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Deloitte & 
Touche 

NDEPENDENT AUDITO RS'REPORT 

M embers of the Board of Comm issioners 
St. Tam many Parish Hospital Service 
District No. 2: 

Deloitte & Touche LLP Telephone: (504) 581-2727 
Suite 3700 Facsim ile: (504) 561--/293 
One Shell Sqoare 
701 Poydras Street 
New Orleans, Louisiana 70139 3700 

W e have audited the accompanying consolidated  balance sheet of St. Tammany Parish Hospital Service 
District No. 2 (d/b/a Slidell Memorial Hospital and Med ical Center) as of Dceember 31, 1998, an d the 
related  consolida ted  statements of revenue, expenses and changes in fund balance  an d cash flows for the 
year then ended . These finan cial statements are th e responsibility of Slidell M emorial Hospital an d M ed ica l 
Center's m an agement. Our responsibility is to express an  opinion on th ese finan cial statements based  on our 
audit. The finan cial statements of SlideU M emorial Hospital and M edical Center for the year ended  
Dec ember 31, 1997 were audited  by other auditors whose report, da ted  February 27, 1998, expressed  an  
unqualified opinion on th ose statements. 

In our opinion, such co nsolidated 1998 financial statem ents present fairly, in all m aterial respects, th e 
consolidated  financial position of Slidell M emorial Hospital and M ed ica/Center at December 31, 1998, an d 
the consolidated results of its operations an d its cash flows for the year th en ended in co nform ity with 
generally accepted acco unting principles. 

In accordan ce with Government Auditing Standards, we have also issued a report da ted M arch 31, 1999 on 
our consideration of Slidell M emorial Hospital an d M edical Center's internal control over financial reporting 
and our tests of its co mplian ce wi th certain provisions of laws, regulations, contracts an d gran ts. 

M arch 31, 1999 

DeloitteTouche 
Tohmatsu 



SLIDELL M EM O RIAL HOSPITAL AND M EDICAL CENTER 

CONSO LIDATED BALANCE SHEETS 
DECEM BER 31. 1998 AND 1997 

ASSETS 

CURRENT ASSETS: 
Cash and cash equivalents 
Patient accounts receivable, net of allowance for uncollectible 
accounts of $4,476,792 in 1998 and $3,373,635 in 1997, respectively 
Assets whose use is limited - req uired for current liabilities (Note 2) 
Inventories 
Prepaid expenses and other receivables 

Total current assets 

ASSETS W HOSE USE IS LIM ITED OR RESTRICTE D 
By board or under indenture agreement for capital 
improvements and debt service (Note 2) 

LAND, BUILDINGS AND EQUIPMENT (N ote 9) 
Land and improvements 
Buildings 
Equipm ent 
Less accunm lated  depreciation an d am ortiz~ation 
Construction in progress 

Total land, buildings and eq uipment 

OTItER ASSETS: 
Investment in affiliated organizations 
Bond issuance costs, net of accum ulated amortization of 
$428,067 in 1998 and $333,399 in 1997, respectively 
Inta ngible assets, net of accumulated am ortiza tion of 
$3,089 in 1998 and $171,003 in 1997, respectively 

Total other assets 

TOTAL 

LIABILITIES AND FUND BALA NCE 

CURRENT LIABILITIES: 
Trade accoun ts payable 
Salaries, wages and benefits payable 
Accrued  vacation payable 
Accrued interest and other expenses (N ote 8) 
Amounts due to third-party payors (N ote 3) 
Amounts due within one ),ear on ca pital lease obligations 
and long-term debt (N otes 5 and 6) 

Total current liabilities 

CAPITAL LEASE OBLIGATIONS, less amoun ts due wilhin one 
year (Note 5) 

LONG-TERM DEBT, less amounts due within one year (Note 6) 

FUND BALANCE 

TOTAL 

See notes to co nsolidated  financial statements. 
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1998 1997 

$ 4,104,724 $ 3,501,369 

17,862,565 
841,150 

1,700,585 
2,055,124 

26.564.148 

15,318,004 
885,257 

1,549,480 
988.907 

22,243,017 

20,374,277 31,185,778 

4,601,711 
49,889,925 
39,219,534 

(43,450,887) 
1,517~330 

51.777.613 

4,466,386 
45,409,237 
32,420,813 

(38,017,583) 
1.873.903 

46A 52.756 

2,600,155 1,275,599 

1,407,822 1,502,490 

479 69.777 

4.008.456 2.847.866 

$102,724.494 

$ 3,730,997 
1,820,148 
1,215,724 
1,695,125 
154.028 

3.062_176 

11.678.198 

$102.429.417 

$ 2,459,156 
2,469,585 
1,134,164 
3,354,952 
1,419,961 

__  
2,680~212 

13.518.030 

1,788,576 1,214,126 

35,275,095 37,348,469 

53.982.625 50.348.792 

$102.724.494 $102.429.417 



SLIDELL M EM O RIA L H O SPITA L A ND M EDICA L CENTER 

CONSOLIDATED STATEMENTS OF REVENUE, EXPENSES AND 
CHANGES IN FUND BALANCE 
YEARS ENDED DECEMBER 31,1998AND 1997 

REVENUE: 
Net patient service revenue (Note 3) 
Other revenue 

Total revenue 

EXPENSES: 
Salaries and wages (N ote 7) 
Employee benefits (Note 7) 
Supplies and m aterials 
Other direct expenses 
Professional fees 
Purchased services 
Provision for bad debts 
Depreciation and am ortization 
lntcrcst 

Tota l expenses 

REVENUE IN EXCESS OF EXPENSES 

TRAN SFER OF HOSPICE FOUNDATION ASSETS 
TO SM H FOUNDATION 

FUN D BALAN CE AT BEGINNIN G OF YEAR 

FUND BALAN CE AT END OF YEAR 

See notes to consolidated financial statements 
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1998 1997 

$ 83,954,410 
3.645.394 

87.599.804 

34,159,723 
9,159,145 
13,038,013 
7,644,564 
3,413,215 
3,878,796 
4,509,753 
5,841,605 
2.321.157 

83.965.971 

$ 82,898,844 
4.568.034 

87.466.878 

33,594,298 
8,795,829 
11,541,767 
7,411,134 
4,134,190 
3,458,257 
5,582,171 
5,653,318 
2.499.657 

