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Independent Auditor's Report on Financial Statements

Board of Trustees

City of Falfurrias, Texas
205 E. Allen

Falfurrias, Texas 78355

Members of the Board of Trustees:

We have audited the accompanying financial statements of the governmental activities, the discretely
presented component unit, each major fund, and the aggregate remaining fund information of the City of
Falfurrias, Texas as of and for the year ended December 31, 2011, which collectively comprise the City's
basic financial statements-as listed in the table of contents. These financial statements are the responsibility of
the City of Falfurrias, Texas's management. 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 Government 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 includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and the significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in alt material respects, the respective
financial position of the governmental activities, the discretely presented component unit, each major fund, and
the aggregate remaining fund information of the City of Falfurrias, Texas as of December 31, 2011, and the
respective changes in financial position, and cash flows, where applicable, thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 11,
2012, on our consideration of the 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 compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and shouwld be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and budgetary comparison information 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
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statements in an appropriate operational, economic, or historical context. We have applied cerain limited
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 o 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Falfurrias, Texas's financial statements as a whole. The combining financial statements
are presented for purposes of additionai analysis and are not a required part of the 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 financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain additional
pracedures, including comparing and reconclling such information directly to the underlying accounting and
other records used to prepare the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of

America. In our opinion, the information is fairly stated in all material respects in relation to the financial
statements as a whole.

Respectfully submitted,

U@ 2

ohn Womack & Company, P.C.
September 11, 2012



=3 =3

R = ) = B O B B

Laisnd =y =)

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, 2011. The MD&A should be read in conjunction
with the transmittal letter found in the Introductory Section of this report and the City’s
Financial Statements which follow this section.

FINANCIAL HIGHLIGHTS

The assets of the City exceeded its liabilities by $3,124,126.

The fund balance of the General Fund decreased over the fiscal year by $156,043
to $1,007,551. This represents a 13.4% decrease over the prior year’s fund
balance. This decrease represents 6.02% of the general fund expenditures.

Total assets, excluding component units, were $6,278,486; total liabilities,
excluding component units, were $3,154,360.

The ratio of total assets to total liabilities for governmental activities was 2 to 1.
The quick ratio (current assets to current liabilities) was 6.53 to 1.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of: This MD&A, the basic financial statements, and
supplementary information. Figure A-1 (see pg. 5) demonstrates the relationships among
the components of this annual report.

The basic financial statements are comprised of three components:

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

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

o The statement of activities presents information to show how the City’s
net assets changed during the most recent fiscal year. All changes in net
assets are reported as soon as the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows. Both of the
government-wide financial statements distinguish functions of the City
that are principally supported by taxes and intergovernmental revenues



(governmental activities) from other functions that are intended to recover
all or a significant portion of their costs through user fees and charges .

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 funds 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 funds 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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Government-wide Fund Notes to the
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Summary = — Detail

Figure A-1 shows how the required parts of this annual financial report are arranged and
relate to one another. In addition to these required elements, a section with combining
statements that provides details about the non-major governmental funds and internal
service funds is included.

More about the City’s Fund Financial Statements:

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

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

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

LA



The City adopts an annual operating budget for governmental funds. Budgetary

comparison statements have been provided for these funds to demonstrate compliance
with these budgets.

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

Enterprise funds are used to report the same functions presented as business-type
activities in the 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 Assets

Net assets serve over time as a useful indicator of the City’s financial position. At
December 31, 2011, the net assets, excluding the City’s component unit, totaled
$3,124,126, which is $15,101 more than the previous year.

A large portion of the City’s net assets, 37.1%, 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 assets were increased by $83,459. Cash and cash equivalents,

excluding restricted cash and cash equivalents, decreased by $87,634 or 5% due to
operations.
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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

Table A-1: Net Assets for Governmental Activities

Current & other assets
Capital assets
Total assets

Current liabilities
Long-term liabilities
Total liabilities

Net assets

Invested in capital assets
net of related debt

Restricted

Unrestricted

Total net assets

Governmental Activities

December 31,2011 and 2010

2011 2010 % Chanti
§ 2,307,742 § 2,505,903 -7.9%
3,970,744 3,887,285 2.1%
6,278,486 6,393,188 -1.8%
353,360 486,139 -27.3%
2,801,000 2,798,024 0.1%
3,154,360 3,284,163 -4.0%
1,158,341 1,055,587 9.7%
167,921 167,483 0.3%
1,797,864 1,885,955 -4,7%
0.5%

$ 3,124,126 § 3,109,025

reductions in fund balances or net assets.

Changes in Net Assets

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

This part of the page was left blank intentionally.



