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JOHN WOMACK & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS

JOHN L. WOMACK. CPA P.O.BOX 1147
KINGSVILLE. TEXAS 78364
MARGARET KELLY, CPA (361) 5922671

FAX(361) 592-1411

To the Mayor and Gity Council -
City of Falfurrias, Texas

205 E. Allen

Falfurrias, Texas 78355

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Gity of Falfurrias, Texas ("the
City") as of and for the year ended December 31, 2015, and the related notes to the financial statements,
which collectively comprise the City's basic financial statements as lisied in the table 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 accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error,

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Governmeni Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of
the risks of material misstaiement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the City's preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the City's internal control. Accordingly,
we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of significant accounting estimates made by management, as well as evaluating -
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. |
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of City of Falfurrias, Texas as of December 31, 2015, and the respective
changes in financial position, and, where applicable, cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis, budgetary comparison information, schedule of the City's proportionate share of the
net pension liability and schedule of City pension contributions identified as Required Supplementary
information in the table of contents be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain fimited
procedures to the Required Supplementary Information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management's responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not 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 statements. The combining financial statements are
presented for purposes of additional analysis and are not required parts of the basic financial statements.

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 to the auditing procedures applied in the audit of the basic financial statements
and certain additional procedures, including comparing and reconciling such information directly fo the
underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the combining financial statements is fairly
stated in all material respects in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Governmen! Auditing Standards, we have also issued our report dated November 186,
2016 on our consideration of City of Falfurrias, Texas's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is 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 control over



financial reporting or on complfance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering Clty of Falfurrias, Texas's internal control over financial
reporting and compliance.

Respectfully submitted,

/;/}OJWLUW@&f 63} PC .

Jofh/n Womack & Company, P.C.
Kingsville, TX
November 16, 2016



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, 2015. 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

o The assets of the City exceeded its liabilities by $16,827,152.

e The fund balance of the General Fund decreased during the fiscal year by
$170,136 to $1,698,902. This represents a 9.1% decrease from the prior year’s
fund balance, with the resulting fund balance being 41.4% of general fund
expenditures.

e Total assets for governmental activitics, were $5,777,066; total liabilities,
excluding component units, were $1,552,555.

o The ratio of total assets to total labilities for governmental activities was 3.7
to 1.

e The quick ratio {current assets to current liabilities) was 4.2 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:

o 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 govermmental 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.

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

o The governmental fund statements show how general government services
were financed in the short-term as well as what remains for future
spending. The two major governmental funds are the General Fund and
the Debt Service Fund.

o Fiduciary fund statements provide information about the financial
relationships in which the City acts solely as a frustee 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
(RSI) that further explains and supports the information in the financial statements. RSI
information follows the notes to the financial statements.
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Figure A-1: Required Components of the City’s Annual Financial Report
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Figure A-1 shows how the required parts of this annual financial report are arranged and
relate to one another. In addition to these required elements, a section with combining
statements that provides details about the non-major governmental funds and internal
service funds is included.

More about the City’s Fund Financial Statements:

Governmental funds are used to account for essentially the same functions reported as
governmental activities. However, unlike the government-wide financial statements,
governmental fund financial statements focus on rear-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
Sunds 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 GLO Grant Fund are presented separately along
with the aggregated other governmental funds.



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

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

Enterprise funds arve 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, 2015, the net position, excluding the City’s component unit, totaled
$16,827,152, which is a $445,253 reduction from the prior year.

A large portion of the City’s net position, 67.1%, 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 assefs were increased by $699,490. Cash and cash equivalents,
decreased $770,337, or 12.4%, while Due from Other Governments saw an increase of
$172,172,

This part of the page was left blank intentionally



Table A-1:

Current & Other Assefs
Restricted Assets
Capital Assets

Total Assets

Deferred Outflows of Resources

Current Liabilities

Restricted Liabilities

Long-Term Liabilities
Total Liahiitics

Deferred Inflows of Resources
Net Investment

in Capital Assets

Restricted

Untestricted

Total Net Position

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

Statement of Net Position for Governmental Activities
December 31, 2015 and 2014

Governmental Activities Business-Type Activities Total
1015 2014 2015 2014 2018 2014
$ 3380033 § 365774 3172880 § 4014466 6,552913 § 7672220
- 501,440 501440
2,397,033 1,175,689 12,403,044 12,924,898 14,800,077 14,100,587
5,777,066 4833443 16,077,364 16,939,364 21854430 20,770,807
38,595 18,670 57,265
802,065 434,954 684,408 586,789 1,486,473 1,021,743
750,490 - 2,420,337 2,560,000 3,170,827 2,560,000
1,552,355 434,954 3,104,745 3,146,789 4,657,300 3,581,743
424929 218,955 2314 427243 218,955
1,445,955 298,096 9,843,044 10,214,898 11,288,999 10,512,994
1,458,372 690,254 97,168 1,555,540 690,254
933,850 2,491,480 3,048,763 3571671 3,982,613 6,069,157
12988975 § 13,792,575 16827152 § 17,272,405

§ 3817 § 3479830

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.




Revenue
Program Revenues
Charges for Services
Operating Granis & Contributions
Capital Grants & Conributions
General reventes:
Property Taxes
Sales Taxes
Other Taxes
Donations
Investent Barnings
Misceilaneous

Tolal Revenues
Expenses
General Government
Public Safety
Public Works
Health & Other public services
Tourism
Mumicipal Court
Principal
Inferest on long-term debt
Water
Sewer
Gas
Solid Wasle
Total expenses

Inerease (Decrease) in Net Position
Transfers

Increase (Decrease) in Net Position
Net Position, Beginning

Prior period adjustment

Net Position, Ending

Table A-2: Changes in Net Position

$

December 31, 2015 and 2014

Governmental Activities Business-Type Activities Total

2815 2014 2815 2014 2015 2014
2034586 § 2,001,875 § 2703905 § 2951311 § 4738401 § 4,953,186
72,496 126,379 72,496 126,379
407,318 3,200 407,313 3,200
413,179 418,333 413,179 418,333
731,275 767,178 731,275 767,178
294,475 318,187 294,475 318,187

30,245 - - - 30,245 -
4,066 3,756 727 3,364 £1,337 7,120
271,952 40,203 32,314 11,022 304,266 51,225
4,259,592 3,679,111 2,743,490 2,965,697 7,003,082 6,644,808
779,208 721,148 779,208 721,148
1,061,198 1,050,719 1,061,198 1,050,719
685,963 685,518 685,963 085,518
150,768 136,950 150,768 136,950
121,961 142,049 121,961 142,049
343,710 313,305 343,710 313,305
60,996 60,996
13,515 8,595 - - 13,515 3,595
1,342,268 1,000,655 1,342,268 1,000,655
1,209,633 §12,766 1,209,633 812,766
989,222 973,225 989,222 973,225
558,610 589,662 - - 558,610 589,662
3,714,933 3,708,942 3,541,123 2,786,646 7,256,056 6,495,588
544,659 (29,831) (797,633) 179,051 (252,974) 149,220

- {551,755} - 551,755 - -
544,659 {581,586) (797,633) 730,806 (252,974) 149,220
3,479,830 4,002,459 13,792,575 13,068,769 17,272,405 17,064,228
(186,312) 58,957 {5,967) (192,279) 58,957
3,838,177 § 3479830 §  12,988975 § 13792575 § 16,827,152 § 17272405




Governmental Activities

As shown in Table A-2, revenues for governmental activities of $4,259,592 were more
than expenses of $3,679,111 for 2015 by $580,481; furthermore, this increase in net
position for the year ended in 2015 represents a $1,126,244 increase in net position from
a decrease of $581,586 in net position in 2014,

The cost of all governmenial activities for 2015 was $3,714,933.
The amount that taxpayers paid for these services through City taxes and business
fees was $1,438,929 or 33.8% of total revenues.
Some of the cost was paid by:

o Those who directly benefited from the programs, totaling $2,034,586, or

47.8% of total revenues.

All taxes contributed 33.8% of governmental activities’ revenues. Investment
earnings generated 0.1% of governmental activities’ revenues.
Public Safety (including Police and Impounding) expenses accounted for 28.6%
of governmental activities, while 18.5% 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
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In pie chart form, Graph 2 indicates the sources of revenue for governmental activities.

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

General Fund

Total assets of the General Fund decreased from $2,613,789 to $2,554,574
between 2014 and 2015, or 2.3%, primarily due to a $146,650 decrease in cash
and cash equivalents coupled with a $121,190 increase in due from other funds
since 2014,

Total liabilities of the General Fund increased by $86,651, or 30.7%, from
$281,871. The $487,150 of unearned revenue, which was reflected as Deferred
Inflows of Resources, was up $24,270, or 5.2%, over the prior year balance of
$462,880, which was a direct result of taxes receivable going up by $30,130,

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

$1,551,738 to $1,592,896, for an increase of 2.7% over fiscal year 2014 due to a
net surplus in revenues over expenditures from operations.

11



Hotel/Motel Occupancy Tax Fund (HMOT Fund)

The total assets decreased in 2015 by $38,884, or 8.9%, due to a $27,491 deficit
in expenditures being more than revenues. Total liabilities declined to zero from
$11,441 for 2014, while total equity decreased 6.5% due to expenditures
exceeding revenues by $27,443.

Budgetary Results
General Fund

Overall, General Fund revenues were more than the final budget by $214,476.
General Fund tax revenues were $1,354,757 which was $217,161 above the final
budget. Fines and forfeitures accounted for a positive variance of $2,481 from the
2015 final budget. Charges for services revenue were below the final budget by
$27,892. Licenses and permits revenue were above the final budgeted amount by
$15,194.

General Fund expenditures were 398,328 above the final budget. The largest
negative variance in expenditures came from Streets. An additional $172,041 was
spent for various street repairs throughout the City. In addition, $171,075 more
was spent on debt service principal than was expected. These two variations more
than offset slight positive variances in the health and welfare and parks and
recreation departments.

Hotel/Motel Occupancy Tax Fund (HMOT Fund)
HMOT Fund taxes were less than the final budget by $46,280 due to major road
construction that spanned several years that was completed during the year,
resulting in less hotel/motel stays. Expenditures were $5,513 under the final
budget. HMOT revenue was $39,707 below expenditures due to specific projects
still occurring during 2015.

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

were $723,259; total liabilities were $87,523 and the total fund balance was $635,736
with none classified as undesignated or unreserved fund balances.

12



Table A-3: Capital Assets at December 31, 2015 and 2014

Governmental Activities

Business-type Activities

%

%

2015 2014 Change 2045 2014 Change

Land $ 12,200 % 12,200 0.0% 138,326 $ 138,326 0.0%
Construction in Progress 579,088 4,500 12768.6% - - 4.0%
Buildings and Improvements 1,044,979 901,900 15.9% 26,259 26,259 0.0%
Infrastructure 644,230 107,815 497.5% - - 0.0%
Machinery & Equipment 934,907 752,823 24.2% 1,905,514 1,792,883 6.3%
Utility Plant, Mains, meters & extensions - - 0.0% 20,893,282 20,893,282 4.0%
Vehicles 837,269 837,269 0.0% 0.0%

Total Capital Assefs 4,052,673 2,616,513 54.9% 22,963,381 22,854,750 0.5%
Accumulated Depreciation (1,655,640} (1,440,826} 14.9% (10,560,337) {9,925,852) 6.4%

Capital Assets - Net § 2397033 §  Li75,687 103.9% $ 12,403,044 § 12,924,898 -4.0%

As shown in Table A-3, at December 31, 2015, the City had an increase in construction
in progress of $574,588. The Building and Improvement portion had a $143,073 increase
during 2015, a $536,415 increase in nfrastructure, and a $294,715 net increase in
equipment. Total Capital Assets had a net increase, before depreciation, of $1,548,791
from 2014 to 2015.

