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Board of Directors and Management
Maverick County Hospital District
Eagle Pass, Texas

As part of our audit of the financial statements of Maverick County Hospital District (District) as
of and for the year ended August 31, 2018, 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 I of the audited financial
statements.

Alternative Accounting Treatments

No matters are reportable.
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Management Judgments and Accounting Estimates

Accounting estimates are an integral part of financial statement preparation by management,
based on its judgments. The following areas involve significant estimates for which we are
prepared to discuss management’s estimation process and our procedures for testing the
reasonableness of those estimates:

e Valuation of patient accounts receivable
e Value of property taxes receivable and tax revenue
e Net pension asset

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:

e Indigent care
e Defined benefit pension plan

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.
Some adjustments proposed were not recorded because their aggregate effect is not currently
material; however, they involve areas in which adjustments in the future could be material,
individually or in the aggregate.

Areas in which adjustments were proposed include:

Proposed Audit Adjustments Recorded

Deferred inflows of resources and pension plan expense
Long-term debt

Capital assets, net

Investments and investment return

Other current receivables

Patient accounts receivable

Accounts payable
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Proposed Audit Adjustments Not Recorded

e Attached is a summary of uncorrected misstatements we aggregated during the current
engagement and pertaining to the latest period presented that were determined by
management to be immaterial, both individually and in the aggregate, to the financial
statements as a whole.

Auditor’s Judgments About the Quality of the Entity’s Accounting Principles

No matters are reportable.

Other Material Communications

Listed below are other material communications between management and us related to the
audit:

e Management representation letter (attached)
e We observed matters that we consider to be deficiencies that we communicated to
management orally.

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 August 31, 2018, 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 auditing procedures for the purpose of expressing
our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the 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
significant deficiencies or material weaknesses and, therefore, there can be no assurance that all
deficiencies, significant deficiencies or material weaknesses have been identified. However, as
discussed below, we identified certain deficiencies in internal control that we consider to be a
material weakness.

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 of the District’s financial statements on a timely
basis. A deficiency in design exists when a control necessary to meet a control objective is
missing or an existing control is not properly designed so that, even if the control operates as
designed, a control objective would not be met. A deficiency in operation exists when a properly
designed control does not operate as designed or when the person performing the control does
not possess the necessary authority or competence to perform the control effectively.
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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 matter that we consider to be a material weakness.

Audit Adjustments

During the course of the audit, various adjustments were proposed and recorded. Areas where
adjustments were proposed have been previously discussed in this letter. Management should
review the causes for these adjustments and implement corrective procedures to ensure that
interim financial statements are accurate. Such corrective procedures would include challenging
the patient accounts receivable estimate by performing validation procedures such as look-back
analyses as well as strengthening cut-off procedures related to accounts payable accruals. This is
especially important because interim financial information is often a key factor in decisions
made by management and the board.

OTHER MATTERS

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 August 31,
2021. 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.
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This communication is intended solely for the information and use of management, the Board of
Directors and others within the District and is not intended to be and should not be used by
anyone other than these specified parties.

BED L

February 26, 2019
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Mawenchk County Hospital Disorict

February 26, 2019

BKD, LLP
Certified Public Accountants
14241 Dallas Parkway, Suite 1100
Dallas, Texas 75257-961

We are providing this letter in connection with your audits of our financial statements of
Maverick County Hospital District (District) as of and for the years ended August 31,
2018 and 2017. We confirm that we are responsible for the fair presentation of the
financial statements in conformity with accounting principles generally accepted in the
United States of America. We are also responsible for adopting sound accounting
policies, establishing and maintaining effective internal control over financial reporting,
operations and compliance, and preventing and detecting fraud.

Certain representations in this letter are described as being limited to matters that are
material. Items ar¢ considered material, regardless of size, if they involve an omission or
misstatement of accounting information that, in light of surrounding circumstances.
makes it probable that the judgment of a reasonable person relying on the information
would be changed or influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, the following:

1. We have fulfilled our responsibilities, as set out in the terms of our
engagement letter dated September 10, 2018, for the preparation and fair
presentation of the financial statements in accordance with accounting
principles generally accepted in the United States of America.

2 We acknowledge our responsibility for 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.

35 We acknowledge our responsibility for the design, implementation and
maintenance of internal control to prevent and detect fraud.

3406 Bob Rogers Drive, Suite 140, Eagle Pass, Texas THES2 (830) 757-4990 Fax (830) 7574982



4. We have reviewed and approved a dratt of the financial statemenls and
related notes relerved to above, which you proparcd in connection with
your audit ol our financial statements.  We acknowledge that we arc
responsble for the faie presentation of the fnancial statements ancd relaled
Nles.

