City of Gregory, Texas
Budgetary Comparison Schedule - General Fund
Year ended September 30, 2014

Variance With
Final Budget
Budgeted Amounts Actual Positive
Onginal Final Amounts (Negative)
Revenues
Taxes:
Property taxes $ 355,000 $ 355,000 $ 377,300 $ 22,300
General sales and use taxes 141,700 141,700 158,516 16,816
Franchise taxes 78,000 78,000 99,545 21,545
Penalty and interest on taxes 8,000 8,000 14,745 6,745
Licenses and permits 6,000 6,000 8,478 2,478
Charges for services 200,000 200,000 187,444 (12,556)
Investment earnings - - 16 16
Other revenue 152,315 152,315 191,878 39,563
Total revenues 941,015 941,015 1,037,922 96,907
Expenditures
Current: -
General government 435,500 435,500 384,877 50,623
Animal control 2,500 2,500 3,750 (1,250)
Municipal court 44,200 44,200 95,040 (50,840)
Public safety -
Police 212,000 212,000 210,298 1,702
Fire Protection 20,000 20,000 31,511 (1,510
Public works 48,350 48,350 45,534 2,816
Sanitation 155000 155000 170,669 (15,669)
Capital outlay 4,500 4,500 9,795 (5,295)
Total expenditures 922,050 922,050 951,474 (29,424)
Excess (deficiency) of
revenues over expenditures 18,965 18,965 86,448 67,483
Other financing sources (uses)
Transfers in - - - -
Transfers out - - (107,031) 107,031
Total other financing sources (uses) - - (107,031) 107,031
Net change in fund balances 18,965 18,965 (20,583) 39,548
Prior period adjustment 144,615 144,615 144,615 -
Fund balances - beginning 561,148 561,148 561,148 -
Fund balances - ending $ 724,728 $ 724,728 $ 685,180 $ 39,548
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City of Gregory, Texas
Budgetary Comparison Schedule - Debt Service Fund
Year ended September 30, 2014

Variance With

Final Budget
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
Revenues
Investment earnings $ - $ - $ 13574 § 13,574
Other revenue - - 112,300 112,300
Total revenues - - 125,874 125,874
Expenditures
Debt principal 52,500 52,500 105,000 52,500
Bond interest 65,750 65,750 126,419 60,669
Total expenditures 118,250 118,250 231,419 113,169
Excess (deficiency) of revenues
over expenditures (118,250) (118,250) (105,545) 12,705
Other financing sources (uses)
Transfers in - - 226,600 226,600
Transfers out - - - -
Total other financing sources (uses) - - 226,600 226,600
Net change in fund balances (118250)  (118250) 121,055 239,305
Fund balance, beginning of year 212,604 212,604 212,604 -

Fund balance, end of year $ 94354 $ 94354 $333,659 $ 239,305
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City of Gregory, Texas

Budgetary Comparison Schedule - EDA Fund

Year ended September 30, 2014

Variance With
Fmal Budget
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
Revenues
Total revenues - - - -
Expenditures
Street expenses - - 14,170 14,170
Total expenditures - - 14,170 14,170
Excess (deficiency) of - - (14,170) (14,170)
revenues over expenditures
Other financing sources (uses)
Transfers in - - - -
Transfers out - - - -
Total other financing sources (uses) - - - -
Net change in fund balances - - (14,170) (14,170)
Fund balances - beginning 32,848 32,848 32,848 -
Fund balances - ending 32,848 32,848 18,678 (14,170)
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City of Gregory, Texas
Budgetary Comparison Schedule - HOME Fund

Year ended September 30, 2014

Revenues
Grants Revenue
Total revenues

Expenditures
Engineer
Administration

Total expenditures

Excess (deficiency) of
revenues over expenditures

Other financing sources (uses)
Transfers in
Transfers out
Total other financing sources (uses)
Net change in fund balances

Fund balances - beginning

Fund balances - ending

Variance With

Final Budget
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
- - 759,109 759,109
- - 759,109 759,109
- - 672,543 672,543
- - 84,467 84467
- - 757,009 757,009
- - 2,100 2,100
- - 2,100 2,100
(8,783) (8,783) (8,783) -
(8,783) (8,783) (6,683) 2,100
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City of Gregory, Texas