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
Hability 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. Also, during 2014, the City issued Governmental
Activities’ certificate of obligations in the amount of $600,000 to finance Street Projects.
During fiscal year 2015, Capital lease debt increased $191,057 from new leases entered
into for the acquisition of equipment. See Note F on pages 41 and 42 for more
information.

13



Table A-4: Long-Term Liabilities at December 31, 2015 and 2014

Governmental Business-Type
Activities Activifies Total
2015 2014 2015 2014 2015 2014
Cestificates of Obligation $ 485,000 § 600,000 - % - 485,000 § 600,000
Capitat Leases 466,078 275,021 - - 466,078 275,021
Refunding Bonds - - 2,560,000 2,710,000 2,560,000 2,710,600
Total Long-Term Debt  § 951,078 § 875,021 2,560,000 § 2,716,000 3,511,078 § 3,585,021

CALENDAR YEAR 2016 ADOPTED OPERATING BUDGET

The adopted budget for 2016 sets general fund revenues from all sources (including inter-
fund transfers) at $2,667,309. This budget is $765,366, or 22.3% less than the prior year’s
final budget. The greatest cause of this significant decrease in revenues from 2015 to
2016 is due to Game Rooms being shut down within the City limits by federal agents on
May 31, 2015. The City had collected $525,988 in license fees before the Game Rooms
were shut down during the middle part of 2015. Also, Wal-Mart closed in July 2015,
which has had a significant effect on sales tax revenue for 2016.

Property tax revenue was budgeted to increase $12,582 or 3.0%, compared to the prior
year’s actual property taxes. With a slight increase in assessed valuations for the 2016
tax year compared to 2015, and coupled with a slight decrease in property tax rate to
$0.474680, the total 2016 revenue forecast was conservatively cast by management. City
sales tax, which comprised 20.1% of general fund revenues for 2015, was also
conservatively forecast at $528,943, which is $202,332, or 27.7%, less than the 2015
actual sales tax revenue of $731,275. The franchise tax fee categories are budgeted at
$208,748, slightly higher than the $206,025 of 2015°s actual franchise taxes.

General fund expenditures, including transfers for the 2016 budget, were set at
$3,621,087, which is $383,399, or 9.6% less than the prior year budget. Decreases in the
budgeted expenditures for public safety and public works departments comprise the
majority of the decrease in total expenditures from the prior budget. If the budgeted
revenues and expenses are achieved, the fund balance will be reduced by $953,778 as the
budgeted $2,667,309 in budgeted revenue is significantly less than the budgeted
expenditures of $3,621,087.

14



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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CITY OF FALFURRIAS, TEXAS
STATEMENT OF NET POSITION
DECEMBER 31, 2015

ASSETS:
Cash and cash equivalenis
Receivables ( net of allowances for uncollectibles):

Taxes

Accounis

Other
Accrued Interest Receivable
internal Balances
Due from other governments
inventories
Restricted assets:

Cash and cash equivalents
Capital assels

Total Assefs

DEFERRED QUTFLOWS OF RESOURCES:

Defarred outflows of resources related to pensions
Total Deferred Outflows of Resources

LIABILITIES:

Accounis payable

Acerued wages payable

Due to other governments

Meter deposits

Accrued interest payable
Liabilities due within one year:

Current portion of bonds payable

Current portion of lease payable
Liabilities due in more than one year:

General obiigation bonds payable

Capital leases payable

Net Pension Liability

Total Liabilities

DEFERRED INFLOWS OF RESOURCES:

Deferred inflows related to pensions
Unearned revenue
Total Deferved Inflows of Resources

NET POSITION:
Net Investment in Gapital Assets
Restricted For:
Federal and State Programs
Capital Projects
Law Enforcement
Tourism
Municipal Court Building Security
Municipal Gourt Technology
Other Purposes
Unrestricted
Total Net Position

The accompanying notes are an integral part of this statement.

EXHIBIT A-1

Governmental Business-type
Activities Activities Total

$ 2,178,975 $ 2,786,299 $ 4,965,274
274,054 -- 274,054
117,711 463,864 581,575
177,000 - 177,000
67 - 67

348,760 (346,760} -
285,466 162,347 447,813
- 107,130 107,130
- 501,440 501,440
2,397,033 12,403,044 14,800,077
5,777,066 16,077,364 21,854,430
38,595 18,670 57,265
38,595 18,670 57,265
423,102 294,723 717,825
- 6,248 6,248
5,974 -- 5,874
129,170 205,397 334,567
11,524 23,040 34,564
120,000 155,000 275,000
112,295 - 112,295
365,000 2,405,000 2,770,000
353,783 - 353,783
31,707 15,337 47,044
1,552,555 3,104,745 4,657,300
4,784 2,314 7,098
420,145 e 420,145
424,929 2,314 427,243
1,445,955 9,843,044 11,288,099
408,846 97,168 506,014
428,337 - 426,337
163,848 - 163,848
397,066 -- 397,066
44,549 - 44,549
5,463 - 5,463
12,263 - 12,263
933,850 3,048,763 3,982,613
8 3,838,177 $ 12,988,975 $ 16,827,152
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CITY OF FALFURRIAS, TEXAS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2015

Program Revenues

Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions Contributions
Expenditures:
General governmeni $ 779,208 § 918,041 $ - $ -
Sanitation 558,610 673,264 - --
Municipal Courl 343,710 406,543 - -
Public Safely 1,061,198 36,738 72,496 --
Streets 298,920 - - 407,318
Health and welfare 150,768 -- - --
Parks and recreation 387,043 -- - -
Tourism 121,961 - -- --
Interest and fiscal charges 13,515 - - --
Total governmental activities 3,714,933 2,034,586 72,496 407,318
Business-type Activities:
Utility 1,342,268 1,363,305 - -
Sewer 1,209,633 649,638 -- --
Gas 989,222 690,962 - -
Total Business-type Activities 3,541,123 2,703,905 -- --
Total Primary Government $ 7,256,057 $ 4738491 § 72496 % 407,318

General Revenues:
Property Taxes
Sales Taxes
Franchise Taxes
Qccupancy Taxes
Alcoholic Beverage Taxes
Donations
Miscellaneous
Unrestricted Investment Earnings
Transfers
Total General Revenues and Transters
Change in Net Assets
Net Position - Beginning
Prior Period Adjustment
Net Position - Ending

The accompanying notes are an integral part of this statement.
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Net {Expense) Revenue and Changes in Nel Position

Governmental Business-type
Activities Activities Total

138,833 138,833
114,654 114,654
62,833 62,833
{951,964) {951,964)
108,398 108,398
(150,768} (150,768)
(387,043) (387,043}
(121,961) (121,861)
(13,515) (13,515}
(1,200,533) {1,200,533)
- $ 21,037 21,037

-- {559,895) (559,995)

-- {298,260) {298,260)

- (837,218) (837,218)
{1,200,534) (837,218) (2,037,752)
413,179 - 413,179
731,275 -- 731,275
206,025 - 206,025
87,118 - 87,118
1,332 - 1,332
30,245 - 30,245
271,952 32,314 304,266
4,068 7,271 11,337
1,745,192 39,585 1,784,777
544,658 (797,633) (252,975)
3,479,831 13,792,575 17,272,406
{186,312) {5,967) {192,279)
3,838,177 & 12,988,975 & 16,827,152
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CITY OF FALFURRIAS, TEXAS
BALANCE SHEET - GOVERNMENTAL FUNDS
DECEMBER 31, 2015

ASSETS:
Cash and cash equivalents
Receivables ( net of allowances for uncollectibles):
Taxes
Accounts
Other
Accrued Interest Receivable
Due from other funds
Due from other governments
Total Assels

LIABILITIES:
Accounts payable
Due to other funds
Due to other governments
Meter deposits
Total Liabilities

DEFERRED INFLOWS OF RESOURGCES:
Unearned revenue
Tatal Deferred Inflows of Resources

FUND BALANCES:
Restricted:
Restricted for Tourism
Restricted for State and Federal Granis
Restricted for Capital Projects
Restricted for Donor Intent
Restricted for Law Enforcement
Restricted for Municipal Court Building Security
Restricted for Municipal Court Technology
Assigned
Unasgsigned
Total equity

Total Liabilities, Deferred Inflows of
Resources, and Equity

EXHIBIT A-3

Other Total

General GLO Governmential Governmental

Fund Grant Funds Funds
$ 1,576,515 & - $ 602,461 $ 2,178,976
274,054 - - 274,054
117,711 - - 117,711
153,957 -- 23,043 177,000
67 -- - 67
424 152 -- 67,992 492,144
8,118 247,585 29,763 285,466
3 2,654574 § 247585 $ 723258 § 3,525,418
$ 172,317 % 247,585 $ 3,200 $ 423,102
67,501 - 77,883 145,384
- - 5,974 5,974
128,704 - 466 128,170
368,622 247,585 87,523 703,630
487,150 -~ - 487,150
487,150 - - 487,150
-- - 397,066 397,066
- - 1,528 1,628
-- - 11,019 11,019
-- - 12,263 12,263
- - 163,848 163,848
- - 44,549 44,549
- - 5,463 5,463
106,006 - - 106,008
1,592,896 - - 1,592,896
1,698,902 - 635,736 2,334,638
$ 2,554,574 % 2475685 % 723,958 § 3,525,418
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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, 2015

Total fund balances - governmental funds balance sheet $ 2,334,638

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

Capital assets used in governmental activities are not reported in the funds. 2,397,033
Property taxes receivable unavailable to pay for current period expenditures are deferred in the funds. 67,004
Payables for bond principal which are not due in the current period are not reported in the funds. (485,000)
Payables for capital leases which are not due in the current perlod are not reported In the funds. (466,078)
Payables for bond interest which are not due in the current period are not reported in the funds. (11,524}
Recognition of the City's proportionate share of the net pension liability Is not reported in the funds. (31,707)
Deferred Resource Inflows related 1o the pension plan are not reported in the funds. (4,784)
Deferred Resource Outflows related to the pension plan are not reported in the funds. 38,585
Net position of governmental activities - Statement of Net Position $ 3,838,177

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, 2015

EXHIBIT A-5

Other Total
General GLO Governmental Governmental
Fund Grant Funds Funds
Revenue:
Taxes $ 1,354,757 & - $ 87,118 % 1,441,875
Licenses and permits 45,504 - - 45,504
Federal and stale granis - 407,318 72,496 479,814
Donations 25,000 -- 5,245 30,245
Charges for services 1,544,935 - - 1,544,935
Fines & forfeitures 401,914 - 41,367 443,281
Inferest 3,126 - 940 4,066
Miscellaneous 271,915 - 903 272,818
Total revenues 3,647,151 407,318 208,069 4,262,538
Expenditures:
Current:
General government 740,334 - 4,141 744,475
Sanitation 535,995 - - 535,995
Municipal Gourl 330,268 - 485 330,753
Public Safely 942177 - 82,624 1,024,801
Streets 504,355 407,318 415,318 1,326,9%H1
Health and welfare 306,312 - - 306,312
Parks and recreation 549,397 - -- 549,397
Tourlsm - - 115,942 115,942
Debt service:
Principal : 180,461 -- - 180,461
Interest and fiscal charges 13,515 - -- 13,515
Total expenditures 4,102,814 407,318 618,510 5,128,642
Excess {deficiency) of revenues {(under) expenditures {455,663) - {(410,441) (866,104)
Other financing sources {uses):
Transfers in 31,580 = -- 31,580
Transfers oul - - {31,580} {31,580}
Proceeds from capital leases 253,947 - - 253,947
Total other financing sources (uses) 285,627 - {31,580} 253,947
Excess of revenues and other financing sources over
(under) expenditures and other financing uses {170,136) - (442,021} (612,157)
Fund balances/equity, January 1 1,869,038 - 1,077,757 2,946,795
Fund balances/equily, December 31 $ 1,698,902 § - $ 635,736 % 2,334,638

The accompanying notes are an integral part of thig statement.

