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MPherson, Groodrich, Paolucei & Mihelich, PC

Tax/Consulting/Audit Certified Public Accountants

December 16, 2022
Members of the Legislative Audit Committee

This report contains the results of a financial audit of the Colorado Veterans Community Living Center
at Rifle. The audit was conducted pursuant to Section 2-3-103, C.R.S, which authorizes the State
Auditor to conduct audits of all departments, institutions, and agencies of state government. The report
presents our findings, conclusions, and recommendations, and the responses of the Colorado Veterans
Community Living Center at Rifle.

REPORT SUMMARY

AUTHORITY, PURPOSE AND SCOPE

The Office of the State Auditor, State of Colorado, engaged McPherson, Goodrich, Paolucci &
Mihelich, PC (MGPM, PC) to conduct a financial statement audit of the Colorado Veterans Community
Living Center at Rifle (the Center) for its Fiscal Year Ended June 30, 2022. MGPM, PC performed this
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.

The purpose and scope of our audit was to:

e Express our opinion on the financial statements of the Center as of and for the year ended
June 30, 2022. This included a review of internal control 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.

e Evaluate progress in implementing prior audit findings and recommendations.



SUMMARY OF MAJOR AUDIT FINDINGS AND RECOMMENDATIONS

We expressed an unmodified opinion on the Center’s financial statements as of and for the year ended
June 30, 2022.

We did note a material weakness in the Center’s internal controls over financial reporting, but no
material instances of noncompliance with legal or regulatory requirements based on our financial
statements. We also report to the members of the Legislative Audit Committee and management of the
Center the required items that are included in the “Required Auditor Communication to the Legislative
Audit Committee” communication letter.

SUMMARY OF PROGRESS IN IMPLEMENTING PRIOR AUDIT RECOMMENDATIONS

The last stand-alone audit of the Center was conducted for the Fiscal Year 2018. The audit report for the
year ended June 30, 2018, included one prior recommendation. The disposition of this audit
recommendation as of June 30, 2022, was as follows:

Implemented
Partially implemented
Not implemented
Total
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RECOMMENDATION LOCATOR

Rec. Page Recommendation Summary  Agency Agency Implementation
No. No. Addressed Response Date
2022-001 The Center should strengthen Colorado Partially =~ December, 2022
internal controls over financial Veterans Agree
reporting in order to ensure  Community
accurate implementation of  Living Center
relevant accounting - Rifle
standards.
2022-002 The Center’s management and Colorado Disagree =~ On-Going
The Colorado Department of Veterans
Human Services should Community

implement a plan to improve
the Center’s overall
financial condition.

Living Center
- Rifle



DESCRIPTION OF THE CENTER

The Colorado Veterans Community Living Center at Rifle (the Center), was established under Section 26-12-
201, C.R.S,, as a skilled-care nursing facility. It provides health services (including long-term care, short-term
rehabilitation, short-term "respite" care and end of life services) to patients who are severely limited in their
ability to care for themselves due to serious illness and/or disability.

The Center, by statute, serves honorably discharged veterans, veteran's spouses or widows, and "Gold-Star
Parents" (non-veterans, any of whose children have died while serving in the Armed Forces). Preference for
admission is given to Colorado veterans and the Center must maintain a 75 percent veteran’s occupancy (the
Center received a waiver from the Department of Veteran’s Affairs(VA) for Fiscal Year 2021-2022 due to
Covid-19). The Center serves veterans without regard to sex, race, color, or national origin.

The Center is one of a very limited number of facilities which meet U.S. Department of Veterans Affairs (VA)
requirements to provide care to veterans. In turn, the Center receives certain funding from the VA on the basis
of the number of veterans served. The Center is overseen by the Division of Veterans Community Living
Centers within the Colorado Department of Human Services, Office of Community Access and Independence.

WORKLOAD AND STATISTICAL FACTORS

Authorized capacity 89
Average daily census for the year ended June 30, 2022 45.64
Average occupancy percentage for the year ended June 30, 2022 51.28%
Average veteran’s occupancy percentage for the year ended June 30, 2022 73.07%
Patient days for the year ended June 30, 2022 16,658



FINDINGS AND RECOMMENDATIONS

Finding 2022-001  Controls over the Presentation and Implementation of new GASB Accounting
Pronouncements

The Living Center at Rifle’s (Center) accounting division is responsible for all of the Center’s financial
accounting and reporting, including the accurate entry and approval of financial transactions in the Center’s
accounting system and preparation of its financial statements. Because govemmental operations are diverse and
constrained by numerous legal and fiscal requirements, a basic principle of govemmental Generally Accepted
Accounting Principles, or GAAP, is fund accounting. A fund represents part of the activities of an organization,
so that each fund separates its activities in the accounting records and has a self-balancing set of accounts. In
order to more easily demonstrate compliance with legal restrictions or limitations, govemmental transactions
and balances are accounted for through separate funds across several sets of financial statements. For example,
the Center uses Fund 8130, Patient Benefit Fund; and Fund 9000, Resident Trust Fund, within the State’s

financial accounting system, the Colorado Operations Resource Engine (CORE), for the accounting for the
Center’s financial activities.

