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ST. TA M M A NY PA RISH HOSPITAL 

CONSO LIDATED BALANCE SHEETS 
DECEMBER 31, 1995 AND JUNE 30

, 1995 (IN THOUSANDS 

ASSETS 

CURRENT ASSETS: 
Cash and cash equivalents 
Investm ents 
Assets whose use is lim ited - req uired  for current liabilities 
Patient accounts receivable 
Less allowan ce for doubtful accounts 

N et patient accounts receivable 

Settlements due from M ed icaid intermediary 
Inventories 
Prepaid expenses an d other receivables 

Total current as sets 

ASSETS W H OSE USE IS LIM ITED: 
By board for capita l improvements: 
Facility enhan cem ents 
Routine replacements 
By board for professional an d other liability claim s 
Under bond ordinances - held by trustee 
Tota l as sets whose use is lim ited 

Less assets whose use is limited and req uired for current 
liabilities 

Total noncurrent as sets whose use is limited  

PROPERTY, PLANT AND EQUIPMENT: 
Lan d and improvements 
Buildings 
Equipment 
Construction in progress 
Less accumulated  depreciation an d am ortization 

Net property, plan t an d eq uipment 

OTHER ASSETS 

TOTAL 

See notes to consolidated finan cial sta tem ents 
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Decem ber 31 
1995 

$ 3,891 
8,380 
457 

13,512 
(4,697) 

8,815 

1,082 
966 

June 30 
1995 

$ 5,507 

562 
15,634 
(5,583) 

23,591 18
,381 

5,879 
1,251 
575 

1,583 

9,288 

(457) 

8,831 

2,783 
17,127 
22,286 
8,516 

(19,830) 

30,882 

375 

2,317 
1,500 
575 

1.792 

16,184 

(56~  

15,622 

2,714 
16,846 
22,065 
4,099 

~ (18,431) 

27,293 

390 



LIABILITIES AND FUND BALANCE 

CURRENT LIA BILITIES: 
Accounts payable and acc rued expenses 
Acc rued employee compensation 
Accru ed vacation 
Settlements due to M edicare and M edicaid intermediaries 
Amounts due within one year on long term debt 
Am ounts due wi thin one year on capital lease obligations  

Tota l current liabilities 

ACCRUED PROFESSIONAL LIABILITY CLAIM S 

LONG-TERM  DEBT, less unan lortized issuance discount 
(December 31 - $378; June 30 - $389) and amounts due 
within one year 

Decem ber 31 
1995 

$ 3,072 
1,106 
723 

3,259 
819 
399 

June 30 
1995 

$ 2,214 
1,338 
803 

2,904 
828 
399 

9,378 8,486 

512 487 

14,097 14,479 

CAPITAL LEASE OBLIGATION S, less am ounts due wi thin one year 206 470 

FUN D BALAN CE 

TOTAL 
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ST. TAM M ANY PARISH HOSPITAL 

CO NSOLIDATED STATEMENTS O F REVENUE, EXPENSES 
AND CHANG ES IN FUND BALANCE 
PERIO D FRO M JULY 1, 1995 TO DECEMBER 31, 1995 AND 
YEAR ENDED JUNE 30. 1995 (IN THOUSANDS 

REVENUE: 
N et 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 an d am ortization 
Interest 

Total expenses 

REVENUE IN  EXCESS OF EXPEN SES 

FUN D BALAN CE AT BEGINN ING OF PERIOD 

FUN D BALAN CE AT END OF PERIOD 

See notes to consolidated finan cial statements 
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Pedod Ended 
Decem ber31, 

1995 

$ 27,002 
1,019 

Year Ended 
June 30, 
1995 

$57,984 
1,639 

28~021 59~623 

14,861 
6,216 
1,279 
2,171 
1,391 
381 

26,299 

1,722 

37,764 

$39,486 

30,943 
12,478 
4,011 
4,400 
3,316 
1,001 

56,149 

3,474 

34,290 

$37,764 



ST. TA M M A NY PA RISH HO SPITA L 

CONSO LIDATED STATEMENTS OF CASH FLOW S 
PERIOD FRO M JULY 1, 1995 TO DECEMBER 31, 1995 AND 
YEAR ENDED JUNE 30, 1995 (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 am ortization 
Loss on disposal of equipment 
Interest expense 
In terest earn ed  on investments 
Changes in operating assets and liabilities: 
Patient accounts receivable 
In ventories, prepaid expenses an d other receivables 
Accounts payable and accrued  expens es 
Accru ed employee compensation and vacatiott 
Net settlements due to/from med icare and med icaid 
interm ediaries 

Accrued  professional liability claims 

N et cash provi ded by operating activities 

CAPITAL AND RELATED FIN ANCING ACTIVITIES 
Purchase of property, plant and equipment 
Principal paym ents on long-term debt an d capital lease 
obligation 
In terest paym ents 