Budgetary Comparison Schedule - Nonmajor Governmental Funds
Year ended September 30, 2014

Revenues
General sales and use taxes

Intergovermental revenue and grar

Total revenues

Expenditures
Construction expense
Total expenditures

Excess (deficiency) of
revenues over expenditures

Other financing sources (uses)
Transfers in
Transfers out

Total other financing sources (uses)
Net change in fund balances

Fund balances - beginning

Fund balances - ending

Variance With
Final Budget
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
$ 70000 $ 70000 § 78611 $ 8,611
19000 19000 14521 (4479)
89,000 89,000 93,132 4132
- - 20,600 20,600
- - 20,600 20,600
89,000 89,000 72,532 (16,468)
- - 21473 21473
21473 21473
89,000 89,000 94,005 5,005
129,639 129,639 129,639 -
$218639  $218639 $223644 § 5,005
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City of Gregory, Texas

Combining Balance Sheet- Nonmajor Governmental Funds
Year ended September 30, 2014

Assets
Cash and cash equivalents
Tax receivable
Special assessments reveivable, net
Due from other funds
Total assets and other debits

Liabilities and Fund Balances
Liabilities:

Due to other funds
Total liabilities

Fund balances:

Other restricted fund balance
Total fund balances
Total liabilities and fund balances
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Total
4B Economic TDA Nonmajor
Sales Tax #14.228 Governmental
Fund Fund Funds
$ 188,447 $ - $ 188,447
26,980 - 26,980
- 3,892 3,892
10,317 - 10,317
225,744 3,892 229,636
- 3,892 3,892
3,802 3,892
225,744 - 225,744
225,744 - 225,744
$ 225,744 $ 3,892 $ 229,636




City of Gregory, Texas

Combining Statement Of Revenues, Expenditures, and Changes
in Fund Balance Nonmajor Governmental Funds
Year ended September 30, 2014

Revenues

Intergovermental revenue and grants

General sales and use taxes
Total revenues

Expenditures
Street expenses
Total expenditures
Other financing sources (uses)
Transfers in
Total other financing sources (uses)
Net change in fund balances

Fund balances - beginning

Fund balances - ending

Total
4B Economic TDA Nonmajor
Sales Tax #20600 Governmental
Fund Fund Funds
$ 19,000 $ 14,521 $ 33,521
78,611 - 78,611
78,611 14,521 78,611
- 20,600 20,600
- 20,600 20,600
21,473 - 21,473
21,473 - 21,473
100,084 (6,079) 100,084
129,639 - 129,639
$ 229723 $ (6,079 $ 229,723
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REPORT OF INDEPENDENT AUDITORS ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENTAL AUDITING STANDARDS

To the City Council
City of Gregory, Texas

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in the Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the governmental
activities, the business-type activities, each major fund, and the remaining fund information of the City of
Gregory, Texas, as of and for the year ended September 30, 2014, and the related notes to the financial
statements, which collectively comprise the City of Gregory, Texas's basic financial statements, and have
issued our report thereon dated December 16, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of Gregory,
Texas’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 of Gregory,
Texas’s internal control. Accordingly, we do not express an opinion on the effectiveness of the City of
Gregory, Texas’s internal control.

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 misstatements on a timely basis. A material weakness is a deficiency, or combination of
deficiencies, in internal control, such that there is reasonable possibility that a material misstatement of the
entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or a 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.

Our consideration of internal control was for the limited purposes described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or, significant deficiencies. Given these limitations, as described in the accompanying
schedule of findings and questioned costs, during our audit we identified certain deficiencies in internal
control that we consider to be material weaknesses.

1801 Gateway Blvd., Suite 212 www.vailknauth. com 323 Fast Highway 199 — P.O. Box 1859
Richardson, TX 75080 Springtown, TX 76082
(972) 234-3333 (817) 220-8700
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Gregory, Texas's financial statements
are free of 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 that are required to be reported
under Government Auditing Standards.

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 entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Governmental Auditing Standards in considering the entity’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

Vil + Kneudl uf
Richardson, Texas
December 16, 2015
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City of Gregory, Texas
Schedule of Prior Audit Findings
For the Year Ended September 30, 2014

Finding No. 2013-01

Criteria: The City of Gregory should safeguard its assets.

