City of Buda, Texas
Letter on Conduct of Audit
and Management Letter Comments
September 30, 2011

To the City Council and City Manager
City of Buda, Texas
Buda, Texas
This letter is intended to inform the City Council and City Manager of the City of Buda, Texas
(the “City”) about significant matters related to the conduct of the annual audit for the year
ended September 30, 2011, so they can appropriately discharge their oversight
responsibilities and so that we may comply with our professional responsibilities to the
City Council and City Manager.
Under Section A – Required Communications Letter, we have included various matters which
must be communicated to the City under auditing standards generally accepted in the
United States of America.
In addition to the required communication above, we have provided under Section B –
Management Letter, other matters required, or which we considered beneficial, to be
communicated.
This report is intended solely for the information and use of the City Council, City Manager,
and management and is not intended to be, and should not be, used by anyone other than
these specified parties.
We will be pleased to respond to any questions you may have, and we appreciate the
opportunity to be of service.
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Section A – Required Communications Letter
The Auditors’ Responsibility Under Auditing Standards Generally Accepted in the United States of
America
As communicated in the arrangement letter dated January 25, 2012, our responsibility, as described by
professional standards, is to form and express an opinion about whether the financial statements that
have been prepared by management with your oversight are presented fairly, in all material respects, in
conformity with accounting principles generally accepted in the United States of America. Our audit of
the financial statements does not relieve you or management of your respective responsibilities.
Our responsibility, as prescribed by professional standards, is to plan and perform our audit to obtain
reasonable, rather than absolute, assurance about whether the financial statements are free of material
misstatement. An audit of financial statements includes consideration of internal control over financial
reporting as a basis for designing 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 over financial
reporting. Accordingly, as part of our audit, we considered the internal control of the City solely for the
purpose of determining our audit procedures and not to provide any assurance concerning such internal
control.
We are also responsible for communicating significant matters related to the audit that are, in our
professional judgment, relevant to your responsibilities in overseeing the financial reporting process.
However, we are not required to design procedures for the purpose of identifying other matters to
communicate to you.
As communicated in the arrangement letter dated January 25, 2012, our responsibility, as described in
Government Auditing Standards, the provisions of the Single Audit Act, and the United States Office of
Management and Budget (“OMB”) Circular A‐133 and OMB’s Compliance Supplement, is to report on
the presentation of the Schedule of Expenditures of Federal Awards; the tests of internal control related
to financial reporting and major federal programs; and the tests of compliance with certain provisions of
laws, regulations, contracts, and grant agreements. However, they do not provide a basis for an opinion
on the City’s internal control over financial reporting or on compliance and other matters.
Planned Scope and Timing of the Audit
Due to the difficulties encountered during the audit, we were unable to conduct our audit consistent
with the planned scope and timing originally communicated to you. Refer to the “Significant Difficulties
Encountered During the Audit” section of this letter for further information.
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Qualitative Aspects of Significant Accounting Practices
Significant Accounting Policies
Management has the responsibility to select and use appropriate accounting policies. A summary of the
significant accounting policies adopted by the City is included in Note 1 to the financial statements.
There has been no initial selection of accounting policies and no changes in significant accounting
policies or their application during the year ended September 30, 2011, other than the required initial
adoption of Governmental Accounting Standards Board (“GASB”) Statement No. 54, Fund Balance
Reporting and Governmental Fund Type Definitions, and GASB Statement No. 59, Financial Instruments
Omnibus. The adoption of GASB Statement No. 59 did not have any significant impact on the 2011 or
prior finacial statements.
The adoption of GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type
Definitions, provided for a definition of certain fund types which, if not met, required the City to
consolidate previously reported Special Revenue Funds as part of the General Fund operations. The net
impact of the implementation was the transfer of beginning fund balance of approximately $1,050,000
out of the Special Revenue Funds into the General Fund. In addition, the associated revenue of
$448,837 and the expenses of $2,665,375 of the impacted Special Revenue Funds is also reported as
part of the General Fund statement of revenue, expenditures, and changes in fund balances in 2011.
No matters have come to our attention that would require us, under professional standards, to inform
you about (1) the methods used to account for significant unusual transactions and (2) the effect of
significant accounting policies in controversial or emerging areas for which there is a lack of
authoritative guidance or consensus. However, during the course of our audit, we found the City had
not properly applied accounting principles generally accepted in the United States of America to many
transactions, which resulted in audit adjustments, as described below in the “Uncorrected and
Corrected Misstatements” section.
Significant Accounting Estimates
Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s current judgments. Those judgments are normally based on knowledge and
experience about past and current events and assumptions about future events. Certain accounting
estimates are particularly sensitive because of their significance to the financial statements and because
of the possibility that future events affecting them may differ markedly from management’s current
judgments.
The most sensitive accounting estimates affecting the financial statements are the estimated useful lives
of capital assets, investment valuation, unbilled utility receivables, and the allowance for uncollectible
receivables. Management’s estimates are based on information currently available, and the process
used to calculate these estimates should be monitored throughout the year. These estimates were
reviewed and they were determined to be reasonable in relation to the basic financial statements taken
as a whole.
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Financial Statement Disclosures
Certain financial statement disclosures involve significant judgment and are particularly sensitive
because of their significance to financial statement users. The most sensitive disclosures affecting the
City’s financial statements relate to investments, tax increment reinvestment zone property tax
allocations, restatements, implementation of GASB Statement No. 54, and long‐term obligations
including the Dupre Local Government Corporation’s Cabela’s, Inc. debt obligations.
Significant Difficulties Encountered During the Audit
We encountered no significant difficulties in dealing with management related to the performance of
the audit, and management provided us with full cooperation, assistance, and access to information.
However, we encountered significant difficulties, as described below, which caused delays in completing
the audit and required us to expend a significant amount of time in excess of what is required for a
standard audit. An overview of the significant difficulties we encountered during the performance of
the audit are as follows:


Inadequate and incomplete books and records reconciled and reviewed by trained staff



Absence of an adequate overall control environment



Inadequate supervision, control, and direction regarding the accounting system and overall fiscal
operations during the fiscal year



Excessive use of journal entries without proper supporting information or supervisory management
review and/or approval



Lack of supporting documentation for certain prior year transactions including obligations of the
Dupre Local Government Corporation Cabela’s, Inc.

Other Information in Documents Containing the Audited Financial Statements
We are not aware of any other documents that contain the audited financial statements. If such
documents were to be published, we would have a responsibility to determine such financial
information was not materially inconsistent with the audited financial statements of the City.
Uncorrected and Corrected Misstatements
For purposes of this communication, professional standards require us to accumulate all known and
likely misstatements identified during the audit, other than those we believe are trivial, and
communicate them to the appropriate level of management. There were two uncorrected financial
statement misstatements impacting the General Fund, two uncorrected financial statement
misstatements impacting the Water Fund, and two uncorrected financial statement misstatements
impacting the Wastewater Fund, all of which are summarized in Appendix II.
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In addition, professional standards require us to communicate to you all material, corrected
misstatements that were brought to the attention of management as a result of the audit procedures.
The material misstatements that were identified as a result of our audit procedures were brought to the
attention of, and corrected by management and are summarized in Appendix I.
Disagreements With Management
For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing
matter, which could be significant to the City’s financial statements or the auditors’ report. No such
disagreements arose during the course of the audit.
Representations Requested From Management
We have requested certain written representations from management included in our standard
representation letter dated February 11, 2013, which is attached as Appendix III.
Management’s Consultations With Other Accountants
In some cases, management may decide to consult with other accountants about auditing and
accounting matters. Management informed us that, and to our knowledge, there were no consultations
with other accountants regarding auditing and accounting matters.
Other Significant Findings or Issues
In the normal course of our professional association with the City, we generally discuss a variety of
matters, including the application of accounting principles and auditing standards, business conditions
affecting the City, and business plans and strategies that may affect the risks of material misstatement.
None of the matters discussed resulted in a condition to our retention as the City’s auditors.

