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]_APORTE EHRT
ROMIG HAND

CERUFHED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

Ta the Board of Commissioners

Morehouse Parish Hospital Service District No. 1
{d/bfa Morehouse General Hospltal)

Bastrop, Lomsmna

We have audited, in accordance with auditing standards generally accepted in the United States
of America and in accordance with the standards for financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the balance sheet of
Morehouse Parish Hospital Service District No. 1 {the District) as of May 31, 2010, and the
related statements of revenues, expenses, and changes in net assets, and cash flows for the
year then ended, and have issued our report thereon dated October 26, 2010.

In connection with our audit, nothing came to our aftention that caused us to believe that the
District failed to comply with the terms, covenants, provisions, or conditions of Section 17{a)
through (r), of the Bond Resolution relating to the Hospital revenue Bonds in multiple series in
the aggregate principal amount up to $13,000,000 reflecting the provisions adopted by the
Morehouse Parish Hospital Service District on September 26, 2008, insofar as they relate to
accounting matters. However, our audit was not directed primarily toward obtaining knowledge
of such compliance. )

This report is intended solely for the information and use of the Board of Commissioners,
management of the District and the bond trustee, and is not intended to be and should not be
used by anyone other than these specified parties.

Gt i Koty o

A Professional Accounting Corporation
Metairie, LA

October 26, 2010
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Morehouse Parish Hospital Service Disctrict No. 1,
Calculation of Current Ratio

Year Ended
May 31, 2010
Current Assets : $ 6,957,022
Current Liabilities - : $ 5,431,895
.Current Ratio as Calculated -1.28
Current Ratio Requirement 1.20

The Hospital has met the necessary 1.20% current ratio as defined in Note 1. .

Morehouse Parish Hospital Service Disctrict No. 1
Total Debt to Tangible Net Worth Ratio

Year Ended
_ May 31, 2010
Total Debt $ 10,896,957
Equity $ 2,916,517
_ Total Debt to Tangible Net Worth Ratio 3.74
Total Debt to Tangible Net Worth Requirement 9.00

The Hospital has met tt?e necessary 9.0:1.0 ratio as defined in Note 1.
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LAPORTE SEHRT
ROMIG HAND

CERTIFIED PUBLIC ACCOLUNTANTS

Qctober 26, 2010

To the Board of Commissioners .
Morehouse Parish Hospital Service District No. 1

dfb/a Morehouse General Hospital
Bastrop, Louisiana

In planning and performing our audit of the basic financial statements of Morehouse Parish
Hospital Service District No. 1 (d/b/a Morehouse General Hospital) (the Hospital) for the year
ended May 31, 2010 (on which we have issued our report dated October 26, 2010Q) in
accordance with auditing standards generally accepted in the United States of America, we
considered the Hospital's internal control over financial reporting (internal control) as a basis for
designing our audit procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the
Hospital's internal control. Accordingly we do not express such an opinion on the effectiveness
of the Hospital's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions to
prevent or detect misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the Hospital's financial statements will not be prevented or detected -
and corrected on a timely basis. ‘

Our consideration of internal control was for the limited purpose described in the first paragraph
and would not necessarily indentify all deficiencies in internal control that might be deficiencies,
significant deficiencies, or material weaknesses. We did not identify any deficiencies in internal
control that we consider to be material weaknesses, as defined above.

A description of the responsibility of management for establishing and maintaining internal
control, and the objectives and inherent limitations of internal control, is set forth in the attached
Appendix, and should be read in conjunction with this letter. Our current year comments and
recommendations are presented in Exhibit 1i and are listed in the table of contents thereto.
Exhibit lll details the status of prior year comments.

1
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Exhibit Il contains descriptions of other identified control deficiencies that we determined did not
constitute significant deficiencies or material weaknesses.

Certain control conditions that have been previously communicated to you, in writing, by us or
by others within your organization are not repeated herein. Exhibit Ill, however, contains
descriptions of other identified control deficiencies that we determined did not constitute
significant deficiencies or material weaknesses.

This letter is intended sdlely for the information and use of the Board of Commissioners,
management, and the Legislative Auditor of the State of Louisiana, and is not intended to be
and should not be used by anyone other than these specified parties.

This communication is intended solely for the information and use of management, and the
Board of Commissioners, others within the Hospital, and the State of Louisiana’s Legislative
Auditor and is not intended to be and should not be used by anyone other than these specified
parties.

We will be pleased to discuss these comments with you, and, if desired, to asmst you in
nmplementlng any of the suggestions.

ot it Ko il

A Professional Accounting Corporation
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EXHIBIT |
GENERAL COMMENTS
MANAGEMENT AND STAFF COOPERATION DURING THE AUDIT

We wish to extend our thanks to the Hospital's governing board for the confidence’ they have
placed in us once again by allowing to serve the Hospital's compliance and assurance needs.
That process requires us to work closely with the Hospital management, financial and
accounting staff to accomplish the stated audit objectives. Once again this year we were
greatly pleased with the assistance and patience afforded us in this process.

Everyone involved on the audit team wishes to express their gratitude and recognize the efforts
of the finance and accounting staff at MGH who were instrumental in bringing the audit to a
successful conclusion this year. While we were greatly pleased with the cooperation we
received throughout the Hospital, we wanted to specifically acknowledge the contributions of
Mr. Jim Allbritton and Ms. Virginia Loveday for their efforts and assistance.




EXHIBIT Il
ADMINISTRATIVE, INTERNAL CONTROL AND OTHER MATTERS

2010 - M1 Bank Statemehts and Reconciliations
| Observation:

We noted in a review of the Hospital's internal controls over cash and disbursements that a!l of
the Hospital’s bank statements are received and opened by the same employee’s responsible
for writing checks, managing accounts payable, and reconciling the bank accounts.

Recommendation:

We suggest that an individua! independent of the check writing and bank reconciliation process
be responsible for receiving unopened bank statements. We recommend that an individual
familiar with the Hospital's operations review these statements for any unusual transactions
before submitting the statements to the accounting department to complete the reconciliation
process.

Management Response:

We can ask Debbie Spann, current HR Director with prior accounting experience, to review
weekly/monthly banking statements prior to the reconciliation.

Change of duties:
Gail Harrison Accounts Payable Clerk (invoices/checks)
Jason Bonner Reconciliations

Virginia Loveday Review and Sign Off

2010 - M2 Mailing of Signed Checks

Observation: |

- We noted in a review of the Hospital's internal controls over cash and disbursements that after
checks are signed by administration they are returned to the accounting department for
maifing. '

Recommendation:

We suggest that signed checks not be returned to accounting, but rather be mailed directly by
someone in administration. [f the check relates to an internal reimbursement, we suggest that
it either be picked up by the comesponding party from administration, or be hand delivered to
the corresponding party by administration.

Management Response:

Administration will mail or have checks picked up accordingly.




2010 - M3 Prior Year Items Included in Accounts Payable
Observation:

As was noted in prior years' comments, the.Hospital has items included in its payables, that
pertain to prior years. These amounts are primarily comprised of balances representing
overpayments on patient accounts, or more specifically, balances due to former patients and
third party payors. While these amounts are correctly reflected as liabilities of the Hospital they
remain unsettled and represent a significant portion of the payables balance.

Recommendation:

We recommend that the Hospital take measures to compile a singular fisting of all amounts
that comprise this balance to indentify the combined total amount due to each payor or former
patient. State laws require that amount due to patients or other payors that cannot be located
be remitted to the Louisiana Department of the Treasury's Unclaimed Property Division after
efforts to locate the intended recipients have proved unsuccessful, and after the passage of
time as prescribed. Because of the current age of the items involved, the Hospital may wish to
seek legal interpretation of related contractual matters and possible consideration of the statute
of limitations.

Management Response:

This is a work in progress with legal counsel and payors.




EXHIBIT lil

STATUS OF PRIOR YEAR COMMENTS
2009 - M1 Payroll Internal Review

Observation:

We noted in a review of the Hospital’s.internal controls over payroll that the Hospital does not
have an individual independent of the payroll process perform a periodic review of employees
actual pay in comparison to the approved pay rate located in the employees personnel file.

Recommendation:

We suggest that an individual independent of the payroll process perform a periodic review of
employees actual pay in comparison to the approved pay rate located in the employees
personnel file. The review can be completed on a sample basis and substantiate the accuracy
and reasonableness of s alary expense

Management Response:

Management concurs with the recommendation and will direct a disinterested party in
accounting to perform this task on a limited and quarterly basis.

Status:

Resolved. Management has indicated that this process will be implemented in the 2011 fiscal
year.

2008 - M1 Check Signing Process

Observation:

We noted in a review of the Hospital’s internal controls over disbursements and expenditures
that all disbursements are electronically signed. At the present time, all checks irrespective of
amount are valid when signed el ectronicaliy.

Recommendation:

We recommend that policies or procedures be adopted which require a manual co-signature by
an authorized check signer to accompany the electronic signature on all checks over a
predetermined dollar threshold. This will significantly enhance internal control procedures over
cash disbursements.

When strictly followed, this policy provides for strong control over the cash disbursements
process, but it can hinder operations when there are a large number of checks requiring a
manual signature and authorized check signers are unavailable. In an effort to relieve this

problem while retaining strong controls, we suggest that the Hospital consider the following
options:




2008 - M1 Check Signing Process (Continued)

* Require at least one manual signature for amounts exceeding $10,000 (the threshold is
a matter of judgment. Many larger facilities have higher thresholds, not because their
volume of activity is greater, but because they are able to achieve a greater segregation
of duties and, therefore, often have stronger compensating controls.}

s Establish a strict list of exceptions to the manual signature requirement for normal and
recurring monthly disbursements, such as rent, utilities, etc., upon identification and
approval of the Board of Commissioners.

e Continue to permit both signatures to be electronically generated for disbursements
under the threshold established above.

¢ Consider the need to add an additional authorized check signer to ensure that a manual
signature can always be obtained when required. Care should be taken, however that
any additional signer is separate from_ the purchasing and recordation functions.

We feel that the implementation of one or all of the above policies could strengthen the

Hospital's authorization and approval process of disbursements while reducing some of the
difficulties and problems associated with the implementation of the policy.

Management Response:
Management will recommend the following policy changes:

* Require at least one manual signature for amounts exceedmg a predetermined
threshold.

s Establish a struct list of exceptions to the manual signature requirement for
normal and recurring monthly disbursements.

