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JOHN L. WOMACK, CPA

Report on the Financial Statements

We have audited the accompanying financlal statements of the governmenta! activities, the discrelely
presented component unit, each major fund, and the aggregale remaining fund information of City of Falfurrias,
Texas ("the City") as of and for the year ended December 31, 2013, and the related notes to the financial
statements, which collectively comprise the City's basic financial stalements as listed in the lable of contents.

Management's Responsibility for the Financial Statements

Management Is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepled in the United Stales of Amerlca; this includes the
design, implementation, and malntenance of internal control relevant to the preparation and fair presentation of
financia! statements that are free from material misstatement, whethsr due to fraud or error.

Audltor's Respansibliity

Qur 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 Statles of America and the
standards applicable to financlal audils contained in Government Auditing Standards, issued by the
Comptroller General of lhe United States. Those slandards 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
financlal statements. The procedures selected depend on the auditor's judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the audilor considers internal control relevant to the City's preparation and fair presentation
of the financial statements in order lo design audit procedures that are appropriate in the circumstances, but
-not for the purpose of expressing an opinion on the effectiveness of the Cily's internal control. Accordingly,
we express no such opinlon. An audit also includes evaluating the appropriateness of accounting policles
used and the reasonableness of significant accounting estimates made by management, as well as evalualing
the overall presentation of the financial statements.

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

Opinions

In our opinion, the financial slatements referred to above present fairly, in all material respects, the respective
financial position of the goverpmental activities, the discretely presented component unit, each major fund, and
the aggregate remaining fund information of City of Falfurrias, Texas as of December 31, 2013, and the
respeclive changes in financial position, and, where applicable, cash flows thereof for the year then ended in
accordance with accounling principles generally accepted in the Uniled States of America.
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis and budgetary comparison informalion identified as Required Supplementary
Information in the table of conlents be presented lo supplement the basic financial slalements. Such
information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it lo be an essential part of financia! reporting for placing the basic financial
slatements in an appropriate operational, economic, or historical contexl. We have applied cerlain limited
procedures to the Required Supplementary Information in accordance with auditing standards generally
accepled in the United Stales of America, which consisted of inquiries of management about the methods of
preparing lhe information and comparing the informalion for consistency with management's responses to our
inquiries, the basic financial statements, and olher knowledge we oblained during our audit of the basic
financial statements. We do nol express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Falfurrias, Texas's basic financial stalements. The combining financial statements are
presented for purposes of addilional analysis and are not required paris of the basic financial statemenls.

The combining financial statements is the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected lo the audiling procedures applied in the audit of the basic financial slatements
and certain addilional procedures, including comparing and reconciling such information directly fo the
underlying accounting and other records used to prepare the basic financial statemenis or to the basic
financial slalements themselves, and other additional procedures in accordance with auditing sfandards
generally accepted in the United States of America. In our opinion, the combining financial slatements is fairly
stated in all malerial respects in relation to the baslc financial statements as a whole.

Other Reporting Requlred by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 25,
2014 on our consideration of City of Falfurrias, Texas's internal conltrol over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matiers. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal conirol over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Audiling Standards in considering City of Falfurrias, Texas's internal control over financial
reporting and compliance.

Respectiully submitted,

@o&u Wemark c(o

John Womack & Company, P.C.
Kingsville, Texas
Oclober 25, 2014
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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, 2013. 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 $4,002,458.

* The fund balance of the General Fund increased over the fiscal year by $322,698
to $1,454,949. This represents a 28.5% increase over the prior year’s fund
balance, or 10.9% of general fund expenditures.

* Total assets, excluding component units, were $7,508,811; total liabilities,
excluding component units, were $3,290,146.

* The ratio of total assets to total liabilities for governmental activities was 2.3
to 1.

* The quick ratio (current assets to current liabilities) was 6.6 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:

* 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-type activities. They are
designed to provide readers with a broad overview of the City’s finances, similar
to a private-sector business.

o The statement of net position presents information on all of the City’s
assets and liabilities, with the difference between the two reported as net
position. Over time, increases or decreases in net position 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 position changed during the most recent fiscal year. All changes in net
position 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.

* 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 Jund
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
Management's Basic Required
Discussion Financial Supplementary
And Analysis Statements Information
y
L )

Government-wide Fund Notes to the

Financial Financial Financial
Statements Statements Statements
Summary """ Detall

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
Junds 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 Proprictary 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 government-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, 2013, the net position, excluding the City’s component unit, totaled
$4,002,458, which is a $487,239 improvement over the prior year.

A large portion of the City’s net position, 37.7%, 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 $309,774. Cash and cash equivalents,
increased approximately $271,685, or 13.7%, while Homeland Security #2 and Due from
Other Governmental Funds saw a combined increase of approximately $157,417.

This part of the page was left blank intentionally



Table A-1: Statement of Net Position for Governmental Activities
December 31, 2013 and 2012

Governmental Activities

%
2013 2012 Change
Current & Other Assets b 3,065211 §$ 2,717,770 12.8%
Capital Assets 4,443,600 4,133,826 7.5%
Total Assets 7,508,811 6,851,596 9.6%
Current Liabilities 580,146 290,080 100.0%
Long-Term Liabilities 2,710,000 2,912,000 -6.9%
Total Liabilities 3,290,146 3,202,080 2.8%
Unearned Revenue 216,207 134,297 61.0%
Total Deferred Inflows of Resources 216,207 134,297 61.0%
Net Investment
in Capital Assets 1,508,600 1,221,826 23.5%
Restricted 1,146,361 900,747 27.3%
Unrestricted 1,347,497 1,392,646 -3.2%
Total Net Position 3 4,002,458 § 3,515,219 13.9%

The City has sufficient funds fo 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 Position
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, 2013 and 2012

Governmental Activities
%

Revenue 2013 2012 Chang_e__
Program Revenues
Charges for Services § 1,969,804 § 1,438,816 36.9%
Operating Grants
and Contributions 270,821 209,432 29.3%
General revenues:
Property Taxes 315,577 385,857 -18.2%
Sales Taxes 809,149 796,414 1.6%
Other Taxes 297,640 282,490 5.4%
Investment Eamings 4,075 8,522 -52.2%
Miscellaneous 70,284 75,041 -6.3%
Total Revenues 3,737,350 3,196,572 16.9%
Expenses
General Government 473,819 362,418 30.7%
Public Safety 1,039,599 887,182 17.2%
Public Works 900,038 782,938 15.0%
Health & Other public services 438,530 411,497 6.6%
Tourism 95,431 121,008 21.1%
Municipal Court 302,694 240,436 25.9%
Total expenses 3,250,111 2,805,479 15.8%
Increase {Decrease) in Net Position 487,239 391,093 24.6%
Net Position, Beginning 3,515219 3,124,126 12.5%
Net Position, Ending 5 4,002,458 § 3,515,219 13.9%

Governmental Activities

As shown in Table A-2, revenues for governmental activities of $3,737,350 were more
than expenses of $3,250,111 for 2013 by $487,239; furthermore, this increase in net
position for the year ended in 2013 represents a 24.6% increase from the increase in net
position in 2012.



The cost of all governmental activities for 2013 was $3,250,111.

o The amount that taxpayers paid for these services through City taxes and business
fees was $1,426,441 or 38.2% of total revenues.
Some of the cost was paid by:

o Those who directly benefited from the programs, totaling $1,969,804 or
52.7% of total revenues.

e All taxes contributed 39.9% of governmental activities’ revenues. Investment
earnings generated .11% of governmental activities’ revenues.

e Public Safety (including Police and Impounding) expenses accounted for 32.0%
of governmental activities, while 27.7% of the expenses are for Public Works.

Graph 1 presents the cost of each of the City’s major governmental functions, as well as
the associated program revenues. As expected in governmental activities, the subsidy

required from taxpayers provides the majority of support for these core services.

Graph 1: Program Revenues to Activity Expenditures

1,200,000
1,000,000
800,000
600,000
400,000
200,000

0

B Expenses

B Revenues

This part of the page was left blank intentionally.

9



In pie chart form, Graph 2 indicates the sources of revenue for governmental activities.

Graph 2: Revenue by Source — Governmental Activities
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FINANCITAL ANALYSIS OF THE CITY’S FUNDS
Governmental Funds

General Fund '

Total assets of the General Fund increased from $1,861,687 to $2,296,948
between 2012 and 2013, or 23.4%, primarily due to a $176,336 increase in due
from other funds and a $311,339 increase in cash and cash equivalents from 2012.

Total liabilities of the General Fund increased by $111,349 or 29.9%, from
$111,349. The $469,861 of unearned revenue, which was reflected as Deferred
Inflows of Resources, was up $1,214, or .26%, over prior year of $468,647, which
was a direct result of taxes receivable going down by $98,318.

The General Fund’s unreserved and undesignated fund balance increased from
$1,132,221 to $1,454,919 for an increase of 28.5% over fiscal year 2012 due to
operations.

Hotel/Motel Occupancy Tax Fund (HMOT Fund)

The total assets decreased in 2012 by $3,196 or .71% due to $2,936 more in
revenues over expenditures. Total liabilities were basically unchanged while total
equity decreased.65% due to revenues exceeding expenditures by $2,936.

