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KINGSVILLE, TEXAS 78364
JOHN R. WOMACK, CPA (361) 582-2671
MARGARET KELLY, CPA FAX (361) 592-1411
Independent Auditor's Report
To the Mayor and City Council
City of Falfurrias, Texas
205 E. Allen

Falfurrias, Texas 78355

Report on the Financlal Statements

We have audited the accompanying financial statemenis of the governmental activities, the discretely
presented component unit, each major fund, and the aggregate remaining fund Information of City of Falfurrias,
Texas as of and for the year ended December 31, 2012, and the related notes to the financial statements,
which collectively comprise the City's basic financial statements as listed in the table of contents.

Management's Responsibllity for the Financlal Statements

Management is responsible for the preparation and fair presentation of these financlal statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and malntenance of internal cantrol relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsiblilty

Our responsibility is to express opinions 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 financlal audits contained In Government Auditing Standards, issued by the
Comptrofler 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 Involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of
the risks of materlal misstatement of the financlal statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity's preparation and fair
presentation of the financlal statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinlon on the effecliveness of the entity's internal
control. Accordingly, we express no such opinlon. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonablenass of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financlal statements.

W believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit oplnions.

Opinlons

In our opinion, the financlal statements referred to above present fairly, in all material respects, the respective
financlal position of the governmental activities, the discretely presented component unit, each major fund, and
the aggregate remaining fund information of City of Falfurrias, Texas as of December 31, 2012, and the
respective changes In financial position, and, where applicable, cash flows thereof for the year then ended In
accordance with accounting principles generally accepted In the United States of America.

PRIVATE COMPANIES PRACTICE SECTION, AICPA DIVISION FOR CPA FIRMS
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Other Matters
Required Supplementary Information

Accounting principles generally accepted In the Unlted States of America require that the management's
discussion and analysis and budgetary comparison information identified as Requlred Supplementary
Information in the table of contenis be presented to supplement the basic financial statements. Such
information, although not a part of the basic financlal statements, is required by the Governmental Accounting
Standards Board, who conslders it to be an essential part of financlal reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the requlred supplementary Information In accordance with auditing standards generally
accepted In the United States of America, which conslsted of inquiries of management about the methods of
preparing the Information and comparing the Information for consistency with management's responses to our
inqulries, the baslc financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinlon or provide any assurance on the information because the
limited procedures do not provide us with sufficlent evidence to express an opinlon or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial stalements that collectively
comprise the City of Falfurrias, Texas's basic financial statements. The combining financia! statements are
presented for purposes of additional analysls and are not a required part of the basic financlal statements.

The combining financlal statements Is the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the baslc financial statements. Such
information has been subjected to the auditing procedures applied In the audit of the basic financial statements
and certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures In accordance with audiling standards
generally accepted in the United States of Amerlca. In our oplnion, the combining financlal statements is fairly
stated in all material respects In relatlon 1o the basic financial statements as a whole.

Other Reporting Requlred by Government Auditing Standards

In accordance with Governmenl Auditing Standards, we have also Issued our report dated August 16,
2013, on our consideration of City of Falfurrias, Texas's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is 1o describe the scope of our testing of internal conltral over financial
reporting and compliance and the results of that testing, and not to provide an oplnion on Internal control over
financial reporting or on compliance. That report Is an Integral part of an audit performed In accordance with
Government Auditing Standards in considering City of Falfurrias, Texas's Internal contro! over financlal
reporting and compliance.

Respectiully submitted,

John Womack & Comparfy, P.C.

Kingsville, Texas
August 16,2013



MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the City of Falfurrias (City) annual financial report presents
management’s discussion and analysis (MD&A) of the City’s financial performance
during the year ended December 31, 2012. The MD&A should be read in conjunction
with the transmittal letter found in the Introductory Section of this report and the City’s
Financial Statements which follow this section.

FINANCIAL HIGHLIGHTS

The assets of the City exceeded its liabilities by $3,515,219.
The fund balance of the General Fund increased over the fiscal year by $124,701
to $1,132,251. This represents a 12.37% increase over the prior year’s fund
balance, or 4.74% of general fund expenditures.

e Total assets, excluding component units, were $6,851,596; total liabilities,
excluding component units, were $3,202,080.

e The ratio of total assets to total liabilities for governmental activities was 2.13 to
1

e The quick ratio (current assets to current liabilities) was 9.36 to 1.
OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of: MD&A, the basic financial statements, and supplementary

information.  Figure A-1 (see pg. 5) demonstrates the relationships among the
components of this annual report.

The basic financial statements are comprised of three components:

e The government-wide financial statements provide both long-term and short-term
information about the City’s overall financial status. These statements are
presented for both governmental activities and business-lype activities. They are
designed to provide readers with a broad overview of the City’s finances, similar
fo a private-sector business.

o The statement of net assets presents information on all of the City’s assets
and liabilities, with the difference between the two reported as net assets.
Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the City is improving or
deteriorating.



o The statement of activities presents information to show how the City’s
net assets changed during the most recent fiscal year. All changes in net
assets are reported as soon as the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows. Both of the
government-wide financial statements distinguish functions of the City
that are principally supported by taxes and intergovernmental revenues
(governmental activities) from other functions that are intended to recover
all or a significant portion of their costs through user fees and charges .

e The fund financial statements focus on individual parts of the City, reporting the
City’s operations in greater detail than the government-wide statements. A fund
is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. The City, like other
state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the City

can be divided into three categories: governmental funds, proprietary funds, and
fiduciary funds.

o The governmental fund statements show how general government services
were financed in the short-term as well as what remains for future

spending. The two major governmental funds are the General Fund and
the Debt Service Fund.

o Fiduciary fund statements provide information about the financial
relationships in which the City acts solely as a trustee or agent for the
benefit of others, to whom the resources belong. Fiduciary funds are used
to account for resources held for the benefit of parties outside the

government. Fiduciary funds are not reflected in the government-wide
financial statements.

Notes to the financial statements provide essential additional information to
provide a clear picture of the particular assets, liabilities, or inherent risks. The
notes to the financial statements follow the basic financial statements.

The financial statements are followed by a section of required supplementary information
(RS]) that further explains and supports the information in the financial statements. RSI
information follows the notes to the financial statements.



Figure A-1: Required Components of the City’s Annual Financial Report
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Figure A-1 shows how the required parts of this annual financial report are arranged and
relate to one another. In addition to these required elements, a section with combining

statements that provides details about the non-major governmental funds and internal
service funds is included.

More about the City’s Fund Financial Statements:

Governmental funds are used to account for essentially the same functions reported as
governmental activities. However, unlike the government-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows of
spendable resources, as well as on balances of spendable resources available at the end
of the fiscal year. Such information may be useful in evaluating a government’s near-
term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
fitnds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental fund
balance sheet and the governmental fund statement of revenues, expenditures, and
changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

Major and non-major funds are presented separately in the governmental fund’s balance
sheet and in the governmental fund’s statement of revenues, expenditures, and changes in
fund balances. The general fund and the HOME Grant Fund are presented separately
along with the aggregated other governmental funds.



The City adopts an annual operating budget for governmental funds. Budgetary
comparison statements have been provided for these funds to demonstrate compliance
with these budgets.

More about the City’s Proprietary Funds:
One type of proprietary fund is used by the City:

Enterprise funds are used to report the same functions presented as business-type
activities in the govemment-wide financial statements. The city does not have an
enterprise fund since water, gas, and sewer are accounted for in the component unit.
Garbage fees are collected by the component unit and passed on to the collection
company. The City keeps a processing fee that is accounted for in the General Fund.
The City’s component unit uses enterprise funds to account for its utility system, which
provides water, sewer and garbage services. Proprietary funds provide the same type of
information as the government-wide financial statements, only in more detail.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net Position

Net Position serves over time as a useful indicator of the City’s financial position. At
December 31, 2012, the net position, excluding the City’s component unit, totaled
$3,515,219, which is a $391,093 improvement over the prior year.

A large portion of the City’s net position, 34.8%, are invested in capital assets (e.g., land,
utility system infrastructure, buildings, machinery, and equipment), less any related debt
used to acquire those assets that are still outstanding. The City uses these capital assets to
provide services to citizens; consequently, these assets are not available for future
spending. Although the City’s investment in its capital assets is reported net of related
debt, it should be noted that the resources needed to repay this debt must be provided
from other sources, since the capital assets themselves cannot be used to liquidate these
liabilities. Capital assets were increased by $163,082. Cash and cash equivalents,
increased approximately $290,000, or 17.5%, while Homeland Security #2 and Due from
Other Governmental Funds saw a combined increase of approximately $132,000.

This part of the page was left blank intentionally



Table A-1: Statement of Net Position for Governmental Activities
December 31, 2012 and 2011

Governmental Activities

%
2012 2011 Change
Current & Other Assets b 2,717,770 8 2,307,742 17.8%
Capital Assets 4,133,826 3,970,744 4.1%
Total Assets 6,851,596 6,278,486 9.1%
Current Liabilities 290,080 224,858 29.0%
Long-Term Liabilities 2,912,000 2,801,000 4.0%
Total Liabitities 3,202,080 3,025,858 5.8%
Unearned Revenue 134,297 128,502 4.5%
Total Deferred Inflows of Resources 134,297 128,502 4.5%
Net Investment
in Capital Assets 1,221,826 1,158,341 5.5%
Restricted 900,747 167,921 436.4%
Unrestricted 1,392,646 1,797,864 -22.5%
Total Net Position 3 3,515219 § 3,124,126 12.5%

The City has sufficient funds to meet requirements for cash outlays in the next fiscal year
as well as the financial capacity to meet its long-term obligations, without substantial
reductions in fund balances or net position.

Changes in Net Assets

Table A-2, on the following page, details the City’s change in net position from the prior
year.