Section B – Management Letter
Recommendations Regarding the Internal Control Structure
In planning and performing our audit of the financial statements of the City as of and for the year ended
September 30, 2011, in accordance with auditing standards generally accepted in the United States of
America, we considered the City’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 City’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the City’s internal control.
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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; 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 material weaknesses and other
deficiencies that we consider to be significant deficiencies.
A deficiency in 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 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 that a material weakness, yet important enough to merit attention by those charged with
governance.
MATERIAL WEAKNESSES
We consider the following deficiencies in the City’s internal control to be material weaknesses.
Financial Reporting and Accounting System
Financial reporting is an integral part of the internal control structure of the City. Accurate and timely
financial reporting is required to effectively manage and guide the City. The preparation of accurate
financial reporting is dependent on maintaining an accurate and up‐to‐date general ledger, which is fully
reconciled to the supporting documents, and having experienced and appropriate level of people who
are qualified for managing the accounting and reporting function of the City. Appropriate level of
people should provide for consideration of proper segregation of duties in the accounting and reporting
of the City’s operations.
During fiscal year 2011, the City’s financial accounting and reporting system was not functioning at a
reasonable level. Thus, the preparation of financial statements in accordance with accounting principles
generally accepted in the United States of America within a reasonable time period after fiscal year‐end
was not possible. Some factors that contributed to the financial and reporting system issues were as
follows:


The department head and key accounting positions did not possess the appropriate experience,
training, or accounting skills to perform their assigned accounting and financial functions.



Accounting staff and personnel assigned to the accounting department did not have adequate
resources or supervision to complete their assigned functions.



The lack of adequate resources within the City’s accounting and financial reporting process did not
allow for general ledger accounting and reviews to be completed as needed. General ledger
accounting was not kept up‐to‐date.
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Accounting policies and procedures were not formally documented causing standard accounting
practices and controls to not be put into operation.



Bank and TexPool cash and investment accounts were not reconciled timely or at all.



Assets and liability general ledger account reconciliations were either not prepared or were not
prepared accurately or subjected to supervisory review.



The accounting department operated with inadequate resources and oversight by trained and
experienced financial professionals. The lack of resources resulted in improper segregation of duties
in the daily accounting for the City’s operations.



Journal entries in the current and previous years’ audits were entered into the general ledger and
were not reviewed or approved by an individual knowledgeable of the proper accounting treatment;
thus, numerous errors were created, which required extensive reversing and correcting entries.



The older journal entries resulted in stale balances, which have not been adjusted for the past
several years.

Based on the above factors, accurate financial reports were not available at the time of commencing our
financial audit and, therefore, preparation of the financial statements in accordance with accounting
principles generally accepted in the United States of America was not possible until late 2012.
The factors cited above have resulted in serious and material errors in the 2011 financial records, the
beginning balances from past years, and the 2011 financial statements. This situation also introduces a
substantial risk that irregularities, such as fraud and defalcation, could occur and, because there is an
inadequate system of detection, continue to remain undetected. This situation should be corrected as
soon as possible with the establishment of an accounting system and department that contains
sufficient resources which will allow for adequate controls and related checks and balances.
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The following is a summary of restatements by major fund for new accounting standards and incorrect
or unsupported beginning balances from past years:
Business‐Type Activities
Water
Total net assets at beginning of year

$

9,436,609 $

Prior Period Adjustments
Adjustment to eliminate older balances
Adjustment to TexPool
Total net assets at beginning of year – as restated

Wastewater

(200,466)
(400,134)
$

8,836,009 $

Sanitation

Total

13,786,891 $

(45,469) $

(194,962)
403,552

‐
‐

13,995,481 $

(45,469) $

23,178,031

(395,428)
3,418
22,786,021

Governmental Activities

General
Fund
Total fund balance at beginning of year

$

Adjustment – GASB Statement No. 54 implementation
Prior Period Correction
Adjustment to eliminate older interfund balances
Adjustment to eliminate older balances in Capital Projects Funds
Adjustment to eliminate older balances in Sportsplex
Adjustment to eliminate older balances in Special Revenue Funds
Adjustment to eliminate older balances in General Fund
Paydown of LGC payable at the fund level
Other
TIRZ 2009 and 2010 property tax
Sales taxes receivable 2010
Total fund balance at beginning of year – as restated

Debt
Service

1,579,546 $
1,053,515
378,000
(6,122)
(31,732)
‐
164,292
66,000
(2,931)
(156,699)
303,184

$

3,347,053 $

Governmental
Activities
Net assets at beginning of year

$

51,598,836 $

Prior Period Adjustments
2009/2010 County TIRZ property taxes – period audit
adjustments
2009/2010 City TIRZ property taxes – period audit
adjustments
Activity in fund balance
Correction of prior period balances
Net assets at beginning of year – as restated

‐

$

Other
Nonmajor
Governmental
Funds

188,779 $

1,454,845

‐

(1,053,515)

‐
‐
‐
‐
‐
‐
‐
‐
‐

‐
‐
‐
(35,172)
‐
‐
‐
‐
‐

188,779 $

366,158

Buda 4b
Development
Corporation
(3,188,009) $

‐

‐
612,820
(377,790)

‐
‐
(9,243)

51,833,866 $

(3,197,252) $
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Dupre Local
Government
Corporation
(35,330,308)

202,948
156,700
‐
(115,877)
(35,086,537)

Total
Governmental
Funds
$

3,223,170
‐
378,000
(6,122)
(31,732)
(35,172)
164,292
66,000
(2,931)
(156,699)
303,184

$

3,901,990

The following is a total of all adjustments made by fund type:
Government Wide – GASB Statement No. 34 Entries
Balance Sheet
Debit
Credit

Income Statement
Debit
Credit

$ 69,021,748 $ 69,714,666

$ 2,825,798 $ 2,132,880

General Fund
$

2,649,348 $

3,670,998

$ 1,862,284 $

840,634

Debt Service
$

49,471 $

14,611

$

‐

$

34,860

Other Nonmajor Governmental Funds
$

2,229,417 $

2,597,474

$ 1,638,718 $ 1,270,661

Wastewater
$ 10,482,759 $

8,267,482

$

871,272 $ 3,086,549

Water
$

854,555 $

1,715,553

$ 1,029,462 $

168,464

$

101,643

Sanitation
$

136,626 $

36,333

1,350 $

LGC
$

793,698 $

1,748,013

$ 2,062,626 $ 1,108,311

EDC
$

396,988 $

242,995

$
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242,995 $

396,988

We recommend City management re‐evaluate the accounting department staffing, the accounting
system and procedures, and the financial reporting function of the City. This evaluation should include
the following:


Evaluation of the necessary resources, experience, education, training, and skill levels required for
all employees of the accounting department.



Evaluation of the number of trained personnel needed in the accounting and financial reporting
functions in order to provide for adequate segregation of duties.



The preparation and implementation of written accounting policies and procedures to include
continued monitoring of the effectiveness of those policies and procedures.



The addition of adequate resources to allow for effective, monthly oversight by management of the
City to ensure the accounting department is operating effectively.



Effective oversight by the City Council of the management of the City to ensure the control
environment is effective.



The time lines and closing schedule for the preparation of timely and accurate financial reports,
which can be used by management and the City Council to assist in the decision‐making process.

Management Response


All new finance staff was added in 2012, along with additional staff. The new finance staff has
appropriate experience, training, and accounting skills to perform their assigned accounting and
financial functions.



The general ledger accounts have been corrected to the proper account type so classifications do
not cause errors in financial reporting. The general ledger is being monitored on a daily basis by
current finance staff.



Accounting policies and procedures are being documented formally for each position within the
finance department and a new financial policy manual is being written.



Bank and TexPool cash and investment accounts have been added to the Incode Software System
and will be reconciled monthly with all other bank accounts.



Segregation of duties have been addressed by involving the entire finance staff so there is more
than one member completing or verifying reports and results of each job function. A controller
position has also been added to oversee daily accounting within the general ledger. The added
position will allow for improved separation of duties.



Additional resources have been added and the finance department has been housed in a different
location, providing a more productive and favorable work environment.