10



Budgetary Results
General Fund

Overall, General Fund revenues were more than the final budget by $461,727.
General Fund taxes revenue were $1,408,663 which was $63,183 above the final
budget. Fines and forfeitures accounted for a net increase of $73,956 from the
2013 budget. Charges for services revenue were higher than the final budget by
$390,935. The main contributing revenue the came in over the budget we Garbage
at $54,022 and Amusement Fees at $343,059 due to fee increase and increased
participation, Licenses and permits revenue were under budgeted expected
revenue by $39,292,

General Fund expenditures were $60,465 above the final budget. The General
Government went over by $35,736 or 9.99% due to an overage of $34,817 in
contracted Professional Services - Other. The Sanitation Department went over by
$46,950 or 8.94% as contracted services went up for this service as more revenue
was generated. Public Safety Department went over by $19,196 or 2.07% and the
Street Department went over by $35,651 or 12.66%. The overage in the Street
Department was due to $79,895 more being spent in excess of budget on
Maintenance and Repair Supplies and $23,288 less than budgeted being spent in
Maintenance and Repair Equipment. Municipal Court expenditures was $53,240
or 15.33% under the budgeted expenditures amount or .88% of the total $60,465
unfavorable expenditure variance. Municipal Court Cost to be paid to the State of
Texas was $66,403 less than budgeted.

Hotel/Motel Occupancy Tax Fund (HMOT Fund)
HMOT Fund taxes were less than the final budget by $15,604 due to major road
construction that spanned several years resulting in less hotel/motel stays.
Expenditures were $18,835 under the final budget. HMOT revenue was $2,936
over expenditures due to specific projects that were completed.

Non-major Governmental Funds
Two different fund types comprise this portion of the financial statements, including nine
special revenue funds and one capital projects fund. Total assets for the combined funds

were $339,264; total liabilities were $102,829 and the total fund balance was $236,435
with none classified as undesignated or unreserved fund balances.
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CAPITAL ASSET AND DEBT ADMINISTRATION

Table A-3: Capital Assets (net of depreciation) at December 31, 2013 and 2012

Governmental Activities
%%

2013 2012 Change

Land 5 12,200 § 12,200 0.0%
Construction in Progress 3,555,518 3,217,014 10.5%
Buildings and Improvements 901,506 901,906 0.0%
Infrastructure 93,615 93,615 0.0%
Equipment 502,751 445,138 12.9%
Vehicles 641,836 606,201 5.9%

Total Capital Assets 5,707,826 5,276,074 8.2%
Accumulated Depreciation {1,264,224) (1,142,248) 10.7%

Capital Assets - Net $ 4,443,602 § 4,133,826 7.5%

As shown in Table A-3, at December 31, 2013, the City had an increase in construction
in progress of $338,504. The Building and Improvement portion had no increase during
2013. Total Capital Assets had a net increase, before depreciation, of $431,752 from
2012 to 2013.

Long-term Debt

On December 16, 2013, the City refunded $2,873,000 in USDA Cash Advance revenue
bonds by issuing $2,935,000 in Limited Tax Refunding Bonds Series 2013 with a fixed
interest of 3.6% The net proceeds of $2,873,000 was deposited in an irrevocable trust
with an escrow agent to provide for all future debt service payments. As a result the
liability for that debt has been removed from the City’s financial statements. The City
refunded the Cash Advances to gain a net present value savings of $119,747 and a gross
savings to the City of $1,732,195. See Note F on page 31 for more information,

Table A-4: Long-Term Liabilities at December 31, 2013 and 2012

Governmental
Activities %
2013 2012 Change
Limited Tax Refunding Bonds $ 2935000 §$ - 100.0%
USDA Cash Advances - 2,912,000 -100.0%
Total Long-Term
Debt § 2,935000 $ 2,912,000 0.8%

12



CALENDAR YEAR 2014 ADOPTED OPERATING BUDGET

The adopted budget for 2014 sets general fund revenues from all sources (including inter-
fund transfers) at $3,130,111. This budget is $299,296 or 9.56% more than the prior
year’s final budget. The greatest cause of this increase in revenues from 2013 to 2014 is
due to an increase in fines and fees, of which the amusement machine fees have increased
from $225,000 to $529,823.

Property taxes revenue was budgeted to decrease $21,027 or 6.16% compared to the prior
year’s actual property taxes. With a slight increase in assessed valuation for the 2014 tax
year compared to 2013, and coupled with a stable property tax rate, the total 2014
revenue forecast was conservatively cast by management. City sales tax, which
comprises 20.3% of general fund revenues, was also conservatively forecast at $635,000,
which is 15.3% less than the 2013 actual sales revenue of $809,149. The franchise fee
categories are budgeted at $203,000, the same as the 2013 year.

General fund expenditures, including transfers for the 2014 budget, were set at
$3,130,111 which is $237,482 or 7.6% more than the prior year budget. Increases in the
budgeted expenditures for police, street and public works departments comprise the
majority of the increase in total expenditures from the prior budget. If the budgeted
revenues and expenses are achieved, the fund balance will be unchanged with the
budgeted $3,130,111 revenue equal to the budgeted $3,130,111.

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)
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EXHIBIT A-1

CITY OF FALFURRIAS, TEXAS
STATEMENT OF NET POSITION

DECEMBER 31, 2013
Primary
Government o
Govemmental Component
Activities Unit

ASSETS:
Cash and cash equivalents 5 2,269,571 1,596,057
Receivables ( net of allowances for uncollectibles):

Taxes 236,032 -

Accounts 119,993 748,830

Other 211,285 -
Accrued Interast Receivable 1,043 -

Internal Balances - -

Due from other govemments 237,287 162,347
Inventories - 170,617
Restricted asseis:

Cash and cash equivalents - 1,282,790
rgf%%f'f%a'rs's're'!'s' P T e T o Ty T o T 2h T tod Cp T Vg Fop T s by ) b s o g o o Oy o P Fop T T Py 0 o 4’443I6 YAy L 9,792’456
s e
LIABILITIES:

Accounts payable 231,047 311,171

Accrued expenses 4,229 -

Due to other govemments 5,991 -

Other current liabilities - 200,020

Meter deposits 113,879 180,137
Liabilities dus within one year:

Current portion of bonds payable 225,000 -
Liabilites dua in more than one year:

General obligation bonds payable 2,710,000 -

Total Liabilities 3,290,146 691,328
DEFERRED INFLOWS OF RESOURCES:
Uneamed revenua 216,207 --
Total Deferred Inflows of Resourcas 216,207 -
NET POSITION
Net Invesiment in Capital Assels 1,508,600 9,782,456
Restricted For:

Federal and State Programs 459,804 -

Capital Projacts 30 -

Law Enforcement 188,111 .-

Tourism 452,000 -

Municipal Court Building Security 35,044 -

Municipal Court Technology 4,354 -

Other Purposas 7,018 -
‘ppr??triﬂe‘g’dﬁ"{'f’)'l' A A A A A A A A A R A R L A O N A A RALI L LI L 1'347'497 AR ACAD 3'269l313
BN e i e R i G b

The accompanying notes are an integral part of this statement.
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CITY OF FALFURRIAS, TEXAS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2013

Program Revenues

Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions Coniributions
Expenditures:
General government , $ 473819 § 745594 % - $ 215,258
Sanitation 593,379 679,022 - -
Municipal Court 302,694 428,021 - -
Public Safety 1,039,599 117,167 55,563 -
Streeis 306,659 - - -
Healih and welfare 114,969 - - -
Farks and recreation 323,561 - - -
Tourism 95,431 - - --

Total governmantal activities 3,250,111 1,969,804 85,563 216,258
Total Primary Government $ 3250111 % 1.969804 § 55563 § 215,258
COMPONENT UNIT:

Enlerprise $ 2545081 $ 20960,152 % - 5 -

General Ravenues:

Property Taxes

Sales Taxes

Franchise Taxes

Occupancy Taxes

Alcoholic Beverage Taxes

Miscellaneous

Unrestricted Invesiment Eamings
Transfers

"Net Posntlon 'Begmmng
Prior Period Adjustmant
Net Position - Ending

The accompanying noles are an integral part of this statement.



EXHIBIT A-2

Net (Expense) Revenus and
Changes in Net Position

Governmental Component
Activities Unit

§ 487,033
85,643

125,327
(866,869)
(306,659)
{114,969)
(323,561)
(95,431)
(1,009,486)

{1,009,486)

5 415071

315,577 -
809,149 -
203,004 -

94,396 -

467,526
= 174,714
$___ 4,000,458 $__ 13,061,760
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CITY OF FALFURRIAS, TEXAS
BALANCE SHEET - GOVERNMENTAL FUNDS
DECEMBER 31, 2013

Hotal/Motel
General Occupancy Tax
Fund Fund

ASSETS:
Cash and cash equivalents $ 1,445,930 3 407,985
Receivables ( net of allowances for uncollectibles):

Taxes 236,032 -

Accounts 119,993 -

Other 184,089 22,779
Accrued Interest Receivable 197 847
Due from other funds 288,917 21,292

Due from other govemmenis

B L e B O P R
B e\ N R
o A e o R e o r v W T KA WA 0T

LIABILITIES:
Accounts payabla 5 230,145 5 903
Accrued expenses 4,229 -
Due to other funds 23,872 -
Due to other govemmeanis 17 -
Meter deposits 113,875 -
Total Liabilities _ 372,138 _ 903
DEFERRED INFLOWS OF RESOURCES:
Unearned revenus 469,861 -
Total Deferred inflows of Resources z 468,861 i =g
FUND BALANCES:
Restricted.
Restricted for Tourism - 452,000
Restricted for State and Federal Granis - --
Restrictad for Donor Intent - -
Restricted for Law Enforcement - -
Restricted for Municipal Court Building Security - -
Restricted for Municipal Court Technology - -
Assigneq 30 -
Unassignea 1,454,919 --
Total squity ~ 1,454,949 452,000

