ates. 

Th e Hospital utilizes the proprietary fund method  of accounting whereby revenue an d expenses are 

recognized on the accrual basis. Substantially all revenues and expenses arc subject to accrual. 

Pursuant to Governmental Acco unting Standards Board (GASB) Statement No. 20, Accounting and 
Financial Reporting for Proprietary Funds" and Other Governmental Entities 7hat Use Proprietary 
Fund Accounting, the Hospital has elected to app|y th e provisions of all relevant pronounce ments of th e 
Finan cial Accounting Standards Board (FASB), excluding those issued after November 30, 1989. 

Effective January 1, 1998, th e Hospital adopted  th e provisions of the Governmental Accounting 

Standards Board Statement (GASBS) No. 31, Accounting and Financial Reporting for Certain 
Investments and for External Investment Pools. GASBS No. 31 requires that all investments be reported 
at fair value w4th gains an d losses included  in th e statements of revenues an d expenses. Th e effect of 
adopting th is statement for th e year ended  December 31, 1998 was not material to th e finan cial 
statem ents. 

N et patient service revenue arid th e related accounts receivable are reported  at th e estimated  net rca lizablc 
am ounts from patients, third-party payors, an d oth ers for service s rendered. Th e Hospital provides care 
to patients even though th ey may lack adequate insuran ce  or may be covered  under contractual 
arran gements th at do not pay full charges. As a result, th e Hospital is exposed  to certain cred it risks. 

Th e Hospital m anages such risk by regularly revie~4ng its accounts an d contracts, an d by providing 
appropriate allowances. 
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Inpatient acute care services and defined capital costs related  to M ed icare program  beneficiaries are paid 
at prospec tively determined rates per discharge. These rates vary according to a patient classifica tion 
system that is based  on clinica l, diagnostic, and other factors. Inpatient non-acute servic~es an d ce rtain 
outpatient services rendered to Medicare beneficiaries are reimbursed on a cost basis subject to certain 
limits. Inpatient services rendered  to M edica id program  beneficiaries are paid at prospectively determ ined  
rates per diem; reimbursement for outpatient services rendered  to M ed icaid program beneficiaries are 
reimbursed on a cost basis subject to certain limits. Retroactive co st settlements based upon annual cost 
reports are estimated and included  in net patient service revenue. Final determination of'amounts to be 

received under cost reimbursement regulations is subject to review by program  representatives. 
Retroactive adjustrnents are accrued on an estmated basis in the period the related services are rendered 
an d adjusted in future periods as final settlements are determ ined or determ inable. 

The Hospital provides ca re to patients who meet ce rtain criteria under its charity ca re policy without 
charge or at amounts less than  its established  rates. Because th e Hospital does not pursue co llection of 
am ounts determined  to qualify as  charity care, th ey are not reported  as revenue. The Hospital maintains 
records to identify and monitor the level of charity care it provides to all of its qualifying patients. Th ese 
records include th e am ount of charges foregone for service s an d supplies furnished  under its charity ca re 
policy. Th e Hospital provided  charity ca re of $992,000 and $920,000 for the years ended  Dec ember 31, 
1998 an d 1997, respectively, bas ed  upon charges foregone using established  rates. 

Cash an d cash equivalents include investments in highly liquid debt instruments an d money market 
acco unts with an original maturity of three months or less when purchas ed  an d exclude am ounts whose 
use is limited  by board designation or under bond ordinan ces. 

Investments include investm ents in U.S. Government an d federal agency securities with an  original 
maturity of greater th an three months an d are stated  at fair market value which approximates cost or 
am ortized co st. 

Inventories are valued  at th e most rec ent invoice  price. This meth od  approximates th e lower of co st 
(first-in, first-out method) or market. 

Th e H ospital records all property, plan t an d eq uipment acquisitions at co st an d provides for depreciation 
using the straight-line method in an ~ounts sufficient to am ortize th e co st of its as sets over their estimated  
useful lives. Assets held under ca pital lease obligations are recorded  at th e present value of th e minimum 
lease payments an d are included in equipment, Amortization of lca sed  as sets is included  in deprec iation 
and am ortization expense. 

Interest co sts for th e co nstruction of ce rtain long-term  as sets arc ca pitalized an d am ortized over th e 
related as sets' estimated useful lives. Th e Hospital ca pitalized net interest co sts of $356,000 for th e year 
ended  Dece mber 31, 1998; no such co sts were ca pitalized for th e year ended  December 31, 1997. 