3. We have provided you wilh:

(a}  Access o all information ol which we are aware that is relevant to
the preparation and farr preseniation of the financial statcmenis such
as records, documentation and other matters.

(b} Additonal informalion that you have requesied from ws for the
purpose ol the audit,

(¢}  Unrestricted acecss to persons within the entity from whom you
determined it necessary Lo obtain audit evidence.

(d}  All minules of directors’ mectings held through the date of this
leiter,

{e)  All significant contracts and grants.

(f} Al peer review orpanizations, liscul mlermediary and third-pariy
payer reports and information.

. All transactiona have been recorded in the accownting records and arc
reflecied tn the Tnancial statements.

7. We have informed you of all current risks of a materal amount thal are
not adequately prevenied or delected by company procedures with respect
to:

()  Misappropriation of assets.

(b} Misrepresented or misstated asscts or Habilities.

5 We o bolicve the ellects of the uncorrceted  nancia]  staremcnt
misstatementls summarized in the attached sehedule we framaterial, both
individually and in the aggregate, to the Nnancial statements taken as a
whule.

9. We have no knowledge ol uny known or suspected:

(a)  Fraudulenl [nancial reporting or misappropriation of asscts
mvolving management or cmployees who have significant roles in
miemal control.

3406 Bolr Mogers Drive, Svite 140, Faple Pass, Texas TRES2Z (8300 757-4990 Fyx (830} 757-4082



(b} Fraudulent financial reporting or misappropriation of asscts
involving olhers that could have a matenal effect on the finaneial
statcmenls.

e} Commuaicafions  from  rmegulatory  apencics,  povemmental
representatives, cmplovees or others concerning investigations or
allegations of noncomphance with laws and regulations, deficicneics
in finaneial reporiing practices or otler maliers that could have a
material adverse effect on the financial stalements.

9. We have no knowledge of any allegalions of fraud or suspected fraud
allecting the District received in communications lrom employees,
custonlers, repulators, suppliers or others.

1. We have disclosed lo you the identity of the entity’s related parties and all
the related party relationships and transaciions of which we are aware.
Related party relationships and pansactions have been appropriately
accounted for and disclosed i accordance with accounting principles
generally aceepted in the United States of America. We understand that
the term related party refers to an affiliate; principal owners, management,
and members of their immediale Tarmilies, subsidiarics aceounted for by
the equity method; and any oiher parly with which the Distriet may deal if
the District can signilicantly influence, or be influenced by, ihe
management or operating policics of the other. The term affifiate relers o
a parly thut directly or indircetly controls, or is controlled by, or is under
comman control with, the Disirici

[2.  Lxcept as reflected in the financial statements, there are no:

fa}  Pluns or intentlons that may rnatenatly affect camying values or
classifications of asscts and labililjes.

(by  Matcrial transactions omitted or improper]y recorded in the finaneiul
records.

ey Matenal gaindess contingencies requiring acerual or disclosure,
including those arising lrom environmental remediation obliations.

(dy  Lwvents occurring subsequent to the balance sheet date through the
datc ol this lelter requiring adjustment or disclosure in the [inaneial
slatemenly,

fe]  Agreements to purchasc asscis previously sold.

(f)  Restrictions on cash balances or compensaiing balance agreements.

340G Bob Rogers Drive, Suite 140, Lagle Pass, Texys 78352 (330} 7574440 Ty« (830} TS7-3982



7.

18,

(g} Croarantees, whether written or oral, under which the Thstrict is
contingently liable.

W huve disclosed 1oovou all known instances of noncomplize o swspeciel roncomplitnce wilh laws ard
iepulativnes whiees elfecws sheuld be congdered when picparinge naoeial satements

We have no reason to believe the District owes any penallies or payments
under the Employer Shared Responsibility Provisions of the Paticnt
Proteciion and  Allordable Carc Act nor have we reccived any
conespondence [tom the IRS or other agencics indicating such payments
may be due,

We lave disclised w you all knen autwal o possible lugation and claios whose elMeets shonld be sonstdered
when prepating the tinancial sticmenls. The effecls of all known scual or possible litivat@m anl alyims have
Becn aceenmted for and diseloscd in accordance wilh acoounting, prineiples penccally accepied in the ltpd
Slales of America.

We have infimmal o o all pending o comepletsd Uvestiaotives by megoebuany awthoritics of which we ure
aware. There sre no kaewa cireumslances 1tha cgould jeopacdize the Disuics parlicipacien in the Medicare or
other goveiacnral hoaltly e pavaecierns.,

Adequate provisions and allowances huve been acerucd lor any material
logses from:

(ay  Tlncollectible receivables,

{b) Medicarc/Medicaid and other third-party payer contractual, audit or
other adjustmenis.