S g da i o
r;‘r;:r;fz]? La
Grerols

The accompanying notes are an integral part of this statement.
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EXHIBIT A-3

Water Othar Total
System Governmental Governmental
Improvemeants Funds Funds
$ 92,407 & 313,249 $ 2,259,571
- - 236,032
- - 119,993
4,417 S 211,285
- - 1,044

320,747
237,28

$ = $ - 5 231,048
- - 4,229
200,025 96,851 320,748
- 5,974 5,991
- - 4 113,879
200,025 ~ 102,829 675,805
- - 469,861

- - —__ 469,861
- - 452,000
96,819 1,808 98,727

- 7,018 7.018

~ 188,111 188,111

- 365,044 35,044

& 4,354 4,354

- - 30

- - ) 1,454,919
96,819 236435 2,240,203
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EXHIBIT A-4
CITY OF FALFURRIAS, TEXAS
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION
DECEMBER 31, 2013

Total fund balances - governmental funds balance sheat 5 2,240,203

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

Capital assets used in governmental activiies are nol reported in the funds. 4,443,600
Property taxes feceivable unavailable to pay for current period expenditures are deferred in the funds. 253,654
Payables for bond principal which are not due in the current peried are not reporfed in the funds. (2,935,000)
Rounding diffarence 1

Net position of governmenal activities - Stalement of Net Position 5 4,002,458

The accompanying notes are an integral part of this statement.
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CITY OF FALFURRIAS, TEXAS

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

FOR THE YEAR ENDED DECEMBER 31, 2013

Hotel/Motel
General Occupancy Tax
Fund Fund
Revenue:; i o
Taxes 3 1,408,663 $ 94,396
Licenses and permits 25,908 -
Federal and state grants - -
Charges for services 1,359,030 -
Fines & forfeitures 424,456 . -
Interesi 3,523 205
Miscellaneous 70,962 -
Total revenues 3,292,542 94 601
Expenditures:
General government 393,476 -
Sanitation 571,950 -
Municipal Court 294,055 -
Public Safety 944,691 -
Streets 317,275 -
Health and weifara 110,483 -
Parks and racreation 337,914 -
Tourism - 91,665
Capital outlay e U =
Total expenditures © 2,969,844 91,665
Excess (deficiency) of revenues (under) expenditures 322,698 2,936
Other financing sources (uses):
Proceeds from bonds - -
Payment o refunded bond escrow agent - - B
Total other financing sources (uses) el -
Excess of revenues and other financing sources over
(under) expenditures and other financing uses 322,698 2,936
Fund balances/equity, Janua 449,064

AR 7 g
N

dpalanceSenuiyiDagenbe

The accompanying notes are an integral part of this stalement.

20



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, 2013

Net change in fund balances - total governmental funds 5 281,158

Armounts reported for governmental activities in the Statement of Activities
("SOA") are different because:

Capital outlays are nol reporied as expenses in the SOA. 431,752
The depreciation of capital assels used in governmental activilies is not reported in the funds. {121,878)
Certain property tax revenuss are deferred in the funds. This is the change in these amounis this year. (80,694)
Repayment of bond principal is an expenditure in the funds but is not an expense in tha SOA. 39,000

Payment for refinance of UDSA Cash Advances is an expenditure in the funds but is not an expense in the SC 2,873,000
Proceeds of bonds do not provide revenue in the SOA, but are reported as current resources in the funds. (2,935,000)

Change in net position of governmental aclivities - Statement of Aclivities $ 487,239

The accompanying notes are an integral part of this statament.



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

A.  Summary of Significant Accounting Policies

The combined financial stalements of the City of Falfurias, Texas , (the "City") have been prepared in conformity
with accounting principles applicable to governmental units which are generally accepted in the United States of
America. The Govemmental Accounting Standards Board ("GASB") is the accepled standard setting body for
eslablishing governmenial accounting and financial reporting principles.

1.

Reporting Entity

The City's basic financial stalements include the accounts of all its operations. The City evaluated whether any
olher enlity should be included in these financial stalements. The criteria for including organizations as
component units within the City's reporting entity, as set forth in GASB Statement No. 14, "The Financial
Reporiing Entity," include whether:

- the organization is legally separate (can sue and be sued in ils name)

- the City holds the corporate powers of the organization

- the City appoinis a voting majority of the organization's board

- tha City is able to impose its will on the organization

- the organization has the potential to impose a financial benefiburden on the City

thera is fiscal dependency by the organization on the City

- the exclusion of the organization would result in misleading or incomplete financial statements

The City also evaluated each legally separale, tax-exempt organization whose resources are used principally to
provide support to the City lo delermine if its omission from the reporting entity would result in financial
staternenis 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 entirely for the direct benefit of the City, its component unils or its constituents; b) The City or
its component units are entitled to, or have the ability to otherwise access, a majority of the economic resources
received or held by the organization; and ¢} Such economic resources are significant 1o the City.

Based on these criteria, the Cily has one discretely presented component unit. Additionally, the City is not a
component unit of any other reporting entity as defined by the GASB Statement. The following is a brief raview
of the potential component unit addressed in defining the government's reporting entity.

Utilty Board of Falluri

The Utility Board is a separately functioning enterprise fund of the City of Falfurrias, Texas. It was formed in

-accardance with a bond ordinance whereby %1,300,000 of utility revenus bonds were authotized on

Seplember 7, 1949, for the Ciy to acquire the local utility system, specifically, the water, sewer, and natural
gas systems. The bond ordinance (Section 38) generally provides thal 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 a
Board of Trustees during such time as any bords secured by a pledge of revenues of the System are
outstanding. The The Utility System's Board of Trustees is composed of the current Mayor of the City and four
citizens of Brooks County who are nominated by the Board for four-year tenms, with final approval made by the

City Council.

The Ulility Board provides monthly transfers of 4.7% of utility system revenues as an operational fee to the
City. Furthermore, the City does not subsidize any uliily function through general tax revenues nor
does it have oversight over the Ulility Board's budget. The City, however, does have ulimale 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 with utility bills, maintenanca of all fire hydrants in
the City, and the installation, maintenance and provision of water to the Irigation system at the
golf course. Consequently, the Utility Board is a component unit of the City of Falfurrias, Texas. Complete
financial statements of the component unit may be cbtained at the entity’s administrative office:
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

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

Rel izati i Vi izati

Related organizations and joinlly govemed organizations that are administered by separate boards or
commissions provide services within the City, but the City is not financially accountable, and such
organizations are thersfore not component units of the City, even though the City Council may appoint a
voling majority of an organization's board. Consequenlly, financial information for the Falfurrias
Housing Authority is not included in these financial statements.

2. Basis of Presentation, Basis of Accounting

a. Basis of Presentation

Govemment-wide Stalemenis: The statement of net assets and the statement of activities include the
financial activites of the overall government. Eliminations have been made to minimize the
double-counting of intemal aclivities. Governmental activities generally ars financed through taxes,
intergovernmental revenues, and other nonaxchange transactions.

The statement of aclivities presents a comparison between direct expenses and program revenues for
each function of the City's governmental activities. Direct expenses are thoss that are spacifically
associaled with a program or function and, therefore, are clearly identifiable to a particular function. The
City does not allocate indirect expenses in the statement of activities. Program revenues include (1) fees,
fines, and charges paid by the recipients of goods or services offered by the programs and (2) grants and
contributions that are restricted 1o mesting the operational or capital requirements of a particular
program. Revenues that are not classified as program revenuas, including all taxes, are presenied as
general revenues.

Fund Financial Stalements: The fund financial statements provide information about the City's funds,
with separate statements presenled for each fund category. The emphasis of fund financial statements is
on major governmental funds, each displayed in a separate column, All remaining govemmental funds
are aggregatad and reported as nonmajor funds.

The City reports the following major governmenial funds:

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

Hotel/Motel Occupancy Fund. This fund is used to account for taxes assessed by the City on hotel/moel
occupancy and the relaled expenditures for advertising, promotion, or tousism.

Water System Improvements. This fund is used to account for USDA cash advances and related
expenditures for improvements to the water system,

b. Measurement Focus, Basis of Accounting

Government-wide Financial Statements: These financial statements are reported using the economic
resources measurement focus. They are reported using the accrual basis of accounting. Revenues are
recorded when earned and expenses are racorded at the time liabilities are incurred, regardiess of when
the related cash flows take place. Nonexchange transaclions, in which the City gives (or receivas) value
without direclly receiving (or giving) equal value in exchange, include properly taxes, grants,
entitemments, and donations. On an accrual basis, revenue from property taxes is recognized in the fiscal
year for which the taxes are levied. Revenue from granis, entilements, and donations is recognized in the
fiscal year in which all eligibility requirements have been satisfied.