2, CASlt, CASIt EQUIVALENTS AND ]INVESTM ENTS 

Deposits - Louisiana Statutes require that all of the Hospital's deposits be protected  by insuran ce  or 
collateral. The m arket value of collateral pled ged must eq ual 100%  of the deposits not co vered  by 

insurance . As of December 31, 1998 all of the Hospital's ban k balan ces of deposit (including cash, 
money market accounts an d certificates of deposit), were entirely insured or collateralized by investments 
held by the Hospital's third-party agent in th e Hospital's nam e. 

- 8- 



Investments - The Hospital may invest idle funds as authorized by Louisiana Statutes, as follows 

(a) Direct United States Treasury obligations, the principal and interest of which are fully guaran teed 
by th e governm ent of th e United States. 

(b) United States government agency obligations, the principal and interest of which are fully 
guaranteed by the government of th e United States, or United States government obligations, the 
principal and interest of which are gu aran teed by any United  States government agency. 

(c) Direct sc~curity repurchase ag reements of any federal book entry only securities enumerated in 
paragraphs (a) an d (b). 

(d) Time certificates of deposit of state banks organ ized under the laws of Louisiana an d national 
banks having their principal office in th e state of louisian a. 

(e) Mutual or' trust funds, which are registered with the Securities an d Exchan ge Commission under 
th e Security Act of 1933 an d th e Investm ent Act of 1940 an d which have underlying investm ents 
consisting solely of an d limited  to sec urities of the United  States government or its agencies. 

The l]ospital's investments are categorized below to give an  indica tion of th e level of risk as sumed at 
year-end. Category 1 includes investments th at are insured  or registered  or for which the securities are 
held by the Hospital or its agent in th e Hospital's name. Category 2 includes uninsured  an d unregistered 
investm ents for which th e securities are held by th e counterparty's trust departm ent or agent in th e 
Hospital's name. Category 3 includes uninsured  an d unregistered  investm ents for which th e sec urities are 
held by th e co unterparty, or by its trust department or agent, but not in the Hospital's name. 

Balances at December 31, 1998 were as follows (in thousan ds) 

Securities 
Type 

U . S. government 
Fed eral agca cy 

Total investm ents 

Credit Risk Category 
1 

$ 
25,451 

2 3 

$49,878 $ - 

$25,451 $ 49~878 $ - 

]IEALTll INSURANCE PRO GRA M  REIM BURSEM ENT 

Carrying 
Am ount 

$ 49,878 
25~451 

$75,329 

The Hospital participates in the M edicare an d M ed icaid programs as a provider of med ical services to 
program  beneficiaries. During the years ended  Dece mber 31, 1998 an d 1997, approximately 36.5%  an d 
40.1% , respec tively, of th e Hospital's net patient service charges were furnished  to M ed icare an d 
M ed icaid program  beneficiaries. Revenue derived from the Med icare program is subjcet to audit an d 
adjustment by the fiscal intermediary an d must be accepted by the United States Departm ent of Human 
Services before settlement amounts become final. Revenue derived from the Med icaid program  is subject 
to audit and adjustm ent by the fiscal intermediary and must be accepted by the Departm ent of Health an d 
Hospitals of th e State of Louisiana before settlement am ounts become final. Estimated settlements for 
M ed ica re th rough Dece mber 31, 1996 have been reviewed  by program  representatives. M ed icaid 
program  representatives ha ve reviewed  estimated  M ed ica id settlements through June 30, 1992 an d for the 
),ca r ended  June 30, 1994. Net patient service  revenue for th e years ended December 31, 1998 an d 1997 
have been increased by $646,000 an d $717,000, respectively, to reflec t the favorable appeal of the skilled 
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nursing facility's routine service cost limits for the 1994-1997 M edica re cost reports. Additionally, as a 
result of inform ation related to other M ed ica re contractual arrangements, th e Hospital recorded  changes in 
estimates and increased  net patient service revenue for the years ended December 31, 1998 an d 1997 by 
$898,000 and $900,000, respectively. W ith respect to the settlements for years subsequent to th ose 
reviewed by program representatives, management does not anticipate an y adjustments by program 
representatives that would have a material impact on the recorded M edicare and M edicaid settlements. 

