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WILLIAM B. SANDERS

Certified Public Accountant

Independent Auditor's Report

To the City Council
City of Gholson, Texas

Report on the Audit of the Financial Statements
Opinion

| have audited the accompanying financial statements of the governmental activities of the
City of Gholson, Texas (the City) as of and for the year ended September 30, 2025, and the
related notes to the financial statements, which collectively comprise the City's basic financial
statements as listed in the table of contents.

In my opinion, the accompanying financial statements referred to above present fairly, in
all materia! respects, the financial position of the governmental activities of the City as of
September 30, 2025, and the changes in financial position for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Basis for Opinion

| conducted my audit in accordance with auditing standards generally accepted in the
United States of America (GAAS) and the standards applicable to financial audits
contained in Government Auditing Standards issued by the Comptroller General of
the United States (Government Auditing Standards). My responsibilities under those
standards are further described in the Auditor's Responsibilities for the Audit of the
Financial Statements section of my report. | am required to be independent of the City
and to meet my other ethical responsibilities, in accordance with the relevant ethical
requirements relating to my audit. | believe that the audit evidence | have obtained is
sufficient and appropriate to provide a basis for my audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial state-
ments in accordance with accounting principles generally accepted in the United States of
America, and for the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or to error.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the City's
ability to continue as a going concern for twelve months beyond the financial statement date,
including any currently known information that may raise substantial doubt shortly thereafter.



Auditor's Responsibllities for the Audit of the Financlal Statements

My objectives are to obtain reasonable assurance about whether the financiai statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue
an auditor's report that includes my opinion. Reasonable assurance is a high level of
assurance but is not absolute assurance and therefore is not a guarantee that an audit
conducted in accordance with GAAS and Government Auditing Standards will always
detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control. Misstatements are considered material if there is a substantial likelihood
that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, |

- exercise professional judgment and maintain professional skepticism
throughout the audit.

- identify and assess the risks of material misstatement of the financial
statements, whether due to fraud or error, and design and perform audit
procedures responsive to those risks. Such procedures include examining,
on a test basis, evidence regarding the amounts and disclosures in the
financial statements.

- obtain an understanding of internal control relevant to the audit in order to
design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the City's
internal control. Accordingly, no opinion is expressed.

- evaluate the appropriateness of accounting policies used and the reason-
ableness of significant accounting estimates made by management, as
well as evaluate the overall presentation of the financial statements.

- conclude whether, in my judgement, there are conditions or events,
considered in the aggregate, that raise substantial doubt about the City's
ability to continue as a going concern for a reasonable period of time.

I am required to communicate with those charged with governance regarding, among
other matters, the planned scope and timing of the audit, significant audit findings, and
certain internal-control related matters that | identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the Unites States of America require that the
Management's Discussion and Analysis on pages 4-7 be presented to supplement the basic
financial statements. Such information is the responsibility of management and, aithough
not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical

context. | have applied certain limited procedures to the required supplementary information
in accordance with GAAS, which consisted of inquiries of management about the methods



of preparing the information and comparing the information for consistency with management's
responses to my inguiries, the basic financiai statements, and other knowledige | obtainad
during my audit of the basic financial statements. | do not express an opinion or provide any
assurance on the information because the limited procedures do not provide me with sufficient
avidence to express an opinion or provide any assurance.

Supplementary Information

My audit was conducted for the purpose of forming an opinion on the financial statements that
comprise the City's basic financial statements. The supplementary information listed in the

table of contents is presented for purposes of additional analysis and is not a required part of
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 basic 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 GAAS. In my opinion, the
accompanying supplementary information is fairly stated, in all material respects, in relation

to the basic financial statements taken as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, | have also issued my report dated
December 15, 2025 on my consideration of the City's' internal control over financial
reporting and on my tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of my testing of internal control over financial reporting and compliance
and the results of that testing and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed

in accordance with Government Auditing Standards in considering the City's internal
control over financial reporting and compliance.

Waco, Texas
December 15, 2025



City of Ghoison, Texas
Management's Discussion and Analysis
September 30, 2025

Within this section of the City of Gholson, Texas (City) annual financial report, the City's
management provides narrative discussion and analysis of the financial statements

of the City for the year ended September 30, 2025. The City's financia! performance is
discussed and analyzed within the context of the accompanying financial statements
and disclosure following this section.