Net cash used  in capital and related financing activities 

INVESTING ACTIVITIES: 
Net decrease in assets whose use is limited 
Purchases of investments 
Interest earned  on investm ents 

Net cash (used in) provided by investing activities 

(DECRE ASE) IN CRE ASE IN  CASH 

CASH AND CASH EQUIVALENTS AT BEGINNIN G OF 
PERIOD 

CASH AN D CASH EQUIVAL ENTS AT END OF 
PERI OD 

See notes to co ns olidated financial statements 
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Pedod Ended 
Decem ber31, 

1995 

Year Ended 
June 30, 
1995 

$ 1,722 $ 3,474 

1,279 
1,391 

381 

(619) 

(43 
163 
858 
(312 

405 
25 

4,011 
3,316 

72 
1,001 
(1,016) 

(1,279) 
(333) 
69 
194 

1,005 
22 

5,250 101536 

(4,954) 

(666) 
__  (381) 

(6,001) 

6,896 
(8,380) 
619 

(865) 

(1,616) 

51507 

$ 3,891 

(8,268) 

(1,066) 
(l,001) 

(10,335) 

1,303 

1:016 
2,319 

2,520 

21987 

$ 5r507 



 



Cash and cash equivalents include investm ents in highly liquid debt instrum ents and money market 
accounts with an original maturity of three  months or less when purchased an d exclude am ounts whose 
use is limited by board designation or under bond ordinances. 

Investm ents include investmen ts in U .S. Government an d fed eral agency securities wi th an  original 
matu rity of greater than three m onths and are stated at cost or amortized co st. 

Inventories ar e valued at the most rece nt invoice price. This method approximates the lower of co st 
(first-in, first-out method ) or market. 

The Hospital records all property, plan t and equipment acquisitions at cost and provides for depreciation 
using the straight-line method in amounts sufficient to amortize the co st of its as sets over their estimated 
useful lives. Assets held under capital lease obligations are recorded at the present value of the minimum 
lease payments an d are included  in equipmen t. Amortization of leased  as sets is included  in depreciation 
an d am ortization expens e. 

In terest co sts for the construction of ce rtain long-term as sets are capitalized an d am ortized over the 
related  as sets' estimated useful lives. The Hospital capitalized net interest costs of $122,000 an d $85,000 
for the period  ended  Dec ember 31, 1995 an d the year ended  June 30, 1995, respectively. 

Certain rec las sifica tions  were made to the June 30, 1995 financial statement presentation to conform to 
th e December 31, 1995 presentation. 

CASH, CASH EQUIVALENTS AND INVESTM ENTS 

D eposits - Louisiana Statu tes require that all of th e Hospital's deposits be protected  by insuran ce or 
collateral. The market value of co llateral pled ged must equal 100% of the deposits not co vered  by 
insurance. As  of Dceember 31, 1995, all of the Hospital's ban k balances of deposit (including cash, 
money market acco unts and ce rtificates of deposit) were entirely insured  or eollateralized  by investments 
held by the Hospital's third-party agent in the Hospital's name. 

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

(a) Direct United States Treasury obligations, the principal an d interest of which are fully guaranteed 
by the governm ent of the United  States. 

(b) United States government ag ency obligations, the principal an d interest of which are fully 
guaranteed by the government of th e United States, or United States government obligations, the 
principal an d interest of which are guar an teed by an y United  States government ag ency. 

(e) 

(d) 

Direct sec urity repurchase ag reements of an y fed eral book entry  only securities enum erated in 
paragraphs (a) and (b). 

Time certifica tes of deposit of state banks organized under the laws of Lo uisiana and natiov.al 
banks having th eir principal office  in th e state of Louisiana. 

M utual or tru st funds, which ar e registered  wi th the Sec urities an d Exchan ge Comm ission under 
th e Security Act of 1933 and the In vestm ent Act of 1940 an d which ha ve underlying investoaents 
co nsisting solely of and limited  to sec urities of the United  States government or its agencies. 
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The Hospital's investm ents are categorized below to give an indica tion of the level of risk assumed at 
year-end. Category 1 includes investm ents that ar e insured or registered  or for which the securities are 
held by th e H ospital or its agent in th e Hospital's nam e. Category 2 includes uninsured  and unregistered 
investm ents for which the securities ar e held by the co unterparty's trust department or agent in th e 
Hospital's name. Category  3 includes uninsured and unregistered investments for which the sec urities are 
held by th e eounterparty, or by its trust department or ag ent, but not in the Hospital's name. 