4. INVESTM ENTS AND ASSETS W IIOSE USE IS LIM ITED 

The deta ils of investm ents and assets whose use is lim ited  at December 31, 1998 and 1997 are as  follows 

Investm ents : 
Fed eral agency securities 

Assets whose use is lim ited : 
For capital improvements: 
Fed eral agency sec urities 

For professional an d oth er liability claims 
Certificates of deposit 

Debt service an d co nstruction funds 
U.S. govermnent securities 
Cash 

Tota l investments an d assets whose 
use is limited  

1998 

(In thousands) 
t997 

(In thousands) 

$ 20,540 $11,365 

4,911 7,761 

575 575 

49,878 

49,878 

1,125 
445 

1,570 

In connec tion wi th th e issuance of th e Series 1998 Hospital Revenue and Refu nding Bonds, the Hospital 
established  a Debt Service Fund for the purpose of making payments of principal and interest on the 
bonds if funds available for paym ent of principal an d interest were insufficient. The funds held by the 

Trustee in this account are subject to a prior lien in favor of the owners of the bonds. A Construction 
Fund was also established  in co nnection with the issuance  in which fu nds are held by th e Trustee for th e 
financing of capital improvements. 

The Hospital is required  to maintain a $100,000 ce rtificate of deposit held by th e W orkers Compensation 
Fund as  co llateral against its self-insured  portion of workers co mpensation claims. This investm ent is 
recorded  in as sets whose use is limited  for professional and other liability claims. 

Also included  in as sets whose use is limited for professional and other liability claims is a $125,000 
certificate of deposit held by th e State Treasurer's Office on behalf of th e Louisiana Patients' 
Compensation Fund. Th e Hospital is req uired  to m aintain th is investm ent as  collateral against its 
self-insured  portion of professional liability claims. 

- 10 - 



5. LONG -TERM  DEBT 

The details and b~ances oflong-term debtatDeec mber 31, 1998and 1997 are presented below: 

199B 1997 

(Inthousands) 

Hospital Revenue and Refunding Bonds, Series 1998, net of 
unamortized original issue discount of $374,000 
at December 31, 1998 $ 64,571 $ 

Hospital Revenue Bonds, Series 1992, net of 
unam ortized  original issue discount of $335,000 
at December 31, 1997 

Certificate of Indebtedness, Series 1992, 8.0% , 120 
monthly installments of $3,094 including interest 
($29,000 due in fiscal year 1999) 

Demand note payable, 9.75% , 84 m onthly insta llm ents 
of $8,272 including interest 

Less am ounts duc within one year 
Unamortized  loss on advan ce refunding 

110 

64,681 
(1,789) 
(1,925) 

13,579 

139 

83 
13,801 
(350) 

The conthined  aggregate amount of maturities for all longdenn debt for each of the next five years ending 
December 31 are as follows (in thousands): 1999 - $1,789, 2000 - $1,082; 2001 - $1,134; 2002 - 
$1,165; 2003 - $1,195 and thereafter - $58,690. 

HospitalRevenue and Refunding Bonds, Series 1998 - On October 1, 1998, the Hospital issued 
$64,945,000 of tax-exempt Hospital Revenue and Refunding Bonds, Series 1998 (the bonds) comprised 
of $25,840,000 of serial bonds an d $39,105,000 & term bonds with a final maturity of July 1, 2028. 
These bonds have stated  interest rates ranging from 4.25% to 5.00% an d are secured by a pled ge of the 
]lospital's revenues. The bonds were issued  at a disco unt of $379,000 an d the discount is being 
am ortized over the life of the bonds using th e interest method. In connection with the issuance of th e 

bonds, the Hospital is required to maintain a debt service coverage ratio (as defined by the Trust 
Indenture) of 110%. Th e bonds maturing on or after July 1, 2009 are subject to optional redemption prior 
to m aturity at the option of the District on or after July 1, 2008, as  a whole or in part at an ytime. The 
1998 bonds were issued to advan ce refund th e outstanding 1992 series bonds and to finance the 
acquisition an d constru ction of improvements, renovations an d extensions to the Hospital. The bond 
proec ed s were utilized as  follows: 

Escrow fund - 1992 series bonds 
Constru ction fund 
Debt service reserve fu nd 
Cost of issuance  
Original issue discount 

- 11- 

$14,721,698 
45,288,072 
3,189,864 
1,366,291 
379.075 



The escrow funds for the 1992 bonds were used to purchase U .S. Governm ent securities and th ose 
securities were deposited in an irrevocable trust with an escrow agent to provide debt service paym ents 
until th e serial bonds mature or until the optional redemption date & July 1, 2002. The advance refunding 
m et th e requirements of an  in-substance  debt defeasance and th e bonds were rem oved  from th e Hospital's 
balan ce sheet. At December 31, 1998, 1992 refunded  bonds outstanding were $13,612,500. 