82.670.621 

3,633,833 4,796,257 

220,048 

50.348.792 45.332.487 

$53.982.625 $50.348.792 



SLIDELL M EM O RIAL HO SPITA L A ND M EDICAL. CENTER 

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

OPERATIN G ACTIVITIES 
Revenue in excess of expenses 
Adjustments to reconcile revenue in excess of expenses 
to net cash provide~l by operating activities: 
Depreciation and am ortization 
Changes in operating assets and liabilities: 
Patient accounts receivable, net 
Inventories an d other operating assets 
Accounts payable and other accrued expenses 
Interest expense 
Loss on sale of ca pital as sets 
Interest inco m e 

Net cash provided by operating activities 

CAPITAL AN D RELATED FIN AN CIN G ACTIVITIES: 
Receipts from sale of capital as sets 
Pa)~ments for acquisitions of lan d, buildings and equipment 
Principal paid on ca pital lease obligations an d long-term debt 
Interest paid on capital lease obligations an d long-term debt 

1998 1997 

$ 3,633,833 $ 4,796,257 

5,841,605 5,653,318 

(2,544,561) 
(1,185,346) 
(2,183,794) 
2,321,157 
108,912 

__ (1,909,480) 

4.082.326 

51,395 
(9,791,269) 
(2,717,558) 
(2,430,095) 

(3,811,502) 
(160,358) 
3,787,167 
2,499,657 

85,956 
_ A 1,901,06j) 

10.949.430 

16,108 
(8,104,538) 
(3,119,461) 

.~ 2,675,130 ) 

Net cash used in capital and related financing activities (14,887,527) ~ 13,883,021) 

INVEST/NG ACTIVITIES: 
Dec rease in as sets whose use is limited or restricted 
Receipts of interest earn ed  
Investments in affiliated  organ izations 

Net cash provided by investing activities 

INCREASE 1N CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 

10,855,608 
1,877,504 

~ 1,324,556) 

11.408.556 

1,334,675 
1,937,913 

__  (267,019) 

3.005.569 

603,355 71,978 

3.501.369 3.429,391 

CASIt AND CAStt EQUIVALENTS AT END OF YEAR $ 4,104,724 

NON-CASH TRANSACTION S 
Increase in ca pitalizxxl lease obligation an d equipment 

See notes to co nsolidated  financial statements 

- 4 - 

$ 1.600.598 

$ 3.501,369 



SLIDELL M EM O RIAL HO SPITAL AND M EDICAL CENTER 

NOTES TO CO NSO LIDATED FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES 

Organization - St. Tan amany Parish Hospital Service District No. 2 (the District), d/b/a Slidell M emorial 
Hospital and Medical Center (the Hospital), is a nonprofit corporation organized as a political subdivision 
of the State of Louisiana. The govern ing authority of th e District is the St. Tarmnany Parish Police Jury, 
which is the governing authority of St. Tammany Parish, Louisian a. The governing authority appoints 
members of the St. Tamman y Parish Hospital Service District No. 2 Board of Commissioners (the Board) 
to oversee an d govern the operations of the Hospital. 

Principles of Consolidation - The co nsolidated finan cial statements include the accounts and transactions 
of the ltospital and its member organizations, Camellia Leasing Corporation (Cam ellia), Slidell Memorial 
Health Foundation, Inc. (SMH Foundation) an d SMH Physician Practice Services, Inc. (Physician 
Practice Services). All material intercompan y acco unts and tran sactions have been eliminated in 
consolidation. 

Basis of Accounting .. Th e Hospital utilizes the accrual basis of aceounting for proprietary funds. Under 
Governmental Accounting Standards Board (GASB) Statement No. 20, Accounting and Financial 
Reporting for ])roprielar), 1;unds and Other Governmental AclivHies That Use Proprietor), ],~md 
Accounting, the Hospital has elected not to apply Finan cial Accounting Standa rds Board (FASB) 
pronounce ments issued after November 30, 1989. 

Incom e Tax Status - The Hospita l is exempt from fed eral income tax under both Section 115 of th e 
Internal Revenue Code as a governnaental entity an d Section 501(a) as a hospital organ ization as 
described in Section 501(c)(3). Th e exemption from federal income taxes also extends to state income 
taxes. SM I-I Foundation has been designated  as a not-for-profit organ iza tion described in Intern al 

Rcvcnuc Code Section 501(c)(3) and is exempt from federal income taxation under Internal Revenue 
Cod e Section 501(a). Cam ellia an d Physician Practice Services are taxable not-fur-profit corporations 

Net Patient ServlceRevenue and Related Receivables - Not patient service revenue and the related  
accounts receivable are reported  at the estim ated net realiza ble am ounts from patients, th ird-party payers, 
an d others for services rendered . Th e Hospital provides care to patients even th ough th ey may lack 
adequate insurance  or may be co vered under co ntractual arrangements that do not pay full charges. As a 
result, the Hospital is exposed  to ce rtain cred it risks. Th e Hospital manages such risk by regularly 
reviewing its accounts an d co ntracts, an d by providing appropriate allowan ces. 

Prendum Revenue - The Hospital has agreements with health maintenan ce organ izations (liM Os) to 
provide medical services to subscribing participan ts. Under such agreements , the Hospital receives 
monthly capitation payments based  on the number of th e HM O participan ts, regardless of service s 
actually performed by th e Hospital. Under this agreement, th e Hospital is liable for payments to outside 
medical providers for hospital services rendered . Capitation payments received net of payments to outside 
medical providers approximated  $750,000 in 1998, an d is included  in net patient service  revenue. 

Capitation payments received  in 1997 were not significant. 
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M edicare and M edlcald Relm bursement Programs - The Hospital is reimbursed under the M ed icare 
Prospective Pa)~en~ System (laPS) for acute care inpatient services provided to M edica re beneficiaries 
and is paid a pred etermined am ount for th ese service s based , for th e most part, on th e Diagnosis Related  

Group (DRG) assigned to the patient. In addition, the Hospital is paid prospectively for Med icare 
inpatient capital costs bas ed  on the fed eral specific rate. The Hospital qualifies as a disproportionate 
share provider under th e M edica re regulations. As such, th e Hospital receives an additional payment for 
M ed ica re inpatients served . Except for M edica re disproportionate share reimbursement and M ed icare 
bad debts, there is no retroactive settlement for inpatient co sts under th e M edicare inpatient prospective 
pa3~nent methodology . 

The Hospital is paid a prospec tive per diem rate for M ed icaid inpatients. Th e per diem rate is bas ed  on a 
peer grouping methodology which assigns a per diem rate to each hospital in the peer group. 