Except as disclosed in the financial slalements, (he District has:

{a)  Satisfactory title 1o all recorded assets, and they are 1ot subject to
any liens, pledges or other encumbrances.

by Complied with all aspcets of coniractual agrecments, lor which
noncompliance would matertully allect the financial stalements.

With respect 1o the Thsiricl’s possible exposure to pust or future medical
nualprachice asserlions:

{ay  We have disclosed to wvou all incidents known to us that could
possibly give risc to an assertion of malpractice.

(Y All known meidents have been reported to the uppropriate medical
malpractice  insurer and  are  appropriately  considered in our
malprachice liability accrual.

fc)  There is no known lapse in coveryge, includiog any lapse
subscquent to the fiscal year-end, that would resull in any known
incidents being uninsured.

3406 Bolr Mogers Drive, Suite 14k, Eagle I'ass, Teaas T8E52 (830) T5T.40% ax (830 757-4082



23

24,

() Managemient does nol expect any claims o exeead malpractice
insurance limits,

(c}  We helieve our accruals for malpractice clams are sufficicnt for all
known and probable potential ¢laims,

With repard to deposit and investiment activities:

(a)  All deposit, repurchase and reverse repurchase agreements and
mvesiment transactions have been made in accordance with legal
and contractual requirenicnts.

by Disclosurcs ol deposil and investmemt balances and nisks in the
financial stalements are consistent with our understanding of the
apphcahle laws regarding enforecability ol any pledwyes of collateral.

{¢)  We understand thal your audil does not represent an opinion
regarding the enforeeabilily of collareral pledacs.

With respeel o any nonattest scrvices you have provided us during the
year, mcluding drafting the financal siaterents and related notes:

(@)  We have designuted g qualified management-level individual to be
responsible and accountable for oversecing the nonaulest services.

{h}  We have established and momiored the performance of the nonatlest
services to cnsure that they meet our objectives.

()  We have made any and all decisions nvolving manasement
lunctions with rcspect to the nomatlesl services and accept ul
responsibiiity for such decisions,

(d)  Wo have evalualed the adequacy of the services perfommed and any
firdings that resulted.

We acknowledge that we are responsible [or compliance with applicable
laws, repulations and provisions ol conlracts and srant agreemenls.

W liaove idemitified to v sy presious Bnanzial audits, allestation engamenients, performance audits o eller
atudies erlated Lo the objectives af your wulit and he comeetre aetions talien 1o addiess any siznificant Hndings
Aand eeemmnendacions siade o such audits, wiestation encarementys oratber stodics.

The supplementary information required by ihe Governmenral Accounting
Standards Board, consisting of management’s discussion and analysiz, and
pension information, has heen prepared and is measured and presented in
conformity  with the applicable GASB  pronouncements, and  we
acknowledge our responsibility for the information.  The information
containcd therein i based on all facts, decisions and conditions currently
knawn fo ws and is measured using the same methods and assumptions as

34006 Bob Rogers Drive, Swile 14, Fagle Pass, Texas T8852 (8300 7574990 Fax (B30) 7374082



were used in the preparation of the (nancial starements. We belfeve the
significant assumptions underlying the measurcienl andior presentation
of the information arc reasonable and appropriale.  There has beon no
change from the preceding period in the methods of measurement and
prescolaticon.

2. We believe the assumptions used by our actuarics lor valuing our
obligations under our delined benefit pension plan are reasonable and
result in an accurate poriraval of our unfunded beveli{ obligations. We arc
not aware of any ilems that would wailerully change the aciuaral
assumplions ol computed oblipations.

26, The financial statements disclose «ll significant cstimales and material
concentrations known o us.  Significant cstimates are estimates at the
balance sheet dale which could change materially within the next year,
Concenirations reler lo volumes of business, revenues, available sources
ol supply, or markets for which evenls could occur which would
signilicantly disrupt normal finances within the next year,  Significant
assumptions used by us in making accounting cstimates, including those
measured at fair value, are reasonable.

27, The lwir values of financial and nonflinancial assets and liabilities, if any,
recognized in the financial stalemenis or disclosed in the noles thereto arc
reascnable cstimaies based on the methods and assumptions used.  The
methods and stgmilicant assumiptions used resull in measurcments of fair
valug appropriale for financial slatement recognition and disclosure
purposes and have been applied consistently from period w period. taking
into account any changes in creumstances. The significant assumptions
appropriately rellect market participant assumptions,

28 We huve not been designated as a polentially responsible parly (PR or
gquivalent status) by the Environmental Protection Agency (EPA) or other
copnizant regulatory agency with authority to enforce environmental laws
and reeulations.

29 Billings 1o (lrd-party pavers comply i all material respects with
applicable coding goidelines, laws and regulations.  Billings veflect only
charges for goods and scrvices thal were medically necessary; properly
approved by regulatory bodies, il required; and properly rendercd.

