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  NOTES TO THE FINANCIAL STATEMENTS 




   
  

 
 
 

 

 
    

 
   
 

 
 

 
                 

               
                

                  
                 
         

 
       
               
          
        
        
         
            
         
       
           
             
          
        
        
          
 
 

            
          
 

 
 

 
                  

                  
             

          
  

Office of the Secretary of State 
Agency 307 - Unaudited 

NOTES TO THE FINANCIAL STATEMENTS 
(UNAUDITED) 

NOTE  1: SUMMARY  OF  SIGNIFICANT ACCOUNTING POLICIES   

A.  ENTITY    

The Agency is provided for in the Texas Constitution Article IV, Section 21, and traces its origin to 

the Constitution of 1845. Currently, it is the only non-elective constitutional office found in the 

Executive Branch. The Secretary of State is appointed by the Governor with the advice and consent 

of the Senate. The term of office is concurrent with that of the appointing Governor. The Deputy 

Secretary of State, who acts in the place of the Secretary in his absence, is appointed by the 

Secretary of State.  The major duties of the Secretary of State are: 


To attest to all commissions. 

To keep a record of all official acts and proceedings of the Governor. 

To preside at organizational sessions of the House of Representatives.
 
To compile, publish and distribute Session Laws. 

To serve as the State's Chief Election Officer and administer the Election Code. 

To approve and file Articles of Incorporation and other corporate instruments. 

To file Certificates of Limited Partnerships and amendments.
 
To file Certificates of Limited Liability Companies and Registered Limited Liability Partnerships. 

To file trademarks and assumed names. 

To file financing statements pursuant to the State's Uniform Commercial Code. 

To process appointments and issue commissions to all notaries public.
 
To file the administrative rules of all state agencies. 

To publish the Texas Register.
 
To cause the publication of the Texas Administrative Code. 

To provide for unofficial tabulation of election night returns through the Election Night Return 

System. 


The accompanying financial statements of the Agency have been prepared to conform with 

Generally Accepted Accounting Principles (GAAP) as prescribed by the Governmental Accounting 

Standards Board (GASB). 


B.  FUND  STRUCTURE   

The accounts of the Agency are organized on the basis of funds and account groups, each of which 
is considered to be a separate accounting entity. The operations of a fund are accounted for with a 
complete set of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues and 
expenditures.  The funds and account groups used to reflect the Agency's transactions are as  follows: 
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Office of the Secretary of State 
Agency 307 - Unaudited 

GOVERNMENTAL FUND TYPES 

General Fund 
The General Fund is the general operating fund of the Agency. This fund is maintained in the State 
Treasury, with the exception of the Employees' Travel Advance Account maintained in Frost 
National Bank (Member FDIC), and is supported mainly through legislative appropriations from the 
State's General Revenue Fund. In addition, the General Fund receives revenue from the sales of 
copies and other miscellaneous items. These revenues are also appropriated to the Agency by action 
of the Legislature. 

FIDUCIARY FUND TYPE - AGENCY FUNDS 

Agency Funds are used to account for assets held and administered by the Agency as an agent for 
other governmental entities and/or other funds. These funds are custodial in nature and do not 
involve measurement of results of operations. The following Agency Funds were used during the 
periods covered by these financial statements. 

1.	 Departmental Suspense Account - The suspense account is used to account for remittances 
received by the Agency, the final disposition of which is not immediately determinable. 

2.	 Automobile Club Service Account - In order to acquire a certificate of authority as an 
automobile club, each applicant is required by the Automobile Club Services Act (Article 
1528d, Vernon's Annotated Statutes) to file with the Agency, cash, a surety bond, or 
approved securities in the amount of $25,000.00 to satisfy any liability or obligation in 
Texas in the event the automobile club ceases to do business. At August 31, 2016, cash in 
State Treasury was $25,000.00. Also, $150,000.00 was assigned to Secretary of State in 
certificates of deposit representing surety deposits from six automobile clubs. All other 
automobile clubs had surety bonds on file at the Agency. 