* Add a third signatory to the current approved list.
Status:

In process. The Hospital did add a third signatory to the current approved list during the year
but we do not feel the issue is resolved as a result of this change. Management indicates that
a policy has been drafted to address the matters mentioned above, but that it has not finalized
a listing of exception in conjunction with the policy or agreed upon a threshold dollar amount.
Management indicated that the Hospital would implement the policy i in the near future.

2008 - M2 Accounts Receivable Allowances for Satellites and Clinics

Observation:

The Hospital does not review and adjust allowance for doubtful accounts and contractual
allowances regularly for satellites and clinics.

Recommendation:




The Hospital should review the adequacy of the allowance during the year and appropriately
adjust the allowance. This can be done by conducting an overall evaluation of the accounts
and reviewing the success rate of collection efforts. These efforts should minimize the need for
a year-end adjustment of this account as well as improve the accuracy of interim financial
statements. \

Management Response:

Management concurs with this recommendation and will proceed with analysis of
payments to establish proper allowances for accounting purposes.

Status:

In process. Management is in the process of implementing the recommendations.

2008 - M3 Accrued Paid Time Off

Observation:

The Hospital does not have a policy which limits the amount of paid time off an employee can
accumulate. Our audit disclosed that many employees have accrued several months of
vacation time. - This could cause cash flows difficulties upon the termination of ceriain
employees. ’

Recommendation:

We recommend that the Hospital develop a policy which will limit the amount of paid tlme off an
employee can accrue.

Management Response:

Management concurs with recommendatlon and will establish a policy to cap PTO
accruals,

Status:
In process. Management has a policy but it is not strictly enforced, Management will review -
this issue and develop a strategy for this problem.

2008 — M4 Outstanding Checks

This comment involved old outstanding checks that had been reclassified as payables, and

other amounts related to prior years' refunds to third party payors and former patients and had
been replaced by comment 2010 - M3.

2007 - M1 Accounts Receivable Aging

Observation:




Our audit disclosed that the Women Health Clinic's (WHC) computer system is not able to
produce the reports needed in order to appropriately analyze account receivable. The WHC
was not able to produce an aged account receivable detail which is necessary to effectively
analyze and estimate an allowance for doubtful accounts.

Recommendation:

We recommend that policies and procedures be adopted, which will require all clinics to
provide the Hospital accounting staff with an aged accounts receivable detail monthly.

Management Response:

Management has received consultant report on employed physician practices and will
be instituting recommendations in a timely manner.

Status:

In process.
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APPENDIX

MANAGEMENT'S RESPONSIBILITY FOR, AND THE OBJECTIVES AND LIMITATIONS OF
INTERNAL CONTROL

The following comments concerning management's responsibility for internal control and the
objectives and inherent limitations of internal control are adapted from the Statements on
Auditing Standards of the American Institute of Certified Public Accountants.

Management's Responsibility:

Management is responsible for establishing and maintaining internal control. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of contrals. a

Objectives:

The objectives of internal control are to provide management with reasonable, but not
absolute, assurance that assets are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management's authorization
and recorded properly to permit the preparation of fi nancial statements in accordance with
generally accepted accounting principles.

Limitations:

Because of inherent limitations in any internal control, misstaternents due to errors or fraud
may occur and not be detected. Also, projection of any evaluation of internal control to future
periods are subject to the risk that the internal control may become inadequate” because of

changes in conditions or that the degree of compliance with the policies or procedures may
deteriorate.

1"
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L APORTE SEHRT
ROMIG HAND

CIRTIFIED PUBLIC ACCOUNTANTS

Independent Auditor’s Report

To the Board of Commissioners

Morehouse Parish Hospital Service District No. 1
{(d/v/a Morehouse General Hospitat)

Bastrop, Louisiana

We have audited the accompanying basic financial statements of Morehouse Parish Hospital
Service District No. 1 (d/bfa Morehouse General Hospital) (the Hospital) as of and for the years
ended May 31, 2010 and 2009, as listed in the table of contents. These financial statements
are the responsibility of the Hospital’s management. Our responsibility is to express an opinion
on these basic financial statements based on our audits.

We conducted our audits in accordance with auditing standards generaily accepted in the
United States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require
that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the financial position of the Hospital as of May 31, 2010 and 2009, and the respective
changes in financial position and cash flows for the years then ended, in conformity with
accounting principles generally accepted in the United States of America.

1

L VETERANS MEMORIAL BUVLEVARD, SUTEE 60U, METAIRIE, LA TU008 - SO4X3S.5522 « Fax 5045355535
1
3100 Viaace Wars, Surre 300, Covineros, LA 04334017 - 985 8Y2.8550 « FAX U85 892.5956
TowN Harh WeST, HI000 PERKENS Rows, Sric 200, BAtos ROUGH, LA JORID-1797 - 2252065150 « FAX 275.206.5151

WOWR L APTAR T UM

RSM McGladrey Network

A bdeasmnty G el Wit




In accordance with Government Auditing Standards, we have also issued our report dated
October 26, 2010, on our consideration of the Hospital's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, grant
agreements, and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our
audit, '

The Hospital has not presented management's discussion and analysis that the Governmental
Accounting Standards Board has determined is required to supplement, although not required to
be a part of, the basic financial statements. ’

Qur audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Morehouse Parish Hospital Service District No. 1 (d/b/a Morehouse
General Hospital) basic financial statements. The accompanying schedule of expenditures of
federal awards is presented for purposes of additional analysis as required by U.S. Office .of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic financial statements. Such_information
has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic
financial statements taken as a whaole.

"

At i Fornay v
A Professional Accounting Corporation

October 26, 2010




- MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/a MOREHOUSE GENERAL HOSPITAL) '

Balance Sheets
May 31, 2010 and 2009
2010 2009
Assets
Current assets
Cash and cash equivalents $ 697,342 $ 962,761
Patient accounts receivable, fess allowance
for uncollectible accounts of $2,695,806 in 2010 .
and $1,530,419 in 2009, respectively : 5,287,434 4,035,421
Inventories : 564,694 561,327
Designated cash and investments required for "
current liabilities 52,404 435,865
Prepaid expenses and other assets . 355,148 495,601
Total current assets 6,957,022 6,490,975
Non-current assets _
Designated cash and investments , 314,938 492,428
Investment in affiliate - . 204,112
Amounts due from physicians, net of
allowance for uncollectible accounts of $146,236 :
in 2010 and $175,538 in 2009, fespectively 16,667 33,333
Debt issue costs : 306,457 306,457
Capital assets, net of accumulated depreciation
of $34,980,001 in 2010 and $34,071,804 in 2009,
respectively © 11,047,437 6,708,318
Total non-current assets 11,685,499 : 7,744,648
Total assets ' $ 18,642,521 $ 14235623

The accompanying notes are an integral part of these financial statements.
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2010 2009
Liabilities and net assets
Current liabilities
Accounts payable $ 2,520,441 $ 2,593,527
Employee compensation and payroll tax liabilities 855,804 941,327
Other accrued liabilities 699,224 653,029
Settlements due to third-party payors 753,578 680,828
Current portion of capital lease obligations 349,006 38,558
" Current portion of long-term debt 253,842 1,135,865
Total current liabilities 5,431,895 6,048,134
Non-current liabilities
Capital lease obligations, less current portion 843,716 271,348
Long-term debt, less current portion 9,450,393 5,707,306
Total non-current liabilities: 10,294,109 5,078,654
Total liabilities 15,726,004 12,026,788
Net assets
Invested in capital assets, net of related debt 4,842,321 4,873,561
Restricted net assets 242,342 678,293
Unrestricted net assets (2,168,146) . (3,343,019)
Total net assets 2,916,517 2,208,835
Total liabilities and net assets $ 18,642,521 $ 14,235,623

The accompanying notes are an integral part of these financial statements.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/a MOREHOUSE GENERAL HOSPITAL)

Statements of Revenues, Expenses and Changes in Net Assets
For the Years Ended May 31, 2010 and 2009

2010 2009
Operating revenue
Net patient service revenues, net of provision
for bad debts of $4,016,314 in 2010 and
$2,609,550 in 2009 $ 20,783,274 $ 19,822,882
Other operating revenue 1,130,996 1,083,479
Total operating revenue 21,914,270 20,906,361
Operating expenses
Salaries and benefits | 10,881,520 10,052,860
Qutside services : 4,107,388 3,805,366
Medical supplies and drugs 3,161,874 2,959,972
Other operating expenses - 2,114,457 2,439,367
Other supplies 4 250,303 281,236
Depreciation and amortization : 908,197 869,827
- Insurance ‘ 378,300 449,683
Interest 440,638 511,506
Total operating expenses ‘ 22,242,677 21,369,817
Loss from operations {328,407) {463,456)
Non-operating revenue
Investment earnings 14,321 38,902
Ad Valorem tax revenue ‘ 715,819 653,494
Casualty Gain - hail damage insurance proceeds - 165,379
Grant revenue . 275,160 20,165
Contributions 30,789 7,629
Total non-operating revenue 1,036,089 885,569
Change in net assets 707,682 422,113
" Net assets ‘ _
Beginning of year ‘ 2,208,835 1,786,722
End of year - $ 2916517 §$ 2208835

The accompanying notes are an integral part of these financial statements. .
5




MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1

{d/b/a MOREHOUSE GENERAL HOSPITAL)
Statements of Cash Flows
For the Years Ended May 31, 2010 and 2009

