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ALTON D. THIELE, P. C.

Certified Public Accountant
300 E. Ave. C
P .0O. Box 808
BELTON, TX 76513-0808

INDEPENDENT AUDITORS' REPORT

Board of Directors
Southern Trinity Groundwater Conservation District
Waco, TX 76703

We have audited the accompanying financial statements of the major proprietary fund of
Southern Trinity Groundwater Conservation District (the District) as of and for the year ended
September 30, 2012 which collectively comprises the District's basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the District's
management. Our responsibility is to express an opinion on these financial statements based on

our audit

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Southern Trinity Groundwater Conservation District as of September 30,
2012 and the results of its activities for the year then ended in conformity with U.S. generally
accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated
December 13, 2012, on our consideration of Southern Trinity Groundwater Canservation District’s
internal control over financial reporting and our tests of its compliance with certain provisions of
faws, regulations, contracts, and grants. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of the audit.

Our audit was conducted for the purpose of forming an opinion on the financial statements taken
as a whole. The supplementary information included is presented for the purpose of additional
analysis and, although not required for a fair presentation of its financial position and results of its
activities, was subjected to the audit procedures applied in the audit of the financial statements.
In our opinion, the supplementary information is fairly presented, in all material respects, in
relation to the financjal statementefaken as a whole.

.~ Belton, Texas 76513

Member Texas Society of Certified Public Accountants i Telephone: (254) 939-0G701
Member American Instilute of Certified Public Accountants E-mail - athiele@adicpa.com Fax: (254) 933-7601



Southern Trinity Groundwater Conservation District
Management’s Discussion and Analysis

The management of Southern Trinity Groundwater Conservation District (the District)
offers the following overview and analysis of the financial statements and financial
activities for the District for the fiscal year ended September 30, 2012.

Financial Highlights

* The assets of the District exceeded the liabilities at the close of the most recent
Fiscal year by $477,789. These unrestricted net assets may be used to meet the
District’s on-going obligations to customers and creditors.

» Receivables of the district were $15,570 and were 3% of the unrestricted net
assets.

e Payables of the District were $12,141, a 31% increase from the prior year

Overview of the Financial Statements

The intent of the discussion and analysis is to serve as an introduction to the District’s
basic financial statements.

Fund financial statements A fund is a grouping of related accounts used to maintain
control over resources segregated for specific activities or objectives. The District uses
fund accounting to ensure and demonstrate compliance with finance-refated legal
requirements. The only fund used by the District is classified as a proprietary fund.

Proprietary funds The District maintains one type of proprietary fund, considered to be
its major fund referred to as its enterprise fund. The District uses an enterprise fund to
account for and report business-type activities such as its well production fees and other
permits, fees, and expenditures in the proprietary fund financial statements.

Notes to the financial statements: These notes provide additional information that is
essential to the full understanding of data provided in the proprietary fund financial
statements.

Financial Analysis of the District’s Funds

As noted earlier, net assets may serve over time as a useful indicator of a government’s
financial position. In the case of the District, assets exceeded liabilities by $477.789 at
the close of the most recent fiscal year. Typically, a portion of the District’s net assets
reflects its investments in capital assets (i.e., office and field equipment) less any related
debt used to acquire those assets that is still outstanding. The District uses these capital
assets to promote water conservation in McLennan County. Although the District’s
investment in its capital assets, as reported net of related debt, should also be noted that
there is no debt encumbrance upon these assets.
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Southern Trinity Groundwater Conservation District
Net Assets
September 30, 2012

Business-type

Activities
Assets:
Current assets $ 484 111
Capital and other assets (net of accumulated depreciation) 5,782
Total assets $ 489,892
Liabilities:
Short-term liabilities outstanding $ 12,104
Total labilities $ 12,104
Net assets:
Invested in capital assets, net of
related debt $ -0-
Unrestricted net assets 477,789
Total net assets $ 477,789

The balance of unrestricted net assets, (100%) of the total net assets, may be used to meet
the District’s ongoing obligations to customers and creditors.

