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Independent Auditor's Report 

To the Board of Commissioners 
Morehouse Parish Hospital Service District No. 1 
(d/b/a Morehouse General Hospital) 
Bastrop, Louisiana 

Report on the Financial Statements 
We have audited the accompanying basic financial statements of Morehouse Parish Hospital 
Service District No. 1 (d/b/a Morehouse General Hospital) (the Hospital) as of and for the years 
ended May 31, 2017 and 2016, and the related notes to the financial statements, which 
collectively comprise the Hospital's basic financial statements as listed in the table of contents. 

Management's Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these basic financial 
statements in accordance with accounting principles generally accepted in the United States of 
America; this includes the design, implementation, and maintenance of internal control relevant 
to the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor's Responsibility 
Our responsibility is to express opinions on these financial statements based on our audit. 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. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
basic financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgment, including the assessment of the risks of material misstatement of the basic financial 
statements, whether due to fraud of error. In making those risk assessments, the auditor 
considers internal control relevant to the entity's preparation and fair presentation of the basic 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control. Accordingly, we express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements. 
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our audit opinions. 

Opinions 
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, 2017 and 2016, and the respective 
changes in financial position and cash flows thereof for the years then ended, in accordance 
with accounting principles generally accepted in the United States of America. 

Emphasis of Matter 
As also noted in Note 1 to the financial statements, the 2016 financial statements have been 
restated to correct a previously reported amount. Our opinion is not modified with respect to 
this matter. 

Other Matters 
Required Supplementary Information 
Management has omitted management's discussion and analysis that accounting principles 
generally accepted in the United States of America require to be presented to supplement the 
basic financial statements. Such missing information, although not a part of the basic financial 
statements, is required by the Governmental Accounting Standards Board who considers it to 
be an essential part of financial reporting for placing the basic financial statements in an 
appropriate operational, economic, or historical context. Our opinion on the basic financial 
statements is not affected by this missing information. 

Other Reporting Required by Government Auditing Standards 
In accordance with Government Auditing Standards, we have also issued our report dated 
November 27, 2017, 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 internal control over financial reporting or on 
compliance. That report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering the Hospital's internal control over financial 
reporting and compliance. 

A Professional Accounting Corporation 

Metairie, LA 
November 27, 2017 



MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Statements of Net Position 
May 31, 2017 and 2016 

2017 2016 
Assets 
Current assets 

Cash and cash equivalents $ 6,543,064 $ 923, 698 
Patient accounts receivable, less allowance 

for uncollectible accounts of $5,874,530 in 2017 
and $4,808,743 in 2016 2,023,152 1 ,952, 694 

Inventories 654,794 789, 592 
Assets limited as to use, current portion 526,308 526, 308 
Prepaid expenses and other current assets 2,833,263 4 ,303, 260 

Total current assets 12,580,581 8 ,495, 552 

Non-current assets 
Assets limited as to use 636,166 543, 335 
Capital assets, net of accumulated depreciation 

of $34,436,267 in 2017 and $33,213,327 in 2016 9,472,461 10 ,154, 897 

Total non-current assets 10,108,627 10 ,698, 232 

Total assets $ 22,689,208 $ 19 ,193, 784 

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



MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Statements of Net Position (Continued) 
May 31, 2017 and 2016 

2017 
Restated 

2016 
Liabilities and net position 
Current liabilities 

Accounts payable 
Employee compensation and payroll tax liabilities 
Other accrued liabilities 
Estimated claims liability 
Settlements due to third-party payors 
Long-term debt reclassified as current - note 6 
Short-term certificate of Indebtedness 
Current portion of capital lease obligations 
Current portion of long-term debt 

$ 2,081,004 
852,454 

2,128,609 
389,671 
517,867 

1,340,380 
54,482 

716,253 

$ 1,294,599 
960,239 

3,121,591 
419,706 
199,486 

10,040,221 
1,005,380 

52,405 
782,946 

Total current liabilities 8,080,720 17,876,573 

Non-current liabilities 
Estimated claims liability 
Capital lease obligations, less current portion 
Long-term debt, less current portion 

306,902 
88,459 

10,798,300 

386,902 
142,721 

1,469,897 

Total non-current liabilities 11,193,661 1,999,520 

Total liabilities 19,274,381 19,876,093 

Net position 
Invested In capital assets, net of related debt 
Restricted 
Unrestricted 

1,811,709 
1,162,474 

440,644 

1,794,400 
1,161,409 
(3,638,118) 

Total net position 3,414,827 (682,309) 

Total liabilities and net position $ 22,689,208 $ 19,193,784 

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



MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Statements of Revenues, Expenses, and Changes in Net Position 
For the Years Ended May 31, 2017 and 2016 

2017 
Restated 

2016 
Operating revenues 

Net patient seivice revenues, net of provision 
for bad debts of $3,149,131 in 2017 and 
$5,811,437 in 2016 

Intergovernmental transfer-operating grant income 
Other operating revenue 

$ 23,236,364 
2,906,115 
1,123,015 

$ 20,548,303 
1,462,829 

900,158 

Total operating revenues 27,265,494 22,911,290 

Operating expenses 
Salaries and benefits 
Outside seivices 
Medical supplies and drugs 
Other operating expenses 
Other supplies 
Depreciation and amortization 
Insurance 

11,739,485 
6,985,944 
2,293,011 
2,226,334 

427,750 
1,192,236 

779,133 

13,880,463 
4,768,162 
2,238,768 
2,041,993 

551,574 
1,427,379 

800,164 

Total operating expenses 25,643,893 25,708,503 

Income (loss) from operations 1,621,601 (2,797,213) 

Non-operating revenues (expense) 
Investment earnings 
Ad Valorem tax revenue 
Grant revenue 
Oontributions 
Insurance proceeds 
Other gains 
Interest expense 

3,864 
1,775,110 

9,782 

1,164,653 

(477,874) 

2,639 
1,056,861 

74,719 
3,009 

114,341 
(425,822) 

Non-operating revenues, net 2,475,535 825,747 

Change in net position 4,097,136 (1,971,466) 

Net position 
Beginning of year 

Adjustment of accrued liability due to the retirement plan 
to correct the recognition of forfeitures in prior years 

(682,309) 1,717,483 

(428,326) 
Beginning of year, as restated (682,309) 1,289,157 

End of year $ 3.414.827 $ (682,309) 

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



MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Statements of Cash Flows 
For the Years Ended May 31, 2017 and 2016 

2017 2016 
Cash flows from operating activities 

Receipts from patients and third-party payors $ 26,995,259 $ 23,467,903 
Payments to employees and for employee-related costs (11,847,270) (13,937,417) 
Payments for operating expenses (10,873,247) (11,542,136) 

Net cash provided by (used in) operating 
activities 4,274,742 (2,011,650) 

Cash flows from capital and related financing activities 
Purchases of property, building, and equipment (542,384) (97,752) 
Proceeds from insurance settlements 1,164,653 -
Proceeds from sale of assets - 114,341 
Payments on hospital revenue bonds (267,902) (259,873) 
Payments on capital lease obligations (52,185) (71,387) 
Payments on bonds payable and long-term debt (287,892) (278,179) 
Interest paid (343,192) (289,824) 

Net cash used in capital and 
related financing activities (328,902) (882,674) 

Cash flows from non-capital financing activities 
Ad Valorem taxes received 1,775,110 1,056,861 
Proceeds from certificates of indebtedness 335,000 1,005,380 
Payments on certificates of indebtedness (91,766) (88,700) 
Payments on bonds payable and long-term debt (130,951) (131,643) 
Grants received 9,782 74,719 
Contributions received - 3,009 
Interest paid (134,682) (135,998) 

Net cash provided by non-capital 
financing activities 1,762,493 1,783,628 

Cash flows from investing activities 
Change in assets limited as to use. 

principally restricted cash and cash equivalents (92,831) 124,460 
Investment income received 3,864 2,639 

Net cash (used in) provided by 
investing activities (88,967) 127,099 

Increase (decrease) in cash and cash equivalents 5,619,366 (983,597) 

Cash and cash equivalents 
Beginning of year 923,698 1,907,295 

End of year $ 6,543,064 $ 923,698 

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



MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Statements of Cash Flows (Continued) 
For the Years Ended May 31, 2017 and 2016 

2017 2016 
Reconciliation of operating income (loss) to net cash provided by 

(used in) operating activities 
Income (loss) from operations $ 1,621,601 $ (2,797,213) 
Adjustments to reconcile income (loss) from operations to 
net cash provided by (used in) operating activities 

Depreciation and amortization 1,192,236 1,427,379 
Provision for uncollectible accounts 3,149,131 5,811,437 
Loss on disposal of capital assets 32,584 7,213 
Changes in: 

Patient accounts receivable (3,219,589) (3,918,067) 
Inventories, prepaid expenses, and other assets 1,604,795 (3,174,876) 
Third-party payor settlements 318,381 (818,599) 
Accounts payable 786,405 (211,321) 
Estimated claims liability (110,035) 142,072 
Employee compensation, payroll taxes, and other 

accrued liabilities (1,100,767) 1,520,325 
Net cash provided by (used in) operating activities $ 4.274.742 $ (2,011,650) 

Supplemental disclosure of non-cash 
financing and investing activities 

Capital lease obligations incurred for acquisition of equipment 

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



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 

Reporting Entity 
Morehouse Parish Hospital Service District No. 1 (d/b/a Morehouse General Hospital) 
(the Hospital) was organized on December 17, 1982, 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 Internal 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 exemptions also extend to state income taxes. 

