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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVYER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

March 31, 2014

To the Honorable Mayor and
City Council Members of the
City of Dickinson, Texas:

We have audited, in accordance with the auditing standards generally accepied 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 financial statements of the governmental activities, the business-
type activities, the discretely presented component units, each major fund, and the aggregate remaining fund
information of the City of Dickinson, Texas (the “City™), as of and for the year ended September 30, 2013, which
collectively comprise the City’s basic financial statements and have issued our report thereon dated March 31,
2014.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City’s internal control over
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances
for the purpose of expressing our opinions on the 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.

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

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of the City’s financial statements
will not be prevented, or detected and corrected, on a timely basis. We consider the deficiencies 2013-1 and
2012-3 described in the accompanying schedule of findings and questioned costs to be material weaknesses.

3
Partneys Houston Bellville Austin All Offices f—
Robert Belt, CPA 3210 Bingle Rd., Ste. 300 1304 South Front St. 100 Congress Ave., Ste. 2000 www.texasauditors.com — Gov.emmer.]tal
Stephanie E. Haris, CPA Houston, TX 77055 Bellville, TX 77418 Austin, TX 78701 info@txauditors.com mm Audit Ouallty Center

Nathan Krupke, CPA 713.263.1123 979.865.3169 512.381.0222 713.263.1550 fax




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 consider the
deficiency 2012-1 described in the accompanying schedule of findings and questioned costs to be a significant
deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards.

City’s Response to Findings

The City’s response to the findings identified in our audit is described in the accompanying schedule of findings
and questioned costs. The City’s response was not subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the City’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the City’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB
CIRCULAR A-133, AND THE SCHEDULE OF EXPENDITURES OF FEDERAT, AWARDS

March 31, 2014

To the Honorable Mayor and
City Council Members of the

City of Dickinson, Texas:

Report on Compliance for Each Major Federal Program

We have audited the City of Dickinson, Texas’s (the “City”) compliance with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supplement that could have a direct and material
effect on each of the City’s major federal programs for the year ended September 30, 2013. The City’s major
federal programs are identified in the summary of auditors’ results section of the accompanying schedule of
findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants
applicabie to its federal programs.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for each of the City’s major federal programs based on
our audit of the types of compliance requirements referred to above. We conducted our audit of compliance in
accordance with auditing standards generally accepted in the United States of America; the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States; and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with the types of compliance requirements referred to above that could have a
direct and material effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about the City’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal
program. However, our audit does not provide a legal determination of the City’s compliance.
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Opinion on Each Major Federal Proeram

In our opinion, the City complied, in all material respects, with the types of compliance requirements
referred to above that could have a direct and material effect on each of its major federal programs for
the year ended September 30, 2013.

Report on Internal Control Over Compliance

Management of the City is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our
audit of compliance, we considered the City’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control over compliance in
accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the City’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. A significant deficiency in
internal control over compliance is a deficiency, or a combination of deficiencies, in internal control
over compliance with a type of compliance requirement of a federal program that is less severe than a
material weakness in internal control over compliance, yet important enough to merit attention by those
charged with governance.

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

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the financial statements of the governmental activities, the business-type activities, the
discretely presented component units, each major fund, and the aggregate remaining fund information of
the City, as of and for the year ended September 30, 2013, and the related notes to the financial
statements, which collectively comprise the City’s basic financial statements. We have issued our report
thereon dated March 31, 2014 which contained unmodified opinions on those financial statements. Our
audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the basic financial statements. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by OMB Circular A-133 and is not a required
part of the basic financial statements. Such information is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare the basic
financial statements. The information has been subjected to the auditing procedures applied in the audit
of the financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the schedule
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of expenditures of federal awards is fairly stated in all material respects in relation to the basic financial
statements as a whole.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.
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Certified Public Accountants
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CITY OF DICKINSON, TEXAS

SUMMARY SCHEDULE OF PRIOR AUDIT FINDING
For the Year Ended September 30, 2013

No prior findings.



CiITY OF DICKINSON, TEXAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended September 30, 2013

A. SUMMARY OF AUDIT RESULTS

1. The auditors’ report expresses an unmodified opinion on the basic financial statements of City
of Dickinson, Texas.

b2

Material weaknesses in internal control were disclosed by the audit of the financial statements.