21



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, 2015

Net change in fund balances - total governmental funds $ (612,157)

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

Capital outlays are not reported as expenses in the SOA. 1,436,158
The depreciation of capital assets used in governmental activities is not reported in the funds. {214,814}
Certain property tax revenues are deferred in the funds. This is the change in these amounts this year. (2,9486)
Repayment of bond principal is an expenditure in the funds but is not an expense In the SOA. 115,000
Repayment of capital lease principal is an expenditure in the funds but is not an expense in the SCA. 65,461
{Increase) decrease in accrued interest from beginning of period to end of perlod. (2,539)
Proceeds of leases do not provide revenue in the SOA, but are reported as current resources in the funds. (253,947)
Pension contributions made after the measurement date but in current FY were de-expended and reduced NP 14,441
Change in net position of governmental activities - Statement of Activitios $ 544,658

The accompanying notes are an integral part of this statement.
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CITY OF FALFURRIAS, TEXAS
STATEMENT OF NET POSITION
ENTERPRISE FUNDS

DECEMBER 31, 2015

ASSETS

Current Assels:
Cash and cash equivalents

EXHIBIT A-7

Enterprise
Fund

Utility
Fund

$ 2,786,299

Accounts 463,864
Due from other governments 162,347
inventories 107,130

Total current assets 3,519,640
Restricted assets:

Cash and cash equivaleits 501,440

Total restricted assets 501,440
Long-term assets:

Fixed assets ( net, where applicable, of accumulated depreciation) 12,403,044

Tolal long-term assets 12,403,044

Total Assets 16,424,124
DEFERRED QUTFLOWS OF RESOURCES
Deferred outflows of resources related to pensions 18,670
Total Deferred Outflows of Resources $ 18,670
LIABILITIES
Current liabilities:
Accounts payable $ 294,723
Accrued wages 6,248
Due to other funds 346,760

Total current liabiiities 647,731
FPayable from restricted assels:

Current portion of bonds payable 165,000
Meter deposits 205,397
Accrued interest payable 23,040

Total payable from restricted assels 383,437
General obligation bonds payable 2,405,000
Net pension liability 15,337

Total current liabilities 2,420,337

Total Liahiiities 3,451,505
DEFERRED INFLOWS OF RESOURCES
Deferred inflows of resaurces related io pensions 2314
Total Inflows of Resources 2,314
NET POSITION
investment in general fixed assels 9,843,044
Restricted for debt service 211,901
Unrestricled 2,934,030

Total Net Position

The accompanying notes are an integral part of this statement.

$_ 12,988,975

e L — = 3
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EXHIBIT A-8

CITY OF FALFURRIAS, TEXAS
STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN FUND NET POSITION - ENTERPRISE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2015

Enterprise
Fund
Utility
Fund
OPERATING REVENUES:
Service revenue
Water revenue 1,278,518
Sewer revenue 626,107
Gas revenue 658,967
Other income 172,627
Total Operating Revenues 2,736,219
OPERATING EXPENSES:
Salaries 554,819
Production costs 382,954
Repairs and maintenance 987,500
Supplies 28,890
Employee benefits and taxes 145,324
Office expense 68,289
insurance 38,276
Utiities and telephone 19,544
Professional feas 184,891
Operating fee to City 337,240
Bad debts 4,597
Depreciation 654,800
Other expense 40,489
Total Operating Expenses 3,447,613
Operating Income (Loss) (711,384)
NON-OPERATING REVENUES (EXPENSES):
Inferest revenue 7,271
interest expense (93,510}
Total Non-operating Revenues (Expenses) (86,239)
Net Income (Loss) before Operating Transters (797,633)
TRANSFERS:
Interfund transfers in -
Interfund transfers oul -
Net income {797,633}
Restained earnings/fund balances, January 1 13,792,575
Prior Period Adjustment (5,967)

Retained earningsffund balances, December 31 $ 12,988,975

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

CITY OF FALFURRIAS, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2015

Utility
Fund
Cash Flows from Operating Activities:

Cash Received from Customers $ 2,740,167

Cash Payments to Employees for Services {561,806}

Cash Payments to Other Suppliers for Goods and Services (2,148,699)
Net Cash Provided {Used} by Operating Activities 29,662
Cash Flows from Non-capital Financing Activities:

- Proceeds {Payments) from (for) Borrowings with other funds 279,984
Net Cash Provided (Used) by Non-capital Financing Activities 279,984
Cash Flows from Capital and Related Financing Activities:

Principal and Interest Paid (244,860)

Acquisition or Construction of Capiial Assels {132,945)
Net Cash Provided (Used) for Capital & Related Financing Activities {377,805)
Cash Flows from Investing Activities:

Interest and Dividends on Investmeants 7,271
Net Cash Provided (Used) for Investing Activities 7,271
Net Increase (Decrease} in Cash and Cash Equivaients {60,888)
Cash and Cash Equivalents at Beginning of Year 3,348,627
Cash and Cash Equivalents at End of Year $ 3,287,739

Reconciliation of Operating Income to Net Cash
Provided by Operating Activities:
QOperating Income (Loss) $ (711,394}
Adjustments to Reconcile Operating Income to Net Cash
Provided hy Operating Activities

Depreciation 654,800
Provision for Uncollectible Accounts 4,597
GChange in Assets and Liabilities:
Decrease (Increasse} in Receivables {19,169)
Decrease (Increase} in Defsrred Resource Outflows (18,670)
Decrease (Increase} in Inventories 13,846
increase (Decrease) in Accounts Payable 70,852
Increase (Decrease) in Deferred Resource Inflows 2,314
Increass (Decrease) in Net Pension Liability 9,369
increase (Decrease) in Customer Deposits 23,117
Total Adjustments 741,056
Net Cash Provided {Used) by Operating Activities $ 29,662
Cash and cash equivalents $ 2,786,299
Cash and cash equivalents - restricted 501,440
Total cash and cash equivalents $ 3,287,739

The accompanying notes are an integral part of this statement,
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

mm ignificant Accounting Policie

The combined financial statements of City of Falfurrias, 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 Governmental Accounting Standards Board ("GASB") is the accepted standard setting body for
establishing governmental accounting and financial reporting principles.

1.

Reporting Entity

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

!

the arganization is legally separate (can sue and be sued in its name)

the City holds the corporate powers of the organization

the City appoints a voting majority of the organization's board

the City is able to impose its will on the organization

the organization has the potential to impose a financial benefittburden on the City

- there 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 separate, tax-exempt organization whose resources are used principally fo
provide support to the City to determine If its omission from the reporting entity would result in financial
statements which are misleading or incomplete. GASB Statement No. 14 requires inclusion of such an
organization as a component unit when: 1) The economic resources received or held by the organization are
entirely or almost entirely for the direct benefit of the City, its component units or its constituents; and 2) The City
or its component units Is entitled to, or has the ability to otherwise access, a majority of the economic resources
received or held by the organization; and 3} Such economic resources are significant to the City.

Based on these criteria, the City has no component units. Additionally, the City is not a component unit of any
other reporting entity as defined by the GASB Statement.

Basis of Presentation, Basis of Accounting
a. Basis of Presentation

Government-wide Statements: The statement of net position and the statement of activities include the
financlal activities of the overall government, Eliminations have been made io minimize the
double-counting of internal activites. These statements distinguish between the governmental and
business-type activities of the City. Govemmental activities generally are financed through taxes,
intergovernmental revenues, and other nonexchange transactions. Business-lype activities are financed in
whole or in part by fees charged to external parties.

The statement of activities presents a comparison between direct expenses and program revenues for the
different business-type activities of the City and for each function of the City's governmental activities.
Direct expenses are those that are specifically associated 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 aclivities. Program revenues include (a) fees, fines, and charges paid by the recipients of goods or
services offered by the programs and (b) grants and contributions that are restricted o meeting the
operational or capital requirements of a particular program. Revenues that are not classified as program
revenues, including all taxes, are presented as general revenues.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

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

Proprietary fund operating revenues, such as charges for services, result from exchange transactions
associated with the principal activity of the fund. Exchange transactions are those in which each party receives
and gives up essentially equal values. Nonoperating revenues, such as subsidies and investment earnings,
result from nonexchange transactions or anciilary activities.

The City reports the following major governmental funds:

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

GLO Grant Fund. This fund accounts for revenues from the General Land Office Grant for drainage
improvements, and the related expenditures of those funds.

The City reporis the following major enterprise funds:

Enterprise Fund - is used to account for revenues and expenses related to goods or services sold to
parties outside the City. This fund is used to account for utility operations that are financed and
operated in a manner similar to private business enterprises where the costs of providing water, sewer,
and natural gas services to the general public, on a continuing basis, are financed through user charges.

b. Measurement Focus, Basis of Accounting

Government-wide and Proprietary Fund Financial Statements: These financial statements are reported
using the economic resources measurement focus. The government-wide and proprietary fund financiat
statements are reported using the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded at the time liabilities are incurred, regardless of when the related cash flows take
place. Nonexchange transactions, in which the City gives (or receives} value without directly receiving (or
giving) equal value in exchange, include property taxes, grants, entittements, and donations. Cn an
accrual basis, revenue from property taxes is recognized in the fiscal year for which the taxes are levied.
Revenue from grants, entitiements, and donations is recognized in the fiscal year in which all eligibiiity
requirements have been satisfied.

Governmental Fund Financial Statements: Governmental funds are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Under this method, revenues
are recognized when measurable and available. The GCity considers all revenues reported in the
governmental funds to be available if the revenues are collected within sixty days after year-end, except
property taxes, for which subsequent collections are not accrued as they are immaterial. 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. Miscellaneous revenues are recorded as
revenue when received in cash because they are generally not measurable untl actually received.
Investment earnings are recorded as earned, since they are both measurable and available. Expenditures
are recorded when the related fund liabifity is incurred, except for principal and interest on general
longterm debt, claims and judgments, and compensated absences, which are recognized as
expenditures to the extent they have matured. General capital asset acquisitions are reported as
expenditures in governmental funds. Proceeds of general long-term debt and acquisitions under capital
leases are reported as other financing sources.

When the City incurs an expenditure or expense for which both restricted and unrestricted resources may
be used, it is the City's policy to use restricted resources first, then unrestricted resources.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

3.

Under GASB Statement No. 20, "Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities That Use Propristary Fund Accounting,” all proprietary funds will continue to
follow Financial Accounting Standards Board ("FASB") standards issued on or before November 30, 1989.
However, from that date forward, proprietary funds will have the option of either 1} choosing not to apply
future FASB standards (including amendments of earlier pronouncements}, or 2} confinuing to follow new
FASB pronouncements uniess they conflict with GASB guidance. The Gity has chosen not to apply future
FASB standards.

Financial Statement Amounts

a.

Cash and Cash Equivalents

For purposes of the statement of cash flows, highly liquid investments are considered to be cash equivalents if they
have a maturity of three months or less when purchased.

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 Subtitle E, Texas Property Tax Code. Taxes are due on
receipt of the tax bill and are delinquent if not paid before February 1 of the year following the year in
which imposed. On January 1 of each year, a tax lien attaches to property to secure the payment of all
taxes, 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 property 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 Legislature.

The City operates under the laws of the State of Texas as a Type A General Law City, and Is limited fo
a maximum annual rate of 1-1/2% of taxable property of the City. Neither the state law nor the city
charter limits the proportion of this total tax rate that may be applied to debt service. The 2014 tax rate
was $.50000 on assessed value of $80,466,798 and was distribuled to the General Fund, The 2015 tax
rate is $.47468 on an assessed value of $90,983,397 with tax revenue of $420,145 which is deferred fo
2016.

Inventories and Prepaid ltems

Governmental Inventories on the balance sheet are stated at weighted average cost. Inveniory items are
recorded as expenditures when they are consumed.