Basis of Accounting and Presentation 
The financial statements of the Hospital have been prepared on the accrual basis of 
accounting using the economic resources measurement focus. Revenues, expenses, 
gains, losses, assets and liabilities from exchange and exchange-like transactions are 
recognized when the exchange transaction takes place, while those from government-
mandated nonexchange transactions (principally federal and state grants) are 
recognized when all applicable eligibility requirements are met. Operating revenues and 
expenses include exchange transactions and program-specific, government-mandated 
nonexchange transactions. Government-mandated nonexchange transactions that are 
not program specific, investment income and interest on capital assets-related debt are 
included in nonoperating revenues and expenses. The Hospital first applies restricted 
net position when an expense or outlay is incurred for purposes for which both restricted 
and unrestricted net position is available. 

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. 

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. 



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) 

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. All 
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 3 to 7 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. 

Capitalized Interest 
Except for capital assets acquired through gifts, contributions, or capital grants, interest 
cost on borrowed funds during the period of construction of capital assets is capitalized 
as a component of the cost of acquiring those assets. There was no interest capitalized 
for the years ended May 31, 2016 and 2015, respectively. 

Financing Costs 
Financing costs are expensed as incurred. 

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. 



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) 

Patient Accounts Receivable 
Patient accounts receivable are uncollateralized patient and third-party payor obligations 
reported at net realizable value, after deduction of allowances for estimated uncollectible 
accounts. The allowance for uncollectible accounts is based on historical losses and an 
analysis of currently outstanding amounts. This account is generally increased by 
charges to a provision for uncollectible accounts, and decreased by write-offs of 
accounts determined by management to be uncollectible. 

Net Position 
Net position of the Hospital is classified into three components. Net position invested in 
capital assets net of related debt consists 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 position is 
non-capital net position 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 position is remaining net position that does 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 position 
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. 

Compensated Absences 
The Hospital's employees earn paid time off (PTO) at varying rates depending upon 
length of service and other factors. Amounts earned, but not yet used totaled $434,544 
and $538,924, as of May 31, 2017 and 2016, respectively. These amounts are reported 
as a component of employee compensation and payroll tax liabilities on the Hospital's 
statements of net position. 

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 
illnesses; natural disasters; medical malpractice; and employee health, dental, and 
accident benefits. Commercial insurance coverage is purchased for claims arising from 
such matters. See Note 8 for further details. 

10 



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) 

Designated Cash and Investments 
Assets limited as to use include cash, cash equivalents, and investments. These assets 
are designated as such in the accompanying statements of net position 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 
2017 and 2016. 

Investments in associated companies, when present, 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 position and are added to the investment account. 

Inventories 
Inventories are valued at the latest invoice price, which approximates the lower of cost 
(first-in, first-out method) or market. 

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 without charge or at amounts less than established rates, to 
patients who met 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 ($77,461 
in 2017, and $652,419 in 2016) for services and supplies furnished under its charity 
care policy. The dollar amount of forgone charges related to charity care dropped 
substantially from previous levels, in part, due to a decrease in uninsured patients with 
the implementation of Medicaid expansion in Louisiana, and a temporary suspension of 
the Hospital's charity care policy while it was updated to reflect these new 
demographics. 

11 



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) 

Electronic Health Records Incentive Program 
The Electronic Health Records Incentive Program, enacted as part of the American 
Recovery and Reinvestment Act of 2009, provides for one-time incentive payments 
under both the Medicare and Medicaid programs to eligible hospitals that demonstrate 
meaningful use of certified electronic health records technology (EHR). Critical access 
hospitals (CAHs) are eligible to receive incentive payments for up to four years under the 
Medicare program for its reasonable costs of the purchase of certified EHR technology 
multiplied by the Hospital's Medicare utilization plus 20%, limited to 100% of the costs 
incurred. Payments under the Medicaid program are generally made for up to four years 
based upon a statutory formula, as determined by the state, which is approved by the 
Centers for Medicare and Medicaid Services. Payment under both programs are 
contingent on the Hospital continuing to meet escalating meaningful use criteria and any 
other specific requirements that are applicable for the reporting period. The final amount 
for any payment year under both programs is determined based upon an audit by the 
fiscal intermediary. Events could occur that would cause the final amounts to differ 
materially from the initial payments under the program. The Hospital will recognize 
revenue ratably over the reporting period starting at the point when management is 
reasonably assured it will meet all of the meaningful use objectives and any 
other specific grant requirements applicable for the reporting period. EHR funding 
of $533,495 and $596,531 was recognized for the years ended May 31, 2017 and 2016, 
respectively, and included as component of other operating revenue on the statement of 
revenues, expenses, and changes in net position. 

Investment Income 
Interest on cash and deposits is included in nonoperating revenues when earned. 

Restatement and Reclassifications 
During the fiscal year ended May 31, 2017 the Hospital made corrections to previously 
reported amounts of accrued liabilities on its statement of net position as of 
May 31, 2016. The financial statements have been restated to reflect the correction of 
the amounts previously reported. The effect of this restatement on the 2016 financial 
statements is as follows: 

As Previously increase 
Reported As Restated (Decrease) 

Other accrued liabilities- MaySi, 2016 ; S 2,645,640 $ 3,121,591 $ 475,951 
Salaries and benefits expense for the 

yearended May31, 2016 : $ 13,832,838 $ 13,880,463 $ 47,625 
Change in net position for year ended 

May31,2016 : $ (1,923,841) $ (1,971,466) $ (47,625) 
Net Position May 31, 2015 : $ 1,717,483 $ 1,289,157 $ (428,326) 
Net Position May 31, 2016 : $ (206,358) $ (682,309) $ (475,951) 

Certain other amounts in the May 31, 2016 financial statements have been reclassified 
to conform to the current year presentation. 

12 



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) 

Recent Accounting Pronouncements Pending Adoption 
In June 2017 the Governmental Accounting Standards Board issued Governmental 
Accounting Standards Board Statement No. 87 (GASB 87), Leases. The objective of this 
Statement is to better meet the information needs of financial statement users by 
improving accounting and financial reporting for leases by governments. This Statement 
increases the usefulness of governments' financial statements by requiring recognition 
of certain lease assets and liabilities for leases that previously were classified as 
operating leases and recognized as inflows of resources or outflows of resources based 
on the payment provisions of the contract. It establishes a single model for lease 
accounting based on the foundational principle that leases are financings of the right to 
use an underlying asset. Under this Statement, a lessee is required to recognize a lease 
liability and an intangible right-to-use lease asset, and a lessor is required to recognize a 
lease receivable and a deferred inflow of resources, thereby enhancing the relevance 
and consistency of information about governments' leasing activities. The requirements 
of this Statement are effective for reporting periods beginning after December 15, 2019. 
Earlier application is encouraged. Management does not currently anticipate early 
adoption, and anticipates that upon adoption the statement will have material 
implications on its financial reporting beginning in the fiscal year ending May 31, 2021. 

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 to 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, 2017 and 2016, approximately 73% and 68%, respectively, of 
the Hospital's gross patient 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. 

13 



MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a 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, 2014 and 
2010, for the Medicare and Medicaid programs, respectively, have been reviewed by 
program representatives, and adjustments have been recorded to reflect any revisions to 
the recorded estimates. These adjustments resulted in an decrease in net patient 
service revenue of $429,264 in 2017, and a decrease in net patient service revenue of 
$572,149 in 2016. 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 participates in Medicaid supplemental payment programs, as detailed in 
Note 11 to provide adequate and essential medically necessary health care services to 
the citizens in its community who are low income and/or indigent patients. The Hospital 
recognized $4,416,710 and $3,720,384, in revenues associated with these programs 
during the fiscal years ended May 31, 2017 and 2016, respectively, which are included 
as a component of net patient service revenue. 