At the end of the 2011/2012 fiscal year, the District repoits favorable balances in all of
the categories of net assets.

iii



Southern Trinity Groundwater Conservation District

Operating revenues:

Charges for services
Other revenues:
[nvestment earnings and other
miscellaneous revenues
Total revenues

Expenses:
Salaries, benefits, and intern
Professional fees
General and administrative
Total expenses

Increase in net assets

Net assets, beginning of the year
Transfer from Capital Assets

Net assets, end of the year

Changes in Net Assets
September 30, 2012

Business-type
Activities

$ 246,818

1,506

248,324

69,444
71,413
11,838

152,695

95,629

375,699
0,461

$ 477,189

The District’s net assets increased $95,629 during the cuwrrent fiscal year. Overall,
operation cost increased by $4,877 and even with more rain than the previous year, there
was a 1% increase in revenue from well production.
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Capital Asset Administration

Capital assets: The District’s investment in capita] assets for its business-type activities
as of September 30, 2012, amounts to $ 5,782 (net of accumulated depreciation). In
February of 2012, the District enacted through Board action a Capital Policy of $25,000.
All new capital assets acquired costing less than $25,000 will be expensed. Previous
capital improvements will continue to be depreciated over their useful lives.

Southern Trinity Groundwater Conservation District
Capital Assets
(Net of Depreciation)
September 30, 2012

Business-type

Activities
Furniture and equipment $ 7,546
Accumulated depreciation (1,764)
Total (net of accumulated depreciation) $ 5,782

Requests for Information

The design of this financial report is to provide a general overview of the District’s
finances for all those with an interest. Address any questions concerning the information
provided in this report or requests for additional financial information to the General
Manager of Southern Trinity Groundwater Conservation District, P.O. Box 2205, Waco,

Texas 76701.
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Southern Trinity Groundwater Conservation District

STATEMENT OF NET ASSETS
PROPRIETARY FUND
September 30, 2012 and 2011

Business-Type Activities
Enterprise Fund
Well Production

Business-Type Activities
Enterprise Fund
Well Production

Fund 2012 Fund 2011
ASSETS
CURRENT ASSETS
Cash and Cash Eguivalents 240,739.17 3 360,850.19
Invested Funds 227,801.33 -
Accounts Receivable 15,670.09 24 849,31
Total Current Assets 484 110.59 385,699.50
NON-CURRENT ASSETS
Capital Assets
Furniture and Equipment 7.545.75 7.545.75
Less Accumulated Depreciation {1,764.19) {1,084.01)
Tota} Capital Assets (net of accum. deprec.) 5,781.56 6,461.74
Total Non-Cusrent Assets 5,781.56 §,461.74
TOTAL ASSETS 489,892.15 $ 382,161.24
LIABILITIES
CURRENT LIABILITIES
Accounts Payable 12,140.72 $ 9,240 64
Accrued Payroll Taxes (37.31) 760.00
Total Current Liabilities 12,103.41 10,000.64
TOTAL LIABILITIES 12,103.41 10,000.64
NET ASSETS
invested in Capital Assets (net of related debt) 5,781.56 6,461.74
Unrestricted 484 110.59 375,698.86
TOTAL NET ASSETS 489,892.15 $ 382,160.60

The accompanying notes are an integral part of these financial statemenis.
See Independent Auditors' Report



Southern Trinity Groundwater Conservation District
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGE IN NET ASSETS
PROPRIETARY FUND
For the years ended September 30, 2012 and 2011