Balances at December 31, 1995 were as follows (in thousan ds) 

Securities 
Type 

U . S. governm ent 
Fed eral agency 

Tota l investm ents 

Credi t Risk Category 
1 2 

$ 5,021 
9,989 

$1,125 $ - 

$15r010 $1,125 $ - 

Carry ing 
Am ount 

$ 6,146 
9,989 

$16,135 

The market value of th e above securities approximated th eir carrying am ount at December 31, 1995 

3. H EALTH INSURANCE PROGRAM  REIM BURSEM ENT 

The Hospital participates in th e m edicare an d m ed ica id programs as a provider of m edical services to 
program  beneficiaries. During th e period ended  December 31, 1995 and th e year ended June 30, 1995, 

approximately 38% an d 39%, respectively, of the Hospita/'s net patient service charges (excluding 
newborn charges) were furnished to medicare and medicaid program  beneficiaries. Revenue derived from 
the medicare program is subject to audit an d adjustm ent by the fiscal intermediary an d must be accepted 
by th e United  States Departm ent of Humun  Services before settlement am ounts become final. Revenue 
derived from the medicaid program is subject to audit an d adjustment by the fiscal intermediary an d must 
be accepted  by the Departm ent of Health an d H ospitals of th e State of Louisiana before settlement 

amounts become final. Estimated settlements (medicare and medicaid) for years ended through June 30, 
1992 have been reviewed  by program representatives. Net patient service  revenue for the year ended  
June 30, 1995 has been increased  by $1,171,000 to reflec t th e favorable appeal of the skilled  nursing 
facility's routine service cost limits for th e 1991-1993 medicare cost reports. W ith respect to the 

settlements for years subsequent to June 30, 1992, management does not anticipate an y adjustments by 
program representatives that would have a ma terial im pact on th e recorded  med icare an d med icaid 
settlem ents . 
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ASSETS W H OSE USE IS LIM ITED 

The details of assets whose use is limited at December 31
, 1995 and June 30, 1995 are as follows 

For capital improvements: 
Cash and certifica tes of deposit 
Fed eral agency sec urities 

For professional and other liability claims: 
Certifica tes of deposit 

Debt Service Fund: 
U.S. governm ent securities 
Cash 

Total as sets whose use is limited 

Less as sets whose use is limited an d required  for 
current liabilities 

Total noneurrent as sets whose use is lim ited  

Decem ber 31 
1995 

$ 500 
6~630 
7,130 

June 30, 
1995 

(In thousands) 

$ 500 
13~317 
13,817 

575 575 

1,125 
458 

1~583 

9,288 

(457) 

$ 8~831 

1,125 
667 

1,792 

16,184 

(562) 

$15r622 

Th e Hospital is req uired to maintain a $100,000 ce rtificate of deposit held by the W orkers Compensation 
Fund as collateral ag ainst its self-insured  portion & workers ce mpeas ation claims

. This investm ent is 
recorded  in as sets whose use is limited  for professional an d other liability claims

. 

- 9- 



5. LO NG-TERM DEBT 

The details and balan ces of long-term debt at December 31, 1995 and June 30, 1995 are presented below: 

Hospital Revenue Bonds Series 1992, net of 
unaxnortized original issue discount of $378,000 an d 
$389,000 at December 31, 1995 an d June 30, 1995, 
respectively ($215,000 due in fiscal year 1996) 

Note payable, 6.5% , 60 monthly installments of $29,192 
including interest ($327,000 due in fiscal year 1996) 

Certificate of Indebtedness, Series 1992, 8.0% , 120 
monthly installm ents of $3,094 including interest 
($23,000 due in fiscal year 1996) 

Demand note payable, 9.75% , 84 m onthly installm ents 

of $8,272 including interest ($254,000 subject to 
demand in fiscal year 1996) 

Less am oun ts due within one year 

Decem ber 31, 
1995 

June 30 
199S 

(In thousands) 

$13,977 

499 

$14,171 

655 

186 197 

254 
14,916 
(819) 

$14,097 

284 
15,307 

(828) 

Th e co mbined aggregate am oun t of maturities for all long-term debt for ea ch of the next five yea rs ending 
December 31 are as follows (in thousands): 1996 - $819; 1997 - $422; 1998 - $267; 1999 - $279; 2000 - 
$297 an d th erea fter - $13,210. 

H ospital Revenue Bonds, Series 1992 - In December 1992, th e Hospital issued $14,755,000 of 
tax-exempt Hospital Revenue Bonds, Series 1992 (the Bonds) comprised of $2,180,000 of serial bonds 
an d $12,575,000 of term bonds  wi th a final matu rity of July 1, 2022 at stated  interest rates ranging from 
4.0% to 6.5% to expand, improve an d renovate Hospital facilities. Th e Bonds  were issued  at a disco unt 
of $446,000 an d yield 4.0%  to 6.875% . Th e original issue disco un t is being am ortized over th e life of the 
bonds using th e interest method. In co nnection with th e issuance  of the Bonds, the Hospital is required  to 
maintain a debt service coverage ratio (as defined by the Bond Resolution) of 1.20. Th e Bonds are 
payable from a pled ge of all futu re operating revenue of th e Hospital. 