As a result of the advan ce refu nding, the Hospital red uced its total debt service requirements by 
approximately $1 million, which resulted in an economic gain (difference between the present value of the 
debt service payments on the old an d new debt) of approximately $2 million. 

Certificate of Indebtedness, Series 1992 - During 1992, the Hospital issued a Certificate of Indebtedness 
in the amount of $255,000 to acquire land for the purpose of future Hospital expansion. The ce rtificate is 
secured  by and payable solely from a pled ge of exce ss annual revenue of th e Hospital. 

tlospltalRevenue Bonds, Series 1992 - In December 1992, th e Hospital issued  $14,755,000 of tax 
exempt t]ospital Revenue Bonds. In October 1998, these bonds were advan ce refunded in conjunction 
x~ith th e issuance, of th e 1998 bonds as described  above. As a result of th is ad van ce refunding of debt, th e 
Hospital recorded  a deferred  loss on ad van ce  refunding of debt of $1,925,000 during 1998. Th is deferral 
will he am ortized over 24 years (the remaining life of the 1992 bonds) using the straight-line method. 

6. CAPITAL AND OPERATING LEASES 

Future m inimum lease paym ents by year at D ec ember 31, 1998 under all capital lease obligations are as 
follows for the years ending December 31 (in thousands): 

1999 
2000 
2001 

Less imputed interest (interest rates range from 6.5% to 7.5%) 
Present value of fu ture lease obligations 
Less am ounts due ~ thin one ),ear 

Long-term portion of capital lease obligations 

$ 396 
377 
227 

1,000 

(65) 
935 
(356) 

$ 579 

Leased  assets included  in eq uipment totaled  $1,979,000 at December 31, 1998. Accumulated 
am ortization was $1,025,000 at December 31, 1998. Th e leased  eq uipment co llateralizzs th e capital lea se 
obligations. 

Total rental expense incurred  for all operating leases was $427,000 an d $315,000 for th e years ended 
December 31, 1998 and 1997, respectively. 

7. EM PLO YEE BENEFIT PLANS 

The Hospital has a noncontributory defined contribution plan (Plan ) that covers substantially all of its 
employees. Th e Plan allows for employees age 21 or older wi th one year of service (defined as 1,000 
hours of service in any one year) to participate. The Plan Agreement requires co ntributions to the Plan 
equal to 6% of th e aggregate co mpensation ofaU participan ts. Participating employee s with five or more 
yea rs of service  become 100%  vested  in th eir account balan ce. Employee s term inating their employm ent 
prior to five years forfeit their account balan ce . 
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Total payroll and covered payroll for all H ospita l employees during the year ended D ecember 31, 1998 
totaled $30,297,000 and $21,838,000, respectively. Contributions during 1998 required by the Plan 
documen! were $1,342,000, which represents approximately 6% of co vered payroll. Required 
co ntributions paid by th e Hospital were $975,000 during th e year ended December 31, 1998. 

Pension expense included in salaries, wages and benefits related to th e Plan  described  above approximates 
$1,116,000 and $1,123,000 for th e years ended  December 31, 1998 an d 1997, respectively. 

8. PROFESSIONAL LIABILITY INSURANCE 

The Hospital participates in the Louisiana Patients' Compensation Fund for med ical malpractice claims. 
As a participant, the Hospital has a statutory lim itation of liability which provides th at no award can be 
rendered against it in excess of $500,000, plus interest an d co sts. The Fund provides coverage on an 
occurrence basis for claims over $100,000 and up to $500,000. The Hospital is self-insured for costs up 
to $100,000 per claim . 