3. A significant deficiency in internal control was disclosed by the audit of the financial
statements.

4.  No instances of noncompliance material to the basic financial statements were disclosed during
the audit.

5.  No significant deficiencies in internal control over major federal award programs were
disclosed by the audit.

6.  The auditors’ report on compliance for the major federal award programs expresses an
unmodified opinion.

7. No audit findings relative to the major federal award programs for the City are reported.
8.  The programs included as major programs are:

Program Title CFDA
Community Development Block Grant — Disaster Recovery 14.218

9.  The threshold for distinguishing Type A and B programs was $300,000.

10.  The City did not qualify as a low-risk auditee in the context of OMB Circular A-133.
B. FINDINGS — BASIC FINANCIAL STATEMENT AUDIT
CURRENT YEAR MATTERS
Material Weaknesses
2013-1. BANK RECONCILIATIONS
Criteria
One of the key components of any internal control structure is timeliness. The Committee of Sponsoring
Organizations of the Treadway Commission (COSO) defines timeliness of information as “To be
suitable, information must be produced and used in a time frame that makes it possible to prevent control
deficiencies or detect and correct them before they become material to the organization.”

Condition

It was noted during the audit that City was a couple months behind on their bank reconciliations.



CITY OF DICKINSON, TEXAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
For the Year Ended September 30, 2013

Effect

Lack of timely and consistent reconciliation of all cash accounts could increase the risk of errors,
misstatements, and the misappropriation of assets. As a result, these occurrences may go undetected.

Cause

The City is not following procedures by completing bank reconciliations within a reasonable period of
time.

Recommendation

The City should ensure that bank reconciliations are completed within a timely manner. It is
recommended that bank reconciliations are completed within 30 days of month-end.

Corrective Action Plan

This matter was resolved subsequent to the fiscal year-end.
MATTERS PREVIOUSLY REPORTED

Material Weaknesses

2012-3. MONTH END PROCEDURES

Criteria

The City should ensure that there are formal procedures in place to reconcile balance sheet accounts to
subsidiary ledgers on a consistent basis.

Condition

It appeared the City lacked a formal process for closing the books at the end of each month. Multiple
adjustments were required at year-end during the audit process to correct general ledger account
balances. Accordingly, it did not appear that some subsidiary ledgers and other support were being
compared to the general ledger on a monthly basis to ensure that interim financial statements were
correct.

Effect

The lack of consistent monthly procedures could lead to misstated account balances.

Cause

The City has not established formal procedures to reconcile balance sheet accounts to detailed ledgers on
a consistent basis.
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CITY OF DICKINSON, TEXAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
For the Year Ended September 30, 2013

Recommendation

Base on the structure of the City and current procedures, it is recommended that the City develop a
formal closing process at quarter end including reviewing supporting subsidiary ledgers and other
supporting documents to determine their accuracy and to ensure the general ledger is appropriately
adjusted and the financial statements are accurate.

Corrective Action Plan

The City has a process of reviewing supporting subsidiary ledgers and other supporting documents to
determine their accuracy. This process is performed quarterly, in connection with the quarterly financial
report delivered to the City Council. Bank accounts are reconciled monthly. In view of the size of the
City of Dickinson and the number of transactions involved, the City does not agree that it is necessary to
increase the frequency of the reconciliation of balance sheet accounts.

In 2012, the City had three different Finance Directors. Turnover at this key position gave rise to the
appearance that the City was behind in maintaining control over balance sheet accounts because
responsibility for reconciliations were largely assumed by this position. The City is currently working to
improve stability within the Finance Department.

Significant Deficiencies

2012-1. SEGREGATION OF DUTIES

Criteria

Segregation of duties refers to assigning tasks among personnel so that no one person handles
substantially all aspects of a transaction.

Condition

The City lacks segregation of duties within the accounts payable function.

Two employees have unlimited software access which allows these employees add/edit vendors, print
checks, and make adjustments to the general ledger. It was also noted that one of these employees
performs the monthly bank reconciliations.

Effect

The lack of segregation of duties could lead to unauthorized changes in the financial system going
undetected and make the City vulnerable to the misappropriation of assets.