The Bonds ma turing at~ r June 30, 2003 ar e callable by the Hospital prior to matu rity beginning July 1, 
2002. The redemption of the Bonds prior to maturity is subject to a premium of up to 2% until July 1, 
2004. 

N ote Payable - During 1993, th e Hospital entered  into a 6.5%  note payable ma tu ring in June 1997. 
Equipment with a net book value of $674,000 at December 31, 1995 co llateralizes the indebtedness 

Certificate oflndebtedness, Series 1992 - During 1992, the Hospital issued a Certificate of Indebtedness 
in the am oun t of $255,000 to acquire lan d for the purpose of future Hospital expansion. Th e ce rtificate is 
secured by an d payable solely from a pledge of exce ss annual revenue of th e Hospital. 

DemandN ote - The demand note as sumed  by STM S during 1992 is collateralized by lan d an d a building 
wi th a carrying value of $536,000 at December 31, 1995. 
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6. CAPITAL AND OPERATING LEASES 

Future minimum lease payments by year at December 31, 1995 under all capital lease obligations are as 
follows for the years ending December 31 (in thousands): 

1996 
1997 

Less imputed interest (interest rates range 
from 6.5% to 7.5%) 
Present value of future lease obligations 
Less amoun ts due within one year 

Long-te rm portion of ea pital lease obligations  

$427 
210 
637 

(32) 
605 
(399) 

$ 2O6 

Leased as sets included  in equipment totaled  $1,961,000 at December 31, 1995. Accum ulated  
amortization was $851,000 at December 31, 1995. The leased eq uipment collateralizes the capital lease 
obligations . 

Total rental expense incurred for all operating leases was $171,000 and $406,000 for the period ended 
December 31, 1995 and the year ended June 30, 1995, respectively. 

7. EM PLOYEE BENEFIT PLANS 

Th e Hospital has a noncontributory defined contribution plan (Plan) that covers substantially all of its 
employees. The Plan allows for employees age 21 or older wi th one year of service (defined as 1,000 
hours of serviee in any one year) to participate. Th e Plan Agreement requires contributions to the Plan 
eq ual to 6%  of th e aggregate co mpens ation of all participan ts. Participating employee s with five or more 
years of serviee  beco m e 100%  vested  in th eir account balan ce. Employee s terminating th eir employm ent 
prior to five yea rs forfeit their account balan ce. 

Total payroll and co vered payroll for all Hospital employee s during the period ended  December 31, 1995 
totaled  $12,032,000 and $9,055,000, respectively. Contributions required  by the Plan  docum ent were 
$543,300, which represents 6% of co vered  payroll. Req uired  co ntributions paid by the Hospital were 
$805,000 during the period ended  December 31, 1995. 

Pension expens e included  in salaries, wages and benefits related to the Plan  described above approximates 
$543,300 an d $1,221,600 for the period  ended  December 31, 1995 an d the yea r ended  June 30, 1995, 
respectively. 

8. PROFESSIONAL LIABILITY INSURA NCE 

Th e Hospital participates in th e Louisiana Patients' Compens ation Fund for med ical malpractice claims. 
As a participant, the Hospital has a statutory  limitation of liability which provides th at no award can be  
rendered  against it in excess of $500,000, plus interest an d costs. The Fund provides co verage on an 
occ urrence basis for claims over $100,000 and up to $500,000. Th e Hospital is self-insured  for co sts up 
to $100,000 pe r claim . 

The Hospital is involved  in litigation arising in the ordinary co urse of business. Claims alleging 
malpra ctice  have bee n as serted against th e Hospital an d are currently in various stages of litigation. It is 
the opinion of management that estimated  ma lpractice co sts resulting from pending or th rea tened litigation 
are adeq uately accrued  at December 31, 1995. Lo sses from asserted claims and from unasserted claims 
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identified under the Hospital's incident reporting system are accrued based  on estimates that incorporate 
th e Hospital's past experience as  well as other co nsiderations including th e nature of each claim or 
incident and relevan t trend factors. Additional claims ma y be as serted  against th e Hospital arising from 
service  provided  to patients through Decembe r 31, 1995 that have not been identified  un der the incident 
reporting system . The Hospital is unable ~ determine the ultimate co st of the resolution of such potential 
claims; however, management be lieves it has adequately provided  for th em . 

9. SUBSEQUENT EVENT 

On April 1, 1996, the Hospital issued  $2.0 million of Certificates of Indebtedness at 5.9%  per annum, 
be  repaid over 5 years, for the purpose of aeq uiring certain medical equipment. These certificates are 
secured  by and payable from the Hospital's annual revenues above statutory, necessary  an d usual 
charges. 
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Deloitte& 
Touche LLP 

Suite 3700 Telephone: (504) 581-2727 
One Shell Square Facsimile: (504) 561-7293 
701 Poydras Street 
New Orleans. Louisiana 70139-3700 

INDEPENDENT AUDITORS' REPO RT O N THE INTERNAL CONTROL STRUCTURE 
BASED ON THE AUDIT O F THE FINANCIAL STATEMENTS 

M embers of the Board of Commissioners 
St. Tammany Parish Hospital Service 
District No. 1: 

W e have audited th e consolidated  financial statements of th e St. Tammany Parish Hospital Service 
District No. 1 of St. Tammany Parish, Louisiana (St. Tammany Parish Hospital) for the period from 
July l, 1995 to Dce cmbcr 31, 1995, and have issued our report th ereon dated  April 1, 1996. 