Financial Highlights:

The City's assets exceeded its liabilities by $1,526,963 for the fiscal year reported.
This compares to the previous year when assets exceeded liabilities by $1,543,571.

Total net position is comprised of the following:
(1) Capital assets of $650,781 include property and equipment, net of accumulated
depreciation.
(2) Unrestricted net assets of $876,182 represent the portion available to maintain
the City's continuing obligations to its citizens.

The City's governmental fund reported an ending balance of $876,182. This compares
to the prior year ending fund balance of $1,009,255, representing a decrease of $133,073
during the current year.

Overview of the Financial Statements:

Management's Discussion and Analysis introduces the City's basic financial statements.
The basic financial statements include: (1) government-wide financial statements, (2)
fund financial statements, and (3) notes to the financial statements. The City also includes
in this report additional information to supplement the basic financial statements.

Government-wide Financial Statements

The City's annual report includes two government-wide financial statements. These
statements provide information about the City's overall status. Financial reporting at
this level uses a perspective similar to that found in the private sector with its basis in
full accrual accounting and elimination or reclassification of internal activities.

The first of these government-wide statements is the Statement of Net Position. This

is the City-wide statement of financial position presenting information that includes

all of the City's assets and liabilities, with the difference reported as net position.

Over time, increases or decreases in net position may serve as a useful indicator of
whether the financial position of the City as a whole is improving or deteriorating.
Evaluation of the overall economic health of the City would extend to other nonfinancial
factors such as the condition of the City infrastructure in addition to the financial
information provided in this report.



The second government-wide statement is the Statement of Activities which reports

how the City's net position changed during the current fiscal year. All current year revenues
and expenses are included regardless of when cash is received or paid. An important
purpose of the design of the statement of activities is to show the financial reliance of

the City's distinct activities or functions on revenues provided by the City's taxpayers.

Both government-wide financial statements present only governmental activities of
the City that are principally supported by taxes and intergovernmental revenues, such
as grants. Governmental activities include general government, public safety, public
services, education, and culture and recreation. Business-type activities, such as
airports, water utilities, solid-waste management, golf courses, ground transportation,
and others are not applicable to the City.

Fund Financial Statements

A fund is an accountability unit used to maintain control over resources segregated for
specific activities or objectives. Within the basic financial statements, fund financial
statements focus on the City's general fund rather than the City as a whole.

The City currently uses one kind of fund:

Governmental funds are reported in the fund financial statements and encompass
essentially the same functions reported as governmental activities in the government-
wide financial statements.

The only governmental fund currently in use by the City is the general fund.

A budgetary comparison statement is included in the basic financial statements for the
general fund. This statement demonstrates compliance with the City's adopted budget.

Notes to the financial statements

The accompanying notes to the financial statements provide information essential to a
full understanding of the government-wide and fund financial statements. The notes to
the financial statements begin immediately following the basic financial statements.

Financial Analysis of the City as a Whole

As year-to-year financial information is accumulated on a consistent basis, changes in
net assets may be observed and used to discuss the changing financial position of the
City as a whole.

The City's net position at fiscal year-end is $1,526,963. This is a $16,608 decrease under
last year's net position of $1,543,571. The City's financial position declined slightly during
the fiscal year, largely due to expenditure for repairs and maintenace on roads and

trees.

The following table provides a summary of the City's net position at September 30:



Summary of Net Position

Governmental Activities

2025 2024

Cash $ 494,482 $ 475655
Temporary Investments 364,946 527,036
Prepaid Expenses 6,251
Taxes Receivable, Net 18,823 16,745
Capital Assets 650,781 534,316
Total Assets 1,535,283 1,553,752
Liabilities 8,320 10,181
Net Position

Invested in Capital Assets 650,781 534,316

Unrestricted 876,182 1,009,255
Total Net Position $1,526,963 $1,543,571

The following table provides a summary of the City's changes in net position for the
years ended September 30:

Summary of Changes in Net Position

Governmental Activities

Revenues:

Ad Valorem Taxes & Penalties

Sales Taxes
Franchise Taxes
Donations
Interest

Child Safety Fees & Other

Total Revenues

Expenses:

City Secretary
Depreciation

Dues

Election

Fees

Gholson Fest

Legal & Professional
Insurance
Miscellaneous

Office

Repairs - Streets
Repairs - Other

Tree Trimming
Utilities

Total Expenses
Change in Net Position
Beginning Net Position

Ending Net Position

2025 2024
$ 36,878 $ 35483
111,674 94,289
31,684 19,599
108,000 ;
42,800 50,312
5,893 1,501
336,929 201,184
46,519 43,014
27,494 24,898
7,889 7,216
953 4,170
25 415
3,034 -
37,845 36,355
5,357 4,115
1,221 8,075
7,237 4,196
110,992 44,652
32,377 53,087
60,650 35,132
11,944 9,735
353,537 275,060
(16,608) (73,876)
1,543,571 1,617,447
$1,526,963 $1,543,571




Graphic presentations of selected data from the summary tables follow to assist in
the analysis of the City's activities for the current and preceding year.

Governmental Revenues
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As graphically portrayed above, the City is heavily reliant on ad valorem taxes, sales taxes,

and franchise taxes to support governmental operations. These taxes provided a majority

of the City's total governrmental revenues in each of fiscal years 2025 and 2024.
Government Functional Expenses
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As portrayed above, the City's primary expenses are road improvements and
administration.

Land Donation and City Park
During this fiscal year, the City received a donation of land that we plan to use as a park.

Contacting the City's Financial Management

This financial report is designed to provide a general overview of the City's finances and
demonstrate the City's commitment to public accountability. More information can be obtained
from the City at 749 Knust Circle, Waco, Texas 76705



CITY OF GHOLSON, TEXAS
STATEMENT OF NET POSITION

SEPTEMBER 30, 2025

ASSETS:

Current Assets
Cash on Hand and in Banks
Temporary investments (Note 2)
Prepaid Expenses
Taxes Receivable, Net
Total Current Assets

Capital Assets:

Capital Assets, net of Accumulated Depreciation (Note 3)

Total Assets

LIABILITIES
Accounts Payable
Total Liabilities
Net Position:

Invested in Capital Assets
Unrestricted

Total Net Position

Governmental
Activities

$ 494,482
364,946
6,251
18,823

884,502

650,781

$ 1,535,283

$ 8,320

8,320

650,781
876,182

$ 1,526,963

The accompanying notes are an integral part of this financial statement.
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CITY OF GHOLSON, TEXAS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2025

Functions / Programs

Governmenta! Activities:

City Secretary $ 46,519
Depreciation 27,494
Dues 7,889
Election 953
Fees 25
Gholson Fest 3,034
Legal & Professional 37,845
Insurance 5,357
Miscellaneous 1,221
Office 7,237
Planning & Zoning -
Repairs - Streets 110,992
Repairs & Maintenance - Other 32,377
Tree Trimming 60,650
Utilities 11,944
Total Governmental Activities 353,537
Net (Expense) Revenue $ (353,537)
General Revenues:
Ad Valorem Taxes 36,878
Sales Taxes 111,674
Franchise Taxes 31,684
Donations 108,000
Interest 42,800
Child Safety Fees 5,893
Total General Revenues 336,929
Change in Net Position (16,608)
Net Position, Beginning of Year 1,543,571
Net Position, Ending of Year $1,526,963

The accompanying notes are an integral part of this financial statement.
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CITY OF GHOLSON, TEXAS
BALANCE SHEET - GOVERNMENTAL FUND
SEPTEMBER 30, 2025

ASSETS
General
Current Assets:
Cash in Banks $ 494482
Temporary Investments 364,946
Prepaid Expenses 6,251
Taxes Receivable, Net 18,823
Total Current Assets; 884 502
Total Assets $ 884,502
LIABILITIES AND FUND BALANCE
Accounts Payable $ 8,320
Total Liabilities 8,320
Fund Balance
Unreserved 876,182
Total Liabilities and Fund Balance $ 884,502
Reconciliation of the Balance Sheet of Governmental Fund
to the Statement of Net Position:
Total Fund Balance - Governmental Fund 876,182
Amount reported for governmental activities in the
statement of net position is different because:
Capital assets of $852,167, net of accumulated depreciation
of $201,386, are not financial resources and, therefore, are
not reported in the funds. 650,781
Net Position of Governmental Activities $ 1,526,963