Table A-2: Changes in Net Position
December 31, 2012 and 2011

Governmental Activities

%

Revenue 2012 2011 Change
Program Revenues

Charges for Services $ 14383816 $ 1,206,736 19.2%

Operating Grants

and Contributions 209,432 3,589 5735.4%
General revenues:

Property Taxes 385,857 372,841 3.5%

Sales Taxes 796,414 727439 9.5%

Other Taxes 282,490 250,633 12.7%

Investment Eamnings 8,522 10,047 -15.2%

Miscellaneous 75,041 57,362 30.8%

Total Revenues 3,196,572 2,628,647 21.6%

Expenses

General Government 362,418 321,493 12.7%

Public Safety 887,182 862,278 2.9%

Public Works 782,938 739,820 5.8%

Health & Other public services 411,497 363,821 13.1%

Tourism 121,008 50,728 [38.5%

Municipal Court 240,436 275,406 -12.7%

Total expenses 2,805,479 2,613,546 71.3%

Increase (Decrease) in Net Position 391,093 15,101 2489.8%
Net Position, Beginning 3,124,126 3,109,025 0.5%
Net Position, Ending b 3,515219 § 3,124,126 12.5%

Governmental Activities
As shown in Table A-2, revenues for governmental activities of $3,196,572 were more
than expenses of $2,805,479 for 2012 by $391,093; furthermore, this increase in net

position for the year ended in 2012 represents a 2489.8% increase from the increase in
net position in 2011,



s The cost of all governmental activities for 2012 was $2,805,479.
o The amount that taxpayers paid for these services through City taxes and business
fees was $1,473,283 or 46.09% of total revenues.
Some of the cost was paid by:
o Those who directly benefited from the programs, totaling $1,438,816 or
45% of total revenues.
s All taxes contributed 48.17% of governmental activities’ revenues. Investment
eamnings generated 0.26% of governmental activities’ revenues.
o Public Safety (including Police and Impounding) expenses accounted for 31.62%
of governmental activities, while 27.9% of the expenses are for Public Works.

Graph | presents the cost of each of the City’s major governmental functions, as well as
the associated program revenues. As expected in govenmental activities, the subsidy
required from taxpayers provides the majority of support for these core services.

Graph 1: Program Revenues to Activity Expenditures
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In pie chart form, Graph 2 indicates the sources of revenue for governmental activities.

Graph 2: Revenue by Source — Governmental Activities

[ Sales Taxes
Sales Taxes
Cha rg'es for O;r;:r 25% B Property Taxes
Serw;es o El Other Taxes
455 e
4 O Operating Grants

3 Capital Grants
& Investment Earnings
.t Charges for Services

Tl Other

Property Taxes
12%

Investment . Other Taxes
Earnings Capital Grants - . 99
0% 4% 3%

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

Governmental Funds
General Fund
Total assets of the General Fund increased from $1,673,427 to $1,861,687
between 2011 and 2012, or 11.24%, primarily due to a $129,563 increase in due
from other funds and a $58,697 increase in cash and cash equivalents from 2011.

Total liabilities of the General Fund decreased by $50,000 or 24%, from
$260,789. The $468,647 of unearned revenue, which was reflected as Deferred
Inflows of Resources, was up $13,061, or 2.87%, over prior year of $455,596,
which was a direct result of taxes receivable going up by $13,000.

The General Fund’s unreserved and undesignated fund balance increased from

$1,007,550 to $1,132,261 for an increase of 12.37% over fiscal year 2011 due to
operations.

Hotel/Motel Occupancy Tax Fund (HMOT Fund)
The total assets decreased in 2012 by $23,940 or 4.88% due to $17,933 in
expenditures being in excess of revenues. Total liabilities were basically

unchanged while total equity decreased 3.84% due to expenditures exceeding
revenues by $17,933.
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Budgetary Results
General Fund
General fund taxes were $1,375,925 which was $48,639 above the final budget.
Charges for services were higher than the final budget by $62,796, while licenses
and permits accounted for a positive variance of $70,600. Overall, General Fund
revenues were more than the final budget by $36,110, but fines and forfeitures
accounted for a net negative decrease of $102,600 from the 2012 budget.

General Fund expenditures were $248,064 below the final budget with the
municipal court contributing $112,685 of the positive variance, or 45.43% of the
positive budget estimate for expenditures.

Hotel/Motel Occupancy Tax Fund (HMOT Fund)
HMOT Fund taxes were less than the final budget by $48,416 due to major road
construction that will span several years resulting in less hotel/motel stays.
Expenditures were $10,619 below the final budget and HMOT Revenue was
$17,933 under expenditures due to specific projects that were completed.

Non-major Governmental Funds

Two different fund fypes comprise this portion of the financial statements, including
eleven special revenue funds and one capital projects fund. Total assets for the combined
funds were $215,653; total liabilities were $5, and the total fund balance was $215,648
with none classified as undesignated or unreserved fund balances.

CAPITAL ASSET AND DEBT ADMINISTRATION

Table A-3: Capital Assets (net of depreciation) at December 31, 2012 and 2011
Governmental Activities
%

2012 2011 Change

Land h 12200 § 12,200 0.0%
Construction in Progress 3,217,014 3,105,129 3.6%
Buildings and Improvements 901,906 848,637 6.3%
Infrastructure 93,615 93,615 0.0%
Equipment 445,138 429,488 3.6%
Vehicles 606,201 509,377 19.0%
Total Capital Assets 5,276,074 4,998,446 5.6%
Accumulated Depreciation (1,142,248) (1,027,703) 11.1%
Capital Assets - Net 3 4,133,826 $ 3,970,743 4.1%
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As shown in Table A-3, at December 31, 2012, the City had an increase in construction
in progress of $111,885. The Building and Improvement portion saw an increase of

$53,269. Total Capital Assets had a net increase, before depreciation, of $277,628 from
2011 to 2012.

Long-term Debt

The City paid off a small bank note and a note to the component unit, City of Falfurrias
Utility Board. The USDA cash advances were revenue bonds received from the USDA.
These advances increased slightly by $111,000 or 4.0%, due to draw downs for utility
improvements. See Note F on page 29 for more information.

Table A-4: Long-Term Liabilities at December 31, 2012 and 2011

Governmental
Activities %
2012 2011 Change
Capital Leases $ - 3 11,403 -100.0%
USDA Cash Advances 2,912,000 2,801,000 4.0%
Total Long-Term Debt $ 2,912,000 §  2,812403 3.5%

CALENDAR YEAR 2013 ADOPTED OPERATING BUDGET

The adopted budget for 2013 sets general fund revenues from all sources (including
interfund transfers) at $2,830,815. This budget is $118,574 or 4.37% more than the prior
year’s final budget. The greatest cause of this increase in revenues from 2012 to 2013 is

due to an increase in fines and fees, of which the amusement machines fees has increased
from $90,000 to $225,000.

Property taxes were estimated to decrease 7.1% compared to the prior year’s actual
property taxes. With a lower assessed valuation for the 2013 tax year compared to 2012,
and coupled with a stable property tax rate, the total 2013 revenue forecast was
conservatively cast by management, reflecting collection results higher than those
budgeted in the latest 2012 fiscal year. City sales tax, which comprises 26.5% of general
fund revenues, is forecast for 2013 at $750,000, which is the same compared to 2012.

The franchise fee categories are budgeted at $203,000 which is down 4.9% compared to
the 2012 year.

General fund expenditures, including transfers for the 2013 budget, were set at
$2,909,379 which is $37,623 or 1.31% more than the prior year budget. Increases in the
budgeted expenditures for police, and streets departments comprise virtually the entire
increase in total expenditures from the prior budget. If the budgeted revenues and
expenses are achieved, the fund balance will decrease by $78,564.

12



CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide the City Council, citizens, taxpayers,
customers, bondholders, creditors, and other governmental sectors with a general

overview of the City’s financial condition and to demonstrate the City’s accountability
for the funds it receives.

If you have any questions about this report or need additional information, contact:

The City of Falfurrias
City Administrator
P.O. Drawer E
Falfurrias, Texas 78355

(361) 325-2420
(361) 325-9784 (fax)

13
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CITY OF FALFURRIAS, TEXAS
STATEMENT OF NET POSITION
DECEMBER 31, 2012

ASSETS:
Cash and cash equivalents

Receivables { net of allowances for uncollectibles):

Taxes

Accounts

Other
Accrued Interest Receivable
Internal Balances
Due from other governmenis
Inveniories
Restricted assets:

Cash and cash equivalents

[EAeTET ¥
P

LIABILITIES:
Accounis payable
Accrued expenses
Due to other governments
Other current liabilities
Meler deposits
Liabilities dua within one year:
Current portion of bonds payable
Liabilites due in more than ong year:
USDA cash advances
Revenue bonds payable
Total Liabilities

DEFERRED INFLOWS OF RESOURCES:
Uneamed revenue
Total Deferred Inflows of Resources

NET POSITION
Net Invesiment in Capital Assels
Restricted For:
Federal and State Programs
Capital Projects
Law Enforcement
Tourism
Municipal Court Building Security
Municipal Court Technology
Other Purposes
Unrestricted
dola i

e e
|3 R

O O (R AL S R e

The accompanying notes are an integral part of this statement.