Th c Hospital is involved in litigation arising in the ordinary course of business. Claims alleging 
m alpractice have bee n asserted against th e Hospital mad arc currently in various stages of litigation. It is 
th e opinion of m anagement th at estimated m alpractice  costs resulting from pending or th rea tened  litigation 
arc adequately accrued at December 31, 1998. Losses from as serted claim s an d from unas serted claims 
identified under the Hospita l's incident reporting system are accrued bas ed  on estimates th at incorporate 
the Hospital's pas t experience as well as other considerations including the nature of each claim or 
incident an d relevan t trend factors. Additional claims m ay be as serted against the Hospital arising from 
service provided to patients th rough December 31, 1998 th at have not bee n identified under th e incident 
reporting system . Th e Hospital is unable to determ ine th e ultimate cost ofth e resolution of such potential 
claims; however, man agement believes it has  adeq uately provided for th em . 

9. CO N CENTRA TIO NS O F CREDIT R ISK 

The Hospital gran ts credit without co llateral to its patients, m ost of whom are local residents and are 
insured  under th ird-party payor agreements. Th e mix of reec ivables from patients and th ird-party payors 
at December 31, 1998 an d 1997 was  as  follows: 

M edicare 
M edica id 
lnsuran ec /managed  care 
Paticnts 
Other 
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1998 1997 

23 %  25 %  
7 8 
57 49 
6 10 
7 8 

100 %  100 %  



ST. TAM M ANY PARISH HOSPSITAL 

SUPPLEMENTAL SCHEDULE -YEAR 2000 ISSUE (UNAUDITED) 
YEAR ENDED DECEM BER 31, 1998 

YEAR 2000 ISSUE (UNAUDITED) 

The year 2000 issue is the result of shottcom ings in m any electronic data processing systems and other 
equipment that may adversely affect th e Hospital's operations as early as  fiscal 1999. 

St. Tammany Parish ltospital has  completed an inventor3, of computer systems an d oth er equipment necessary 
to conducting Itospital operations. Bas ed upon th is inventor3,, the Hospita l has co mmitted  resources of 
approximately $1,500,000 to replacing an d upgrading existing systems. As of December 31, 1998 th e Hospita 
is in the remcdiation stage and an ticipates being substantially complete with the validation an d testing stage by 
the th ird quarter of 1999. 

Bec ause of th e unpre.~.~lentczt nature of the Year 2000 issue, its effects an d th e success of related remediation 
efforts v,411 not be fully determinable until th e year 2000 and thereafter. M an agem ent ea m lot assure that th e 
Hospital is or will be Yea r 2000 read3,, th at th e Hospital's remediation efforts will be successful in whole or in 
part, or th at parties with whom th e Hospital does business will be yea r 2000 rea dy. 
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Deloitte & 
Touche 

Deloitte & Touche LLP qelephone: (504) 581-2727 
Suite 3700 Facsim ile: (504) 561 7293 
One ShoU Square 
701 Poydras Street 
New Orleans, Louisiana 70139-3700 

INDEPENDENT AUDITORS' REPORT ON THE COMPLIANCE AND ON INTERNAL 
CONTROL OVER FINANCIAL REPORTING BASED UPO N THE AUDIT PERFORMED IN 
ACCORDANCE W ITH GO VERNM ENT AUDITING STANDARDS 

M cm bcrs of the Board of Contmissioncrs 
St. Tammany Parish Hospital Service 
District No. 1 : 

W e have audited the Consolidated  financial statements of the St. Tammany Parish Hospital Service 
District No. 1 of St. Tammany Parish, Louisiana (St. Tanmlan y Parish Hospital), as of and for tile year 
ended  December 31, 1998, an d have issued our report thereon dated M arch 22, 1999. W e Co nducted  our 
audit in accordan ce w ith generally accepted  auditing standards and the standards applicable to financial 
audits contained  in Government Auditing Standards, issued by th e Comptroller General of th e United 
Sta tes. 

Compliance 

As part of obtaining reasonablc assuran ce about whether St. Tamman y Parish Hospital's finan cial 
statements are free of material m isstatement, we perfonned tests of its compliance  with ce rtain 
provisions of laws, regulations, co ntracts, an d grants, noncomplian ce  with which would have a direct 
an d m aterial effect on the determ ination of financial statement am ounts. However, providing an  opinion 

on compliance with those provisions was not an objective of our audit an d accordingly, we do not 
express such an  opinion. The results of our tests disclosed  an  instance  of nonco mpliance th at is required  
to be reported under Government Auditing Standards, which is described  in the accompan ying appendix 
as item 98-1. 