3.	 Inaugural Fund - The Inaugural Fund in the State Treasury was created in accordance with 
Senate Bill No. 1317, 66th Legislature, Regular Session, 1979. Money in the fund may be 
appropriated only for expenditures authorized by this act. The act also provides for the 
establishment of an Inaugural Committee which is composed of members appointed by the 
Governor-elect and Lieutenant Governor-elect. Contributions may be made to the Inaugural 
Committee or to the Agency to defray the expenses of an inauguration. Contributions 
received by the Agency are delivered to the Inaugural Committee while the Committee is in 
operation. If the Agency receives contributions when the Committee is not in operation, 
deposits are made directly to the Inaugural Fund. Any funds remaining with the Committee 
on the date of its final report are also deposited to the Inaugural Fund. The Inaugural Fund 
will be available to the Inaugural Committee at the time of the next inauguration. Upon the 
dissolution of the inaugural committee during May of the fiscal year 2015, $66,799.41 was 
transferred to the inaugural endowment fund. At August 31, 2016, the Inaugural Fund 
balance was $105,000.00. 

4.	 Inaugural Endowment Fund The fund shall be administered and expended in 
accordance with Texas Government Code, Chapter 401, Subchapter A, Section 401.011. At 
August 31, 2016, the Inaugural Endowment Fund balance was $66,799.41. 
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Office of the Secretary of State 
Agency 307 - Unaudited 

5.	 Health Spa Account - In order to be registered with the Agency, a health spa is required by 
the Health Spa Act (Article 5221L, Vernon's Texas Annotated Civil Statutes) to file a surety 
bond, or a security deposit in the form of a certificate of deposit, letter of credit or other 
approved negotiable instrument, in the amount of $20,000.00 to $50,000.00 with the 
Agency. The security is for the benefit of any member of the health spa who suffers 
financial loss due to the insolvency or cessation of operation of the health spa. At August 
31, 2016, cash in State Treasury was $32,578.68. Also, $ 258,961.00 in certificate of 
deposits was assigned to the Secretary of State representing surety deposits. Unless 
exempted from the security requirement of the Health Spa Act, all other health spas had 
surety bonds or irrevocable letters of credit on file at the Agency. 

6.	 Telephone Solicitors Account Texas Business and Commerce Code, §38.107 requires 
telephone solicitors to post security in the form of a surety bond, an irrevocable letter of 
credit or a certificate of deposit. All security must be in the amount of $10,000.00 and 
conditioned upon compliance by the solicitor with this act. Actions to recover against 
security may be brought by a person injured by the solicitor's bankruptcy or breach of 
agreement. At August 31, 2016, $30,000 in certificate of deposits from two telephone 
solicitors was assigned to the Secretary of State representing surety deposits. 

The basis of accounting determines when revenues and expenditures or expenses are recognized in 
the accounts reported in the financial statements. All governmental fund types, expendable trust 
funds and agency funds are accounted for on the modified accrual basis of accounting. Revenues 
are recognized when they become both measurable and available. Expenditures are generally 
recognized when the related fund liability is incurred. Exceptions are unpaid employee 
compensable leave, and the unmatured debt service (principal and interest) on general long-term 
debt, long-term capital leases and long-term claims and judgments, which are not recognized until 
actual payment is made. See Note 5. 
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Office of the Secretary of State 
Agency 307 - Unaudited 

D.  BUDGETS  AND BUDGETARY  ACCOUNTING   
 

The budget is prepared biennially and represents appropriations authorized by the Legislature and 
approved by the Governor (the General Appropriations Act). Encumbrance accounting is employed 
for budgetary control purposes. 

Unencumbered appropriations are now generally subject to lapse 60 days after the end of the fiscal 
year for which they were appropriated. 

E.  ASSETS, LIABILITIES  AND  FUND EQUITY   

ASSETS 


Cash 

The account, Travel Cash in Bank, is comprised of the Advance Travel accounts. At August 31, 

2016, the Petty Cash Account balance was $650.00. This account is maintained to facilitate cash 

transactions for the public. 


Inventories 
Consumable inventories include supplies and postage on hand at year end. Merchandise inventories 
include materials, supplies, equipment, and other items on hand. Inventories for governmental funds 
are accounted for using the consumption method. The cost of these items is recognized as 
expenditure at the time of purchase and adjusted to consumption with physical inventories at year 
end. These assets are offset by a fund balance reserve which indicates that they do not constitute 
"available spendable resources." 

