City of Bel Aire, Kansas

STAFF REPORT Be1 Ail”e

DATE: 9/1/2026

TO: Ted Henry, City Manager

FROM: Barry Smith, Director of Finance

RE: Report on Implementation of Auditor's Recommendations from 2025 Governance Letter

Auditors from Allen, Gibbs & Houlik L.C. (AGH) have completed the audit of the City’s 2025 financial
statements. Accompanying the audit was a Governing Body Communication letter dated August 17, 2026
that identifies areas of needed improvement in the City’s internal control processes.

This memo highlights those deficiencies, and the corrective actions staff has already taken or will be taking
in the future to address the concerns. AGH auditors have assured staff that the identified areas are due to
the City’s small staff size which is common among cities of the second class. These are the same
weaknesses identified in the past audit years, along with one new weakness identified in the 2025 fiscal
year related to utility billing.

Below, we provide an overview of the actions taken in response to each recommendation.

Accounting and Financial Reporting (Begins on Page 3 of the Governance Letter):

Bullett point 1: City staff members do not currently possess the level of training required to prepare
the annual financial statements in accordance with Generally Accepted Accounting Principles (GAAP).
Although the American Society of CPA’s indicates that financial statements and note disclosures should be
prepared “in-house” by a staff accountant, this requirement is not very realistic for most small
municipalities, and many have this issue identified during their audit. The Finance department will begin
working with our auditor on selecting training to begin completing these tasks for our next audit period.
Staff has taken over the recording of payables in the correct year, and the new ERP system has allowed
easier tracking of accounts receivable.

Bullett point 2: This deficiency is related to capital asset recording. Prior to the audit, capital
projects funded with temporary notes were not considered to be assets until the permanent financing (GO
bond) was issued. Auditors will continue to work with staff to ensure that going forward, capital projects
will be moved from the “Construction In Progress” report to the schedule of assets when they are placed in
service, not when they are bonded, however this improvement was not enough to fully remove this
deficiency for 2025. The new ERP software is slowly allowing staff to integrate the moving of construction
in progress to fixed assets when the project is completed and placed in service. Due to temporary notes and
bonding schedules of three years from issuance. This will take another cycle or two to fully resolve.

Municipal Court receivable/revenue

One employee has the ability to enter traffic violations and violations of City ordinances and has
the ability to accept payments as well. Compensating controls include that all cash and checks collected by
the court clerk are processed and posted into the system by the Treasurer’s Department. We recommend the
City evaluate if the system can produce a report that shows changes made to tickets within the system.

With the new ERP system and restructuring of municipal court, staff are beginning to implement a
monthly citation adjustment report that will be reviewed by someone who does not have access to the court
system. Finance is currently working with Legal to solidify this process. This should move the deficiency
down to the area of deficiency with compensating controls in the future. Also, the restructuring of




municipal court has allowed the court clerks to no longer take payments, strengthening the internal control
of the identified weakness.

Deficiencies with Compensating Controls:

Payroll System Authorization and Approval Process:

The auditors in the 2021 Governance Letter (published in July of 2022) recommended the
establishment of an authorization or approval process for changes made to the payroll system through the
review of master file change reports. Currently, the City Manager reviews all pay increases and approves
with his signature. Following the July 2022 recommendation, we developed a process where the City
Manager quarterly reviews payroll change reports from the accounting system. This new process simply
confirms the pay amount is correctly entered into our accounting system. As stated in the FY24 governance
letter, in April of 2024 the quarterly reviews of payroll change reports were changed to every pay period.
Also, the Finance Director reviews each payroll upon it being entered into our software and after the bank
file has been created to ensure no changes were made between approval steps.

Accounting System:

One employee has access to all areas of the accounting software, which provides the opportunity
for management override of controls. As stated in the Governance Letter, the City Clerk reviews the budget
as approved by council to the budget imported into the system to ensure the budget reflects what was
adopted. This has continued for 2025 and will continue for future years. All journal entries are now created
by either the Director of Finance or City Treasurer. The software has been configured so the individual
creating the journal entry cannot approve their own, eliminating the possibility of one person processing a
journal entry on their own. Staff have also added a third element to the journal entry process which includes
the City Manager updating all journal entries so three individuals have eyes on any journal entry being
processed.

Utility Billings:

This item was new for FY25. During configuration of the new software, there was a setting that
was set to “no charge” for accounts with less than 16 days of billed consumption. Once this was identified
by the audit team, staff immediately reconciled this issue. Staff have also added additional review steps
during the billing process, identifying new accounts created during the previous billing cycle with less than
16 days of activity to ensure any billed consumption during the 16-day period is carried over to the
customer’s next bill. This issue in FY25 resulted in less than $2,500 of water consumption that was not
billed.

In summary, we have made progress as a staff over the past several years. One of our biggest headaches is
the limited time for staff to address these items in an effective manner. As we bring the new Assistant
Finance Director on board, the Finance department looks forward to minimizing the items listed above. An
additional staff member will allow broader capabilities in segregation of duties etc.

Respectfully,

Barry Smith
Director of Finance
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