Condition: In the year under audit it was discovered by management that funds were being
misappropriated by one of more employees of the City of Gregory. This misappropriation of funds is
currently under investigation by county and state agencies.

Cause: The City of Gregory did not adhere to their system of internal accounting controls

Effect: The City of Gregory suffered a loss of over approximately $150,000 over a period of two
years.

Recommendation: For Accountability and internal control purposes, the City of Gregory should
review its current internal accounting controls, document them in writing and follow them routinely.
Furthermore, the City should consider hiring an experienced City Secretary. If the City should
consider promoting from within, this person should be adequately trained and staffing levels
adjusted so that this position can adequately perform their responsibilities.

Status: Finding has been corrected.

Finding No. 2013-02

Criteria: The City of Gregory should maintain a general fund balance of approximately three months
of annual expenditures.

Condition: The City of Gregory over-expended funds and resulted in a deficit general fund balance.

Cause: The overspending of funds and lack of monitoring the budget process resulted in a deficit
general fund balance.

Effect: The City of Gregory has a general fund deficit fund balance and should have approximately
three months of annual expenditures in the general fund balance.

Recommendation: For accountability and internal control purposes, the City of Gregory should
establish strong budget and purchasing controls to re-establish its general fund balance to three

months of annual operational expenditures.

Status: Finding has been corrected
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City of Gregory, Texas
Schedule of Prior Audit Findings
For the Year Ended September 30, 2014

Finding No. 2013-03

Criteria: Interfund balances are generally short-term loans to cover temporary cash flows and
reimbursements for various funds. The current General Fund Due from System Fund is over two
years old.

Condition: The City of Gregory continues to carry large Due to and from between the General Fund
and the System Fund which distorts Fund Balance and should have been reported as Transfers In and
Out.

Cause: The large net operating loss in system fund have crated large interfund balances between the
general fund and system fund.

Effect: The City of Gregory General Fund has loaned the System Fund large amounts of funds with
a low probability of repayment and should have been reported as transfers in and out which would

result in a more accurate fund balance in both funds.

Recommendation: For accountability and internal control purposes, the City of Gregory should
consider writing off the old interfund balances and record future transfer of funds as transfers.

Status: Finding still valid.

Finding No. 2013-04

Criteria: The City of Gregory should make bank deposits daily.
Condition: The City of Gregory was not making bank deposits daily.

Cause: Proper internal accounting controls were not followed and bank deposits were not being
made daily.

Effect: The City of Gregory suffered losses of over approximately $150,000 in prior years.

Recommendation: For accountability and internal control purposes, The City of Gregory should
make bank deposits daily.

Status: Finding has been corrected.

Finding No. 2013-05

Criteria: The City of Gregory should reconcile (balance) each day collections prior to making daily
bank deposits.

Condition: The City of Gregory was not reconciling (balancing) each day's collection prior to
making daily bank deposits.
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City of Gregory, Texas
Schedule of Prior Audit Findings
For the Year Ended September 30, 2014

Cause: Proper internal accounting controls were not followed and reconciliations (balancing) of
daily collections were not being performed.

Effect: The City of Gregory's daily collections and associated reporting could not be accurate.

Recommendation: For Accountability and internal control purposes, the City of Gregory should
reconcile (balance) daily collections each day prior to making the bank deposit.

Status: Finding has been corrected.

Finding No. 2013-06

Criteria: The City of Gregory should begin each day with a standardized cash bank in the cash
drawer.

Condition: The City of Gregory starts each day’s cash bank based on the prior day’s overage or
underage amount.

Cause: Proper internal accounting controls were not followed and daily collection procedures are not
being followed.

Effect: The city of Gregory’s daily collections and associated reporting could not be accurate.

Recommendation: For accountability and internal control purposes, the City of Gregory should start
each day with a standardized cash bank in the cash drawer.

Status: Finding has been corrected.

Finding No. 2013-07

Criteria: The City of Gregory should maintain council minutes in a timely manner and the minutes
should be approved by the council in an open meeting.

Condition: The City of Gregory was not maintaining council minutes in a timely fashion nor
approving them in a timely manner. Furthermore, associated ordnances, budgets or other action
items were not being maintained with the Official Minutes in the possession of the City.

Cause: Lack of a full time City Secretary and appropriate office staffing levels.

Effect: The City of Gregory is out of compliance with Robert's Rules of Order.