Journal entries are reviewed and approved by a minimum of two finance staff members.
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The number of journal entries will be kept at a minimum to eliminate potential errors. New
processes have been implemented to improve cash collections and the reporting of bank
transactions through the software system rather than a journal entry process.



Oversight of bank reconciliation, journal entries, and accounting functions related to the general
ledger will be done by the finance manager and controller.



An Audit Action Team has been established by the City Manager to include the City Manager,
Assistant City Manager, Finance Manager, and Controller to provide direct oversight of the financials
and reporting to the Audit Committee.

General Ledger Asset and Liability and Bank Account Reconciliations
The reconciliation process of the general ledger asset and liability and bank accounts is an integral part
of the financial accounting and reporting process for the City. The City did not perform regular monthly
reconciliations of its general ledger asset and liability or bank accounts during fiscal year 2011. The
following accounts were not reconciled during the year:






Cash and cash equivalents
Accounts payable
Payroll and payroll liability accounts
Interfund transfers, interfund receivables, and payables
Receivables – property tax, sales tax, utility billings

The City’s books contained balances that did not reconcile to underlying records and remained on the
books without further consideration. During the audit, we noted the following balances which required
adjustments:


Pooled cash balances in the General Fund operating account not reconciled with a difference in
excess of $200,000, which resulted from the posting of unsupported journal entries made to cash.



TexPool accounts not reconciled for the past year, which resulted in an overstatement in the Water
Fund of $400,000 and an understatement in the Wastewater Fund by $403,000.



Prepaid expense in the Nonmajor Governmental Fund not properly reconciled or supported, which
resulted in the reclassification of the prepaid balance of $1, 400,000.



LGC Fund activity for 2011 was not recorded within the City’s accounting system, which resulted in
proposed adjustments to revenue and expenses for all of 2011 including a proposed adjustment
over $300,000 for property taxes due from Hays County for the past three years.



True‐up of the property tax or sales tax within the General Fund, Debt Service, EDC, and LGC to
allow for accounting principles generally accepted in the United States of America accrual based
reporting and not cash basis.
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We were not able to determine existence or accuracy of all LGC related debt. Specifically, the following
was noted:


We attempted to confirm the debt amount due to Cabela’s, Inc. based on the Development
Agreement between the City/LGC and Cabela’s, Inc. Based on the audit evidence provided, we were
not able to determine if a liability exists or the amount of the outstanding liability. However, prior
to fiscal year 2011, we noted payments made directly to Cabela’s, Inc. in the amount of $1,089,592.
During the audit process, City staff summarized all payments issued to Cabela’s, Inc. related to this
Development Agreement and determined the amount was $1,822,252.

We recommend the City add sufficient resources to allow for the development of a monthly process
whereby all significant accounts are reconciled timely and reviewed by someone independent of the
person performing the reconciliation and knowledgeable of reconciliations and accounting. The
addition of adequate resources and a monthly closing process with appropriate segregation of duties
will ultimately reduce the number of errors in the general ledger and provide management with more
accurate financial information to aid in the decision‐making process for the City.
Management Response


All bank and TexPool accounts have been corrected and added to pooled cash within the software
system and will report accurately as transactions occur.



Proper accounts for LGC and EDC transactions will be set up in the software system for accurate
reporting of sales and property tax. All transactions related to the Cabela’s Agreement will be
recorded electronically, rather than manually.



Written processes for the Cabela’s Agreement have been prepared for general ledger accounts and
receipts and payments made to LGC, EDC, and the City.



All accounts have been properly classified within the general ledger.



General ledger closing procedures will be addressed in the finance policies and procedures manual
being created by current staff.

Billing Procedures
Utility Fund Billings
The City’s utility fund annually bills in excess of $4,000,000. As part of the billing and collection process,
the utility department must also address billing issues and complaints. In addition, the amount to be
billed for approximately 800 to 1,000 sewer customers to which the City does not provide water,
requires the manual set up of sewer charges based on usage provided by various water companies.
Through the use of a spreadsheet, the utility department manually determines the amount to be billed
to these sewer customers based on water usage provided by third parties. The manually determined
amount is keyed into the system for processing.
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As part of the billing process, the City’s utility department is also responsible for the collection from
its utility customers. The collections for 2011 were in excess of $4,000,000 and over 80% of the amount
collected was in the form of checks/cash with the remaining percentage received via credit card or
on‐line.
As part of the collection process, the City’s utility department is also required to ensure timely deposits
are made and that deposits are properly posted to the respective utility accounts. In addition, the utility
department is required to address billing discrepancies and make adjustments to utility account
balances, track aged accounts, and collect late fees/charges.
During the audit process, we noted the following:


The utility department currently does not have sufficient resources to allow for proper segregation
of duties in its billing and collection process.



We noted one individual is responsible for the entire billing and collection cycle, which includes the
processing of individual account payments, daily deposits, and addressing issues with individual
accounts including the treatment of aged account balances. This individual worked in 2011 with
inadequate supervision and review.



For the aged accounts receivable balance, we noted the only report provided was as of October 6,
2011, and the aged report included approximately 2,380 accounts. The accounts receivable aging
included an outstanding balance of approximately $260,000, which was aged at four months or
more. At September 30, 2011, the allowance for uncollectible accounts was a combined total of
approximately $105,000.



The City allows for administrative billing to the Sanitation Fund. We were informed by management
that the administrative billing is 10%, which is recorded in the General Fund. We noted a total fee of
approximately 17% of Sanitation revenue was actually billed for 2011.

LGC Fund Billing
The City did not maintain LGC activity on the general ledger during 2011. We noted the City’s collected
revenue was recreated for the year under audit based on the collections completed and recorded within
the General Fund activity. Additionally, the expenses for the LGC Fund were recreated from the bank
statements and trustee statements. The revenue collected by LGC includes sales tax, property tax, and
beverage tax which has been pledged for debt service. The expenses for the LGC Fund include only debt
service‐related activity.
During the audit, we noted property tax revenue was not billed and collected for the past three years.
Additionally, the sales tax revenue for 2011 required an adjustment of $955,000 and a prior period
adjustment for revenue not billed in 2010 and 2008 of $345,000. Total expenses were adjusted by
approximately $1,500,000.
We recommend the City add additional resources to the billing and collection process. We also
recommend the City implement a billing policy which will allow for the billing and recording of
associated revenue to incorporate proper segregation of duties in the processing of its related
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transactions and the performance of monthly/periodic general ledger reconciliations. We also
recommend appropriate management‐level personnel review the reconciliations for accuracy and
document evidence of their review for audit purposes.
Management Response


The staff acknowledges findings in regards to insufficient resources and staff within the utility billing
division. Additional staffing will be requested.



The Cabela’s Agreement was reviewed and transactions from 2008 were corrected and booked in
the general ledger by current finance staff. Payments made to Cabela’s from LGC funds remain
unresolved due to no confirmation of payments or debt balance from Cabela’s.



The process in which the Sanitation administration fees are collected has been corrected by new
staff.

Year‐End General Ledger Closing Procedures
The year‐end general ledger closing process is an integral part of the accurate and timely financial
reporting function, which is required to effectively manage and guide the City. The City should have a
set of written procedures to be followed at each fiscal year‐end in order to close out the fiscal year’s
general ledger and prepare the annual financial report.
We recommend the year‐end general ledger closing procedures to be:


Formally documented to reduce the risk of loss of institutional knowledge with personnel turnover.



Include an exhaustive list of tasks required to be completed, along with personnel assignments and
deadlines.



Performed on a monthly or quarterly basis in order to reduce the fiscal year‐end workload.

Management Response


Current finance staff will develop and implement a written year‐end general ledger closing
procedure.