Table A-2: Changes in Net Assets at December 31, 2011

Governmental Activities

Revenue 2011 2010 % Change
Program Revenues
Charges for services 3 1,206,736 3 1,329,428 -9.2%
Operating grants
and contributions 3,589 357,522 -99.0%
General revenues:
Property taxes 372,841 364,154 2.4%
Sales taxes 727,439 705,276 3.1%
Other taxes 250,633 225,108 11.3%
Investment earnings 10,047 16,002 -37.2%
Other taxes 57,362 56,078 2.3%
Total Revenues 2,628,647 3,053,568 -13.9%
Expenses
General government 321,493 288,696 11.4%
Pubiic Safety 862,278 907.468 -5.0%
Public works 739,820 718,974 2.9%
Health & Other public services 363,821 343,885 5.8%
Tourism 50,728 84,669 -40.1%
Municipal Court 275,406 339,583 -18.9%
Total expenses 2,613,546 2,683,275 -2.6%
Increase (decrease) in net assets 15,101 370,293 -95.9%
Net assets, beginning 3,109,025 2,738,732 13.5%
Net assets, ending 3 3,124,126 § 3,109,025 0.5%

Governmental Activities
As shown in Table A-2, revenues for governmental activities of $2,628,647 were more
than expenses of $2,613,546 for 2011 by $15,101; furthermore, this increase in net assets

for the year ended in 2011 represents a 96% decrease from the increase in net assets in
2010.

» The cost of all governmental activities for 2011 was $2,613,546.

» The amount that taxpayers paid for these services through City taxes and business
fees was $1,408,275, or 54% of total revenues.
Some of the cost was paid by:
o Those who directly benefited from the programs, totaling $1,206,736, or
46% of total revenues.
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e All taxes contributed 54% of govemmental activities® revenues. Investment
earnings generated 0.4% of governmental activities’ revenues.

» Public Safety (including Police and Impounding) expenses accounted for 33.0%
of governmental activities, while 28.3% 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

@ Expenses

A Revenues

This part of the page was left blank intentionally.



[n 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 51,931,441 to $1,673,427
between 2010 and 2011, or 13%, primarily due to a $102,924 decrease in due

from other funds and a $155,385 decrease in cash and cash equivalents from
2010.

Total liabilities of the General Fund decreased by 13%, from $767,847 to
$665,876. This resulted in the quick ratio (current assets to current liabilities)
remaining stable at approximately 2.51%.

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

$996,111 to $976,430 for a decrease of 2% over fiscal year 2010 due to
operations.

Hotel/Motel Oceupancy Tax Fund (HMOT Fund)

The total assets increased in 2011 by $38,931 or 9% due to £46,380 in
expenditures over revenues. Total liabilities were basically unchanged while total
equity increased 11% due to revenues exceeding expenditures by $46,380.

10
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Budgetary Results
General Fund
General fund taxes were $1,256,225 which was $23,122 above the final budget.
Charges for services, including licenses and permits, and other fees were higher
than the final budget by $20,091. Overall, General Fund revenues were less than
the final budget by $139,924, with fines and forfeitures accounting for the
majority of the net negative decrease of $172,285 from the 2011 budget.

General Fund expenditures were $333,055 above the final budget with parks and
recreation contributing $269,624 of the positive variance, or 50% above the final
budget estimate for that department.

Hotel/Motel Occupaney Tax Fund (HMOT Fund)
HMOT Fund taxes were less than the final budget by $14,621 due to major road
construction that will span several years resulting in less hotel/motel stays.
Expenditures were $48,449 below the final budget and HMOT Revenue was
$46,380 over expenditures due to specific projects that were not completed.

Non-major Governmental Funds

Two different fund types comprise this portion of the financial statements, including
eleven special revenue funds and one capital projects fund. Total assets for the combined
funds were $170,437; total liabilities were $6,294, and the total fund balance was
$164,143, with none classified as undesignated or unreserved fund balances.

CAPITAL ASSET AND DEBT ADMINISTRATION

Table A-3: Capital Assets (net of depreciation) at December 31, 2011 and 2010
Governmental Activities

2011 2010 % Change

Land $ 12,200 $ 12,200 -
Construction in progress 3,105,129 3,085,089 0.6%
Buildings and improvements 848,637 696,853 21.8%
Infrastructure 93,615 93,615 0.0%
Equipment 429,488 416,494 3.1%
Vehicles 509,377 496,377 2.6%
Total Capital Assets 4,998 446 4,800,630 4.1%
Accumulated Depreciation (1,027,703) (913,346) 12.5%
Capital Assets - Net b 3,970,743 § 3,887,284 2.1%

As shown in Table A-3, at December 31, 2011, the City had an increase in construction
in progress of $20,040. The Building and Improvement portion saw an increase of
$151,782. Total Capital Assets had a net increase of $83,459 from 2010 to 2011.

11



Long-term Debt

The City paid off a small bank note and a note to the component unit, City of Falfurrias
Utility Board. The USDA cash advances were revenue bonds received from the USDA.
These advances increased slightly by $14,379 or 0.5%, due to draw downs for utility
improvements. See Note F on page 29 for more information.

Table A-4: Long-Term Liabilities at December 31,2011 and 2010

Governmental
Activities % Change

2011 2010 2010 to 2011

Note payable to Component Unit 3 0 8 13,577 -100.0%
Notes 0 1,420 -100.0%
Capital Leases 11,403 30,130 -62,2%
USDA cash advances 2,801,000 2,786,621 0.5%
Total long-term debt § 2812403 § 2,831,748 -0.7%

CALENDAR YEAR 2012 ADOPTED OPERATING BUDGET

The adopted budget for 2012 sets general fund revenues from all sources (including
interfund transfers) at $2,712,241. This budget is $157,288 or 6.2% more than the prior
year’s final budget. The greatest cause of this increase in revenues from 2011 to 2012 is
due to an increase in fines and fees, of which the budget for Utility Board operating fee

has doubled from $54,200 to $108,700 and a $20,000 increase in amusement machine
fees.