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 Governmental Accounting Standards Board Statement 
No. 40 (GASB 40), Deposit and Investment Risk Disclosures, 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 applicable 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. Deposits and Investments (Continued) 

Credit Risk 
Louisiana's statutes also require that all the deposits of the Hospital 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, 2017, 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, 2017, 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, 2017 and 2016, all of the Hospital's deposits and short-term investments 
were considered cash and cash equivalents and are included in the Hospital's 
statements of net position as follows for May 31®*: 

2017 2016 
Current assets 

Cash and cash equivalents 
Assets limited as to use, current portion 

Non-current assets 
Assets limited as to use 

6,543,064 
526,308 

636,166 

923,698 
526,308 

543,335 
$ 7,705.538 $ 1,993,341 

Note 4. Assets Limited as to Use 

The terms of the Hospital's 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 certain assets 
pledged to fulfill the requirements of the Louisiana Patients Compensation Fund. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 4. Assets Limited as to Use (Continued) 

The composition of assets, whose use is limited as of May 31, 2017 and 2016, was as 
follows: 

2017 2016 
Pledged by board for specific purposes 

Certificates of deposit $ 127,803 $ 127,501 

Required by bond resolutions (principally interest 
bearing cash and certificates of deposits) 

Series 2010 resen/e fund 
Series 2010 contingencies fund 
Litigation resen/e fund 
Short-lived asset depreciation resen/e fund 

339,819 
342,017 

52,472 
300,363 

293,686 
295,883 

52,360 
300,213 

1,034,671 942,142 

Total assets limited as to use 
Less: current potion 

1,162,474 
(526,308) 

1,069,643 
(526,308) 

Non-current assets limited as to use $ 636,166 $ 543,335 

Capital Assets 

Capital assets activity as of and for the year ended May 31, 2017, was as follows: 

May 31, 
2016 Additions Disposals Transfers 

May 31, 
2017 

Capital assets, not being depreciated 
Land i 
Construction in progress 

) 341,296 $ 
430,504 

$ $ $ 341,296 
430,504 

Total capital assets, 
not being depreciated 341,296 430,504 771,800 

Capital assets, being depreciated 
Land improvements 
Buildings 
Equipment 

625,500 
21,290,138 
21,111,290 

28,284 
83,596 

(17,078) 
4,813,177 

(4,797,978) 

608,422 
26,131,599 
16,396,908 

Total capital assets, 
being depreciated 43,026,928 111,880 (L879) 43,136,929 

Less: accumulated depreciation (33,213,327) (1,192,236) (30,705) (34,436,268) 

Total capital assets, being depreciated, net 9,813,601 (1,080,356) (32,584) 8,700,661 

Hospital capital assets, net i ) 10,154,897 $ (649,852) $ $ (32,584) $ 9,472,461 
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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, 2016, was as follows: 

May 31, May 31, 
2015 Additions Disposals Transfers 2016 

Capital assets, not being depreciated 
Land $ 341,296 $ $ - $ $ 341,296 

Total capital assets, 
not being depreciated 341,296 341,296 

Capital assets, being depreciated 
Land improvements 
Buildings 
Equipment 

625,500 
21,232,171 
24,636,654 

57,967 
39,785 (3,565,149) 

625,500 
21,290,138 
21,111,290 

Total capital assets, 
being depreciated 46,494,325 97,752 (3,565,149) 43,026,928 

Less: accumulated depreciation (35,343,884) (1,427,379) 3,557,936 (33,213,327) 

Total capital assets, being depreciated, net 11,150,441 (1,329,627) (7,213) 9,813,601 

Hospital capital assets, net S 11,491,737 S (1,329,627) S (7,213) S S 10,154,897 

The Hospital leases certain major movable and other immovable equipment under 
operating leases and capital 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 Debt and Other Non-Current Liabilities 

Noncurrent liability activity as of and for the years ended May 31, 2017 and 2016, was 
as follows: 

May 31, May 31, Due Within Long-Term 
2016 Additions Reductions 2017 One Year Portion 

Bonds payable and capital leases 
Hospital revenue bonds, 

Series 2008A $ 4,127,693 $ S (130,951) : S 3,996,742 $ 140,271 $ 3,856,471 
Series 2010 6,337,106 . (287,892) 6,049,214 299,810 5,749,404 
Series 2012 1,736,499 . (267,902) 1,468,597 276,172 1,192,425 

Certificate of Indebtedness, 
Series 2012B 91,766 - (91,766) - - -
Series 2015 1,005,380 335,000 . 1,340,380 1,340,380 . 

Capital lease obligations 195,126 - (52,185) 142,941 54,482 88,459 
Total bonds payable 

and capital leases $ 13,493,570 S 335,000 S (830,696) : S 12,997,874 $ 2,111,115 S 10,886,759 

May 31, May 31, Due Within Long-Term 
2015 Additions Reductions 2016 One Year Portion 

Bonds payable and capital leases 
Hospital revenue bonds, 

Series 2008A $ 4,259,336 $ $ (131,643) ; S 4,127,693 $ 135,785 $ 3,991,908 
Series 2010 6,615,285 - (278,179) 6,337,106 288,793 6,048,313 
Series 2012 1,996,372 - (259,873) 1,736,499 267,901 1,468,598 

Certificate of Indebtedness, 
Series 2012B 180,466 (88,700) 91,766 90,467 1,299 
Series 2015 - 1,005,380 - 1,005,380 1,005,380 -

Capital lease obligations 266,513 - (71,387) 195,126 52,405 142,721 
Total bonds payable 

and capital leases $ 13,317,972 $ 1,005,380 $ (829,782) ; S 13,493,570 $ 1,840,731 $ 11,652,839 

Long-term debt and capital lease obligations as of May 31, 2017 and 2016 consisted of 
the following: 

2017 2016 

Hospital revenue bonds, Series 2008A 
Hospital revenue bonds, Series 2010 
Hospital revenue bonds. Series 2012A 
Certificate of indebtedness. Series 2012B 
Certificate of indebtedness. Series 2015 
Capital lease obligations 

Less: current maturities 
Long-term debt at scheduled maturities 
Less: long-term debt reclassified as 

current due to covenant violation 
Total long-term debt and capital leases after reclassification 

(A) 

(B) 

(C) 

(D) 

(E) 

(F) 

$ 3,996,742 $ 4,259,336 
6,049,214 6,615,285 
1,468,597 1,996,372 

- 180,466 
1,340,380 -

142,941 266,513 
12,997,874 13,317,972 
(2,111,115) (829,933) 
10,886,759 12,488,039 

(10,040,221) 
$ 10,886,759 $ 2,447,818 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 6. Debt and Other Non-Current Liabilities (Continued) 

Debt and Capita! Lease Details 

(A) 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 Hospital is required to make monthly payments of $32,767 beginning 
October 1, 2008 and continuing on the first day of each month thereafter through 
the scheduled maturity date of September 26, 2037. Payments would be 
applied first to accrued interest, and then to principal. The bond is scheduled 
to bear interest at a fixed rate of 7.5% through October 1, 2014. Beginning 
October 2, 2014, the interest rate will be a variable rate equal to the prevailing 
prime rate as published in the Wall Street Journal (WSJ) on the first business day 
of each calendar quarter (January 1, April 1, July 1, October 1). The amount of 
monthly payments was adjusted to $22,508 per month to accommodate the 3.25% 
interest rate as of May 31, 2015. Beginning January 1, 2016, the interest rate was 
adjusted to 3.50%. 

The bond 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 (iii) 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 bond is subject to optional redemption by the 
Hospital at redemption processes and dates as defined in the bond resolution. 

(B) The Hospital board had passed resolutions to issue Bond Anticipation Notes, 
Series 2009A (the Notes) to provide interim financing prior to the issuance of the 
Series 2010 Bonds described in the subsequent paragraph. Upon issue on 
November 3, 2009, these Notes were utilized for the purposes of constructing and 
acquiring improvements, extensions and replacements to facilities and the advance 
refunding of existing long-term debt obligations, and bore interest at a variable rate 
of (WSJ prime +0.50). These interim obligations in anticipation of the Series 2010 
issuance were issued on parity with the Series 2008A issue. The outstanding 
principal balance of notes plus accrued interest was repaid with the issuance of the 
Series 2010 Bonds on November 3, 2010. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 6. Debt and Other Non-Current Liabilities (Continued) 

Debt and Capita! Lease Details (Continued) 

On November 3, 2010 the Hospital issued $7,874,000 of additional parity bonds 
(Series 2010 Bonds) which were purchased directly by the United States 
Department of Agriculture in conjunction with its Rural Development - Community 
Facilities Program. The Series 2010 bonds were issued by Hospital under the 
authority of the Supplemental and Restated Bond Resolution. The proceeds of the 
bond issue were utilized to repay the Series 2009A Bond Anticipation Notes in the 
amount of $5,880,083 (principal) and $148,893 (accrued interest). 

The balance of the proceeds was disbursed to the Hospital for the purposes 
authorized in the Supplemental and Restated Bond Resolution. 

The Hospital is required to make monthly payments of $43,859 beginning 
December 3, 2010 and continuing on the same day of each month thereafter 
through the scheduled maturity date of November 3, 2032. Payments would be 
applied first to accrued interest, and then to principal. The bond is scheduled to 
bear interest at a fixed rate of 3.75% through maturity. 