Medicare rehabilitation, skilled nursing, an d home health services are reimbursed on a cost basis, subject 
to certain limitations imposed by governmental authorities. M ed icare outpatient services (excluding 
ambulatory surgeD,, clinical lab and radiology diagn ostic proced ures), Med ica id outpatient services 
(excluding an abulatory surgery and clinical lab), and Medicare bad debts are reimbursed on a cost basis. 
Outpatient ambulatory surgery , radiology  an d other diagn ostic services rendered  to M ed ica re beneficiaries 
are reimbursed  bas ed on a blend of co sts, published  facility fees an d prevailing charges. M ed ica re an d 
M edicaid outpatient clinica l lab an d M ed icaid am bulatory surgery are reimbursed  bas ed  upon th e 
respective fee schedules. 

Retroactive cost settlements based upon an nual cost reports are estimated for those programs subject to 
retroactive settlement and recorded  in th e finan cial statements. Final determination of retroactive cost 

settlements to be received under the Medicare and Medicaid regulations is subject to review by progranl 
representatives. The difference between a final settlement an d an  estimated  settlement in any year is 
reported as an adjustment of net patient service revenue in the year the final settlement is made. 

Cash and Cash Equivalents and A ssets W hose Use is Lim ited or R estricted - Cas h equivalents an d 
assets whose use is limited  or restricted  are reco rded  at fair value. The Hospital reports short-term, highly 

liquid investments (that are both readily convertible to known amounts of cash an d mature within three 
months or less from date of purchase) as cash equivalents, excluding anlounts classified as assets whose 
use is limited  or restricted  on the balan ce sheet. As of Dec ember 31, 1998 an d 1997, th e Hospital's cash, 
cash eq uivalents and certificates of deposit were entirely insured or collateralized with securities held by 
its agent in th e Hospital's nam e. 

Effective Jan uary 1, 1998, th e Hospital adopted  the provisions of the Governmental Acco unting 
Standards Board Statement (GASBS) No. 3 l, Accounting and F~nancial Reporting for Certain 
Investments and for Erternal Investment Pools. GASBS No. 31 requires that all investments be reported 
at fair value with gains an d losses included  in th e statements of revenues an d expenses. The effec t of 
adopting th is statement at Jan uary 1, 1998 was not material to the financial statements. 

Inventories - Inventories are valued at the lower of co st (first-in, first-out method) or market 

Land, B uildings and F, quipm ent - Lan d, buildings an d equipm ent acquisitions are recorded  at co st 
exce pt for as sets donated  to th e Hospital. Donated  assets are reco rded  at th e fair value of th e assets at the 
date of donation. Depreciation of buildings an d equipment is co mputed  using the straight-line method  in 
an lounts sufficient to amortize th e cost of th ese as sets over th eir estimated useful lives. 

Equipm ent held under ca pital leas e obligations has been recorded  at th e present value of th e m inimum 
lease pa)anents. Amortization of lea sed  as sets is included  in depreciation an d an aortization expense. 
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Investment in Affiliated Organizations - The Hospital has two investments in affiliated organizations 
which are acco unW, d for under the cost and equity methods. The investm ent accounted for under the co st 
method is a 17% interest in Southeast M edical Alliance, Inc. This investm ent is recorded  at 
approximately $2,590,000 an d $1,126,000 at December 31, 1998 and 1997, respectively. 

Unamortlzed Bond Issuance Costs - The co sts incurred  in co nnec tion with th e issuan ce of the Hospital's 
revenue bonds have been deferred  and are being amortized over th e life of the bond issues. Amortiza tion 
is included in depreciation and am ortiza tion expense. 

Employee H ealth and Workers' Compensation Insurance - The Hospital is self-insured for 
hospitaliza tion an d workers' co mpensation claims. Estimated  amounts for claims incurred but not 
reported are ca lculated based  on claims experience  and, together wi th unpaid claim s, are included  in 
accru ed interest and other expenses on the co nsolidated  balan ce sheet. 

Use of Estimates - Th e preparation of financial statements in conformity wi th generally accepted 
accounting principles requires management to make estimates an d assumptions that affect th e reported  
am ounts of assets an d liabilities an d disclosure of co ntingent as sets an d liabilities at the date & the 
finan cial statements. Estimates also affect th e reported  am ounts of revenues an d expenses during the 
reporting period. Actual results co uld differ from those estimates. 

ASSETS W IIO SE USE IS LIM ITED O R RESTRICTED 

The terms of the Hospital's revenue bond issues req uire certain funds to be maintained on deposit with th e 
trustee. The funds on deposit wi th th e trustee and funds designated  by th e Board for capital 
improvements as ofDce ember 31, 1998 an d 1997 were as follows: 

Current assets; 
Under bond indenture: 
Bond debt service account 

Noneurrent as sets: 
Under bond indenture: 
Capital improvement account 
Debt service reserve acco unt 

By board: 
Designated  for ca pital improvements 
Other 

1998 1997 

$ 841,150 $ 885,257 

$ 4,351,007 $ 
4,465.670 
8,816,677 

11,169,971 
387.629 

7,530,998 
4,389~787 

11,920,785 

18,959,582 
305.411 

$20,374,277 $31,185,778 

Statutes authorize th e Hospital to invest in direct obligations of th e U.S. Government, certifica tes of 
deposit of state banks and national banks having th eir principal offi ce  in the State of Louisiana, an d any 
other federally insured  investm ents, guaran teed investm ent contracts issued  by a finan cial institution 
having one of the two highest rating categories published  by Standard & Poor's or M oody's, an d mutual 
or trust fund institutions registered wi th the Securities an d Exchange Commission (provided the 
underlying investm ents of these funds meet certain restrictions). The Hospital's funds were invested in 
certifica tes of deposit and U.S. Government obligations ca rried  at fair value at December 31, 1998 an d 
1997. 
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3. TItlRD-PARTY PAYOR ARRANGEM ENTS 

The Hospital participales in the M edicare and M ed icaid program s as a provider of med ica l services to 
program beneficiaries. During the years ended  December 31, 1998 and 1997, approximately 41% an d 
45% , respectively, of th e Hospital's gross patient service charges were derived from service s provided  to 
M edica re an d M ed icaid program beneficiaries. Laws an d regulations governing th e M ed icare an d 

Medicaid programs are complex an d subject to interpretation. The Hospital believes that it is in 
compliance with all applica ble laws and regulations and is not aware of an y pending or threatened  
investigations involving allegations of potential wrongdoing. W hile no such regulatory inquiries have 

been made, compliance wi th such laws an d regulations can be subject to future government review an d 
interpretation as well as significant regulatory action including fines, peludties, and exclusion from th e 
M edica re an d M edica id program s. 