Cause

The extent to which the City can segregate duties is limited based on the number of personnel, their skill
set and work load, and the organizational structure of the City.

Recommendation

As with other cities of the same staff size, there are instances where additional controls could be put in

11



CITY OF DICKINSON, TEXAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
For the Year Ended September 30, 2013

place if more personnel were available and further segregation in duties could be achieved. There are
inherent inefficiencies with full segregation of duties and inherent risk with the lack of segregation of
duties. The cost versus benefits for both should be considered. The City should explore opportunities to
mitigate its exposure to the inherent risks of limited segregation of duties through the use of software
controls, logs of changes made to the finance system, etc.

Corrective Action Plan

The City agrees that internal controls over the accounts payable function could be enhanced by
separating certain tasks. However, when the City implemented some separation of tasks in 2012, it
resulted in ineffiencies and increased the possibility of errors and the procedures were abandoned.

The City has two Administrative Service Coordinators, one whose primary duties include payroll/human
resources and the other who is responsible for accounting and accounts payable. These employees are
not closely familiar with the systems used outside of their primary responsibilities. In 2012, the City
attempted to enhance controls over accounts payable and payroll by segregating certain key tasks. For
instance, the employee assigned to payroll was required to enter all new vendors into the accounts
payable system, and the employee assigned to accounting entered changes to employee master files.
These changes proved inefficient and prone to error, so the City abandoned these procedures and
instituted a higher level of supervisory review while new controls could be developed.

C. FINDINGS — FEDERAL AWARDS

None
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CITY OF DICKINSON, TEXAS

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended September 30, 2013

CFDA
Grantor/Program Title Number  Grant/Contract Number Expenditures
DEPARTMENT OF JUSTICE
Direct Award
ARRA - 2010 COPS Hiring Program 16.710 2010UMWX0305 $ 96,985
Direct Award
Equitable Sharing of Federally Forfeited Property for State
and Local Law Enforcement Agencies 16.922 54,678
Direct Award
National Crime Victims' Right Week Community
Awareness Project 16.582 2011-VF-GX-K009 3,951
Pass-through Office of the Governor, Criminal Justice Division
Crime Victim Assistance 16.575 1890906 38,213
TOTAL DEPARTMENT OF JUSTICE 193,827
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
Pass-through Texas General Land Office
Community Development Block Grant - Disaster Recovery
Round 2.1 14.218 GLO - 12-201-000-5501 1,450,684
Community Development Block Grant - Disaster Recovery
Round 2.2 14.218 GLO-13-128-000-7190 4,605
Community Development Block Grant - Disaster Recovery 14.255 GLO - 10-5036-000-5012 235,028
Pass-through Texas Department of Agriculture
Community Development Block Grant 14.228 711160 285,577
TOTAL DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 1,975,894
DEPARTMENT OF HOMELAND SECURITY
Pass-through Texas Division of Emergency Management
Emergency Management Performance Grant 2012 97.042 13TX-EMPG-0337 29,476
TOTAL DEPARTMENT OF HOMELAND SECURITY 29,476
INSTITUTE OF MUSEUM AND LIBRARY SERVICES
Direct Award
Texas State Library and Archives Commission Impact Grant 45310 475-13015 4,000
TOTAL INSTITUTE OF MUSEUM AND LIBRARY SERVICES 4,000
TOTAL FEDERAL AWARDS EXPENDED § 2,203,197
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CITY OF DICKINSON, TEXAS

NOTES TO SCHEDULE OF EXPENDITURES

OF FEDERAL AWARDS
For the Year Ended September 30, 2013

1. REPORTING ENTITY

The accompanying schedule of expenditures of federal awards presents the activity of all federal
financial assistance programs of the City of Dickinson, Texas.

2. BASIS OF ACCOUNTING
The accompanying schedule of expenditures of federal awards is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit

Organizations. Therefore, some amounts presented in this schedule may differ from amounts presented
in, or used in the preparation of, the basic financial statements.

3. SUBRECIPIENTS

Of the federal expenditures presented in the accompanying schedule of expenditures of federal awards,
the City provided federal awards to subrecipients as follows:

CEDA Program Name Amount

14.255 Community Development Block Grant - Disaster Recovery 3 235,028
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