THE FOLLOWING ARE THE QUESTIONS TO ASKED:

1.

10.

1.

12.

Are there currently any pending issues between City and the most current auditing firm? Were there
any controversial or disagreeing issues on the last engagement?
a. None that we are aware of

What is the reason for changing auditing firms?
a. There were two other funds added and the prior year bid was for one year with the option to
re-new one year. Therefore, it was decided to go out for bids.

Is there a problem if we contact the previous auditing firm?
a. No

On the last audit, did auditors issue a management letter? If yes, could we obtain a copy of it?
a. Yes, attached to this addendum.

A Copy of management letter for FYE September 30, 2021, audit if any.
a. Yes, it has been attached to this addendum.

Who handles the City’s accounting? Do you have a fee accountant?
a. For the City the accounting is done in house.
b. For the EDC, they do have a fee accountant.

Are you in liberty of discussing audit fees for the year under proposal? Could you give us an average
of the audit fees for the last three years?
a.

FYE 2019 | $47,503
FYE 2020 | $57,500
FYE 2021 | $70,000

What are the budgeted fees FYE September 30, 2022, financial audit?
a. $60,000 is the proposed for FYE 2022. It has not been finalized or approved, so it is subject
to change.

Who will be the main person (the contact person) for this audit?
a. The Finance Director, Nereida Perez

Is the City open for auditing firm to conduct field work at your location?
a. Yes, we are open

Will we have access to the internet?
a. Yes, there is access to the internet.

Will the entity be requiring additional services beyond the audit? Preparation of Audit Report?
Assistance in preparation of Financial Statements? Assistance in preparing closing journal entries?
Assistance in implementing new GASB standards?

a. Yes, our staff does not prepare the annual financial statements or disclosures.



13. How many adjusting journal entries did the external auditors for the fiscal year ending September
30, 2021, propose for the financial audit?
a. There were 63 entries, out of which 35 of those were initiated by the City to correct errors we
noted and provided to the auditors since we have already provided the trial balance. We had
a shortage of staffing during the year and were unable to get all the entries done prior to the
year closing. We are now fully staffed.
14. Did the City receive any state or federal grants FYE September 30,2022, that would require a state
of federal single audit?
a. Yes

15. Doe the City anticipate any growth or funding issues that would impact the scope of the financial
audit in fiscal year ending September 30, 2022, as compared to fiscal year September 30, 2021.
a. The City did experience significant growth and changes during the course of the FY2022.
This was mainly in the development of housing and businesses. It has had a bigger impact
in our revenues than our expenditures.

16. Does entity plan to present an Annual Comprehensive Financial Report (ACFR) for year(s) being
proposed? If so, are you expecting assistance in preparing such report?
a. The City doesn’t currently prepare a ACFR.

17. Has there been any turnover in top management or the accounting department since the latest audit?
a. Yes, the AP bookkeeper position was vacant for about two months, the chief accountant was
hired in August of 2021 so she is also new to that position for 2022.

18. Have all of the findings noted in your FYE 09/30/2021 audit been cleared or resolved?

a. Findings 2021-001 Accounting for EMS, 2021-004 Cash Management, 2021-005 General
Ledger Maintenance, 2021-007 Journal Entry Posting have all been resolved and changes
have been implemented.

b. Findings 2021-002-Recording of Accruals, we will have to wait until the fiscal year ends.
This finding was due to invoices submitted after the year end closing that related to prior year
and were not accrued. 2021-003 Capital Assets, we are still working on getting these assets
into Incode. We are hoping to have this done prior to year-end, but currently we are still
working out of the excel rollforward schedule.

c. Finding 2021-006 TIRZ Receivable-The City and County are still in negotiations over the
amounts. All the information has been submitted to the County auditor, we are just waiting
on confirmation of the amounts. We are hoping to have this resolved by FYE 2022.

19. When will the FYE 09/30/2022 general ledger be ready for audit?
a. The general ledger will be ready for audit by the end of October 2022.