Property taxes were estimated to remain stable when compared to the prior year’s actual
property taxes. With a stable assessed valuation for the 2011 tax year compared to 2010,
and coupled with a 6% increase in the property tax rate, the total 2012 revenue forecast
was conservatively cast by management, reflecting collection results 6.1% higher than
those budgeted in the latest 2011 fiscal year. City sales tax, which comprises 56.4% of
general fund revenues, is forecast for 2012 at $750,000, which is up $49,500 compared to

2011. The franchise fee categories are budgeted at $158,500, which is down 6%
compared to the 2011 year.

General fund expenditures, including transfers for the 2012 budget, were set at
$2,871,756 which is $173,779, or 6.4% more than the prior year budget. Increases in the
budgeted expenditures for the administration, police, fire marshal, and garbage
departments comprise virtually the entire increase in total expenditures from the prior

budget. If the budgeted revenues and expenses are achieved, the fund balance will
decrease by $159,515.

12
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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
Director of Finance

P.O. Drawer E
Falfurrias, Texas 78355

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

13
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CITY OF FALFURRIAS, TEXAS
STATEMENT OF NET ASSETS
DECEMBER 31, 2011

ASSETS

Assels:
Cash and cash equlvalents

Receivables ( net of allowances for uncollectibles):

Taxes

Accounts

Other
Accrued Interest Receivable
Due from other govemments
Inventorles
Restricted assets:

Cash and cash equivalents
Capital assets
Unamortized Bond Issuance Costs

Tolal Assets

LIABILITIES AND EQUITY

Liabilities:
Accounts payable
Accrued expenses
Due to other governments
Other current liabilities
Meter deposits
Uneamed revenue
Liabilities due within one year:
Current portion of bonds payable
Current portion of lease payable
Liabilites due in rnare than one year:
USDA cash advances
Revenue bonds payable
Total Liabilitles

NET ASSETS
invested in Capital Assets, Net of Related Debt
Restricted For:
Debt Service
Capital Projects
Unrestricted
Total Net Assets

The accompanying notes are an integral part of this statement.

EXHIBIT A-1
Primary
Govemment
Governmental Component
Activities Unit
g 1,691,579 610,130

327,094 -

105,939 501,702

173,380 -

1,320 -
8,430 874,550

- 212,407

- 1,406,808

3,970,744 10,146,788

- 946
6,278,486 13,753,331

105,695 1,108,165

9,109 -
21 -
4 33,638
98,628 153,827
128,502 -
- 135,000
11,403 -
2,801,000 -

- 295,000
3,154,360 1,725,630
1,158,341 9,716,788

- 355,256

167,921 -
1,797,864 1,955,657
3 3,124,128 12,027,701

14



CITY OF FALFURRIAS, TEXAS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2011

Program Revenues

Operating Capital
Charges for Grants and Granls and
Functions/Programs Expenses Services Contributions Contributions
Expenditures:
General government $ 321493 § 159,142 § 2220 § -
Sanitation 543,494 606,622 - -
Municipa! Court 275,408 337,427 - -
Public Safety 862,278 65,545 1,369 -
Streets 196,328 - - -
Health and welfare 114,667 - - -
Parks and recreatlon 249,154 - - -
Tourism 50,728 - - -
Capital outlay - 36,000 - -
Total governmental activities 2,613,546 1,208,736 3,589 —
Total Primary Government 3 2613546 $ 1,206,736 S 3589 3 —
COMPONENT UNIT:
Enterprise . $ 2803423 3 3161662 $ = 3 83419

General Revenues:
Property Taxes
Sales Taxes
Franchise Taxes
Qccupancy Taxes
Alcohollc Beverage Taxes
Miscellaneous’
Unrestricted Investment Eamings
Transfers
Total General Revenues
Change in Met Assets
Net Assels - Beginning
Prior Period Adjustment
Net Assets - Ending

The accompanying notes are an integral part of this stalement.
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Net (Expense) Revenue and
Changes in Net Assels

Govermmental
Activities

Component
Unit

$ (160,131)
65,128
62,021

(795,364)
(196,326)
(114,867)
(249,154)
(50,728)
36,000
(1.403,221)
(1,403,321)

372,841
727,439
164,030
85,379
1,224
57,362
10,047

441,658

6,440

1,418,322

6,440

15,101
3,109,025

448,008
11,722,090
(142,487)

$ 3,124128 §

12,027,701

16
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CITY OF FALFURRIAS, TEXAS
BALANCE SHEET - GOVERNMENTAL FUNDS
DECEMBER 31, 2011

ASSETS

Assets:

Cash and cash equivalents
Recelvables ( net of allowances for uncollectibles):