EXHIBIT A-t

Primary
Govemment
Governmental Component
Actlvilles Unit

$ 1,987,886 870,097
334,350 -

112,185 498,103
202,435 -
1,044 -

79,870 162,347

- 170,617

- 1,524,069

4,133,826 9,989.6§1

172,104
6,088
5,996

105,892

2,912,000

263,798

33,638
164,956

145,000

150,000

3,202,080

747,392

134,297

134,297

1,221,826

258,891
31,120
119,527
449,064
31,700
3,427
7.018
1,392,646

9,694,681




CiTY OF FALFURRIAS, TEXAS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2012

Program Revenues

Operating Capital
Charges for Granis and Granis and
Functions/Programs Expenses Services Contributions Contributions
Expenditures:
General govemmeni $ 362418 § 380635 % - $ 118,542
Sanitation 569,680 634,381 - -
Municipal Court 240,436 300,454 - =
Public Safely 887,182 123,346 90,890 =
Streels 213,258 - - -
Heaith and welfare 106,319 - = =
Parks and recreation 305,178 - - =
Tourism 121,008 = - -
Total governmental activities 2,805,475 1,438,816 90,890 118,542

Total Primary Government

COMPONENT UNIT:
Enterprise

$ 2805479 $__ 1438816 $ 90,890

$ 2640330 § 3073470 % -

$ 118,542

General Revenues:

Property Taxes

Sales Taxes

Franchise Taxes

Occupancy Taxes

Alcoholic Beverage Taxes

Miscellaneous

Unresiricted Investment Eamings
Transfers

Total General Revenues.e_md Transfers

‘Nel Position’ ‘Beginnlng
Net Position - Ending

The accompanying notes are an integral pad of this statement.
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Net (Expense)
Changes in

Revenug and
Net Position

Governmental
Activities

Componant
Unit

$ 136,759

64,701

60,018
(672,946)
(213,258)
(106,319)
(305,178)
121,008}
(1,157,231)
(1,157.231)

385,857
796,414
200,355
81,584
551
75,041
8,522

s 433140

1,548,324

R g TG BRT
3,124,126 12,027,701
$___3515210 $__ 12467522

16
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CITY OF FALFURRIAS, TEXAS
BALANCE SHEET - GOVERNMENTAL FUNDS
DECEMBER 31, 2012

HotelMotel
General Occupancy Tax
Fund Fund

ASSETS: .
Cash and cash equivalents $ 1,134,591 $ 409,107
Receivables { nel of allowances for uncollectibles):

Taxes 334,350 =

Accounts 112,185 -

Other 183,974 18,461
Accrued Interest Receivable
Due from other funds
Due from other governments
:t_:_::la,;u-;-_tyggg,s. ?:‘:;:‘E::E:‘;::‘fr::‘r::z:;‘ ................ vl : ¥ FAT A

AR RERF L L rd U Ik be s perzhbe Lot L aXata Do he 07 K B e BY OF e o L P RRRF ety

LIABILITIES:
Accounis payable $ 124,919 $ 643
Accrued expenses 6,088 -
Due to other funds 23,872 -
Due to other governments 22 -
Meter deposits 105,888 =

Total Liabilities 260,789 643
DEFERRED INFLOWS OF RESQURCES:
Unearned revenue 468,647 --

Total Deferred Inflows of Resources 468,647 -
FUND BALANCES:
Restricted:

Restricted for Tourism - 449,064

Restricted for State and Federal Grants - =
Restricted for Donor Intent - =
Restricted for Law Enforcement - =
Restricted for Municipal Court Building Securily = =
Restricted for Municipal Court Technology - =

Assigned 30 -
Unassigned 1,132,221 =
Tolal equity 1,132,251 449,084

2,
o

LE=2

Tolal tiabies And ety B S L NI S

The accoempanying notes are an integral pan of this statement.
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EXHIBIT A-3

Homeland Other Tolal
Security Governmental Governmental
#2 Funds Funds
$ 66,084 $ 378,104 $ 1,987,886
- - 334,350
- - 112,185
- - 202,435
- - 1,044
- 34,222 144,411

46,542

25,835

$ = $ 46,542 $ 172,104
- - 6,088

85,912 34,627 144,411

5,974 - 5,996

4 - 105,892

91,890 81,169 434,491

- - 468,647
S N T ameear
- - 449,064

29 216,027 216,056

- 7.018 7,018

- 119,527 119,527

- 31,700 31,700

- 3,427 3,427

= - ao

- - 1,132,221

29 377,699 1,959,043
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CITY OF FALFURRIAS, TEXAS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION

DECEMBER 31, 2012

Tolal fund balances - governmenial funds balance sheet

Amounts reported for governmental activities in the Statement of Net Position
are different because:

Capital assels used in governmental activities are not reported in the funds.

Property taxes receivable unavailable to pay for current period expenditures are deferred In the funds.

Payables for bond principal which are not due in the current parled are not reported in the funds.

Nel position of governmental activities - Statement of Net Position

The accompanying notes are an integral parst of this stalement.
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§ 1,859,043

4,133,826
334,350

(2,912,000)

5 3,515,219



CITY OF FALFURRIAS, TEXAS

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES - GOVERNMENTAL FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2012

Hotel/Motel
General Occupancy Tax
Fund Fund
Revenue:
Taxss % 1,375,925 $ 81,584
Licensas and permils 78,000 -
Federal and state grants - -
Charges for services 937,016 -
Fines & forfeilures 297,900 =
Interesli 6,002 2,237
Miscellaneous 53,507 14,127
Total revenues 2,748,351 97,848
Expenditures:
General governmenl 340,654 -
Sanitation 547,219 -
Municipal Court 232,330 -
Public Safety 821,936 o
Streels 223,277 -
Health and welfare 102,104 -
Parks and recreation 331,317 =
Tourismm - 115,881
Capital outlay _ 31,145 -
Total expenditures 2,629,982 115,881
Excess (deficiency) of revenues (under) expendilures 118,369 (17.933)
Cther financing sources {uses):
Insurance proceeds 6,332 -
USDA cash advances - -
Total other financing sources (uses) 6,332 -
Excess of revenues and other financing sources over
(under) expenditures and other financing uses 124,701 {17,933)

Fund balances/equily, January 1 1 007 550 466,997
jee Salstvi inin,isl g : = :.: .:-_, AT

The accompanying noles are an integral part of this statement.



EXHIBIT A-5

Homeland Other Total
Security Governmental Gaovernmental

#2 Funds Funds
$ = $ = $ 1,457,509
- - 78,000
90,890 81,542 172,432
- 37,000 974,016
- 125,900 423,800
29 253 8,522
- 1,075 68,709
90,919 245,770 3,182,988
- 8,165 348,819
- - 547,219
- - 232,330
90,890 23,163 935,989
- - 223,277
- - 102,104
- - 331,317
- - 115,881
- 111,885 143,030
90,890 143,213 2,979,966
29 102,557 203,022
- - 6,332
-~ 111,000 111,000
- 111,000 117,332
29 213,557 320,354

1,638,689

& AT
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EXHIBIT A-6
CITY OF FALFURRIAS, TEXAS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2012

Net change in fund balances - total governmental funds $ 320,354
Amounts reported for governmentai activities In the Statement of Aclivilles
("SOA") are different because:
Capital outlays are not reported as expenses in the SOA. 277,629
The depreciation of capital assets used in governmental aclivities is not reported in the funds. {114,545)
Cerlain property tax revenues are deferred in the funds. This is the change in these amounts this year. 7,252
Repaymeni of bond principat Is an expenditure in the funds but is not an expense in the SOA. 37,000
Repayment of capital lease principal Is an expenditure in the funds butis not an expense in the SOA. 11,403

Proceeds of bonds do not provide revenue in the SOA, but are reporied as current resources in the funds. (148,000)

Change in net position of governmental activities - Statement of Activities 3 391,083

The accompanying notes are an integral pant of this statement.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

A. Summary of Significant Accounting Policles

The combined financial statements of the City of Falfurrias, Texas , (the "City") have been prapared in conformity
with accounting principles applicable 1o governmental units which are generally accepted in the Uniled States of
America. The Governmenial Accounting Standards Board ("“GASB" is the accepted standard sefting body for
establishing governmental accounting and financial reporting principles.

1.

Reporting Entity

The City's baslc financial statements include the accounts of all its operations. The GCity evaluated whether any
olher enfily should be included in these financial statemenls. The criteria for including organizations as

component units within the Cily's reporting entity, as set forth In GASB Statement No. 14, *The Financial
Reporting Entity,” include whether:

- the organization Is legally separate (can sue and be sued In its name)

- the City holds the corporate powers of the organization

- the City appoints a voling majority of the organization's board

- the Gily is able to impase its will on the organization

- the organization has the potential to impose a financlal benefivburden on the Gity

- there Is fiscal dependency by the organization on the City

- the exclusion of the organization wou'd resull in misleading or Incomplete financial statements

The City also evalualed each legally separate, tax-exempl organization whose resources ars used principally 1o
provide support to the City lo determine if ils omission from the reporting entily would result In financial
stalements which are misleading or incomplete. GASB Statement No. 14 requires Inclusion of such an
organization as a component unit when: a) The economic resources received or held by the organization are
entirely or almost enfirely for the direct benefit of the City, its component units or its constituenls; b) The Cily or
its component units are entitied to, or have the ability to olherwise access, a majority of the economic resources
received or held by the organization; and ¢) Such economic resources are significant to the City.

Based on these criteria, the City has one discrelely presented component unit. Additionally, the Cily is not a
component unit of any other reporting entity as deflned by the GASB Slalement. The following is & brief review
of the potential component unit addressed in defining the government’s reporting entity.

Utlity. Board of Falfuri

The Utility Board is a separately funclioning enterprise fund of the City of Fallurrias, Texas. It was formed in
accordance with a bond ordinance whereby $1,300,000 of utiity revenue bonds were authorized on
Seplember 7, 1949, for the City lo acquire the local uliity system, specifically, the waler, sewer, and natural
gas systems. The bond ordinance (Section 38) generally provides that management and control of the Utility
System and the expenditure and application of the revenues of the System shall be placed in the hands of &
Board of Trustees during such time as any bonds secured by a pledge of revenues of the System are
oulstanding. This ordinance has been part of the Utiity Board's debt instruments since then and is still in
efiect. See Subsequent Event Note Q. The The Utility System's Board of Truslees is composed of the current

Mayor of the City and four citizens of Brooks County who are nominated by the Board for four-year terms, with
final approval made by the Gity Councill.

The Utiity Board provides monthly transfers of 4.7% of ulility system revenues as an operational fee to the
City. Furhermore, the City does not subsidize any wiility function through general lax revenues nor
does It have oversight over the Ulility Board's budget. The City, howsver, does have uitimale authority over
rate increases and the issuance of bonded indebtedness. The Utiity Board performs certain services for the
City at no charge, such as the collection of garbage fees wilh uliity bills, mainlenance of all fire hydrants in
the City, and the Installation, maintenance and provision of water fo the Imigation system at the
golf course. Consequently, the Utility Board Is a component unit of the City of Falfurias, Texas. Complete
financial statements aof the component unit may be obtained at the entily's administrative office:



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

The Utility Board of Falfuriias
P.O.Box 518
Falfurrias, TX 78355

Belated Organizations and Jointly Govemed Organizalions

Relaled organizations and joinlly govermed organizations that are administered by separate boards or
commissions provide services within the Cily, but the Cily is not financially accouniable, and such
organizations are therefora not component units of the City, even though the City Council may appoint a
voling majarity of an organization’s board. Consequently, financial Iinformation f{or the Falfurrias
Housing Autharity is not included in these financial statemenls.