Recommendation: For compliance and internal control purposes, the City of Gregory should write
council minutes after each meeting and these minutes should be approved by the City Council in an

open meeting. Furthermore, all action items associated with these minutes should be maintained with
the Official minutes in the possession of the City.
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City of Gregory, Texas
Schedule of Prior Audit Findings
For the Year Ended September 30, 2014

Status: Finding has been corrected.

Finding No. 2013-08

Criteria: Federal Outlay and Request for Reimbursement For Construction Program report number
nine was submitted using invoices not found in the general ledgers of the City of Gregory

Condition: The City’s Outlay and Request for Reimbursement For Construction Program report
number nine submitted to EDA was not accurate.

Cause: The City’s Outlay and Request for Reimbursement For Construction Program report number
nine to EDA was based on invoices that were not that of the City of Gregory.

Effect: The City’s Outlay and Request for Reimbursement For Construction Program report number
nine was reimbursed by the EDA for expenditures not made by the City of Gregory.

Recommendation: For accountability and internal control purposes, The City of Gregory should
ensure that all EDA Outlay and Request for Reimbursement For Construction Program reports are
prepared based on accurate and valid expenditures of the City of Gregory.

Status: Finding has been corrected.

Finding No. 2013-9

Criteria: Federal Outlay and Request for Reimbursement for Construction Program reports submitted
to EDA should reflect amounts posted in general ledger of the City of Gregory.

Condition: The City’s Outlay and Request for Reimbursement For Construction Program reports
submitted to EDA are not in agreement with amounts posted in the general ledger.

Cause: The City’s Outlay and Request for Reimbursement For Construction Program reports to EDA
are in disagreement with ledger amounts, resulting in inaccurate reporting statements. The lack of
reconciliation of these reports resulted in the discrepancies.

Effect: The City’s Outlay and Request for Reimbursement For Construction Program reports to EDA
are not in agreement with amounts posted in the general ledger of the City of Gregory.

Recommendation: For accountability and internal control purposes, The City of Gregory should
ensure that EDA Outlay and Request for Reimbursement For Construction Programs reports are
prepared based on accurate amounts posted in City of Gregory’s general ledger to avoid
discrepancies in the future. Timely reconciliation should be done by a supervisor to ensure the
federal/state reports reconcile back to the general ledger.

Status: Finding has been corrected.
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City of Gregory, Texas
Schedule of Findings and Questioned Costs
For the Year Ended September 30, 2014

I. Summary of Auditor's Results

Type of Auditor's report issued: Unmodified
Internal Control over financial reporting:

Material Weaknesses identified? X Yes __No

Significant deficiencies identified not considered

being material weaknesses? X Yes __No

Noncompliance material to financial statements noted? X Yes __No
Federal Awards

Internal Control over major programs:

Material Weaknesses identified? X Yes __No

Significant deficiencies identified not considered

being material weaknesses? X Yes __No

Noncompliance material to financial statements noted? _ Yes _XNo

A modified opinion was issued regarding compliance and internal controls.

A modified opinion was issued regarding compliance for major award programs.

The audit disclosed audit findings that are required to be reported in this schedule under OMB
Circular A-133.

Major programs:
HOME Grant, CFDA 14.239

The threshold used to distinguish between Type A and Type B deferral programs was $300,000.

The City was not classified as a low risk auditee in context of OMB Circular A-133.
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City of Gregory, Texas
Schedule of Findings and Questioned Costs
For the Year Ended September 30, 2014

II. Findings Relating to the Financial Statements Which Are Required To Be Reported in
Accordance with Generally Accepted Government Auditing Standards.

Finding No. 2014-01

Criteria: Interfund balances are generally short-term loans to cover temporary cash flows and
reimbursements for various funds. The current General Fund Due from System Fund is over two
years old.

Condition: The City of Gregory continues to carry large Due to and due from balances between the
General Fund and the System Fund which distorts Fund Balance and should have been reported as

Transfers In and Out.

Cause: The large net operating loss in system fund have created large interfund balances between the
general fund and system fund.

Effect: The City of Gregory General Fund has loaned the System Fund large amounts of funds with
a low probability of repayment and should have been reported as transfers in and out which would

result in a more accurate fund balance in both funds.