The Governmental Accounting Standards Board (GASB) establishes GAAP for state and local govemment
entities through the issuance of GASB statements, which the Center must comply with when preparing its
financial statements. For example, the Center was required to implement GASB Statement No. 84-Fiduciary
Activities (GASB 84) in Fiscal Year 2021 which required Fund 8130 (Patient Benefit Fund) and Fund 9000
(Resident Trust Fund) to be reported separately in the financial statements. Fiduciary activities involve assets
which are held by a govemment for the benefit of others. The Patient Benefit Fund tracks donations received
for the benefit of current patients, while the Resident Trust Fund includes individual patient funds held by the
Center for use by a specified patient. Because the Office of the State Auditor audits the State’s Living Centers
on a rotating four-year basis rather than every year, an individual audit of the Center was not performed in

Fiscal Year 2021 and, therefore, the Center did not prepare separate financial statements in accordance with
GAAP for that year.

In addition, the Center was required to implement a new GASB statement during Fiscal Year 2022, GASB
Statement No. 87-Leases (GASB 87). GASB 87 required the Center to evaluate all of its lease and financing
agreements for proper financial statement reporting of the lease liabilities and related assets within its financial
statements in accordance with this standard. A lease is defined as a contract that conveys control of the right to
use another entity’s nonfinancial asset (the underlying asset) as specified in the contract for a period of time. A
right-of-use asset pertains to the lessee’s right to occupy, operate or hold a leased asset during a rental period.
The value of this right-of-use asset is lowered periodically over the remaining life or rental period of the asset
with the offset being amortization expense.

What was the purpose of the audit work and what work was performed?

The purpose of the audit work was to review the Center’s implementation of GASB 87 and GASB 84 reporting,
as it related to the Center’s financial presentation and recording of information on the Center’s Fiscal Year 2022
financial statements.

We reviewed the Center’s financial statements for the proper recording and implementation of GASB 87 related
to leases and reviewed the recording of the Center’s right-to-use asset along with the corresponding debt and
amortization expenses related to the right to use asset(s) being added to the capital assets. For GASB No. 84-
Fiduciary Activities, we reviewed the presentation of Fund 8130 and Fund 9000 to determine if any portion of
the activity met the criteria for reporting under GASB No. 84, and whether that activity was properly reported
as a fiduciary activity, as applicable



How were the results of our audit work measured?

We measured the results of our audit against the following:

e GASB Statement No. 84 —

This Statement establishes criteria for identifying fiduciary activities of all state and local
govemments. The focus of the criteria generally is on (1) whether a govemment is controlling
the assets of the fiduciary activity and (2) the beneficiaries with whom a fiduciary relationship
exists. An activity meeting the criteria should be reported in a fiduciary fund in the basic
financial statements. Governments with activities meeting the criteria should present a statement
of fiduciary net position and a statement of changes in fiduciary net position.

GASB Statement No. 87 — Under this Statement, a lessee is required to recognize a lease liability and an
intangible right-to-use lease asset.

A lessee should recognize a lease liability and a lease asset at the commencement of the lease
term, unless the lease is a short-term lease or it transfers ownership of the underlying asset. The
lease liability should be measured at the present value of payments expected to be made during
the lease term (less any lease incentives). The lease asset should be measured at the amount of
the initial measurement of the lease liability, plus any payments made to the lessor at or before
the commencement of the lease term and certain direct costs.

A lessee should reduce the lease liability as payments are made and recognize an outflow of
resources (for example, expense) for interest on the liability. The lessee should amortize the lease
asset in a systematic and rational manner over the shorter of the lease term or the useful life of
the underlying asset. The notes to financial statements should include a description of leasing

arrangements, the amount of lease assets recognized, and a schedule of future lease payments to
be made.

State Fiscal Rule 1-2 (3.5), Internal Controls, requires that state agencies “implement internal

accounting and administrative controls that reasonably ensure that financial transactions are accurate,

reliable, conform to the Fiscal Rules, and reflect the underlying realities of the accounting transaction
(substance rather than form).” For example, internal accounting and administrative controls include
periodic staff training on fiscal year end accounting processes, development of procedures, and
implementation of new govemmental accounting standards.

The Office of the State Controller has adopted the Standards for Internal Control in the Federal
Government (Green Book), published by the Govemment Accountability Office, as the State’s standard
for internal controls, which all state agencies must follow. Green Book, Paragraph OV2.14, Roles in an
Internal Control System, states that management is responsible for designing an internal control system
which includes controls over the preparation of financial reporting in accordance with professional
standards and applicable laws and regulations.



What problems did the audit work identify?
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Why did these problems occur?

O 0MMINO I T OTTD O0 00 O 0 00 00 [ [ D O oo OO O ) oo
U O O OO o OO I O O OO OO OO O OO (OO T T T T T D @0 [0 W O O 0 o C
U Ui i rrroT O O o o O COCD I I m (I T T I I Imomn O 00 I [ oo o o o oo
0000 O T 0O O T CET T T T OO D OO O (T
00O O UODIIDIDImD [0 00 [T irmo O 0 0 0000 OO0 (OO0 e O O O OO LT
0 (0D OO O i [ O T T T O In o ioioio o O I O 0 0 OO OO0O0 Do o c
0 OO0 CECEC IO [ D 0 OO OO o imiman O 0 O O 0 OO 00O foimm O O0oaoim
0000 DI O O OO O D ONOICIC IO oeo O O OO0 Omo oo o
O O O AT [0 MmO OO moeoe O O O OO0 On oo O O I oo oo ooioomioooooo O o
U000 O ITIIITnD odgod

Why do these problems matter?
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Recommendation No. 2022-001:
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