Business-type inventories on the balance sheet are stated at the lower of cost (first-in, first-out method) or
market. Inventory items are recorded as expenditures when they are consumed.

Certain payments to vendors reflact costs applicable to future accounting periods and are recorded as prepaid
items.

Capital Assels
Purchased or constructed capital assets are reported at cost or estimated historical cost. Donated fixed assets
are recorded at thelr 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 asset or materially exiend assets' lives are not capitalized. A capitalization
threshold of $5,000 is used.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

Capital assets are being depreciated using the straight-line method over the following estimated usetul lives:

Estimated

Asset Class Useful Lives
Infrastructure 30
Buildings 50
Building Improvements 20
Vehicles 2-15
Office Equipment 3-15
Computer Equipment 3-15

Impairment losses related to capital assets are recognized and measured when there has beeh a
significant, unexpected decline in the service utility of capital assets. The events or changes in
circumstances which lead to impairment determinations are not considered fo be normal or
ordinary. The service utility of a capital asset Is the usable capacity which, at acquisition, was
expected to be used or provide service. Common indicators of impaitment include - evidence of
physical damage where the level of damage is such that restoration efforis are needed to restore service
utllity; enactment of laws or approval of regulations as well as changes in environmental factors;
technological developments, or other evidence of obsolescence; 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 2015.

. Receivable and Payable Balances

The City believes that sufficient detail of receivable and payable balances is provided in the financial
statermnents to avoid the obscuring of significant components by aggregation. Therefore, no disclosure is provided
which disaggregates those balances.

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

f. Customer Meter Deposits

The Utility Fund requires a deposit when new service is initiated for a customer. These deposits are
usually refunded after being held for more than one year. An active program is underway to timely
reimburse all old deposits. Interest is paid on the deposits, but no accrual s made. Interest paid on
these deposits is accounted for on the cash basis, as the amounts are immaterial to the financial
statements as a whole,

g- Due to Volunteer Fire Department

Beginning July, 1986, the Utility Fund included on each monthly utility bil a $1 charge for voluntary
donations to the Falfurrias Emergency Medical Service and the Volunteer Fire Department. Effective
October 1, 1995, the voluntary donations were limited to the Voluntesr Fire Department. It is strictly a
voluntary charge and can be ignored by the customer. All funds received each month as donations are
then remitted the following month to the Volunteer Fire Department.

h. Deferred Outflows and Inflows of Resources

In addiion to assets, the staterments of financial position (the govemment-wide and proprietary
Statements of Net Positon and governmental funds balance sheet) will sometimes report a separate
section for deferred outfiows of resources. This separate financial statement element, deferred outflows
of resources, represents a consumption of net position and/or fund balance that applies to one or more
future periods and so will not be recognized as an outflow of resources (expense/expenditure} until then.
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In addition to liabilities, the statements of financial position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of resources,
represents an acquisition of net position that applies to one or more future periods and so will not be
recognized as an inflow of resources (revenue) until that time.

i Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information about the Fiduciary Net Position of the
Texas Municipal Retirement System (TMRS) and additions to or deductions from TMRS's Fiduciary Net
Position have been determined on the same basis as they are reported by TMRS. For this purpose, plan
contributions are recognized in the period that compensation is reported for the employee, which is when
contributions are legally due. Benefit payments and refunds are recognized when due and payable in
accordance with the benefit terms. Investments are repotted at fair value.

e Compensated Absences

City employees are granted vacation and sick leave in varying amounts. In the event of termination, an
employee is reimbursed for any unused vacation leave accumulated during the year. Sick leave fs not
paid at retirement or termination. The City has no liability for unused vacation pay since all vacation
leave is used or lost If not taken each year. Vacation and sick pay is charged to departments when taken
by the employee.

k. Interfund Activity

Interfund activity results from loans, services provided, reimbursements or transfers between funds. Loans
are reported as interfund receivables and payables as appropriate and are subject to elimination upon
consolidation. Services provided, deemed to be at market or near market rates, are treated as revenues
and expenditures or expenses. Reimbursements occur when one fund incurs a cost, charges the
appropriate benefing fund and reduces its related cost as a reimbursement. All other interfund
transactions are treated as transfers. Transfers In and Transfers Out are netted and presented as a single
"Transfers" line on the government-wide statement of activities. Similarly, inferfund receivables and
payables are netted and presented as a single "Internal Balances” line of the government-wide
statement of net position.

Fund Balances - Governmental Fun
Fund halances of the governmental funds are classified as follows:

Nonspendable Fund Balance - represents amounts that cannot be spent because they are either 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 fund).

Restricted Fund Balance - represents amounts that are constrained by external parties, constitutional
provigions or enabling legislation.

Committed Fund Balance - represents amounts that can only be used for a specific purpose because of a
formal action by the City's City Council. Committed amounts cannot be used for any other purpose unless
the City Council removes those constraints by taking the same type of formal action. Committed fund
balance amounts may be used for other purposes with appropriate due process by the City Council.
Committed fund balance amounts differ from restricted balances in that the constraints on their use do not
come from outside parties, constitutional provisions, or enabling legislation.
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Assigned Fund Balance - represents amounts which the City intends to use for a specitic purpose, but that
do not meset 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 Councll delegates the authority. Specific amounts that
are not restricted or committed in a special revenue, capital projects, debt service or permanent fund are
asslgned for 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 purposes of the City itself.

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

When an expenditure is incurred for a purpose for which both restricted and unrestricted fund balance is
available, the GCity considers restricted funds to have been spent first. When an expenditure is incurred for
which committed, 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.

The City has adopted a minimum fund balance policy of at least one month of the total budgsted
expenditures for the General Fund.

m. Use of Estimates
The preparation of financial statements in conformity with GAAP requires the use of management's estimates.
Change in Accounting Policies

In June 2012, the Governmental Accounting Standards Board (GASB) issued Statement No. 68, "Accounting
and Financial Reporting for Pensions," which Is effective for fiscal years beginning after June 15, 2014. The City
has implemented the provisions of this Statement for the year ended December 31, 2015.

The Statement requires numerous new pension disclosures in the notes to the financial statements and new
10-year, pension-related charts as required supplementary information. Also, for the first time the City is required
to recognize pension expense, report deferred outflows of resources and deferred inflows of resources related to
pensions and a net pension liability for its proportionate shares of the collective (TMRS) pension expense,
collective (TMRS) deferred outflows of resources and deferred inflows of resources related to pensions and
collective (TMRS) net pension liability.

B. Compliance and Acgountability

1.

Finance-Related Legal and Contractual Provisions

in accordance with GASB Statement No. 38, "Certaln Financial Statement Note Disclosures,” violations of finance-
related Jegal and coniractual provisions, if any, are reported below, along with actions taken to address such violations:

Violation Action Taken

The City did not maintain the The City will transfer in the subsequent year amounts sufficient
minimum interest and sinking fund to raise the interest and sinking fund to the minimum allowable
of 2% of the cutstanding bonds balance.
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2, Deficit Fund Balance or Fund Net Position of Individual Funds

Following are funds having deficit fund balances or fund net position at year end, if any, along with remarks which address
such deficits:

Deficit
Fund Name Amount Remarks
None reported Not applicable  Not applicable

C. Deposits and Investments

The Gity's funds are required to be deposited and invested under the terms of a depository contract. The depository
bank deposits for safekeeping and trust with the City's agent bank approved pledged securities in an amount sufficient
to protect City funds on a day-to-day basis during the period of the contract. The pledge of approved securities is
waived only to the extent of the depository bank's dollar amount of Federal Deposit Insurance Corporation {"FDIC")
insurance.

Cash Deposils:

At December 31, 2015, the carrying amount of the City’s deposits (cash, certificates of deposit, and interest-bearing
savings accounts included in temporary investments) was $5,466,715 and the bank balance was $5,680,567. The
Gity's cash deposits at December 31, 2015 and during the year ended December 31, 2015, were entirely covered by
FDIC insurance or by pledged collateral held by the City's agent bank in the Gity's name.

Investmenis:

The City is required by Government Gode Chapter 2256, The Public Funds Investment Act, to adopt, 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.

The Public Funds Investment Act (“Act"} requires an annual audit of investment practices. Audit procedures in this
area conducted as a part of the audit of the general purpose financial statements disclosed that in the areas of
investment practices, management reports and establishment of appropriate policies, the City adhered to the
requirements of the Act. Additionally, investment practices of the City were in accordance with local policies.

The Act determines the lypes of investments which are allowable for the City. These include, with certain restrictions,
(1) obligations of the U.S. Treasury, certain U.S. agencies, and the State of Texas, (2} cerllficates of deposit, (3)
certain municipal securities, (4) money market savings accounts, (5) repurchase agreements, (6) bankers acceptances,
(7) mutual funds, (8) investment pools, (9) guaranteed Investment contracts, and (10) common trust funds.

The City had no investments at December 31, 2015.

nalysis of Spacific Deposit and Investment Risks:

GASB Statement No. 40 requires a determination as to whether the City was exposed to the following specific
investrnent risks at year end and if 50, the reporting of certain related disclosures:

a. Credit Risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligafions. The ratings of

securities by nationally recognized rating agencies are designed to give an indication of credit risk. At year end, the
City was not significantly exposed to credit risk.
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b. Custodial Credit Risk

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

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

At year end, the City was not exposed to custodial credit risk.
c. Concentration of Gredit Risk

This risk is the risk of loss atlributed to the magnitude of a government's investment in a single issuer. At year end, the
City was not exposed to concentration of credit risk.

d. Interest Rate Risk

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

e. Foreign Currency Risk

This Is the risk that exchange rates will adversely affect the fair value of an investment. At year end, the City was
not exposed to foreign currency risk.

investment Accounting Policy
The City's general policy is to report money market investments and short-term participating interest-earning

investment contracts at amortized cost and to report nonparticipating interest-eaming investment contracts using a
cost-based measure. However, if the fair value of an investment is significantly affected by the impairment of the
credit standing of the issuer or by other factors, it is reported at fair value. All other investments are reported at fair
value unless a legal contract exisis which guarantees a higher value. The term "short-term" refers to investments
which have a remaining term of one year or less at time of purchase. The term “nonparticipating” means that the
investment's value does not vary with market interest rate changes. Nonnegotiable cerlificates of deposit are examples
of nonparticipating interest-eaming investment contracts.