Control Environment and Management Override
The City Council and management are responsible for developing and implementing a functional control
environment including monitoring of financial operations. A functional control environment includes
processes, affected by the City Council, management, and other personnel, designed to provide
reasonable assurance regarding achieving effective and efficient operations, reliable financial reporting,
and compliance with applicable laws and regulations. Even if the control environment and the
underlying internal controls are properly designed, management override of those controls could
adversely affect the controls in place and affect the overall control environment of the City.
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We recommend the City establish a functional internal control environment by documenting and
following written internal control procedures and developing a process to report any deviations from
these controls to the appropriate level of management. Management should also communicate to all
employees the importance of following established controls, establish a code of conduct, require
employees to sign conflict of interest statements, provide training on controls, and develop a whistle‐
blower program. Management and the City Council should refer to the Committee of Sponsoring
Organizations (COSO) of the Treadway Commission’s report titled, Internal Control – Integrated
Framework for a complete description of internal controls. In addition, the Government Finance
Officers Association publishes a variety of information and tools concerning policies, procedures, and
financial management.
Management Response


The current City Council is aware of the need for improved internal controls and is working to
develop and implement written policies and procedures applicable for all City departments and
employees. An Internal Audit Control Team has been established in addition to the Audit
Committee to ensure compliance with required internal controls.
SIGNIFICANT DEFICIENCIES

We consider the following deficiencies in the City’s internal control to be significant deficiencies.
Fraud Policies and Procedures
Fraud policies and procedures are an integral part of the internal control structure for the City.
Identifying areas where fraud could occur, and establishing controls to prevent or detect fraud, is an
important part of that policy.
The City does not have any written financial fraud policies and procedures. In addition, the City collects
cash receipts that are not subject to strict segregation of duties policies and procedures.
The City of Buda Code does have Section 2.03 concerning ethics and the state Local Government Code
also has ethics rules and procedures. Part of a strong internal control environment of an organization
includes the establishment of a strong “tone at the top” regarding policies, procedures, and expected
behaviors.
We recommend the City develop formal financial fraud policies and procedures that include the
identification of areas where fraud could occur and also develop internal controls designed to detect
and prevent fraud. Additionally, we recommend the City strengthen internal controls over cash
collections to ensure all cash collected is deposited and recorded timely; the segregation of duties
between utility billings, receiving payments, and accounting is strengthened; and a fraud hotline be
established. Finally, the City should provide regular training to employees concerning its ethics and
financial fraud policies.
Management Response


The City will develop a formal financial policy to address fraud and cash collection procedures.



All staff involved in cash collections will be trained on new procedures.
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Cash collection procedures and separation of duties have been addressed by current staff. The
person accepting payments or preparing deposits will not be the same person delivering those to
the City’s banking institution.

Fixed Assets
It is essential to maintain accurate records to demonstrate accountability for fixed assets.
We noted several areas related to the controls, processing, and recording of fixed assets that need
improvement. Some of the deficiencies noted are as follows:


The City does not have a formal fixed assets policy relating to capitalization, purchases, deletions,
and inventory counts.



The City does not have a formal policy or procedure for tracking its bond funded capital projects or
locally funded projects.



The fixed assets subsidiary ledger is not complete and it does not include the necessary information
to maintain an accurate listing of all assets owned by the City. Some items are included as a single
item, if purchased at the same time, or items are missing information, such as a unique identifying
number. The listing should include all relevant details such as description of the item, purchase
price, useful life, purchase date, source of funds, and residual value.



A complete physical inventory has not been performed in several years.

We recommend the City conduct a complete physical inventory of all fixed assets and reconcile those
amounts to the fixed asset subsidiary ledger and investigate any discrepancies. The City should also
review the subsidiary ledger to ensure all relevant information is included in the ledger for tracking its
capital purchases. We further recommend the City establish an inventory of high‐theft type items, such
as computers and other electronics that do not meet the City’s capitalization threshold, and periodically
conduct an inventory of those items for accountability purposes.
Management Response


Fixed assets and bond procedures will be addressed in the financial policy.



Current staff has completed a physical inventory of City assets.



Fixed assets will be added and updated to the software system going forward so that an electronic
record is being kept.

Federal and State Grant Controls
Oversight and monitoring controls over grants of federal and state funds in the past have been
outsourced. The City’s process regarding its monitoring of these activities needs to be reviewed and
improved. Compliance with laws and regulations regarding federal grants and contracts is of the utmost
importance. Violation of these laws and regulations can impose significant operating and financial
penalties on the City. The City has outsourced the monitoring of its grants to Langford Community
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Management Services (“LCMS”). The City is relying on LCMS to assess compliance with federal
requirements, with little management oversight or specific knowledge of the specific requirements of
each grant.
Additionally, we discovered that currently there is no accurate summary schedule kept for the City’s
grants. Such a schedule, when periodically reconciled against the general ledger, helps to keep track of
the various aspects pertaining to grants. We recommend the City maintain a summary schedule of its
grants, which should include the amount, term, dates of receipt, expenditure totals, reporting
requirements, any restrictions, and other pertinent information.
The City does not use the Catalog of Federal Domestic Assistance Numbers and State Program
Identification Numbers for all grants received by the City. This could lead to improper reporting.
We recommend the City require all applications flow through a central office. In addition, the City
should require that before a grant agreement is finalized, all original sources of funds (federal, state, or
both) and the applicable grant numbers be determined and transmitted to the finance department.
We recommend oversight responsibility for ensuring compliance with all federal and state grant
requirements be assigned to a City employee. The individual responsible for this function would be
responsible for monitoring and maintaining documentation related to compliance with federal programs
operated by the City. This position would also review all costs charged to federal and state programs to
ensure they are an allowable cost and meet the objectives of the program. Furthermore, we
recommend administration and the finance department receive training related to compliance with
federal programs. This monitoring of compliance is essential to maintain a complete and reliable system
of controls. The individual should also be in the position to prepare the Schedules of Federal and State
Financial Assistance in a timely manner.
Management Response


Current finance staff has requested all activities related to bonds and grants involve the finance
division.



The finance division will report all receipt of funds and expenditures related to grant and bond
projects.



Coordination with grant consultant and City administration will be improved so proper records are
kept for grants within the City’s finance department.

GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions
GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions, (“GASB
Statement No. 54”) became effective for periods beginning after June 15, 2010, and revised the
reporting and disclosure requirements for governmental fund balances. Some of the new fund balance
classifications have very specific guidelines and some require formal governing board action before the
end of a fiscal year. Additionally, GASB Statement No. 54 provides additional guidance on which fund
types must be used to report certain activities of the government. Specifically, Special Revenue Funds
are used to account for the proceeds of specific revenue sources that are restricted or committed to
expenditure for specified purposes other than debt service and capital projects. The restricted
designation requires a constraint placed on the use of resources which is either externally imposed by
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creditors, or legally enforceable by an external party. The committed designation requires a constraint
placed on the use of resources imposed by formal action of the board prior to the end of the reporting
period. The City has not taken formal action to commit or assign the use of governmental funds.
We recommend the City consider a resolution, if needed, to formally commit any governmental funds
for their intended purpose and specify which staff member, if any, has the authority to assign fund
balances for financial reporting purposes.
Management Response


Current staff will create and recommend an approved resolution to formally commit governmental
funds for intended purpose specifying a staff member the authority to assign fund balances for
financial reporting purposes.

Financial and Accounting Manual
The turnover in financial and accounting personnel in the past year and the resulting inability to close
the general ledger has demonstrated there is an absence of documentation of accounting policies and
procedures. As a result, replacement personnel have had a very difficult time understanding the
accounting procedures that were followed in the past. We recommend a comprehensive accounting
policies and procedures manual be developed to provide documentation of transaction flows,
accounting routines, editing routines, and internal controls including review and supervision.
The policies and procedures manual should be more of an overview that integrates the City’s mission
and provides the employees with an understanding of how their function integrates with others to
accomplish the City’s mission. The policies and procedure manual should be a “road map” that
documents the workflow of transactions in such a level of detail that, if necessary, someone could be
employed by the City and perform his/her job without transitional training.
Management Response


A finance policy and procedures manual will be developed by current staff prior to the end of fiscal
year 2013. The manual will address transaction flows, accounting routines, editing routines, and
internal controls.