W e conducted our audit in accordance  with generally acce pted auditing standards and Government 
Auditing Standards, issued  by th e Comptroller General of th e United  States. Those standards  require 
that we plan  and perform th e audit to obtain reasonable assurance  about whether th e co nsolida ted 
~r.~ ~i~ statements are f~~~ of m~t~r~al ~ sstat~ment. 

The management of th e St. Tammany Parish Hospital is respons ible for establishing an d maintaining the 
internal control structure. In fulfilling this responsibility, estimates and judgments by management are 
required to as sess the expected  benefits an d related  costs of internal co ntrol structure policies an d 

procedures. The objectives of an internal control structure are to provide management with reasonable, 
but not absolute, as surance that assets ar e safeguarded  against loss from unauthorized use or disposition, 
and that transactions are executed in acco rdance  with man agement's authorization an d recorded properly 
to permit the preparation of co nsolida ted financial statements in acco rdance wi th generally accepted  
accounting principles. Bec ause of inherent limitations  in an y internal control structure, errors or 

irregularities may nevertheless occur an d not be detected . Also, projection of any evaluation of the 
structure to future periods is subject to the risk that procedures ma y become inadequate because of 
changes in co nditions  or that th e effectiveness of th e design and operation of policies an d procedures 
ma y deteriorate. 

In planning and performing our audit of the co ns olida ted financial statements of the St. Tammany Parish 
Hospital for the period  from July 1, 1995 to December 31, 1995, we obtained an  understanding of the 
internal co ntrol structure. W ith respect to the internal co ntrol structure, we obtained  an  understanding of 
the design  of relevan t policies an d procedures and whether they ha ve been placed in operation, an d we 
assessed co ntrol risk in order to determine our auditing proce dures for the purpose of expressing our 
opinion on the co ns olida ted financial statements and not to provide an  opinion on th e internal control 
stru cture. Accordingly, we do not express such an  opinion. 

M oltteTouche 
Tohmatsu 
International 



Our consideration of the internal co ntrol structure would not necessarily disclose all matters in the 
internal co ntrol stru cture that might be material weaknesses under standards established by the American 
Institute of Certified Public Acco un tants. A ma terial weakness is a condition in which th e design or 
operation of one or more of the specific internal control stru cture elements does not red uce to a relatively 
low level th e risk that errors or irregularities in amounts that would be ma terial in relation to th e 
co ns olidated financial statements being audited may occur an d not be  detected  within a timely period by 
employees in the normal course of performing their assign ed  functions. W e noted  no ma tters involving 
the internal co ntrol structure and its operation that we cons ider to be ma terial weaknesses as  defined  
above. 

However, we have co mmunicated other observations  involving the internal control structu re an d its 
operation to  the management of the St. Tam many Parish Hospital in a separate letter dated April 1, 
1996. 

This report is intended  for the information of the Board of Commissioners, management, an d th e State of 
Louisiana Legislative Audito r. However, this report is a ma tter of public record and its distribution is 
not lim ited. 

April 1, 1996 
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Suite 3700 
One Shell Square 
701 Poydras Street 
New Orleans, Louisiana 70139 3700 

Telephone: (504) 581-2727 
Facsimile: (504) 561-7293 

INDEPENDENT AUDITORS' REPORT ON CO MPLIANCE W ITH BOND RESOLUTION 

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

W e have audited, in accordance with generally acce pted auditing standards
, the consolida ted balance  

sheet of St. Tammany Parish Hospital Service District No. 1 of St. Tammany Parish, Louisiana (St. 
Tammany Parish Hospital) as of December 31, 1995 an d the related consolidated statements of revenue, 
expenses and changes in fund balan ce, and cash flows for the period from July 1

, 1995 to December 31, 
1995, and ha ve issued our report th ereon dated  April 1

, 1996. 

In connee tion wi th our audit, nothing cam e to our attention that caused  us to believe th at St
. Tam m any 

Parish Hospital failed to co mply wi th the terms, covenants, provisions or co nditions of Sections  2.8, 4.2 
through 4.4, 5.1, 5.3 through  5.9, 6.1, 6.2 an d 7.13, inclusive, of the Bond Resolution as adopted by the 
Board of Commissioners of St. Tammany P 

.
arish Hospital Service District No. 1 on November 5, 1992 

in co nnection wi th the issuan ce  of $14,755,000 St. Tammany Parish Hospital Service District No. 1 
Hospital Revenue Bonds (Series 1992) insofar as they relate to financial an d acco unting matters. 
However, our audit was not directed  primarily toward obta ining knowledge of noncomplian ce with such 
Sections . 

