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We have audited the financial statements of the governmental activities, the business-type activities, 
each major fund, and the aggregate remaining fund information of City of Johnson City, Texas for 
the year ended September 30, 2018. Professional standards require that we provide you with 
information about our responsibilities under generally accepted auditing standards, as well as 
certain information related to the planning scope and timing of our audit. We have communicated 
such information in our letter to you dated January 21, 2020. Professional standards require that we 
provide you with the following information related to our audit. 

Significant Audit Matters 

Qualitative Aspects of Accounting Practices 

Management is responsible for the selection and use of appropriate accounting policies. The 
significant accounting policies used by City of Johnson City, Texas are described in Note 1 to the 
financial statements. GASB Statement No. 75 Accounting and Financial Reporting for Post
Employment Benefits Other than Pensions was adopted and the application of existing policies was 
not changed during 2018. We noted no transactions entered into by the governmental unit during 
the year fo r which there is a lack of authoritative guidance or consensus. All significant transactions 
have been recognized in the financial statements in the proper period. 

Accounting estimates are an integral part of the financial statements prepared by management and 
are based on management's knowledge and experience about past and current events and 
assumptions about future events. Certain accounting estimates are particularly sensitive because of 
their significance to the financial statements and because of the possibility that future events 
affecting them may differ significantly from those expected. 

The disclosures in the financial statements are neutral, consistent, and clear. 

Difficulties Encountered in Performing the Audit 

We encountered no significant difficulties in dealing with management in performing and 
completing our audit. 

Corrected and Uncorrected Misstatements 

Professional standards require us to accumulate all known and likely misstatements identified 
during the audit, other than those that are clearly trivial, and communicate them to the appropriate 
level of management. Significant journal entries (some of which were material) were made to correct 
and record balances to the financial statements. Management has agreed and corrected all such 
misstatements. 



Disagreements with Management · 

For purposes of this letter, a disagreement with management as a financial accounting, reporting, 
or auditing matter, whether or not resolved to our satisfaction, that could be significant to the 
financial statements or the auditor's report. We are pleased to report that no such disagreements 
arose during the course of our audit. 

Management Representations 

We have requested certain representations from management that are included in the management 
representation letter dated February 2, 2021. 

Management Consultations with Other Independent Accountants 

In some cases, management may decide to consult with other accountants about auditing and 
accounting matters, similar to obtaining a "second opinion" on certain situations. If a consultation 
involves application of an accounting principle to the governmental unit's financial statements or a 
determination of the type of auditor's opinion that may be expressed on those statements, our 
professional standards require the consulting accountant to check with us to determine that the 
consultant has all the relevant facts. To our knowledge, there were no such consultations with other 
accountants. 

Other Audit Findings or Issues 

We generally discuss a variety of matters, including the application of accounting principles and 
auditing standards, with management each year prior to retention as the governmental unit's 
auditors. However, these discussions occurred in the normal course of our professional relationship 
and our responses were not a condition to our retention. 

Other Matters 

We applied certain limited procedures to management's discussion and analysis, budgetary 
comparison schedule, schedule of changes in net pension liability and related ratios and the 
schedule of employer contributions, which are required supplementary information (RSI) that 
supplements the basic financial statements. Our procedures consisted of inquiries of management 
regarding the methods of preparing the information and comparing the information for consistency 
with management's responses to our inquiries, the basic financial statements, and other knowledge 
we obtained during our audit of the basic financial statements. We did not audit the RSI and do not 
express an opinion or provide any assurance on the RSI. 

Prior Year Recommendations 

Records Management 

In conducting our audit we requested documents that the City had sent to storage and some that 
they were unable to locate. Not having the records available for audit caused numerous delays and 
was very inefficient since we would have to stop and wait for documents. We have provided the City 
with our standard listing of audit materials. All the documents should be obtained in a timely manner 
and kept until all requested items are ready. The City should maintain all records used for auditing 
until the annual audit is complete. The City should also adopt a policy on filing and safeguarding all 
source documents. 

Monthly Reports to Council 

As part of the monthly financials reviewed and approved by the City Council, we recommend that 
bank reconciliations for all accounts be included. 

Bank reconciliations are an essential internal control tool and are necessary in preventing and 
detecting fraud. They also help identify accounting and bank errors by providing explanations for 
the differences between the accounting record's cash balances and the bank balance position per 
the bank statement. 



Payroll Benefits 

The deductions for payroll benefits are not posting to the correct general ledger accounts. Payroll 
deduction transactions need to be set up properly and reviewed on a monthly basis for proper 
recording. Our test of the employee withholdings revealed inconsistency with the amount withheld 
from the employees pay and the benefit invoices. We recommend that all payroll benefit deductions 
be reviewed for changes in rates from the providers. 

Credit Card Policy 

City credit cards were used by several employees apparently with no instruction on securing the 
card or procedures for purchasing . During our test of transactions we found numerous charges that 
did not have a receipt or invoice for the purchase. We recommend that the City adopt a policy for 
credit card purchases and the required documentation. 

Public Funds Investment Act 

The City should comply with the Public Fund Investment Act, Chapter 2256, Local Government Code. 
The City should also adopt an investment policy to comply with the Public Funds Investment Act 
which includes the following: 

1. Appoint an Investment Officer and comply with the required training requirements. 

2. Prepare the required report for investments. 

3. Adopt and annually approve the investment policy. 

Financial Accounting and Controls 

The City has not adopted a written policy manual for financial accounting, reporting and controls. 
We recommend that the City adopt a written manual for policies and procedures to address all 
financial aspects (reporting, recording, budgeting, utility billing, municipal court, payroll); internal 
controls and proper review and approvals. 

Bank Reconciliations 

Bank reconciliations are not compared and reconciled to the general ledger. We again recommend 
monthly bank reconciliations be compared and reconciled to the general ledger. 

Inventory of Fixed Assets and Supplies 

1. The City has not performed an actual physical inventory of all fixed assets (compare and 
update depreciation schedule). We again recommend the City take a physical inventory 
annually (at year-end). 

2.The City has not taken a physical inventory of materials and supplies. Although the amount 
may be immaterial, we again recommend the City take an annual physical inventory (at year
end) for possible recording in the general ledger. 

Debt Service Fund 

The City collects taxes for both general and debt service purposes. We noted that the City does not 
have a separate debt service fund in their accounting software. We again recommend that a debt 
service fund be recorded in the general ledger to show the property tax collections for debt service 
and the related payments on the bonds. 

Separate Funds in General Ledger 

Currently the City uses two main funds (General and Water & Sewer) for its accounting system. 
However, the City should also maintain separate funds for debt service, hotel/motel tax and capital 
projects. We again recommend that the separate funds for debt service, hotel/motel tax and capital 
projects be maintained. 



Update on Audit Findings and Recommendations 

The City has responded to the Texas Water Development Board's compliance letters in November, 
2020. The City has provided a corrective action plan for those findings. 

This information is intended solely for the use of the City Council and management of City of 
Johnson City and is not intended to be and should not be used by anyone other than these specified 
parties. 

Very truly yours, 

flJtJArlffetl 1 I~ ,P.c. 
N
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E~~-~;;Ri ~ KNOPP, P.C. 
Fredericksburg, Texas 
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