Cash Disbursements – Sequential, Numerical Check, and Custodial Controls
While conducting subsequent cash disbursements testing, we noted many checks were written out of
sequence, and custody of unused checks was not maintained. Cash disbursements control procedures
should be designed to be practicable and to provide reasonable assurance that no unauthorized
payments are made, all liabilities are timely paid, and payments are accurately recorded. These controls
include accounting for the sequential ordering of checks as they are released for use, prior to
preparation. We recommend strict numerical and custodial controls be kept over all checks and that
checks are issued in sequence.
Management Response


Numerical and custodial controls over checks were implemented by current staff in May 2012.
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******
This letter does not affect our report dated February 11, 2013 on the financial statements of the City.
We will review the status of these comments during our next audit engagement. Comments and
recommendations included, all of which have been discussed with appropriate members of
management, are intended to improve the internal control or result in other operating efficiencies. We
will be pleased to discuss these comments in further detail at your convenience, perform any additional
study of these matters, or assist in implementing the recommendations.

‐ 18 ‐

Appendices

Appendix I
Summary of Corrected Misstatements

Appendix I
Government Wide ‐ GASB 34 Entries
Balance Sheet
Income Statement
Debit
Credit
Debit
Credit

#

Account description

1

GASB 34 ‐ To reconcile beg. ‐ Government wide net asset to General Fund balance
Capital assets:
Non‐depreciable
Depreciable, net
Government Wide Net assets reconciled to fund balance
Recorded for financial statement presentation purpose only.

2

3

4

5

6

7

8

$

8,405,450
48,109,314
$

GASB 34 ‐ To reconcile changes in Fund balance to changes in net assets
Capital assets:
Non‐depreciable
Depreciable, net
Capital Outlay Expenditures
Recorded for financial statement presentation purpose only.

1,292,911
45,025
$

GASB 34 ‐ to record depreciation expense in the Government Wide
Plant & Equipment
Infrastructure Streets
Infrastructure Sidewalks
Infrastructure Drainage
Infrastructure Electric
Buildings & Improvements
Accumulated depreciation
Recorded for financial statement presentation purpose only.

$

1,337,936

211,376
787,101
13,014
245,211
77,292
908,462

2,242,456

General Fund ‐ GASB 34
Other financing Sources
CO Bonds‐ General Fund 2011 series
Recorded for financial statement presentation purpose only.

580,000
580,000

Government Wide ‐ Debt Service Fund ‐ GASB 34
Long Term Debt ‐ GO Bonds
Capital Lease
DSF01 2006 CO principle
DSF01 2002CO principle
DSF01 2008 GO Refinance principle
DSF01 2008 CO Main
Capital Lease payment
Recorded for financial statement presentation purpose only.

595,000
62,798
65,000
120,000
85,000
325,000
62,798

Government Wide ‐ GASB 34
Net asset balance
Long Term Debt ‐ GO Bonds
Recorded for financial statement presentation purpose only.

10,374,104
10,374,104

Government Wide ‐ General Fund ‐ GASB 34
Street Paving Equipment ‐ General Fund
Reverse Capital outlay @ the fund level ‐ to be capitalized
Capital Lease Payable
Recorded for financial statement presentation purpose only.

137,146
25,138
112,008

Government wide ‐ GASB 34
Interest Expense
Accrued Interest Payable
Recorded for financial statement presentation purpose only.
Total Government Wide

56,514,764

3,342
3,342

$

69,021,748 $

69,714,666

$

2,825,798 $

2,132,880

Appendix I
General Fund
#

Account description

9

General Fund
Transfer In ‐ General Fund ‐ booked as intergovernmental rev.
Cash
To eliminate a transfer of cash from TexPool to Falcon
account 2120.
Cash
Adjustment to Fund balance
To eliminate the adjustment to cash made by the City

10

11

12

13

14

15

16

17

18

Balance Sheet
Debit
Credit

$
$

$

283,584

Prior period adj. ‐ General Fund for TIRZ taxes (2010)
Beg. Fund Bal. for prior period property tax to LGC
Payable to LGC ‐ TIRZ Property Tax
To set up prior period property tax payable due to LGC

86,065
86,065

Prior period adj. ‐ General Fund for TIRZ taxes (2009)
Beg. Fund Bal. for prior period ‐ for transfer of property tax to LGC
Payable to LGC ‐ TIRZ Property Tax
To set up prior period property tax payable due to LGC
General Fund ‐ Current TIRZ ‐ property taxes
Reduction of property tax ‐ property taxes to LGC ‐
TIRZ Property taxes payable to LGC‐2011
To set up current period property tax payable due to LGC
General Fund and DS ‐60 day property taxes collections
GF ‐ City Property Tax Receivable
GF ‐ Property Tax Revenue
To set up current period accrual/receivable for property taxes
GF sales tax revenue on cash basis based on annual cash collections
Fund balance
Payable ‐ sales tax to EDC
Payable ‐ sales tax to LGC
To set up current period sales tax payable due to LGC/EDC
Prior period adjust ‐ General Fund Prior period sales tax rec. 2010
City Sales Tax Receivable
GF ‐ Beg. Fund Balance for City Sales Tax
To set up prior period accrual for sales tax
General Fund sales tax receivable
City Sales Tax Receivable
City Sales Tax revenue
To set up current period accrual for sales tax

70,634
70,634

37,458
37,458

23,482
$

20

51,310
3,279

361,229
361,229

72,860
72,860

66,285
66,285

General Fund ‐ accruals based on search
Misc Expenses
Accrued Expenses
To set up on accrual based on search for unrecorded liabilities

General Fund
Principal payment‐capital lease ‐
Lease interest
City lease payable ‐ EDC loan payable
To properly reflect the payment of loan within the general fund.

23,482

54,589

To properly record Admin Fees in the General Fund
Sanitation revenue
Due to the Sanitation Fund
To reduce an overstatement of sanitation revenue recorded within the general fund.

General Fund
Due from the Waste Water Fund‐ restricted bond proceeds
Other financing sources
To adjust the issuance of 2011 Bond issuance/debt proceeds and allocate the general fund's portion.

290,286

290,286

283,584

42,226
42,226

Prior period adjustment ‐ General Fund
Prior period adjustment ‐ LGC payable
Fund balance
Recorded for financial statement presentation purpose only.
19

Income Statement
Debit
Credit

66,000
66,000

580,000
580,000

346,108
2,019
348,127

Appendix I
21

22

23

24

25

26

27

28

29

30

31

32

General Fund
Due to Sanitation
Due from Sanitation
To clear out the due to and due from balances.

$

24,831
$

General Fund ‐ fund 100/401 ‐ clearing of Due to/due from
Cash
Transfer out from General Fund
Due from fund 401
To clear out the due to and due from balances and transfer remaining deficit to the general fund

306,466
$

31,597

338,063

General Fund ‐ fund 100/410 ‐ clearing of Due to/due from
Transfer out from General Fund
Due from fund 410
To clear out the due to and due from balances.

402,745
402,745

General Fund ‐ fund 100/430 ‐ clearing of Due to/due from
Cash
Due from fund 430
To clear out the due to and due from balances.

471,301
471,301

General Fund ‐ fund 100/450 ‐ clearing of Due to/due from
Transfer out from General Fund
Due from fund 450
To clear out the due to and due from balances and transfer remaining deficit to the general fund

1,034
1,034

General Fund ‐ fund 100/475 ‐ clearing of Due to/due from
Cash
Due from fund 475
To clear out the due to and due from balances.

149
149

General Fund ‐ fund 100/750 ‐ clearing of Due to/due from
Transfer out from General Fund to fund 750
Due from fund 750
To clear out the due to and due from balances and transfer remaining deficit to the general fund

43,804
43,804

General Fund ‐ fund 100/850 ‐ clearing of Due to/due from
Transfer out from General Fund to fund 850
Due from fund 850
To clear out the due to and due from balances and transfer remaining deficit to the general fund

81,232
81,232

General Fund ‐ fund 100/625 ‐ clearing of Due to/due from
Cash
Due from fund 625
To clear out the due to and due from balances.

215,879
215,879

General Fund ‐ fund 100/690 ‐ clearing of Due to/due from
Cash‐ from fund 690
Due from fund 690
To clear out the due to and due from balances.