This report is intended for the use of the Board of Commissioners
, man agement, th e Trustee, an d th e 

State of Louisiana Legislative Auditor an d should not be used for an y other purpose. However, th is 
report is a matter of public record an d its distribution is not limited . 

April 1, 1996 

DeloitteTouche 
Tohmatsu 
International 



Deloitte& 
Touche tip 

Suite 3700 Telephone: (504) 581-2727 
One Shell Square Facsim ile: (504) 561-7293 
701 Poydras Street 
New Orleans, Louisiana 70139 3700 

INDEPENDENT AUDITO RS' REPORT O N CO MPLIANCE BASED O N THE AUDIT OF 
FINANCIAL STATEMENTS 

M embers of the Board of Comm issioners 
St. Tammany Parish Hospital Service 
District No. l: 

W e have audited the consolidated financial statcm cnts of the St. Tam m any Parish H ospital Service 
District No. 1 of St. Tammany Parish, Louisiana (St. Tammany Parish Hospital) for the period from 
July l, 1995 to December 3 l, 1995, and have issued  our rep ort th ereon dated  April l

, 1996. 

W e conducted our audit in accordance with generally acce pted auditing standards an d Government 
Auditing Standards, issued  by the Comptroller General of the United  States. Those standa rds require 
that we plan and perform th e audit to obtain reasonable assurance  about whether th e co nsolidated  
financial statements are free of material misstatement. 

The results of our tests disclosed no instance s of noncomplian ce  that are req uired  to be reported  herein 
under Government Auditing Standards. 

This report is intended  for the information of the Board of Commissioners
, management, an d the State of 

Louisiana Legislative Auditor. However, this report is a matter of public record an d its distribution is 
not limited. 

April 1, 1996 

DeloitteTouche 
Tohmatsu 
International 



April I, |996 

M mnbe rs of the Board of Commissioners 
St. Tammany Parish Hospital Service 
District N o. 1: 

Suite 3700 
One Shell Square 
701 Poydras Street 
New Orleans, Louisiana 70139-3700 

Telephone: (504) 581-2727 
Facsimile: (504} 561-7293 

W e have audited the consolidated financial statements of St. Tammany Parish Hospital Service  District 

No. 1 of St. Tammany Parish, Louisiana (St. Tammany Parish Hospital) for the period from July 1, 
1995 to December 31, 1995, and have issued our report thereon da ted April 1, 1996. 

Our professional standards require that we communicate with you conce rning certain matters that ma y 
be of interest to you in fulfilling your obligation to oversee th e financial reporting and disclosure process 
for which management of St. Tammany Parish Hospital is rcsponsible. W e have prepared the following 
comments to assist you in fulfilling that obligation. 

O UR RESPO NSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS 

W e conducted  our audit of the co nsolida ted  financial statements for the period July 1, 1995 to 
Dcce rnbe r 31, 1995 of St. Tammany Parish Hospital in acco rdance  with generally acce pted  auditing 
standards. Those standa rds  require that we plan and perform the audit to obta in reas onable, rather than  
absolute, as surance  about whether the financial statements are free  of material misstatement. W hen 
performing an  audit in accordance wi th those standards, we are required  only to obtain an  understanding 
of th e Hospital's internal COntrol structure sufficient to enable us to properly plan  our audit an d not to 
provide assurance  on the internal co ntrol structu re. 

Based , in part, on our understanding of the control environment, we designed our audit to provide 
rcasonablc assurance of detecting errors an d irregularities that are ma terial to the financial statements. 
However, because of th e characteristics of irregularities, particularly th ose involving forgery and 
co llusion, a properly des ign ed  an d executed audit may not detect such items. 

W e ha ve issued  a separate report to you, also da ted  April 1, 1996, co ntaining our co mments on the 
internal control structure. 

SIGNIFICANT ACCOUNTING POLICIES 

The Hospital's significant accounting policies arc set forth in Note l to the Hospital's co ns olida ted 
financial statements for the period from July 1, 1995 to December 31, 1995. During the period from 
July 1, 1995 to December 31, 1995, th ere were no significant changes in previously adopted  accounting 
policies or their application. 

Tohmstsu 
International 



M ANAGEM ENT JUD GM ENTS AND ACCOUNTING ESTIM ATES 

Accounting estimates are an integral part of the financial statements prepar ed by management and are 

based on management's current judgments. Those judgments are normally based on knowledge and 
experience about past and current events an d on as sumptions about future events

. Significant 
accoun ting estimates reflected in the Hospital's cons olidated financial statements for th e period from 
July 1, 1995 to December 31, 1995 include an  allowan ce for doubtfu l accounts receivable an d estimates 
of am oun ts to be received under government healthcare programs

. The bas is for our conclusions  as  to  
the reasonableness of th ese estim ates

, as expressed  in our auditors' report, is our review an d tests of the 
process used  by management to develop th e estimates. 