Business-Type Activities Business-Type Activities
Enterprise Fund Enterprise Fund
Well Production Well Production
Fund 2012 Fund 2011
Operating Revenues:
Annual Well Fees 5 33,750.00 $ 35,250.00
Well Production Fees 209,168.05 206,163.84
Well Drilling Permit 3,000.00 2,000.00
HUPP Application Fee - -
Well Registration Fee 900.00 200.00
Total Operating Revenue 246,818.05 243,613.84
Operating Expenses:
Advertising 2,058.683 4,645.64
Intern 19,920.12 20,481.86
Salaries 45,369.30 36,000.00
Payroll Taxes 4,154.14 2,754.00
Depreciation 680.18 340.09
Education - 446.01
Insurance 811.24 1,405.71
Professional Fees - Accounting 6,908.05 4,485.00
Professional Fees - Auditing 4,080.00 2,625.00
Professional Fees - Engineering 29,417.56 22,023.93
Professional Fees - Legal 31,006.27 41,827.21
Professional Fees - Lobbying - 10,155.83
Dues and Fees 624.78 -
General and Administrative 7.654.17 6,210.05
Total Operating Expenses 152,695.44 153,600.33
Operating Income (Loss) 94,122.61 90,013.51
Nonoperating Revenues
Miscellaneous Income - 17,206.00
Interest Income 1,505.53 43491
Total Nonoperating Revenues 1,605.53 17,640.91
Change in Net Assets 95,628.14 107,654.42
Total Net Assets - Beginning 375,658.86 274 ,506.18
Transfer to Capitat Assets 12,783.59 {6,461.74)
Total Net Assets - Ending 5 484,110.59 % 375,698 .86

The accompanying notes are an integral part of these financial statements.
See Independent Auditors' Report
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Southern Trinity Groundwater Conservation District

STATEMENT OF CASH FLOWS
PROPRIETARY FUND

For the years ended September 30, 2012 and 2011

Cash Flows from Operating Activities
Cash received from customers
Cash payments to suppliers
Cash payments to employees

Net Cash Provided by Operating Activities

Cash Flows from Capital and Related Financing Activities
Acquisition of certificates of deposit
Acquisition of capital assets

Net Cash Used by Capital and Related Financing Activities

Net (Decrease) Increase in Cash and Cash Equivalents
Cash and cash equivalents - beginning of year
Cash and sash equivalents - end of year

Reconcilliation of operating income to net cash provided by

Business-Type Activities
Enterprise Fund
Well Production

Business-Type Activities
Enterprise Fund
Well Production

operating activities:

Change in net assets

Adjustments to reconcile operating increase in net assets
to net cash provided by operating activites:
Depreciation expense
(Increase) decrease in accounts receivable
increase (decrease) in accounts payable
Increase (decrease) in accrued payables

Total adjustments

Net Cash Provided by Operating Activities

Fund 2012 Fund 2011
248,323.58 261,254.75
{101,045.53) {121,347.69)
{45,369.30) {36,000.00)
101,808.75 103,907.06
(227,801.33)

- (6,801.83)
(227,801.33) (6,801.83)
{125,892.58) 97.105.23
360,850.19 263,744.96
234,957 .61 360,850.19
89,846.58 107,654.42

680.18 340.09
9,279.22 (266.15)
2,900.08 {4,581.30)

(797.31) 760.00

12,062.17 (3,747.36)
101,908.75 103,907.06

The accompanying notes are an integral pant of these financial statements.

See Independent Auditors' Report
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Southern Trinity Groundwater Conservation District
NOTES TO FINANCIAL STATEMENTS

September 30, 2012

The Reporting Entity

Southern Trinity Groundwater Conservation District, formerly known as MclLennan County
Groundwater District, was formed on July 23, 2007. The creation of the District is under

Senate Bill number 1985,

A five member board of Directors, which are appointed by the MclLennan County
Commissioners, governs the District.

Summary of Significant Accounting Policies

Measurement focus, basis of accounting and financial statement presentation

The operations of the District are reported in the proprietary fund.

The proprietary fund financial statements are reported using the economic resources,
measurement focus, and the accrual basis of accounting. Revenues are recorded when
earned and expenditures are recorded when a liability is incurred, regardless of the timing of
related cash flows. Grants and similar items are recognized as capital contributions as soon
as all eligibility requirements imposed by the provider have been met.

