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PURPOSE AND CONTENTS OF THIS REPORT

This report was prepared to provide grantor agencies certain financial information which they
may require to properly administer funds granted to the City. Financial schedules included herein
present the City's grant expenditures in accordance with accounting principles generally accepted
in the United States of America for State and Local government units. Individual grants
presented in the financial information section of this report are those which were considered by
the auditors in performing their tests in conformity with Office of Management and Budget
(OMB) Circular A-133 and the State of Texas Uniform Grant Management Standards.

RELATIONSHIP BETWEEN THIS REPORT AND THE CITY'S BASIC FINANCIAL
STATEMENTS

All of the City's grant activity subject to the requirements of the Single Audit Act Amendments
of 1996, OMB Circular A-133 and the State of Texas Uniform Grant Management Standards are
accounted for or reported in the Basic Financial Statements in the Grant Special Revenue Fund,
except for certain grants accounted for in the General Fund, Proprietary Funds, or other Funds.
However, grants other than federal/state grants are combined with the federal/state grants under
this caption and, therefore, this report cannot be related directly to the Basic Financial
Statements based upon the information presented herein.

REPORTS
The following reports prepared by the independent auditors are included in this document:

1. Report on Internal Control Over Financial Reporting and Compliance and Other Matters
Based Upon the Audit Performed in Accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

2. Report on Compliance and Internal Control Over Compliance Applicable to Each Major
Federal and State Award Program in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards issued by the Comptroller General of the
United States; OMB Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations; and the State of Texas Uniform Grant Management Standards (“UGMS”).

3. Schedule of Findings and Questioned Costs.
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Effect - Lack of adequate collateralization violates the requirements of the Texas Government Code but also
places the City’s deposits at risk if the financial institution had liquidity difficulties on that day.

Cause — City personnel believed that the collateralization agreement at the primary depository institution
would also cover all financial institutions in which the City maintains deposits. However, this is not the case
and deposits at those other financial institutions were under-collateralized at year-end and possibly at other
times during the year.

Recommendation — Institute better monitoring procedures to anticipate when deposit fluctuations may require
additional collateralization. If deposits at financial institutions other than the primary depository are expected
to be in excess of FDIC coverage, obtain collateralization agreements for those accounts.

Views of Responsible Officials — See Corrective Action Plan.

Part 111 — Findings and Questioned Costs Related to Federal and State Awards

07-111.1 Material Weakness in Controls and Material Non-Compliance Finding: Homeland Security
Equipment and Real Property Management

Program — CFDA 97.004/97.067 Homeland Security Grant Program, from the Department of Homeland
Security, 2007

Criteria — Equipment purchased with Federal funds should be specifically identified and tracked. Equipment
records shall be maintained, a physical inventory of equipment shall be taken at least once every two years
and reconciled to the equipment records, an appropriate control system shall be used to safeguard equipment,
and equipment shall be adequately maintained in accordance with 44 CFR 13.32(d)

Condition — Equipment purchased with Federal funds was not specifically identified and tracked.

Questioned Costs — None

Context - 14 out of 19 equipment purchases selected for testing were not properly coded in the City’s general
ledger and thus, not specifically identified or tracked. The 14 equipment purchases totaled $997,039.

Effect - Equipment purchased with Federal funds may not be properly identified or tracked.
Cause - Equipment purchases were not recorded in the appropriate account.

Recommendation - Review all equipment purchases to ensure that they are properly recorded and specifically
identified and tracked.

Views of Responsible Officials — See Corrective Action Plan

07-111.2 Significant Control Deficiency and Non-Compliance Finding: Homeland Security/Community
Development Block Grant/ Airport Improvement Program/ Highway Planning and Construction
Suspension and Debarment

Programs:
e CFDA 97.004/97.067 Homeland Security Grant Program, from the Department of Homeland

Security, 2007
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