2010 2009
Cash flows from operating activities
Receipts from patients and third-party payors $ 20,951,216 $ 21,121,250
Payments to employees and for employee-related costs (10,967,043) {(9,932,883)
Payments for operating expenses (9,912,705) {12,010,217)
Net cash provided by {used in) operating
activities 71,468 {821,85Q)
Cash flows from capital and related financing activities
Purchases of property, building and equipment {4,360,210) * (1,070,002)
Payments on capital lease obligations (219,290) (653,774)
Payments on note payable and long-term debt {1,574,110) (392,940)
Proceeds from insurance settlement - 165,379
Increase in debt issue costs - (214,815)
" Interest expense paid {409,516) (491,822)
Net cash used in capital and related ‘
financing activities {6,563,126) (2,657,974)
Cash flows from non-capital financing activities
Ad Valorem taxes received 715,819 653,494
Proceeds from hospital revenue bonds 5,012,394 4,643,050
Proceeds from certificates of indebtedness - 700,000
Payments on certificates of indebtedness {577,220) (2,000,000}
Grants received 215,160 20,165
Contributions received 30,789 7.629
Interest expense paid (20,000) {20,000)
Net cash provided by non-capital
financing activities 5,376,942 4,004,338
Cash flows from investing activities
Decrease {increase) in designated cash and investments,
principally restricted cash and equivalents 560,952 {115,692)
Proceeds from sale of investment in affiliate 274,024 -
Investment income received 14,321 38,901
Net cash provided by (used in) investing activities 849,297 {76,791)
(Decrease) increase in cash and cash equivalents {265,419) 447,723
Cash and cash equivalents
Beginning of year 962,761 515,038
End of year $ 697,342 $ 962,761

The accompanying notes are an integral part of these financial statements.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/a MOREHOUSE GENERAL HOSPITAL)

Statements of Cash Flows (Continued)

For the Years Ended May 31, 2010 and 2009

2010 2009
Reconciliation of operating income (loss) to net cash )
provided by (used in) operating activities
Loss from operations $ (328,407) 3§ (463,456)
Adjustments to reconcile income (loss) from operations to
net cash provided by (used in) operating activities
Depreciation and amortizaton 908,197 869,827
Interest expense paid 429,516 511,506
Provision for uncollectible accounts 4,016,314 2,609,550
Loss on disposal of capital assets - 54,434
Loss on sale of investment in affiliate 12,097 -
Changes in: '
Patient accounts receivable {5,268,327) (3,325,621)
Inventories, prepaid expenses and other assets 153,752 599,339
Investment in affiliate 204,112 -
Third-party payor settlements 72,750 876,526
Accounts payable {73,086) {1,563,650)
Employee compensation, payroll taxes, and other
accrued liabilities {55,450) {990,305)
Net cash provided by (used in) operating activities $ 71468 § (821,850)
Supplemental disclosure of non-cash
financing and investing activitles
Capital lease obligations incurred for acquisition of equipment $ 887106 $ 333,852

The accompanying notes are an integral part of these financial statements.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
{(d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 1. Description of Reporting Entity and Sumrhary of Significant Accounting
Policies

Reporting Entity

Morehouse Parish Hospital Service District No. 1 (d/b/a Morehouse General Hospltal)
{the Hospital) was organized on December 17, 1682, under powers granted to parish
police juries by the State of Louisiana. The geographical boundaries of the Hospital
coincide with those of Morehouse Parish. All corporate powers are vested in a Board of
Commissioners appointed by the Morehouse Parish Police Jury. The Hospital is exempt
from income taxes as a political subdivision of the State of Louisiana under Section 115
of the Intemal Revenue Code. The Hospital is also exempt from federal income tax
under Section 501(a) as a hospital organization described in Section 501(c)(3). The -
federal income tax exemptlions also extend to state income taxes.

Use of Estimates

The preparation of financial statements in accordance with accounting principles used in
the United States of America requires management to make estimates and assumptions
that affect amounts reported in the financial statements and accompanying notes. Such
estimates and assumptions could change in the future as more information becomes
known, which could impact the amounts reported and disclosed herein.

Enterprise Fund Accounting

The Hospital uses enterprise fund accounting. Revenues and expenses are recognized
on the accrual basis using the economic resources measurement focus. Based on
Governmental Accounting Standards Board (GASB) Statement No. 20, Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities That
Use Proprietary Fund Accounting, as amended, the Hospital has elected not to
apply Financial Accounting Standards Board pronouncements issued after
November 30, 1989. As a govemmental entity, the Hospital also follows certain
accounting and disclosure requirements promulgated by the GASB.

Cash and Cash Equivalents

Cash and cash equivalents include investments in highly liquid debt instruments with
original maturities of three months or less when purchased, excluding amounts whose
use is limited by board designation or other arrangements under trust agreements.

Capital Assets

The Hospital's capital assets are reported at historical cost. Contributed capital assets
are reported at their estimated fair value at the time of their donation. Costs associated
with capital asset acquisitions under $1,000 are generally expensed as incurred. Al
capital assets other than land are depreciated or amortized (in the case of capital
leases) using the straight-line method of depreciation using these asset lives:

Land Improvements 15 to 20 Years
Buildings and Improvements 20 to 40 Years
Equipment, Computers, and Furniture 3to7 Years

Assets held under capital lease obligations are included in equipment. These assets
have been recorded at the present value of the minimum lease payments, which
approximates the fair market value of the leased assets (see Note 6). Amortization of
leased assets is provided for using the straight-line method over the term of the related
lease and is included in depreciation expense.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/bla MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 1. Description of Reporting Entity and Summary of Significant Accounting
Policies (Continued) ‘

Cost of Borrowing

Except for capital assets acquired through gifts, contributions, or capital grants, interest
cost an borrowed funds during the period of construction of capital assets is capitalized
as a component of the cost of acquiring those assets. Capitalized interest costs
allocated to building and construction in progress was $58,158 and $-0-, for the years
ended May 31, 2010 and 2009, respectively.

Grants and Contributions

From time to time, the Hospital receives grants from the State of Louisiana, as well as
contributions from individuals and private organizations. Revenues from grants and
contributions {including contributions of capital assets) are recognized when all eligibility
requirements, including time requirements, are met. Grants and contributions may be
restricted for either specific operating purposes or for capital purposes. Amounts that
are unrestricted or that are restricted to a specific operating purpose are reported as
non-operating revenues. Amounts restricted to capital acquisitions are reported after
non-operating revenues and expenses. ‘

Restricted Resources

When the Hospital has both restricted and unrestricted resources available to finance a
particular program, it is the Hospital's policy to use restricted resources before
unrestricted resources. ‘ '

Net Assets

Net assets of the Hospital are classified in three components. Net assets invested in
capital assets net of related debt consist of capital assets net of accumulated
depreciation and reduced by the current balances of any outstanding borrowings used to
finance the purchase or construction of those assets. Restricted net assets are non-
capital net assets that must be used for a particular purpose, as specified by creditors,
grantors, or contributors external to the Hospital, including amounts deposited with
trustees as required by revenue bond indentures, discussed in Note 6. Unrestricted net
assets are remaining net assets that do not meet the definition of invested in capital
assets net of related debt or restricted. ‘

Operating Revenues and Expenses

The Hospital's statement of revenues, expenses and changes in net assets
distinguishes between operating and non-operating revenues and expenses. Operating
revenues result from exchange transactions associated with providing health care
services - the Hospital's principal activity. Non-exchange revenues, including taxes,
grants, and contributions received for purposes other than capital asset acquisition, are
reported as non-operating revenues, when present. Operating expenses are all
expenses incurred to provide health care services, other than financing costs.




MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/la MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 1. Description of Reporting Entity and Summary of Significant Accounting
Policies {Continued)

Compensated Absences

The Hospttal's employees earn paid tlme off (PTO) at varying rates depending upon
length of service and other factors. Amounts eamed, but not yet used totaled $524,217
and $660,027, as of May 31, 2010 and 2009, respectively. These amounts are reported
as a component of employee compensation and payroll tax liabilities on the Hospital's
balance sheets. .

Risk Management

The Hospital is exposed to various risks of loss from torts; theft of, damage to, and
destruction of assets; business interruption; errors and omissions; employee injuries and
ilinesses; natural disasters; medical malpractice; and employee health, dental, and
accident benefits. Commercial insurance coverage is purchased for claims arising from
such matters. Settled claims have not exceeded this commercial coverage in any of the
four preceding years.

Designated Cash and Investments

Assets limited as to use include cash, cash equivalents, and investments. These assets
are designated as such in the accompanying balance sheets as they are held by bond
trustees under related indenture agreements or designated as such by the Board of
Commissioners.

Amounts classified as current assets represent amounts to be used to meet certain debt
service requirements and other obligations classified as current liabilities.

Investments in debt and equity securities, when present, are reported at fair value
except for short-term highly liquid investments that have a remaining maturity at the time
they are purchased of one year or less. These investments are carried at amortized cost.
Interest, dividends, and gains and losses, both realized and unrealized, on investments
in debt and equity securities are included in non-operating revenue when earned.
Unrealized gains (losses) reflected in investment income were not significant in 2010
and 2009.

Investments in associated companies are accounted for by the equity method of
accounting under which the Hospital's share of the net income of the associated
companies is recognized as income in the Hospital's statements of revenue, expenses
and changes in net assets and are added to the investment account. In October 2009,
the Hospital sold their interests in a company that operates a home health agency,
discussed in Note 13.

Inventories

Inventories are valued at the latest invoice price, which approximates the lower of cost
(first-in, first-out method) or market.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
{d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 1. Description of Reporting Entity and Summary of Significant Accounting
Policies (Continued)

Net Patient Service Revenue

Net patient service revenue is reported at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered including estimated
retroactive adjustments under reimbursement agreements with third-party payors.
Retroactive adjustments with third-party payors are accrued on an estimated basis in the
period the related services are rendered and adjusted in future periods, as final
settlements are determined. Net patient service revenue is reported net of provision for
bad debts.

Charity Care

The Hospital provides care wnthout charge, or at amounts less than established rates, to
patients who meet certain criteria under its charity care policy. Because the Hospital
does not pursue collection of amounts determined to qualify for charity care, they are not
reported as revenue. The Hospital maintains records to identify and monitor the level of
charity care it provides. These records reflect the amount of charges foregone ($99,344
in 2010, and $39,340 in 2009, respectively) for services and supplies fumished under its
charity care policy.

Note 2; Net Patient Service Revenue

Net patient service revenue is reported at the estimated net realizable amounts billed to
patients, third-party payors, and others for services rendered. The Hospital provides
medical services tc government program beneficiaries and has agreements with other
third-party payors that provide for payments at amounts different from established rates.
These payment arrangements include prospectively determined rates per discharge,
reimbursed costs, discounted charges, and per diem payments. The Hospital's provision
for bad debts is classified as a reduction to net patient service revenue. During the
years ended May 31, 2010 and 2009, approximately 75% and 76% respectively, of the

" Hospital's gross patlent revenue was derived from Medicare and Medicaid program
beneficiaries.