The accompanying notes are an integral part of this financial statement.
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CITY OF GHOLSON, TEXAS

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE

FOR THE YEAR ENDED SEPTEMBER 30, 2025

Revenues:
Ad Valorem Taxes & Penaities $ 36,878
Sales Taxes 111,674
Franchise Taxes 31,684
Donations 108,000
Interest 42,800
Child Safety Fees 5,893
Total Revenues $ 336,929
Expenditures:
Capital Outlay 143,959
City Secretary 46,519
Dues 7,889
Election 953
Fees 25
Gholson Fest 3,034
Legal & Professional 37,845
Insurance 5,357
Miscellaneous 1,221
Office Supplies 7,237
Planning & Zoning -
Repairs - Streets 110,992
Repairs - Other 32,377
Tree Trimming 60,650
Utilities 11,944
Total Expenditures 470,002
Excess (Deficit) of Revenues Over (Under) Expenditures (133,073)
Fund Balance, Beginning of Year 1,009,255
Fund Balance, End of Year $ 876,182

Reconciliation of the Statement of Revenues, Expenditures,
and Changes in Fund Balance to the Statement of Activities:

Net Change in Fund Balance - Governmental Fund (133,073)

Amount reported for governmental activities in the statement

of activities is different because:

Governmental funds report capital outlays as expenditures. However,

in the statement of activities, the costs of these assets are allocated

over their estimated useful lives and recorded as depreciation expense.

The difference between capital outlays and depreciation expense is 116,465

Change in Net Position of Governmental Activities $ (16,608)

The accompanying notes are an integral part of this financial statement.
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CITY OF GHOLSON, TEXAS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL - GENERAL FUND
FOR THE YEAR ENDED SEPTEMBER 30, 2025

Difference
Favorable
Budget Actual (Unfavorable)
Revenues:
Ad Valorem Taxes & Penalties $ 43760 $ 36,878 $ (6,882)
Sales Taxes 93,935 111,674 17,739
Franchise Taxes 23,976 31,684 7,708
Donations - 108,000 108,000
Interest 30,232 42,800 12,568
Other - 5,893 5,893
Total Revenues 191,903 336,929 145,026
Expenditures:
Capital Outlay 265,000 143,959 121,041
City Secretary 95,100 46,519 48,581
Dues 6,680 7,889 (1,209)
Election 2,500 953 1,547
Fees - 25 (25)
Gholson Fest 17,250 3,034 14,216
Legal & Professional 37,600 37,845 (245)
Insurance 7,397 5,357 2,040
Miscellaneous 1,822 1,221 601
Office Supplies 8,190 7,237 953
Planning & Zoning - - -
Repairs - Streets 175,000 110,992 64,008
Repairs - Other 67,215 32,377 34,838
Tree Trimming 65,000 60,650 4,350
Utilities 7,348 11,944 (4,596)
Total Expenditures 756,102 470,002 286,100
Excess (Deficit) of Revenues Over (Under)
Expenditures (564,199) (133,073) 431,126
Fund Balance, Beginning of Year 1,009,255 1,009,255 -
Fund Balance, End of Year $ 445056 $ 876,182 $ 431126

The accompanying notes are an integral part of this financial statement.
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CITY OF GHOLSON, TEXAS
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2025

Summary of Significant Accounting Policies:

The financial statements of the City of Gholson, Texas ("City") have been prepared in con-
formity with generally accepted accounting principles as applicable to governmental units.

Reporting Entity

For financial reporting purposes, the City includes all funds over which the City Council
exercises oversight responsibility. The City is not included in any other "reporting entity"
as defined in GASB pronouncements, since Council members are elected by the public
and have decision-making authority, the power to designate management, and the
ability to significantly influence operations and primary accountability for fiscal matters.

Basis of Presentation - Fund Accounting

The accounts of the City are organized on the basis of funds, each of which is
considered a separate accounting entity. The operations of each fund are accounted
for with a separate set of self-balancing accounts that comprise its assets, liabilities,
reserves, fund balances, revenues, and expenditures or expenses as appropriate.
The following fund type is used by the City:

Governmental Fund Type

General Fund - The General Fund is currently the only operating fund of the
City and accounts for all revenues and expenditures of the City.