Capital Assets 
Depreciable and amortizable assets over a certain criteria are capitalized. Depreciable assets of 
$5,000 or more are capitalized at cost or, if not purchased, at appraised fair value as of the date of 
acquisition. Intangible computer software purchases of less than $100,000 are reported as 
expenditures. Internally developed software cost less than $1 million are reported as expenditures. 
Assets are depreciated or amortized over the estimated useful life of the asset using the straight-line 
method. 

Other Assets 
The Automobile Club Service Fund and Health Spa Fund accounts received safekeeping receipts for 
certificates of deposit, letters of credit or other approved instruments from financial institutions. The 
Agency had custody of these financial instruments. 
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Office of the Secretary of State 
Agency 307 - Unaudited 

at  August  31,  2016. 

LIABILITIES 

Accounts Payable 
Accounts Payable represents the liability for the value of assets or services received at the balance 
sheet date for which payment is pending. 

Employees' Compensable Leave 
Employees' Compensable Leave Balances represent the liability that the Agency will be required to 
liquidate in the future for employees annual leave and compensable time. 

Funds Held for Others 
Funds Held for Others represent, Automobile Club Service Fund, Inaugural Fund, Inaugural 
Endowment Fund, Health Spa Fund, Telephone Solicitors Account, Suspense Fund and the 

RESERVATIONS/DESIGNATIONS OF FUND EQUITY 

Budget Reservation  for Encumbrances 
This represents commitments of the value of contracts awarded or assets ordered prior to year end 
but not received as of that date. Encumbrances are not included with expenditures or liabilities. 
They represent current resources designated for specific expenditures in subsequent operating 
periods. 

Fund Balance Non-Spendable for Inventories
 
This represents the amount of supplies and postage held to be used in the next fiscal year. 


Fund Balance Unassigned 

This represents the fund balance not included in the above reserve accounts. 


F. INTERFUND TRANSACTIONS AND BALANCES 

Quasi-external Transactions 
These transactions are transactions that would be treated as revenues, expenditures or expenses if 
they involved organizations external to state government. They are accounted for as revenues by the 
recipient fund and as expenditures or expenses by the disbursing fund. The accrual of quasi-external 

sheet. 
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Office of the Secretary of State 
Agency 307 - Unaudited 

NOTE  2: CAPITAL ASSETS 

Capital Assets Note 2 was submitted to the State Government Accounting Capital Assets Note 

Submission System through the web-based internet application.  

Please see attached page for a copy of the report. 
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NOTE  3:    DEPOSITS,  INVESTMENTS  and  REPURCHASE AGREEMENTS 

 

 
             

             

 
    

 
          

    

    
     

  
 

  

Office of the Secretary of State 
Agency 307 - Unaudited 

Note 3 was submitted to the State Government Accounting Deposit and Investment Note 
Submission System through the web-based internet application. Following is a summary of the 
submission. 

Deposits of Cash in Bank 

As of August 31, 2016, the carrying amount of deposits was $16,900.00 as presented below: 
Governmental and Business-Type Activities Amount 
CASH IN BANK  CARRYING AMOUNT $16,900.00 
Total Cash in Bank per AFR $16,900.00 
Governmental Funds Current Asset Cash in Bank $16,900.00 
Cash in Bank per AFR $16,900.00 

Page 7 of 8 
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NOTE  5:    SUMMARY  OF  LONG  TERM  LIABILITIES 
 

 

    
               
  

 
   

    
      

 
      

 
 

 
  

                  
          

             
           

 
 

Office of the Secretary of State 
Agency 307 - Unaudited 

Changes in Long-Term Liabilities 
During the year ended August 31, 2016, the following changes occurred in liabilities reported in the 
general long-term debt account. 

Balance  
09-01-2015 Additions Reductions 

Balance 
  08-31-2016 

Amount due 
within one year 

Compensable Leave 1,164,670.09 1,150,544.76 1,157,474.51 1,157,740.34 644,933.10 

Total $1,164,670.09 $1,150,544.76 $1,157,474.51 $1,157,740.34 $644,933.10 

A state employee is entitled to be paid for all unused vacation time accrued, in the event of the 
gnation, dismissal or separation from State employment, provided the employee has 

had continuous employment with the State for six months. Expenditures for accumulated annual 
leave balances are recognized in the period paid or taken in governmental fund types. 

resi
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 COMBINING STATEMENTS 
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