Intern al Control Over t:inan cial Reoortin~, 

In plan ning an d performing our audit, wc considered  St. Tam many Parish Hospital's intern al control 
over finan cial reporting in order to determ ine our auditing procedures for th e purpose of expressing our 
opinion on th e financial statements an d not to provide assurance on th e internal co ntrol over finan cial 
reporting. Our co nsideration of th e intern al co ntrol over finan cial reporting would not necessarily 
disclose all m atters in th e intern al co ntrol over finan cial reporting that m ight be m aterial weaknesses. A 
material weakness is a co ndition in which th e design or operation or one or more of th e internal control 
co mponents does not reduce  to a relatively low level the risk that misstatements in amounts that would 
be m aterial in relation to th e finan cial statements being audited  m ay occur and not be detected  within a 
timely period by employees in th e norm al co urse of perforn fing their as signed  functions. W e noted  no 
matters involving the intern al co ntrol over finan cial reporting an d its operation th at we consider to bc 

DeloitteTouche 
Tohmatsu 



material weaknesses. However, we noted other matters involving the intern al control over financial 
reporting th at we have reported  to the management of St. Tammany Parish Hospital in a separate letter 
dated M arch 22, 1999. 

This report is intended solely for the inform ation and use of the Board of Commissioners, management 
an d the Slate of Louisiana Legislative Auditor an d is not intended  to be and should not be used  by 
an yone oth er th an these specified parties. 

M arch 22, 1999 
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APPENDIX 

NO N-CO M PLIANCE UNDER G OVERNM ENT AUDITING STANDARDS 

98-1 N EPOTISM  

Condition: Louisiana stalute LSA-RS 42:1119 prohibits any member of the immediate family of a 
member of a governing authority or th e chief executive of a governmental entity from being employed  by 
the governmental entity . The daughter of a member of the Board of Comm issioners of St. Tammany 
Parish Hospital (the Hospital) was employed by the Hospital as an accounts payable clerk from May 9, 
1994 to M arch 1, 1999. This violation was disclosed  by th e Hospital to th e Legislative Auditor in 1997. 
The Legislative Auditor referred  th e matter to th e Lo uisiana Board of Ethics in 1998. The employee 
resigned  from th e ttospital effective M arch 1, 1999. 

Rec ommendation: The Hospital should exercise more diligence in adhering to applicable laws 

M anagement's Response: Th e Louisiana Board of Eth ics m et to review th is m atter and on April 16 
1999 declined  to take an y enforcement action against th e Hospital and closed th e file on th is matter. 



Deloitte & 
Touche 

M arch 22, 1999 

M embers of the Board of Comm issioners 
St. Tam many Parish Hospital Service 
District N o. 1 : 

Deloitte & Touche LLP qelephone: (504) 581-2727 
Suite 3700 Facsim ire: (504) 561 7293 
One Shell Square 
701 Poydras Street 
New Orleans. Louisiana 70139 3-/00 

In planning and perform ing our audit of th e consolidated fman cial statements of St. Tamman y Parish 

Hospital Service District No. 1 of St. Tammany Parish, Louisiana (St. Tammany Parish Hospital) for 
the year ended December 31, 1998 (on which we have issued our report dated March 22, 1999), we 
developed  the following recommendations concern ing ce rtain m atters related  to its internal co ntrol and 
ce rtain observations an d reco mm endations on oth er accounting, administrative, an d operating matters. 
Additionally, we have presented  a summary of our prior yea r reco mm enda tions an d th e status of 
implementation th ereof. A description of th e responsibility of man agement for establishing an d 
maintaining internal control, an d the objectives an d inherent limitations of internal control, is set forth in 
the attached Appendix, an d should be read in conjunction with this letter. Our comments are presented 
in Exhibits 1, 11 an d 111 an d are listed  in th e table of contents thereto. 

This report is inteo ded  solely for th e information an d use of the Board of Commissioners, man agement, 
others within the organization and the State of Louisian a Legislative Auditor and is not intended  to be 
an d should not be used by anyone other th an these specified  parties. 

Y ours truly, 

* 7~ J ~  L~/~ 

Deloitte'louche 
Tohmatsu 
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INTERNAL CONTROL 

CORPORATE COM PLIANCE PROGRAM  

Observation 

EX ltlBIT I 

A formal bealthea re compliance program is currently being developed but has not yet been implemented  
throughout th e organization to address Federal government and industry initiatives related  to addressing risk 
areas such as billing an d reporting, human  resources, environmental activities and tax reporting. 

