
 

 

 
 
 
Audit Committee 
Honorable Mayor, George Fuller and Members of City Council 
Mr. Paul G. Grimes, City Manager 
Mr. Mark Holloway, Chief Financial Officer  
City of McKinney 
McKinney, Texas 
 
 
As part of our audits of the financial statements and compliance of City of McKinney (City) as 
of and for the year ended September 30, 2018, we wish to communicate the following to you. 
 
AUDIT SCOPE AND RESULTS 
 
Auditor’s Responsibility Under 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 
and U.S. Office of Management and Budget (OMB) Title 2 U.S. Code of Federal 
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit 
Requirements for Federal Awards (Uniform Guidance) (or OMB Circular A-133, Audits of 
States, Local Governments, and Nonprofit Organizations) 
 
An audit performed 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 and U.S. Office of 
Management and Budget (OMB) Uniform Guidance is designed to obtain reasonable, rather than 
absolute, assurance about the financial statements and about whether noncompliance with the 
types of compliance requirements described in the OMB Compliance Supplement that could 
have a direct and material effect on a major federal program occurred.  In performing auditing 
procedures, we establish scopes of audit tests in relation to the financial statements taken as a 
whole.  Our engagement does not include a detailed audit of every transaction.  Our engagement 
letter more specifically describes our responsibilities. 
 
These standards require communication of significant matters related to the financial statement 
and compliance audits that are relevant to the responsibilities of those charged with governance 
in overseeing the financial reporting process.  Such matters are communicated in the remainder 
of this letter or have previously been communicated during other phases of the audit.  The 
standards do not require the auditor to design procedures for the purpose of identifying other 
matters to be communicated with those charged with governance. 
 
Audits of the financial statements and compliance do not relieve management or those charged 
with governance of their responsibilities.  Our engagement letter more specifically describes 
your responsibilities. 
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Qualitative Aspects of Significant Accounting Policies and Practices 
 
Significant Accounting Policies 
 
The City’s significant accounting policies are described in Note 1 of the audited financial 
statements.  
 
Alternative Accounting Treatments 
 
No matters are reportable. 
 
Management Judgments and Accounting Estimates 
 
Accounting estimates are an integral part of financial statement preparation by management, 
based on its judgments.  The following areas involve significant areas of such estimates for 
which we are prepared to discuss management’s estimation process and our procedures for 
testing the reasonableness of those estimates: 
 

 Useful lives of capital assets 

 Allowance for doubtful accounts 

 Insurance and risk management liability 

 Actuarial assumptions used to estimate the net pension liability 

 Actuarial assumptions used to estimate the total other postemployment benefits 
liabilities  

 
Financial Statement Disclosures 
 
The following areas involve particularly sensitive financial statement disclosures for which we 
are prepared to discuss the issues involved and related judgments made in formulating those 
disclosures: 
 

 Subsequent events 

 Loss contingencies 

 Other postemployment benefits 

 Defined benefit pension plan 
 
Audit Adjustments 
 
During the course of any audit, an auditor may propose adjustments to financial statement 
amounts.  Management evaluates our proposals and records those adjustments which, in its 
judgment, are required to prevent the financial statements from being materially misstated.  
Some adjustments proposed were not recorded because their aggregate effect is not currently 
material; however, they involve areas in which adjustments in the future could be material, 
individually or in the aggregate.   
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Proposed Audit Adjustments Recorded 

 None 
 

Proposed Audit Adjustments Not Recorded 

 Attached is a summary of uncorrected misstatements we aggregated during the 
current engagement and pertaining to the latest period presented that were determined 
by management to be immaterial, both individually and in the aggregate, to the 
financial statements as a whole. 

 
Auditor’s Judgments About the Quality of the City’s Accounting Principles 
 
No matters are reportable. 
 
Significant Issues Discussed with Management 
 
During the audit process, the following issue was discussed or was the subject of correspondence 
with management: 
 

 Implementation of GASB 75 
  
Other Material Communication 
 
Listed below is another material communication between management and us related to the 
audit: 
 

 Management representation letter (attached) 
 
OTHER MATTERS 
 
We observed the following matters related to ongoing standard setting by the GASB.  We can 
discuss these matters further at your convenience and may provide assistance with 
implementation including initial and ongoing considerations. 
 
GASB Statement No. 87, Leases (GASB 87)   
 
GASB 87 provides a new framework for accounting for leases under the principle that leases are 
financings.  No longer will leases be classified between capital and operating.  Lessees will 
recognize an intangible asset and a corresponding liability.  The liability will be based on the 
payments expected to be paid over the lease term, which includes an evaluation of the likelihood 
of exercising renewal or termination options in the lease.  Lessors will recognize a lease 
receivable and related deferred inflow of resources.  Lessors will not derecognize the underlying 
asset.  An exception to the general model is provided for short-term leases that cannot last more 
than 12 months.  Contracts that contain lease and non-lease components will need to be separated 
so each component is accounted for accordingly. 
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GASB 87 is effective for financial statements for fiscal years beginning after December 15, 
2019.  Earlier application is encouraged.  Governments will be allowed to transition using the 
facts and circumstances in place at the time of adoption, rather than retroactive to the time each 
lease was begun. 
 
This communication is intended solely for the information and use of the Audit Committee, City 
Council and management, and is not intended to be and should not be used by anyone other than 
these specified parties. 
 

 
 
January 30, 2019 
 
 

 























Before Subsequent to
Misstatements Misstatements Misstatements % Change

Total Assets & Deferred Outflows 925,097,337 925,097,337

Total Liabilities & Deferred Inflows (340,633,510) (340,633,510)

Total Net Position (584,463,827) (584,463,827)

General Revenues & Transfers (215,444,574) (215,444,574)

Net Program Revenues/ Expenses 108,871,564 (1,850,000) 107,021,564 -1.70%

Change in Net Position (28,750,947) (1,850,000) (30,600,947) 6.43%

Verify Debits and Credits have been entered correctly on the Menu-GA Tab

City of McKinney
ATTACHMENT

This analysis and the attached "Schedule of Uncorrected Misstatements (Adjustments Passed)" reflects the effects on the financial 
statements if the uncorrected misstatements identified were corrected.

Governmental Activities (Government-Wide Statements)

QUANTITATIVE ANALYSIS



Governmental Activities (Government-Wide Statements)
SCHEDULE OF UNCORRECTED MISSTATEMENTS (ADJUSTMENTS PASSED)

Assets Liabilities
General Revenues 

& Transfers

Net Program 
Revenues/ 
Expenses Net Position

Change in Net 
Position Net Position

Description Financial Statement Line Item DR     (CR) DR     (CR) DR     (CR) DR     (CR) DR     (CR) DR     (CR) DR     (CR)

Legal Settlement F 0 0 0 (1,850,000) 1,850,000 0 0 
Net Position 1,850,000
General Government (1,850,000)

OPEB Liabilty Classification P 0 0 0 0 0 0 0 
Current TOL (288,007)
Long term TOL 288,007

0 0 0 0 0 0 0 

0 0 0 0 0 0 0 

0 0 0 0 0 0 0 

0 0 0 0 0 0 0 

Total passed adjustments 0 0 0 (1,850,000) 1,850,000 0 0

Impact on Change in Net Position (1,850,000)

Impact on Net Position 0

Client:  City of McKinney
Period Ending:  September 30, 2018

Net Effect on Following Year

Factual (F), 
Judgmental (J), 

Projected (P)