D. nts Receivable

Accounts receivable at December 31, 2015, consisted of the following:

General Other Funds Enterprise Total

Accounts $ 171,212 23,043 $ 604,726 $ 798,981
Taxes-Property 463,332 - -- 463,332
Taxes-Franchise & Sales 153,496 - -- 153,496
Other 461 - 461
Gross Receivables 788,501 23,043 604,726 1,416,270
Less: Allowance for

Uncollectible (242,779) - {140,862} (383,641}
Net Receivables $ 545,722 $ 23,043 § 463,864 $ 1,032,629
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E. Capital Assefs
Capital asset activity for the year ended December 31, 2015, was as follows:
Beginning Ending
Balances Increases Decreases Balances
Governmental activities:
Capital assets not being depreciated.
Land $ 12,200 $ - $ - $ 12,200
Construction in progress 4,500 574,588 -- 579,088
Total capital assets not being depreciated 16,700 574,588 - 591,288
Capital assets being depreciated:
Buildings and improvements 901,906 143,073 -- 1,044,978
Infrastructure 107,815 536,415 -- 644,230
Equipment 752,823 182,084 - 934,907
Vehicles 837,269 -- -- 837,269
Total capital assets being depreciated 2,599,813 861,572 -- 3,461,385
Less accumulated depreciation for:
Buildings and improvements (421,362) {40,674} - (461,936}
Infrastructure (49,860) {34,230} - (84,090}
Equipment (357,230} (77,672) e (434,902)
Vehicles (612,374} {62,338} -- (674,712}
Total accumulated depreciation (1,440,826} {214,814} - (1,655,640}
Total capital assets being depreciated, net 1,158,987 646,758 - 1,805,745
Governmential activities capital assels, net $ 1,175,687 % 1,221,346 § - $ 2,397,033
Beginning Ending
Balances Increases Decreases Balances
Busi -lype activities:
Capital assets not being depreciated:
Land 138,326 $ -- 3 - 138,326
Total capital assets not being depreciated 138,326 - - 138,326
Capital assels being depreciated.
Buildings and improvements 28,259 - - 26,259
Machinery and equipment 1,656,697 132,945 20,314 1,769,328
Office equipment 136,186 - - 136,186
Mains, meters, and exiensions 18,690,282 - - 18,690,282
Sewer plant 2,203,000 - - 2,203,000
Total capital assets being depreciated 22,712,424 132,945 20,314 22,825,055
Less accumulated depreciation for:
Buildings and improvements (17,726} (449) - (18,175)
Machinery and equipment (1,135,935} (92,119) (20,314} (1,207,740}
Office equipment (127,251} (8,935) - (136,186)
Mains, meters, and extensions (8,071,240} (498,221) (8,569,461}
Sewer plant {673,700) (55,075) - (628,775)
Total accumulated depreciation (9,925,852) (654,799) (20,314) {10,560,337)
Total capital assets being depreciated, net 12,786,572 (521,854) -- 12,264,718
Business-type activities capital assets, net 12,924,898 $ (521,854} % -- 12,403,044
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Depreciation was charged to functions as follows:

General Government $
Sanitation
Municipal Court
Public Safety
Streets
Health & Welfare
Parks & Recreation
Tourism
$
ivi

F. Interfund Balances A

1. Due To and From Other Funds

2

36,895
22,615
13,955
43,238
55,988
12,924
23,180

6,019

14,814

Balances due fo and due from other funds at December 31, 2015, consisted of the following:

Amount Purpose

Due To Fund Due From Fund
General Fund Other Governmental Funds
General Fund Major fund (specify fund name)
Other Governmental Funds General Fund
Other Balances
Total

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

2. Transfers To and From Cther Funds

$

$

77,883 Short-term loans
346,760 For transfer of operating fees
67,601 Short-term loans

492,144

Transters to and from other funds at December 31, 2015, consisted of the following:

Transfers From Transfers To

Amount Reason

General fund

Total

G. Long-Term Obligations

1. Long-Term Obligation Activity

Other Governmental Funds

$
$

31,580 Supplement other funds sources
31,580

Long-term obligations include debt and other long-term liabilities. Changes in long-term obligations for the year ended

December 31, 2015, are as follows:

Amounts
Beginning Ending Due Within
Balance Increases Decreases Balance One Year
Governmental activities:
Certificates of Obligation $ 600,000 § - $ 115,000 $ 485,000 120,000
Capital leases (1) 275,021 253,247 62,890 466,078 112,295
Total governmental activites $ 875,021 $ 253,947 $ 177,890 & 951,078 § 232,295
(1) Secured by ad valocrem taxes and other revenue
Business-type activities:
2013 Refunding Bonds $ 2,710,000 % - % 150,000 $ 2,560,000 155,000
Total business-type activities $ 2,710,000 % -- 3 150,000 $ 2,560,000 $ 155,000
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Governmental Activities:
Combination Tax and Limited Pledge Revenue Cerllficates of

Obligation, Serles 2014, payable over five years, maturing

March 1, 2019, with interest at 1.73%, totat annual payments
ranging from $127,353 lo $126,081, secured by ad valorem
taxes and limited revenue

Business Type Activities:
Limited Tax Refunding Bonds, Series 2013, payable in annual
Instaliments of $244,860 to $244,320 including interest at 3.6%,
secured by ad valorem taxes and maturing April 1, 2028 (1)

Sub-Total

lL.ess Current Portion
Total Bond Debt $

2.  Debt Service Requirements

2015 2014
485,000 $ 600,000
2,560,000 2,710,000
3,045,000 3,310,000
(275,000) (265,000)
5770,000 $ 3,045,000

Debt service requirements on long-term debt at December 31, 2015, are as follows:

Governmental Aclivities

Year ing Decembar 31 Principal Interest Total

2016 $ 120,000 $ 7,353 % 127,353
2017 120,000 5,277 125,277
2018 120,000 3,200 123,200
2019 125,000 1,081 126,081
Totals $ 485,000 $ 16,911 § 501,911

Business-type Activities

Year Ending Dece r31 Principal Interest Total

2016 $ 155,000 $ 89,370 § 244 370
2017 165,000 83,610 248,610
2018 170,000 77,580 247,580
2019 175,000 71,370 246,370
2020 180,000 64,980 244,980
2021-2025 1,015,000 220,050 1,235,050
2026-2028 700,000 38,340 738,340
Totals $ 2,560,000 $ 645,300 $ 3,205,300

3. Capital Leases

Commitments under capitalized lease agreements for facilities and equipment provide for minimum {uture lease payments
as of December 31, 2015, as follows:

Year Ending Dece r31:

2016

2017

2018

2019

2020

Total Minimum Lease Payments

Less amount representing interest

Present value of net minimum lease payments

The efiective interest rate on capital leases is 2.98% to 5.450%.
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H. Risk Management

The City is exposed to various risks of loss related to toris, theft, damage or destruction of assets, errors and omissions,
injuries to employees, and natural disasters. During fiscal year 2015, the Gity obtained general liability coverage at a
cost that is considerad to be economically justifiable by joining together with other governmental entities in the State
as a member of the Texas Municipal League Intergovernmental Risk Pool ("TMLY. TML s a self-funded pool
operating as a common risk management and insurance program. The City pays an annual premium to TML for its
above insurance coverage. The agreement for the formation of TME provides that TML will be self-sustaining through
member premiums and will reinsure through commercial companies for claims in excess of acceptable 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 exceeded coverage in any of the past three fiscal
years.

. Pension Plan

1. Plan Description The City parficipates as one of 860 plans in the nontraditional, joint contributory, hybrid
defined beneflt pension plan administered by the Texas Municipal Retirement System (TMRS). TMRS is an
agency created by the State of Texas and administered in accordance with the TMRS Act, Subtitie G, Title 8,
Texas Govemment Code {the TMRS Act) as an agent multiple-employer retirement system for municipal
employees in the State of Texas. The TMRS Act places the general administration and management of the
System with a six-member Board of Trustees. Although the Governor, with the advice and consent of the Senate,
appoints the Board, TMRS is not fiscally dependent on the State of Texas. TMRS's defined benefit pension plan
is a tax-qualified plan under Section 401(a) of the Internal Revenue Code. TMRS issues a publicly available
comprehensive annual financial report (CAFR) that ¢an be obtained at www.tmrs.com.

All eligible employees of the City are required fo participate in TMRS.
2. Bensfits Provided

TMRS provides retirement, disability, and death benefits. Benefit provisions are adopted by the goveming body
of the City, within the options available in the state statutes governing TMRS.

At retirement, the benefit is calculated as if the sum of the employes's contributions, with interest, and the
City-financed monetary credits with interest were used to purchase an annuity. Members may choose o receive
their retirement beneflt in one of seven payments options. Members may alsc choose to receive a portion of
their benefit as a Partial Lump Sum Distribution in an amount equal to 12, 24, or 36 monthly payments, which
cannot exceed 75% of the member's deposits and interest.

Employees covered by benefit terms:

At the December 31, 2014 valuation and measurement date, the following employees were covered by the
benefit terms:

Inactive employees or beneficiaries currently receiving benefits 14
Inactive employees entitled to but not yet receiving benefits 26
Active employees 41
Total covered employees 81
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3. Contributions

The contribution rates for employees in TMRS are either 5%, 6%, or 7% of employee gross earnings, and the
City matching percentages are elther 100%, 150%, or 200%, both as adopted by the governing body of the Clty.
Under the state law governing TMRS, the contribution rate for each City is determined annually by the actuary,
using the Entry Age Normal (EAN) actuarial cost method. The actuarially determined rate is the estimated
amount necessary to flnance the cost of benefits earned by employees during the year, with an additional
amount to finance any unfunded accrued liability.

Employees for the City were required to contribute 5.0% of their annual gross earnings during the fiscal year.
The contribution rates for the City were 2.32% and 2.02% in calendar years 2014 and 2015, respectively. The
City's contributions to TMRS for the year ended December 31, 2015 were $36,239, and were equal to the
required coniributions.

4.  Net Pension Liabifity

The City's Net Pension Liability (NPL) was measured as of December 31, 2014, and the Total Pension Liability
(TPL) used to calculate the Net Pension Liaility was determined by an actuarial valuation as of that date.

Actuarial assumptions:

The Total Pension Liability in the December 31, 2014 actuarial valuation was determined using the following
actuarial assumptions:

Inflation 3.0% per year
Overall payroll growth 3.0% per year
Investment Rate of Return 7.0%, net of pension plan investment expense, including inflation

Salary Increases were based on a service-rslated table. Mortality rates for active members, refirees, and
beneficiaries were based on the genderdistinct RP2000 Combined Healthy Mortality Table, with male rates
multiplied by 109% and female rates multiplied by 103%. The rates are projected on a fully generational basis
by scale BB to account for future mortality improvements. For disabled annuitants, the gender-distinct RP2000
Disabled Retiree Mortality Table is used, with slight adjustments.

Actuarial assumptions used In the December 31, 2014, valuation were based on the resuits of actuarial
experience studies. The experience study in TMRS was for the period January 1, 2008 through December 31,
2009, first used in the December 31, 2010 valuation. Healthy post-retirement mortality rates and annuity
purchase rates were updated based on a Moriality Experience Investigation Study covering 2009 through 2011,
and dated December 31, 2013. These assumptions were first used in the December 31, 2013 valuation, along
with a change to the Entry Age Normal {EAN) actuarial cost method. Assumptions are reviewed annually. No
additional changes were made for the 2014 valuation.

The fong-term expected rate of return on pension plan Investments is 7.0%. The pension plan's poficy in regard
to the allocation of invested assets is established and may be amended by the TMRS Board of Trustees. Plan
assels are managed on a fofal return basis with an emphasis on both capital appreciation as well as the
production of income, in order to satisfy the short-term and long-term funding needs of TMRS.

The long-term expected rate of retumn on pension plan Investments was determined using a building-block
method in which best estimate ranges of expected future real rates of return (expected returns, net of pension
plan investment expense and inflation) are developed for each major asset class. These ranges are combined to
produce the long-term expscted rate of return by weighting the expecied future real rates of return by the target
asset allocation percentage and by adding expected inflation. The target allocation and best estimates of
arlthmetic real rates of return for each major asset class are summarized in the following table:
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Target
Asset Class Allocation
Domestic Equity 17.5%
International Equity 17.5%
Core Fixed Income 30.0%
Non-Core Fixed Income 10.0%
Real Return 5.0%
Real Estate 10.0%
Absolute Return 5.0%
Private Equity 5.0%
Total 100.0%

Discount Rate

The discount rate used to measure the Total Pension Liability was 7.0%. The projection of cash flows used to
determine the discount rate assumed that employee and employer contributions will be made ai the rates
specified in statute. Based on that assumption, the pension plan's Fiduciary Net Position was projected to be
available to make all projected future benefit payments of current active and inactive employees. Therefore, the
long-term expected rate of return on pension plan investments was applied to all pericds of projected benefit

payments to determine the Total Pension Liability.