The Hospital is unable to predict the future course of federal, state, and local regulation
or legislation, including Medicare and Medicaid statutes and regulations. Future changes
could have a material adverse effect on the future financial results of the Hospital.

Retroactive settlements are provided for in some of the government payment programs
outlined above, based on annual cost reports. Such settlements are estimated and
recorded as amounts due to or from these programs in the accompanying financial
statements. The differences between these estimates and final determination of
amounts to be received or paid are based on audits by fiscal intermediaries and are

" reported as adjustments to net patient service revenue when such determinations are
made.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/fa MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 2. Net Patient Service Revenue (Continued)

As a result, there is at least a reasonable possibility that recorded estimates could
change by a material amount in the near term. Settlements through May 31, 2006, for
the Medicare program and through May 31, 2005, for the Medicaid program have been
reviewed by program representatives, and adjustments have been recorded to reflect
any revisions to the recorded estimates. These adjustments resulted in an increase in
net patient service revenue of $17,924 in 2010, and a decrease in net patient service
revenue of $31,303 in 2009, respectively. The effect of any adjustments that might be
made to cost reports still subject to review will be reported in the Hospital's financial
position or results of operations as such determinations are made.

The Hospital receives payments from the Louisiana State Department of Health and
Hospitals for Medicaid and self-pay uncompensated care service costs. The Hospital
receives interim amounts each October that are appropriated in the State's current fiscal
year based on an estimate utilizing the facility's costs incurred in the previous fiscal year.
The Hospital recognized interim amounts of $2,285,376 and $2,184,876, in the fiscal
years ended May 31, 2010 and 2009, respectively.

Current regulations require retroactive audit of the claimed uncompensated cost and
comparison to the interim amounts paid in each fiscal year. Any overpayments will be
recouped by Medicaid. The Hospital recognized an adjustment of fiscal year ended
May 31, 2008 Uncompensated Care funding of $670,301, which resulted in a decrease
of net patient service revenue in the fiscal year ended May 31, 2009. The Hospital has
not made any provisions for any further such recoupments. Management contends that
interim amounts paid reasonably estimate the settliement. To the extent managements’
estimates differ from actuat results, the differences will be used to adjust income for the
period when differences arise.

Note 3. Deposits and Investments

Louisiana state statutes authorize the Hospital to invest in direct obligations of the U.S.
Treasury and other federal agencies, time deposits with state banks and national banks
having their principal office in the State of Louisiana, guaranteed investment contracts
issued by highly rated financial institutions, and certain investments with qualifying
mutual or trust fund institutions.

In 2006, the Hospital adopted GASB Statement No. 40 (GASB 40), Deposit and
Investment Risk Disciosures, which requires additional disclosures of investment risks
related to credit risk, concentration of credit risk, interest rate risk, and foreign currency:
risk associated with interest-bearing investments. Such disclosures required by GASB
40 and applicabl e to the Hospital are reflected below.

Interest Rate Risk
. The Hospital does not have a formal investment policy that limits investment maturities
as a means of managing its exposure to fair value losses arising from changing interest

rates. However, the Hospital currently invests only in short-term cash equivalents whose
fair value approximates cost.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 3.

A

Deposits and Investments (Continued)

Credit Risk

Louisiana's statutes also require that all the deposits of the Hospltal be protected by
insurance or collateral. The market value of collateral pledged must equal 100% of the
deposits not covered by insurance. The Hospital's bank deposits consist of demand
deposit accounts and certificates of deposit. These bank deposits are included in cash
and cash equivalents and designated cash, and, as of May 31, 2010, the Hospital's
deposits were fully insured or collateralized with securities held by the agent of the
pledging banks in the Hospital's name. Statutes authorize the Hospital to invest in
obligations of the U.S. Treasury, agencies, and instrumentalities, commercial paper
rated A-1 by Standard & Poor's Corporation or P-1 by Moody's Commercial Paper
Record, and bankers’ acceptances. '

Concentration of Credit Risk

The Hospital places no limit on the amount it may invest in any one issuer. At
May 31, 2010, the Hospital's invested funds consisted of certificates of deposit included
in cash and cash equivalents. The Hospital maintained deposits in one financial
institution in excess of FDIC insurance limits, however, as discussed above, the funds
were covered by collateral held by the financial institution in the Hospital’s name.

'As of May 31, 2010 and 2009, all of the Hospital's deposits and short-term investments

were considered cash and cash equivalents and are included in the Hospital's balance
sheets as follows for May 31%:

2010 2009
Current assets
Cash and cash equivalents $ 697,342 § 962,761
Designated cash and equivalents required i
for current liabilities 52,404 435,865
Non-current assets :
. Designated cash and equivalents 314,938 492,428

$ 1064684 $ 1891054
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 4. Designated Cash and Investments

The terms of the Hospital's 1997 and 2008 Revenue Bonds require funds to be
maintained on deposit in certain accounts with the trustee (see Note 6). The funds on
deposit in the accounts are required to be invested by the trustee in accordance with the
terms of the bond resolution. In addition, the Hospital's Board of Commissioners has
designated certain assets to be used for future expansion and equipment additions. The
composition of assets whose use is limited as of May 31, 2010 and 2009, was as

follows: .
2010 2009
By board for specific purposes
Certificates of deposit : $ 125000 $ 250,000
Trusteed funds (principally interest bearing cash and
certificates of deposits)
Debt service fund 1,981 40,117
Debt service reserve fund 40,642 478327
Litigation reserve fund 51,500 51,500
Depreciation reserve fund 148,219 108,349
. 242,342 678,293
Total designated cash and investments 367,342 928,293
Less: amount required for current liabilities (52,404) (435,865)
' Non-current designated cash and investments $ 314938 $ 492428
Note 5. Capital Assets
Capital assels activity as of and for the year ended May 31, 2010, is as follows:
Transfers
May 31, and May 31,
2008 - Additions Disposals 2010
Capital assets, not being depreciated .
Land . $ 341,296 $ - $ - $ 341,296
Construciion in progress : 238,200 4,253,669 {1,053,186) 3,438,673
Total capital assets, .
not being depreciated 579,496 4,253,669 (1,053,198) 3,779,969
Capital assets, being depreciated
Land improvements 625,500 - - 625,500
Buildings 15,176,295 26,349 55,495 15,268,139
Equipment 24,398,831 967,298 997,701 26,363,830
Total capital assets,
haing depreciated 40,200,628 993,647 1,053,196 42 247 468
Less: accumulated depreciation ~ {34,071,804) {908,197) - (34,980,001)
Total capital assets, being depreciated, net 6,128,822 85,450 1,053,196 7,267,468 -
Hospital capital assets, net $ 6,708,318 $ 4,339,119 3 - $ 11,047,437
14




MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
{d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 5. Capital Assets (Continued)

Capital assets activity as of and for the year ended May 31, 2009, is as follows:

‘ Transfers
May 21, and May 31,
2008 Additions Disposals 2009
Capital assets, not being depreciated ‘
Land $ 272384 $ 75740 $ (7.828) $§ 341,296
Construction in progress 444 464 726,883 (933,147} 238,200
Total capital assets,
not being depreciated 716,848 803,623 (840,975) 579,496
Capital assets, being depreciated
Land inprovements 625,500 - - 625,500
Buildings 14,426,991 15,051 734,253 15,176,295
Equipment S 23,781,501 585,179 32,151 24,398,831
Total capital assets,
being depreciated 38,833,992 600,230 766,404 40,200,526
Less: accumulated depreciation ~ (33,322,114) (869,827) 120,137 {34,071,804)
Total capital assets, being depreciated, net 5,511,878 (269,597) - 886,541 5,128,822
Hospital capital assets, net - $ 6228726 § 534026 § (54434) $ 6708318

The Hospital leases certain major movable and other immovable equipment under
operating leases and capifal leases. Refer to Note 6 for amounts relating to these

leases.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1

(d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 6. Long-Term Liability and Subsequent Refinancing Activity
Long-term liability activity as of and for the years ended May 31, 2010 and 2009, was as
follows:
May 31, May 34, Due Within  Long-Term
2008 Additions Reductions 2010 One Year Portion
Bonds payable and capital leases
Hospital revenue bonds, )
Series 1997 $ 1,524,851 § - $ (1,624,861) $ - $ - § -
Hospital revenue bonds,
Series 2008A 4818320 - {49,259) 4,569,061 52404 4,516,657
Hospital revenue bonds,
Series 2009 - - 5,012,394 - 5,012,394 . 78,658 4,933,736
Certificate of indebtedness,
Series 2009 700,000 - (577,220) 122,780 122,780 -
Capital lease obllgations 308,806 1,102,108 (219,290) 1,192,722 348,008 843,716
Total bonds payable
and capital leases 7,153,077 .5 6.,114.500 2,370,620 10,896,957 502,848 10,294,109
May 31, May 31, Due Within  Long-Term
2008 Additions Reductions 2008 One Year Portion
Bonds payable and capital leases -
Hospital revenue bonds,
Series 1997 ) $ 1892361 § - $ [(387,510) % 1,524B51 § 387,237 § 1137614
Hospitzl revenue bonds,
Series 2008A - 4,643,050 (24,730) 4.618,320 48,628 4,569,692
Centificate of indebtedness,
Series 2007 2,000,000 - (2,000,000} - - -
Certificate of indebtedness,
Sernes 2009 - 700,000 - 700,000 700,000 -
Capital lease obligations 629,830 333,852 {653,776) 309,808 38,558 271,348
Total bonds payable
and capilal leases i 4522191 § 5,876!902 $ (3,046 016} _$ 7 153!077 $ 1174423 $ 5,978,654
Long-term debt as of May 31, 2010 and 2008, consisted of the following:
2010 2009
Hospital revenue bonds, Series 1997 A) $ - $ 1,524,851
Hospital revenue bonds, Series 2008A (B) 4,569,061 4,618,320
Hospital revenue bonds, Series 2009 {C) 5,012,394 -
Revenue anticipation notes, Series 2009 and prior {D) 122,780 700,000
Capital lease obligations (E) 1,192,722 309,906
10,896,957 7,153,077
Less: current maturities (602,848) (1,174 423)
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MOREHOUSE PARISH HOSPITAL SERVICé biSTRICT NO. 1
(d/bfa MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements |

Note 6. Long-Term Liability and Subsequent Refinancing Activity (Continued)

Long-Term Debt Details
(A) The Hospital Revenue Bonds, Series 1997, were term bonds with an annual interest

rate of 5.24%. Payment of the scheduled principal and interest on these bonds was
due in monthly installments of $38,159. The 1987 Revenue Bonds were obligations
of the Hospital secured by a pledge of the Hospital's revenue. Under the terms of
the bond indenture, the Hospital was required to maintain, among other provisions, a
specified minimum debt service coverage ratio. The Hospital was in compliance with
the specified debt service coverage ratioc as of May 31, 2010. The Series 1997
bonds were refunded on November 3, 2009, upon issuance of the Bond Anticipation
Note, Series 2009 as detailed below.