If there are any questions for MEDC (Mercedes Economic Development) you may contact Melissa
Ramirez, Director, at mramirez@mercedesedc.com.

Please remember to include the MEDC in you fee proposals separately as these fees should be invoiced
directly to the MEDC.
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June 20, 2022

To the Honorable Mayor
and the Members of the City Commission
City of Mercedes, Texas

We have audited the financial statements of the governmental activities, the business-type activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of City of Mercedes, Texas (City)
for the year ended September 30, 2021. Professional standards require that we provide you with information about our
responsibilities under generally accepted auditing standards and Government Auditing Standards and the Uniform Guidance,
as well as certain information related to the planned scope and timing of our audit. We have communicated such information
in our letter to you dated August 30, 2021. Professional standards also require that we communicate to you 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 the City are described in Note I to the financial statements. No new accounting policies were adopted and the application
of existing policies was not changed during 2021. We noted no transactions entered into by the City during the year for 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 most sensitive estimates affecting the City’s financial

statements were:

Management’s estimate of the depreciation expense is based on a straight-line method over the useful life of
capital assets. We evaluated the key factors and assumptions used to develop this estimate in determining that
it is reasonable in relation to the financial statements taken as a whole.

Management’s allowance for uncollectible property taxes receivable. Management’s estimate for the
allowance for property taxes is based on percentages of historical collections of prior years’ tax levies.

The Pension an OPEB liabilities are projected using methods and assumptions as provided in the most recent
actuarial valuations in accordance with GASB Statement No. 68 and GASB Statement No. 75, respectively.

The financial statement disclosures are neutral, consistent, and clear.
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Difficulties Encountered in Performing the Audit

We met with the City Manager and Finance Director on July 30, 2021 to plan for the 2021 and set a general timeline as to when
the City would be ready for us to begin our audit. Being ready for audit means that the fiscal year-end closing process has
been completed, that all accounts have been reconciled, that year-end closing entries have been posted, that supporting
documentation and schedules are ready for our review and that management is available to work with us throughout the audit
process. As outlined in the audit engagement letter, management is responsible for making all financial and related information
available to us and for the accuracy and completeness of that information. We encountered difficulties in completing our audit
timely due to the state of the accounting records as well as the quality of the information provided to us for audit.

1. The following examples are intended to provide insight as to the state of the City’s accounting records.

a. The prior year audit report outlined material weaknesses and significant deficiencies as they relate to the
accounting for EMS services, the improper cutoff of revenues and expenditures, issues with properly
recording capital assets and issues with pooled cash and bank reconciliations. These findings had not been

corrected as of September 30, 2021.

b. Certain errors were apparent by simply reviewing general ledger account balances. For example, we noted
two grant revenue accounts that had debit balances (negative revenue) and six expenditure accounts that had
credit balances (negative expenditures). We also noted improper revenue recognition as it relates to funds
received under the American Rescue Plan. Revenue should only be recognized to the extent that funds are

utilized (expended) for their intended purpose.
c¢.  We noted due to and due from other fund balances had not been reconciled and were out of balance.

d. The attention to detail necessary to maintain accurate and complete accounting records appears to be lacking.
Overall, a total of 63 adjustments were posted throughout the audit process. These adjustments were provided
to us by management to correct errors we noted during the audit.

2. The following examples are intended to provide insight as to the quality of the information provided to us.

a. The capital asset rollforward schedules contained unreconciled differences between the ending balances
reflected on the rollforward schedule to the general ledger. These unreconciled differences were included in
the schedule as variances, but had not been resolved by management at the time they were provided to us.
The cumulative unreconciled difference included in the initial capital asset rollforward provided to us totaled
$558,630. The capital asset rollforward schedule also did not include all capital assets acquired during the

year.