The Series 2010 Bonds are secured by 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. 

Restrictive Covenant Considerations Series 2008 and 2010: 
The supplemental and restated bond resolution relative to the Hospital's Series 
2008 and 2010 bond issuances contains multiple covenants and conditions 
including a 1.2 to 1.0 current ratio, and a debt to tangible net worth requirement not 
to exceed 9.0 to 1.0 ratio as determined in accordance of Generally Accepted 
Accounting Principles and a provision for acceleration of maturity if an "event of 
default", as described in the resolution occurs. As of May 31, 2016, the Hospital 
was not in compliance with the debt to tangible net worth ratio covenant contained 
in the resolution. Although no intent had been expressed to do so, if the 
bondholders had provided written notice to the Hospital that this instance was 
deemed to be a default, and the Hospital was incapable of curing the default within 
the post notification grace period (90 days), then such event would have become 
an "event of default", and the holder(s) of either Series could have declared that 
Series to be immediately due and payable following the 90 day cure period. 
Due to the inability to comply with debt to tangible net worth ratio covenant, the 
scheduled long-term portion of the Series 2008 and 2010 bond issues as of 
May 31, 2016 was reflected as a current liability on the Hospital's balance sheet as 
of May 31, 2016. 

As of May 31, 2017 the Hospital was in compliance with these financial covenants 
and the balance due under the Series 2008 and 2010 bond issues was reflected in 
accordance with the scheduled maturities. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 6. Debt and Other Non-Current Liabilities (Continued) 

Debt and Capita! Lease Details (Continued) 

(0) On June 21, 2012, the Hospital issued $2,248,489 of Hospital Revenue Bonds, 
Series 2012A bearing interest at a rate of 0.00% for the purpose of funding an 
energy efficient retrofit to the physical plant of the Hospital, including acquisition, 
construction, and installation of improvements in connection with the project, and to 
pay costs of issuance of the related financing. The Bonds require a servicing fee 
at an annual rate of 0.5% to be paid to the holder on April 30 of each year. The 
bond is subject to mandatory amortized redemption in annual installments 
beginning May 30, 2015 through maturity on May 30, 2022. 

Annual principal payments range from $252,077 to $311,810. The Bonds are 
issued in accordance with the terms of a Loan and Security Agreement as of 
June 1, 2012, by and between the Hospital and the Louisiana Public Facilities 
Authority (the LPFA). The LPFA is purchasing the Bonds with funds from the 
Louisiana Department of Natural Resources (the LDNR) Empower Louisiana Flex 
Fund Revolving Loan Program. In connection with the Loan Agreement, the 
Hospital has entered into a Disbursement Agreement to which the proceeds of the 
Bonds will be deposited with a local bank as "Escrow Agent" and disbursed 
pursuant to requisitions made by the Hospital and approved by LDNR to ensure 
compliance with the Program. As of May 31, 2016 the balance of the escrow had 
been fully requisitioned by the Hospital. 

The 2012A Series Bonds are secured by the income and revenues of the Hospital 
and all equipment acquired from proceeds of the Bonds installed in the Hospital 
facility in connection with the energy efficient retrofit project. 

(D) In May 2012, the Hospital issued a Certificate of Indebtedness, Series 2012B, 
for $430,000 which bore a fixed interest rate of 3.25%. The Hospital was required 
to make monthly payments of $7,778 beginning June 15, 2012 and continuing on 
the same date of each month thereafter through the scheduled maturity date of 
May 15, 2017 when the issue was retired. The issuance was used for the purpose 
of paying expenses related to the purchase and acquisition of electronic medical 
records, equipment and software, and to pay costs of issuance of the related 
financing. 

The Certificates were subject to optional redemption by the Issuer in whole or in 
part on any date, without penalty prior to maturity. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 6. Debt and Non-Current Liabilities (Continued) 

Debt and Capita! Lease Details (Continued) 

(E) Certificate of Indebtedness Issuance - Series 2015 
The Hospital issued a certificate of indebtedness on October 29, 2015 in an 
amount authorized up to $2,800,000 for the purpose of paying current expenses 
(including costs of acquisition, operation and maintenance of equipment) and to 
pay costs of issuance of the Certificates. 

The Certificates had a variable interest rate equal to the prime rate as published in 
The Wall Street Journal, plus 1.0% adjusted daily, with a minimum (floor) rate of 
5.0% and a maximum (cap) rate of 8.0% or from the most recent interest payment 
date to which interest has been paid or duly provided for. Interest accrued only 
against principal amounts drawn and outstanding. 

The first payment of accrued interest was due January 1, 2016, with subsequent 
payments of interest due on each April 1, July 1, October 1, and January 1 during 
the term of this Certificate. The Certificate was replaced upon maturity with the 
issuance of series 2016 certificates of indebtedness on December 1, 2016. 

Certificate of Indebtedness Issuance - Series 2016 
The Hospital issued series 2016 certificates of indebtedness on December 1, 2016 
in an amount authorized up to $2,800,000 for the purpose of paying current 
expenses (including costs of acquisition, operation and maintenance of equipment) 
and to pay costs of issuance of the Certificates. These certificates replaced the 
Series 2015 Certificates that matured October 31, 2016. As of May 31, 2017 the 
total borrowing under the Series 2016 certificates were $1,340,380. 

The Series 2016 certificates have a variable interest rate equal to the prime rate as 
published in The Wall Street Journal, plus 1.0% adjusted daily, with a minimum 
(floor) rate of 5.0% and a maximum (cap) rate of 8.0% or from the most recent 
interest payment date to which interest has been paid or duly provided for. Interest 
will accrue only against principal amounts drawn and outstanding. 

The first payment of accrued interest was due January 1, 2017, with subsequent 
payments of interest due on April 1, July 1, October 1, and January 1 during the 
term of this Certificate. Principal is due at maturity on December 1, 2017. 

The certificates are subject to optional redemption by the Issuer in whole or in part 
on any date, without penalty. 

The certificates are secured by an irrevocable pledge and dedication of the 
Revenues, including (i) proceeds to be derived by the Issuer from the levy and 
collection of an 8 mills ad valorem tax to be levied each year through the year 
2021, authorized at an election held in the Issuer on November 19, 2021; and (ii) 
the Louisiana Department of Health's Uncompensated Care reimbursement 
payments as set forth in the Resolution. 

22 



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

Notes to Basic Financial Statements 

Note 6. Long-Term Debt and Other Non-Current Liabilities (Continued) 

Debt and Capita! Lease Details (Continued) 

(F) The Hospital entered into capital leases for various types of equipment. Under the 
terms of the leasing arrangements, the Hospital is obligated to pay monthly rental 
payments ranging from $1,656 to $3,269 over the remaining years of the leases. 
Current lease obligations extend through December 15, 2019. 

Under the terms of the obligations referred to in (A) and (B) above, the Hospital is 
required to maintain certain deposits with a trustee. Such deposits are included with 
assets limited as to use in the statements of net position. The supplemental and restated 
bond resolution relative to the Hospital's Series 2008A and 2010 bond issuances also 
places limits on the incurrence of additional borrowings. 

Scheduled principal and interest payments on long-term debt and future minimum rental 
commitments payable on capital lease obligations are as follows as of May 31, 2017: 

Long-Term Debt Capital Lease Obligations Total 
Year ending May 31: Principal interest Principal interest Principal interest 

2018 $ 2,056,633 $ 356,323 $ 54,482 $ 4,631 $ 2,111,115 $ 360,954 
2019 740,901 340,192 56,653 2,460 797,554 342,652 
2020 766,073 323,796 31,806 401 797,879 324,197 
2021 792,765 306,140 - - 792,765 306,140 
2022 819,971 288,163 - - 819,971 288,163 

2023-2027 2,834,589 1,147,430 - - 2,834,589 1,147,430 
2028-2032 3,394,217 587,802 - - 3,394,217 587,802 
2033-2037 1,355,935 125,046 - - 1,355,935 125,046 
2038-2041 93,849 766 - - 93,849 766 

Total S 12,854,933 S 3,475,658 S 142,941 S 7,492 S 12,997,874 S 3,483,150 

The cost of all leased assets included under the equipment caption on the statement 
of net position totaled $612,569 at May 31, 2017 and 2016. The related accumulated 
amortization was $447,869 and $401,071, at May 31, 2017 and 2016, respectively. 

Expenses resulting from amortization of assets recorded under capital leases are 
included with depreciation expense. 