{B) As a component of its plan for physical plant improvements, other capital assets
acquisition, and overall financial restructuring, on September 26, 2008, the
Hospital issued a Taxable Hospital Revenue Bond (USDA-90% Guaranteed), Series
2008A in the amount of $4,643,050 as authorized by a resolution enacted
September 24, 2008. The bond matures September 26, 2037 and is secured by (i)
an irrevocable pledge and assignment of the net revenues (as defined in the bond
resolution) of the Hospital; (ii) a first mortgage on the Hospital; and (jii) a first security
interest in equipment (as defined in the Bond Resolution). The pledge of net
revenues was subject to the lien of the existing outstanding debt obligations detailed
above prior to the refunding of those obligations in November 2009. The bond is
guaranteed by the United States Department of Agriculture-Rural Development-
Business and Cooperative Programs at a rate of 90% of the principal and interest of
any loss that might occur, subject to stipulated conditions. The proceeds from the
issuance are being used to settle certain existing accounts payable, accrued
expenses and capital lease obligations of the Hospital. Terms of scheduled
repayment require a total of 348 payments due on the first of each month. Payments
begin October 1, 2008 and are currently scheduled in the amount of $32,767. The
issue bears interest at a fixed rate of 7.5% through October 1, 2014. Beginning
October 2, 2014, the interest rate will switch to a variable rate and the amount of the
monthly payments will be adjusted as required. The Bond is subject to optional
redemption by the Hospital at redemption processes and dates as defined in the
bond resolution.

The bond resolution contains a number of restrictive covenants including a 1.2 to 1.0
current ratio, and a debt to tangible net worth of the Hospital not to exceed 9.0 to 1.0
ratio as determined in accordance of Generally Accepted Accounting Principles. As of

May 31, 2010, the Hospital was in compliance with all of the restrictive covenants
included in the bond resolution.

(C) The Hospital anticipates to issue $7,874,000 of additional parity bonds (Series B
Bonds) to be purchased directly by the United States Department of Agriculture
Rural Development-Community Facilities Program for the purposes of constructing
and acquiring improvements, extensions and replacements to facilites and the
advance refunding of existing long-term debt obligations. Interim financing
obligations in anticipation of the Series B issuance will also be issued on a parity with
the Series A issue.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1

* (d/b/la MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 8. Long - Term Liability and Subsequent Refinancing Activity (Continued)

Long-Term Debt Details (Continued)
The Hospital board passed resolutions 'to issue $7,874,000 of Bond Anticipation Notes,

Series 2009 (the Notes) to provide the interim financing prior to the issuance of the
Series B Bonds described in the preceding paragraph. These Notes will be utilized
for the purposes stated above and will be retired upon the issuance of the Series B
Bonds; currently anticipated in November 2010. The first Note Issuance was on
November 3, 2009 in the amount of $1,230,000 and was used to refund, in their entirety,
the Series 1997 Hospital Revenue Bonds, detailed in (A) above, and pay other project
related costs. As of May 31, 2010, the Notes issued totaled $5,012,394. The Notes bear
interest at a variable rate, which shall accrue and become payable at maturity. The
Notes are subject to mandatory redemption upon issuance of the Series B Bonds.

The Notes are secured by and payable solely from the proceeds of the Series B Bonds,
the income and revenues of the Hospital, and the Multiple Indebtedness Mortgage and
Security Agreement previously filed in connection with the issuance of the Series 2008A
bonds discussed above, ‘

As of May 31, 2010 and 2009, the Hospital had capitalized $306,457, for debt issue
costs in connection with the issuance of the debt obligations. Amortization of these
costs is anticipated to begin upon iss uance of the Series B Bonds.

(D) The Hospital adopted a resolution during February 2009, issuing $700,000 of
certificates of indebtedness (revenue anticipation notes), Series 2009, dated
February 5, 2009, secured by and payable from a pledge of all revenues accruing to
the Hospital for the calendar year ending December 31, 2009. The obligation
matures June 1, 2010. The previous (Series 2008) $2,000,000 obligations matured
and were retired during the fiscal year ended May 31, 2009. The 2008 issue bore
interest at 6.00% per annum. The interest per annum on the 2009 issue will not
exceed 8.00% per annum and is payable upon m aturity.

(E) The Hospital entered into capital leases for various types of equipment. Under the
terms of the leasing arrangements, the Hospital is obligated to pay a monthly rental
payment over the primary terms of the leases, which initially ranged from three to
seven years. -

On May 27, 2010, the Hospital adopted a resolution for incurring of debt and issuance of
$1,500,000 of Certificate of Indebtedness, Series 2010. The proceeds from the
issuance will be used for the purpose of paying Hospital current expenses including cost
of operation and maintenance of Hospital facilities. The issue bears interest at a fixed
rate of 4% and matures May 1, 2011. As of May 31, 2010, there was a $-0- balance on
the issuance. In June 2010, the Hospitai drew the entire $1,500,000.

18




MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/bla MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 6.

Long-Term Liability and Subsequent Refinancing Activity (Continued)

Long-term debt principal and interest maturities, inclusive of capital leases, as of
May 31, 2010, are as follows:

Year ending May 31; . Principal Interest
2011 ‘ $ 602,848 $ 546,672
2012 414,947 609,161
2013 - 441,335 582,773
2014 ' 469,532 554,576
2015 ' 348,360 520 474

Thereafter 8,619,936 6,473,739
Total $ 10896957 § 9,296,395

The scheduled debt service of the Series B bonds is currently unknown, the maturities
reflected above are expected to reasonably approximate future principal and interest
debt service requirements. .

The future minimum rental commltments payable as if May 31, 2010, on capital lease
obligations are as follows: ,

Year ending May31: ' Amount
2011 : $ 416,567
. 2012 271,584
2013 271,584
2014 271,584
2015 125,310
Thereafter 21,205
Total minimum lease payments 1,377,834
Less: amount representing interest (185,112)
Present value of minimum lease payments $ 1,192,722
E —

During the year ended May 31, 2009, the Hospital used a portion of the proceeds of the
Series 2008A bond issuance to acquire a substantial amount of equipment that was
previously held under capital lease obligations. The cost of all leased assets included
under the equipment caption on the balance sheet totaled $1,220, 958 and $333,852, at
May 31, 2010 and 2009, respectively. The related accumulated amortization was
$227.299 and $31,795 at May 31, 2010 and 2009, respectively.

The Hospital has also entered into various cancelable operating leases for equipment.

Operating lease expense was approximately $101,354 and $169,497, for the years
ended May 31, 2010 and 2009, respectively.

<
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'MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/la MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements |

Note 7. Employee Retirement Plans

The Hospital sponsors two pension plans. Under the provisions of the Hospital's pension
plan documents, the Hospital is required to contribute 7.5% of the eligible employee's
salary and 7.5% of the non-eligible employee's salary annually. The plans provide for the
contributions (and interest allocated to the employee's account) to become partially

" vested after three years of continuous employment and fully vested after seven years of
continuous employment. '

The unvested portion of an account of an employee who terminates employment before
becoming fully vested is used to reduce the Hospital's current year contribution. The
Hospital's required contribution was $636,353 for 2010, and $606,382 for 2009.

Contributions made during the periods for the plans discussed above were $606,382
and $1,690,821, in 2010 and 2009, respectively. The Hospital's contribution payable
related to the plan of $636,353 and $606,382 at May 31, 2010 and 2009, respectively, is
included in accounts payable and accrued expenses on the accompanying balance
sheets. Total payroll for all employees was $9,214,802 and $8,714,619, for the years
ended May 31, 2010 and 2009, respectively. Substantially all empioyees of the Hospital
are covered by the plan discussed above.

The Hospital established the Morehouse General Hospital Tax Deferred Savings Plan.
This plan, which qualifies as a tax-sheltered annuity plan under Section 403(b) of the
Internal Revenue Code, covers all employees who elect to participate. The plan allows
participants to defer a portion of their annual compensation. The amount of annual
contributions to the plan by participants is subject to certain limitations as defined in the
plan agreement. The participants .vest 100% immediately in their contributions and
investment earnings of the plan. The plan agreement allows discretionary employer
contributions to be made to the plan. No employer contributions were made during the
years ended May 31, 2010 and 2009.

Retirement expense, net of forfeitures, related to the above plans included in salaries
and benefits in the accompanying statements of revenues, expenses, and changes in
net assets was $636,353 and $606,382, for the years ended May 31, 2010 and 2009,
respectively.

Note 8. Commitments and Contingencies

The Hospital is a defendant in a number of legal actions arising in the ordinary course of
business. While the final outcome cannot be determined at this time, management is of
the opinion that the ultimate liability, if any, from the final resolution of these matters will
not have a material effect on the Hospital's financial statements. The Hospital has been
named a defendant in lawsuits alleging medical malpractice. Since November 4, 2002,
the Hospital has been self-insured for individual claims up to $100,000. For individual
malpractice claims in excess of $100,000, the Hospital participates in the State of
Louisiana Patient Compensation Fund (the "Fund"). The Fund provides malpractice
insurance coverage on a claims-made basis for claims up to the statutory maximum
exposure of $500,000, which currently exists under Louisiana law, plus interest and
future medical costs. The Hospital has purchased additional malpractice insurance
providing coverage up to $900,000 in the agg regate.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
{d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 8. Commitments and Contingencies (Continugd)

The Hospital has purchased commercial insurance that provides first-dollar coverage for
workers' compensation claims and health insurance claims.