Taxes
Accounts
Other

Accrued Interest Recelvable
Due from other funds
Due from other govemmenls

Total Assels

LIABILITIES AND EQUITY

Liabilities:
Accounts payable

Accrued expenses

Due to other funds

Due to other governmenis
Other currant llabilities

Meter deposits

Uneamed revenue

Total Llabilities

Equity:
Fund balances:

Restrictad for tourism
.. Committed for specific fund purpose

Assigned
Unassigned
Total equity

Tolal Liabilities And Equity

EXHIBIT A-3

HotelMotel Other Tofal
General Occupancy Tax Governmental Govermnmental

Fund Fund Funds Funds
1,075,894 3 451,127 § 164,558 3§ 1,691,579
327,094 - - 327,094
105,939 - - 105,939
152,957 20,423 - 173,380
123 1,197 - 1,320
2,990 - 5879 8,869
8,430 - - 8,430
' 1,673,427 % 472,747 $ 170,437 § 2,316,611
99945 § 5750 9% - S 105,695
9,109 - - 9,109
2,579 - 6,290 8,869
21 - - 21
- - 4 4
98,626 - - 98,626
455,596 - - 455,506
665,876 5,750 6,294 677,920
- 466,997 - 466,997
- - 164,143 164,143
159,915 - - 159,915
847,636 -- - B47,638
1,007,551 466,997 164,143 1,638,691
1673427 % 472747 § 170437 $ 2,316,611
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CITY OF FALFURRIAS, TEXAS

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

DECEMBER 31, 2011

Tolal fund balances - govemmental funds balance sheet

Amounts reported for governmental activities in the Staternent of Net Assets
are different because:;

Capital assets used in governmental activities are not reporied in the funds.

Property taxes recelvable unavailable to pay for current period expenditures are deferred in the funds.

Payables for bond principal which are not due in the current period are not reported in the funds.
Payables for capital leases which are not due in the current period are not reported in the funds.

Net assels of governmental activities - Statement of Net Assets

The accompanying notes are an integral part of this statement.

i8

EXHIBIT A4

3 1,638,691

3,970,744
327,094

(2,801,000)
(11,403)

3 3,124,126



CITY OF FALFURRIAS, TEXAS

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

FOR THE YEAR ENDED DECEMBER 31, 2011

EXHIBIT A-5

Hotel/Motel Other Total
General Occupancy Tax Governmental Governmental
Fund Fund Funds Funds
Revenue:;
Taxes 3 1,256,225 $ 85379 $ - $ 1,341,604
Licenses and permits 11,117 - — 11,117
Federal and state grants - - 3,589 3,589
Charges for services 756,647 - 36,000 792,647
Fines & forfeitures 333,215 - 69,757 402,972
Inferest 6,713 3,052 282 10,047
Miscellaneous 49112 6,500 1,750 57,362
Total revenues 2,413,029 94,931 111,378 2,619,338
Expenditures:
General government 304,490 - 3,135 307,625
Sanitatlon 520,165 - - 520,165
Municipal Court 264,548 - - 264,548
Public Safety 772,523 - 64,881 837,404
Streets 205,767 - - 205,767
Health and welfare 109,702 - - 109,702
Parks and recreation 288,510 - - 268,510
Tourism - 48,551 - 48,551
Capital outlay 136,800 - 20,040 156,840
Debt service:
Principal 13,567 - - 13,567
Advance refunding escrow
Total expenditures 2,594,072 48,551 88,056 2,730,679
Excess (deficiency) of revenues (under) expenditures (181,043) 46,380 23,322 (111,341)
Other financing sources (uses):
Transfers in 25,000 - - 25,000
Transfers out - - {25,000) (25,000)
USDA cash advances - - 14,379 14,379
Total olher financing sources (uses) 25,000 - - {10,621) 14,379
Excess of revenues and other financing sources aver
(under) expenditures and other financing uses {156,043) 46,380 12,701 (96,962)
Fund balances/equity, January 1 1,163,594 420,617 151,442 1,735,653
Fund balances/equity, December 31 3 1007551 $ 466,997 $ 164,143 S 1,638,691

The accompanying notes are an integral part of ihis statement.
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EXHIBIT A-6

CITY OF FALFURRIAS, TEXAS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2011

Net change In fund balances - total governmental funds 5 {96,962)
Amounts raported for governmental activitles In the Statement of Activilles
("SOA") are different because:
Capital outlays are not reported as expenses in the SOA. 197,818
The depreciation of capital assets used In governmental activities is not reported in the funds. (114,357)
Certain property tax revenues are deferred in the funds, This is the change In these amounts this year. 9,309
Repayment of bond principal is an expenditure in the funds but Is not an expense In the SOA. 38,000
Repayment of capital lease principal Is an expenditure In the funds bul is not an expense In the SOA. 18,727
Repayment of loan principal Is an expendilure In the funds but is not an expense in the SOA. 14,936
{Increase) decrease in accrued interest from beginning of period 1o end of period. 1
Proceeds of bonds do not provide revenue in the SOA, but are reported as current resources In the funds. (50,379}

Change in net assels of governmental aclivities - Statement of Activities ) 15,101

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, 2011

A.