The District reporis the following major proprietary fund:

The enterprise fund accounts for the activities of well production throughout McLennan
County.

Proprietary funds distinguish operating revenues and expenditures from nonoperating items.
Operating revenues and expenditures generally result from providing services and well
production in connection with the proprietary fund's principal on-going activities. The principal
operating revenues of the enterprise fund are charges to customers for well production and
services. Operating expenditures for the enterprise funds include the cost of monitoring,
billing of well production, administrative expenses and depreciation on capital assets. All
revenues and expenditures not meeting this definition are reported as nonoperating
revenues and expenditures.

Budgeting

The Board of Directors adopts an official budget at the beginning of each fiscal year. The
Board approves amendments to the budget as needed throughout the year.

Deposits and Investments

The Board has designated one bank as the primary depository for the District's operating
funds; American Bank of Waco. The secondary bank from which certificates of deposit were

purchased is First National Bank of McGregor.

The District's cash deposits at September 30, 2012, were entirely covered by FDIC
insurance to the standard maximum deposit insurance amount of $250,000 at the time of the
highest combined balance.



Southern Trinity Groundwater Conservation District
NOTES TO FINANCIAL STATEMENTS

September 30, 2012

The following is disclosed regarding coverage of combined balances on the date of the
highest deposit.

a. Names of Banks:  American Bank of Waco, TX; First National Bank of McGregor, TX.
b. The largest cash savings, and time deposit combined account balance was $473,073,

which occurred on September 17, 2012,

¢. The amount of FDIC coverage available at the balance sheet date was $250,000 per
institution with no funds exposed to risk. However at the date of highest balance, there
was a material amount exposed to risk of $46,073 at American Bank of Waco. Shortly
thereafter, a second certificate of deposit was purchased from First National Bank of
McGregor which reduced funds to below the FDIC coverage limit.

The cash deposits held at a financial institution can be categerized according to three levels
of risk. These three levels of risk are:

Category 1 Deposits which are insured or collateralized with securities held
by the entity or by its agent in the entity's name.

Category 2 Deposits which are collateralized with securities held by the pledging
financial institution’s trust department or agent in the entity’s name.

Category 3 Deposits which are not collateralized.

Based on these three levels of risk, all the District's cash deposits are classified as
Category 1.

Fixed Asseis

Property and equipment are carried at cost or at fair market value, if acquired other than by
purchase. Estimated useful lives for deprecation calculations are as follows:
Years

Office and field equipment 3-5

Expenditures for major renewals and betterments that extend the useful lives of property and
equipment are capitalized according to policy. Expenditures for maintenance and repairs are
charged to expense as incurred.

No assets were pledged as collateral on September 30, 2012.

Depreciation
Depreciation of fixed assets is calculated the straight-line method for the estimated useful life

of the assets.

Litigation

The District has no pending litigation not covered by insurance that would materially affect
the financial statements of the District.
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ALTON D. THIELE, P.C.

CERTIFIED PUBLIC ACCOUNTANT
300 E. AVENUE C
P.0. BOX 808
BELTON, TX 76513-0808

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

Board of Directors
Scuthern Trinity Groundwater Conservation District

Waco, TX

We have audited the financial statements of Southern Trinity Groundwater Conservation District as of and
for the year ended September 30, 2012, and have issued our report thereon dated December 13, 2012,
We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptrolier General of the United States.

Compliance
As part of obtaining reasonable assurance about whether Southern Trinity Groundwater Conservation

District’s financial statements are free of material misstatement, we 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 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District's internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be material weaknesses.

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that would be
matarial in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal controt over financial reporting and its operation that we consider to be

material weaknesses.