Revenue derived from the Medicare program is subject to audit and adjustment by the fiscal intermediary 
and must be accepted by the United States Departm ent of Hca lth and Hunmn Service s before settlement 

am ounts become final. Revenue derived from the Medicaid program  is subject to audit an d adjustm ent 
an d m ust be accepted  by the State of Louisiana, Departm ent of Hea lth an d Hospitals before the settlement 
am ounts become final. The fiscal interm ed iary has completed its ieview of estimated M ed ica re an d 
M ed ica id settlements for fiscal years ended through September 30, 1996. Annually, management 
evaluates the recorded estimated settlements an d adjusts these balan ces based upon the results of the 
intermed iary's audit of filed  cost reports an d ad ditional information becoming available. Although the 
fisca l interm ed iary has  not completed  its audits of the estimated  settlements for th e three-m onth period 
ended December 31, 1996, the year ended  December 31, 1997, an d th e year ended  December 31, 1998, 
the Hospital does not anticipate significant adverse adjustm ents to the recorded settlements for those 
years. 

Th e Hospital has also entered  into pa3anent agreements wdth certain commercial insuran ce  carriers an d 
m anaged  ca re organ izations. The basis for pa)Tnent to the H ospital under th ese arrangem ents includes 
prospectively determ ined daily rates, disco unts from established  charges an d monthly capitation 
paym ents. 

4. COM M UNITY BENEFITS 

As a comran nity health care provider, th e Hospital's stated mission is "to meet the need s of our customer 
by providing excellence  in health maintenance and ed ucation services in a compas sionate an d 
cost-effective manner." As such, total revenue includes that generated from direct patient care, rentals 
from various med ical office  buildings, interest income, an d sundry revenue related  to th e operation of the 
ttospital an d its m ember organ izations. 

The Hospital provides care to patients who meet certain criteria under its charity ca re policy without 
charge or at amounts less than  its established rates. Because the Hospital doe s not pursue co llection of 
an ~ounts determined  to qualify as charity ca re, they are not reported as  revenue. Cha rity care provided 
during the years December 31, 1998 an d 1997, measured at established  rates, totaled  $5,328,439 an d 
$4,667,957, respec tively. 

In addition, th e Hospital sponsors or participates in numerous activities to benefit th e co mm unity. M any 
of these activities are sponsored  ~4th the kuowledge th at they will not be self-supporting or fiaaneially 
viable. The Hospital has co nducted a Community Health Assessment to identify health risks in the 
community. Through th is research, the Hospital has developed wellness and prevention program s th at 
target th ese high-risk areas for a healthier community. 
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Annually, the Hospital sponsors several health fairs and program s regarding such issues as diabetes, 
breast cancer, prostate cance r, smoke stoppers, nutrition, exercise, cardiology, women's health, parenting 
skills, development topics, etc., to provide the community access to hea lth-related information. Also, the 
Hospital provides health screening at no cost or a reduced cost to the co mmunity. Some hea lth screenings 
include prostate cance r, cholesterol, colorectal, skin cancer, glucose, an d th yroid screenings. 

The Hospital also donates employees' time and enco urages its employees to volunteer for charitable 
organizations an d to participate in fund-raising activities. In addition, th e Hospital aided various 
co mmunity service organ iza tions th rough donations and sponsorships. 

LEASES 

The Hospital leases med ical and administrative equipment under operating leases with terms that vary 
from m onth -to-m onth to five yea rs. Tota l rental expense included in oth er direct expenses on th e 
consolidated statements of revenue, expenses and changes in fund balance was $762,743 and $801,117 
for th e yea rs ended December 31, 1998 an d 1997, respectively. 

The Hospital also leases medical equipment under lease agreements acco unted  for as ca pital lea se 
obligations in acco rdance with Financial Accounting Standards Board Statement No. 13. These ca pital 
lea se obligations expire at various da tes through 2003. The lan d, buildings and eq uipment balance s on 
the consolidated balan ce shee t include equipment under capital lea se obligations of $5,300,032 an d 
$5,253,091, less accumulated  am ortization of $2,324,803 an d $2,613,296 at Dece mber 31, 1998 an d 
1997, respectively. 

The future mhfimum lease pa)anents at December 31, 1998 for noncancelablc leases are as  follows 

1999 
2000 
2001 
2002 
2003 

Am ounts representing imputed  interest 

Present value of capital lease obligations (including $1,002,490 
classified as amounts due within one year) 

Operating 
Leases 

$236,510 
176,964 
49,250 

547 

Capital 
Leases 

132,483 
774,305 
471,795 
360,691 
330.634 

3,069,908 

278.842 

The llospital an d its subsidiary, Cam ellia, lease space to physicians th rough a combination of ea ncclable 
an d noncance lable lease agree ments. Rental income earned  under these agree ments was  $948,749 an d 
$858,323 for th e years ended  December 31, 1998 an d 1997. 
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The future minimum lease payments to be received from noncancelable lease agreements at December 31 
1998 are as follows: 

1999 
2000 
2001 
2002 
2003 

6. LONG-TERM  DEBT 

Operating 
Leases 

$ 461,939 
345,547 
258,849 
259,887 
122,299 

The dctails and balances oflongqerm debt at December 31, 1998and 1997 are presented below: 

lgg8 lgg7 

ltospital Revenue Bonds, Series 1994, described  in 
detail below ($1,190,000 due in 1999) 

H ospital Revenue Bonds, Series 1996, described in 
detail below ($690,680 due in 1999) 

Certificate of Indebtedness, Series 1995, described in 
detail below ($179,006 due in 1999) 

Note payable to physician, 8% paid in full during 1998 

Less am ounts due wi thin one year 

$30,050,000 $31,180,000 

6,624,129 7,276,630 

660,652 825,120 

37,334,781 
2.059.686 

28,958 
39,310,708 
1,962,239 

$35,275,095 $37,348,469 

H ospltalRevenue Bonds - On M ay 5, 1994, the Hospital issued  $35 million of Hospital Revenue Bonds, 
Series 1994 (the 1994 Revenue Bonds) to finan ce the cost of constructing improvements to the Hospital 
and to defcase or liquidate outstanding debt. The bonds are collateralized by a pledge of the Hospital's 
revenue. Proceeds from the 1994 Revenue Bonds were deposited wi th a trustee and restricted for the 
purpose described in the Tnast Indenture. 