2. Basis of Presentation, Basls of Accounting

a. Basis of Presentation

Government-wide Statements: The statemenl of net assels and the statement of activities include the
financial acliviies of the overall government. Eliminations have been made to minimize the
double-counting of internal aclivities. Governmental activities generally are financed through taxes,
intergovernmental revenues, and other nonexchange transactions.

The statement of aclivilies presents a comparison belwsen direct expenses and program revenues for
each function of the Cily's governmental activities. Direct expenses are those that are specifically
assoclaled with a program or function and, therefore, are clearly identifiabie to a paricular function. The
City does not allocate indirect expenses in the statement of activilies. Program revenues include (1) fees,
fines, and charges paid by the recipienis of goods or services offered by the pregrams and (2) granls and
confributions that are restricled to meeling the operational or capital requirements of a paricular

program. Revenuss that are net classified as program revenues, including all taxes, are presenled as
general cevenues.

Fund Financial Stalements: The fund financial statements provide information about the City's funds,
with separale slatements presented lor each fund calegory. The emphasis of fund financlal statements Is
on major governmental funds, each displayed in a separale column. All remaining govermnmental funds
are aggregaled and reported as nonmajer funds.

The City reports the following major governmental funds:

General Fund. This is the City's primary operating fund. It accounts for all financlal resources of the
City except those required to be accounted for in another fund.

HoteliMotel Occupancy Fund, This fund Is used to account for taxes assessed by the City on hotel/mote!
occupancy and the related expenditures for advertising, promotion, er tourism.

Homeland Security #2. This fund is used to account for monies received from the Department of
Homeland Security 1o provide for certain overlime and other costs of the police depanment.

b. Measurement Focus, Basis of Accounting

Government-wide Flnanclal Statements: These financial statements ars reported using the economic
resources measurement focus. They are reported using the accrual basis of accounting. Revenues are
recorded when eamed and expenses are recorded at the lime liabifties are Incurred, regardless of when
the related cash flows take place. Nonexchange transactions, In which the Cily gives (or receives) value
without directly recelving (or giving) equal value In exchange, Include property taxes, grants,
entitlements, and donations. On an accrual basls, revenue from propery laxes is recognized in the fiscal
year for which the taxes ars levied. Revenue from grants, entitlements, and donatiens is recognized in the
fiscal year in which all eligibility requirements have been satisfied.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

Govemmental Fund Financial Slatemenis: Govermnmental funds are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Under this method, revenues
are recognized when measurable and available. The City does not consider revenues coflected afler its
year-end lo ba avallable in the current period. Revenues from local sources consist primarily of property
taxes. Property tax revenues and revenues received from the Slate are recognized under the
susceptible-to-accrual concept. Miscellaneous revenues are recorded as revenue when recelved in cash
because they are generally nol measurable unti actually received. Investment earnings are recorded as
eamed, since they are both measurable and available. Expendilures are recorded when the related fund
liabllity is incurred, except for principal and Interest on general long-term debt, claims and judgmenis,
and compensated absences, which are recognized as expenditurss lo the extent they have malured.
General capital asset acquisitions are reported as expendilures in governmental funds. Proceeds of
general long-term debt and acquisitions under capital leases are reported as other financing sources.

When the City incurs an expendilure or expense for which both restricted and unrestricted resources may
be used, il is the City's policy to use restricled resources first, then unrestricted resources.

3. Financial Statement Amounis

a.

Property Taxes

Property taxes are levied by October 1 on the assessed value listed as of the prior January 1 for all real
and business personal property in conformity with Subtille E, Texas Property Tax Gode. Taxes are due on
recelpt of the tax bill and are delinquent if not pald before February 1 of the year foliowing the year in
which imposed. On January 1 of each year, a 1ax lien attaches to property lo secure the payment of all
taxes, penalties, and Interest ultimately imposed. Propery tax revenues are considered available
when they become due or past due and recelvable within the current period.

Allowances for uncollectible lax recelvables within the General Fund are based wpon historical
experlence In collecling property taxes. Uncollectible personal property taxes are perlodically reviewed

and written off, but the City Is prohibited from writing off real property taxes without specific statutory
authority from the Texas Legislatura.

The Cily operates under the laws of the State of Texas as a Type A General Law City, and Is limited to
a maximum annual rale of 1-1/2% of taxable property of the Cilty. Neither the slate law nor the cily
charter limits the proportion of this total tax rate that may be applied io debt service. The 2011 (ax rate
was $.50000 on assessed value of $77,220,804 and was disiributed to the General Fund. The 2012 tax

rale is $.50000 on an assessed value of $79,178,407 with collections of $134,297 which Is deferred to
2013.

Inventeries and Prepaid ltems

inventories on the balance shest are stated at welghled average cosl. Invenlory ilems are recorded as
expenditures when they are consumed.

Ceraln payments to vendors reflect cosls applicable 1o future accounting periods and are recorded as prepald
ftams.

Capilal Assels

Purchased or consiructed capital assets are reporled at cost or estimated historical cost. Donated fixed assets
are recarded at their estimated fair vaiue at the date of the donation. The cost of normal maintenance and repairs
that do not add to the value of the asset or materlally exiend assets’ lives are not capitalized. A capialization
threshold of $5,000 is used.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

Capital assels are being depreciated using the straight-line method over the following estimated useful lives:

Estimated

Asset Class Useful Lives
Infrastructure 20
Buiidings 40
Building Improvements 20
Vehlcles 2-15
Office Equipment 3415
Computer Equipment 3-15

Impairment losses relaled to capital assets are recognized and measured when there has been a
significant, unexpected decline in the service utility of capital assets. The events or changes In
clreumstances which igad lo impairment determinations are not considered fo be normal or ordinary.
The sewvice utilly of a capilal assel is the usable capacity which, at acquisition, was expecled to be
used or provide service. Common indicators of impairment include - evidence of physical damage
where the level of damage Is such thal restoration efforts are needed to restora service utility; enactment
of laws or approval of regulations as well as changes in environmental faclors; technologlcal
developmenis, or other evidence of obsolescence; changes in the manner of duration of use of capital

assets; or construclion stoppage due to iack of funding. There were na Impaiment charges during fiscal
year 2012.

d. Receivable and Payable Balances

Cument eamnings are charged with bad debts for accounts to be set aside in an allowance for doubtiul
accounts. Receivables are reflecled in the balance sheet net of these accounts. Accounts deemed
uncollectible are charged off to this allowance account.

There are no significant receivables which are not scheduled for collection within one year of year end.

e. Interfund Activity

Interfund activity results from loans, services provided, reimbursements or transfers between funds. Loans
are reported as interfund receivables and payables as appropriale and are subjecl lo elimination upon
consofidation. Services provided, desmed lo be at markel or near market rales, are lrealed as revenues
and expendiures or expenses. Reimbursemenis occur when one fund incurs a cost, charges the
appropriate benefiting fund and reduces ils relaled cost as a relmbursement. Al other interfund
transactions are irsaled as transfers. Transfers In and Transfers QOut are nefted and presented as a single
"Transfers” line on the govemmentwide statement of aclivilies. Similarly, inlerfund receivables and
payables are netled and presented as a single "Internal Balances" line of the governmeni-wide

statemment of net assets.

f. Fund Equity
Fund balances of the governmental funds are classified as follows:
Nonspendable Fund Balance - represents amounts that cannot be spent because they are sither not In
spendable form (such as Inventory or prepald insurance) or legally required lo remain intact {such as
notes receivable or principal of a permanent fund).

Restricted Fund Balance - represents amounts that are constrained by axtemal pariles, conslitutional
provisions or enabling legistation.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

Commitled Fund Balance - represents amounts that can only be used for a specific purpose pursuant to
constraints imposed by City ordinance or resolution no later than the close of the fiscal year. Commitled
amounls cannot be used for any olher purpose unless the City Council removes those constrainls by
taking the same type of formal aclion. Commited fund balance amounts may be
used for other purposes with appropriate due process by the Gity Councll. Committed fund balance
amounts differ from restricled balances in that the constraints on their use do nol come from outside
parties, constitutionat provisions, or enabling legislation,

Assigned Fund Balance - represenis amounts which the City intends to use for a specific purpose, but
that do not meel the criteria 1o be classified as restricted or commilted. Intent may be slipulated by the
City Councit or by an official or body to which the City Councit delegates the authority. Specific
amounis that are not restricled or committed in a special revenue, capital projecls, debt service or
permanent fund are assigned for purposes in accordance with the nature of their fund type or the fund's
primary purpose. Assignmenis within the general fund conveys that the Inlended use of those amounis is
for a specific purpose thal is narrower than the general purposes of the City itself.

Unassigned Fund Balance - represents amounis which are unconstrained Iin that they may be spent for
any purpose. Only the general fund reports a positive unassigned fund balance. Other governmentai
funds might report a negative balance in this classification because of overspending for specific
purposes for which amounts had been restricted, commilted or assigned.

When an expenditure is incurred for a purpose for which both restricted and unrestricled fund balance is
available, the City considers restricled funds to have been spent first. When an expendilure is Incurred
for which committed, assigned, or unassigned fund balances are avallable, the City considers amounis
1o have been spant first out of committed funds, then assigned funds, and finally unassigned funds.