S { Sianificant A —

The combined financial statements of the 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 Govemmental Accounting Standards Board ("GASB") Is the accepted slandard setting body for
establishing govemmental accounting and financial reporting principles.

1.

Reporting Entity

The City's basle financial statements include the accounts of all its operatlons. The City evaluated whether any
other entity should be Included in these financlal statements. The criteria for including organizations as

component unils within the City's reporting entity, as set forth In GASB Statement No. 14, "The Financial
Reporting Entlty," include whether:

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

the City holds the corporate powers of the organlzation

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 potentlal to impose a financial benefit/butden on the City

there is fiscal dependency by the organization on the Clty

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
to provide support to the City to determine if its omission from the reporting entity would result in financial
stalements which are misleading or incomplete. GASB Statement No. 14 requires inclusion of such an
organization as a corponent unit when: a) The economic resources received or held by the organization are
entirely or almost entirely for the direct benefit of the City, its component units or lts constituents; b) The City or
fts component units are entitled to, or have the ability to otherwise access, a majority of the economic
resources received or held by the organization; and c) Such economic resources are significant to the City.

Based on these ciiterfa, the City has one discretely presented component unit. Additionally, the City Is not a
component unit of any other reporting entity as defined by the GASB Statement. The following is a brlef review
of the polential companent unit addressed in defining the government's reporting entity.

Uity Board of Falfuri

The Utility Board is a separately functioning enterprise fund of the City of Falfurrias, Texas. It was formed in
accordance with a bond ordinance whereby $1,300,000 of utility revenue bonds were authorized on
September 7, 1948, for the Cily to acquire the local utility system, specifically, the water, sewer, and natural
gas syslems, The bond ordinance (Section 38) generally provides that management and control of the Utility
System and the expenditure and application of the revenues of the Syslem shall be placed in the hands of a
Board of Trustees during such time as any bonds secured by a pledge of revenues of the System are
outstanding. The Ulility System's Board of Trustees is composed of the current Mayor of the City and four

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

The Utility Board provides monthly transfers of 4% of utility system revenues as an operational fee to the
City. Furthermore, the City does not subsidize any utility funclion through general tax revenues nor
does it have oversight over the Utility Board's budget. The City, however, does have ultimate authority over
rale increases and the issuance of bonded indebtedness. The Ulility Board performs cerlain services for the
City at no charge, such as the collection of garbage fees with utility bills, maintenance of all fire hydrants in
the City, and the installation, maintenance and provision of water to the irrigatlon  system at the
golf course. Consequenlly, the Utility Board is a component unit of the City of Falfurrias, Texas. Complete
financial statements of the component unit may be obtained at the entity's administrative office:
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011

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

Related Qrganizations and .leintly Govemned Organizations

Related organizations and jointly govermed organizations that are administered by separate boards or
commisslons provide services within the City, but the City Is not financlally accountable, and such
organizallons are therefore not component units of the City, even though the City Council may appoint a
voling majority of an organization's board.  Consequently, financlal information for the Falfurrias Housing
Authorlty [s not included in these financial statements.

Basis of Presentation, Basis of Accounting
a, Basls of Presentation

Government-wide Statements: The statlement of net assets and the statement of activities include the
financial activies of the overall governmant. Eliminations have been made lo minimize the
double-counting of Internal activitles. Governmental activitles generally are financed through taxes,
intergovemmental revenues, and other nonexchange transactions.

The statement of activities presents a comparison between direct expenses and program revenues for
each function of the City's govemmental activiles. Direct expenses are those thal are specifically
assoclated with a program or function and, therefore, are clearly Identifiable to a particular function. The
City does not allocate Indirect expenses In the statement of activities. Program revenues include (1) fees,
fines, and charges pald by the reciplents of goods or services offered by the programs and (2) granis and
contributlons that are restricted to meeting the operational or capital requirements of a pariicular
program. Revenues that are not classified as program revenues, including all taxes, are presented as
general revenues,

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

The City reports the following rnajor 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.

Hotel/Motel Occupancy Fund. This fund is used lo account for taxes assessed by the City on hotelmotel
occupancy and the related expendilures for adverlising, promotion, or tourism.

b. Measurement Facus, Basis of Accounting

Government-wide Flnancial Stalemenis: These financial statements are reported using the economic
resources measurement focus., They are reported using the accrual basis of accounting. Revenues are
recorded when eamned and expenses are recorded at the time liabilittes are Incumed, regardiess 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, granis,
entittements, and donations. On an accrual basis, revenue from property taxes s recognized In the fiscal
year for which the taxes are levied. Revenue from grants, entitlements, and donations is recognized in the
fiscal year in which all eligibility requirements have been satisfied.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Governmental Fund Financlal 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 City does not consider revenues collected after its
year-end 10 be available in the current period. Revenues fromn local sources consist primarily of praperty
laxes. 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 unfil actually recelved. Investment earnings are recorded as
eamed, since they are both measurable and available. Expenditures are recorded when the related fund
liability Is incurred, except for principal and interest on general long-term debt, claims and judgments,
and compensated absences, which are recognized as expendilures o 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.

3. Financial Statement Amounts

a.