Nota 9. Government Regulations

The health care industry is subject to numerous laws and regulations of federal, state,
and local governments. These laws and regulations include, but are not necessarily
limited to, matters such as licensure, accreditation, and government health care program
participation requirements, reimbursement for patient services, and Medicare and
Medicaid fraud and abuse. Government activity has increased with respect to
investigations and allegations conceming possible violations of fraud and abuse statutes
and regulations by health care providers in recent years.

Violations of these laws and regulations could result in expulsion from government
health care programs, together with the imposition of significant fines and penalties, as
well as significant repayments for patient services previously billed. Management
believes that the Hospital is in compliance with fraud and abuse as well as other
applicable government laws and regulations. While no material regulatory inquiries have
been made, compliance with such [aws and regulations can be subject to future
government review and interpretation as well as regulatory actions unknown or
unasserted at this time. '

Legislation and regulation at all levels of government have affected and are likely to
continue to affect the operation of the Hospital. Federal health care reform legislation
proposals debated in Congress in recent years have included significant reductions in
Medicare and Medicaid program reimbursement to hospitals and the promotion of a
restructured delivery and payment system focusing on competition among providers
based on price and quality, managed care, and steep discounting or captivated payment
arrangements with many, if not all, of the Hospital's principal payors.

It is not possible at this time to determine the impact on the Hospital of government
plans to reduce Medicare and Medicaid spending, government implementation of
national and state health c are reform, or market-initiated delivery system and/or payment
methodology changes. However, such changes could have an adverse impact on
operating results, cash flows, and estimated debt service coverage of the Hospital in
future years. The Health Insurance Portability and Accountability Act ("HIPAA") was
.enacted August 21, 1996, to assure health insurance portability, reduce health care
fraud and abuse, guarantee security and privacy of health information, and enforce
standards for health information. Organizations were required to be in compliance with
certain HIPAA provisions beginning in April 2004. Provisions not yet finalized are
required to be implemented two years after the effective date of the regulation,
Organizations are subject to significant fines and penalties if found to be not compliant
with the provisions outlined in the regulations.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
{d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 10. Concentrations of Credit Risk

The Hospital grants credit without collateral to its patients, most of who are local
residents and are insured under third-party payor agreements. The mix of receivables
due from patients and third-party payors was as follows for May 31"

_2010 2009
Medicare 40% 38%
Medicaid 20 23
Managed Care 9 12
Self-Pay : 31 27

Note 1. Cooperative Endeavor Agreement

Effective May 23, 2008, the Hospital entered into a cooperative endeavor agreement
with Morehouse Community Medical Centers, Inc. (MCMC), a domestic corporation
organized under the laws of the State of Louisiana which serves to operate a health
center to deliver preventative and primary care to patients regardless of their ability to
pay. MCMCI, like the Hospital, was formed for the sole purpose of serving the public
interest of providing and delivering healthcare services to the citizens of northeast
Louisiana. The considerations exchanged by each entity with the other are asserted to
be proportionately equivalent, when the consideration paid is compared to the benefit
received. Both the Hospital and MCMCI further show that the consideration paid, and
the benefits received by each ultimately inure to the benefit of the public and public
interest. .

Under the terms of the agreement the Hospital provides human resources and payroll
services, general accounting, purchases and material management, and facility and
custodial services to MCMCI on a monthly basis in exchange for a monthly
reimbursement of $5,196. '

Additionally, the Hospital has supplied MCMCI with medical and administrative staffing
during its first year of operations. These services were billed to MCMCI at the cost of
the individual salaries and related benefits. Finally, two clinic buildings were leased to
MCMCI. The facilities used by MCMCI for operation of the pediatric and family medicine
clinics are leased from the Hospital for a total combined rental of $26,980 per year. As
of May 31, 2010 and 2009, the Hospital had receivables of $226,338, due from MCMCI
in connection with this agreement and included as a component of “other assets” on the
balance sheet. The agreement was terminated in November 2007 and the Hospital is
pursuing payment for the remaining balance from MCMCI. As of May 31, 2010, the
Haspital has set up of reserve for the entire outstanding receivable balance.

Note 12. Property Tax Revenue
In October 2007, the voters of Morehouse Parish, Louisiana approved a five year, five-

millage property tax to be levied on the 2007 tax roll on all property subject to taxation by
the Morehouse Parish Hospital Service District. .
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
{(d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 12. Property Tax Revenue (Continued)

This important component of the Hospital's fiscal recovery plan is currently estimated to
provide annual tax revenues estimated at $673,000 and is to be used by the hospital for
operations and maintenance. During fiscal year 2010, the Hospital received property tax
revenues in the amount of $715,819.

Note 13. Investment in Affiliate

In March of 2007, the Hospital sold the license for its home health: unit and received
proceeds of $468,750 in connection with the sale. In addition to the cash proceeds, the
Hospital received a 25% ownership interest in the newly formed entity, Trucare Home
Health LLC (the LLC). The Hospital accounts for this investment under the equity
method of accounting. As of May 31, 2009, the Hospital recorded an asset on its
balance sheet for its investment interest in the LLC in the amount of $204,112.

In September of 2009, the Hospital acquired an independent valuation of the Hospital's
25% ownership interest in the LLC which was utilized in conjunction with sale of the
Hospital's ownership interest in the LLC. The independent valuation determined the fair
market value of the Hospital's 25% non-marketable, non-controlling ownership interest in
the LLC as of June 30, 2009 to be $239,061. In October of 2009, the Hospital sold their
remaining 25% ownership interest for $239,061. In addition, the Hospital was paid
$34,961 for the repayment of the loan and interest from the LLC.

Note 14. New Governmental Accounting Standards Board {GASB) Statements and
Pending Pronouncements

During the year ended May 31, 2010, the Hospital adopted the following new
pronouncements issued by the Governmental Accounting Standards Board, which had
no significant effect on the Hospital' s financial statements:

- Statement No. 51, Accounting and Financial Reporting for Intangible Assets, issued July
2007, was effective for the Hospital beginning with its year ending May 31, 2010. This
Statement provides guidance regarding how to identify, account for and report intangible
assets. The new standard characterizes an intangible asset as an asset that lacks
physical substance, is non-financial in nature, and has an initial useful life extending
heyond a single reporting period.

Statement No. 52, Land and Other Real Estate Held as Investments by Endowments,
issued June 2008, was effective for the Hospital with its year ending May 31, 2010. This
Statement establishes consistent standards for the reporting of land and other real
estate held as investments by essentially similar entities.

Statement No. 55, The Hierarchy of General Accepted Accounting Principles for State
and Local Governments, issued March 2009, was effective for the Hospital with its year
ending May 31, 2010. The objective of this statement is to incorporate the hierarchy of
generally accepted accounting principles (GAAP) for state and local governments into
the Governmental Accounting Statements Board's (GASB) authoritative literature.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRIGT NO. 1
{d/bla MOREHOUSE GENERAL HOSPITAL)

Notes to Basic Financial Statements

Note 14. New Governmental Accounting Standards Board (GASB) Statements and

Pending Pronouncements {(Continued) .
Statement No. 56, Codification of Accounting and Financial Reporting Guidance
Contained in the AICPA Statement of Auditing Standards, issued March 2009, was
effective for the Hospital with its year ending May 31, 2010. The objective of the
statement is to incorporate into the Governmental Accounting Standards Board's
(GASB) authoritative literature certain accounting and financial reporting guidance
presented in the American Institute of Certified Public Accountants Statements on
Auditing Standards.

As of May 31, 2010, the Governmental Accounting Standards Board has issued several
statements not yet implemented by the Hospital. The Statements which might impact
the Hospital are as follows: _

Statement No. 53, Accounting and Financial Reporting for Derivative Instruments, issued
June 2008, will be effective for the Hospital with its year ending May 31, 2010. This
Statement addresses the recognition, measurement, and disclosure of information
regarding derivative instruments entered into by state and local governments.

Statement No. 54, Fund Balance Reporting and Government Fund Type Definitions,
issued March 2009, will be effective for the Hospital with its year ending May 31, 2011.
The objective of this statement is to enhance the usefulness of fund balance information
by providing clearer fund balance classifications that can be more consistently applied
and by clarifying the existing governmental fund type definitions.

Statement No. 57, OPEB Measurements by Agent Employers and Agent Multiple-
Employer Plans, issued December 2009, will be effective for the Hospital with its year
ending May 31, 2013. The objective of this statement is to address issues related to the
use of the altemative measurement method and frequency and timing of measurements
by employers that participate in agent multiple-employer other postemployment benefit
{OPEB) plans (that is, agent employers).

Statement No. 58, Accounting for Financial Reporting for Chapter 9 Bankruptcies, issued
December 2009, will be effective for the Hospital with its year ending May 31, 2011. The
objective of this statement is to provide accounting and financial reporting guidance for
governments that have petitioned for protection from creditors by filing for bankruptcy
Chapter 9 of the United States Bankruptcy Code. [t requires governments to remeasure
liabilities that are adjusted in bankruptcy court confirms (that is, approves) a new
payment plan.

Statement No. 59, Financial Instruments Omnibus, will be effective for the Hospital with
its year ending May 31, 2012. The objective of this statement is to update and improve
existing standards regarding financial reporting and disclosure requirements of certain
financial instruments and external mvestments pools for which significant issues have
been identified in practice.