Q. Use of Estimates
The preparation of financial statements in conformity with GAAP requires the use of management's eslimates.
B. Compliance and Accountability
1. Finance-Relaled Legal and Contractual Provisions

In accordance with GASB Stalement No. 38, "Certain Financlal Statement Note Disclosures,” violations of finance-
related legal and contractual provisions, if any, are reporied below, along with actions taken lo address such violations:

Viplation Actlon Taken
None reporied Not applicable

2. Deficit Fund Balance or Fund Net Assets of Individual Funds

The following are funds having deficit fund balances orfund net assets at year end, if any, along with remarks which address
such deficils:

Deficit
Fund Nama Amount Bemarks
None reported Notapplicable  Nof applicable

C. Deposils and Investmenis

The City's funds are required to be deposited and invested under the terms of a deposilory contracl. The depository
bank deposits for safekeeping and trust with the City's agent bank approved pledged securities in an amount sufficient
to protect Clly funds on a day-to-day basis during the period of the contract. The pledge of approved securities s

walved only to the extent of the depository bank's dollar amount of Federal Deposit Insurance Corporation ("FDIC")
insurance.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

1. Cash Depaosils

Al December 31, 2012, the canmylng amount of lhe City's deposils (cash, cerfificates of deposit, and
interest-bearing savings accounis included in temporary investments) was $1,987,886 and the bank balance was
$2,099,242, The City's cash deposils at December 31, 2012 and during the year ended December 31, 2012,
were entirely covered by FDIC insurance or by pledged collaleral held by the City's agent bank in the City's
name. In addition, the component unil had deposits with a camrying value of $2,394,170 and a bank balance of
$2,486,788 at December 31, 2012, which were entirely covered by FDIC insurance or pledged collateral held by
the component unit's agent bank in the component unit's name.

2.  Investments

The City Is required by Governmeni Code Chapter 2256, The Public Funds Investment Acl, to adopt,
implement, and publicize an Investment pollcy. That policy must be writlen; primarily emphasize safety of
princpal and fiquidity; address Invesiment diversificalion, yleld, and malurty and the quality and capability of
investment management; and inciude a fist of the types of authorized Iinvesiments in which the investing

enlity's funds may be invesled; and the maximum allowable stated maturily of any individual invesiment
owned by the entity.

The Public Funds Investment Act ("Aci”) requires an annual audil of investment practices. Audit procedures in
this area conducted as a part of the audit of the general purpose financial statements disclosed that in the
areas of investment practices, management reports and establishment of appropriale policies, the City did not

adhere to the requirements of the Acl. Additionally, investment practices of the City were in accordance with
local policies.

The Act determines the types of invesiments which are allowabla for the City. These include, with cerain
restriclions, (a) obligations of the U.S. Treasury, certain U.S. agencles, and the Siate of Texas, (b) cedlificales
of deposit, (¢) certain municipal securities, (d) money market savings accounts, (e) repurchase agreements, (f)

bankers acceplances, (g) mutual funds, (b) investment pools, (i) guaranieed Invesiment contracts, and (j)
comman trust funds.

The Gity's Investments are categorized lo give an indication of the level of risk assumed by the Cily at year
end. These custodial risk categories are as follows:

Category 1 - Investments that are insured, registered or held by the City or by its agent in the Cily's
name.
Calegory 2 - investments thatare uninsured and unregistered held by the counterparty’s trust department o

agent in the City's name.
Category 3 - Uninsured andunregisteradinvesiments held by the counterparty, its trusidepariment orits a¢
but not in the City's name.

The City had no investments at December 31, 2012,

28



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

The City's general policy is to report money market investmenls and shortterm parlicipaling interest-earning
Invesiment confracls at amorlized cost and to report nonparticipating interest-eaming Investment contracls using
a cost-based measure. However, if the fair value of an Investment is significantly affected by the impairment of
the credit standing of the Issuer or by other factors, It Is reported at fair value. All other investments are reported
at fair value unless a legal coniracl exists which guarantees a higher value., The term “shori-lerm” refers 1o
investments which have a remaining ferm of one year or less at time of purchase. The term "nonparticipating”
means that the investment's value does not vary with market interest rate changes. Nonnegotiable cerificates of
deposit are examples of nonparicipating interest-earning invesiment conltracts.

3. Analysis of Specific Deposit and Investment Risks

GASB Slatement No. 40 requires a delermination as to whether the City was exposed 1o the following specific
investment risks at year end and if so, the reporting of the cerlain refated disclosures:

a. Credit Risks

Credit risk Is the risk that an issuer or tother counterparty to an investment will not fulfill its obligations.
The ralings of securilies by nationally recognized rating agencies are designed lo give an indication of
credit risk. Af the end of the period, the Gily was nol significantly exposed to credil risk.

b. Custedial Credit Risk

Deposils are exposed lo custodial credit risk if they are not covered by depository Insurance and the
deposits are uncollateralized, collateralized with securiles held by the pledging financial institution, or

collateralized with securities held by the pledging financial institution's trust depariment or agent but
not in the City's name.

Investment securities are exposed to custodiai credit risk if the securities are uninsured, are not
registered In the name of the govemment, and are held by either the counterparly or the counterparty's
trust depariment or agent but not in the City's name.

At the end of the period, the City was nol exposed lo custodial credit risk.

c. Concentrafion of Risk

This risk Is the risk of ioss atiribuled to the magnitude of govemnment's investment in a single issuer, At
the end of the period, the City was not exposed to concentration of credit tisk.

d. Interest Rate Risk

This is the risk that changes in interest rates will adversely affect the fair value of an investment. Al the
end of the perlod, tha City was not significanily exposed to Interest rate risk,

e. Foreign Currency Risk

This is the risk that exchange rates will adversely affect the fair value of an invesimenl. At the end ot
the period, the City was not exposed to foreign currancy risk.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

D. Capilal Assels

Capital asset activity for the year ended December 31, 2012, was as follows:

Beginning Ending
Balances Increases Decreases Balances
Govemnmental activities:
Capital assels not being depreciated:
Land $ 12,200 § - - $ 12,200
Consiruction in progress 3,105,129 111,885 - 3,217.014
Total capital asseis not being depreciated 3,117,329 111,885 - 3,229,214
Capilal assets being depreciated:
Bulldings and improvements 848,637 53,269 - 901,906
Infrastructure 93,615 - - 83,615
Equipment 429,488 15,650 - 445,138
Vehicles 509,377 96,824 - 606,201
Total capital assels being deprecialed 1,881,117 165,743 - 2,046,860
Less accumulaled depreciation for:
Buildings and improvements {324,061) {(35.671) - (359,732)
Infrastructure (35,107) {4,681) - {39,788)
Equipment (206,691) (39,001) - {245,692)
Vehicles (461,843) (35,193) - {497,036
Total accumulated depreciation (1,027,702} (114,546) - (1,142,248
Total capital assels being depreciated, net 853,415 51,197 -- 904,612
Governmental activities capital assets, net $ 3,970,744 § 163,082 $ - 3 4,133,826
Depreclation was charged to functions as follows:
General Government § 13,599
Sanitalion 22,461
Municipal Court 8,106
Public Safety 38,558
Strests 9,184
Health & Welfare 4,215
Parks & Racreation 13,296
Tourism 5127
$ 114,546

E. [pterfund Balances and Activity

1. Due To and From Other Funds

Balances due to and due from other funds at December 31, 2012, consisted of the following:

-Due To Fund Due From Fund Amount Purpose
General Fund Other Governmental Funds 3 88,897 Short-term loans
Other Governmental Funds Other Govemmental Funds 34,222 Shor-lerm loans
Hote! Motel Fund General Fund 21,292 Shor-term loans

Total

All amounts due are scheduled to be repaid within one year.

$ 144,411



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

B

2. Transfers To and From Other Funds

There were no Transfers To and From Other Funds in the current year.
Long-Term Obligations
1. Long-Term Obligation Actlvity

Long-term obligations Include debt and other long-term liabilities. Changes in long-term obligations for the year ended
December 31, 2012, are as follows:

Amounts
Beginning Ending Bue Within
Balance Increases Decreases Balance One Year
Capital leases 11,403 - 11,403 - -
USDA cash advances 2,801,000 148,000 37,000 2,912,000 -
Total governmental activities $ 2812403 § 148,000 § 48,403 $ 2,912,000 § —

The City is the reciplent of $3,052,000 in revenue bonds from the USDA for ulility Improvemenis. During the
construction phase, draws are being accounted for as "USDA Cash Advances". At the completion of the
project, the advances will be converled 1o revenue bonds and will be certified by the Atlomey General's office
of the State of Texas, paying 4.125%, maluring in 2048, with an average payment of $157,883 per year,
including interest. Also at completion of the project, the bond and these relaled assets will be conveyed to the
Uity Board of Falfurrias {discretely presented component unity of lhe Cily of Falfurdas) for their use and
vperation. The Utility Board of Falfurrias has pledged all of its nel revenue fo pay the revenue bonded debt
and will assume the full obligation for its payments. The cash advances to the Cily of Falfurrias are:

2012 2011
Cash Advances $ 2912000 % 2,801,000

G. Risk Management

The City is exposed to various risks of loss related to torls, theft, damage or destruction of assels, errors and omissions,
Injuries to employees, and natural disaslers. Durng fiscal year 2012, the City obtained general liabiity and major
medical coverage at a cosl that is considered to be economically justifighle by joining together with other
governmenizal entities in the State as a member of the Texas Municipal League Intergovernmental Risk Poo! ("TML").
TML is a self-funded pool operating as a common risk management and insurance program. The City pays an annual
premium to TML for its above insurance coverage. The agreement for the formation of TML provides that TML will
be self-sustaining through member premiums and will reinsure through commercial companies for claims in excess of
acceplable risk levels; however, each category of coverage has its own level of reinsurance., The City continues fo
carry commerclal Insurance lor other risks of loss. There were no significant reduclions in commercial insurance
coverage In the past fiscal year and settled clalms rasulting from these risks have nol exceeded coverage in any of the
past thres fiscal years.

Penslon Plan

Blan Description

The OCity provides pension benefils for all of ils eligible employees through a non-tradifional, joint contributory,
hybrid defined benefit plan in the state-wide Texas Municipal Retirement System (TMRS), an agent

mulliple-employer public employse ralirement system. The plan provisions that have been adopled by the City are
within the options available in the goveming state statutes of TMRS.

k)|



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

TMRS issues a publicly available comprehensive annua! financial report that Includes financial statemenis and
required supplementary information (RSl) for TMRS; the repor also provides detailed explanations of the
contributions, benefils, and acluatial methods and assumptions used by the System. This report may be obtalned
by wriling to TMRS, P.O. Box 149153, Austin, Texas 78714-2153 or by calling 800-924-8677; In addition, the
report is available in TMRS' website al www. TMRS.com.