Recommendation: For accountability and internal control purposes, the City of Gregory should
consider writing off the old interfund balances and record future transfer of funds as transfers.

Finding No. 2014-02
Criteria: The City of Gregory should reconcile (balance) accounts receivable each month.
Condition: The City of Gregory was not reconciling (balancing) accounts receivable.

Cause: Proper internal accounting controls were not followed and reconciliations (balancing) of
accounts receivable were not being performed.

Effect: The City of Gregory's accounts receivable associated reporting could not be accurate.

Recommendation: For Accountability and internal control purposes, the City of Gregory should
reconcile (balance) accounts receivable monthly and maintain record of the reconciliations.

Finding No. 2014-03

Criteria: The City of Gregory should be recording activities to correct funds in their general ledgers
and financial statements.

Condition: The City of Gregory’s General Fund includes activities from other fund balances.

Cause: Lack of full time staff accountant and appropriate office staffing levels and knowledge of
accounting.
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City of Gregory, Texas
Schedule of Findings and Questioned Costs
For the Year Ended September 30, 2014

Effect: The City of Gregory does not have accurate general ledgers or financial statements to reflect
the correct fund balances based on their activities.

Recommendation: For accountability and internal control purposes, The City of Gregory should

consider hiring a full-time staff accountant or consultant to manage the general ledgers to ensure
activities are correctly recorded.

Finding No. 2014-04

Criteria: The City of Gregory should maintain records of supports for all transactions.
Condition: The City of Gregory was not able to locate certain invoices during the audit.

Cause: There were no policies and procedures for filing records. Therefore, when there was a
transition of staff, the new staff was unable to locate the records.

Effect: The City of Gregory's records were not properly maintained.

Recommendation: For Accountability and internal control purposes, the City of Gregory should
ensure proper procedures for filing of records.

Finding No. 2014-05

Criteria: The City of Gregory’s staff should have adequate knowledge to utilize the City’s current
accounting system.

Condition: The City of Gregory’s staff was not able to perform accruals and year end closing
procedures.

Cause: Lack of full time staff accountant and appropriate office staffing levels and knowledge of
accounting.

Effect: The City of Gregory's accruals and year end closing procedures were not performed.
Recommendation: For accountability and internal control purposes, The City of Gregory should

consider hiring a full-time staff accountant or consultant to manage the general ledgers to ensure
proper journal entries were being created.
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City of Gregory, Texas
Correction Action Plan
For the Year Ended September 30, 2014

Finding No. 2014-01.

Interfund balances are generally short-term loans to cover temporary cash flows and reimbursements
for various funds. The current General Fund Due from System Fund is over two years old.

The City council will take action on this item, during the next regularly scheduled council meeting.
The action will be to pass a resolution to write-off the old Interfund balances and record future

transfer of funds as transfers.

Finding No. 2014-02.

The City of Gregory should reconcile (balance) accounts receivable each month.

The City, as of January 1, 2015, has implemented a process to reconcile accounts receivable monthly
and maintain records of the reconciliations.

Finding No. 2014-03.

The City of Gregory should be recording activities to correct funds in their general ledgers and
financial statements.

The City will be sending the City Secretary for additional education on general ledgers and financial
statements. Also the City will be seeking out the services of an accountant to make sure proper
journal entries are being created and maintained.

Finding No. 2014-04.

The City of Gregory should maintain records of supports for all transactions.

Invoices are being correctly categorized, filed and maintained, as of January 1, 2015, to make sure
records are retained and easily accessible.

Finding No. 2014-05.

The City of Gregory’s staff should have adequate knowledge to utilize the City’s current accounting
system.

The City will be sending the City Secretary for additional education on general ledgers and financial

statements. Also the City will be seeking out the services of an accountant to make sure proper
journal entries are being created and maintained.