30, With regard 1o coat reports filed with Medicare, Medicaid or other third
[rarties:

fa)  All required reports have been properly filed.
(b} Management 15 responsible for the accwracy and propricty of those

reports.

MG Bob Rogers Drive, Suite 140, Eagle I"ass, Tocas 78852 (330) TS749M Fa (5.3 7574982



(c) All costs reflected on such reports are appropriate and allowable
under applicable reimbursement rules and regulations and are
patient-related and properly allocated to applicable payers.

(d)  The reimbursement methodologies and principles employed are in
accordance with applicable rules and regulations.

(e)  All items required to be disclosed, including disputed costs that are
being claimed to establish a basis for a subsequent appeal, have been
fully disclosed in the cost report.

(f)  Recorded allowances for third-party settlements are necessary and
are based on historical experience or new or ambiguous regulations
that may be subject to differing interpretations.

3.  We have evaluated whether there are conditions or events known or
reasonably knowable, considered in the aggregate, that raise substantial
doubt about the District’s ability to continue as a going concern within one
year of the date of this letter without consideration of potential mitigating
effects ol management’s plans not yet fully implemented and concluded
substantial doubt does not exist.

32, Owur federal awards did not exceed $750,000 in 2018 and we do not
believe we are subject to the audit requirement to OMB Circular A-133 in

2018.

33.  The District intends to hold all investments until maturity. Accordingly,
investments maturing prior to August 31, 2019 are appropriately classified
as “current” and investments maturing subsequent to August 31, 2018 are
appropriately classified as “long-term™ in the financial statements.

Ima Martinez, Inferim Admiyistrator cstm Bonilla, CFO

3406 Bob Rogers Drive, Suite 140, Eagle Pass, Texas T8852 (830) 7574900 Fax (830) 7574982



Maverick County Hospital District

ATTACHMENT

This analysis and the attached "Schedule of Uncorrected Misstatements (Adjustments Passed)" reflects the effects on the
financial statements if the uncorrected misstatements identified were corrected.

QUANTITATIVE ANALYSIS
Before Subsequent to
Misstatements Misstatements Misstatements % Change
Current Assets 7,707,758 (138,000) 7,569,758 -1.79%
Non-Current Assets 16,668,338 0 16,668,338 0.00%
Current Liabilities (594,228) (33,064) (627,292) 5.56%
Non-Current Liabilities (152,436) 0 (152,436) 0.00%
Current Ratio 12.97 12.07 -6.97%
Total Assets 24,376,096 (138,000) 24,238,096 -0.57%
Total Liabilities (746,664) (33,064) (779,728) 4.43%
Net Position (23,629,432) 171,064 (23,458,368) -0.72%
Revenues & Income (7,160,892) 122,254 (7,038,638) -1.71%
Costs & Expenses 7,929,943 44,834 7,974,777 0.57%
Change in Net Position 769,051 167,088 936,139 21.73%




Client: Maverick County Hospital District

Period Ending: August 31, 2018

SCHEDULE OF UNCORRECTED MISSTATEMENTS (ADJUSTMENTS PASSED)

Factual (F), Assets Liabilities (x) Revenues & Costs & Net Effect on Following Year
Location or Financial Judgmental (J), Current Non-Current Current Non-Current  Non Income | Net Position Change in Net Net Assets
Description B Unit Line ltem or Projected (P) DR (CR) DR (CR) DR (CR) DR (CR) Tax DR (CR) DR (CR) DR (CR) DR (CR) DR (CR)
Turnaround effect of prior year passed ‘MCHD F N N N N (15,746) 11.770 3.976 N ‘ N
adjustments.
Purchased Services 11,770 N/A - Prior year passed
Property tax revenue (15,746) adjustments
Net position 3,976 |
|Est|mated difference in MFAP allowance ‘MCHD J (138,000) 0 0 0 138,000 0 0 0 ‘ 0
N i i 1
et patlent. service revenue 38,000 NJ/A - Estimated difference
Other receivables (138,000)
Understatement of payroll/PTO liability accrual‘ F 0 0 (33,064) 0 0 33,064 0 (33,064) 33,064
Salaries and wages 33,064 (33,064) 33,064
Accrued expenses (33,064)
Taxable passed adjustments 122,254 44,834 3,976 (33,064) 33,064
Times (1 - effective tax rate of 00%) 100% 100% 100%
Taxable passed adjustments net of tax impact 0 122,254 44,834 3,976
Nontaxable passed adjustments (138,000) 0 (33,064) 0 0 0 0
Total passed adjustments, net of tax impact (if an (138,000) 0 (33,064) 0 122,254 44,834 3,976
[Impact on Change in Net Posit 167,088 |
[impact on Net Position 171,064 |