51,628
51,628

General Fund ‐ fund 100 elimination of recording US foods grant rev. twice
Revenue ‐ US Foods Grant
Claim on cash
To eliminate the double recording of revenue

332,249
332,249

General Fund ‐ fund 100 elimination of older accounts
Deferred Revenue ‐ Parks
Accounts Payable Control
Unreconciled Differences
Due to LGC
Deferred Charges ‐ Parking
Prior period adjustments ‐ old accounts elimination
To eliminate older accounts not supported.

Total General Fund

24,831

9,600
7,753
9,078
139,461
1,600

$

2,649,348 $

3,670,998

$

$

164,292

1,862,284 $

840,634

Appendix I
Debt Service
#

Account description

33

General Fund and DS ‐60 day property taxes collections
700.115.0200 DSF01 Taxes Receivable (delinquent)
700.143.0392 DSF01 Deferred Revenue-Property Tax
700.253.0991 DSF01 Fund Balance - Undesignated
700.310.3101 DSF01 Current Tax - Real Property
To accrual for property taxes revenue.
Total Debt Service

#

Account description

34

Non major gov. fund ‐ prior period adjustment ‐ for presentation only
Prior period adjustment ‐beg. net assets
Fund balance
Recorded for financial statement presentation purpose only.

35

36

37

38

39

40

41

42

43

44

Balance Sheet
Debit
Credit

$

49,471
$

$

49,471 $

Debit

Non Major Gov. Fund ‐ fund 100/410 ‐ clearing of Due to/due from
Due to General Fund
Transfer in from the General Fund
To clear out the due to and due from balances and transfer remaining deficit to the general fund
Non Major Fund ‐ fund 100/430 ‐ clearing of Due to/due from
Due to General Fund
Cash
To clear out the due to and due from balances and transfer remaining deficit to the general fund
Non Major Fund ‐ fund 100/450 ‐ clearing of Due to/due from
Due to General Fund
Transfer in from the General Fund
To clear out the due to and due from balances and transfer remaining deficit to the general fund
Non Major Fund ‐ fund 100/475 ‐ clearing of Due to/due from
Due to General Fund
Cash ‐ fund 475
To clear out the due to and due from balances and transfer remaining deficit to the general fund
Non Major Fund ‐ fund 100/750 ‐ clearing of Due to/due from
Due to General Fund
Transfer in to fund 750 from GF
To clear out the due to and due from balances and transfer remaining deficit to the general fund
Non Major Fund ‐ fund 100/850 ‐ clearing of Due to/due from
Due to General Fund
Transfer in to fund 850 from GF
To clear out the due to and due from balances and transfer remaining deficit to the general fund
Non Major Fund ‐ fund 400/850 ‐ clearing of Due to/due from
Due to Capital Projects ‐ 850
Cash
To clear out the due to and due from balances
Non Major Fund ‐ fund 400/850 ‐ clearing of Due to/due from
Cash
Due from fund 400
To clear out the due to and due from balances

509
14,102

14,611

$

‐

$

34,860

$

34,860

Other Nonmajor Governmental Funds
Income Statement
Balance Sheet
Credit
Debit

$
$

Nonmajor gov. funds
PPE‐ Transfer asset to PPE ‐ capital outlay
PPE‐ Transfer asset to PPE ‐ capital outlay
Prepaid ‐ To eliminate the prepaid balance
To eliminate prepaid asset and reclassify to capital assets.
Nonmajor gov. Funds ‐ fund 401 ‐ clearing of Due to/due from
Due to general fund
$
Cash
Transfer in from General Fund
To clear out the due to and due from balances and transfer remaining deficit to the general fund

Income Statement
Debit
Credit

Credit

16,851

16,851

1,464,934
113,907
1,578,841

338,063
306,466
$

31,597

402,745
402,745

471,301
471,301

1,034
1,034

149
149

43,804
43,804

81,232
81,232

83,844
83,844

83,844
83,844

Appendix I
45

46

47

48

49

Capital Projects elimination of recording US foods grant exp. twice
Claim on cash
US Foods Grant expenses
To eliminate the double recording of US Foods revenue

$

332,249
$

Loop 4 enhancement Fund ‐ fund 401/500 ‐ clearing of Due to/due from
Due to water Fund
Transfer in from water
To clear out the due to and due from balances

178,000
178,000

Stagecoach Fund ‐ fund 410/600 ‐ clearing of Due to/due from
Due to fund 600
Transfer in from 600
To clear out the due to and due from balances

200,000
200,000

Sportsplex Fund ‐ fund 430 elimination of older accounts
Prior period adjustment ‐ elimination of older bal.
Accounts Payable Control
A/R City of Buda EDC
To eliminate older account balances

$

18,580

13,152
$

Hotel/Motel Fund ‐ fund 475 elimination of older accounts
Prior period adjustment ‐ elimination of older bal.
A/R Hotel Taxes
To eliminate older account balances
Total Other Nonmajor Governmental Funds

332,249

31,732

24,446
24,446

$

2,229,417 $

2,597,474

$

1,638,718 $

1,270,661

Appendix I
Wastewater
#

Account description

50

WW fund ‐ prior period adjustment
Tex Pool balances
Prior period adjustment
To eliminate older account balances

Balance Sheet
Debit
Credit

$

WW fund ‐ prior period adjustment ‐ audit presentation only
Net assets
prior period adjustment ‐beg. net assets
To eliminate older account balances. Already recorded by the City
51

52

53

54

55

56

57

58

59

1,947,717
$

Wastewater accruals based on search
Construction in progress
Misc Expenses
Accrued expenses
To accrual for expenses based on search for unrecorded liabilities
Wastewater ‐ AJE's to move Capital Outlays to Fixed Assets
Equipment Electronic
Vehicles
Capital Improvements
Capital Improve/1st Class CD
Capital Improve/WWTP PII
Capital Improvements/Garlic
Capital Improv/WW Master Plan
Cap Imp/Downtown Clay Pipe
Capital Imp/Buda Elem Lift S
Fund balance
Fund balance
Construction in Progress
PPE
To capitalized capital outlay and eliminate the capital outlay expense.

403,552

$

Wastewater Fund
Cost of Issuance
Bonds payable
To properly reflect the cost of issuance for the 2011 series bonds.
General Fund ‐ fund 100/625 ‐ clearing of Due to/due from
Due to the General Fund
Cash ‐ fund 625
To clear out the due to and due from balances
General Fund ‐ fund 100/690 ‐ clearing of Due to/due from
Due to the General Fund
Cash‐ fund 960
To clear out the due to and due from balances

76,750
76,750

118,570
118,570

586,263
68,876
$

655,139

814
24,719
133,511
74,431
2,096,227
39,699
50,274
41,500
1,500
2,437,142
2,437,142
2,437,142
25,533

Wastewater Fund ‐ to record depreciation expense
Buildings & Improvements depreciation expense
Infrastructure depreciation expense
Plant & Equipment ‐ depreciation expense
Accumulated Depreciation
To record depreciation expense
Wastewater ‐ debt service
Long Term Debt ‐ 2006 CO/ 2010CO
CO Bonds Principal retirements
GO Bonds principal retirements
Fund balance
‐ 2006 CO principal
‐ 2010 GO principal
‐ 2010 CO principal
Fund balance
To properly reflect debt service payments made by fund 690 and reduce the associated debt in 625.

1,947,717

403,552

To move professional service fees from revenue to expenses
Professional Services expense
Subsequent User Fees ‐ WW
To properly classify expenses netted within the user fees.
WW fund ‐ year end accrual for unbilled
AR unbilled
Utility revenue
To accrual for unbilled revenue at year end.