The Hospital's management has not yet determined the effect these Statements will
have on the Hospital's financial statements.
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Independent Auditor's Report
on Supplementary Information

To the Board of Commissioners

Morehouse Parish Hospital Service District No. 1
(d/bfa Morehouse General Hospital)

Bastrop, Louisiana

Our report on our audits of the basic financial statements of Morehouse Parish Hospital Service
District No. 1 (d/b/a Morehouse General Hospital) (the Hospital) for the years ended
May 31, 2010 and 2009, appears on page 1. These audits were conducted for the purpose of
forming an opinion on the basic financial statements taken as a whole. The supplementary
information shown on pages 26 - 29 is presented for purposes of additional analy sis and is not a
required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial s tatements taken as a whole:

3 +
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A Professional Accounting Corporation

October 26, 2010
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/bia MOREHOUSE GENERAL HOSPITAL)

Schedule of Board of Commissioners and Compensation
For the Year Ended May 31, 2010

: Total
Commissioner i Paid
Mike Wooden ((;hainnan)/ - 7 $ 480
Bobby Nugent | 480
Dbrothy Thomas . ‘ 320
Alfred Twymon ' 160
Mike Costello . ' . 80
Nimlleﬁe IR;eIeford _ 80
Dr. C\arter Cox -

Total | - $ 1,600

See independent auditor’s report on supplementary information.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/bla MOREHOUSE GENERAL HOSPITAL) '
Schedule of msurance Coverages

For the Year Ended May 31, 2010

MAJOR LIMITS POLICY
COVERAGE OF LIABILITY DEDUCTIBLE POLICY PERIOD INSURANCE CARRIER  NUMBER
Professional / General Liability
Each Qccurrence Limit $1,000,000.00 $500,000.00 11/01/09-11/01/10] Homeland Insurance MPP-2671-09
lAnnua!l Aggregate Limit $3,000,000.00 $500,000.00 Co. of NY
Personal & Advertising Injury Limit $1,000,000.00 $50,000.00
Products / Completed Operations
Aggregate Limit Included $50,000.00
Fire Legal Liability $50,000.00 $50,000.00
Medical Payments ~ Off Premises Care
Per Person Excluded
Per Accident Excluded
Retroaciive Date. Prof - 11/01/2005
GL - 11/01/2005
Physicians:
Dr. Janos Gouth Retro Date: 1/16/07 $1M/$3M $25,000.00
Dr. John Peter Robert, Retro Date: 11/1/08 $1M/E3M $25,000.00
Employee Benefits Liability Retro Date:
11/01/07 $IM/S3M $1,000.00
Claims Expense ingide the Limit of Liability
Excess Professional Liability _
Each Occurrence Limit N/A
[Annual Aggregate Limit
Umbrella Policy
Excess Professional / General Liability,
Auto and Employers’ Liability N/A
Retroaclive Date:
Directors & Officers Liabllity R
Liability Limit (A & B} $2,000,000.00 $0/$25,000 05/31/09 Travelers 104426170D
Entity Coverage (C) Included $25,000 to Casualty &
Employment Practice Liability $2,000,000 $50,000 05/31/2010 Surety
EMTALA Coverage $250,000.00 Company of
Excess Benefit Transaction Tax $50,000.00 America
Regulatory Action: 25% Coinsurance $250,000.00 $100,000
Pending & Prior Proceeding Date: 5/31/20 03
Continuity Date: 5/31/09
Directors & Officars Liability continued
HIPAA Viclation Coverage $50,000
[Third Party Liability EXCLUDED EXCLUDED
Internal Revenue Code Violation $100,000
Anti-Trust 25% co-ins. $2,000,000 $100,000
Property Damage
Direct Damage / Real and 03/01/10-03/01/11 The DZG80917121
Personal Property $43,899,328 $5,000 . Amarican
Business Loss of Income $22,100,000 $5,000 Ins. Co.
Extra Expense $5,000,000 $5,000
Earthquake $50,000,000 $25,000
Flood Excluded at Main Hospital
All Other: $3,508,772 $25.000

See independent auditor’s report on supplementary information.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/a MOREHQUSE GENERAL HOSPITAL) -
Schedule of Insurance Coverages {Continued)
For the Year Ended May 31, 2010

-~

MAJOR LIMITS POLICY
COVERAGE OF LIABILITY DEDUCTIBLE POLICY PERIOD INSURANCE CARRIER  NUMBER
(Equipment Breakdown)
Direct Damage / Real and 03/01/10-03/01111 The DZGa0e17121
Personal Properly $66,099,328 $10,000 American
24 hrs after time of Ins. Co,
Businese.-. Interruption / Extra Expense/Service Included blec;s;s r: ;g:cherfo
Interruption company,
whichever is later
Parishable Stock $10,000,000 >
Hazardous Substance $250,000
Expediting Expense Included
Data Restoration $50,000
[Automobile and/or Ambulance Liability
Liability Limit $1,000,000 CSL N/A 03/04/10-03/04/11 Fireman's MZAB0277806
Hired and Non-Owned Liability $1,000,000 CSL Fund
Medical Payments $5,000 Ins. Co.
Uninsured / Underinsured Molorist $1,000,000 CSL
iAutomobile and/or Physical Damage L
Comprehensive ACV $500 03/04/10-03/04/11 Fireman's MZA80277806
Collision $500 7 Ambulance Fund
$1,000 ins. Co.
Non-Owned / Hired Car Physical Damage $500
Rental Reimbursement $1,500 for a period of 24 hour
45 days or less
4]
Employes Theft - A1 $750,000 $10,000 1110811111 Travalers 105200484
hird Party Liability - A3 Excluded Excluded Casualty &
Forgery of Alteration - B $750,000 $10,000 Surety
heft, Disappearence & Destruction - C&D $750,000 $10,000 Company of
Money Crders & Counterfeit Currency - E Excluded Excluded America
Computer Fraud - F1 ‘ $750,000 -$10,000
Funds Transfer - G $750,000 $10,000
Claims Expense - | 5000 $ -
Travelers Casualty
$1,000,000 $ - 11/11/09-11/11/11] & Surety Co of America | 105209484
Travelers Casualty
$500,000 $ - 11/11/09-11/11/11] & Surety Co of America | 105209484
$1,000,000 $ - 11110 - 11111 LCTA 19926
$1,000,000 $ .
$1,000,000 3 -
Experience Mod. - .89

See independent auditor’s report on suppiementary information.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/bfa MOREHOUSE GENERAL HOSPITAL)

Schedule of Designated Cash and Investment Fund Activity
For the Year Ended May 31, 2010 ‘

Beginning  Series 1997 Series 2008 Ending
Balance Bond Bond Balance
May 31, 2008 Deposits Deposits Eamings _ Withdrawls _ Transfers . May 31, 2010

By board for specific purposes:
Cerlificates of deposit : $ 250,000 % - $ - 5 - $ (125000) § - $ 125,000
Trusteed funds (principally interest bearing
cash and certificates of deposits}: _
Debt service fund . 40,117 267,113 - 23 . (305,272) - 1,981
Debt service reserve fund 478,327 - 19,656 570 - {457.911) 40,642
Litigation reserve fund 51,500 - - - - - 51,500
Depreciation reserve fund 108,349 9,540 30,000 330 - - 148,219
678,293 276,653 49,656 923 (305,272} (457,911) 242,342
Total designated cash and investments: $ 928293 § 276653 $ 49656 3 923 3§ (430,272) $(457911) $ 367,342
Notes:

Interest earned from litigation reserve fund is deposited to general fund (hospital reverue fund).

Debt service reserve fund transfers were for debt service in June 2009 and January 2010.

Debt service reserve funds deposits related to Series 2008 Bond requirements consist of 12 deposits of $1,638.35.
Depreciation raserve fund deposits realted to Series 2008 Bond requirements consist of 10 deposits of $2,500.00.

See independent auditor’s report on supplementary information.
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CERTIFEED PUMIC ACCOUNTANTS

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH

" GOVERNMENT AUDITING STANDARDS

To the Board of Commissioners

Morehouse Parish Hospital Service District No. 1
{d/bfa Morchouse Gener al Hospital)

Bastrop, Louisiana

We have audited the basic financial statements of Morehouse Parish Hospital Service District
No. 1 (d/b/a Morehouse General Hospital) (the Hospital) as of and for the year ended
May 31, 2010, and have issued our report thereon dated October 26, 2010. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered the Hospital's internal controi over financial

reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Hospital internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Hospital's internal control.

A deficiency in internal control exists when the design or operation of a contrel does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis.

A material weakness is a deficiency, or combination of significant deficiencies, in intemnal
control, such that there is a reasonable possibility that a material misstatement of the Hospital's
financial statements will not be prevented, or detected and cor rected on a timely basis.

QOur consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in the internal control that might be significant deficiencies and, accordingly, would not
necessarily disclose all significant deficiencies that are also considered to be material
weaknesses. However, we identified a certain deficiency in internal control that we consider to
be a significant deficiency. We consider the deficiencies 2010-01 and 2010-02 described in the
accompanying Schedule of Findings and Questioned Cos ts to be significant deficiencies.

30

T Vererans Mesorian Bouievagn, Sune M, Metais, LA 70005+ S04,B35.5522 « Fax 5048355538
3160 Vittace Waik, Suisn 300, Covieoron, LA 70433.4012 « OBS3 8925850 + FaX 985.892.39506
Tows HALL WesT, HIUH0 PERKINS ROWE, S1e 200, BaTOx ROUGE, LA TORIU.1797 - 2252965150 « FaX 225.24n 5151

WWW L APORTE.CONM

RSM McGladrey Network

B pydecmndanty Dyned Nember




A significant deficiency, or combination of deficiencies, in internal control that is less severe than
a material weakness, yet important enough to merit attention by those charged with
governance. However, we believe the significant deficiencies referred above are not material
weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Hospital's basic financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, non-compliance with which
could have a direct and material effect on the determination of financial statement amounts.
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 did not

disclose any instances of non-compliance that is required to be reported under Government
Auditing Standards.

We noted certain other matters that we reported to management in a separate letter dated
October 26, 2010.

This report is intended for the information of the Board of Commissioners, management, and the
Legislative Auditor of the State of Louisiana, and is not intended to be and should not be used
by anyone other than these specified parties. Under Louisiana Revised Statute 24:513, this
report is distributed by the Legislative Auditor of the State of Louisiana as a public document.

b oa ; w/j’ - -
Lt Bt Komye iy
A Professional Accounting Corporation

v

October 26, 2010
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CERTIHIED PUBLIC ACCOUNTANTS

REPORT ON COMPLIANCE WITH REQUIREMENTS THAT COULD HAVE A
DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL
CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Commissioners

Morehouse Parish Hospital Service District No. 1
(d/b/a Morehouse General Hospital)

Bastrop, Louisiana

Compliance

We have audited the compliance of Morehouse Parish Hospital Service District No. 1 (d/b/a
Morehouse General Hospital) (the Hospital) with the types of compliance requirements described
in the U. S. Office of Management and Budget (OMB) Circular A-133, Compliance Supplement
that would have a direct and material effect on each of its major federal programs for the year
ended May 31, 2010. The Hospital's major federal programs are identified in the summary of
auditor's results section of the accompanying Schedule of Findings and Questioned Costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of
its major federal programs is the responsibility of the Hospital's management. Our responsibility is
to express an opinion on the Hospital's compliance based on our audit. .