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

il 14
Beﬁon, Texas
December 13, 2012

Member Texas Society of Certified Public Accountants & Telephone; (254} 939-0701
Member Amarican Institute of Certified Public Accountants E-Mail- athiele@adtcpa.com Fax: (254) §33-7601
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Southern Trinity Groundwater Conservation District
STATEMENT OF REVENUE AND EXPENDITURES - PROPRIETARY FUND,

BUDGET (GAAP) AND ACTUAL
For the year ended September 30, 2012
Variance
(favorable)

Actual Budget unfavorable
USE OF FUNDS
Operations
Advertising - Public Notice $ 2,058.63 $ 3,600.00 (1,541.37)
Audit Fees 4,090.00 4,000.00 90.00
Depreciation Expense 680.18 - 680.18
Education . 2,000.00 (2,000.00)
Equipment Expense 2,509.24 6,800.00 (4,290.76)
Equipment Lease - 1,200.00 (1,200.00)
Insurance & Bonds 811.24 650.00 161.24
intern/Contract Labor 19,920.12 19,176.00 74412
Manager Salary 45,369.30 36,000.00 9,369.30
Membership Dues 624.78 1,500.0C (875.22)
Mileage Reimbursement 614.58 600.00 14.58
Miscellaneous 347.43 1,800.00 (1,452.57)
Office Expense 2,136.26 525.00 1611.26
Payroll Taxes 4,154 .14 3,000.60 1,154 .14
Payroll Bank Expense 14.08 - 14.08
Postage 500.80 780.00 {279.10)
Professional Fees
Accounting 6,909.05 4,200.00 2,708.05
Engineering/Hydrologist 28,417 .56 16,000.00 13,417.58
Legal 31,006.27 42,000.00 (10,893.73)
Rent/Lease - 100.00 (100.00)
Software 424 14 - 424 14
Travel and Meetings
Meetings, Conventions, Seminars 46.77 1,000.00 (953.23)
Telephone 1,060.77 1,416.00 {355.23)
Total Use of Funds from Operations 162 695.44 146,347.00 G,348.44
SOURCE OF FUNDS
Operations
Annual Well Fees 33,750.00 35,500.00 1,750.00
Production Fees 209,168.05 200,036.68 (9,131.37)
Well Drilling Permit Fees 3,000.00 4.000.00 1,600.00
Late Ann Well Fees - - 0.00
HUPP Application Fees - - 0.00
Well Registration Fee 900,00 - (900.00)
Total Operations 246,818.05 239,536.68 {7,281.37)
Investments
interest 1,506,563 420.00 {1,085.53)
Total Investments 1,505.53 420.00 {1,085.53)
Total Source of Funds 248,323.58 239,856.68 (8,366.90)
EXCESS OF REVENUES OVER EXPENDITURES  §95628.14 $93,609.68 (2,018.46)




Southern Trinity Groundwater Conservation District

420 North 6th Street
W
D/})\,-\... P.O. Box 2205
MU Waco, Texas 76703
254 759-5610
southerntrinitygcd@att.net

December 13, 2012
Alton D. Thiele, P.C.
Belton, Texas 76513

We are providing this letter in connection with your audit of the financial statements of Southern Trinity
Groundwater Conservation District (the District) as of September 30, 2012 and for the year then ended for the
purpose of expressing an opinion as to whether the financial statements present fairly, in all material respects, the
respective financiat position of the business-type activities of the proprietary fund, and cash flows of the District in
conformity with U.S. generally accepted accounting principles, We confirm that we are responsible for the fair
preseniation of the previously mentioned financial statements in conformity with U.S. generally accepted
accounting principles. We are also responsible for adopting sound accounting policies, establishing and
maintaining effective internal contral over financial reperting, and preventing and detecting fraud.

We confirm, to the best of our knowledge and belief, as of December 13, 2012, the following representations
made to you during your audit.

1)

The financial statements referred to above are fairly presented in conformity with U.S. generally accepted
accounting principles and include all properly classified funds and other financial information of the primary
government and all component units required by generally accepted accounting principles to be included in
the financial reporting entity.