At December 31, 1998, the 1994 Revenue Bonds consisted of: (1) $11,620,000 & serial bonds wi th 
interest rates ran ging from 5.2% to 6% , payable in annual installments of $1,190,000 to $1,750,000 from 
October 1, 1999 to 2006; (2) $5,905,000 of 6.125% term bonds due October 1, 2009, with mandatory 
sinking fund requirements of $1,855,000 to $2,085,000 from October 1, 2007 to 2009; (3) $4,565,000 of 
6.125% term bonds due October 1,2011, with mandatory sinking fund req uirements of $2,215,000 an d 
$2,350,000 on October 1, 2010 an d 2011; an d (4) $7,960,000 of 6.25% term  bonds due October 1, 2014, 
wi th man datory sinking fund req uirements ranging from $2,495,000 to $2,815,000 from October 1, 2012 
to 2014. The bonds are subject to redemption prior to maturity, at the option of the Hospital, on or after 
October 1, 2004, in whole or in part wi th premiums of up to 2% & the principal balan ce. 
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In connection with the 1994 Revenue Bonds, th e Hospital purchased a bond insurance policy issued  by 
Ambae Assuran ce Corporation (formerly Connie Lee Insurance Company) which guarantees the 
sched uled pa:,~nent of principal and interest on the 1994 Revenue Bonds. Also, th e Hospital entered into a 

Trust Indenture with First National Bank of Co~nmerce (now Bank One) which stipulates certain terms 
an d covenan ts, for exam ple debt service ratios, with which th e Hospital must co mply. The Hospital was  
in co mplian ce  wi th th ese co venants as of Dece mber 31, 1998. 

On October 7, 1996, the Hospital issued $8 million of Hospital Revenue Bonds, Series 1996 (the 1996 
Revenue Bonds) to finance the cost of constructing improvements to the Hospital. The 1996 Revenue 
Bonds bear interest at 5.7% an d are payable month ly in equal installments of principal an d interest 
totaling $87,533. The 1996 Revenue Bonds are subject to the 1994 Trust Indenture and have been issued 
on a parity wi th the outstanding 1994 Revenue Bonds. The 1996 Revenue Bonds are subject to 
redemption prior to maturity, at th e option of the Hospital, at any tim e, in whole or in part wi th a defined  
prepa:,aaaent penalty. F, ssentially, th e prepayment penalty is equal to th e economic difference, if any, to the 
original purchaser of the bonds, of obtaining an  eq uivalent loan  at the time of the red emption. 

On M ay 5,1994, th e Hospital defea sed th e 1988 Revenue Bonds outstanding wi th a portion of the 
procecAs from the 1994 Revenue Bonds. Th e Hospital created  an  irrevocable tru st to provide for the 
paym ent an d retirement of the outstanding 1988 Revenue Bonds. Th e Hospital deposited U.S. 
Governm ent Securities with a net carrying value of $10,259,635 into th e trust from th e proceeds of the 
1994 Revenue Bonds together wi th other funds provided  by the Hospital. Securities deposited in th e trust 
fund, together wi th interest ea rned , are suffi cient to provide for the payment of principal an d interest on 
the defeased 1988 Revenue Bonds on the respective ma turity dates. The unpaid principal balance of the 
1988 Revenue 13onds was $7,440,000 at December 31, 1998. 

During 1966 an d 1975, the Hospital issued  Revenue Bonds of $625,000 an d $2,500,000, respec tively, to 
expan d an d improve Hospital facilities. On October 11, 1988, th ese bonds were defcas ed wi th the 
proceeds of the 1988 Revenue Bonds. Th e H ospita l created an  irrevocable tru st to provide for th e 
payment an d retirement of its outstanding 1966 an d 1975 Revenue Bonds. Proceeds from the 1988 
Revenue Bonds were used to purchas e U .S. Governm ent securities that were deposited  in th e irrevocable 
trust. The U.S. Government securities, together with fllterest earn ed , are sufficient to provide for the 
pa)~ ent of principal and interest on the defcased Revenue Bonds on the respective maturity dates. Th ese 
bonds had unpaid principal balan ces of $95,000 an d $415,000, respectively, at Deeember 31, 1998. 

Certificates of Indebtedness - On April 20, 1995, the Hospital issued $1,203,000 in Certificates of 
Indebtedness, Series 1995 (the Certificates) to refmance two promissory notes due in April 1995. 
Principal is payable in m onthly insta llments co mm encing on M ay 20, 1995 an d maturing in 2002. Th e 
unpaid principal balan ces of the Certificates bea r interest at a rate of 8.5% which is payable monthly. 
The Certificates are secured  by an d payable solely from th e Hospital's exce ss an nual revenues. Th e 
Hospital was in co mplian ce with all co venants associated  wi th th e Certificates as  of Dece mber 31, 1998 



The combined aggregate am ount of maturities and sinking fund requirements of long-term debt for the 
next five years are: 

1999 
2000 
2001 
2002 
2003 
Thcreat~cr 

EM PLO YEE BENEFITS 

$ 2,059,686 
2,175,923 
2,310,922 
2,298,924 
2,347,086 
26.142.240 

The Hospital has a qualified  nonco ntributory defined contribution pension plan which provides pension 
benefits for eligible employees. Employees are eligible to participate in the plan when they have a 
m inimum of one year of co ntinuous service. The plan  agreement requires the Hospital to co ntribute a 
percentage of the first $17,500 of co mpensation, plus an additional percentage for the portion of 
co mpensation in excess of $17,500. The perce ntages to be applied  are based  on yea rs of co ntinuous 
service and range from .8% to 8% . Participating employees beco me fully vested  inamediately in Hospital 
contributions and the interest allocated to their acc ounts. 

Th e Hospital's total payroll for th e yea rs ended  December 31, 1998 an d 1997 was $34,159,723 and 
$33,594,298, respectively, an d its co ntributions were determined  based  on Covered  salaries of 
$22,895,401 an d $21,662,559. During the yea rs ended  December 31, 1998 an d 1997, th e Hospital made 
required co ntributions to the Plan of $1,002,640 an d $901,119, respectively (approximately 4% of 
co vered payroll for the yea rs ended December 31, 1998 an d 1997). 

8. RISK M ANA GEM ENT 

The Hospital is involved  in litigation arising in the ordinary co urse of business. Claims alleging 
malpractice  have been as serted against the Hospital and are currently in various stages of litigatinn. The 
Hospital participates in th e Louisiana Hospital Assoc iation Trust Fund an d th e Lo uisian a Patients" 
Compensation Fund for insuran ce co verage on med ical malpractice claims. As a participan t, th e Hospital 
has a statutory limitation of liability which provides that no award can be rendered against it in exce ss of 
$500,000, plus interest an d costs. The Trust Fund provides malpractice co verage for claims up to 
$100,000 and the Compensation Fund provides an  additional $400,000 of co verage. Th ese fu nds provide 
the Hospital with malpractice co verage on an OCcurrence  bas is up to the $500,000 statutory limitation. 
Hospital man agement has no reason to believe that the Hospital will be prevented from co ntinuing its 
parlicipation in th e Fund. Additional claims may be as scrled  against th e H ospital arising from services 
provided  to patients through Dece mber 31, 1998. Th e Hospital is unable to determ ine th e ultimate co st of 
the resolution of such potential claims an d, acco rdingly, no accrual has been made for them . 