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the Hospital's compliance
with those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our

audit does not provide a legal determination on the Hospital's compliance with those
requirements.

In our opinion, the Hospital complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended May 31, 2010,
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Internal Control Over Compliance
The management of the Hospital is responsible for establishing and maintaining effective intemal

control over compliance with requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing our audit, we considered the Hospital's intemal
control over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purpose of expressing our
opinion on compliance and to test and report on internal control over compliance in accordance
with OMB Circular A-133, but, not for the purpose of expressing an opinion on the effectiveness of
intemnal control over compliance. Accordingly, we do not express an opinion on the effectiveness
of the Hospital's internal control over compliance.

A deficiency in an entity's internal control over compliance exists when the desigh or operation of
a control over compliance does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect and correct noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and comrected, on
a timely basis.

Qur consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control
over compliance that might be deficiencies, significant deficiencies or material weaknesses. We
did not identify any deficiencies in internal control over compliance that we consider to be material
weaknesses, as defined above.

This report is intended solely for the information of the Audit Committee, Board of
Commissioners, management, Louisiana Department of Health and Human Services, and the
Legislative Auditor of the State of Louisiana, and is not intended to be, and should not be, used by
anyone other than these specified parties. Under Louisiana Revised Statute 24:513, this report is
distributed by the Legislative Auditor as a public document.

el b K prityy
A Professional Accounting Corporation

October 26, 2010
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
{(d/b/fa MOREHOUSE GENERAL HOSPITAL)

Schedule of Expenditures of Federal Awards

For the Year Ended May 31, 2009

. Faderal
Federal Revenue/
Federal Grantor/Pass-Through Grantor CFDA Pass-Through Expenditures
Program Title Number Entity No. Recognized
U.S. Department of Agriculture
Direct Award
Business and Industry Guaranteed Loan Program 10.768 NA $ -
Community Facilities Loans and Grants Program 10.766 : NA 5,012,394
Total U.S. Department of Agriculture 5,012,394
Total Expenditures of Federal Awards $ 5012394
]

CFDA = Catalog of Federal Domestic Assistance

See accompanying notes to schedule of expenditur es of federal awards.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/a MOREHOUSE GENERAL HOSPITAL)

Notes to Schedule of Expenditures of Federal Awards

Note 1. Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal grant
activity of the Hospital and is presented on the accrual basis of accounting. The
information in this schedule is presented in accordance with the reqguirements of OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Therefore, some amounts presented in this schedule may differ from amounts presented
in, or used in the preparation of, the basic financial statements.

Note 2. USDA Business and Industry Guaranteed Loan Program

During the year ended May 31, 2009, the Hospital issued its Series 2008A taxable
revenue bond in the amount of $4,643,050. The bond matures September 26, 2037 and
is guaranteed by the United States Department of Agriculture-Rural Development-
Business and Cooperative Programs at a rate of 90% of the principal and interest for any
loss that might occur, subject to stipulated conditions. The proceeds from the issuance
are being used to settle certain existing accounts payable, accrued expenses and capital
lease obligations of the Hospital.

Note 3. USDA Community Facilities Loans and Grants Program

The Hospital anticipates issuing $7,874,000 of additional parity bonds (Series B Bonds)
to be purchased by the United States Department of Agriculture Rural Development-
Community Facilities Program for the purposes of constructing and acquiring
improvements, extensions and replacements to facilities and the advance refunding
of existing long-term debt obligations. Interim financing obligations in anticipation of
the Series B issuance will alsc be issued on a parity with the Series A issue. As of
May 31, 2010, the Notes issued totaled $5,012,394. Expenditures recognized on the
schedule of expenditures of federal awards in the amount of $5,012,394 represent the
total loan proceeds outstandi ng during the fiscal year ended May 31, 2010.
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
{d/b/a MOREHOUSE GENERAL HOSPITAL)

Schedule of Findings and Questioned Costs

I.  Summary of Independent -Auditor's Results
Financial Statements

Type of auditor's report issued: Unqualified

Internal control over financial reporting:

+ Material weakness identified? ) Yes X No

» Significant deficiency identified that is
not considered to be a material

weakness? X Yes None Reported
Noncompliance material to financial
statements noted? q Yes X No
Federal Awards

Internal control over major programs;

+ Material weakness identified? ) Yes X No
o Significant deficiency identified that
is not considered to be a material
weakness? Yes X None Reported

Type of auditor's report issued on compliance for major programs: Unqualified

Any audit findings disclosed that are

required to be reported in accordance with
section 510(a) of Circular A-1337? Yes X No

Identification of major programs

CFDA Number(s) Name of Federal Program or Cluster
United States Department of Agricuiture
10.766 Community Facilities Loans and Grants Program
Dollar threshold used to distinguish :
between Type A and Type B programs $ 300,000
Auditee qualified as low-risk auditee? Yes X No
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Schedule of Findings and Questioned Costs (Continued)

. Findings Related to the Basic Financial Statements
2010 - 11 Segregation of Duties - Purchasing

Condition: Our audit disclosed that one individual is responsible for entering purchase orders,
receiving inventory, and updating the ledger. This combination of duties represents a
concentration of incompatible functions and significantly increases the chance of an error or
irregularity going undete cted.

Cause: The Hospital has a limited budget available to maintain staffing levels to optimize
segregation of duties in certain areas. .

Effect: The condition results in a weakness in the Hospital's intemal controls over purchasing,
procurement and asset management.

Recommendation: We believe these are incompatible functions and suggest that these
functions be segregated among other employees to protect the assets of the organization.

Management Response and Corrective Action: We agree with the recommendation but
with the limited staff available and other available resources, a complete segregation of
duties may not be practical at this time.

Status - IN PROCESS

2010 - 02 Allowance for Contractual Adjustments and Doubtful Accounts

Condition: While the Hospital has a standard methodology in place to both analyze record
allowances for patient receivables on a monthly basis, certain classification errors in aged
receivable reports, and a trend to a higher proportion of uninsured payors have necessitated
substantial adjustment to those balances at year end. '

Cause: Controls to insure the accuracy of input data and update of assumptions used in the
calculation were not functioning as intended.

Effect: The condition results in a weakness in the Hospital's internal controls over financial
reporting.
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Schedule of Findings and Questioned Costs (Continued)

Recommendation: The allowance for contractual adjustments and the allowance for doubtful
accounts collectively represent the Hospital's estimate of the net realizable value of its patient
accounts receivable balances. The allowance for doubtful accounts in particular represents a
significant estimation process. While we recognize that the update of collection percentages
used in calculations may not be feasible on a monthly basis, we do recommend that
‘management formally review its contractual adjustments and bad debts historical data at least
quarterly to determine the proper percentage to be used in establishing the allowances. Over
time the collection rate for a particular outstanding balance diminishes. It's a common practice
to have a policy that requires that all balances be fully reserved a predetermined length of time
has elapsed. Six months is often used by many health care providers. implementation of such
a policy should help to conservatively reflect the balances of patient accounts receivable on the
Hospital’s balance sheet.

Management Response and Corrective Action: Contractual adjustment percentages are
reviewed on an ongoing basis to best approximate the allowance calculated each month.
This analysis is subject to additional review at the CFO level whenever a change in
reimbursement is evident; such as change of per diem, base rate for PPS etc. or when we
change our rates. We specifically reserved for a buildup in the Cost Report account
(which alternatively could have been recorded to receivables allowance) for the
outpatient Medicaid payments based on percentage of charges. We recognize the
importance of the estimation process in establishment of the bad debt allowance in an
attempt to conservatively and adequately reflect receivables at the net realizable value
and will continue to monitor the allowances established based on our estimate of
collectability. We believe a portion of the balances subject to the allowance provision
may be collectible, and plan to continue to aggressively pursue collection of all
recoverable balances regardless of age. We will monitor any needed change to our
methodology as the mix of payors continues to change.

lll. FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS

None
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1
(d/b/a MOREHOUSE GENERAL HOSPITAL)

Schedule of Prior Audit Findings

2009 - 01 Segregation of Duties - Purchasing

Condition: Our audit disclosed that one individual is responsible for entering purchase orders,
receiving inventory, and updating the ledger. This combination of duties represents a
concentration of incompatible functions and significantly increases the chance of an ermor or
irregularity going undetected.

Cause: The Hospital has a limited budget available to maintain staffing levels to optimize
segregation of duties in certain areas. .

Effect: The condition results in a weakness in the Hospltal s internal controls over purchasmg,
procurement and asset management.

Recommendation: We believe these are incompatible functions and suggest that these
functions be segregated among other employees to protect the assets of the organization.

Management Response and Corrective Action: We agree with the recommendation but
with the limited staff available and other available resources, a complete segregation of
duties may not be practical at this time.

Status ~ This condition has been repeated.in the current year as finding 2010-01.

2009 - 02 Compliance with Bond Resolution

Condition: We noted that the Hospital was not in compliance with Section 17 of the Bond
Resolution relating to the $4,643,050 Series 2008A Hospital Revenue Bonds requiring the
maintenance of restrictive covenants including a 1.2 to 1.0 ratio of current assets to current
liabilities. Subsequent to year end the Hospital obtamed a satisfactory waiver of this instance of
noncompliance. :

Cause: The Hospital maintained the required ratio however, recorded certain unplanned
liabilities associated with notification of adjustment of a prior year's receipt of Uncompensated
Care funding from the State Medicaid program, and a previously unrecorded final payment
associated with a prior year's equipment lease obligation.

Effect: The condition results in an instance of noncom pliance.

Recommendation: We recognize that liabilities such as those described above will arise, but
encourage management to continue its efforts to improve liquidity to minimize the impact of
such adjustments should they occur, and reduce the potential that these items will lead to
difficulties with maintaining compliance with covenants contained in the bond resolution.
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Schedule of Prior Audit Findings (Continued)

Management Response and Corrective Action: Management fully intends to comply

" with the requirements of all bond resolutions, but asserts that the unexpected timing of
the recognition of the obligations which lead to the noncompliance with the stated ratio
was difficult to predict or plan for. Management continues its efforts to increase the
liquidity and overall financial position of the Hospital and. believes it will be back in
compliance with this requirement upon receipt of the current Uncompensated Care
funding in November 2009 and the subsequent settlement of these obligations.

Status - Resolved
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