Income Statement
Debit
Credit

2,198
406,287
72,673
481,158

20,000
110,000
315,000
445,000
20,000
315,000
110,000
445,000

66,535
66,535

215,879
215,879

51,628
51,628

Appendix I
60

61

Stagecoach Fund ‐ fund 410/600 ‐ clearing of Due to/due from
Transfer out to Stagecoach fund 410
Due from fund 410
To clear out the due to and due from balances
Wastewater elimination of old accounts ‐ fund 600
Prior period adjustment ‐ elimination of older bal.
Accrued Compensated Absences
Allow for Uncoll Wastewater
Accounts Payable Control
To eliminate older accounts

$
$

$
$

5,038

10,434
1,396
4,000

Wastewater Fund
Capital Lease payable
Capital lease principle payment
To properly reflect the activity the lease payment activity

41,966
41,966

WasteWater Fund (fund 625)
CO Bonds‐ Wastewater Fund 2011 series
Due to the General Fund ‐ bond proceeds
Due to the Water Fund ‐ bond proceeds

980,000
580,000
400,000

Wastewater Fund
Wells Fargo Vac‐Con Truck Lease
Due from other fund ‐ water
Depreciation Expense
Capital lease principle expense
Capital lease principle payment
Capital Lease Payable
Accumulated Depreciation
<to add the current period lease and properly reflect the activity for WW.. The water lease
payment activity was improperly recorded as WW>
Total Wastewater

200,000

200,000

222,442
47,956
44,488
9,437
38,519
222,442
44,488

$

10,482,759 $

8,267,482

$

871,272 $

3,086,549

Appendix I
Water
Balance Sheet
Debit
Credit

#

Account description

62

Water fund ‐ prior period adjustment ‐ audit presentation only
Prior period adjustment ‐beg. net assets
Net assets
To eliminate older account balances. Already recorded by the City

63

64

65

66

67

68

69

70

Water fund ‐ year end accrual for unbilled
AR unbilled
Utility revenue
To record year end accruals for unbilled revenue.

$
$

$

400,134

400,134

91,408
$

Water Fund ‐AJE's to move Capital Outlays to Fixed Assets
Construction in Progress
Property, Plant, & Equipment
Fund balance
Capital Improvements
Equipment
Equipment Electronic
Vehicles
Capital Improvements
Capital Improve/1st Class CD
Fund balance
To capitalized capital outlay and eliminate the related expense

91,408

137,600
26,291
109,889
27,711
1,017
814
24,460
45,631
64,258
109,889

Water Fund ‐ to record depreciation expense
Depreciation expense ‐ Plant & Equipment
Accumulated Depreciation
To record depreciation expense

380,870
380,870

Water Fund
Due from the Waste Water Fund‐ restricted bond proceeds
CO Bonds‐ Water Fund 2011 series
To record the bond proceeds in the proper fund.

400,000
400,000

Water Fund
Interest expense
Principal payments
Due to waste water fund
<to properly reflect the activity for Water.. The water lease payment activity was improperly recorded as WW>
water Fund
Capital Lease payable
Capital lease principle payment
To properly reflect the activity the lease payment activity

9,455
38,537
47,992

77,056
77,056

Loop 4 enhancement Fund ‐ fund 401/500 ‐ clearing of Due to/due from
Transfer out to Loop 4 fund
Due from fund 401
To eliminate the due to due froms.

178,000
178,000

Water elimination of old accounts ‐ fund 500
Prior period adjustment ‐ elimination of older bal.
Builder's Deposits
Accrued Interest
Accrued Compensated Absences
A/R Returned Checks
Accounts Payable Control
To eliminate older accounts.

Total Water

Income Statement
Debit
Credit

22,466
980
1,735
9,596
2,081
32,696

$

854,555 $

1,715,553

$

1,029,462 $

168,464

Appendix I

Sanitation
Balance Sheet
Debit
Credit

#

Account description

71

To properly record Admin Fees in the Sanitation Fund
Due from the General Fund
Sanitation revenue
To properly reflect Sanitation revenue within the fund.

72

73

74

$

Income Statement
Debit
Credit

66,285
$

Sanitation fund ‐ year end accrual for unbilled
AR unbilled
Utility revenue
To accrual for unbilled sanitation revenue at year end.

66,285

35,358
35,358

Sanitation
Due to General Fund
Due from General Fund
To eliminate older due to due froms.

24,831
$

Sanitation elimination of old accounts
Unapplied Credits
Old System A/R Sanitation
Allow for Uncollection Sanitation
Misc expense to remove older accounts
To remove older accounts within the system

Total Sanitation

24,831

10,152
10,549
953

$

136,626 $

36,333

$

1,350

$

1,350 $

101,643

Appendix I

LGC
#

Account description

75

LGC ‐ CU
Cash‐Broadway 5489DupreLGC
Cash‐Broadway 5489DupreLGC
Cab. 2004 series Interest expense
Misc Revenue
to properly reflect cash based on year end cash reconciliation.

76

77

78

79

80

81

82

83

84

85

86

87

Prior Period Adjustment (2010) ‐ LGC for TIRZ City taxes
Accounts Receivable‐Buda ‐ property taxes
LGC Beg. Net Assets for prior period property tax revenue
To set up prior period property tax accrual not recorded.
Prior Period Adjustment (2009) ‐ LGC for TIRZ City taxes
Accounts Receivable‐Buda ‐ property
LGC Beg. Net Assets for prior period property tax revenue
To set up prior period property tax accrual not recorded.
Prior Period Adjustment ‐ LGC receivable ‐ County for 2010 TIRZ property taxes
Accounts Receivable County
LGC Beg. Net Assets for prior period property tax revenue
To set up prior period property tax accrual not billed.
Prior Period Adjustment ‐ LGC receivable ‐ County for 2009 TIRZ property taxes
Accounts Receivable County
LGC Beg. Net Assets for prior period property tax revenue
To set up prior period property tax accrual not billed.
LGC ‐ Current 2011 TIRZ ‐ property taxes City
Accounts Receivable‐Buda ‐ property
Property Tax Revenue
To accrual for City property tax revenue at year end.
LGC ‐ Current 2011 TIRZ ‐ property taxes county
Accounts Receivable County
Property Tax Revenue
To accrual for county property tax revenue at year end.

Balance Sheet
Debit
Credit

$

33,743
$

144,628
$

LGC sales tax receivable
LGC Tax Receivable (City)
Sales tax revenue
To properly reflect end of period accrual for sales tax.
LGC Fund
Debt Service Expense
Interest Accrual on bonds
To properly reflect end of period accrual for interest expense.

14,948

86,065
86,065

70,635
70,635

157,209
157,209

45,739
45,739

37,458
37,458

157,310
157,310

76,375
76,375

LGC ‐ To properly classify sales tax collections
WCID Funds
Sales Tax Revenue
To properly classify sales tax collections.

LGC Prior period sales tax receivable
LGC Sales Tax Receivable
LGC Beg. Net assets for Sales Tax Receipts
To properly reflect beginning accrual for sales tax.

125,833
$

LGC ‐ To properly classify sales tax collections
Property Tax Revenue
Sales Tax Revenue
To properly classify sales tax collections.

LGC ‐ to properly reflect the cash basis collections
Sales Tax Revenue due from COB
Sales Tax revenue
To properly state sales tax revenue

Income Statement
Debit
Credit

238,584
238,584

66,837
66,837

103,580
103,580

21,511
21,511

1,388,766
1,388,766

Appendix I
88

89

LGC Fund
Prior period adjustment
Accounts Receivable County
Accounts Receivable‐Buda
Accounts receivable‐EDC
Prior Period Adjustments
<to eliminate prior period balances and true up current period revenue>
LGC
Net assets
Prior period adjustment
To eliminate older account balances. Already recorded by the City
Total LGC

$
$

233,068

135,000
66,000
13,619
$

$

18,449

13,611
13,611

$

793,698 $

1,748,013

$

2,062,626 $

1,108,311

Appendix I

EDC
Balance Sheet
Debit
Credit

#

Account description

90

EDC ‐ to state sales tax revenue on cash basis (reverse accrual)
EDC Sales Tax revenue
Sales tax receivable

91

92

93

94

EDC ‐ to true up cash collections and set up receivable
Net Assets
Sales tax revenue

Income Statement
Debit
Credit

$
$

$

233,752

233,752

165,210
$

EDC ‐ prior period adjustment
Prior period expenses
Net Assets

165,210

9,243
9,243

EDC Prior period sales tax receivable
EDC Sales Tax Receivable
Sales tax revenue

193,229
193,229

EDC sales tax receivable
LGC Tax Receivable (City)
Sales Tax Revenue

38,549
Total EDC

$

396,988 $

242,995

$

242,995 $

38,549
396,988

Appendix II
Summary of Uncorrected Misstatements

Appendix II

General Fund
Balance Sheet
Debit
Credit

Account description
1

2

General Fund
Fund Balance
Professional Services
To properly state the TCBG related expenses

$

General Fund
Due from the Water Fund
Fund Balance
To set up due from water fund for cash improperly recorded in the water fund

Income Statement
Debit
Credit

8,025
$

8,025

$

8,025

185,967

$

$

185,967

193,992 $

185,967

$

‐

Wastewater
Balance Sheet
Debit
Credit
3

4

WW Fund
Due from Water Fund
Misc Revenue
To set up a due from water for services provided by WW.