Business Im pact 

Over the last few years th e Departm ent of Justice has  increased  its scrutiny over the co nduct of healthea re 
providers to ensure th ey are complying with applicable laws an d regulations. Recently, there have been 
well-publicized cases in which th e government has received  lan dm ark settlem ents because of alleged fraudulent 
activities an d/or lack of co ntrol structures at healthea re entities. A co rporate co mplian ce program is an  integral 
part of an organ iza tion's system & internal controls. W ithout an  appropriate co mplian ce program in place, 
Hospital nmnagement does not have reasonable as suran ce  th at risk is being co ntrolled or mitigated to an 
acce ptable level. 

Recommendation 

M anagement should co ntinue to develop and implement a co mpliance program  that includes file following 
m inimum requirements: 

~ Established standards of conduct to be followed  by employees designed to reduce the potcntial for 
criminal co nduct. 

~ Specify high level individual(s) responsible to oversee compliance with such standards 

~ Duc care to avoid delegating substantial discretion to individuals who have an  incentive to engage in 
illegal activity. 

~ Effective co mmunication to all employee s by req uiring participation in training program s or 
dissem inating publications. 

~ Reasonable steps to respond appropriately to detected  offenses 

M an a~ement's Response 

St. Tammany Parish Hospital, with the as sistance  & co unsel, is in th e final draft stages of a Corp orate 
Complian ce  Program to include established  standa rds & co nduct to be followed  by all Hospital employee s. In 
addition, the Adm inistrator/CEO, Assistant Adm inistrator/CO0, Assistan t Adm inistrator/CFO, and the Risk 
M anager x~411 oversee implementation & th e prograna. 

The co mplian ce program will be co mmunicated  to existing employees th rough mandatory ed t~ea tion programs 
at program ince ption an d an nually. All new Hospital employee s will receive program  instru ction wi th in a 
designated time after employment as well as annually. 



The program will clearly outline the expected conduct of all employees and will establish a m echanism for 
anon)woous reporting of potential and actual problems. Th e program will also establish guidelines for th e 
H ospital's response to any detec ted problem s. 

VIRUS PROTECTION 

The Hospital does not have virus protection at th e PC level. Currently, the Hospital's key viru s prevention 
control is th e server based  virus protection. This is only partially effective when user workstations have local 
disc drives an d in some cases Intem et access allowing for spreadsheets an d documents to be loaded locally. 
Computer vi ru ses have th e potential to disru pt or even destroy computer inform ation resource s by sprea ding 
from a local PC to the attached  network. 

The ttospital should consider installing viru s protection software that will protect th e network in its entirety 

M anagemcnt's Response 

Currently, we have soft, rare on the serv er th at will scan any files doxsnaloaded  or e-m ailed  to th e end users and 
are implementing proee ~lures to require th e end users to scan local computer drives periodically or when 
portable disks are utilized . The an tivirus application wi ll reside on th e server an d wi ll scan  all device s on the 
local co mputer. 

FIXED ASSET RECORDS 

Observation 

Th e Hospital has not co nducted an inventory of fixed assets in a number of years. W e understand th at 

management has been considering such a project for several years an d has initiated plan s to perform a physical 
fixed asset inventory . 

Recommendation 

Complete an d accurate fixed  as sets records are nec essary to support am ounts claimed  for reimbursement 
purposes an d to assure adequacy of insurance co verage. If it is not practicable to perform a co mplete physical 
co unt at a single point in tim e, such procedures should be implemented  on a departmental basis. Th e related  
detailed accounting records should be adjusted for the results of these proeedures. 

M an aeement's Rcsnonse 

M an agement agree s wi th th is recomm endation an d has initiated  a departmental physica l fixed as set inventor), 
Th e inventor), wi ll be co nducted  during fiscal 1999. 
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BACKUP PROCEDURES 

Observation/Background 

Currently, the Hospital's key th reat prevention procedures against disaster are th e daily and monthly backups 
of th e Hospital's information on tapes. These tapes would be used to restore the Hospital's infom mtion when 
needed. However, th e DG-UNIX and VAX VM S backu ps have not been tested. The System 36 backups have 
not been tested for a few yea rs. 

Th e H ospital should co nsider testing th e backups by restoring th em in th e test region of the respective 
platforms. The Hospital should get as surance th at th e backups will restore th e Hospital's information when 
nec dcd. Also, inform ation system s m anagement m ay wan t to consider m aintaining a listing of the backup tapes 
detailing th e co ntents, location, etc. 