The plan provisions are adopted by the governing body of the City, within the options available in the slate stalules
govaining TMRS. Plan provisions for the City were as fallows:

2010 2011 2012

Employee deposit rate 5% 5% 5%
Matching ratio (city to employee) 1tot 1io1 1to1
Years required for vesting 5 5 5
Service retirement eligibility ©60i5, 0/25 60/5, 0/25 60/5, 0/25

{expressed as agefyears of service)
Updated sevice credit 0% 0% 0%

annually repeating {Y/N) N N N
Annuity increase to retirees 0% 0% 0%

annually repeating (Y/N) N N N

Contributions

Under the slate law governing TMRS, the contribution rala for each city Is determined annually by the actuary,
using the Projected Unit Credit acluarial cost method. This rate cansists of the normal cost contribution rate and the
prior service cost contribution rate, which is calculated to be a level percent of payroll from year to year. The
normal cosl contribution rate finances the porion of an aclive member's projected benefit allocated annually; the
ptior sarvice conlribution rale amortizes the unfunded (overfunded) acltuvarial liability (asset) over the applicable
period for thatl city. Both the normal cost and prior service contribution rates Inciude recognition of the projected
impact of annually repealing benefits, such as Updated Service Credils and Annuity Increases.

The City contributes lo the TMRS Plan at an actuarially determined rate. Both the employees and the City make
contributions monthly. Since the City needs lo know ils contribution rate in advance for budgetary purposes, there Is
a one-year delay between the acluarial valuation thal serves as the basis for the rate and the calendar year when
the rate goes inlo effecl. The annual pension cost and net pension obligation/{asset) are as follows:

Annual Aclual Percentage Net Pension
Fiscal Year Pension Contribution of APC Obligation/
Ending: Cost (APC) Mads Contributed (Asset)
12/3110 § 42,240 § 42,240 100.0% $ =
123111 § 37,104 § 37,104 100.0% $ -
12/3112 & 17,031 $ 17,031 100.0% § 3
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

The required contribution rates for fiscal year 2012 were determined as parl of the December 31, 2009 and 2010

actuarial valuations. Additional information as of the latest actuarial valuation, December 31, 2012, also follows:

Valuation Date: 12/31/10 12/31111 12/31/12
Actuarial cost method Projected Unit  Projected Unit  Projected Unit
credit credit credit
Amorlization method Level percent  Level percent  Level percent
of payroli of payroll of payroll
GASB 25 Equlvalent Single 21.6 years - 20.7 years - 19.6 years -
Amortization period closed period closed period  closed period
Amortizatlon Period for new
Gains/Losses 16 years 17 years 16 years
Assel valualion melhod 10 year 10 year 10 year
Smoothed Smoothed Smoothed
Markel Market Market
Assumptions
Investment return 7.0% 7.0% 7.0%
Projected salary Increases varies by age varies by age  varies by age
and service and service and service
Inflation 3.0% 3.0% 3.0%
Cost of living adjusiments 0.0% 0.0% 0.0%

The funded stalus as of December 31, 2012, under the two separate acluarial valuations, is as follows:

Actuarial Actuarial

Actuarial Unfunded UAALasa
Valuation Value of Accrued Funded AAL Covered % of Covered
Date Assels Liability {AAL) Ralio (UAAL) Payroll Payroll
12/3112 $ 697314 % 838,510 83.2% $ 141,196 § 470,501 30.0%

Actuarial valuations Involve estimates of the value of reported amounts and assumplions about the probability of
avents far into the fulure. Acluarially determined amounts are subject lo continual revislon as actval results are
compared to past expectations and new estimates are made aboul the future,

Actuarial calculations are based on the benefils provided under the terms of the subslantive plan in effect at the
time of each valuation, and reflect a long-lerm perspective. Consistant with that perspective, actuarial methods and
assumplions used include lechniques thal are designed to reduce short-term volatiity in acluarial accrued liabilities
and the acluarial value of assets. The schedule of funding progress, presented as Required Supplementary
information following the notes to the financial statemenls, presents multi-year trend informalion about whether the

acluarial value of plan assels Is Iincreasing or decreasing over fime relative to the actuaral accrued liability of
benafits.

B. Supplemental Death Benefits Fund

The City also participates in the cost sharing multiple-employer defined benefit group-term life insurance plan
operaled by the Texas Municipal Retirement System (TMRS) known as the Supplemental Death Benefils Fund
(SDBF). The City elected, by ordinance, to provide group-lerm life insurance coverage to both cument and
relired employses. The City may terminate coverage under and discontinue participation in the SDBF by
adopting an ordinance before November 1 of any year to be effective the following January 1.



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

J.

The death beneiit for active employees provides a lump-sum payment approximately equal to the employes's
annual salary, calculaled based on the employee's actual earnings, for the 12-month period preceding the
month of death; retired employees are insured for $7,500; this coverage Is an "other postemployment benefit*

or OPEB.

_ Plan Year Plan Year

The city offers supplementai death to: 2012 2011
Aclive Employees Yes Yes
Retirees Yes Yes

The City contrbutes 1o the SDBF at a confraclually requited rate as delermined by an annual acluarial
valuation. The rate Is equal to the cosl of providing one-year term fife insurance. The fuding policy for the
SDBF program is lo assure that adequate resources are available to meet all death benefit paymenis for the
upcoming year; the intent Is not to pre-fund retiree term life insurance during employees' enlire careers.

The City's contribulions to the TMRS SDBF for the years ended 2012, 2011, and 2010 were $0, $0, and
$445, respectively, which equaled the required contributions each year.

Schedule of Contribution Rales:
{RETIREE-oniy portion of the rate)

Annual Actual
Plan/ Required Contribution Percentage
Calendar Contribution Made of ARC
Year (Rate) (Rate) Contribuled
2010 0.05% 0.05% 100.0%
2011 - - 100.0%
2012 - - 100.0%

Heallh Care Coverage

During the year ended December 31, 2012, employees of the City were covered by a health insurance plan (the
Plan). The City paid premiums of $392 per month per employes {o the Plan. Employees, al their option, authorized
payroll withholdings to pay premiums for dependents. All premiums were paid to a licensed insurer. The Plan was
authorized by Article 3.51-2, Texas Insurance Cede and was documented by contractual agreement.

The contract between the City and the licensed insurer is renewable Cctober 1, 2013, and terms of coverage and
premium cosis are included in the contractual provisions.

Latest financlal statemenis for the Texas Municipal League are avallable for the year ended December 31, 2012,

have been filed with the Texas State Board of Insurance, Austin, Texas, and are public records. See also Aisk
Management fooinole.

Commitments and Contingencles

1. Contingencles

The City paricipates in grant programs which are governed by varlous rules and regulalions of the grantor
agencies. Costs charged to the respeclive granl programs are subject to audil and adjustment by the grantor
agencies; therelore, to the extent that the City has not complied with the rules and regulations governing the
grants, refunds of any money received may be required and the collectibility of any related receivable may be
impaired. In the opinion of the Cily, there are no significant contingent liabilities relating to compliance with
the rules and regulations goveming the respective grants; therefors, no provision has been recorded in the
accompanyling basic financial statements for such conlingencies.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2012

2. Liigation

The City Is party to various legal proceedings which normally occur in governmental operations. These legal
proceedings are not likely to have a material adverse Impact on the affected funds of the City.

K. Closure and Posiclosure Care Cost

The City does not maintain any landfill facilities, and therefore no accrual for these care costs is necessary.

L.  Accountis Recelvable

Accounts receivable at December 31, 2012, consist of the following:

Account Allowance for
Balance Uncollectibles Net
Taxes $ 487,488 $ (153,138) % 334,350
Accounts 152,435 (40,250) 112,185
Other 202,435 - 202,435

$ 842358 $ (193,386) % 648,970

The component unil had accounts receivable of $613,559, less allowance for uncollectibles of $115,451, for a net of
$498,108.

M. Deferred Revenue

Defeired revenue al year end consisted of the following:

Deferred

Revenug Description Fund Amount
Property lax revenue General $ 334,350
2012 Property taxes deferred 1o 2013 General 134,297
Tolal Beferred Revenue $ 468,647

N. Excess Expenditures Over Appropriations

Tha following Is a list of the excess of expenditures over appropriations, at the legal conlro! by an individual fund:

Fund Type Depariment Amount
General Fund Sanitation $ 22,219
General Fund Capital OQutlay 31,145

0. Non-Budgeted Funds

The City did not adopt a budget for the Gifls and Bequests Fund, as any gift is budgeted by specific action. Donations
totaled $0, and expenditures tolaled $0 in the current year.
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P.

Eree Waler Service

Franchise Fees:

The Utility Board is under contract lo pay the City of Falkwrias, Texas, a 4.7% franchise tax on its gross water and
sewer revenuas. For 2012 and 2011, this amount was $136,723 and $141,268, respectively. The 2012 and 2011
paymenis included the $37,000 and $36,000, respecitively, by the Ullity Board to the City for its scheduled USDA
Cash Advance reduction.

Free Waler Service:

The Utility Board of Falfurrias, Texas, provides free waler to the City for all of its operational needs. In 2012 and

2011, the City used 37,602,200 and 67,458,200 gallons, respectively, or $131,382 and $235,699 value of free
service, respectively.

Subsequent Event

The City of Faliurrias City Council voted on July 17, 2013 to refund the Uiilily Board's Bond Debt. This action will
shorien the debt's current payoul term from 35 years to 20 years, with a net future value savings from cash flow of
$1,190,502 and a net present value savings from cash fow of $106,535. The new debt will not have a stipulation
keeping the City and the Ulility Board from merging into one entity, thus allowing the City Council o have control
over both enlities and the ability to disclve the Ulility Board as il now stands. The final consoloidation Is in process
and has not been finalized with its finalization subject to future council action.
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Required Supplementary Information

Required supplementary information includes financlal information and disclosures required by the Governmental
Accounting Standards Board but not considered a part of the basic financial statements.