Th e Hospital is self-insured  for workers' co mpensation up to $300,000 per claim, an d employee hea lth up 
to $120,000 per claim . A liability is recorded  when it is probable that a loss has been incurred  an d th e 
anaount of th at loss can  be reasonably estimated . Liabilities for claims incurred arc ree valuated  
periodically to take into co nsideration recently settled  claims, freq uency of claims an d other economic an d 
social factors. Th e Hospita l carries co mm ercial insuran ce  which provides coverages for workers' 
co mpensation an d employee  hea lth claims in excess of th e self-insured  limits. 
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Changes in th e H ospital's aggregate claims liability for workers' compensation and cmplo),~  health for 
the years ended  l)ec cmber 31, 1998 and 1997 were as follows: 

Year Ended 
Decem ber31 

1998 
1997 

9. COM M ITM ENTS 

Beginning 
ofyear 
Liability 

$1,443,765 
$ 849,451 

Current Year 
Claim s and 
Changes in 
Estim ates 

$ 5,598,134 
$ 5,616,073 

Claim 
Paym ents 

$ 6,512,677 
$ 5,021,759 

Balance at 
YearEnd 

$ 529,222 
$ 1,443,765 

The Hospital has several major construction projects planned or in process, funded by the issuance of its 
revenue bonds. The remaining estimated costs to be incurred related to these projects is approximately 
$6,342,000 as of I)ecember 31, 1998. Th e anlount of interest capitalized related to these projects during 
the years ended  December 31, 1998 and 1997 is imm aterial to the consolidated  financial statements. 

At December 31, 1998, the Hospital had co mmitments to acquire $634,158 of equipment which it plan s to 
purchase w ith working capital in 1999. 

10. SUBSEQUENT EVENT 

On M arch 1, 1999, the Hospital acquired all the membership rights of Slidell Radiation Center (SRC), a 
non-profit membership co rporation. Th e Hospital issued  $1.7 million in certificates of indebted ness 
which bear an  an nual interest rate of 7%  and are payable in annual installments of principal and interest 
of approximalely $242,000 over a period often years. 
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SLIDELL M EM O RIAL HOSPITAL A ND M EDICAL. CENTER 

SUPPLEMENTAL SCH[-DULE - YEAR 2000 INFORMATION (LJNAUDITED) 
DECEMBER 31, 199B 

The year 2000 issue is the result of computer program s being written using two digits rather th an four to definc 
the applicable year. Th e Hospital's computer programs and certain computer-aided med ica l equipment that 
have time-sensitive software may recognize a date using '00' as the yea r 1900 rather than th e year 2000. This 
co uld result in system failures or miscalculations ca using disruption of operations or medica l eq uipment 
malfunctions that could affect patient diagnosis and treatm ent. Th e Hospital believes that with modifications to 
existing software an d co nversions to new software, th e year 2000 issue wi ll not pose significant operational 
problem s for its computer system s. However, if such m odifications and conversions are not made, or are not 
co mpleted timely, th e year 2000 issue could have a material impact on the operations of the Hospital. 

Th e Hospital has initiated the process of preparing its co mputer systems and applications for th e year 2000. 

An inventory of computer systems and other elec tronic eq uipment that may be affected  by th e year 2000 issue 
has been co mpleted. Th e H ospital is currently in th e remediation stage as  plan s are under way to upgrade 
existing software or replace noncompliant software and equipment. Testing an d validation of th e systems will 
be co mpleted after installation. 

"/'he Hospital expec ts to incur intcra al staff co sts as well as external consult'rag and other expenses 
approximating $1,400,000 to prepare th e systems for the yea r 2000. However, th ere ca n be no assurance  that 
th e systems of oth er co mpanies, on which th e Hospital's systems rely, will be timely converted or that an y such 

failure to co nvert by another co mpan y (such as third-party payors) would not have an adverse effect on the 
H ospita l's system s. 
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Deloitte & 
Touche 

Deloitte & Touche LLP Telephone: (504) 587 2727 
Suite 3700 Facsim ile: (504) 561-7293 
One Shell Square 
701 Poydras Street 
New Orleans, Louisiana 70139 3700 

INDEPENDENT AUDITO RS' REPORT O N CO MPLIANCE AND O N 
INTERNAL CO NTROL OVER FINANCIAL REPORTING BASED UPON THE 
AUDIT O F THE FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
W ITH GO VERNM ENT AUDITING STANDARDS 

Slidell M emorial Hospital 
New Orleans, Louisiana 

W e have audited the financial statements of St. Tammany Parish Hospital Service District No. 2 (d/b/a 
Slidell M emorial Hospital and Medical Center) (the "Hospital"), as of and for the year ended 
December 31, 1998, and have issued our report thereon dated  M arch 31, 1999. W e conducted  our audit 
in accordance with generally accepted auditing standards and th e standards applicable to financial audits 
co ntained  in Government Auditing Standards, issued by th e Comptroller General of th e United  States. 

Compliance 

As part of obtaining reasonable as surance  about whether th e Hospital's finan cial statements are free of 
material misstatement, we performed  tests of its complian ce with ce rtain provisions of laws, regulations, 
contracts, and grants, nonco mpliance  with which co uld have a direct and material effect on th e 
determ ination of financial statement am ounts. However, providing an  opinion on compliance  with those 

provisions was not an objective of our audit and accordingly, we do not express such an opinion. The 
results of our tests disclosed  no instances of nonco mpliance that are required  to be reported under 
Government Auditing Standards. 

Internal Control Over Financial Rennrtine 

In planning an d perform ing our audit, we co nsidered the Hospital's internal co ntrol over finan cial 
reporting in order to deteJTnine our auditing procedures for the purpose of expressing our opinion on th e 
finan cial statements and not to provide as suran ce  on th e intern al co ntrol over finan cial reporting. Our 
co nsideration & th e intern al co ntrol over financial reporting would not nece ssarily disclose all matters in 
th e intern al co ntrol over financial reporting that m ight be m aterial weaknesses. A m aterial weakness is a 
co ndition in which th e design or operation of one or more of the intern al co ntrol co mponents does not 
red uce to a relatively low level the risk th at m isstatements in amounts th at would be m aterial in relation 
to th e finan cial statements being audited m ay occur an d not be detected  wi th in a tim ely period by 
employee s in th e norm al co urse of perform ing th eir assigned  functions. W e noted no matters involving 
th e internal control over finan cial reporting and its operation that we co nsider to be material wea knesses. 

gelottteTouche 
Tohmatsu 



This report is intended solely for the inform ation and use of th e Board of Conunissioners and 
m anagement an d is not intended  to be an d should not be used  by anyone other than th ese specified  
parties. 