We have made available to you all—
a) Financial records and related data.

by Minutes of the meetings of the Board of Directors, commiitees of the Directors, or summaries of actions of
recent meetings for which minutes have not yet been prepared.

There have been no communications from regulatory agencies concerning noncompliance with, or
deficiencies in, financial reporting practices.

There are no material transactions that have not been properly recorded in the accounting records underlying
the financial statements.

We acknowledge our responsibility for the design and implementation of programs and controls to prevent
and detect fraud.

We have no knowledge of any fraud or suspected fraud affecting the District involving—
a) Management,

b) Employees who have significant roles in internal control, or

¢} Others where the fraud could have a material effect on the financial statements.

We have no knowledge of any allegations of fraud or suspected fraud affecting the District received in
communications from employees, former employees, grantors, regulators, or others.

The District has no plans or intentions that may materially affect the carrying value or classification of assets,
ltabilities, or nat assat balances.



9 The following, if any, have been properly recorded or disclosed in the financial statements:

a) Related party transactions, including revenues, expenses, loans, transfers, leasing arrangements, and
guarantees, and amounts receivable from or payable to related parties.

b) Guarantees, whether written or oral, under which the District is contingently liable.

¢) All accounting estimates that could be material to the financial statements, including the key factors and
significant assumptions underlying those estimates, and we believe the estimates are reasonable in the

circumstances.

10) There are no estimates that may be subject to a material change in the near term that have not been properily
disclosed in the financial statements. We understand that near term means the period within one year of the
date of the financial statements. In addition, we have no knowledge of concentrations existing at the date of
the financial statements that make the District vulnerable to the risk of severe impact that have not been
properly disclosed in the financial statements.

11) We are responsible for compliance with the laws, regulations, and provisions of contracts and grant
agreements applicable to us; and we have identified and disclosed te you all laws, regulations and provisions
of contracts and grant agreements that we believe have a direct and material effect on the determination of
financial statement amounts or other financial data significant to the audit obhjectives.

12) There are no—

a) Violations or possible violations of laws and regulations and provisions of contracts and grant agreements
whose effects should be considered for disclosure in the financial statements, as a basis for recording a
loss contingency, or for reporting on noncompliance,

b) Unasserted claims or assessments that cur atterney has advised us are probable of assertion and must
be disclosed in accordance with FASB Accounting Standards Codification 450, Contingencies.

c) Other liahilities or gain or loss contingencies that are required to be accrued or disclosed by FASB
Accounting Standards Codification 450, Contingencies.

d) Designations of net assets disclosed to you that were not properly authorized and approved, or
reclassifications of net assets that have not been properly reflected in the financial statements,

13) As part of your audit, you assisted with preparation of the financial statements and related notes. We have
designated an individual with suitable skill, knowledge, or experience to oversee your services and have
made all management decisions and performed all management functions. We have reviewed, approved, and
accepted responsibility for these financial statements and related notes.

14) The District has satisfactory title to all owned assets, and there are no liens or encumbrances on such assets
nor has any asset been pledged as collateral.

15) We have complied with all restrictions on resources and all aspects of contractual and grant agreements that
would have a material effect on the financial statements in the event of noncompliance.

16) We have followed all applicable laws and regulations in adopting, approving, and amending budgets.

17) The financial statements properly classify all funds and activities.

18) All funds that meet the quantitative criteria in GASEB Statement Nos. 34 and 37 for presentation as major are
identified and presented as such and all other funds that are presented as major are particularly important to
financial statement users.

19) Components of net assets (invested in capital assets, net of related debt; resfricted; and unrestricted) and
equity amounts are properly classified and, if applicable, approved.

20) Deposits and investment securities and derivative instruments are properly classified as fo risk and are
properiy disclosed.



21} Capital assets, including infrastructure and intangible assets, are properly capitalized, reported, and, if
applicable, depreciated.

22} We acknowledge our responsibility for the required supplementary information (RSI). The RSi is measured
and presented within prescribed guidefines and the methods of measurement and presentation have not
changed from those used in the prior period. We have disclosed to you any significant assumptions and
interpretations underlying the measurement and presentation of the RSI.