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

Governmental Fund Financial Statements: Governmental funds are reporied using the current financial
resources measurement focus and the modified accrual basis of accounting. Under this method, revenuss
are recognized when measurable and available. The City does not consider revenues collected after its
year-end o be available in the current period. Revenues from local sources consist primarily of property
taxes. Property tax revenues and revenues received from the State are recognized under the
susceptible-to-accrual concept. Miscellanecus revenuss are recorded as revenue when raceived in cash
because they are generally not measurable until actually received. Ilnvesiment eamings are recorded as
eamed, since they are both measurable and available. Expenditures are recorded when the related fund
liability is incurred, except for principal and interest on general long-lerm debt, claims and judgments,
and compensated absences, which are recognized as expenditures 1o the extenl they have matured.
General capital asset acquisitions are reported as expendilres in govemmental funds. Proceeds of
general long-term debt and acquisitions under capital leases are reported as other financing sources.

When the City incurs an expenditure or expense for which both restricted and unrestricted resources may
be used, it is the Cily's policy 1o use restricied resources first, then unrestricted resources.

3. Financial Statement Amounts

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 Properly Tax Code. Taxes are due on
receipt of the tax bill and are delinquent if not paid bafore February 1 of the year following the year in
which imposed. On January 1 of each year, a tax lien attaches o property to secure the payment of all
laxes, penalties, and interest ultimately imposed. Properly tax revenues are considered available
when they become due or past due and receivable within the current period.

Allowances for uncollectible tax receivables within the General Fund are based upon historical
experience in collecting property taxes. Uncollectible personal propery taxes are periodically reviewed
and written off, but the City is prohibited from writing off real property taxes without specific statutory

authority from the Texas Legislaturs.

The City operates under the laws of the State of Texas as a Type A General Law Gity, and is limited to
a maximum annual rate of 1-1/2% of taxable property of the City. Neither the stale law nor the city
charter limits the proportion of this total tax rale that may be applied to debt service. The 2012 tax raie
was $.50000 on assessed value of $79,178,407 and was distributed to the General Fund. The 2013 tax
rale is $.50000 on an assessed value of $78,606,214 with collections of $216,207 which is deferred to

2014,
Invenitories and Prepaid llems

Inventories on the balance sheet are slated at weighted average cost. Inventory items are recorded as
expanditures when they are consumed.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid
itams.

Capital Assels

Purchased or constructed capital assels are raporied at cost or estimated historical cost. Daonated fixed assets
ara recorded at their estimated fair value at the date of the donation. The cost of normal maintenance and repairs
that do not add to the value of the assat or materially extend assets’ lives are not capitalized. A capitalization
thrashold of $5,000 is used.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

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

Estimated

Assel Class _ Useful Lives
Infrastructure 20
Buildings 40
Building Improvements 20
Vehicles 2-15
Office Equipment 3-15
Computer Equipment 3-15

Impairment losses relaled lo capital assels are recognized and measured when there has been a
significant, unexpected decline in the service ufility of capital assets. The evenls or changes in
circumstances which lead to impairment determinations are not considered lo be normal or ordinary.
The service ulility of a capital asset is the usable capacity which, al acquisition, was expected to ba
used or provide service. Common indicators of impairment include - evidence of physical damage
where the lavel of damage is such that restoration efiorts are needed to restore service utility; enactment
of laws or approval of regulations as well as changes in environmental factors; technological
developments, or olher evidence of cbsolescence; changes in the manner of duration of use of capital
assets; or construction stoppage due to lack of funding. There were no impairment charges during fiscal
year 2013.

d. Receivable and Payable Balances

Current eamnings are charged with bad debts for accounts to be set aside in an allowance for doubtful
accounts. Receivables are reflected in the balance sheet net of these accounis. Accounis deemed
uncoliectible 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. Deferred Outflows and Inflows of Resources

In addition to liabilitles, the statements of financial position and balance sheel - governmental funds
will sometimes report a separate section for deferred inflows or deferred outflows of resources. The
separale financial statement element reflected in these financial slatements, deferred inflows of
resources, represents an acquisilion of net position that applies to one or more future pericds and so
willl not be recognized as inflow of resources (revenus) until that ime.

f. Interfund Activity

Interfund activity results from loans, services provided, reimbursements or transfers betwsen funds. Loans
are reported as interfund receivables and payables as appropriate and are subject lo eliminalion upon
consolidation. Services provided, deemed lo be at market or near market rates, are treated as revenues
and expendilures or expenses. Reimbursemenis occur whan one fund incurs a cost, charges the
appropriate  benefiing fund and reduces its related cost as a reimbursement. All other interfund
transaclions are treated as transfers. Transfers In and Transfers Qut are netted and presented as a single
“Transfers” line on the govemment-wide statement of activities. Similarly, interfund receivables and
payables are netted and presenled as a single "Inlernal Balances" line of the government-wide
statement of nel assets.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

g. Fund Equity
Fund balances of the govermmental 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 prepaid insurance) or legally required to remain intact (such as
notes receivable or principal of a permanent lund).

Restricled Fund Balance - reprasents amounts thal are constrained by external parties, constitutional
provisions or enabling legislation.

Committed Fund Balance - represents amounts thal can only be used for a specific purpose because of
& lormal action by the City Council. Committed amounis cannot be used for any other purpose unless
the City Council removes those consiraints by taking the same type of formal action. Committed
fund balance amounts may bs used for other purposes with appropriate due process by the City Council.
Commitments are typically done through adoption and amendment of Commitled fund balance
amounts differ from restricted balances in that the constraints on their use do not coms from outside

parties, constitutional provisions, or enabling legislation.

Assigned Fund Balance - represents amounts which the City intends to use for a specific purpose, but
that do not mest the criteria to be classified as restricted or committed. Intent may be stipulated by the
City Council or by an official or body to which the City Council delegates the authority. Specific
amounts that are not restricted or committed in a special revenue, capital projects, debi service or
permanent fund are assigned lor purposes in accordance with the nature of their fund type or the fund's
primary purpose. Assignments within the general fund conveys that the intended use of those amounts is
for a specific purpose that is narrower than the general purposas of the City itself.

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

When an expenditure is incurred for a purpose {or which both restricted and unrestricted fund balance is
available, the City considers restricted funds to have been spent first. When an expenditure is incurred
for which commitled, assigned, or unassigned fund balances are available, the City considers amounts
to have been spent first out of committed funds, then assigned funds, and finally unassigned funds.

h. Use of Estimates

The preparation of financial stalernents in conformity with GAAP requires the use of management's estimates.

B. Compliance and Accountahility

1.

Finance-Related Legal and Contractuzl Provisions

In accordance with GASB Statement No. 38, "Certain Financial Stalement Note Disclosures,” violations of finance-
related legal and contractual provisions, if any, are reported bslow, along with actions 1aken to address such viclations:

Violati Action Tal
None reported Not applicable
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

2. Deficit Fund Balance or Fund Net Assets of Individual Funds
The following are funds having deficit fund balances or fund net assets at year end, if any, along with remarks which address
such deficits:
Deficit
Fund Name ____Amount Bemarks
None reported Not applicable  Not applicable
C. Deposits and Investments

The City's funds are required lo be deposited and invested under the terms of a depository contract. The depository
bank deposils for safskeeping and trust with the City’s agent bank approved pledged securities in an amaunt sufficient
to protect City funds on a day-to-day basis during the period of the conract. The pledge of approved securities is
waived only 1o the extent of the depository bank's dollar amount of Federal Deposil Insurance Corporation ("FDICT)

insurance.

1.

Cash Deposits

Al December 31, 2013, the canying amount of the City's deposits (cash, cerlificates of deposit, and
interest-bearing savings accounts included in temporary investments) was $2,259,571 and the bank balance was
$2,284,478. The City's cash deposits at December 31, 2013 and during the year ended Decamber 31, 2013,
ware 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 unit had deposits wilh a carrying value of $2,878,849 and a hank balance of
$2,977,791 at December 31, 2013, which were entirely covered by FDIC insurance or pledged collateral held by
the component unit's agent bank in the component unit's name.

Investrmants

The City is required by Govemment Cods Chapler 2256, The Public Funds Investment Act, to adopl, implement,
and publicize an investment policy. That policy must be written; primarily emphasize safety of principal and
liquidity; address investment diversification, yield, and maturity and the quality and capability of investment
management; and include a list of the types of authorized investments in which the investing entity's funds may
be invested; and the maximum allowable stated maturity of any individual investment owned by the entity.

Tha Public Funds Investment Act ("Act”) requires an annual audit of invesiment practices. Audit procedures in this area
conducled as .a part of the audit of the general purpose financial statemenis disclosed thal in the areas of
investment practices, management reporls and establishment of appropriate policies, the Cily did nol adhere to
the requirements of the Act. Additionally, investment practices of the City were in accordance with local policies.

The Act determines the types of investments which are allowable for the City. Thess include, with certain
restrictions, (a) obligalions of the U.S. Treasury, cerain U.S. agencles, and the State of Texas, {b) certificates of
deposit, (c) cerlain municipal securities, (d) money market savings accounts, (g} repurchase agresments, (f)
bankers acceplances, (g) mutual funds, (h) investment pools, (i) guaranteed investment contracts, and ()
common trust funds.

The City's investmenis are categorized to give an indication of the leve! of risk assumed by the City at
year end. These custodial risk categories are as follows:

Category 1 - Investments that are insured, regisiered or held by the Cily or by ils agent in the
City's name.
Category 2 - Investimenis that are uninsured and unregistered held by the counterparly's irust

department or agent in the City's nama.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

Category 3 - Uninsured and unregistered investments held by the counterparty, its trust
departmant or its agent, but not in the City's name.

The City had no investments at December 31, 2013.