Long-Term Expected
Real Rate of Return (Arithmetic)

4.80%
6.05%
1.50%
3.50%
1.75%
5.25%
4.25%
8.50%

Increase (Decrease)

$ Total Pension  Plan Fiduciary Net Pension
Changes in Net Pension Liability Liabllity Net Position Liability
{a) {b) (a) - (b)
Balance at 12/31/2013 $ 2,053,963 $ 2,110,014 § (56,051)
Changes for the year
Service cost -- 84,934 {84,934}
Interest -- 146,675 {146,675)
Change of benefit terms - - -
Difference between expected
and actual experience - {9,065) 9,065
Changes of assumptions - - -
Contributions - employer 34,015 - 34,015
Contributions - employee 81,368 - 81,368
Net investment income 117,495 - 117,495
Benefit payments, including
refunds of employse contributions (114,234) {114,234} -
Administrative expense {1,226) - (1,226)
Other changes (101) -- (101)
Net changes $ 117,317 § 108,310 $ 9,007
Balance at 12/31/2014 5 2,171,280 $ 2,218,324 § (47,044}

Sensitivity of the net pension liability to changes in the discount rate

The following presents the net pension liability of the City, calculated using the discount rate of 7.0%, as well as
what the City's net pension hability would be if it were calculated using a discount rate that is 1-percentage-point

lower {6.0%) or 1-percentage-point higher (8.0%) than the current rate.

City's net pension liability 8

1% Decrease in Discount 1% Increase in
Discount Rate Rale Discount Rate
290,785 § 47,044 % {160,214)
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Pension Plan Fiduciary Net Position

Detailed Information about the pension plan's Fiduciary Net Position is available in a separately-issued TMRS
financial report, That report may be obtained on the Internet at www.tmrs.com.

5. Pension Expense and Deferred Outflows of Resources and Deferred Inflows of Resources Related to Pensions
For the year ended December 31, 2015, the City recognized pension expense of $16,399.

At December 31, 2015, the Cily reported deferred outflows of resources and deferred inflows of resources related
to pensions from the following sources:

Deferred Qutflows Deferred Inflows
of Resources of rces
Ditferences between expected and actual
economic experience $ 21,026 $ 7.098
Changes in actuarial assumptions $ e $ -
Difference betwsen projected and aciual
investment earnings $ - $ -
Contributions subsequent 1o the measure-
ment date $ 36,239 $ e
Total $ 57,265 $ 7,098

$18,670 reported as deferred outflows of resources related to pensions resulting from contributions subsequent to
the measurement date will be recognized as a reduction of the net pension liability for the year ending
December 31, 2015. Other amounts reported as deferred outflows and inflows of resources related to pensions
will be recognized in pension expense as follows:

Year ended Dec. 31:

2015 $ 3,289
2016 $ 3,289
2017 $ 3,289
2018 $ 4,061
2019 $ -
Thereafter $ --

J. ith Care Coverage

During the year ended December 31, 2015, employees of the City were covered by a health insurance plan (the
Plan). The City paid premiums of $612 per month per employee to the Plan. Employees, at their option, authorized
payroll withholdings to pay premiums for dependents. All premiums were paid to a licensed insurer. The Plan was
authorized by Atticle 3.51-2, Texas Insurance Code and was documented by coniractual agreement.

The contract between the City and the licensed Insurer Is renewable October 1, 2016, and terms of coverage and
premium costs are included in the contractual provisions.

Latest financlal statements for the Texas Municipal League are available for the year ended December 31, 2015,
have been filed with the Texas State Board of Insurance, Austin, Texas, and are public records.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2015

K. Commitments and Contingencies
1.  Contingencies
The City participates in grant programs which are governed by various rules and regulations of the grantor
agencies. Costs charged to 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 collectability 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 governing the respective grants; therefore, no provision has been recorded in the
accompanying basic financial statements for such contingencies.
2. Litigation
No reportable litigation was pending against the Gity at December 31,2015.
L. Closure and Postclosur re Cos
The City does not maintain any landfill facilities, and therefore no accrual for these care costs is necessary.
M. Subsequent Events
Subsequent events were evaluated through November 16, 2016, which Is the date of the audit report.
N. Ex Expenditures over ropriations
The following is a list of the excess of expenditures over appropriations, at the legal control by an individual fund:
Fund Type Department Amount
General Fund General Government $ 40,717
General Fund Municipal Court 5,666
General Fund Streets 172,041
General Fund Debt Principal 171,075
General Fund Debt Interest 13,515
Q. Prior Period Adjustment

During fiscal year 2015, the City adopted GASB Statement No. 68 for Accounting and Reporting for Pensions. With
GASB 68, the City must assume their proportionate shate of the Net Pension Liability of the Texas Municipal
Retirement System. Adoption of GASB 68 required a prior period adjustment to report the effect of GASB 68
retroactively. The resulting prior period adjustment was a debit of $12,337 to the beginning net position of the

governmental activities, and a debit of 5,967 to the beginning net position of the business-type ativities.

During the fiscal year 2015, the Cily corrected its GASB 34 entry to defer curent year taxes to the subsequent year.
The City was deferring only the collected portion when the entire taxes assessed should be deferred, resulting in a

correction of an error with a $173,975 debit to beginning unrestricted net position.
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CITY OF FALFURRIAS, TEXAS
GENERAL FUND

BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED DECEMBER 31, 2015

Revenue:
Taxes
Licenses and permits
Donations
Charges for services
Fines & forfeitures
Interest
Miscellaneous

Total revenues

Expenditures:
Current:
General government
Sanitation
Municipal Court
Public Safety
Streels
Health and welfare
Parks and recreation
Debt service:
Principal
interest and fiscal charges
Total expenditures

Excess (deficiency) of revenues (under) expenditures

Other financing sources {uses):
Transfers in
Transfers out
Proceeds from capital leases
Total other financing sources (uses)

Excess of revenues and other financing sources over
{under} expenditures and other financing uses

Fund balances/equity, January 1
Fund balances/equity, December 31

EXHIBIT B-1

Variance with

Final Budget
Budgeted Amounts Positive
Qriginal Final Actual (Negative}
1,396,741 $ 1,137596 $ 1,354,757 § 217,181
40,110 30,310 45,504 15,194
- 25,000 25,000 -
1,959,017 1,572,827 1,544,935 (27,892}
445818 399,433 401,914 2,481
448 446 3,126 2,680
33,803 267,063 271,916 4,852
3,875,935 3,432,675 3,647,151 214,476
631,143 699,617 740,334 (40,717)
558,053 558,053 535,995 22,058
308,002 324,702 330,268 (5,566)
1,029,164 1,077,941 942,177 135,764
558,019 332,314 504,355 (172,041)
329,303 398,915 306,312 92,603
808,140 603,558 549,396 54,162
9,386 9,386 180,461 (171,075}
- - 13,515 (13,515}
4,232,210 4,004,486 4,102,814 (98,328}
(356,275) {571,811} (455,663} 116,148
257,229 257,049 31,580 (225,469)
(222,469) (222,469} - 222,469
- - 253,947 253,947
34,760 34,580 285,627 250,947
{321,515) (5637,231) (170,136) 367,095
1,869,038 1,869,038 1,869,038 -
1,547,523 $ 1,831,807 $_ 1698902 $ 367,095

42



CITY OF FALFURRIAS, TEXAS

SCHEDULE OF CHANGES IN NET PENSION LIABILITY AND RELATED RATIOS
TEXAS MUNICIPAL RETIREMENT SYSTEM

LAST TEN FISCAL YEARS *

Fiscal Year
2014
Total Pension Liability
Service cost $ 84,934
Interast (on the total pension liability) 146,675
Changes of benefit terms -
Difference between expected and actual experience (9,065)
Changes in assumptions -
Benefit Payments, including refunds of employee contributions (114,234)
Net Change in Total Pension Liability 108,310
Total Penslon Liability - Beginning 2,110,014
Total Penslon Liability - Ending (A) $ 2218324
Pian Fiduciary Net Position
Contributions - employer $ 34,015
Contributions - employee 81,368
Net investment income 117,495
Benefit payments, including refunds of employee contributions (114,234)
Administrative expenses (1,226)
Cther (101}
Net Change in Plan Fiduciary Net Position 117,317
Plan Fiduciary Net Position - Beginning 2,053,963
Plan Flduciary Net Position - Ending (B) $ 2,171,280
Net Pension Liability - Ending (A-B) $ 47,044
Plan Fiduciary Net Position as a Percentage of Total Pension Liability 97.88%
Covered Payroll 1,627,354
Net Pension Liabifity as a Percentage of Covered Payroll 2.89%

* This schedule s presented to ifustrate the requirement to show information for 10 years. However, until a full 10-year frend is compiled,
this schedule provides the infarmation only for those years for which information Is avallable.
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF CITY CONTRIBUTIONS
TEXAS MUNICIPAL RETIREMENT SYSTEM
LAST TEN FISCAL YEARS *

2015 2014
Contractually required contribution $ 36,239 § 34,015
Gonjributions in relation o the
contractually required contribution (36,239) (34,015}
Contribution deficiency (excess) $ - $ --
City's coverad-employes payroll $ 1,759,752 $Q
Contributions as a percentage of
coverad-employee payroll 2.06% -

* This schedule is presented fo iilustrate the requirement to show information for 10 years. However, until & full 10-year trend is compiled,
this schedule provides the information for those years for which information is available.
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CITY OF FALFURRIAS, TEXAS
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2015

Valuation Date:

Actuarilly determined contribution rates are caiculated as of December 31,
and become effective in January 13 months later.

Methods and Assumptions Used to Determine Contribution Raie:

Actuarial Cost Method

Amortization Method

Remaining Amartization Period

Asset Valuation Method

Inflation

Salary Increases

Investment Rate of Return

Retfirement Age

Mortality

Other Information

Entry Age Normal

Level Percentage of Payroll, Closed

24 Years

10 Year smoothed market; 15% soft corridor

3%

3.5% to 12% including inflation

7%

Experience-based table based on rates that are specific to the City's plan
of benefits. Last updated for the 2010 valuation pursuant to an expeftience
study of the period 2005-2009.

RP2000 Combined Mortality Table with Blue Collar Adjustment with male rates
multiplied by 109% and female rates multiplied by 103% and projecied on a
fully generational basis with scale BB.

Merged with Falfurrias Utility Board 1) Adopted restricted prior service credit
for City employees 2} Greation of composite participation date
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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 presented for purposes of additional analysis.