M arch 31, 1999 
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Deloitte & 
Touche 

M arch 31, 1999 

The Board of Comm issioners 
St. Tanmaany Parish ]tospital Service 
District No, 2: 

Dear M embers of the l~oard of Commissioners 

Deloitte & Touche LLP qelephone: (504) 581
-2727 S

uite 3700 Facsim ile: (504) 561
-7293 One She# Square 

701 Poydras Street 
New Orleans, Louisiana 70139 3700 

This report is intended solely for the information and use of the Board of Commissioners
, m anagement, 

and others within the organization and is not intended to be and should not be used  by anyone other th an 
th ese specified parties. 

W e will be pleased  to discuss these comments with you and
, if desired, to assist you in implementing an y 

of th e suggestions. 

Defoitte Touche 
Tohmatsu 
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M ONITORING OF M A NAGED CARE CONTRACTS 

Observation 

EXHIBIT 

W hile the Hospital's perfomlance on specific contracts is critically reviewed when contracts are up for renewal, 
it does not appear th at performance on such contracts is being routinely monitored  during the year to identify 
the need for remedial action. As m anaged care and higher risk capitated co ntracts now represent approximately 

37% of the net patient revenues derived by the hospital (and approximately 40% of the gross charges), the risk 
of loss for the hospital substantially increases. 

During 1998, th e Hospital received  approxim ately $750,000 in capitated revenue, net of withhold pa)anents for 
other th ird parties for which the Hospital is responsible. The Hospital, however, incurred charges in exce ss of 
$5 million related  to these ca pitaled arran gements. W e also noted that no individual has been assigned  the task 
of reviewing the need fol accruing a liability as sociated with th e capitated agree ments for services performed  by 
outside providers. Such am ounts are often not known by hospital personnel until such claims are processed by 

th e m an aged care co mpany. 

Reco m m endation 

A knowledgeable individual should be reviewing gross charges, co ntractual allowances and net charges for each 
significa nt man aged care co ntract on a monthly basis. Such a procedure would provide a valuable chee k on the 
accuracy of co ntractual allowances and identify "problem contracts" for co rrective action. 

AG ING OF M ANAGED CARE ACCO UNTS 

Observation 

M anagement currently receives a report on th e aging of accounts receivable by financial class; however, a 
report is not produced which gives further detail of th e aging of th e managed  ca re financial class by individual 

payor. 

Rec omm endation 

M anagement should obtain each month an  aging of th e man aged  ca re financial class by individual payor. This 
report co uld help identify problem payors as well as provide a negotiating tool when co ntractS are up for 

renewal. 



BUSINESS CONTINUITY PLAN 

Observation 

SM H does not have a business continuity plan in place to minimize the risks associated with computer system 
and facility downtime. Limited steps have been taken to recover information systems should a disruption in data 
processing occur. These include th e backup of production da ta an d program s. Additionally, a business 
co ntinuity plan th at includes user procedures for capturing information, manual processing of critica l 
tran sactions, future system entry of transactions, an d th e balancing an d verifying of inform ation once th e 
system in back on-line, has not been documented. This is a key time for SM H to re-evaluate business 
co ntinuity needs as it is undergoing significant system changes. 

Business Insight 

Critica l clinical an d business functions are directly dependent upon co mputer processing th roughout th e 
hospital. W hile nuaking regular system backups is a proactive measure to mitigate potential outages, backu ps 
alone are not sufficient recovery plans. A co ntingency plan  needs to reasonably ensure that da ta processing 
services co uld be efficiently an d effectively resumed  wi th in an  acce ptable period of tim e followi ng a disaster. 
W ithout the implementation of a co mprehensive business continuity plan for both inform ation technology an d 
user groups to enact in the event era processing disruption, th e risk of invalid an d/or lost information is 
significantly increased . 

AS SMH is undergoing major system changes, this is an opportunity to develop a thorough business continuity 
plan  along ~4th the new system implementations. It is critical to ensure all aspects of business processes are 
included  within th e plan. 

Recomm endation 

SM H should determ ine a strategy for business co ntinuity planning th roughout th e hospita l. The business 
co ntinuity plan  should include th e followi ng co nsiderations: 

A risk assessment in order to prioritize processing of key applica tions, 
Identification of critical data files an d set'ware, 
Identification of critical hardware and telecomm unica tions equipment, 
Documentation of backup processing facilities and any specific agreements co nce rn ing such, 
Assignment of specific responsibilities to users an d da ta processing personnel, as well as  a process to 
identify change with in th e organization an d make updates to ensure th e plan  remains current, 
Interim procedures to ensure da ta is ca ptured  and maintained  in order to be entered at the time the 
system is available again, 
Off-site storage of documentation, procedure man uals, an d operation sched ules, an d 
Procedures fu r reco very  an d restart of processing 

Disaster recovery test should be planned  an d co nducted  th at involve Information Systems professionals as wel 
as end users. Th e tests should be comprehensive enough to verify SM H's ability to bring up critica l systems 
an d network co nnectivity in a ca pacity th at an  end user co uld access critica l applica tions an d process 
tran sactions from his design ated  recovery location. Information Systems an d business/clinica l partners should 
work togeth er to en sure th at, in th e event of a disaster or disruption in computer system availability, both data 
proc essing an d business functions could be recovered  with minimal loss of time an d inform ation. 
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SECURITY M ONITORING AND REVIEW  

Observation 

Security review and monitoring of platform access, application access, remote access (including internet 
connectivity) an d vendor access is not performed on a regular basis, increasing the risk that unauthorized 
access to inform ation is not being detected in a timely manner. 

W e noted  th at the N ovell environm ent co ntained  unnecessary user lds and that th e user restrictions such as 
pas swords were not consistently established  am ong all users. 

Business Insight 

Sec urity review an d monitoring provide an  important mec hanism in th e effort to sec ure computer environments 
This process includes the review of items such as : 

~ Periodic review of users' access privileges to ensure th at th e as signm ent of access privileges is 

appropriate for the users' job functions an d terminated users have been removed form the system, 
~ Daily or weekly review of sec urity violation logs to detect an y unauth orized access attempts at both th e 

system an d applica tion level, 
~ Periodic review of system param eters to detect any unauthorized chan ges to critical system settings, 

an d 
~ Daily review of remote access to th e co mputer environm ents to detec t an y unauth orized acce ss attempts 

co mm itted by intruders. 