The City's deneral policy is to report money market investments and short-term participating interest-eaming
investment confracis at amortized cost and o report nonparticipating interest-eaming invesiment contracts using
a cosl-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 investmanis are raported
at fair value unless a legal contract exists which guarantees a higher value. The term “shori-term” refers to
investmenls which have a remaining term of one year or less at time of purchase. The {erm "nonparticipating
means that the investment's value does not vary with market interest rate changes. Nonnegotiable certificates of
deposit are examples of nonparticipating interest-eaming investment contracts.

3.  Analysis of Specific Daposit and Investment Risks

GASB Statement No. 40 requires a determination as to whether the City was exposed 1o the following specific
investment risks at year end and if so, the reporting of the certain related disclosures:

a. Credit Risks

Credit risk is the risk that an issuer or tother counterparty to an investment will not fulfill its obligations.
The ratings of securities by nationally recognized rating agencies are designed to give an indication of
credit risk. At the end of the period, the City was not significantly exposed to credit risk.

b. Custodial Credit Risk

Deposits are exposed to custodial credit risk if they are not covered by depository insurance and the
deposits are uncollaleralized, collateralized with securities held by the pledging financial institution, or
collateralized with securities held by the pledging financial institution's trust deparment or agent but
notin the City's name.

Investiment securiies are exposed to custodial credit risk if the securities are uninsured, are not
registered in the name of the government, and are held by sither the counterparty or the counterparty's
trust department or agent but not in the City's name.

At the end of the period, the City was not exposed to custodial credit risk.

c. Concentration of Risk

This risk is the risk of loss attributed to the magnitude of government's investmant in a single issuar. At
the end of the period, the City was not exposed to concentration of credit rislk.

d. Interest Rate Risk

This is the risk that changes in interest rates will adversely affect the fair value of an investment. At the
end of the period, the City was not significantly exposed to interest rate risk.

a. Foreign Currancy Risk

This is the risk that exchange rates will adversely affect the fair value of an investment. At the end of
the period, the City was not exposed 1o foreign currency risk.



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

D. Capital Assets

Capital assel activity for the year ended December 31, 2013, was as follows:

Beginning Ending
Balances Increasas Decreases Balances
G | activifies:
Capital assels not being deprecialed:
tand % 12,200 $ - $ - $ 12,200
Construction in progress 3,217,014 338,504 -~ 3,555,518
Total capital assets not being depreciated 3,229,214 338,504 - 3,567,718
Capital assets being depreciated:
Buildings and improvements 901,906 - - 901,906
Infrastructure 93,615 - - 93,615
Equipment 445138 57,613 - 502,751
Vehicles 606,201 35,635 - 641,836
Total capital assels being depreciated 2,046,860 93,248 - 2,140,108
Less accumulated depreciation for:
Buildings and improvements (359,732) (29,221) - (388,953)
infrastructure {39,788) (4,681) - (44,469)
Equipment (245,692} (45,757) = (291,449)
Vehicles (497,034) {42,319) -- (539,353)
Total accumnulated depreciation (1,142,246) {121,978) - (1,264,224)
Total capital assets bsing depraciated, nat 904,614 (28,730) - 875,884
Govemmental aclivities capital assets, nat 5 4,133,828 § 309,774 § - $ 4,443,602
Depreciation was charged to functions as follows:
General Government $ 19,281
Sanitation 21,429
Municipal Court 8,639
Public Safaty 41,671
Streets 9,384
Health & Welfarse 4,486
Parks & Recraation 13,322
Tourism 3,766
$ 121,978
Interfund Balances and Activity

1. Due To and From Other Funds

Balances due to and due from other funds at December 31, 2013, consisted of the following:

Due To Fund Due From Fund Amount Purpose

General Fund Other Govemmental Funds $ 288,917 Short-term loans
Other Governmental Funds Other Governmental Funds 10,538 Shori-term loans
Hatel Motal Fund General Fund 21,292  Short-term loans

Total

All amounis due are scheduled to be repaid within one year.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANGCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

2.

Transfers To and From Other Funds

There were no Transfers To and From Other Funds in the current year.

F.  Long-Term Obligations

1.

Long-Term Obligation Activity

Long-term obligations include debt and other long-term liabiiities. Changes in long-term obligations for the year ended
December 31, 2013, are as follows:

Amounis
Beginning Ending Due Within
Balance Increases Decreases Balance One Year
Limited Tax Refunding Bonds $ -- $ 2,935,000 $ - $ 2,935,000 225,000
USDA cash advances 2,912,000 -- 2,912,000 -- -
Total governmental activities § 2,923,403 $ 2,935,000 $ 2923403 3 2,935,000 % 225,000
2013 2012
Limited Tax Refunding Bonds, Series 2013, payable in annual
installments of $304,597 to $244,320 including interest at 3.6%,
secured by ad valorem taxes and maturing April 1, 2028 $ 2935000 % -

The City was the recipient of $3,052,000 in revenue bonds from the USDA for ulility improvements. During the
construction phase, draws wera being accounted for as "USDA Cash Advances". At the completion of the
project, the advances were o be converied to revenue bonds paying 4.125%, maturing in 2048, with an
average payment of $157,883 per year, including interast. Also at completion of the project, the bond and
thesa ralated assets were to be conveyed 1o the Ulility Board of Fallurrias (discretely presented component
unity of the Gity of Falfurrias} for their use and operation. The Utility Board of Falfurias has pledged all of its
net revenue to pay the revenuse bonded debt,

On December 16, 2013, the City refunded the $2,873,000 USDA Cash Advances by issuing $2,935,000 in
Limited Tax Refunding Bonds Series 2013 with a fixed interest rate of 3.6%. The nst proceeds of $2,873,043
was deposited in an irrevocable trust with an escrow agent to provide for all fulure debt service payments on
the USDA Advances. As a result the liabllity for that debt has been removed from the City's financial
statemnants. The City refunded the Cash Advances to gain a net present value savings of $119,747 and a gross
savings 1o the City of $1,732,195.

it is the City's intent to move this debt (Series 2013) to the Ulility Board of the City and the relaled assels
completed by the City with the USDA Cash Advances. The Uiility Board has always paid off alf debt service
related to this debt from its inception and will continue to pay it from its waterworks and sewer system revenue.

G. Risk Management

The City is exposed to various risks of loss related to torts, theft, damage or destruction of assets, errors and omissions,
injuries to employees, and natural disasters. During fiscal year 2013, the City obtained general liability and major
medical coverage at a cost that is considered fo be economically justifiable by joining together with other
governmeantal entiies in the Stale as a member of the Texas Municipal League Inlergovemmental Risk Pool ("TML").
TML is a self-funded poo!l operating as a common risk management and insurance program. The City pays an annual
prerium 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 rainsure 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 to
carry commercial insurance for other risks of loss. There were no significant reductions in commercial insurance
coverage in the past fiscal year and settled claims resulting from these risks have not excesded coverage in any of the

past threa fiscal years.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

H.

Pension P
Plan Descriplion

The City provides pension benefits for all of its eiigible employees lhrough a non-traditional, joint contributory,
hybrid defined benefit plan in the state-wide Texas Municipal Retirament System (TMRS), an agent
multiple-employer public employee retirement system. The plan provisions that have been adopted by the City are
within the options available in the governing state siatutes of TMRS.

TMRS issues a publicly available comprehensive annual financial report that includes financial statements and
required supplementary information (RSI) for TMRS; the report also provides detailed explanations of the
contributions, benefits, and actuarial methods and assumptions used by the System. This report may be obtained
by writing to TMRS, P.O. Box 149153, Austin, Texas 78714-9153 or by caling 800-924-8677; in addition, the
report is available in TMRS' website at www.TMRS.com.

Tha plan provisions are adopted by the governing body of the City, within the options available in the state statutes
goveming TMRS. Plan provisions for the City wera as follows:

2011 2012 2013
City Specific;
Employee deposit rate 5% 5% 5%
Matching ratio {city to employes) 101 ‘ 1t01 1t01
Years required for vesting 5 5 5
Service retirernent eligibility 60/5, 0/25 B0/5, 0/25 60/5, 0/25
(expressed as agefyears of service)
Updated service credit 0% 0% 0%
annually repeating (Y/N) N N N
Annuity increase to retirass 0% 0% 0%
annually repeating (Y/N) N N N
Contributi

Under the state law goveming TMRS, the contribution rate for each city is determined annually by the actuary,
using the Entry Age Normal (EAN) cost msthod (EAN was first used in the December 31, 2013 valuation;
previously, the Projected Unit Credit actuarial cost method had been used). This rate consists of the normal cost
contribution rate and the prior service cost contribution rate, which is calculated to be a lavel percent of payroll
from year to year. The normal cost conlribution rate for an employee is the contribution rate which, if applied {o a
member's compensation throughout their period of anticipated covered service with the municipality, would be
sufficient to meet all benefits payable on their behall. The salary-weighted average of the individual rates is the
total normal cost rate. The prior service contribution rate amortizes the unfunded {overfunded) actuarial iiabitity
(asset) over the applicable period for that city. Both the normal cost and prior service contribution rates include
recognition of the projectad impact of annually repeating benefits, such as Updated Service Credits and Annuity
Increases.