CITY OF FALFURRIAS, TEXAS
COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS
DECEMBER 31, 2015

ASSETS:
Cash and cash equivalents
Receivables { net of allowances for uncollectibles):
Other
Due from other funds
Due from other governments
Total Assels

LIABILITIES:
Accounis payable
Due to other funds
Due to other governments
Meter deposits
Tetal Liabilities

FUND BALANCES:
Restricted:
Restricted for Tourism
Aestricted for State and Federal Grants
Restricted for Capital Projects
Restricted for Donor Intent
Restricted for Law Enforcement
Restricted for Municipai Court Bullding Security
Restricted for Municipal Court Technology
Total equity

Total Liabilities and Equity

EXHIBIT C-1

Total
Nonmajor
Special Capital Governmental
Revenue Projects Funds (See
Funds Funds Exhibit A-3)
591,442 $ 11,019 $ 602,461
23,043 - 23,043
67,992 -- 67,992
29,763 -- 24,763
712,240 $ 11,019 $ 723,259
3,200 3 -- $ 3,200
77,883 -- 77,883
5,974 -- 5,974
466 -- 466
87,523 - 87,523
397,066 un 397,066
1,528 -- 1,528
- 11,018 11,019
12,263 -- 12,263
163,848 - 163,848
44,549 -- 44,549
5,463 a 5,463
624,717 11,019 635,736
712,240 $ 11,019 $ 723,259
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CITY OF FALFURRIAS, TEXAS

COMBINING STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES
NCONMAJOR GOVERNMENTAL FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2015

Revenue:
Taxes
Federal and state grants
Donations
Fines & forfeitures
interes!
Miscellaneous
Total revenues

Expenditures:
General government
Municipal Courl
Public Safety
Streets
Tourism

Total expenditures

Excess (deficiency) of revenues (under) expenditures
Other financing sources (uses):
Transfers out
Total other financing sources {uses)

Excess of revenues and other financing sources over
{under) expenditures and other financing uses

Fund balances/equity, January 1
Fund balances/equity, December 31

EXHIBIT C-2

Total
Nonmajor
Special Capital Governmental
Revenue Projects Funds (See
Funds Funds Exhibit A-5)

87,118 $ -- $ 87,118
72,496 -- 72,496
5,245 -- 5,245
41,367 -- 41,367
940 - 940

903 - 903
208,069 - 208,069

4,141 - 4,141

485 - 485
82,624 - 82,624

- 415,318 415,318
115,942 - 115,942
203,192 415,318 618,510
4,877 {415,318) (410,441)
(31,580) - (31,580)
(31,580) - (31,580)
{26,703) (415,318) (442,021)
651,420 426,337 1,077,757
624,717 $ 11,019 $ 635,736
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CITY OF FALFURRIAS, TEXAS
COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
DEGEMBER 31, 2015

Gifts
and
Bequesis

Hotel/Motel
Occupancy Tax
Fund

Seizure
Fund

JAG
Grant

ASSETS:
Cash and cash equivalents $ 15,243
Receivables { net of allowances for uncollectibles):
Other -
Due from other funds -
Due from other governments -

$ 316,569 §

23,043
57,454

28,0186

3,300

1,504

Tolal Assets $ 15,243

$ 397,066 $

31,316

1,504

LIABILITIES:

Accounts payable $ -

Due to other funds 2,980
Due to other governments -

Meter deposits -

4,659

Total Liabilities 2,980

4,659

FUND BALANCES:

Restricted:
Restricted for Tourism --
Restricted for State and Federal Grants -
Restricted for Donor Intent 12,263
Restricted for Law Enforcement --
Restricted for Municipal Court Building Security -
Restricted for Municipal Court Technology -

26,657

1,499

Total equity 12,263

397,066

26,657

1,499

Total Liabilities and Equity $ 15,243

$ 397.066 $

31,316

1,504
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EXHIBIT C-3

Page 10f2
Law Enforcement Federal Police Homeland
Training Forfeiture Impound Security Security
Grant Fund Fund Fund #2
$ 2,489 $ 89 $ 133,443 $ 44,549 $ 39,479
- - 4,859 - -
- - - - 29,763
$ 2,489 $ 89 $ 138,102 $ 44,549 $ 69,242
$ - s - s - $ - $ -
2,489 - 1,000 - 62,773
- - - - 5,974
- -- - - 466
2,489 - 1,000 - 69,213
- -~ - - 29
- 89 137,102 -- -
- - - 44,549 -
-- 89 137,102 44,549 29
$ 2,489 $ 89 $ 138,102 $ 44 549 $ 69,242
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CITY OF FALFURRIAS, TEXAS
COMBINING BALANGE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
DECEMBER 31, 2015

ASSETS:
Cash and cash equivalents
Receivables ( net of allowances for uncollectibles):
Other
Due from other funds
Due from other governmenis
Total Assets

LIABILITIES:
Accounis payable
Due to other funds
Due to other governments
Meter deposits
Total Liabilities

FUND BALANCES;

Restricted:
Restricted for Tourism
Restricted for State and Federal Grants
Restricted for Donor Intent
Restricted for Law Enforcement
Restricted for Municipal Court Buiiding Security
Restricted for Municipal Court Technology

Total equity

Total Liabilities and Equity

Water & Sewer
Replacement
Grant #711189

Technology

Total
Nonmajor
Special
Revenue
Funds (See
Exhibit C-1)

4,877

5,184

2,579

§ 591,442

23,043
67,992
29,763

4,877

7,763

$ 712,240

3,200
1,677

2,300

$ 3,200
77,883

5,974

466

4,877

2,300

87,523

5,463

397,066
1,528
12,263
163,848
44,549
5,463

5,463

624,717

$

4,877

$

7,763

$ 712,240
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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, 2015

Revenue;
Taxes
Federal and state granits
Donations
Fines & forfeitures
interest
Misceilaneous
Total revenues

Expenditures:
General government
Municipal Coutt
Public Safety
Tourism
Total expenditures

Excess (deficiency) of revenues {under) expenditures
Other financing sources (uses):
Transfers oul

Total other financing sources (uses)

Excess of revenues and other financing sources over
{under) expenditures and other financing uses

Fund balances/equity, January 1
Fund balances/equity, December 31

Gifts
and

Bequests

5,245

5,245

5,245

5,245

7,018

L 12,263
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$

Hotel/Motel
Qccupancy Tax
Fund

87,118

115,842

115942

(27,443)

(27,443)

424,509

397.066

$

Seizure
Fund

24,338

2,319

26,657



$

1,499
1,499

Law Enforcement
Training
Grant

1,543

1,548

2,681
2,681

(1,133)

(1,133}

1,133

Federal
Forfeiture
Fund

52

89
89

(31,580)

$

Police
Impound
Fund

6,145
304

6,449

7,086
7,095

(646)

(31,580)

(32,226)

169,328

137,102

EXHIBIT C-4
Page 1 0f2

Security
Fund

3,866
94

3,960

485

485

3,475

3,475

41,074

$

44,549




CITY OF FALFURRIAS, TEXAS

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

NONMAJOR SPECIAL REVENUE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2015 Total
Nonmajor
Special
Homeland Revenue
Security Funds (See
#2 Technology Exhibit C-2}
Revenue:
Taxes $ - $ - $ 87,118
Federal and state granits 70,953 - 72,496
Donations - - 5,245
Fines & forfeitures -- 5,173 41,367
Interest - 9 940
Miscellanecus -- -- 903
Total revenues 70,953 5,182 208,069
Expenditures:
General government - 4,141 4,141
Municipal Courl - -- 485
Public Safety 70,953 - 82,624
Tourism -- -- 115,942
Total expenditures 70,953 4,141 203,192
Excess (deficiency) of revenues (under) expenditures - 1,041 4,877
Other financing sources {uses):
Transfers oul -- -- (31,580)
Total other financing sources {uses) -- -- (31,580)
Excess of revenues and other financing sources over
" {under) expenditures and other financing uses -- 1,041 (26,703)
Fund balances/equity, January 1 29 4,422 651,420
Fund balances/equity, December 31 $ 29 $ 5,463 $ 624,717
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EXHIBIT C-5
CITY OF FALFURRIAS, TEXAS
COMBINING BALANCE SHEET

NONMAJOR CAPITAL PROJECTS FUNDS
DECEMBER 31, 2015

Total
Nonmajor
Capital
Water Certificate Projects
System of Funds (See
Improvements Cbligation Exhibit C-1)
ASSETS:
Cash and cash equivalents $ -- $ 11,019 $ 11,019
Total Assets $ -- $ 11,019 $ 11,019
LIABILITIES: % - $ -- $ -
FUND BALANCES:;
Restricted:
Restricted for Capital Profects $ - $ 11,018 $ 11,019
Total equity - 11,019 11,019
Total Liabilities and Equity $ -- 3 11,019 $ 11,019
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CITY OF FALFURRIAS, TEXAS

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

NONMAJOR CAPITAL PROJECTS FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2015

Revenue:
Total revenues

Expenditures:
Slreets
Total expenditures

Excess {deficiency) of revenues {under) expenditures

Fund balances/equity, January 1
Fund balances/equity, December 31
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Certificate
of

Obligation

415,318

415,318

(415,318)

426,337

11,018

Total
Nonmajor
Capital
Projects
Funds {See

Exhibit C-2)

s -

415,318
415,318

(415,318)

426,337

$ 11,019

EXHIBIT C-6
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Other Supplementary Information

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



JOHN WOMACK & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS

JOHN L. WOMACK. CPA P.O.BOX 1147
KINGSVILLE, TEXAS 78364
ARGARET KELLY, CPA .
M - (361) 5922671

FAX(361)592-1411

Mayor and City Council

City of Falfurrias, Texas
205 E. Allen

Falfurrias, 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 Comptroller General of the United States, the financial statements of the governmental
activities, the business-type activities, each major fund, and the aggregate remaining fund information of City
of Falfurrias, Texas, as of and for the year ended December 31, 2015, and the related notes to the financial
statements, which collectively comprise City of Falfurrias, Texas's basic financial statements, and have
issued our report thereon dated November 16, 2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the 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 the City of Falfurrias, Texas's internal
control. Accordingly, we do not express an opinion on the effectiveness of the City of Falfurras, 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 deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. However, as described in the accompanying schedule of findings and questioned costs, we
identified certain deficiencies in internal control that we consider to be material weaknesses and significant

deficiencies.

A deficiency in internal controi 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 material weakness is a deficiency, or a combination of deficiencles, in
internal 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 2015-7 to be a material

weakness.

L PRIVATE COMPANIES PRACTICE SECTION, AICPA DIVISION FOR CPA FIRMS
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
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
items 2015-2 through 2015-6 to be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the 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 could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed instances of noncompliance or other maiters that are required fo
be reported under Government Auditing Standards and which are described in the accompanying
schedule of findings and questioned costs as item(s) 2015-1 to 2015-3.

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 results of that testing, and not to provide an opinion on the effectiveness of the entity's internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the enity's internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

Respectfully submitted,

;” %ww@béﬁ&“jp C.

Jghn Womack & Company, P.C.
Kingsville, TX
November 16, 2016
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2015

A. Summary of Auditor's Results

1. Financial Statemenis
Type of auditor's report issued: Unmodified
internal control over financial reporting:
One or more material weaknesses identified? X Yes No

One or more significant deficiencies identified that
are not considered to be material weaknesses? X Yes None Reported

Noncompliance material to financial
statements noted? X Yes No

2. Federal Awards

A Single Audit was not required in the current year.

B. Financial ment Findings
2015-1 State Compliance - Excess Expenditures over Appropriations (Budgeting) [Repeat Finding]

Condition: The City's Budgetary Comparison Schedule - General Fund reflects three material instances of
excess expenditures over appropriations.

Criteria: The State requires that the Gity adopt 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 its policies and procedures surrounding the budget
process to ensure that necessary amendments are made on a timely basis, and a budget is adopted for
all required funds.

2015-2 State Compliance - Hotel/Motel Tax Expenditures [Repeat Finding]

Condition: There was insufficient documentation to support certain expenditures of Hotel/Motel Tax
funds. Certain expenditures of the Tourism Fund should be supported by surveys that indicate the events
held actually were increasing tourism and the local hotel industry. The City spent more than the 15% cap
for hotel/motel tax expenditures related to promoting arts and culture. The 15% cap was $13,715, and
the City Expended $85,845, or 626% of its allotted cap.

Criteria: The State requires that Hotel/Motel Tax funds be spent for the promotion of tourism. Proper

documentation must be maintained to support these expenditures. The State also sets minimum and maxim
percentages on the spending of Hotel/Motel Tax revenues.
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2015

Cause: There was still a lack of training and oversight in this area.

Effect; Without the research material required, the City cannot adequately support expenditures of its local
hotel occupancy tax revenue. This material would better predict the economic impact of events held in
the City and would assist in determining future revenues and expenditures associated with these events,
Also, spending outside of the requirements set by the state is a violation of state law.

Recommendation: We recommend that the City personnel review state laws regarding the expenditure of
Hotel/Motel Tax funds and provide adequate documentation for each expenditures. In addition, we
recommend that the City establish a system of internal controls over funds provided and goods
purchased with the Hotel/Motel tax monies for City events and review expenditures throughout the year
to compliance with state laws.

2015-3 State Compliance - Bidding [Repeat Finding]

Condition: The City has accumulated over $50,000 in expenditures with a vendor that is not an approved
vendor through a purchasing cooperative or state contract, and did not use a competitive bidding process.
In addition, the Gity did not perform proper advertising on one bid.