69




VAIL & KNAUTH, LLP Michael G. Vail, CPA Members:

Chris E. Knauth, CPA American Institute of CPAs

CERTIFIED PUBLIC ACCOUNTANTS Charles T. Gregg, CPA Texas Society of CPAs
AUDIT, TAX AND ADVISORY SERVICES
Don E. Graves, CPA

Pamela C. Moore, CPA
Courtney N. Cooper, CPA

REPORT OF INDEPENDENT AUDITORS ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE
REQUIRED BY OMB CIRCULAR A-133

To the City Council
City of Gregory, Texas

Report on Compliance for Each Major Federal Program

We have audited the City of Gregory, Texas’ compliance with the types of compliance requirements described in
the U.S. Office of Management and Budget (OMB) Circular A -133 Compliance Supplement (OMB Circular A-133)
that could have a direct and material effect on each of the City of Gregory, Texas’s major federal programs for the
year ended September 30, 2014. The City of Gregory, Texas's major federal programs are identified in the
summary of auditor's 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
applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of City of Gregory, Texas’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 City of Gregory, Texas’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 program.
However, our audit does not provide a legal determination of the City of Gregory, Texas's compliance.

Opinion on Each Major Federal Program
In our opinion, the City of Gregory, Texas complied, in all material respects, with the types of compliance

requirements referred to above that could have a direct and material on each of its major federal programs for the
year ended September 30, 2014.

1801 Gateway Blvd., Suite 212 www.vailknauth.com 323 East Highway 199 - P.O. Box 1859
Richardson, TX 75080 Springtown, TX 76082
(972) 234-3333 {817) 220-8700
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Report on Internal Control over Compliance

Management of City of Gregory, Texas 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 City of Gregory, Texas’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
City of Gregory, Texas’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. Given these limitations, as described in the accompanying schedule
of findings and questioned costs, during our audit we identified certain deficiencies in internal control that we
consider to be material weaknesses.

City of Gregory, Texas’s response to the internal control over compliance findings identified in our audit is
described in the accompanying schedule of findings and questioned costs. City of Gregory, Texas’s response was
not subjected to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion
on the response.

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.

Vel + K 1P

Richardson, Texas
December 16, 2015
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City of Gregory, Texas
Schedule of Expenditures of Federal Awards
For the Year Ended September 30, 2014

Pass through

Federal Grantor Federal CFDA Pass through ~ Federal Amount
Program of Cluster Title Number Number  Expenditures  Sub Recipients
U.S. Department of Commerce
Through: Economic Development Administration

Period 08/09/2011 to 08/09/2016 11.301  08-01-04694 $ 14170 § -
Total U.S. Department of Commerce 14,170 -
U.S. Department of Housing and Urban Development
Through: Texas Department of Agriculture

Period 11/01/2012 to 10/30/2014 14.228 712130 20,600 -
Through: Texas Department of Housing and Community Affairs

HOME Investment Partnership Program

Period 09/15/2011 to 08/24/2014 14.239 549412 757,009 -

Total U.S. Department of Housing and Urban Development 777,609 -
Total Federal Expenditures $ 812379 § -
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City of Gregory, Texas
Notes on Accounting Policies For Federal Awards
Year Ended September 30, 2014

1. For all Federal programs, the City uses the fund types specified by the governmental generally accepted
accounting principles. Special revenue funds are used to account for resources restricted to, or designated
for, specific purposes by a grantor. Federal and state financial assistance generally is accounted for in a
Special Revenue Fund (Grants in Aid Section).

2. The accounting and financial reporting treatment applied to a fund is determined by its measurement
focus. The Governmental Fund types are accounted for using a current financial resources measurement
focus. All Federal grant funds were accounted for in a Special Revenue Fund which is a Governmental
Fund type. With this measurement focus, only current assets and current liabilities and the fund balance
are included on the balance sheet. Operating statements of these funds present increases and decreases in
net current assets,

The modified accrual basis of accounting is used for the Governmental Fund types, and Agency Funds.
This basis of accounting recognizes revenues in the accounting periods in which they become susceptible
to accrual, i.e., both measureable and available, and expenditures in the accounting period in which the
fund liability Is incurred, if measurable, except for unmetered interest on General Long-Term debt, which
is recognized when due, and certain compensated absences and claims and judgements, which are
recognized when the obligations are expected to be liquidated with expandable available financial
resources.

Federal grant funds are considered to be earned to the extent of expenditures made under the provisions of
the gran, and, accordingly, when such funds are received, they are recorded as deferred revenues until
earned.

3. The period of availability for federal grant funds for the purpose of liquidation of outstanding
obligations made on or before the ending date of the federal project extended 30 days beyond the federal
project period ending date, in accordance with provisions in Section H, Period of Availability of Federal
Funds, Part 3, OMB Circular A-133 Compliance Statement — Provisional 6/97
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