The City contributes to the TMRS Plan al an actuarally determined rale. Both tha employees and the City make
contributions monthly. Since the City needs to know its coniribution rate in advance for budgetary purposes, thera is
a one-year delay between the actuarial valuation thal serves as the basis for the rate and the calendar year when
the rate goes into elfect. The annual pensicn cost and net pension obligation/(asset) are as follows:
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANC/AL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

Annual Actual Percentage Net Pension
Fiscal Year Pension Contribution of APC Obligation/
Ending: Cost (APC) Made Contributed {Asset)
1231711 % 37,104 § 37,104 100.0% % =
1231112 § 17,031 § 17,031 100.0% % =
123113 § 16,893 § 16,893 100.0% $ =

The required contribution rates for fiscal year 2013 were determined as part of the December 31, 2010 and 2011
acluarial valuations. Additional information as of the latest actuarial valuation, December 31, 2013, also follows:

Valuation Date: 12/31/11 1213112 12/31113
Actuarial Information
Actuarial cost method Projected Unit  Projected Unit Eniry Age
credit credit Normal
Amortization method Level percent  Level percent  Level percent
of payroll of payroll of payroll
GASB 25 Equivalent Single 24.8 yaars - 24.7 years - 9.0 years -
Amortization period closed period  closed period  closed period
Amortization Period for new
Gains/Losses 25 years 25 years 25 years
Asset valuation method 10 year 10 year 10 year
Smoothed Smoothed Smoothed
Market Market Market
Assumptions
Investment retum 7.0% 7.0% 7.0%
Projected salary increases variss by age  variesbyage varies by age
and service and service and servica
Inflation 3.0% 3.0% 3.0%
Cost of living adjustments 0.0% 0.0% 0.0%

In Oclober 2013, the TMRS Board approved actuarial changes in (a) the finding method from Projected Unit
Credit 1o Eniry Age Nommal, (b) the postretirement morality assumptions used in calculating liabiliies and
contribution rates adn in the development of the Annuity Purchase Rate factors, and (¢} the amortization palicy.
These actuarial changes were effective with the Deember 31, 2013 acluarial valuation. For a complete
description of the new acluarial cost method and assumptions, please see the December 31, 2013 TMRS

Comprehensive Annual Financial Report (CAFR).

The funded status as of December 31, 2013, under the two separate acluarial valuations, is as follows:

Actuarial Actuarial Actuarial Unfunded UAAL as a
Valuation Value of Accrued Funded AAL Covered % of Coverad
Date Assels Liability (AAL) Ratio (UAAL) Payroll Payroll
12/31/13 1,213,344 1,232,790 98.4% 19,446 1,045,625 1.9%

Actuarial valuafions involve estimates of the value of reported amounts and assumptions about the probability of
evenls far into the future. Actuarially determined amounts are subject to continual revision as actual results are
compared 1o past expectations and new estimatsas are made aboul the future.



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

Actuarial calculations are based on the bensfils provided under the terms of the substaniive plan in effect at the
time of each valuation, and reflect a long-term perspective.
assumptions used include techniques that are designed to reduce shart-term volalility in actuarial accrued liabilities
The schedule of funding progress, presentsd as Required Supplernentary
Information fallowing the notes to the financial stalements, presenis multi-year trend information about whether the
acluarial value of plan assals is increasing or decreasing over fime relative to the actuaral accrued liability of

and the actuarial value of assels.

benefits.

B. Supplemental Death Bensiits Fund

Consistant with that perspective, actuarial methods and

The City also pariicipates in the cost sharing multiple-employer defined benefit group-term fife insurance plan
operated by the Texas Municipal Retirement System (TMRS) known as the Supplemental Death Benefits Fund
(SDBF). The City elected, by ordinance, to provide group-term life insurance coverage to both current and
reired employess. The City may terminate coverage under and discontinue participation in the SDPBF by
adopting an ordinance before November 1 of any year to be effective the following January 1,

The death benefit for aclive employees provides a lump-sum payment approximately equal to the employee's
annual salary, calculated based on the employee's aclual earnings, for the 12-month period preceding the
month of death; retired employees are insured for $7,500; this coverage is an "other postemployment benalfit”
or OPEB.

Plan Year Plan Year
Tha city offers supplemenial death 1o: 2013 2012
Active Employees Yes Yes
Retirees Yes Yes

The City contributes o the SDBF at a contraclually required rate as determined by an annual actuarial
valuation. The rate is equal to the cost of providing one-year term life insurance. The fuding policy for the
SDBF program Is to assure thal adequate resources are available to meet all death benefit paymenis for the
upcoming year; the intent is not to pre-fund retiree 1erm life insurance during employees’ entire carasrs.

The City's contributions to the TMRS SDBF for the years ended 2013, 2012, and 2011 were $0, %0, and
$0, respectively, which equaled the required contributions sach year.

Schedule of Contribution Rales:
(RETIREE-only portion of the ratg)

Annual Actual
Plan/ Required Contribution Percentage
Calendar Contribution Made of ARC
Year (Rate} (Rata) Contribited
2011 0.04% 0.04% 100.0%
2012 0.04% 0.04% 100.0%
2013 0.04% 0.04% 100.0%

Health Care Coverage

During the year ended December 31, 2013, employees of the City were covered by a health insurance plan (the
Plan). The Cilty paid premiums of $467 per month per employes lo the Plan. Employees, at their option, authorized
payroll withholdings to pay premiums for dependenis. All premiums were paid to a licensed insurer. The Plan was
authorized by Article 3.51-2, Texas Insurance Code and was documented by contractual agreement.
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FOR THE YEAR ENDED DECEMBER 31, 2013

The contract between the City and the licensed insurer is renewahle Oclober 1, 2014, and {erms of coverage and
prernium costs are included in the contractual provisions.

Latest financial staternents for the Texas Municipal League are available for the year ended December 31, 2013,
have been filed with the Texas State Board of Insurance, Austin, Texas, and are public records. See also Risk

Management footnote.

J.  Commilments and Contingencies.

1. Contingencies

The City participales in grant programs which are governed by various rules and regulations of the granior
agencies. Costs chargad 1o the respective grant programs are subject to audit and adjustment by the grantor
agencies; therefore, 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 City, there are no significant contingent liabilities relating to compliance with
the rules and regulations goveming the respective granis; therefore, no provision has been recorded in the
accompanying basic financial statements for such contingancies.

2, Litigation

The City is parly 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 Postclosure Care Cost

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

L. Subsequent Evants

The City of Falfurias City Council voted on July 17, 2013 fo refund the Ulility Board's Bond Debt. The new debt
does not have a stipulaion keeping the City and the Utility Board from merging into one entity, thus allowing the
City Council 1o have control over both entities and the ability to dissolve the Utility Board as it now stands. The final
consolidation was approved as of January 1, 2014.

On June 23, 2014, the City issued $600,000 of Combination Tax and Limited Pledge Fevenue Certificates of
Obligation, Series 2014. The Bonds are payable over five years, and mature on March 1, 2019, with interest at
1.73%. The total annual payments range from $124,385 to $126,081 including interest,

The bond amortization is as follows:

Period Ending Principal Interest Dabt Service
9/30/2014 $ = $ 6,286 § 6,286
9/30/2015 115,000 9,385 124,385
9/30/2016 120,000 7353 127,353
9/30/2017 120,000 5277 125,277
9/30/2018 120,000 3,200 123,200
9/30/2019 125,000 1,081 126,081
$ 600,000 % 32582 § 632,682
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

M.  Accounts Receivabla

Accounts receivable at December 31, 2013, consist of the follawing:

Accourt Allowance for
Balance Uncollectibles Net
Taxes % 400,996 $ (164,964) % 236,032
Accounis 164,760 (44,767) 119,993
Cther 211,284 - 211,284
5 777,040 % (209,731)% 567,309

The component unit had accounts receivable of $870,518, less allowance for uncolleclibles of $125,429, for a net of
$745,089,

N. Deferred Ravenue

Deferred ravenue at year end consisted of the following:

Deferred
Revenue Description Fund Amount
Property tax revenue General L 253,655
2013 Property taxes deferred 1o 2014 General 216,207
Total Deferred Revenue $ 469,862

0. Ex i v

The lollowing is a list of the excess of expenditures over appropriations, at the legal control by an individual fund:

Fund Type 3 Departiment o Amount
General Fund General Government $ 35,736
General Fund Sanitation 46,950
General Fund Public Safety 19,196
Ganeral Fund Stresls 35,651

P.  Non-Budgeted Funds

The City did not adopt a budget for the Gifis and Bequests Fund, as any gift is budgeted by specific aclion. Donations
totaled $0, and expendilures totaled $0 in the current year.

