
 

 
 

 
 
 
Board of Directors 
Frio Hospital District 
Pearsall, Texas 
 
 
As part of our audit of the financial statements of Frio Hospital District (the District) as of and 
for the year ended September 30, 2020, we wish to communicate the following to you. 
 
AUDIT SCOPE AND RESULTS 
 
Auditor’s Responsibility Under Auditing Standards Generally Accepted in the United 
States of America 

An audit performed in accordance with auditing standards generally accepted in the United 
States of America is designed to obtain reasonable, rather than absolute, assurance about the 
financial statements.  In performing auditing procedures, we establish scopes of audit tests in 
relation to the financial statements taken as a whole.  Our engagement does not include a detailed 
audit of every transaction.  Our engagement letter more specifically describes our 
responsibilities. 
 
These standards require communication of significant matters related to the financial statement 

audit that are relevant to the responsibilities of those charged with governance in overseeing the 
financial reporting process.  Such matters are communicated in the remainder of this letter or 
have previously been communicated during other phases of the audit.  The standards do not 
require the auditor to design procedures for the purpose of identifying other matters to be 
communicated with those charged with governance. 
 
An audit of the financial statements does not relieve management or those charged with 
governance of their responsibilities.  Our engagement letter more specifically describes your 
responsibilities. 
 
Qualitative Aspects of Significant Accounting Policies and Practices 
 
Significant Accounting Policies 
 
The District’s significant accounting policies are described in Note 1 of the audited financial 
statements. 
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Alternative Accounting Treatments 
 
No matters are reportable. 

 
Management Judgments and Accounting Estimates 
 

 Provider Relief Fund revenue recognition – The District is a recipient of distributions 
from the Provider Relief Fund established by the CARES Act. The District attested to 
the terms and conditions upon receipt of the funding, including the requirement to 
demonstrate that funds received have been used for health care-related expenses or 
lost revenue attributable to coronavirus as defined in the CARES Act. Based on 
guidance issued by the U.S. Department of Health and Human Services as of 
September 30, 2020, no revenue was recognized in fiscal year 2020. 

 
Financial Statement Disclosures 
 
The following areas involve particularly sensitive financial statement disclosures for which we 
are prepared to discuss the issues involved and related judgments made in formulating those 
disclosures: 
 

 Medicaid reimbursement program, including nursing home QIPP  
 Intergovernmental transfer expense 
 COVID-19 and CARES Act Funding 

 
Audit Adjustments 
 
During the course of any audit, an auditor may propose adjustments to financial statement 
amounts.  Management evaluates our proposals and records those adjustments which, in its 
judgment, are required to prevent the financial statements from being materially misstated.  A 
misstatement is a difference between the amount, classification, presentation or disclosure of a 
reported financial statement item and that which is required for the item to be presented fairly in 
accordance with the applicable financial reporting framework.   
 
Areas in which adjustments were proposed include: 
 

 Property tax allowance 
 Construction in progress and accrued expenses 

 
Auditor’s Judgments About the Quality of the Entity’s Accounting Principles 
 
No matters are reportable. 
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Other Material Communications 
 
Listed below are other material communications between management and us related to the 
audit: 
 

 Management representation letter (attached) 
 We observed matters that we consider to be deficiencies that we communicated to 

management verbally. 
 

INTERNAL CONTROL OVER FINANCIAL REPORTING 
 
In planning and performing our audit of the financial statements of the District as of and for the 
year ended September 30, 2020, in accordance with auditing standards generally accepted in the 
United States of America, we considered the District’s internal control over financial reporting 
(internal control) as a basis for designing our audit procedures for the purpose of expressing our 
opinion on the financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of the District’s internal control.  Accordingly, we do not express an opinion on the 
effectiveness of the District’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. 
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent or detect and correct misstatements on a timely basis. 
 
A material weakness is a deficiency, or a combination of deficiencies, in internal control, such 
that there is a reasonable possibility that a material misstatement of the District’s financial 
statements will not be prevented or detected and corrected on a timely basis. 
 