Property Taxes

Properly taxes are levled by Oclober 1 on the assessed value listed as of the prior January 1 for all real
and business personal properly in conformity with Sublitle E, Texas Property Tax Code. Taxes are due on
receipt of the tax bill and are dellnquent if not paid before February 1 of the year following the year in
which imposed. On January 1 of each year, a fax lien altaches to property to secure the payment of all
taxes, penaitles, and Interest ultimately imposed. Property 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 faxes. Uncollectible personal property taxes are perodically reviewed

and written off, but the City is prohibited from writing off real property taxes without specific statulory
authority from the Texas Leglslature.,

The City operales under the laws of the State of Texas as a Type A General Law City, and Is limited to
a maximum annual rate of 1-1/2% of taxable property of the City. Neither the state law nor the cily
charter limits the proporilon of this fotal tax rale that may be applled to debt service, The 2010 tax rate
was $.47000 on assessed value of $77,559,277, and was distributed to the General Fund. The 2011 tax

rale is $.50000 on an assessed value of $77,220,804 with collections of $128,502 which Is deferred to
2012,

Inventories and Prepaid Items

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

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

Capital Assets

Purchased or constructed capital assets are reported at cost or estimated historical cost. Donated fixed
assets are recorded at their estimated falr 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 materiaily extend 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, 2011
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Capital assets are belng depreciated using the straight-iine method over the foliowing estimated useful fives:

Estimated

Asgset Class Useful Lives
Infrastructure 20
Buildings 40
Building Improvements 20
Vehicles 2-15
Office Equipment 3-15
Computer Equipment 315

Impairment losses relaled to capite! assels are recognized and measured when there has been a
significant, unexpected decline In the service utlity of capilal assets. The events or changes in
circumstances which lead to Impalrment determinations are not considered to 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 Iindicators of impairment include - evidence of physical damage
where the level of damage Is such that restoration efforls are needed to reslore service utility; enaciment
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 2011,

Receivable and Payable Balances

Current earnings are charged with bad debls for accounts to be set aslde in an allowance for doublful
accounts. Receivables are reflected In the balance sheet net of these accounts. Accounts deemed
uncollectible are charged off to this allowance account.

There are no significant receivables which are not scheduled for collection within one year of year end.
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
censolidation. Services provided, deemed to be al market or near markel rates, are treated as revenues
and expenditures or expenses. Relmbursements occur when one fund incurs a cost, charges the
appropriate benefiting fund and reduces its relaled cost as a reimbursement. Al other Interfund
transactlons are treated as transfers. Transfers In and Transfers Qut are netted and presented as a single
“Transfers" line on the govemment-wide statement of activities. Similarly, Interfund receivables and
payables are netted and presenled as a single "Intemal Balances" line of the government-wide
statement of net assets.

Fund Equity

Fund balances of the govemmental 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 prepald insurance) or legally required to remaln intact (such as

notes receivable or principal of a permanent fund).

Restricted Fund Balance - represents amounts that are constrained by extemal parties, constitutional
provislons or enabling legislation.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Committed Fund Balance - represents amounts that can only be used for a specific purpose because of
a formal action by the City Council. Committed amounts cannot be used for any other purpose unless
the City Council removes those constrainls 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.
Commitments are typically done through adoption and amendment of Commilted fund balance
amounts differ from resfricled balances in that the consiraints on their use do not come from outside
parties, constitutional provisions, or enabling legislation,

Asslgned Fund Balance - represents amounts which the City intends to use for a specific purpose, but
that do not meet the criteria to be classified as restricted or committed. Intent may be stipulated by the
City Council or by an officlal or body to which the City Council delegates the authority.  Specific
amounts that are not restricted or committed in a special revenue, capital projects, debt service or
permanent fund are assigned 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 specific
purposes for which amounts had been restricted, committed or assigned.

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

g. Use of Estimates

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

B. Compliance and Accountahility
1. Flnance-Related Legal and Contractual Provisions
In accordance with GASB Statement No. 38, "Certain Financlal Statement Note Disclosures,” violations of finance-
related legal and contractual provislons, if any, are reported below, along with actions taken to address such violations:
Violation Action_Taken
None reporied Not applicable
2. Deficit Fund Balance or Fund Net Assets of Individual Funds
The following are funds having deficit fund balances or fund net assets at year end, if any, along with remarks which address
such deficits:
Deficit
Eund Name Amount Remarks
None reported Not applicable  Not applicable
C. Reposits and invesiments

The City's funds are required to be deposited and invested under the terms of a depository contract. The depository
bank deposils for safekeeping and trust with the City's agent bank approved pledged securities in an amount sufiicient

to protect City funds on a day-lo-day basis during the period of the contract.

The pledge of approved securities is

waived only lo the extent of the deposilory bank's dollar amount of Federal Deposit Insurance Corporation ("FDIC*)
insurance.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011
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Cash Deposits

At December 31, 2011, the camying amount of the Clly's deposits (cash, certificates of deposit, and
interest-bearing savings accounts included in temporary investments) was $1,691,579 and the bank balance was
§1,712,433. The City's cash deposits at December 31, 2011 and during the year ended December 31, 2011,
were. entirely covered by FDIC insurance or by pledged collateral held by the City's agent bank in the City'’s
name. In addition, the component unit had deposits with a carrying value of $1,381,942 and a bank balance of
$2,112,198 at December 31, 2011, which were entirely covered by FDIC insurance or pledged collateral held by
the component unit's agent bank in the component unit's nama.