CITY OF FALFURRIAS, TEXAS EXHIBIT B-1
GENERAL FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED DECEMBER 31, 2012

Variance with
Final Budget
Budgeted Amounis Positive
Qriginal Final Actual {Negative)
Revenue: HEE
Taxes $ 1327286 § 1,327,286 5 575, Jd9: $ 48,639
Licenses and permits 7,400 7,400 il zRond: 70,600
Charges for services 874,220 874,220 iococORONE: 62,796
Fines & forfeitures 400,500 400,500 iasi2ordon: (102,600)
interes 5,000 5000 Sniiiiaien: 1,003
Misceflaneous 97,835 97,835 i 50 {44,328)
Total revenues 2,712,241 2,712,241 252754 36,110
Expenditures: AR
General govemnment 382,480 378,320 iisey 37,666
Sanitalion 525,000 525,000 2z 725 (22,219)
Municipal Courl 345,015 345,015 o 112,685
Public Safety 919,772 026,062 =gz 104,126
Streels 243,264 243,264 27E 19,987
Health and welfare 111,395 111,395 §2%2 9,291
Parks and recreation 344,830 348,990 i 17,673
Capital outlay - - o (31,145)
Total expendilures 2,871,756 2,878,046 E-ff:’—’ 2:5 248,064
Excess (deficlency) of revenues {under) expenditures {159,515) {165,805) EEEEE;";’ f.!'i% 284,174
Other financing sources (uses): sy f”}% o
Insurance proceeds - : — B Ry 6,332
Tolal other financing sources {uses) -- - s 6,332
Excess of revenues and other financing sources over A,
{(under) expenditures and other financing uses {159,515) (165,805) %g;; 290,506
VLT G T
Fund balancesfequily, January1 1,007,550 1,007,550 2200785
Fing Baians s ea U, e e R AR RS N T AT N A
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CITY OF FALFURRIAS, TEXAS EXHIBIT B-2
HOTEL/MOTEL OCCUPANCY TAX FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED DECEMBER 31, 2012

Variance with
Final Budget
Budgeted Amounis Positive
Original Flnal {Negalive)

Revenue: SR,
Taxes $ 130,000 $ 130,000 HriiuogyhBal § 0 (48,416)
Interast 1,000 1,000 iZEEideiiaaan: 1,237
Miscellaneous = - s L A 14,127
Total revenues 131,000 131,000 ';2:‘;:113 OF: }I_&ii (33,052)

Expenditures: R ,,
Tourism 106,500 126,500 S 10,619
Tolal expenditures 106,500 126,500 RN E 10,619
Excess (deficiency) of revenues {under) expendilures 24,500 4,500 {22,433)
466,997 466,997 AECduE g -
W;; .... ey 7:%5:;;5_% 2 '.,:_’EO. Q’v’?" 0 9,.. : : O O -.?. T
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CITY OF FALFURRIAS, TEXAS
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF FUNDING PROGRESS

TEXAS MUNICIPAL RETIREMENT SYSTEM
YEAR ENDED DECEMBER 31, 2012

Actuarial

Acturial Accrued Unfunded UAAL as a
Acluarial Value of Liability {AAL) AAL Funded Covered Percenlage of
Valuation Assels - Entry Age (UAAL) Ratlo Payroll Covered Payroll
Date (a) (b) (b-a) (a/b) (c) {{b-a)fc)
12/3110 574,453 % 732205 $ 157,752 785% $ 439,511 359%
1273111 651,645 790,621 138,976 B2.4% 474,218 29.3%
1213112 697,314 838,510 141,196 83.2% 470,501 30.0%
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Combining Statements and Budget Comparisons
as Supplementary Information

This supplementary information includes financial staiements and schedules not required by the Govemmental Accounting
Slandards Board, nor a part of the basic financial statements, but are presented for purposes of additional analysis.



CITY OF FALFURRIAS, TEXAS

COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS
DECEMBER 31,2012
Capital
Projects Total
Fund Neonmajor
Special Water Governmental
Revenue System Funds (See
Funds improvements Exhibit A-3)
ASSETS:
Cash and cash equivalents $ 162,451 $ 215653 % 378,104
Recelvables ( net of allowances for uncollectibles):
Due from other funds 34,222 - 34,222
Due from other govern 46,542

ents 46,542 -
AR

IA bt g st

i WA
= e T e S G

rar RNIF LW LN L, c s AL LF A T o e g A A A

B BT D R r B 2

G Ao I A R
e JER SR = AR

SB:B68:

LIABILITIES:

Accounis payable $ 46,542 3 - $ 46,542

Due to other funds 34,622 5 34,627

Totai Liabilities 81,164 [ 81,169

FUND BALANCES:

Restricted: .
Restricted lor State and Federal Granis 379 215,648 216,027
Restricted for Donor Inteni 7,018 - 7,018
Restricted for Law Enforcement 119,627 - 119,527
Restricted for Municipal Court Building Securily 31,700 - 31,700
Restricted for Municipal Court Technology 3,427 - 3,427

Total equity 162,051 215,648 377,699

..............

PR A Lo 172 s

s et N

B kL
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CITY OF FALFURRIAS, TEXAS

COMBINING STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES

NONMAJOR GOVERNMENTAL FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2012 Capital
Projecls Total
Fund Nenmajor
Special Water Govermnmental
Revenue Syslem Funds (See
Funds Improvements Exhibit A-5)
Hevenue:
Federal and slate grants 8 81,542 - $ 81,542
Charges for services - 37,000 37,000
Fines & forfeituras 125,900 - 125,900
Interast 253 - 253
Miscellaneous 1,075 - 1,075
Total revenues 208,770 37,000 245,770
Expenditures:
General govermnmesnt B,165 - B,165
Public Salely 23,163 - 23,163
Capital oulfay 81,542 30,343 111,885
Total expenditures 112,870 30,343 143,213
Excess (deficlency) of revenues (under) expenditures 95,900 6,657 102,557
Other financing sources (usesj:
USDA cash advances - 111,000 111,000
Tolal other financing sources (uses} - 111,000 111,000
Excess of revenuas and other financing sources over
(under) expendilures and other financing uses 95,900 117,657 213,557
Fund balances/equity, January 1 66,151 97,991 ‘ 164,142
N Bat s Ty DBERRBE AT B2 SR e e AU

GO LD LT
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CITY OF FALFURRIAS, TEXAS
COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
DECEMBER 31, 2012

Gifts Law Enforcement Federal
and Seizure Training Forfeiture
Bequesls Fund Grant Fund

ASSETS:
Cash and cash equivalenls $ 8,998 $ 28,527 % 379 3 88

Due from other funds - 3,300 - -
Due from other governments - - -
D L N T b L T T I P S I TP 1T 1S IS NI, yar A A AT AL A ey T s T R A T A AT A T T f
e m{” B At R A AT e T T ey % .:";$‘.-'-' ..... RS S A T ,&.{3..,.:.‘, SRR :
O S S R, R e TR

LIABILITIES:

Accounts payable % - $ - $ = $ -

Due {o other funds 2 980 28,342 - -
Total Liabilities 2,980 28,342 - .-

DEFERRED INFLOWS OF RESOURCES:
FUND BALANCES:

Restricted:
Restricted for Stale and Federal Grants - - 379 -
Restricted for Donor intent 7.018 - - =
Restricted for Law Enforcement - 3,485 - 88
Restricted for Municipal Court Buifding Security - - = =
Restricted for Municipal Court Technology - - -- =
Total equity 7,018 3,485 379 88
gL T e e RS 5 G il b dedenotan L i A e s
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EXHIBIT C-3

Total
Nonmajor
Special
Police Water & Sewer Revenue
Impound Security Replacement Funds (See
Fund Fund Grant #711189 Technology Exhibit G-1)
$ 88,612 % 31,700 $ - $ 3,147 $ 162,451

$ - % - 5 46,542 3 - $ 46,542
1,000 = - 2,300 34,622
1,000 - 46,542 2,300 81,164

- - -—

- 379

= - - - 7,018
115,954 - - - 119,527

- 31,700 - - 31,700

= = - 3,427 3,427
115,954 31,700 - 3,427 162,051

PSSO
AP

2 ! i OB L AR A&
"rgs? 2% - w" LAalaas ‘4 ix P J( 4 : R J"Fz&a@fs.’-
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CITY OF FALFURRIAS, TEXAS

COMBINING STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES

NONMAJOR SPECIAL REVENUE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2012

Gifts Law Enforcement Federal
and Seizure Training Forfelture
Bequesls Fund Grant Fund
Revenue:
Federal and state grants $ - $ - $ - $ =
Fines & forfeitures = = - -
interest = 44 1 -
Miscellaneous - ) 800 = =
Total revenues - 844 1 =
Expenditures:
General government! - - - -
Public Safaty = 9,442 o -
Capital outfay - - = =
Tolal expenditures -- 9,442 = =
Excess (deficiency) of revenues (under) expenditures - (8,598) 1 -

7,018

A8 LY X ]
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EXHIBIT C-4

Total
Nonmajor
Special
Police Waler & Sewer Revenue
Impound Security Replacement Funds {(Ses
Fund Fund Grant #711189 Technology Exhibit C-2)
$ = 8 = $ B1,542 $ - $ 81,542
120,172 2,438 - 3,290 125,900
122 77 = ) 253
275 - - - 1,075
120,569 2,515 81,542 3,299 208,770
- - - 8,165 8,165
13,721 - - - 23,163
- -- 81,542 - 81,542
13,721 - 81,542 8,165 112,870
106,848 2,515 - {4,866) 95,900

9,106 29,185

4,
g T e g L0 K ot A 4 50
Ahavatatatateta
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JOHN WOMACK & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS

JOHN L. WOMACK, CPA P. 0. BOX 1147

KINGSVILLE, TEXAS 78364
{361} 592-2671
FAX (361) 592-1411

JOHN R. WOMACK, CPA
MARGARET KELLY, CPA

Mayor and City Council
City of Falfurrias, Texas
205 E. Allen

Falfurrias, Texas 78355

Meambers of the Board of Trustees:

We have audited, in accordance with the auditing standards generally accepted In the United States of
America and the standards applicable to financial audits contalned in Government Auditing Standards
Issusd by the Comptroller General of the United States, the financial statements of the governmential
activities, the discretely presented component unit, each major fund, and the aggregate remalning fund
information of City of Falfurrias, Texas, as of and for the year ended December 31, 2012, and the related
notes to the financial statements, which collectively comprise City of Falfurras, Texas's basic financial
statements, and have Issued our report thereon dated August 16, 2013.