The capital asset depreciation schedules contained errors that resulted in prior period adjustments which
decreased the net capital asset balance by $364,915 for the governmental-activities and $1,990,787 for the
business-type activities. Additionally, this schedule was updated by management numerous times to continue
to update and correct errors as they were identified. The final corrected schedules were provided to us by

management on June 7, 2022.

b. Our initial audit request list included a request for a schedule reconciling the due to and due from other funds
accounts. This audit request was made on September 14, 2021. As this item had not been provided, in an
effort to assist management, on February 3, 2022 we created the reconciling schedule and identified all
variances noted for management to resolve. These differences were not resolved by management until March

24,2022

Items noted above are further discussed in schedule of findings and questioned costs included in the annual financial report and
in a separate letter to management letter dated June 20, 2022.

Due to these factors, it requires us to ask more questions and perform additional audit procedures than we would an entity
whose books and records are in good order. We would hope that governance would appreciate the need for thoroughness to

address risks identified as a result of errors noted throughout the audit.
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These factors also caused the audit to continue for a significantly longer period of time than planned which encroached on audit
timelines set for other audit clients. This created a challenge as it caused a conflict in our ability to focus all our time on the
City’s audit while being fair to audit clients who were audit ready by their planned timelines.

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. Management has corrected all such
misstatements. Included as an attachment to this letter is a listing of adjustments posted throughout the audit.

Disagreements with Management

For purposes of this letter, a disagreement with management is 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
June 20, 2022.

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 City’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 consuitant 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 City’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, Schedule of Revenues, Expenditures and

Changes in Fund Balance — Budget to Actual — General Fund, Schedule of Changes in Net Pension Liability and Related Ratios
— TMRS, Schedule of Contributions for TMRS, Schedule of Changes in Total OPEB Liability and Related Ratios — TMRS
and the Notes to Required Supplementary Information, 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.

We were engaged to report on the combining and comparative individual nonmajor fund financial statements and schedule of
expenditures of federal awards, which accompany the financial statements but are not RSI. With respect to this supplementary
information, we made certain inquiries of management and evaluated the form, content, and methods of preparing the
information to determine that the information complies with accounting principles generally accepted in the United States of
America, the method of preparing it has not changed from the prior period, and the information is appropriate and complete in
relation to our audit of the financial statements. We compared and reconciled the supplementary information to the underlying
accounting records used to prepare the financial statements or to the financial statements themselves.

We were not engaged to report on the introductory and supplemental schedules, which accompany the financial statements but
are not RSI. Such information has not been subjected to the auditing procedures applied in the audit of the basic financial
statements, and accordingly, we do not express an opinion or provide any assurance on it.
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Restriction on Use

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

Very truly yours,

Page 4 of 4







































City of Mercedes, Texas
Management Letter Comments
Year Ended September 30, 2021

1. Bank Reconciliations
The bank reconciliation for the pooled cash account included a cash disbursement listed as being

outstanding totaling $42,907.06 at September 30, 2021. Management indicated the transaction had
cleared on September 17, 2021. It is unclear why the transaction is listed as being outstanding if it
cleared prior to fiscal year end.

Management Response

The transactions for payroll were not posted in the month of September and the system automatically
combined the payroll payables with October. For payroll only one batch can be opened at a time
and since the batch was unposted the system automatically combined both September and October.
Since payroll had already been processed for September, we were not able to go back and rerun the
batch and therefore the transactions posted in October, but they cleared the bank in September,
since these are transactions that are drafied straight from the operating account the transaction
cleared the bank in September.

2. 0Old Outstanding Transactions
The bank reconciliation for the pooled cash account includes 110 checks that have been outstanding
for more than on year. The oldest of these checks has remained outstanding since June 22, 2017.
The City should closely monitor outstanding items and take action to dispose of old uncleared

transactions.

Management Response
We are already working on clearing all old transactions from all Bank reconciliations. We are also

working on reporting any checks outstanding to the state as unclaimed property for FY21-22.