Investments

The City is required by Govemment Code 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 !ist of the types of authorized Investments in which the investing
entity's funds may be invested; and the maximum allowable staled 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 conducled 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 did not
adhere to the requirements of the Act. Additionally, investment practices of the City were in accordance with
local policies.

The Act determines the types of investments which are allowable for the CHy. These Inciude, with certain
restrictions, (a) obligations of the U.S. Treasury, certaln U.S. agencles, and the State of Texas, (b) certificates of
deposit, (c) cerlain municipal securities, (d) money market savings accounts, (e) repurchase agreements, (f)
bankers acceptances, (g) mutual funds, (h) investment pools, () guaranteed investment contracts, and (j)
comman trust funds.

The City's investments are categorized to give an indication of the level of risk assumed by the City at
year end. These cuslodial risk categories are as follows:

Category 1 - Investmenis that are insured, registered or held by the City or by its agent in the City's
hame.
Category 2 - Investments that are uninsured and unregistered held by the counterparty’s trust

depariment or agent in the City's name.

Category 3 - Uninsured and unregistered investments held by the countemarty, its trust
department or its agent, but not in the City’s name.

The City had no investments at December 31, 2011.



CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011

lnvesiment Accounting Palicy

The City's general policy is to report money market investmenis and short-term participating interest-eaming
investment contracts at amortized cost and to report nonparticipating Interest-earning 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 al fair value, All other investments are reported
at falr value unless a legal confract exists which guarantees a higher value. The term "short-lerm" refers fto
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 certificates of
deposit are examples of nonparticipating interest-eaming investment contracts.

3. Analysis of Specific Deposit and Investment Risks

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

a, Credit Risks

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

b. Custodial Credit Risk

Deposits are exposed to custodial credit rigk if they are not covered by depository insurance and the
deposits are uncollateralized, collaterailzed with securities held by the pledging financial Institution, ar

collateralized with securities held by the pledging financlal institution’s trust department or agent but
not In the City's name.

Investment securities are exposed to custodial credit rsk if the securities are uninsured, are not

registered In the name of the govemment, and are held by either the counterparty or the counterparty's
trust department or agent but not in the City’s name.

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

c. Concentration of Risk

This risk Is the risk of loss attributed to the magnitude of govemment's invesiment in a single issuer. At
the end of the period, the City was not exposed to concentration of credit risk.

d. Interest Rate Risk

Fhis Is the risk that changes in interest rates will adversely affect the fair value of an Investmenl. At the
end of the period, the City was not significantly exposed o interest rate risk.

e. Foreign Currency Risk

This is the risk that exchange rates wil adversely affect the fair value of an investment, At the end of
the period, the City was not exposed to foreign currency rlsk.
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D. Capital Assets
Capital asset activity for the year ended December 31, 2011, was as follows:
Beginning Ending
Balances Increases Decreases Balances
Governmental activities:
Capital assets not being depreciated:
Land $ 12,200 $ = 3 - 3 12,200
Construction in progress 3,085,089 20,040 - 3,105,129
Total capital assets not being depreciated 3,097,289 20,040 - 3,117,329
Capital assets belng depreciated:
Butlldings and improvements 696,855 151,782 - 848,637
Infrastructure 93,615 - - 93,615
Equipment 416,494 12,594 - 429,488
Vehicles 496,377 13,000 - 509,377
Total capital assets being depreclated 1,703,341 171,776 - 1,881,117
Less accumulated depreciation for:
Buildings and improvements (291,053) (33,008) - (324,061)
Infrastructure {(30,426) (4,681) -- (35,107)
Equipment (170,517) (38,174) - (208,691)
Vehicles {421,350) {40,494) - (461,844}
Total accumulated depreciation (913,346) (114,357} - (1,027,703)
Total capltal assets being depreciated, net 789,995 63,419 - 853,414
Governmental activities capital assets, net 3 3,887,284 3 83,459 § - 3 3,970,743

Depreclation was charged to functions as roliows:

General Government 3 13,868
Sanitation 23,328
Municipal Court 10,858
Puhlic Safety 37.874
Streets 9,286
Health & Welfare 4,865
Parks & Recreation 12,000
Tourism 2177

$ 114,357

E. interfund Balances and Activity
1. Due To and From Other Funds

Balances due to and due from other funds at December 31, 2011, consisted of the following:

Cue To Fund Due From Fund Amount Purpose

General Fund Other Governmental Funds 3 2,990 Short-lerm loans
Other Governmental Funds Other Governmental Funds 3,300 Short-term loans
Other Governmental Funds General Fund 2,579 Short-term loans

Total

$ 8,869

All amounts due are scheduled to be repaid within one year.
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2.  Transfers To and From Other Funds
Transfers to and from other funds at December 31, 2011, consisted of the following:
Transfers From Transfers To Amount Reason
Other Governmentai Funds General fund 5 25,000  Supplement other funds sources
Total E) 26,000
Long-Term Qbligations

1.