Internal Control QOver Financlal Reporting

In planning and perferming our audit of the financial statements, we considered City of Falfurrias, Texas's
Internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our oplnions on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of City of Falfurrias, Texas's internal

control. Accordingly, we do not express an opinion on the effectiveness of City of Falfurrias, Texas's
Internal control.

A deficiency in internal control exists when the deslgn or operation of a conirol does not allow management
or employees, In the normal course of performing thelr assigned functions, to prevent, or detect and correct,
misstatements on a timely basls. A material weakness Is a deficiency, or a combination of deficiencies, In
Internal control, such that there Is a reasonable possibllity that a material misstatement of the entily's financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a comblination of deficiencles, in internal control that Is iess severe than a material weakness,
yet important enough to merit atiention by those charged with governance.

Our consideration of Internal control was for the limited purpose described In the first paragraph of this
section and was not designed to identify all deficiencles in internal control that might be material weaknesses
or significant daficiencies and therefore, material weaknesses or significant deficiencies may exlst that were
not identified. Given these limitations, during our audit we did not identify any deficlencies in internal control
that we consider to be materiai weaknesses. However, material weaknesses may exist that have not been
identified. We did identify certain deficiencies In Internal control, described In the accompanying schedule of
findings and questionsd cosls as item(s) 2012-4 to 2012-6, that we conslder to be significant deficiencles.

L PRIVATE COMPANIES PRACTICE SECTION, AICPA DIVISION FOR CPA FIRMS
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Other Supplementary Information

This section includes financial Information and disclosures not required by the Governmental Accounting Standards
Board and not considered a par of the basic financial statements. It may, however, include information which Is
required by other entities.



Compllance and Other Matters

As part of obtaining reasonable assurance about whether City of Falfurrias, Texas's financial statements are
free from materlal missiatement, we performed tests of its compliance with certain provisions of laws,
regulafions, contracts, and grant agreements, 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
opinlon. The results of our tests disclosed instances of noncompliance or other matlers that are required to
be reported under Government Audiling Standards and which are described in the accompanying
schedule of findings and questioned costs as item(s) 2012-1 to 2012-3.

Purpose of this Report

The purpose of this report Is solely to describe the scope of our tesling of internal control and compliance
and the resulls of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity's internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

Respectfully submitled,

L}é"——*—v/y[-e

John Womack & Company, P.C.
Kingsville, Texas
August 16, 2013
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31,2012

A. Summary of Audifor's Besults
1. Financial Statements
Type of auditor's report Issued: Unqualified
Internal control over financial reporting:

One or more material weaknesses identified? Yes X No

One or more significant deficlencies Identified that
are not considered to be materlal weaknesses? Yes X None Reported

Noncompllance material to financial
statements noted? Yes X No

2. Federal Awards

A Single Audit was not required in the current year.

B. Fi ial Stat Eindi
2012-1 State Compiiance - Excess Expenditures over Appropriations (Budgeting)

Condition: The City's Budgetary Comparison Schedule - General Fund refiects several Instances of
excess expenditures over appropriations.

Criteria: The State requires that the City adopt a budget and amend it as necessary throughout the year.
Cause: The lack of oversight in the budgetary process.

Effect/Potentiai Effect: A iack of controls in the expenditure process, creating an Increased risk of error
or fraud.

Recommendation: We recommend that the City review lis policles and procedures surrounding the budget

process to ensure that necessary amendments are made on a timely basis, and a budget is adopted for
all required funds.

2012-2 State Compiiance - Public Funds investment Act

Condition: The City did not comply with certain requirements of the Public Funds Investment Act. The City
does not have a written system of Internal controls over investments. In addition, the City does not have
written documentation of the City Councif's approval of the investment Officer's and Auditor's annual
review of the investment policy and any changes resulting from that review.

Criteria: The Publlc Funds Investment Act requires a written system of intemal controis over investment,
and annual review and approval of the investment pollcy by the City Councii.

Cause: Lack of aversight over the Publlc Funds Investment Act requirements.
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2012
Effect/Potential Effect: Vlolation of the Publlc Funds Invesiment Act,
Recommendation: We recommend that the City develop a written sysiem of internal controls over

investments. In addition, we recommend that the City adopt a written Instrument which wouid document

the City Council's approval of the investment Officer's and Auditor's review of the Investment policy, as
stated in the City's investment policy.

2012-3 State Compilance - Hotel/Motes Tax Expenditures
Condition: There was insufficlent documentation 1o support certain expenditures of Hotel/Motel Tax funds.

Criteria: The State requires that Hotel/Motel Tax funds be spent for the promotion of tourism. Proper
documentation must be maintained to support these expenditures.

Cause: This account was relatively new to the City and there was new personnel overseelng this area.

Effect: Lack of documentation could lead to disallowed expenditures, causing the General Fund to absorb
excess costs.

Recommendation: We recommend that the City personnel review state laws regarding the expenditure of
Hotel/Motet Tax funds and provide adequate documentation for each expenditures.

2012-4 [nternal Control - Munlicipal Court Reconcillations
Condition: The City is not properly reconciling revenues from the Court Records to the General Ledger.

Criteria: For proper Internai conirol, Court Records should be reconciled to the General Ledger on a timely
basis.

Cause: The way credit card payments are provied from the bank make the reconciliation process difficult.
Effect: Lack of a reconcifiation process increases the possibility ol error or fraud.

Recommendatlon: We recommend that the City Implement procedures that Involve more accurate
reconciliations between the Generai Ledger and Court Records.

2012-5 internal Controi - Deposits

Condition: The City is not performing sulficient segregation of duties. The same individual prepares
deposits and reconcites the monthly bank statements.

Criteria: For stronger internal controls, the person who prepares and makes the deposits shouid not be
the individual responsibie ior the bank reconciliations.

Cause: The City has a very small number of empioyees in the accounting office.
Effect: The effect of lack of segregation of duties Is an increased susceptibllity to error or fraud.
Recommendation: We recommend a better segregaicins of duties. However, if this is not possible due to

the number ol empioyees, we recommend that a supervisor verify the prepared deposits, initialing to
indicate approval, with anolher employee responsible for making the deposit.
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2012

2012-6 Internal Control - Purchase Orders

Condition: There is currently no purchase order system in place In which department heads can indicate
approval of purchases, or through which receipt of goods can be documented.

Criteriaz A formal purchase order system is required for proper encumbrance accounting and
documentation of approval and receiving, to strengthen internal controls and accountability.

Cause: The City has not adopted a formal purchase order system and related policies.

Effect: The effect of no formal purchase order system is a weakness in internal control over purchases
and related expenditures, and an Increased susceptibility to error or fraud.

Recommendation: We recommend that the City establish a formal purchase order system in order to
better document approval of purchases and receipt of goods.

C. Eederal Award Findings and Questioned Costs
NONE



CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2012

Finding/Recommendation

Current Status

Management's Explanation
If Not implemented

2011-1 State Compilance - Excess Expenditures
Over Appropriations (Budget)

Condition:  The City's Budgetary Comparison
Schedule - General Fund reflects several
instances of excess expendilures over
appropriations.

Criteria: The State requires that the City adopt a
budget and amend it as necessary throughout the
year.

Cause: The lack of oversight in the budgetary
process.

Effect/Potentiai Effect: A lack of controis in the

expenditure process, creating an increased risk of
error or fraud.

Recommendation: We recommend that the City
review its policies and procedures surrounding the
budget process o ensure that necessary
amendments are made on a timely basis, and a
budget is adopled for all required funds.

2011-2 State Complfance - Public Fund
Investment Act

Condition: The City did not comply with certain
requirements of the Public Funds Investment Act.
The City does not have a writien system of Internai
controls over investments. in addition, the City
does not have written documentation of the City
Council's approval ol the Investment Officer's and
Auditor's annuai review of the Investment policy
and any changes resulting from that review.

Criteria: The Public Funds Investment Act requires
a wrtlten system of internai controls over
investment, and annual revlew and approval of the
investmeant policy by the City Council.

Cause: Lack of oversight over the Public Funds
Investment Act requirements.

Effect/Potentlal Effect:  Violation of the Public
Funds investment Act.

)

Not
Implemented

Not
Implemented

Management is continuing
lo work toward improvermnent
of its budgeting process.

Management is still in the
process of developing a
written system of interpal
controls over investments
and documentation of City
Council's approvai ol annual
revlews.



CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2012

Management's Explanation
Finding/Recommendation Current Status if Not Implemented

Recommendation: We recommend that the City
develop a written system of internal controls over
investments. In addition, we recommend that the
City adopt a writlen instrument which would
document the City Council's approval of the
Investment Officer's and Auditor's review of the
Investment policy, as stated in the City's invesiment
policy.
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CITY OF FALFURRIAS, TEXAS

CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED DECEMBER 31, 2012

2012-1 State Compliance - Excess Expendlitures over Appropriations (Budgeting)

The City will review policies and procedures regarding budgeting and expenditures, and take steps
necessary to ensure compliance with state laws. Noel Bernal, City Administrator, will coordinate these efforts.

2012-2 State Compliance - Publlec Funds Investment Act

The City will implement policies and procedures necessary to ensure full compliance with the Public Funds

Investment Act, and with the City's Investment Policy. Noel Bernal, City Administrator, will coordinate these
efforts.

2012-3 State Compilance - Hotel/Motel Tax Expenditures

The City will provide supporting documentation on certain Hotel/Motel Tax expenditures. Noel Bernal, City
Administrator, will coordinate these efforts.

2012-4 internal Control - Municipai Court Reconclilatlons

The City will implement procedures for reconciliations between the General Ledger and Court Records. Noel
Bernal, City Administrator, will coordinate these efforts.

2012-5 Internai Control - Deposits

The City will work on implementing a system to improve approval process for deposits. Noel Bernal, City
Administrator, will coordinate these efforis.

2012-6 Internal Control - Purchase Orders

A formal purchase order system will be Implemented. Noel Bernal, City Administrator, will coordinate these
efforts.
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