DISAGREEM ENTS W ITH M ANAGEM ENT 

W e have not had an y disagreements with management related  to matters that are material to the 
Hospital's co ns olida ted financial statements for the period from July 1

, 1995 to Dece mber 31, 1995. 

DIFFICULTIES ENCOUNTERED IN PERFORM ING THE AUDIT 

W e enco untered  no serious difficulties in dealing wi th management related  to performance  of our audit
. 

This report is intended  solely for th e use of th e Board of Commissioners
, management, an d oth ers wi thin 

the organization an d should not be used  for an y other purpose
. 

W e wi ll be pleased  to discuss this report wi th you fu rther at your co nvenience
. 

Yours truly, 
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Deloitte& 
Touche LI.P 

April 1, 1996 

M embers of the Board of Commissioners 
St. Tammany Parish Hospital Service 
District No. I: 

Suite 3700 Telephone: (504) 581-2727 
One Shell Square Facsim ile: (504) 561-7293 
701 Peydras Street 
New Orleans. Louisiana 70139-3700 

In planning and performing our audit of the consolidated financial statements of St. Tammany Parish 

Hospital Service District No. 1 of St. Tammany Parish, Louisiana (St. Tammany Parish Hospital) for 
the period from July 1, 1995 to December 31, 1995 (on which we have issued our report dated April 1, 
1996), we develope d the following recommendations conecrning certain matters rclated to its internal 
control structure and ce rtain observations an d recommenda tions on other administrative an d operating 
matters. Additionally, we ha ve presented  a summ ary of our prior ycar recomm endations an d the statu s 
of im plementation thereo f. A description of the responsibility of management for establishing and 

maintaining an  internal co ntrol structure, an d the objectives of and inherent limitations in such a 
structure, is set forth in the attached Appendix, and should be read in conjunction with this lcttcr. Our 
comments are presented in Exhibits 1, II an d 111 an d arc listed  in the table of co ntents th ereto. 

This report is intended  for the information of the Board of Commissioners, man agemcnt, and the State of 
Lo uisiana Legislative Auditor. However, this report is a matter of public record and its distribution is 
not lim ited. 

Yours truly, 

DeloltteTouche 
Tohmatsu 
international 
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INTERNAL CONTROL STRUCTURE 

ACCOUNTING FOR INVESTM ENTS 

EXHIBIT I 

Observation_ 

The Hospital has recently begun investing in U.S. Treasury Notes with maturities greater than one year as 
allowed by state law. The Hospital's acco unting for accrued  interest purchased between payment dates and 
am ortization/acc retion of premium s/disco unts could be  im proved . 

Recommendation 

Accrued interest which is purchased betw een interest payment dates should be  recorded  as acc ru ed  interest 
receivable. Interest earned  from the da te of purehns e through the next interest paym ent da te should be  added  to 
accrued interest receivable. W hen the interest payment is received, accrued interest receivable should be 

decreased  by th e amount received . 

Additionally, premium s and discounts should be segregated in some manner from the investments to which th ey 
relate and am ortized from or acc reted  into, respectively, investm ent inco me on a monthly basis. 

Acc rued interest will be recorded  at the tim e of purchase of inveslm ents. Premiums and disco unts will be 

segregated  an d am ortized from or aec reted  into, as  appropriate, investment income. 

FIXED ASSET RECORDS 

Observation 

Th e Hospital has not co nducted an invento ry of fixed  assets in a numbe r of years. W e understand that 

management has been considering such a project for several years. 

Recommendation 

Complete an d acc urate fixed assets records are necessary to support amounts claimed  for reimbursement 
purposes and to as sure adequacy of insurance co verage. If it is not practicable to perform a co mplete physical 
co un t at a single point in time, such procedures should be  implemented on a departm ental bas is. The related 

detailed accoun ting records should be adjusted for the results of these procedures. 

M anagement agrees wi th this recommen dation an d wi ll initiate a departmental physical fixed  as set inventory 
The inventory  wi ll be co nducted in phases during fiscal 1996 and fiscal 1997. 



PROFESSION AL LIA BILITY CLAIM S 

Observation 

Hospital accounting personnel have the responsibility of compiling a data base of professional liability claims 
paid, as well as  those which are open or outstanding. Currently, there is no reconciliation of the information 
conta ined in this da ta base with th e detailed  information provided  by th e Hospital's extern al legal counsel. 
Additionally, no actuarial valuation has  been perform ed to as sess th e adequacy of th e reserves included  within 
the accrual for professional liability claims. 