Q. [Free Water Servige
Franchise Fees:

The Uiility Board is under contracl to pay the City of Fallurrias, Texas, a 4.7% operational tax on ils gross water and
sewer rgvenues. For 2013 and 2012, this amount was $150,794 and $136,723, respectively. Tha 2013 and 2012
payments included the $39,000 and $37,000, respecilively, by the Utility Board to the City for its scheduled USDA
Cash Advance reduction.,

Frea Water Service:

The Utility Board of Faliurias, Texas, provides free water lo the City for all of its operational needs. In 2013 and
2012, the City used 33,574,040 and 37,602,200 gallons, respectively, or $117,612 and $131,382 value of free
service, raspectively.
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CITY OF FALFURRIAS, TEXAS EXHIBIT 8-1
GENERAL FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED DECEMBER 31, 2013

Variance with
Final Budget
Budgeted Amounts Positive
Qriginal Final Actual {(Negative)
Revenue: o
Taxes 1,345480 $ 1,345,480 $ 63,183
Licenses and permils 65,200 65,200 (39,292)
Charges for services 968,095 968,095 350,935
Fines & forfeitures 350,500 350,500 73,956
Interesi 5,000 5,000 (1,477)
Miscellaneous 96,540 96,540 {25,578)
Total revenues 2,830,815 2,830,815 461,727
Expenditures:
General govemment 357,740 357,740 (35,736)
Sanitation 525,000 525,000 5 (46,950)
Municipal Coun 347,295 347,285 i 4 53,240
Public Safety 925,495 925,495 el (19,196)
Streats 281,624 281,824 UCEUAYYAG! (35,651)
Health and welfare 116,285 116,285 izzzresdifdes, 5,802
Parks and recreation 355,940 355,940 27 33718 18,026
Total expendituras 2,809,379 2,809,379 ZriotEBag: fi‘? (60,465)
Excess (deficiancy) of revenues (under) expenditures (78,564) (78,564) 1Z2i707ARakes 401,262
Fundbalancesioquity, Januaryl e 132250
ke U S L G S A
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Required Supplementary Information

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



CITY OF FALFURRIAS, TEXAS EXHIBIT B-2
HOTELMOTEL OCCUPANCY TAX FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED DECEMBER 31, 2013

Variance with
Final Budget

Budgeted Amounts Positive

Qriginal Final Actual (Negative)

Revenus: P ]
Taxes $ 110,000 § 110000 B 04A867 §  (15,604)
Interest 500 500 Hcial s ann; 295
Total revenues 110,500 110,500 Zzzszeygeiits (15,899)
Expendilures: B
RGBT

Toutism 110,500 110,500 18,835

)

Advance refunding escrow 7 LRy
Tolal expenditures 110,500 TI0500 &7 aians: 18,835
Excess (deficiency) of revenues (under) expenditures - - ;J:f’g’éﬁﬁg 2,936

G

Fund balanceslegyity. January 1 449,064 449,084

rE‘r‘.

Z

R A L N A B o O B L B S B S S S S R S E S S S e e pm———_, o, = P —a —r—ri, - ’_’ O -,
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CITY OF FALFURRIAS, TEXAS
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF FUNDING PROGRESS

TEXAS MUNICIPAL RETIREMENT SYSTEM
YEAR ENDED DECEMBER 31, 2013

Actuarial Acturial Accrued Unfunded

UAAL asa
Acluarial Value of Liability {AAL) AAL Funded Covered Percentage of
Valuation Assets - Entry Age (UAAL) Ratio Payroll Covered Payroll
Date {a) (b} (b-a) (afb) c) ((b-a)/ic)
12/31/11 3 1,038,939 § 1,031,664 §$ (7,275) 100.7% 888,449 -0.8%
12/31/12 1,109,469 1,087,775 (21,694) 102.0% 925,631 -2.3%
123113 1,213,344 1,232,790 19,446 98.4% 1,045,685 1.9%



Combining Statements and Budget Comparisons
as Supplementary Information

This supplementary information includes financial statements and schedules not required by the Governmental Accounting
Standards Board, nor a part of the basic financial statements, but are presentsd for purposes of additional analysis.



CITY OF FALFURRIAS, TEXAS
COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
DECEMBER 31, 2013

Gifts
and Seizure JAG
Bequests Fund Grant
ASSETS:
Cash and cash equivalents (3 9,998 $ 4,719 $ 1,499
Receivables ( net of allowances for uncollectibles):
Due from other funds - 3,300 -

LIABILITIES:

Due to other funds 5 2,980 $ 4,659 % -

Due to other governments - = -

Deposits - - -
Total Liabilities 2,980 4,659 -

DEFERRED INFLOWS OF RESOURCES:

FUND BALANCES:

Restricted.
Restricted for State and Federal Granis - = 1,499
Restricted for Donor Intent 7,018 . - 5
Restricted for Law Enforcement - 3,360 -
Restricted for Municipal Court Building Security - - -
Restricted for Municipal Court Technology -- = -

Total equity 7,018 3,360 1,499

AR
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EXHIBIT C-1

Page 1 of 2
Law Enforcement Federal Pglice Homeland
Training Forfeiture impound Security Security
Grant Fund Fund Fund #2
$ 380 ] 88 $ 181,004 $ 35,044 % 76,442

$ - $ - $ 1,000 $ - $ 85,912
- - - - 5,974
-~ - ~ - 4
= - 1,000 S 91,880

380 - - - 29

- 88 184,663 -~ -
- - - 35,044 -
- =5 = = -
380 88 184,663 35,044 29
R Uy e R T O o e T T o o :
{ﬁdo‘oﬁd&‘a‘ﬁo‘ﬁ@ﬁ Ua‘obbbb*;dm‘dgﬁfg: S
P A R ) \
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CITY OF FALFURRIAS, TEXAS

COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
DECEMBER 31, 2013
Total
Nonmajor
Special
Water & Sewer Revenue
Replacement Funds (See
Grant #711189 Technology Exhibit A-3)
ASSETS:
Cash and cash equivalents - L3 4,075 3 313,249
Raceivables ( net of allowances for uncollectibles):

Due from other funds - 2,579 10,538
Due from other govemments - -~ 15,477
e v Y T

LIABILITIES:
Due fo other funds - % 2,300 5 96,851
Due fo other governments - - 5974
Deposits - - 4
Total Liabilities - 2,300 102,829
DEFERRED INFLLOWS OF RESOURCES:
FUND BALANCES:
Restricted:
Restiictad for State and Federal Grants - - 1,908
Restricted for Donor Intent - - 7,018
Restricted for Law Enforcement - - 188,111
Aestricted for Municipal Court Building Security - - 35,044
Restricted for Municipal Court Tachnology - 4,354 4,354
Total equity - 4,354 236,435
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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, 2013

Gifts
and Seizure JAG
Beguests Fund Grant
Revenue:
Federal and state grants $ = $ - $ 1,499
Fines & forfeitures - - -
Interesi - 30 -
Total revenues - 30 1,499
Expendiiures:
General governmen! - - -
Pubfic Safety - 155 -
Capital outlay - - -
Tolal expenditures - 155 -
Excess (deliciency) of revenues (under) expenditures - (125) 1,498
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Law Enforcement
Training
Grant

Federal
Forfeiture
Fund

Police
Impound
Fund

113,050
249

113,299

44,591

44,591

68,708

EXHIBIT C-2

Page 1 of2
Homeland
Security Security
Fund #2
% = % 54,064
3,280 =
63 =
3,343 54,064
- 54,064
T 54,064
3,343 =
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EXHIBIT C-2

CITY OF FALFURRIAS, TEXAS Page 2 of 2
COMBINING STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES

NONMAJOR SPECIAL REVENUE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2013 Total
Nonmajor
Special
Water & Sewer Revenue
Replacement Funds (See
Grant #711189 Technology Exhibit A-5)
Revenue:
Federal and state grants $ 215,258 % - 5 270,821
Fines & lorfeitures - 4,402 120,732
Intaresi - 4 - 347
Total revenues 215,258 4,406 391,900
Expenditures:
General government - 3,479 3,479
FPublic Safaty - - 98,810
Capital outlay 215,258 - 215,258
Total expendituras 215,258 3,479 317,547
Excess (deficiency) of revenues (under) expenditures - 927 74,353
Fund balances/equity, Janvary t - 3427 162,082




Other Supplementary Information

This section includes financial information and disclosures not required by the Govermmenlal Accounting Standards
Board and not considerad a part of the basic financial statements. It may, howsver, include information which is
required by other entities.
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JOHN WOMACK & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS

JOHN L. WOMACK, CPA P.O.BOX 1t47

{361) 592-2671

JOHN R. WOMACK, CPA
FAX (361) 592-1411

MARGARET KELLY, CPA

Mayor and City Council

City of Falfurrias, Texas
205 E. Allen

Faifurrias, Texas 78355

Members of the Mayor and City Council:

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptrolier Generai of the United States, the financial statements of the governmentai
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, 2013, and the related
notes to the financiai statements, which collectively comprise City of Falfurrias, Texas' basic financial
statements, and have issued our report thereon dated October 25, 2014.

Internal Control Over Financial Reporting

in planning and performing 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 opinions 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.

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

deficiences.

A deficiency in internal control exists when the design or operation of a control does not aliow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A malerial weakness Is a deficlency, or a combination of deficlencies, in
Internai control such that there is a reasonable possibility that a material misstatement of the entity's financial
statements will not be prevented, or detected and corrected on a timely basis. We consider the deficiency
described in the accompanying schedule of findings and questioned costs as item 2013-7 to be a material

weakness.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is iess
severe than a material weakness, yet important enough to merit attention by those charged with governance.
We consider the deficiencies described in the accompanying schedule of findings and questioned costs as

iterns 2013-4 to 2013-6 to be significant deficiencies.

PRIVATE COMPANIES PRACTICE SECTION, AICPA DIVISION FOR CPA FIRMS

46

KINGSVILLE, TEXAS 78364



Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of Falfurrias, Texas's financial statements are
free from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which couid have a direct and material
effect on the determination of financial statement amounts. However, providing an opinlon on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disciosed instances of noncompliance or other matters that are required to
be reported under Government Auditing Standards and whilch are described in the accompanying
schedule of findings and questioned costs as item(s) 2013-1 to 2013-3.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the resuits 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 Slandards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

Respectiully submitted,
Jhn Womack & Company, P.C.