$

WW Fund
Cap Improvement
Fund Balance
to properly state activity recorded within the general fund.

Income Statement
Debit
Credit

78,427
$

78,427

$

78,427

8,025

$

$

8,025

86,452 $

8,025

$

‐

Water
Balance Sheet
Debit
Credit

5

6

Water Fund
TCBG revenue
Due to Waste Water Fund
To set up a due from water for services provided by WW.
Water Fund
Fund Balance
Due to the General Fund
To set up due from water fund for cash improperly recorded in the water fund

$

$

Income Statement
Debit
Credit

$

78,427

$

78,427 $

78,427

185,967
185,967

$

280,444 $

280,444

‐

Appendix III
Management’s Representation Letter

Appendix III

Appendix III

Appendix III

Appendix III

Appendix III

Appendix III

Appendix III

Appendix IV
Recently Issued Accounting and
Reporting Pronouncements

GASB has issued the following pronouncements: GASB Statements No. 60, 61, 62, and 63. Management
has not yet determined the impact of these pronouncements on the financial statements. The following
is a summary of these pronouncements and their effective dates.
GASB Statement No. 60, Accounting and Financial Reporting for Service Concession Arrangements
The objective of GASB Statement No. 60 is to improve financial reporting by addressing issues related to
service concession arrangements (“SCAs”), which are a type of public‐private or public‐public
partnership. As used in GASB Statement No. 60, an SCA is an arrangement between a transferor
(a government) and an operator (governmental or nongovernmental entity) in which (1) the transferor
conveys to an operator the right and related obligation to provide services through the use of
infrastructure or another public asset (a “facility”) in exchange for significant consideration and (2) the
operator collects and is compensated by fees from third parties.
GASB Statement No. 60 applies only to those arrangements in which specific criteria determines
whether a transferor has control over the facility are met. A transferor reports the facility subject to an
SCA as its capital asset, generally following existing measurement, recognition, and disclosure guidance
for capital assets. New facilities constructed or acquired by the operator, or improvements to existing
facilities made by the operator, are reported at fair value by the transferor. A liability is recognized, for
the present value of significant contractual obligations to sacrifice financial resources imposed on the
transferor, along with a corresponding deferred inflow of resources. Revenue is recognized by the
transferor in a systematic and rational manner over the term of the arrangement.
GASB Statement No. 60 also provides guidance for governments that are operators in an SCA. The
governmental operator reports an intangible asset at cost for its right to access the facility and collect
third‐party fees; it amortizes the intangible asset over the term of the arrangement in a systematic and
rational manner. For existing facilities, a governmental operator’s cost may be the amount of an up‐
front payment or the present value of installment payments. For new or improved facilities, a
governmental operator’s cost may be its cost of improving an existing facility or constructing or
acquiring a new facility.
For revenue sharing arrangements, GASB Statement No. 60 requires governmental operators to report
all revenues and expenses. A transferor reports its portion of the shared revenues.
GASB Statement No. 60 requires disclosures about an SCA, including a general description of the
arrangement and information about the associated assets, liabilities, and deferred inflows; the rights
granted and retained; and guarantees and commitments.
The requirements of GASB Statement No. 60 are effective for financial statements for periods beginning
after December 15, 2011. The provisions of GASB Statement No. 60 generally are required to be applied
retroactively for all periods presented.
GASB Statement No. 61, The Financial Reporting Entity, Omnibus
The requirements in GASB Statement No. 61 modify certain requirements for inclusion of component
units in the financial reporting entity. For organizations that previously were required to be included as
component units by meeting the fiscal dependency criteria, a financial benefit or burden relationship
also would need to be present between the primary government and that organization for it to be
included in the reporting entity as a component unit. Further, for organizations that do not meet the

financial accountability criteria for inclusion as component units but that, nevertheless, should be
included because the primary government’s management determines it would be misleading to exclude
them, GASB Statement No. 61 clarifies the manner in which that determination should be made and the
types of relationships that generally should be considered in making the determination.
GASB Statement No. 61 also amends the criteria for reporting component units as if they were part of
the primary government (that is, blending) in certain circumstances. For component units that currently
are blended based on the “substantively the same governing body” criteria, it additionally requires
(1) the primary government and the component unit have a financial benefit or burden relationship or
(2) management (below the level of the elected officials) of the primary government have operational
responsibility (as defined in paragraph 8a) for the activities of the component unit. New criteria also is
added to require blending of component units whose total debt outstanding is expected to be repaid
entirely or almost entirely with resources of the primary government. The blending provisions are
amended to clarify that funds of a blended component unit have the same financial reporting
requirements as a fund of the primary government. Lastly, additional reporting guidance is provided for
blending a component unit if the primary government is a business‐type activity that uses a single
column presentation for financial reporting.
GASB Statement No. 61 also clarifies the reporting of equity interests in legally separate organizations.
It requires a primary government to report its equity interest in a component unit as an asset.
The provisions of GASB Statement No. 61 are effective for financial statements for periods beginning
after June 15, 2012. Earlier application is encouraged.
GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in
Pre‐November 30, 1989 FASB and AICPA Pronouncements
The objective of GASB Statement No. 62 is to incorporate into the GASB’s authoritative literature certain
accounting and financial reporting guidance that is included in the following pronouncements issued on
or before November 30, 1989, which does not conflict with or contradict GASB pronouncements:


Financial Accounting Standards Board (“FASB”) Statements and Interpretations



Accounting Principles Board Opinions



Accounting Research Bulletins of the American Institute of Certified Public Accountants’ (“AICPA”)
Committee on Accounting Procedure

GASB Statement No. 62 also supersedes Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting, thereby
eliminating the election provided in paragraph 7 of GASB Statement No. 20 for enterprise funds and
business‐type activities to apply post‐November 30, 1989 FASB Statements and Interpretations that do
not conflict with or contradict GASB pronouncements. However, those entities can continue to apply, as
other accounting literature, post‐November 30, 1989 FASB pronouncements that do not conflict with or
contradict GASB pronouncements, including GASB Statement No. 62.
The requirements of GASB Statement No. 62 are effective for financial statements for periods beginning
after December 15, 2011. Earlier application is encouraged. The provisions of GASB Statement No. 62
generally are required to be applied retroactively for all periods presented.

GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of
Resources, and Net Position
GASB Statement No. 63 provides financial reporting guidance for deferred outflows of resources and
deferred inflows of resources. Concepts Statement No. 4, Elements of Financial Statements, introduced
and defined those elements as a consumption of net assets by the government that is applicable to a
future reporting period, and an acquisition of net assets by the government that is applicable to a future
reporting period. Previous financial reporting standards do not include guidance for reporting those
financial statement elements, which are distinct from assets and liabilities.
Concepts Statement No. 4 also identifies net position as the residual of all other elements presented in a
statement of financial position. GASB Statement No. 63 amends the net asset reporting requirements in
Statement No. 34, Basic Financial Statements – and Management’s Discussion and Analysis – for State
and Local Governments, and other pronouncements by incorporating deferred outflows of resources
and deferred inflows of resources into the definitions of the required components of the residual
measure and by renaming that measure as net position, rather than net assets.
The provisions of GASB Statement No. 63 are effective for financial statements for periods beginning
after December 15, 2011. Earlier application is encouraged.