Basis of Accounting

The modified accrual basis of accounting is used by the general fund. Under the
modified accrual basis of accounting, revenues are recorded when susceptible

to accrual, i.e., both measurable and available. "Measurable" means the amount of
the transaction can be determined and "available" means collectible within the current
period or soon enough thereafter to be used to pay liabilities of the current period.
Expenditures are recorded when the related fund liability is incurred, if measurable.

Budget

The City adopts an annual budget for the General Fund. This budget is presented on
the modified accrual basis of accounting.
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CITY OF GHOLSON, TEXAS
NOTES TO FINANCIAL STATEMENTS (continued)
SEPTEMBER 30, 2025

Cash

The City maintained cash accounts at one financial institution in Central Texas. At
September 30, 2025, the balances were $493,982, of which $250,000 were covered by
federal depository insurance, and $243,982 were collateralized by a FNMA bond held by
the City's financial institution, with a par value of $500,000 and a market value of $500,843.

Property Taxes

Property taxes attach as enforceable liens on property as of January 1. Taxes are levied
on October 1 and are due and payable on or before January 31 of the following year. Al
unpaid taxes become delinquent on February 1 of the following year. The City's taxes are
collected by the McLennan County Tax Office. City property taxes are recognized when
levied. An allowance is established for delinquent taxes to the extent that their collectibility
is improbable. At September 30, 2025, this allowance is $11,012.

Temporary Investments

The City began the year with two accounts at the Texas Local Government Investment Pool
(TexPool), and closed one during the year. These accounts are secured by the State of Texas.

The Texas Local Government Investment Pool has been organized in conformity with the
Interlocal Cooperation Act, Chapter 791 of the Texas Government Code, and the Public
Funds Investment Act, Chapter 2256 of the Texas Government Code. These two acts
provide for the creation of public funds investment pools and permit eligible governmental
entities to jointly invest their funds in authorized investments. TexPool was established as

a trust company with the Treasurer of the State of Texas as trustee, segregated from all
other trustees, investments, and activities of the trust company. The State Comptroller of
Public Accounts exercises oversight responsibility over TexPool. Oversight includes the
ability to significantly influence operations, designation of management, and account-
ability for all fiscal matters. Additionally, the State Comptroller has established an advisory
board composed of both participants in TexPool and other persons who do not have a
business relationship with Tex Pool. The advisory board members review the investment
policy and management fee structure. The Comptroller of Public Accounts is the sole
officer, director, and shareholder of the Texas Treasury Safekeeping Trust Company, which
is authorized to operate TexPool. Pursuant to the TexPool Participation Agreement,
administrative and investment services to TexPool are provided by Federated Investors, Inc.
under an agreement with the Comptroller, acting on behalf of the Trust Company.

TexPool investments consist exclusively of U.S. Government securities, repurchase agreement:
collateralized by U.S. Government securities, and AAA-rated no-load money market mutual
funds. Standard & Poor's rates TexPool AAA. As a requirement to maintain the rating, weekly
portfolio information must be submitted to Standard & Poor's, as well as to the office of the
Comptroller of Public Accounts for review.

14



CITY OF GHOLSON, TEXAS
NOTES TO FINANCIAL STATEMENTS (continued)
SEPTEMBER 30, 2025

Property and Equipment

Fixed assets used in governmental fund type operations are accounted for in the Statement
of Net Position rather than in governmental funds. Fixed assets are valued at historical

cost or estimated historical cost if actual historical cost is not available. Donated assets

are valued at their estimated fair market value on the date donated. Repairs and
maintenance are recorded as expenditures; renewals and betterments are capitalized.
Capital assets are depreciated using the straight-line method. Classes of property and
estimated useful lives are as follows:

Buildings 40 years
Streets 40 years
Furniture and Equipment 5-20 vyears

Changes in Fixed Assets:

Balance, Retire- Balance,

Sept. 30, 2024 Additions ments Sept. 30, 2025
Building $ 193,648 $ - $ - $ 193,648
Streets 424,082 - - 424,082
Furniture and Equipment 78,143 28,442 - 106,585
Land (not depreciated) 12,335 115,517 - 127,852
Accumulated Depreciation (173,892) (27,494) - (201,386)
Totals $ 534316 $116,465 $ - $ 650,781

Commitments

The City has committed to spending $6,251 for a Virtual File Room in the year ending September
30, 2027, the third year of a three-year contract. The second year amount, also $6,251, was

paid prior to September 30, 2025, and is reported as Prepaid Expenses on the Statement of

Net Position and on the General Fund Balance Sheet.