The Hospital has also entered into various cancelable operating leases for equipment. 
Operating lease expense was $216,653 and $220,604, for the years ended 
May 31, 2017 and 2016, respectively. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 7. Employee Retirement Plans 

Hospital service districts are authorized under Louisiana R.S. 46:1068 to establish and 
maintain pension and retirement systems making contributions from hospital service 
district funds. The Hospital sponsors two defined contribution retirement plans as 
follows: 

Morehouse General Hospital Monev Purchase Pension Plan & Trust 
Under the provisions of the plan documents, the Hospital is required to contribute 7.5% 
of a plan participant's annual compensation. The plan provides 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 contribution payable to the plan of $1,419,659 and $1,286,733 at 
May 31, 2017 and 2016, respectively, is included in accounts payable and accrued 
expenses on the accompanying statements of net position. The changes in the 
Hospital's contribution payable to the plan were as follows for the fiscal years ended 
May31,2017and 2016: 

Fiscal Year Contributions Contribution Contributions 
Ended Payable Expense Remittance to Payable 

May 31, Beginning of Year Recognized Plan End of Year 

2016 $ 1,440,380 $ 803,733 $ (824,454) $ 1,419,659 
2017 $ 1,419,659 $ 657,881 $ (790,807) * $ 1,286,733 

* - includes the utilization of forfeitures of former particiapnt's non-vested 
accounts of $74,072. 

The contribution expense recognized (net of forfeitures), as reflected in the table above, 
is included as a component of salaries and benefits in the accompanying statements of 
revenues, expenses, and changes in net assets, for the years ended May 31, 2017 and 
2016, respectively. 

Total payroll for all employees was $9,772,946 and $11,766,039, for the years ended 
May 31, 2017 and 2016, respectively. Substantially all employees of the Hospital are 
covered by the plan discussed above. 
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Notes to Basic Financial Statements 

Note 7. Employee Retirement Plans (Continued) 

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 document. Plan participants vest 100% immediately in their contributions and 
investment earnings thereon. The plan document allows for discretionary employer 
contributions to be made to the plan. The Hospital did not elect to make discretionary 
employer contributions for the years ended May 31, 2017 and 2016 and, accordingly, no 
contribution expense was recognized. 

Note 8. Commitments and Contingencies 

Management Contract 
Effective May 23, 2016, the Hospital entered into a management agreement with a 
healthcare consulting and management company to assume the authority and 
responsibility for oversight of the day-to-day administration, management, and direction 
of the operations of the Hospital, subject to the Hospital's control as stipulated in the 
terms of the agreement. In addition to overseeing the day-to-day operations, the 
management company makes recommendations to the Hospital's board of 
commissioners regarding matters of facility improvements and expansion, public 
relations, provider and payor relationships and strategic planning. 

Under the terms of the agreement the management company provides the Hospital's 
CEO and CFG as direct employees, for which the Hospital pays the management 
company a monthly fee equal to their salaries and benefits. The Hospital also pays a 
monthly fee of $30,000 to the management company for other management and support 
services provided. The term of the agreement began on the effective date and 
continues for a period of 36 months. Following the initial term, the agreement 
automatically renews for successive 12 month terms, subject to either party's written 
notification of termination. The agreement contains provisions that allow either party to 
terminate the agreement immediately with cause, as defined. Either party may terminate 
the agreement without cause following the initial 12 months by providing 90 days notice 
to the other party. Subject to the initial three year term the management fee is subject to 
inflationary increases. 

Self Insurance Claims and Litigation 
Since November 1, 2002, the Hospital has been self-insured for individual medical 
malpractice 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 $2,500,000 in the aggregate. 
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Note 8. Commitments and Contingencies (Continued) 

The Hospital is self-insured for the general liability claims up to $50,000. The Hospital 
has purchased commercial insurance that provides first-dollar coverage for workers' 
compensation claims and health insurance claims. 

In August of 2012 the Hospital was notified of a judgment by an appellate court in favor 
of the plaintiff relative to a long standing litigation matter. Management has recorded a 
liability in the amount $347,061, which represents the full amount of the settlement of 
this matter. As of May 31, 2017, the Hospital has cumulatively accrued $42,610 in 
interest in connection with the settlement liability. The Hospital is a defendant in a 
number of other legal actions arising in the ordinary course of business. 

A rollforward of the Hospitals estimated liability for litigation and self-insurance claims is 
as follows: 

Year Ended 
May 31, 

Total Liability 
at Beginning 

of Year 

New Claims and 
and Changes 
in Estimates 

Claim 
Payments 

Total Liability 
at End 
of Year 

Estimated 
Amount due Within 

One Year 
2016 $ 806,608 $ (30,035) $ (80,000) $ 696,573 $ 389,671 
2015 $ 664,536 $ 259,712 $ (117,640) $ 806,608 $ 419,706 

Recoverv Audit Contractors 
To ensure accurate payments to providers, the Tax Relief and Healthcare Act of 2006 
mandated the Centers of Medicare & Medicaid Services (CMS) to implement a Recovery 
Audit Contractor (RAC) and Medicaid Integrity Contractor (MIC) programs on a 
permanent and nationwide basis no later than 2010. 

The program uses RACs and MICs to search for potentially improper Medicare and 
Medicaid payments that may have been made to health care providers that were not 
detected through existing CMS program integrity efforts, on payments that have 
occurred at least one year but not longer than three years. Once a RAC or MIC 
identifies a claim it believes to be improper, it makes a deduction from the provider's 
Medicare or Medicaid reimbursement in an amount estimated to equal the overpayment. 

The Hospital will deduct from revenue amounts assessed under the RAC and MIC audits 
at the time of notice received until such time that estimates of net amounts due can be 
reasonably estimated. Continued RAC and MIC assessments are anticipated; however, 
the outcome of any such assessments is unknown and cannot be reasonably estimated. 
Management's experience has determined that RAC and MIC assessments have been 
immaterial to date. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 9. Government Regulations 

The health care industry is subject to numerous laws and regulations of federal, state 
and local governments. Compliance with such laws and regulations can be subject to 
future government review and interpretation, as well as regulatory actions unknown or 
unasserted at this time. These laws and regulations include, but are not limited to, 
accreditation, licensure, government health care program participation requirements, 
reimbursement for patient services, and 

Medicare and Medicaid fraud and abuse. Recently, government activity has increased 
with respect to investigations and allegations concerning possible violations of fraud and 
abuse statutes and regulations by health care providers. Violations of these laws and 
regulations could result in exclusion from government health care program participation, 
together with the imposition of significant fines and penalties, as well as significant 
repayment for past reimbursement for patient services received. While the Hospital is 
subject to similar regulatory reviews, management believes the outcome of any such 
regulatory review will not have a material adverse effect on the Hospital's financial 
position. 

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®*: 

2017 2016 

Medicare 24% 23% 
Medicaid 19 14 
Managed Care and other payors 12 14 
Self-Pay 45 49 

100% 100% 

Note 11. Physician's Medicaid Upper Payment Limit (UPL) and Full Medicaid Pricing 
(FMP) Agreements 

The Hospital entered in to agreements with the Louisiana Department of Heath (LDH) 
and Medicaid managed care organizations (MCOs) which were approved by 
CMS. Under these programs LDH began making payments under the Physician's 
Supplemental Payment and Full Medicaid Pricing (FMP) programs for non-state owned 
public hospitals (HSDs). The purpose of these programs under traditional and MOO 
based Medicaid is to enhance payments to physicians employed or contracted by the 
public hospitals. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 11. Physician's Medicaid Upper Payment Limit (UPL) and Full Medicaid Pricing 
(FMP) Agreements (Continued) 

Morehouse agreed to transfer funds to LDH to be used as Medicaid matching funds for 
the purpose of making physician supplemental payments and providing the State with 
additional resources to assist in the medical costs to the State. 

These matching funds are comprised of (1) an amount to be utilized as the "non-federal 
share" of the supplemental payments for services provided by the identified physician 
and other healthcare professionals and (2) the "state retention amount," which is fifteen 
percent of the "non-federal share", for the State to utilize in delivering healthcare 
services. In turn, the Hospital receives supplemental Medicaid payments. The 
supplemental payments include the "non-federal share" and the "federal funds" 
generated by the "non-federal share" payments. The total amount of the supplemental 
payments is intended to represent the difference between the Medicaid payments 
otherwise made to these qualifying providers and the Average Community Rate for 
these services. 

During 2017 and 2016, in accordance with the funding provisions of the above 
agreements, the Hospital recognized $4,416,710 and $3,720,375, as components of net 
patient service revenue, respectively. The Hospital recognized $2,150,268 and 
$1,686,657, as outside services expense, funds paid or payable to DHH under the terms 
of the Physicians' UPL and FMP agreements during 2017 and 2016, respectively, 
concurrent with the income recognition from the Medicaid Supplemental Payments. 
As of May 31, 2017 and 2016, the Hospital reported $1,995,833 and $3,720,375, 
respectively, as receivables from these programs which are included under the caption 
"prepaid expenses and other assets" on the Hospital's statements of net position. As of 
May 31, 2017 and 2016, the Hospital had $803,784 and $1,686,657, respectively, of 
associated intergovernmental transfer grant (IGT) payments payable included in "other 
current liabilities" on its statements of net position. 