M anaaem enl's RCSDOnSC 

M anagement is currently evaluating a hot site for disas ter recover3, an d will test tapes from backup if this 
option is feasible and approved. 
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ADM INISTRATIVE AND O TH ER M ATTERS 

DISASTER RECOVERY PLAN 

ObservaliorffBack~round 

EXHIBIT 11 

Currently, the Hospital has a contract with Sunguard for an EDP recovery. However, a "Business Resumption 
Plan " is lacking. A Business Resumption Plan  contains th e necessary arran gements to perform key business 
functions in the event era disaster. A plan  would help reduce th e financial impact an d th e time necessa ry  to 
replace key processing components attcr th e event. The plan would be developed  from an overall business 
perspective and would address only critical business processes. A plan  should include: 

~ The identification of key automated business processes required  to co ntinue when a disas ter is declared  

~ The specific arran gements to recover th ose key processes identified , including personnel, facilities 
telecommunications, supplies and eq uipm ent, 

~ A process to identify chan ges wi th in th e organ ization an d m ake updates to help ensure th e plan remains 
current. 

~ Periodic testing, where feasible and co st effective, to help ensure the plan  is operational 

Completion of a business impact an alysis would define risks an d exposures to th e business an d drive the 
recovery strategy. IS m anagement can then sec ure the m ost cost effec tive arran gements for recovering business 
service s in th e event era disas ter. 

The Hospital should co nsider perform ing a Business Impact Analysis ("B1A"). A BIA would define the risks 
an d exposurcs to the Hospital an d identify the financial amount an d Hospital services impacted in case era 
disas ter. Th en bas ed on th is an alysis, th e Hospital can dec ide on th e best approach for developing a business 
co ntinuity plan  an d needed arrangements for EDP recovery to support th is plan . 

M ana~em ent's Resoonse 

Th e llospital does not specifically have a form al plan  labeled as  a "Business Resumption Plan " but has 
co nsidered th e risks and exposures in the case era disas ter. Th e Hospital can develop a formal "Business 
Resumption Plan " th at would outline th e plan  for co ntinuan ce  an d/or prioritiza tion of Hospital service s and 
appropriate EDP reco ver), to support th is plan . 
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STATUS OF OUR PRIOR YEAR RECOM M ENDATIONS 

INTERNAL CONTROL STRUCTURE 

Fixed A sset Records 

Backup Procedures 

Professional Liability Claims 

User Tem lination Procedures 

lnternet Usage Policy 

ItBOC VAN (Value Added Network) Service 

ADM INISTRATIV E AN D OTHER 
M ATTERS: 

Disaster Recovery Plan 

Year 2000 (separate letter provided) 

Recent Accounting Pronouncem ent 

Allowance for Doubtful Acco unts 
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Implemented  

X 

X 

X 

X 

X 

X 

EXH IBIT I11 

Partially Not 
Implemented Implemented  

X 

X 

X 

X 



APPENDIX 

M ANAGEM ENT'S RESPONSIBILITY FOR, AND TH E OBJECTIVES AND LIM ITATIONS OF, 
INTERNAL CONTROL 

The following comments co ncerning managcment's responsibility for internal control and the objectives an d 
inherent limitations of intern al co ntrol are adapted from th e Statements on Auditing Standards of th e American 
Institute of Certified  Public Acco untants. 

M ana~em ent's ResDonsibilit~ 

M an agement is responsible for establishing and m aintaining intern al co ntrol. In fulfilling th is responsibility 

estimates and judgments by man agement are required to assess the expected benefits an d related costs of 
co ntrols. 

Objectives 

Th e objectives of internal control are to provide management with reasonable, but not absolute, assurance that 
assets are safeguarded  against loss from unauthorized use or disposition, an d that tran sactions are executed in 
accordan ce with m anagem ent's auth orization and recorded properly to perm it the preparation of finan cial 
statements in acco rdance with generally accepted acco unting principlcs. 

Limitations 

Because of inherent limitations in an y intern al control, m isstatements due to errors or fraud may occur and nol 

be detected . Also, projection of any evaluation of internal control to future periods are subject to the risk that 
the intern al control m ay becom e inadeq uate because of changes in conditions or that th e degree of co mpliance 
with the policies or proc edures m ay deteriorate. 