23} We have evaluated and classified any subsequent events as recognized or nonrecognized through the date
of this letter. No events, including instances of noncompliance, have occurred subsequent to the balance
sheet date and through the date of this letter that would require adjustment to or disclosure in the

aforementioned financial statements.

Signed: (89’&“‘;( }’) ] CL@Q/ ;Signe

d. -
Title: Rodney Kroll, President itte: é
—\.,.p"/

hurman Secretary/Treasurer



SOUTHERN TRINITY
GROUNDWATER CONSERVATION DISTRICT

COMMUNICATION OF SIGNIFICANT DEFICIENCIES
AND MATERIAL WEAKNESSES AS REQUIRED BY
STATEMENT ON AUDITING STANDARDS NO. 115

SEPTEMBER 30, 2012



ALTON D. THIELE, P.C.

CERTIFIED PUBLIC ACCOUNTANT
300 E. AVENUE C
P.0. BOX 803
BELTON, TX 76513-0808

Southern Trinity Groundwater Conservation District
420 North 6" Street
Waco, TX 76701

In planning and performing our audit of the financial statements of the business-type activities and the
aggregate remaining fund information of Southern Trinity Groundwater Conservation District (the District)
as of and for the year ended September 30, 2012, in accordance with auditing standards generally
accepted in the United States of America, we considered the District's internal control over financial
reporting (internal control) as a basis for designing our auditing procedures that are appropriate in the
circumstances for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the District’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the District’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore material weaknesses or significant deficiencies may exist that were
not identified. However, as discussed below, we identified certain deficiencies in internal control that we
consider to be material weaknesses and other deficiencies that we consider to be significant deficiencies.

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 and correct, misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility a material misstatement of
the District’s financial statements will not be prevented, or detected and corrected, in a timely basis. We
consider the following deficiencies in Southern Trinity Groundwater Conservation District's internal

control to be a material weaknesses:

Preparation of Basic Financial Statements

We need to provide some historical background to explain why this procedure, or the absence thereof, is
of such significance. In the early 1990s, financial fraud disclosure was undermining the reliability of
financial statements, as well as the audit firm's “clean” opinions on these statements. There were
significant issues with financial statement reliability, as presented to the outside auditors. The
Committee of Sponsoring Organizations of the Treadway Commission (COSO) was created in response
to the heightened need for greater reliability of financial statements. One of the landmark statements
issued by COSO states, in part, that internal control over financial reporting is “... a process, effected by
those charged with governance, management and other personnel, designed to provide reasonable
assurance about the achievement of the District's objectives with regard to reliability of financial
reporting, effectiveness and efficiency of operations and compliance with applicable laws and
regulations... the term financial reporting relates to the preparation of reliable financial statements that
are fairly presented in conformity with accounting principles generally accepted in the United States of

America (GAAP).”

The governing regulatory body(ies), in your case, the Governmental Accounting Standards Board
(GASB), has adopted this “Integrated Framework™ to represent their expectations regarding financial
statements. In this light, the minimum threshold for GAAP-based financial statements, which
management (that is, the Board of Directors) is asserting "present fairly, in all material respects, the
financial condition ...” is this higher level of preparation and presentation from your staff. These are not
the audit firm’s financial statements. The only ownership the auditor asserts is over the opinion on your

financial statements.

Member Texas Society of Certified Public Accountants Telephone: (254) €39-0701
Member American Institute of Certified Public Accountants E-Mail- athiele@adtcpa.com Fax: (254) 933-7601



So, with that short synopsis, we need to point out to the Board of Directors that Southern Trinity
Groundwater Conservation District does not have personnel with the needed technical skills and
experience to properly draft financial statements, including footnote disclosures, as envisioned by the
“Integrated Framework” of COSO and adopted by all other oversight, regulatory agencies, including the
American Institute of Certified Public Accountants, through its standard-setting committee known as the
Auditing Standards Board, referred to as SAS No. 115.  Accordingly, the inability to prepare such
statements is considered a material weakness for internal control purposes.