Note 12. Intergovernmental Transfer Grant 

The Hospital (Grantee) has entered into a cooperative endeavor agreement (CEA) with 
a regional public rural hospital (Grantor) whereby the Grantor, through its cooperation 
with a rural hospital trade organization, awards an IGT to be used solely to provide 
adequate and essential medically necessary and available healthcare services to the 
Grantee's service population subject to the availability of such grant funds. The 
aggregate IGT grant income recognized was $2,906,116 and $1,462,829, for the fiscal 
years ended May 31, 2017 and 2016, respectively. As of May 31, 2017 and 2016, 
$527,656 and $185,318, respectively, are included as receivables in the statements of 
net position under the caption "prepaid expenses and other assets". 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 13. Ad Valorem 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. The voters approved to increase the 
millage to eight mills in November 2012 for a term of ten years. In November 2015 
voters approved an additional millage of five mills for a term of ten years, which was first 
levied in December 2016 

Ad valorem tax revenue is recognized each year in December when it is due and 
collectible. During fiscal years 2017 and 2016, the Hospital received and recorded 
property tax revenues in the amount of $1,775,110 and $1,056,861, respectively. There 
was no receivable for delinquent property taxes as of May 31, 2017 or 2016. 

Note 14. Operations and Financial Performance 

Rural hospital service districts in Louisiana continue to face economic challenges in their 
mission to provide quality health care access to area residents regardless of their ability 
to pay. Rising costs, increased federal regulation, cuts to Medicaid payment funding, 
and competition for physicians and insured patients has created budgetary obstacles 
that are increasingly difficult for these facilities to overcome. The business of healthcare 
in the current economic, legislative and regulatory environment remains volatile. Any of 
the above factors, along with others both currently in existence and/or which may arise 
in the future, could have a material adverse impact on the Hospital's financial position 
and operating results. 

In response to these factors, in May 2016 the Board of Commissioners signed a 
management contract with a health care management company to take over the day to 
day operations of the Hospital and implement an ongoing action plan with the goal of 
strengthening the Hospital's performance and helping to maintain long-term viability. 
Key points of the action plan include: 

• The recruitment of additional physicians to serve the Hospital's patients and 
enhance both the services offered and enhance the revenue stream. 

• Implementation of revenue cycle improvement measures 

• Implementation of expense reductions where deemed necessary via: 
o staffing cuts or reassignments 
o reductions to supply costs 
o contract negotiations 
o clinic realignment and/or consolidation 
o increased utilization of the pharmacy 340b program 

While management is optimistic that the measures undertaken will strengthen the 
Hospital's financial position, the ultimate impact cannot currently be determined. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Notes to Basic Financial Statements 

Note 15. Subsequent Events 

Subsequent events have been evaluated through the date of the Independent Auditors' 
Report, which is the date the financial statements were available to be issued. 
Management has deemed the following subsequent event necessary for disclosure: 

Certificate of Indebtedness - Series 2017 
On November 16, 2017 the Louisiana State Bond Commission approved a refinancing 
of the Series 2016 Certificate of Indebtedness that matures December 1, 2017. The 
Series 2017 Certificate is anticipated to be issued with a principal amount not to exceed 
$1,500,000, and to be repaid in installments over 24 months beginning in January 2018. 
The holder will be a financial institution and the payments will include both principal and 
interest at an annual interest rate not to exceed 5%. The current balance of the Series 
2016 Certificate to be refinanced is $1,340,380. 

Inpatient Geriatric Psvchiatric Unit 
In the fall of 2017 the Hospital completed the bid process to renovate and equip a 
portion of its facility to function as an inpatient geriatric psychiatric unit. Construction has 
begun on the project with a total board approved budget of $1,242,800, which includes 
necessary construction, equipment, nurse call systems, and furnishings. The unit is 
currently anticipated to be complete in 2018. 
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Independent Auditor's Report on Supplementary Information 

To the Board of Commissioners 
Morehouse Parish Hospital Service District No. 1 
(d/b/a Morehouse General Hospital) 
Bastrop, Louisiana 

We have audited the financial statements of Morehouse Parish Hospital Service District No. 1 
(d/b/a Morehouse General Hospital) (the Hospital) as of and for the years ended May 31, 2017 
and 2016, and have issued our report thereon, dated November 27, 2017, which contained an 
unmodified opinion on those financial statements, appears on page 1. Our audits were 
performed for the purpose of forming an opinion on the financial statements as a whole. We 
have not performed any procedures with respect to the audited financial statements subsequent 
to November 27, 2017. 

The supplementary information shown on pages 31 - 36 is presented for purposes of additional 
analysis and is not a required part of the financial statements. Such information is 
the responsibility of management and was derived from and relates directly to the 
underlying accounting and other records used to prepare the financial statements. The 
information has been subjected to the auditing procedures applied in the audits of the 
financial statements and certain additional procedures, including comparing and reconciling 
such information directly to the underlying accounting and other records used to prepare the 
financial statements or to the financial statements themselves, and other additional 
procedures in accordance with auditing standards generally accepted in the United States of 
America. In our opinion, the information is fairly stated in all material respects in relation to the 
financial statements as a whole. 

A Professional Accounting Corporation 

Metairie, LA 
November 27, 2017 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Schedule of Board of Commissioners and Compensation 
For the Year Ended May 31, 2017 

Total 
Commissioner Paid 

Robert Green (Chairman) $ 480 

Willie McKee 400 

Nicolette Releford 480 

Michael Wooden 40 

JohnYeldell 480 

Jack Cockrell 40 

JohnZiegler 200 

Susan Plonnings 40 

Total $ 2,160 

See independent auditor's report on supplementary information. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Schedule of Compensation, Benefits, and Other Payments 
to Agency Head 
For the Year Ended May 31, 2017 

Agency Head 
Robert Green, Chairman of the Board of Commissioners 

Purpose Amount 
Salary $0 
Benefits - Insurance $0 
Benefits - Retirement $0 
Benefits - Other (Life) $0 
Car Allowance $0 
Vehicle Provided by Government $0 
Cell Phone $0 
Dues (RT License and ACHE) $0 
Vehicle Rental $0 
Per Diem $480 
Reimbursements $739 
Travel $0 
Registration Fees $0 
Conference Travel $0 
Continuing Professional Education Fees $0 
Housing $0 
Unvouchered Expenses $0 
Special Meals $0 
Other $0 

Note: For the fiscal year ended May 31, 2017, the chief executive officer of Morehouse Parish 
Hospital Service District No. 1 (the Hospital) was employed by an independent healthcare 
consulting and management company under the terms of a management agreement which 
includes the authority and responsibility for oversight of the day-to-day administration, 
management, and direction of the operations of the Hospital, subject to the Hospital's control as 
stipulated in the terms of the agreement. Accordingly, the agency head of the Hospital is 
reflected as its board of commissioners' chairman. 

See independent auditor's report on supplementary information. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Schedule of Insurance Coverages 
For the Year Ended May 31, 2017 

Line of Coverage Policy Data Limit /Deductlbie 
Property & Equipment 
Breakdown 

Aliianz (Fireman's Fund Insurance 
Company) 3/1/2016 to 11/1/2017 Policy 
No. S 60 DZJ 80968784 

Blanket Building/ Business Personal 
Property & Business income Policy Limit: 
$75,155,940 (see policy for additional Info) 
"Includes Equipment Breakdown 

Deductibles: 
Property $5,000 
Bi 24 Hour Waiting Period 

Equipment Breakdown $25,000 / 24 Hours 
Network Security Liability & 
Privacy Liability (Cyber) 

Lloyd's of London (MAS Insurance) 

11/1/2016 to 11/1/2017 Policy No. 
490461 

Limit: $2,000,000 Eadi Claim; $2,000,000 
Policy Aggregate 
Retention: $100,000 each claim; Cyber 
Teirorism 8 Hour Waiting Period 
Retro Date 11/1/2014 

General, Professional & 
Umbrella Liability 
*incl. Employee Benefits Liability 

LHA (Louisiana Hospital Association) 

LHA Malpractice & General Liability 
Trust 
11/1/2016 to 11/1/2017 Policy No.: HPL-
0390-2016 

Professional Liability $100,000 Self-Insured 
Retention 
$400,000 Patient's Compensation Fund 

General Liability $500,000 Each Occurrence 
Limit 

$2,000,000 Annual General Aggregate Limit 

$50,000 Per Claim Deductible 

$500,000 EBL Limit $50,000 Deductible 

Umbrella Liability 
$2,500,000 Each Claim Limit/Aggregate 

See independent auditor's report on supplementary information. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Schedule of Insurance Coverages (Continued) 
For the Year Ended May 31, 2017 

Line of Coverage Policy Data Limit /Deductible 
Commercial Auto; 
Business Auto Liability & Physical 
Damage Coverage 

Liberty Mutual 
(The First Liberty Insurance Corp.) 