Criteria: State law requires that contracts and purchases greater than $50,000 be obtained through
competitive bidding procedures.

Cause: Management did not understand that expenditures for this vendor would accumulate past the
bidding threshhold. It was believed that bidding requirements applied on a "per job" basis, rather than on a
cumulative basis for the year. There was a lack of proper oversight over the bidding process.

Effect: The effectis a violation of state law and an increase in the risk of legal liability.

Recommendation: We recommend the City more carefully monitor expenditures in order to enable
identification of situations where bidding will be required. We also recommend management obtain further
education regarding State procurement laws.

2015-4 Internal Control - Purchase Orders [Repeat Finding]

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

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

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

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

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

2015-5 Internal Control - Account Coding and Journal Entry Approval [Repeat Finding]

Condition: The City's dally activity and journal entries contained numerous coding and classification errors.
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2015

Criteria: Daily activity (deposits, accounts payable, etc) and general journal entries should be reviewed
for appropriate coding and classification on a timely basis, with written evidence of review and approval.

Cause: Lack of an appropriate system of internal controls which would provide for review and approval
of daily activity and journal entries on a timely basis.

Effect: The effect of these miscodings is a lack of accurate and timely information provided to the City
Council and management upon which to base financial decisions.

Recommendation: We recommend that the City develop policies and procedures to strengthen controls
over coding and classification of daily activity and journal entries.

2015-6 Internal Control - Credit Card Charges

Condition: The City did not charge utifity customers a fee for use of a credit card, as is required by City
Ordinance.

Criteria: Per the Ordinance, the City is required to charge a 3.09% credit card service fee to offset
payments made by the City to credit card companies.

Cause: There was a lack of oversight required to ensure that the Ordinance was properly adhered to by
city staff.

Effect: The City lost available revenue to offset its cost of providing credit card setvices to customers.

Recommendation: We recommend that the City implement the credit card service fee to offset credit card
expenses, and implement policies and procedures to ensure its uniform application per the Ordinance.

2015-7 Internal Control - Account Reconciliations [Repeat Finding]

Condition: The City has not reconciled certain asset and liability accounts, including taxes receivable,
accounts payable, and long term debt, on a timely basis during the year or at year end. In addition, federal
program revenue and expenditures were not reconciled to grant reporting on a timely basis.

Criteria: Asset and liability accounts should be reconciled timely and all related journal entries made on a
timely basis. Federal grant funds should be reconciled to reports filed with grantor agencies.

Cause: The City has experienced staffing changes in the accounting department, including the CFO, and
are working toward training and crosstraining personnel.

Effect: The effect is the possibility of inaccuracy in monthly reporting, and , potentially, an inability to
recognize fraud or other inaccuracies in a timely manner.

Recommendation: We recommend that the City implement procedures to ensure personnel are provided
proper training, asset and fiability accounts as well as federal program revenues and expenditures are
reconciled, and related journal entries are posted on a timely basis.

C. Federal Award Findings and Questioned Costs
NONE
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CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2015

Finding/Recommendation

Current Status

Management's Explanation
if Not Implemented

2014-1 State Compliance - Excess Expenditures
over Appropriations (Budgeting)

Condition: The City's Budgetary Comparison
Schedule - General Fund reflects two material
instances of excess expenditures over
appropriations.

Criteria: The State requires that the Clty adopt 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 its policies and procedures surrounding the
budget process 1o ensure that necessary
amendments are made on a timely basis, and a
budget is adopted for all required funds.

2014-2 Staie Compliance - Public Funds
investment Act

Condition: The City did not comply with certain
requirements of the Public Funds Investment Act.
The City Investment Officers did not provide
written quarterly  investment reports to the
Investment Committee. In addition, the City did not
officially designate the Director of Finance as the
Investment Officer. The Director of Flnanace also
did not have the required continuing education
hours. Finally, the City's investment policy is
contradictory regarding the positions that will
serve as the Investment Officer.

Criteria: The Public Funds Investment Act requires
written quarterly investment reports, official
designation of the Investment Officer(s), and
minimum  hours of confinuing  professional
education by the Investment Officer. The
Investment Policy should clearly state the position
to serve as the Investment Officer.
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Not
Implemented

Implemented

The City is in the process
of searching for a new
CFO. The new CFO will
be responsible for
implementing new policies
and procedures to assist
in complying with budgeting
requirements.

N/A



CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2015

Finding/Becommendation

Current Status

Management's Explanation
If Not Implemented

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

Effect/Potential Effect: Violation of the Public
Funds Investment Act.

Recommendation: We recommend that the City
develop policies and procedures to ensure full
compliance with the Public Funds Investment Act.

2014-3 State Compliance - Hotel/Motel Tax
Expenditures

Condition: There was insufficient documentation to
support certain expenditures of Hotel/Motel Tax
funds.

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

Cause: This account was relatively new fo ihe
City and there was still a lack of oversight in this
area.

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

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

2014-4 State Compliance - Bidding

Condition: The City has accumulated over $50,000
in expenditures with a vendor that is not an
approved vendor through a purchasing
cooperative or state contract, and did not use a
competitive bidding process.
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Not
Implemented

Mot
Implemented

The City is in the process
of searching for a new
CFO. The new CFO will
be responsible for
implementing new policies
and procedures fo assist
in complying with siate
laws regarding hotel/motel
tax expenditures.

The City is in the process
of searching for a new
CFO. The new CFO will
be responsible for
implementing new policies
and procedures to assist
in complylng with state
laws regarding bidding.



CITY OF FALFURRIAS, TEXAS

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

FOR THE YEAR ENDED DECEMBER 31, 2015

Finding/Recommendation

Current Status

Management's Explanation
if Not Implemented

Criteria:  State law requires that contracts and
purchases greater than $50,000 be obtained
through competitive bidding procedures.

Cause: Management did not understand that
expenditures for this vendor would accumulate
past the bidding threshhold. It was believed that
bidding requirements applied on a "per job" basis,
rather than on a cumulative basis for the year.

Effect: The effect is a violation of state law and an
increase in the rigk of legal liability.

Recommendation: We recommend the City more
carefully monitor expenditures in order to enable
identification of situations where bidding will be
required. We also recommend management obtain
further education regarding State procurement
laws.

2014-5 Internal Control - Billing Adjustments

Condition: Billing adjustments are performed by the
collections clerk without regular documented
supervision,

Criteria:  In order for internal controls to be
effective, the biling adjustments shouid not be
performed by the collections clerk.

Cause: This condition is caused by the small
number of personnel in the business office.

Fffect: The potential effect of this lack of controls
is a higher risk of error or fraud due to lack of
oversight.

Recommendation: We recommend that the billing
adjustments performed by the collections clerk be
reviewed regularly by the Superintendent or
another supervisor who does not perform any
cash collections.
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Implemented

N/A



CITY OF FALFURRIAS, TEXAS

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

FOR THE YEAR ENDED DECEMBER 31, 2015

Management's Explanation

Finding/Recommendation Current Status If Not Implemented
2014-6 Internal Control - Purchase Orders Not The City is in the process
Implemented of searching for a new
Condition: There is currently no purchase order CFO. The new CFO wili
system in place in which department heads can be responsible for
indicate approval of purchases, or through which implementing new policies
receipt of goods can be documented. and procedures to assist
in developing a modified
Criteriaz A formal purchase order system is purchase order system
required for proper encumbrance accounting and with the necessary internal
documentation of approval and receiving, to controls.
strengthen internal controls and accountability.
Cause: The City has not adopted a formal
purchase order system and related policies.
Effect: The effect of no formal purchase order
system is a weakness in internal control over
purchases and related expenditures, and an
increased susceptibility to error or fraud.
Recommendation: We recommend that the City
establish a formal purchase order system in order
to better document approval of purchases and
receipt of goods.
2014-7 Internal Contrcl - Account Coding and Not The City is in the process
Journal Entry Approval Implemented of searching for a new

Condition:
enfries contained
classification errors.

numerous coding and

Criteria: Daily activity (deposits, accounts payable,
etc) and general journal entries should be
reviewed for appropriate coding and classification
on a timely basis, with written evidence of review
and approval.

Cause: Lack of an appropriate system of internal
controls which would provide for review and
approval of daily activity and journal entries on a
timely basis.

Effect: The effect of these miscodings is a lack of
accurate and timely information provided fo the City
Council and management upon which to base
financial decisions.

The City's daily activity and journall
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CFO. The new CFO will
be responsible for
implementing new policies
and procedures to ensure
adequate controls  exist
over dally activity and
journal entries.



CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2015

Finding/Recommendation

Current Status

Management's Explanation
If Not Implemented

Recommendation: We recommend that the City
develop policies and procedures to strengthen
controls over coding and classification of daily
activity and journal entries.

2014-8 Internal Control - Account Reconciliations

Condition: The City has not reconciled certain
asset and liability accounts, including taxes
receivable, accounts payable, and long term debt,
on a timely basis during the year or at year end. In
addition, federal program revenue and
expenditures were not reconciled to grant
reporting.

Criteria:  Asset and liability accounts should be
reconciled timely and all related journal entries
made on a timely basis. Federal grant funds
should be reconciled to reporis filed with grantor
agencies.

Cause: The City has experienced staffing
changes in the accounting department, and are
working toward training and crosstraining
personnel.

Effect: The effect is the possibility of inaccuracy
in monthly reporting, and , potentially, an inability to
recognize fraud or other inaccuracies in a timely
manner.

Recommendation: We recommend that the City
implement procedures to ensure personnel are
provided proper training, asset and liability
accounts as well as federal program revenues
and expenditures are reconciled, and related
journal entries are posted on a timely basis.
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Not
Implemented

The City is in the process
of searching for a new
CFO. The new GFO will
be responsible for
implementing new policies
and procedures fo assist
in reconciling accounts.



CITY OF FALFURRIAS, TEXAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED DECEMBER 31, 2015

2015-1 State Compliance - Excess Expenditures over Appropriations

The City concurs with this finding. Policies and procedures surrounding the budget process will be reviewed
and when/where necessary implemented. Melinda Garza, City Secretary, will coordinate these efforts.

2015-2 State Compliance - Hotel/Motel Tax Expenditures

The City concurs with this finding, and in fiscal year 2015 the staff created and performed some survey of
attendants at some events funded by Hotel/Motel taxes. Further efforts will improve this process, and state
laws will be reviewed to ensure compliance. Melinda Garza, City Secretary, will coordinate these efforts.

2015-3 State Compliance - Bidding

The City concurs with this finding. Staff will review state purchasing law requirements and implement the
proper procedures. Melinda Garza, City Secretary, will coordinate these efforts.

2015-4 Internal Control - Purchase Orders

The City concurs with this finding, and the Business Office is working with the departments to initiate
procedures where the P.O. will be approed by Department Heads when goods and services are
ordered. Because the accounting software does not facilitate efficient and effective methods of posting
Purchase Orders, the Accounts Payable Clerks will test the available balances in the Departments line item
based on a City Administrator designated dollar amount threshhold to verify the availability of funds. Melinda
Garza, GFO, will coordinate these efforts.

2015-5 Internal Control - Account Coding and Journal Eniry Approval
The City concurs with this finding. With the turnover in the accounting department, including the CFO, the

account coding and journal entry approval process was not able to be properly reviewed. The City has hired
an experienced accountant to work on a contract basis until such time as a new CFO can be hired.

2015-6 Internal Control - Credit Card Charges

The City concurs with this finding. This issue will be brought to the City Commission at the earliest possible
date for direction to city staff as to implementation of this Ordance. Melinda Garza, City Secretary, will
coordinate these efforts.

2015-7 Internal Contol - Account Reconciliations

The City concurs with this finding. With the turmnover in the accounting department, inciuding the GFO, the

account reconciliation process was not able to be properly performed. The Gity has hired an experienced
accountant to work on a contract basis until such time as a new GFO can be hired.
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