These types of reviews will help ensure segregation of duties are maintained , term inated  users are completely 
removed  from all systems, mad intru ders are detected early to minimize potential damage that may be done. 

Recomm endation 

SM tt should assign the responsibility of security monitoring an d review to key inform ation system 
professionals. Further, policies and procedures regarding sec urity m onitoring and review should bc 
docum ented as  part of the hospita l's policies. 

OFFSITE ROTATION 

Observation 

Currently, backup tapes are stored in th e data ce nter. There are plan s to obtain a fire proof safe for tape 
storage. Additionally, there are plan s for th e information systems depam nent to m ove to a new building, which 
could be an  alternate site for tape storage. 

Business Insight 

In the event of a disas ter, th e backup tapes co uld be destroyed along with th e production systems. "l~is would 
m ake th e system restoration process extremely difficult, if not impossible. By taking ta pes to an  offsite facility 
such as  an other SM H lec, aticm or bank lock box, th e ability to recover after a disaster is improved. 
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W e recommend that backup tapes be rotated on a regular basis to an offsite storage location. The tapes should 
be in an environm enta lly controlled  area or co nta iner to help ensure th eir protection. 

POLICIES AND PRO CEDURES 

Observation 

W e noted  that comprehensive policies an d procedures have not been developed  for all IS functions 
Specifically we noted that th e following areas could be enhanced with policies an d procedures: 

Remote access policy that states what type of users can obtain remote access and what the access can 
be used  for. 
lntem et usage policy defining whom can have Intem et access an d what th e proper uses of access are. 
Program change control procedures th at explain who can make program changes and how those 
chan ges are implemented  into the production environment. 

Business Insig~ht 

Policies and procedures are important to ensure th at co mmon processes are fu llowed  for all system s and users 
regarding system access and setup. W ithout established  policies an d procedures access to system resources may 
not be co nsistently co ntrolled an d contribute to a less secure environm ent. Th ey also aid in employee  training 

an d transitioning job functions when personnel leave. Documentation wi ll provide basic guidelines for users 
an d IT personnel as they transition into their job position. Additionally, policies an d procedures set a conmaon 
standard an d provide guidelines that users can be held accountable to. If users are not aware of indented or 
acceptable usage of rcsourex:s th ey cannot be held to any standard. 

W e recommend th at policies and procedures be developed  for all areas of inform ation systems. Areas of high 
risk such as  program chan ge, should be addressed as soon as  possible. 
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SlldeH 51em orbd ]lospUu 
~sssa Medlc.I C~~lJtcr Slid

ell M em orial ltospilal 
M anagem enl Letter Responses 

Inform ation System 

Bnsiness Continuily Plart 

M anagelncal is addressing tile devclopmcnt of a business continuil
y plan as part of thc SM S and ),ear 2~)0 

readiness projects. Critical systems, files, hardware and doculnentation will be addressed
. Allem alive sties for the proce

ssing of critical syslem s lhat still operate on lhe AS/400 will be co
nlraclcd and tests on loading and operatin

g at lhc allcm ativc site ,,,,,ill be compleled
. 

User dcpartllleuts already havc downtime procedures for COnlinuing lheir operations and entering data inlo ti
le syslelns wllen available. SysIenl downfiule iS a regular occurrence during l|ightly processing, systelU backups and applicalion syslem upgrades. The Inform ation System s Department shall form alize and bccolue lhc keeper of lhe docmnenlalion of all tile user deparlllle/~ls' procedure

s. 

huplemenlalion of offsile storage of backnp tapes and operating m
anuals has been inlplemeuled. 

Security m onitoring and Review 

SM H has an assigned syslem s securily officer who is assign
ed the responsibility of determining with the 

applicatio~l managers tile proper user acce ss levels
. Tile S}'S[enlS security officer ntainIaills or oversees tile 

assigning of all seeurily codes and departmental m anagers are respo
nsible, when the user security acce ss 

nee ds change, lo nofify the security officer. 

The IIIfornlalion System s Deparhnent ,̀','ill write 
lnonilor for mkqalhorized system aCCeSS

, ]nsnre l]lal 
fim ely fronl tile sysle/is

. 

Offsile Roltation 

and implement addilional police s and procedures In 
users accesses are appropriate and lhal users are deleled 

]mplem enlalion of of fslic slorage of backup tapes has been implcm enled. 

Policies and Procedures 

Tile hospital informalion syslem s have bce n undergoing rapid lm nsilinn daring lhe pasl ),ear
. Policies a d procedures are being developed lo cover such lhiugs as rem ole system acocss aud user access In the ]lllerucl

. 

The hospilal has alr~ldy inslalled inlem cl firc,:
,'all software with in[cre el acc ess conlrol abilities and the 

nelwork analyst reviews the reports daily
. 
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MANAGEM ENT'S RESPO NSES TO MANAG EM ENT LETTER COM M ENTS 

M ONITORING OF M ANAGED CARE CONTI:'.ACTS/A1.LOW AN('E FOR UNCONTRACTUAI.IZF, I) 
ACCOUNTS 

I)uring 1997, ltospital m anagem ent determ ined that there was a need foJ computer software to assist m 
evaluating tile pcrfolm ance on specific m anaged care contracts and at fltat tim e begau the process to 
evaluate the available software packages. The TSJ system , which includes cost accounting, contract 
m anagemeul and clinical decisiou support, was choseu and the process of implementing lbat system was 
bcguu in cm ly 1998. 

A system of this complexity typically takes flom 12 to 18 m ouths to fully implem ent. At this tim e, tile 
system is approxim ately 80% com plete and m anagem ent has aheady beguu to extract useful itffonnation 
fiom the system . Once fully implem ented, the system will be used for various purposes, including file 
evaluatiou of the perform ance of each m anaged care contract, the calculation of contractual allowances and 
decision support. 

M almgem eut expects to have this system fully implcinented by June 30, 1999 

AGING OF M ANAGED CARE ACCOUNTS 

Currently there is no report available fiom file tlospital's inform ation system which sum m arizes tile 
accouuts receivable aging by individual payor although queries have been generated for some of tile larger 
payors which show total accounts receivable. Because the ltospital is planniug to couvcrt to a new 
Inform ation System later this year, m anagem ent has not devoted file tim e to develop such reports on the 
existing system . 

"l16s has been identified as an important nced of the Hospilal's inform ation system and will bc taken into 
considelation when buildiug the new inform ation system . 
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