3/4/2016 to 11/1/2017 Policy Number; 

AS2-Z51-291063-016 

$1,000,000 Combined Single Limit 
$500/$500 comp & collision deductibles 

Hired Auto Physical Damage Deductibles 

$1,000/$1,000 comp & collision 

*lncl. Hired/Non-Owned Auto Liability 
Executive Risk Liability 
(D&O/EPL) 

Travelers 
(Travelers Casualty and Surety 
Company of America) 5/31/17 to 11/1/18 

Policy No. 106528889 

D&O; 
$2,000,000 Per Claim (Shared with EPL) 
$25,000 Retention 

EPL: 
$2,000,000 Per Claim (Shared with D&O) 

$50,000 Retention 
$2,000,000 Policy Aggregate 

Fiduciary/Crime Travelers 
(Travelers Casualty and Surety Co. of 
America) 11/11/14 to 11/11/17 
Policy No. 105706915 

Fiduciary: 
$1,000,000 Aggregate Limit 

$0 Retention 
Crime: 
$750,000 Employee Theft Limit 
$10,000 Retention 
ERISA; 
$500,000 Limit 
$0 Retention 

Workers' Compensation LHA 
(Louisiana Hospital Association) 
1/1/2017 to 1/1/2018 Policy Number: 
WC-0270-2017 

Employer's Liability: 
$1M/$1M/$1M limits 

Misc. E&O (Third Party 
Credentiaiing) 

Ironshore Specialty Insurance 

4/5/2017 to 4/5/2018 Policy Number: 
003123700 

$1,000,000 Each Wrongful Act 

$1,000,000 Aggregate $15,000 Retention 

See independent auditor's report on supplementary information. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 
Schedule of Series 2010 Bond Resolution Fund Activity 
For the Year Ended May 31, 2017 

Beginning 
Balance 

May 31, 2016 Deposits 

Ending 
Balance 

Earnings Withdrawals Transfers May 31,2017 

Trusteed funds (principally interest bearing 
cash and certificates of deposits): 

Series 2010 reserve fund 
Series 2010 contingencies fund 
Litigation reserve fund 
Short-lived asset 

depreciation reserve fund 

293,686 $ 
295,883 
52,360 

300,213 

45,976 
45,976 

157 
158 
112 

150 

$ 339,819 
342,017 
52,472 

300,363 

Total 2010 Bond Series Fund Activity: $ 942,142 $ 91,952 $ 577 $ 1,034,671 

See independent auditor's report on supplementary information. 
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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 

Independent Auditor's Report 

To the Board of Commissioners 
Morehouse Parish Hospital Service District No. 1 
(d/b/a Morehouse General Hospital) 
Bastrop, Louisiana 

We have audited, in accordance with the auditing standards generally accepted in the United 
States of America and the standards applicable to the financial audits contained in Government 
Auditing Standards issued by the Comptroller General of the United States, 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, 2016, and the related notes to the 
financial statements, which collectively comprise the Hospital's basic financial statements, and 
have issued our report thereon dated November 27, 2017. 

Internal Control over Financial Reporting 
In planning and performing our audit of the basic financial statements, we considered the 
Hospital's internal control over financial reporting (internal control) to determine the audit 
procedures that are appropriate in the circumstances for the purpose of expressing our opinions 
on the basic 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 an opinion on 
the effectiveness of the Hospital's internal control. 

Our consideration of internal control was for the limited purpose described in the preceding 
paragraph and was not designed to identify all deficiencies in internal control that might be 
material weaknesses or significant deficiencies and therefore, material weaknesses or 
significant deficiencies may exist that were not identified. However, as described in the 
accompanying schedule of findings and responses, we identified certain deficiencies in internal 
control that we consider to be material weaknesses and significant deficiencies. 

A deficiency in internai 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 and correct 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. 
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A significant deficiency is a deficiency, or a 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. We consider the deficiencies described as 2017-001, 2017-002, 2017-003, 
and 2017-004, in the accompanying schedule of findings and responses to be significant 
deficiencies. 

Our consideration of internal control was for the limited purpose described in the first paragraph 
of this section and was not designed to identify all deficiencies in internal control that might be 
material weaknesses or significant deficiencies. Given these limitations, during our audit we did 
not identify any deficiencies in internal control that we consider to be material weaknesses. 
However, material weaknesses may exist that have not been identified. 

Compliance and Other Matters 
As part of obtaining reasonable assurance about whether the Hospital's basic financial 
statements are free from material misstatement, we performed tests of its compliance with 
certain provisions of laws, regulations, contracts and grant agreements, noncompliance 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 disclosed no instances of noncompliance or other matters that are required to be reported 
under Government Auditing Standards. 

Hospital's Response to Findings 
The Hospital's response to the findings identified in our audit is described in the accompanying 
schedule of findings and responses. The Hospital's response was not subjected to the auditing 
procedures applied in the audit of the financial statements and, accordingly, we express no 
opinion on it. 

Purpose of this Report 
The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of 
the Hospital's internal control or on compliance. This report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the entity's 
internal control and compliance. Accordingly, 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. 

A Professional Accounting Corporation 

Metairie, LA 
November 27, 2017 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Schedule of Findings and Responses 

2017-001 Segregation of Duties - Accounts Payable and Cash Disbursements 

Criteria: A sound system of internal controls requires that the entity maintain an adequate 
segregation of duties to safeguard the organization's assets. 

Condition: Our audit procedures indicated that one employee had access to the non-payroll 
check stock, had full access to make changes to the accounts payable vendor master file, has 
access to prepare check runs, is primarily responsible for approving check runs, had access to 
print checks, had access to void and reissue checks, and is responsible for the review and 
coding of cash disbursements. 

Additionally, a second employee had access to the non-payroll check stock, was primarily 
responsible for designating invoices for payment and preparing check runs, had access to print 
checks, access to void and reissue checks, and had access to post cash disbursements and 
journal entries to the general ledger. 

This results in individuals who have incompatible functions within the accounts payable and 
cash disbursements transaction cycle and weakens controls over cash disbursements. 

The Hospital's controller has had the ability to initiate and complete wire transfers which results 
in an additional segregation of duties issue. 

Independent check signing approval can be an effective compensating control for limited 
staffing environments, like this one; however, we noted that the Hospital's policy of requiring at 
least one manual signature on check above the predetermined threshold is not being 
consistently followed. In practice, both signatures on these disbursements are often being 
electronically generated even when a manual signature is required. 

Cause: The Hospital has limited staffing available and turnover and re-staffing in accounting 
and administration appears to have created a difficulty in monitoring the access and 
responsibilities of staff. The Hospital policy states that "non-routine" checks in excess of 
$20,000 require two manual signatures, one of which is to include a board member, but does 
not appear to be implemented in practice. Additionally, there is no clear definition of what 
constitutes a "non-routine" transaction. 

Effect: The lack of segregation of duties in this area coupled with the lack of strict adherence to 
the Hospital's check signing policy creates a significant weakness in the Hospital's controls over 
the accounts payable and cash disbursement process. 

Recommendation: While it is often difficult for governmental organizations to achieve an 
optimal segregation of duties, it's important that measures be taken to minimize the amount of 
conflicting duties that are vested in any one individual. We believe it is especially important that 
the Hospital seek to reallocate responsibilities to limit accountants' ability to modify, add, or 
delete parts of a transaction prior to being reviewed by the check signer. We believe that the 
Hospital's policy of requiring manual signatures on over a predetermined dollar amount is an 
important control over cash when available staffing is limited and we recommend that it be 
adhered to without exception. Further, we recommend that the Hospital consider its policy for 
required manual check signing to eliminate exceptions over the predetermined threshold. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Schedule of Findings and Responses (Continued) 

Management Response and Corrective Action: We agree with the importance of achieving 
the optimal segregation of duties possible within the staffing constraints present at the Hospital. 
Subsequent to May 31, 2017 a permanent Chief Financial Officer is now in place and specific 
measures to realign roles, access, and assigned duties have been instituted. Some of these 
measure have included the establishment of signature authority limits as follows: 

Directors $1,000 
Senior Leaders $5,000 

- CEO & CFG $10,000 
Board $10,000 and greater 

• The accounting department has requested that the Information Systems staff officially 
remove the unused signature function setting from the accounts payable menu in 
MedHost®. 

• The accounts payable/payroll coordinator is now restricted from entering and setting up 
new vendors. The financial analyst or controller will now set up all new vendors and 
keep a manual log of new vendors (to reconcile and periodically review against the 
vendor master file). Note: the accounts payable coordinator does not have access to 
sign checks. 

• The controller has the authority to initiate and submit wires (ex: Intergovernmental 
transfers to Louisiana Department of Health for quarterly payments). The CFO will 
approve these wires within online banking. 

We will continue to investigate opportunities for reassignments where circumstances permit. 
The Hospital will also revisit its check signing policy to monitor adherence. 