Kingsville, Texas
October 25, 2014
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2013

A. Summary of Auditor's Besuils
1. Financial Statements
Type of auditor's report issued:
Internal control over financial reporting:
One or more material weaknesses idenlified?

One or more significant deficlencies identified that
are not considered to be material weaknesses?

Noncompliance material to financial
statements noted?

2. Federal Awards

A Single Audit was not required in the current year.

B. Financial Slat L Findi

X

2013-1 State Compliance - Excess Expenditures over Appropriations (Budgeting)

No

None Reported

No

Condition: The Cily's Budgetary Comparison Schedule - General Fund reflects several inslances of

excess expenditures over appropriations.

Crileria: The Slate requires that the City adopt a budget and amend it as necessary throughoul the year.

Cause: The iack of oversight in the budgetary process.

Effect/Polential Elfect: A lack of controls 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 to ensure thal necessary amendmenis are made on a timely basis, and a budget is adopted for

all required funds.

2013-2 State Compllance - Public Funds Investment Act

Condition: The City did not comply with certain requirements of the Public Funds Invesiment 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 Council's approval of the Invesiment Olfficer's and Auditor's annual

review of the investment policy and any changes resulting from that review.

Criteria: The Public Funds Invesiment Act requires a wrilten system of internal controls over investiment,

and annual review and approval of the investment policy by the Cily Council.

Cause: Lack of oversight over the Public Funds Invesiment Act requirements.
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CITY OF FALFURRIAS, TEXAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED DECEMBER 31, 2013
Effect/Potential Effect: Violation of the Public Funds Investment Act.
Recommendation: We recommend that the Cily develop a wrillen sysiem of inlernal controls over
investments. [n addition, we recommend that the City adopt a written inslrument which would document

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

2013-3 State Compliance - Hotel/Motes Tax Expenditures
Condition: There was insuffictent documentation to suppori cerlain expendilures ol Hotel/Motel Tax funds.

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

Cause: This account was relalively new to the City and there was new personnel overseeing this area.

Eftect: Lack of documentation could lead to disallowed expenditures, causing lhe General Fund o absorb
excess cosis.

Recommendation: We recommend thal the City personnel review state laws regarding the expendilure of
Holel/Motel Tax funds and provide adequate documentation for each expenditures. [n addition, we
recommend that the Cily establish a system of internal controls over funds provided and goods
purchased with the Hotel/Motel tax monies for Cily evenls.

2013-4 Internal Control - Municipal Court Reconciliations

Condition: The City is not properly reconciling revenues Irom the Court Records to the General Ledger.

Criteria: For proper internal control, Court Records should be recongiled to the General Ledger on a timely
basis.

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

Recommendalion: We recommend that the Cily implement procedures that involve more accurate
reconciliations belween the General Ledger and Court Records.

2013-5 Internal Control - Deposits

Condition: The City is not performing sufficient segregation of duties. The same individual prepares
deposils and reconciles the monthiy bank statemenls.

Criteria: For stronger internal conirols, the person who prepares and makes the deposits should not be
the individual responsible for the bank reconciiiations.

Cause: The City has a very small number of employees in the accounting office.

Effect: The effecl of lack of segregation of duties is an increased susceptibility to error or fraud.
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CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2013

Finding/Recommendalion

Current Slatus

Managemenl's Explanation
If Not Implemented

2(12-1 State Compliance - Excess Expenditures
over Appropriations (Budgeting)

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

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

Cause: The lack of oversight in the budgetary process.

Effect/Potential Effect: A lack of controls in the
expenditure process, creating an increased risk of
error or fraud.

Recommendation: We recommend that the City
review ils policies and procedures surrounding the
budget process to ensure that necessary
amendmenls are made on a timely basis, and a
budget is adopted for all required funds.

2(H2-2 State Compliance - Public Funds
Investment Act

Condition: The City did not comply with certain
requiremenis of the Public Funds Investment Act.
The City does not have a wrillen syslem of internal
conlrols over investments. In addition, the Gity
does not have written documentalion of the City
Council's approval of the Investment Officer's and
Audilor's annual review of the investment poiicy
and any changes resulling from thal review.

Criteria: The Public Funds Invesiment Act requires
a wrilten system of inlernal conirols over
investment, and annual review and approval of Ihe
investment policy by the City Council.

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

Cause: lack of oversight over the Public Funds
Invesiment Act requrements.

Effect/Polenlial Effect:  Violation of the Public

Funds [nvestment Act.

Not
Implemented

Not
implemenied

The Cily has hired an
experienced CFO, who
wiil work toward implementing
new policies and procedures
lo ensure compliance with
budgeting requirements.

The City has hired an
experienced CFO, who
will work loward implementing
new policies and procedures
to ensure compliance with
the Public Funds Investment
Act.



CITY OF FALFURRIAS, TEXAS

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

FOR THE YEAR ENDED DECEMBER 31, 2013

Finding/Recommendation

Current Status

Management's Explanation
If Not Implemented

Recommendation: We recommend that the City
develop a written system of internal controls over
investments. [n addition, we recommend that the
City adopt a written 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 investment
policy.

2012-3 State Compliance - Hotel/Motel Tax
Expenditures

Condition: There was insufficient documentation to
supporl certain expenditures of Holel/Motel Tax
funds.

Criteria: The Slate requires that HotelMotel Tax
funds be spent for the promotion of tourism.
Proper documentation must be malntained fo
support these expenditures.

Cause: This accounl was relatively new to the
City and there was new personnel overseeing this
area.

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

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

2012-4 Internal Control - Municlpal Court
Reconcillations

Condition: The City Is nol properly reconciling
revenues from the Courl Records to the General
Ledger.

Crileria: For proper inlernal control, 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 lhe reconclliation process
difficult.
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Not
Implemented

Not
Implemented

The Clty has hired an
experienced CFO, who
willwork toward implementing
new policies and procedures
lo ensure that proper
documentation is developed
and maintained for all
expendilure of Holel/Motel
lax funds.

The City has hired an
experienced CFO, who
wiilwork towardimplementing
new policies and procedures
o ensurs that court records
are reconciled to the general
ledger cn a limely basis.



CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2013

Finding/Recormmendation

Current Status

Management's Explanation
It Not Implemented

Elfect: Lack of a reconciliation process increases
the possibilily of error or fraud.

Recommendation: We recommend that the City
implement procedures that involve more accurate
reconciliations between the General Ledger and
Court Records.

2012-5 Internal Controls - Deposits

Condition: The City is not performing sufficient
segregalion of duties. The same individual
prepares deposits and reconciles the monthly bank
slatements.

Criteria: For stronger internal controls, the person
who prepares and makes [he deposits should not
be the individual responsible for Ihe bank
reconciliations.

Cause: The City has a very small number of
employees in the accounting olfice.

Effecl: The effect of lack of segregation of duties
is an increased susceptibility to error or fraud.

Recommendation: We recommend a beller
segregaloins: of duties. However, if this is not
possible due to the number of employees, we
recommend that a supervisor verify the prepared
deposils, inilialing fo indicate approval, with
ancther employee responsible for making the
deposit.

2012-6 Internal Control - Purchase Orders

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

Criteria: A formal purchase order system is
required for proper encumbrance accounling and
documentation of approval and receiving, lo
strengthen inlernal controls and accountability.

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

Not
Implemented

Not
Implemented

The City has hired an
experienced CFO, who
willwork toward implementing
new policies and procedures
lo ensure thal conlrols over
cash are in place and
functioning properly.

The City has hired an
experienced CFQO, who
willwork toward implementing
a purchase order system.



CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2013

Finding/Recommendation

Current Status

Management's Explanation
If Not Implemented

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

Recommendation: We recommend that the City
establish a formal purchase order system in order
to belter document approval of purchases and
receipt ol goods.
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CITY OF FALFURRIAS, TEXAS

CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED DECEMBER 31, 2013

2013-1  State Compliance - Excess Expenditures over Appropriations (Budgeting)

The City wili review poiicies and procedures regarding budgeling and expendilures, and take steps
necessary to ensure compliance with state laws. Mark Rushing, CFO, will coordinate these efforls.

2013-2 State Compliance - Public Funds Investment Act

The City will implement policies and procedures necessary lo ensure full compliance with the Public Funds
Investment Acl, and with the City's Investment Policy. Mark Rushing, CFO, will coordinate Ihese efforts.

2013-3 State Compliance - Hotel/Motel Tax Expenditures

The City will provide supporting documentation on cerlain Holel/Motel Tax expendilures. Mark Rushing, CFO,
will coordinale these efloris.

2013-4  Internal Controf - Municipal Court Reconclliations

The City will implement procedures for reconciliations between the General Ledger and Court Records. Mark
Rushing, CFO, will coordinate these eflorls.

2013-5 Internal Control - Deposits

The City will work on implementing a system lo improve approval process for deposits. Mark Rushing, CFO,
will coordinale these efforis.

2013-6 Internal Control - Purchase Orders
A formal purchase order system will be implemented. Mark Rushing, CFO, will coordinate these elforis.
2013-7 Internal Control - Asset and Liabllity Reconciliations

The City has begun and will further implement policies and procedures to ensure that asset and liability
accounts apre properly reconciled on a timely basis. Mark Rushing, CFO, will coordinale these efforts.