Contingency

The City has been named defendant in a lawsuit over the legality of an RV park within the city
limits. Management and its attorneys believe a favorable outcome will occur, and therefore
no liability has been recognized in these financial statements.

S
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WILLIAM B. SANDERS

Certified Fublic Accountant

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the City Council
City of Gholson, Texas

| have audited the financial statements of the governmental activities of the City of Gholson,
Texas (the City), as of and for the year ended September 30, 2025, which comprise the City's
basic financial statements and have issued my report thereon dated December 15, 2025.

{ conducted my audit in accordance with auditing standards generally accepted in the United
States of America and standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptrolier Generai of the United States.

Internal Control Over Financial Reporting

In planning and performing my audit, | considered the City's internal control over financial
financial reporting as a basis for designing my auditing procedures for the purpose of
expressing my opinion on the financial statements, but not for the purpose of expressing an
opinion on the City of Gholson, Texas' internal control over financial reporting. Accordingly,
| do not express an opinion on the effectiveness of the City's internal control over financial
reporting.

A control deficiency 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 significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the City's ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the City's
financial statements that is more than inconsequential will not be prevented or detected by the
City's internal control. | consider the following deficiency to be a significant deficiency in

internal control:

P
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Controls Over Financial Reporting

Recently-issued auditing standards have clarified that the components of internal controls
are the same for all entities. There is no exemption or special relief given to a smaller entity
because of its size or the challenges present when achieving effective internal control.
Certain internal controls that have often been overlooked by small businesses relate to the
financial reporting process. Annual financial reporting control objectives address the pre-
paration of accurate annual financial statements and related note disclosures in accordance
with generally accepted accounting principles. That is to say, the system of internal con-
trol over financial reporting does not stop at the entity's general ledger. It includes controls
over the actual financial statement preparation, including note disclosures.

I have historically drafted the annual financial statements and related note disclosures of
the City at the City's request. This was done because, due to its limited resources, The
City's internal personnel did not possess all the skills and competencies necessary to
prepare its own financial statements in accordance with the highly technical pronounce-
ments and requirements of generally accepted accounting principles. However, | can not
be considered part of the City's internal controls. Consequently, the inability of the City
to internally prepare its own financial statements and related notes is considered a
control deficiency. The fact that | prepare the financial statements may give users more
confidence that the financial statements are correct; however, it does not eliminate

the control deficiency.

To remedy the control deficiency related to the preparation of the annual financial
statements, the City needs to ensure that appropriate personnel are in place and that
they have the appropriate knowledge and tools (i.e., current accounting literature,
current disclosure checklist, etc.) to be an effective element of the internal control
process. Another remedy in this area may be for the City to engage another firm or
person to outsource the financial statement preparation portion of the process.
Alternatively, management may make a conscious decision to accept the degree
of risk in this control deficiency because of cost or other considerations. That
decision would not affect my continued drafting of the City's financial statements
and notes in the future. However, my responsibility under professional standards
includes communicating deficiencies, regardless of management's decisions,

as long as the deficiency exists.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the City's internal control. | believe the above deficiency
constitutes a material weakness.

My consideration of internal control over financial reporting was for the limited purpose described

in the first paragraph of this section and would not necessarily identify all deficiencies in internal
control that might be significant deficiencies or material weaknesses.
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Compliance

As part of obtaining reasonable assurance about whether the City's financial statements
are free of material misstatement, | performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grants, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing
providing an opinion on compliance with those provisions was not an objective of my audit
and, accordingly, | do not express such an opinion. The results of my tests disclosed one
instance of noncompliance that is required to be reported under Government Auditing
Standards:

This report is intended solely for the use of management and City Council and is not
intended to be and should not be used by anyone other than this specified party.

AL Loty

West, Texas
December 15, 2025
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