2017-002 Timing of Employer Contribution Remittances to the Retirement Plan 

Criteria: Louisiana Revised Statute 46:1068 that authorizes the creation of retirement plans by 
hospital service districts, indicates that such districts "...maintain actuarially sound pension and 
retirement systems". Inherently, that statute implies that amounts be present to fund payment of 
benefits under the terms of the Plan as a withdrawal request is made upon either a participant's 
termination or retirement. 

Condition: Morehouse General Hospital maintains defined contribution plan known as the 
Morehouse General Hospital Money Purchase Pension Plan & Trust Plan (the Plan) and 
accrues a liability for its required contributions to the plan on a monthly basis. While 
participant's accounts under the Plan are credited with contributions earned, the actual 
remittance of these contributions to the Plan was delayed in previous years because of the 
economic conditions the Hospital faced. While neither the plan document nor government 
regulations address an appropriate time period for payment of contributions to the Plan, the 
delay of remittance of these contributions created a substantial current liability on the Hospital's 
statement of net position and a resulting degree of difficulty with the eventual remittance of the 
total balance to the Plan. 

Cause: The Hospital has faced losses from operations in years prior to this fiscal year and had 
to limit its cash flows to such times as cash was available. 
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MOREHOUSE PARISH HOSPITAL SERVICE DISTRICT NO. 1 
(d/b/a MOREHOUSE GENERAL HOSPITAL) 

Schedule of Findings and Responses (Continued) 

Effect: The condition creates a weakness in internal control over compliance with laws and 
regulations as the outstanding liability could affect the Hospital's compliance with Louisiana R.S. 
46:1068, should the Plan ever not be able to meet its obligations as a result. 

Recommendation: We recognize management's efforts to maintain the financial viability of the 
service district, and urge the Hospital to adhere to its current payment schedule for remittance 
that has been discussed with the representatives of Louisiana Legislative Auditor's Office. 

Management's Response and Corrective Action: 
Management agrees with the recommendation and as indicated has developed a repayment 
schedule that includes the monthly remittance of two outstanding months accruals. With 
adherence to the schedule the outstanding liability will be eliminated in 2018. We review the 
reports produced by the Plan's recordkeeper / custodian to monitor that the Plan has sufficient 
invested assets to pay expected benefit withdrawals as they come due. As our counsel has 
advised us that governmental defined contribution plans of this type have no specific prescribed 
time period for remittance of contributions our primary focus remains to timely remit our 
contributions and reduce the existing liability. Additionally, after conducting inquiries and 
soliciting input from the Hospital's employees, management currently anticipates freezing the 
Plan to entrants and contributions as of January 1, 2018. Effective that date the Hospital will 
begin making deposits to the Social Security program each payroll on behalf of the hospitals 
employees. 

2017-003 Third-Party Payor Settlement Estimates - Interim Financial Statements 

Criteria: As was noted in the prior year's audit, preparation of financial statements in 
accordance with Accounting Principles Generally Accepted in the United States of America 
necessitate that the Hospital reflect an appropriate estimate of the settlement due to, or due 
from third party payors whose contracts or programs contain settlement provisions. 

Condition: During the current year's audit we noted that the Hospital had correctly applied 
payment activity to the previous year's outstanding balances, but there was no particular 
reconciliation of the remaining balances of outstanding Medicare and Medicaid costs reports, or 
a provision for the current year's estimated settlement recorded during the course of the year. 
While these account balances are adjusted as of year end during the audit process, a 
reconciliation schedule of the amounts due to and from the Medicare and Medicaid programs 
should be maintained during the fiscal year. 

Cause: Multiple transitions in management positions during the last year, and efforts to 
restructure and reorganize operations hampered the ability of management to update these 
account balances during the course of the fiscal year. 

Effect: Interim monthly financial statements may not always reflect the most update to 
balances for the estimated liabilities due to, or receivables due from third party payors. 
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Recommendation: The Hospital should maintain an up to date schedule of estimated 
settlements amounts due to, or due from the Medicare and Medicaid program payors based 
upon the most recent remittance advices and correspondence received for payors and fiscal 
intermediaries. As individual settlements and adjustments are often significant these should be 
reflected on this schedule during the year as they become known, to help insure that monthly 
financial statements accurately reflect the appropriate balances of any related receivables and 
payables. 

Management's Response and Corrective Action: Management agrees with the 
recommendation and is taking measures to update its procedures. The Hospital began working 
with its cost report preparer in October 2017 to make a monthly estimate of the amounts due to 
or from third party payors associated with its current fiscal year activity. 

2017-004 Physical Inventory Count 

Criteria: The Hospital should conduct a physical inventory count of its stock of supplies and 
pharmaceuticals as of its fiscal year end and adjust the reported quantities and amounts of as of 
that date to ensure the accuracy of the inventory amount reflected in its financial statements. 

Condition: The Hospital completed its most recent physical inventory count in March and April 
2017 rather than at May 31, 2017. 

Cause: It was decided to conduct the inventory at an early date in order to prepare for year 
end. It is not uncommon for Hospitals to conduct counts of its inventory prior to year end or 
even conduct cycle counts throughout the year. However, the Hospital does not utilize a 
perpetual inventory system for a significant portion of its inventory and therefore a physical 
count that coincides with the physical year end is necessitated. 

Effect: Certain minimum inventory level's a necessary for a healthcare provider such as 
Morehouse General Hospital to sustain operations and other methods can be utilized to discern 
that no material misstatement of the inventory balance reported on the financial statements is 
present. However, when a perpetual inventory system is not utilized the lack of a physical count 
at year end creates difficulty in determining what a required adjustment should be as of that 
date even if not material. 

Recommendation: We recognize the efforts of management to reduce the amounts of 
inventory carried during the year as part of its restructuring. We do recommend that the 
Hospital at a minimum resume conducting a physical inventory count at year end in addition to 
any other counts made during the course of the fiscal year. 

Management's Response and Corrective Action: Management agrees with the 
recommendation and plans to resume conducting year end counts as of May 31, 2018. The 
Hospital will also conduct a semi-annual count at Nov. 30, 2017. The CFO, Controller, and 
Materials Director have initiated this procedure, and management will receive proper training 
prior to the Nov. 30 count. Once the counts are complete, the accounting staff will audit the 
counts for accuracy. 
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Prior Year Findings Related to the Basic Financial Statements and Status: 

2016-001 Segregation of Duties - Accounts Payable and Cash Disbursements 

Our audit procedures indicated that one individual had access to the non-payroll check stock, 
had full access to make changes to the accounts payable vendor master file, was responsible 
for preparing and approving check runs, and was responsible for processing accounts payable. 
We also noted that while checks require two signatures, in practice, these signatures were 
being electronically signed. The lack of segregation of duties in this area coupled with the lack 
of strict adherence to the Hospital's check signing policy creates a significant weakness in the 
Hospital's controls over the accounts payable and cash disbursement process. It was 
recommended to management to attempt to optimize segregation of duties through 
reassignment of responsibilities where possible and to adhere to the check signing policy. 

Current Status: Unresolved. See finding 2017-001. 

2016-002 Timely Submission of Audit Report to the Legislative Auditor 

The Hospital was not in compliance with Louisiana Revised Statute 24:513. The Hospital 
did request and receive and extension to file its May 31, 2016 financial statement audit by 
January 31, 2017. 

Current Status: Resolved. 

2016-003 Noncompliance Bond Resolution 

The Hospital was not in compliance with a financial covenant of the Supplemental and Restated 
Bond Resolution as of May 31. 

Current Status: Resolved. 

2016-004 Timing of Employer Contribution Remittances to the Retirement Plan 

Morehouse General Hospital maintains the Morehouse General Hospital Money Purchase 
Pension Plan & Trust Plan (the Plan) and accrues a liability for its required contributions to the 
plan on a monthly basis. While participant's accounts under the Plan are credited with 
contributions earned, the actual remittance of these contributions to the Plan is routinely 
delayed because of the economic conditions the Hospital has faced. While neither the plan 
document nor government regulations appear to address an appropriate time period for 
payment of contributions to the Plan, the delay of remittance of these contributions creates a 
substantial current liability on the Hospital's statement of net position and a resulting degree of 
difficulty with the eventual remittance of the total balance to the Plan. 

Current Status: In-Process. See finding 2017-002. 
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2016-005 Third-Party Payor Settlement Estimates - Interim Financial Statements 

During the audit a substantial entry was proposed to adjust the third party payor accounts to 
actual at fiscal year end based upon settlement notifications and related correspondence 
received during the fiscal year from the Medicare and Medicaid payors and fiscal intermediaries. 
While these account balances are adjusted as of year end, it would appear that a substantial 
amount of time had elapsed since the accounts were last adjusted during the course of the 
fiscal year. 

Current Status: In-Process. See finding 2017-003. 
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