A significant deficiency is a deficiency, or combination of deficiencies, in internal control that is 
less severe than a material weakness, yet important enough to merit attention by those charged 
with governance. 
 
We observed the following matters that we consider to be a deficiency.  
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Segregation of Duties – Cash Disbursements 
 
The District has outsourced all accounting functions to Frio Hospital Association d/b/a Frio 
Regional Hospital (Hospital).  The chief financial officer, who is employed by the Hospital, has 
access to all aspects of the cash disbursements cycle including the ability to approve invoices for 
payment, initiating payment via electronic funds transfer, and can prepare entries to adjust the 
cash account.  When employees have this combination of abilities, there is generally a risk of 
misappropriation.  Management has implemented certain mitigating controls in this area, 
including dual board member signatures on checks issued and reconciliation of the cash account 
by another employee. However, it is important to understand this does not completely remove 
the risk.  We recommend that management and the Board routinely review how duties are 
assigned and consider changes in controls around cash disbursements, including secondary 
approval of all electronic fund transfers by a person other than the chief financial officer.   
 
OTHER MATTERS 
 
Provider Relief Funds 
 
On March 27, 2020, President Trump signed into law the Coronavirus Aid, Relief, and Economic 
Security Act (CARES Act), as part of the government's response to the spread of the SARS-
CoV-2 virus and the incidence of COVID-19. The CARES Act contained provisions expanding 
the Medicare Accelerated and Advanced Payment Program and providing support to health care 
providers through Provider Relief Funds. 
 
The District received approximately $2.8 million of distributions from the Provider Relief Fund.  
These distributions are not subject to repayment, provided the District is able to attest to and 
comply with the terms and conditions of the funding, including demonstrating that the 
distributions received have been used for qualifying expenses or lost revenue attributable to 
COVID-19, as defined by the Department of Health and Human Services (HHS).  Based on an 
analysis of the compliance and reporting requirements and the effect of the pandemic on the 
District’s operating revenues and expenses through September 30, 2020, the District did not 
recognize any revenue from this program. Subsequent to year-end, HHS issued guidance on the 
use of payments from the Provider Relief Fund.  The District considers the guidance issued 
subsequent to year-end to be substantive changes in guidance rather than clarifications of 
guidance existing at September 30, 2020. As a result, the amounts recorded in the financial 
statements compared to the District’s Provider Relief Fund reporting could differ. 
 
The District should continue to monitor compliance with the terms and conditions of the 
Provider Relief Fund and the effect of the pandemic on the District’s revenues and expenses. The 
terms and conditions governing the Provider Relief Funds are complex and subject to 
interpretation and change. If the District is unable to attest to or comply with current or future 
terms and conditions the District’s ability to retain some or all of the distributions received may 
be affected. 
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Future Change in Accounting Standard 

GASB Statement No. 87, Leases (GASB 87), provides a new framework for accounting for 
leases under the principle that leases are financings.  No longer will leases be classified between 
capital and operating.  Lessees will recognize an intangible asset and a corresponding liability.  
The liability will be based on the payments expected to be paid over the lease term, which 
includes an evaluation of the likelihood of exercising renewal or termination options in the lease.  
Lessors will recognize a lease receivable and related deferred inflow of resources.  Lessors will 
not derecognize the underlying asset.  An exception to the general model is provided for short-
term leases that cannot last more than 12 months.  Contracts that contain lease and nonlease 
components will need to be separated so each component is accounted for accordingly. 

GASB 87 is effective for financial statements for the District’s fiscal year ending September 30, 
2022.  Earlier application is encouraged.  Governments will be allowed to transition using the 
facts and circumstances in place at the time of adoption, rather than retroactive to the time each 
lease was begun. 

This communication is intended solely for the information and use of management, the Board of 
Directors, others within the District and is not intended to be and should not be used by anyone 
other than these specified parties. 

January 21, 2021 
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