Background 

The Hospital participates in the Louisiana Patients' Compensation Fund (the Fund). As such, the Hospital is 
insured  th rough the Fun d for professional liability claim s in excess of $100,000 up to $500,000. Th e Hospital, 
therefore, is self-insured  with respect to th e first $100,000 of each such claim . Louisian a law does not 
currently provide for a professional liability damage award greater than $500,000. 

Th e Hospital should reconcile all da ta compiled internally with th at provided  by extern al legal counsel. 
Additionally, due to th e increasing number of professional liability claim s being received  as a result of 
increasing patient volumes, the Hospital should consider having an actuarial valuation perform ed on the 
reserves included  wi thin th e accrual for professional liability claims. 

Th e Risk M anagement department discusses all claim s with extem al legal counsel. Accounting discusses all 
claims wi th the Risk M an agement department an d records liability accru als bas ed  on th ese in depth discussions 
At present, most claims only have the Hospital listed as seconda rily liable, and the majority of the claims 
appear to be nuisan ce claim s; th erefore, the H ospital does not feel that an actuarial valuation is currently 
needed. The Hospita l wi ll co ntinue to monitor this situation in th e futu re. 

SECURITY VIOLATION LOGS AND REVIEW  

Observ ation 

Th ere is no logging an d management review of un successfu l attempts made to th e system . This situation 
increas es th e risk th at unauthorized users wi ll ultimately gain access an d remain undetected . 

Background 

UNIX maintains several log files which can  be used  to monitor user activity on the system. Th e ability of the 
system to log security an d access control violations allows man agement to monitor potential unauthorized user 
activi ty. 

M anagement should co ns ider periodically reviewing UNIX  system logs and monitor system activity to 
determine if activity is appropriate. 

Our current UN IX  operating system does not provide these logg ing an d management fea tu res. M anagement 
will investigate th e possibility of an other vendor providing this service. 
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ADM INISTRATIVE AND OTH ER M ATTERS 

EXHIBIT II 

IN VESTM ENTS 

Observation 

Currently, the Hospital's Board of Commissioners designates a portion of investments for capital outlay on an 
annual basis. This designation is bas ed upon currently anticipated capital needs on a short term basis. W e 
understand th at management has been reconsidering this situation for several years. 

In light of the favorable, available cash po sition the Hospital is fortunate to have, th e Hospital should cons ider 
permanently funding its depreciation or a portion th ereof. This funded deprec iation account would serve as a 
useful tool in replacing the infrastructure of the Hospital when needed an d allow th e Hospital to invest th ese 
fu nds for longer maturities, th ereby producing greater yields . 

M anagement will establish a separate funded depreciation acco un t. This acco unt will be funded at least 
partially each month . Capital acquisitions wi ll be made through this account. 

CONTIN GEN CY PLANNIN G 

Observation 

M anagem ent is aw are of the im portance of a w ell planned and tested contingency plan; however, to date, a 
co ntingency plan  has not been developed for critical business an d support functions  for th e Hospital and related 
business units. A plan should be formalized to ens ure the co ntinuance of co mputing capability and user 
responsibilities in the event of an  on-site interruption. 

A data processing technology recovery plan  is only one co mponent of a co mplete co ntingency plan. An 
effective plan  should: 

~ Identify an d evaluate business risk 

~ Identify critical business functions (those which, if inoperable for a specified period of time, would ha ve a 
detrimental impact on the Hospital's ability to function). 

~ Identify specific suppo rt requirements which must be available to address the recovery requirements of 
each of th e critica l business functions . 

~ Docum ent th e detailed plan and as sociated respons ibilities an d procedures to be followed  in the event of 
an  outage which im pacts an y or all of the critica l business functions . 

Establish respons ibilities an d procedures for the implementation, maintenance an d periodic testing of th e 

established plan(s). 
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Establish responsibilities and procedures for the periodic review of the contingency plan to ensure that 
testing an d maintenance expectations are being followed and th at the overall plan  co ntinues to address the 

Hospital's business continuity needs. 

W e have a detailed plan for disaster recovery for Information Systems, as well as computer replacement wi th 
Data General. This plan  also ad dr esses downtime for one to several days. However, we recognize the need to 
address th e loss of a significant number of personal computers an d/or netw ork co mponents in parts of th e 
campus. Business recovery  plans along with technology recovery plans are issues that will be ad dressed by 
management. M anagement th en plans to develop an  enterprise-wi de plan . 
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APPENDIX 

M A NAG EM ENT'S RESPONSIBILITY FOR, AND TH E OBJECTIVES AND LIM ITATIONS OF
, 

TH E INTERNAL CONTROL STRUCTURE 

M anagement is responsible for establishing and maintaining the internal control structure
. In fulfilling this 

responsibility, estimates and judgments by management are required to assess the expected benefits and related 
costs of internal co ntrol policies and procedures. 

Obi~ tiv~~ 