Southern Trinity Groundwater Conservation District has limited staff to perform office management and
clerical functions to maintain divisions of duties for adequate checks and balances. To compensate for
these limitations, the corporation hired an outside accounting firm to receive and review the bank
statements and reconciliations. The outside accounting firm also makes accruals and reviews the
accounting system as a whole. This is sufficient to provide an adequate amount of separation of duties
when coupted with the oversight the Board provides.

Revenue Recodgnition

In accrual basis accounting, revenue is recognized when bifled to the respective entity. Under the
District's current method, revenue is recognized when received since the respective entities calculate
and remit the production fee themselves. This involves making a material adjusting journal entry at year
end to properly adjust accounts receivable and account for the revenue from the production of the last
month of the fiscal year. Until the significant deficiency of the reporting of water pumped is improved, we
do not see how proper revenue recognition can be achieved for interim or for final reporting purposes.

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. We consider the following deficiency in Southern Trinity Groundwater Conservation
District's internal control to be significant deficiency:

Reporting of Water Pumped

The District Directors and Management have sought to bring consistency of reporting water pumped by
the water entities within the District. Previously, the entities within the district read their own meters and
submitted these figures for subsequent billing by the District. The District has undertaken a study by an
outside engineering firm to check the master meters across the district to ensure accuracy. While the
results of the study are pending, the District implemented changes in the internal contro! structure of
billing the fee to the water entities within the District. The new system adopted has the water entities
reading their meters, applying the rate per one thousand gallons pumped, and remiting the resulting fee.
This honor system has inherent risks the District has deemed as unavoidable. However, the District also
implemented controls to ensure the fees have been calculated correctly and subsequent to this report
date will be physically checking all of the meters once a year.

This communication is intended solely for the information and use of management, the Board of
Directors and others within the, District, and is not intended to be and should not be used by anyone

other than these-specified pafties.
AN T ft /
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ALTON D. THIELE, P.C.

Certified Public Accountant
300 East Avenue C
P, O. Box 808
Belton, Texas 76513-0808

December 13, 2012

To the Board of Directors

Southern Trinity Groundwater Conservation District
420 North 8" Street

Waco, TX 76701

We have audited the financial statements of the business-type activities and the aggregate
remaining fund information of Southern Trinity Groundwater Conservation District (the District)
as of and for the year ended September 30, 2012, Professional standards require that we
provide you with information about our responsibilities under generally accepted auditing
standards and Government Auditing Standards, as well as certain information related to the
planned scope and timing of our audit. We have communicated such information in our letter
dated August 19, 2012. Professional standards also require that we communicate to you the
following information related to our audit.

Significant Audit Findings
Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by Southern Trinity Groundwater Conservation District are
described in NOTE Il to the financial statements. No new accounting policies were adopted and
the application of existing policies was not changed during the fiscal year ended September 30,
2011. We noted no transactions entered into by the District 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
estimate affecting the financial statements was:

Management's estimate of the estimated useful lives of fixed assets is based on
historical experience. We evaluated the key factors and assumptions used to develop
the lives in determining that it is reasonable in relation to the financial statements taken

as a whole.

Certain financial statement disclosures are particularly sensitive because of their significance to
financial statement users. The most sensitive disclosure affecting the financial statements was:

The disclosure of public funds exposed to risk in Note lll to the financial statements was
necessary due to the material amount of exposed funds.

The financial statement disclosures are neutral, consistent, and clear.
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Other Matters

With respect to the supplementary information accompanying the financial statements, we made
certain inquiries of management and evaluated the form, content, and methads 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.

This information is intended solely for the use of the Board of Directors and Management of
Southern Trinity Groundwater Conservation District and is not intended to be, and should not
be, used by anyone other than these specified parties.
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