3. Bank Reconciliation Mercedes Industrial Foundation
The bank reconciliation for the Mercedes Industrial Foundation was not signed and dated by neither
the individual who prepared the reconciliation nor by the person reviewing and approving it. We
recommend bank reconciliations be signed and dated by both the preparer and the reviewer to ensure
the occurrence of the control in place is documented.

Management Response

In reviewing the bank reconciliations for last fiscal year, all of the reconciliations were signed by
the person approving the reconciliation. There was one that was not signed by the preparer and
there were a couple that were not dated.

4. Compensated Absences
The City’s policy says that annual leave may be accumulated up to a maximum of 18 days at the
end of the fiscal year. Annual leave in excess of the 18 days (144 hours) shall be forfeited unless
an exception is approved by the City Manager. We reviewed the compensated absences schedule
as of September 30, 2021 and noted two employees who had over 144 hours of accrued vacation
and were not approved by the City Manager. For context, one employee had 160.75 hours and the
other had 152 hours of accrued vacation.

Management Response
One of the employees mentioned took vacation leave, but the hours were not posted until the next

pay period, after the 09/30/2021. HR will make sure policy is followed regarding vacation balances
and will inform Finance of any leave taken prior to 09/30, so that it can be accrued to the current
fiscal year it is taken. They will also ensure that approvals are requested for any rollforwards in
vacation time.




Schedule of Expenditures of Federal Awards

The Finance Director is the only individual within the City who is trained on how to prepare the
Schedule of Expenditures of Federal Awards (SEFA). There is no review and approval process in
place to ensure completeness and accuracy of the schedule. The City should cross train within the
Finance Department on the preparation of the SEFA and implement checks and balances by having
an individual other than the preparer review the SEFA. The review of the SEFA should include
verifying assistance listing numbers, federal program titles, grant numbers and federal awards
expended by reconciling those balances to the general ledger. The review and approval process
should be documented by having both the preparer and reviewer sign the SEFA.

Management Response
Finance Director will be training the Chief Accountant on the process of preparing this schedule.

Pension and OPEB Balances

The City participates in pension and other post-employment benefit (OPEB) plans with TMRS. The
city did not post the necessary adjustment to reflect the liabilities, deferred inflows of resources and
deferred outflows of resources as of September 30, 2021. As part of the City’s fiscal year-end
closing process, we recommend the City utilize the pension and OPEB actuarial report sand post the
necessary adjustments to properly reflect the respective liabilities, deferred inflows or resources and

deferred outflows of resources.

Management Response

Finance Director will work on this schedule and train the Chief Accountant so that there is a review
process in place.

Disaster Recovery Plan

The City does not have a formal disaster recovery plan for IT systems. We recommend the City
implement a formal written disaster recovery plan as it relates to IT. The plan should identify the
individuals responsible for brining systems back on-line and should establish roles and
responsibilities for doing so. The objective of a disaster recovery plan is to prevent data loss in the
even of a disaster or cyber attack as well as to minimize the time systems are down so that City
operations can continue. The disaster recovery plan should be tested periodically to ensure the
plans effectiveness.

Management Response
IT and department heads are working on a recovery plan for IT systems. Currently some of the
systems are migrating to cloud hosting. IT is also working on a written plan for all of IT.

Capital Assets and Long-Term Debt in the General Fund

The City’s general fund (fund 01) includes certain items such as capital assets and long-term debt
that should only be reported in the government-wide financial statements. We recommend the City
consider removing capital assets and long-term debt out of the general fund so that only items that
should be reported at the governmental fund level are reported. We also recommend the City
consider creating a fund specifically for tracking capital assets and another for tracking long-term
debt. The entries would be the same only they would not be included within the general fund.

Management Response
An inventory was conducted of all assets about two years ago and all items in the schedule were

still in use. We are a small government and we have limited funds and limited funding opportunities
to replace operating equipment. We have slowly started replacing old equipment this fiscal year
2021-2022.