Long-Term Obligation Aclivity

Long-term obligations include debt and other long-term liabilities, Changes in long-term obligations for the
year ended December 31, 2011, are as follows:

Amounts
Beginning Ending Due Within
Balance Increases Decreases Balance One Year
g tal activities:
Nota payable - Ulility Board  § 13,577 $ - 5 13,577 3 - 5 -
Note payable - bank 1,420 - 1,420 - -
Capital leases 30,130 - 18,727 11,403 11,403
USDA cash advances 2,786,621 50,379 36,000 2,801,000 —
Total governmental activittes $ 2,831,748 3 £§0,379 $ 69,724 $ 2812403 3 11,403
201 2010
Unsecured nole payable to bank with monthly payments of
$478, including interest at 5.5%, with final payment on 3/20/11. 3 - S 1,420
Unsecured and non-Interest bearing note payable to the
Utiltiy Board of Falfurrias, Texas, due in monthly payments of
$2,778 with final payment 2/1/17. S - 5 13,577
Total 3 - $ 14,997

The City is the reciplent of $3,052,000 in revenue bonds from the USDA for utility improvements. During the
construction phase, draws are being accounted for as "USDA Cash Advances'. At the completion of the
project, the advances will be converted lo revenue bonds and will be certified by the Altomney General's office
of the Stale of Texas, paying 4.125%, maturing in 2048, with an average payment of $157.883 per year,
including interest. Also at completion of the project, the bond and these related assets will ba conveyed lo the
Utility Board of Falfurrias (discretely presented component unity of the City of Falfurias) for their use and
operation. The Utiity Board of Falfurtias has pledged all of its net revenue to pay the revenue bonded debt
and will assume the full obligation for its payments. The cash advances to the City of Falfurrias are:

2011 2010
] 2,801,000 $

2786621
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011

2. Capital Leases

Commitments under capitalized lease agreements for facilities and equipment provide for minimum future lease payments
as of December 31, 2011, as follows:

Year Ending December 31:

2012 $ 11,610
Total Minimum Lease Paymentis $ 11,610
Less amount representing Interest {207)
Present value of net minlmum lease payments S 11,403

The effeclive Inlerest rate on capital isases is 5.450%.
H G. RiskManagement
The City Is exposed to various risks of loss related to torts, theft, damage or destruction of assets, errors and omissions,
Injuries to employees, and naturai disasters. During fiscal year 2011, the City obtained general liability and major
medical coverage at a cost that is considered to be economicaily justifiable by joining together with other
govemmental entities In the State as a member of the Texas Municipal League Intergovemmental Risk Pool (“TML").
TML Is a self-funded pool operating as a common risk management and Insurance program. The City pays an annual
B premium to TML for its above Insurance coverage. The agreement for the formalion of TML provides that TML will
be self-susiaining 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 ievel of reinsurance. The City continues to
D carry commercial insurance for other risks of loss. There were no significant reductions in commerclal 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.

H. Pension Plan
Blan Pescription

The City provides pension benefits for all of its eligible employees through a non-traditional, joint contribulory,
hybrid defined benefit plan in the state-wide Texas Municipal Retirement System (TMRS), an agent
multiple-employer public empioyee retirement system. The plan provisions that have been adopted by the City are
within the oplions available in the goveming state statutes of TMRS.

TMRE issues a publicly available comprehensive annual financlal report that includes financial statements and
required supplementary Information (RSI) for TMRS; the report also provides detailed explanations of the
contributions, benefits, and actuarial methods and assumptions used by the System. This report may be obtained
by writing to TMRS, P.O. Box 149153, Auslin, Texas 78714-8153 or by calling 800-924-8877: In addilion, the
report Is available in TMRS' website at www. TMRS.com.

The plan provisions are adopted by the goveming bady of the City, within the options available in the stale statutes
governing TMRS. Plan provisions for the City were as follows:

_1 2009 2010 2011
3 Employee depaosit rate 5% 5% 5%
Matching ratio (city to employee) 1to1 1101 1to1
’ Years required for vesting 5 5 5
J Service retirement ellgibility 60/5, 0/125 6045, 0/25 8045, 025
: (expressed as agefyears of service)
Updated service credit 0% 0% 0%
annually repeating (Y/N} N N N
J Annuity increase to relirees 0% 0% 0%
annually repeating (Y/N) N N N
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Contributions

Under the stale law goveming TMRS, the confribution rate for each city is determined annually by the actuary,
using the Projected Unit Credit actuarial cost method. This rale consists of the normal cost contribution rate and the

prior service cost contribution rate, which is calculated to be a level
normal cost contribution rate finances the

percent of payroll from year to year. The
portion of an active member's projected benefit allocated annually; the

prior service contribution rate amortizes the unfunded (overfunded) actuarial lability (asset) over the applicable

period for that city.
impact of annually repealing benefits, such as Updated Service Credits and Annuity Increases.

The Clty contributes to the TMRS Plan at an actuarially determined rate.
contributions monthly, Since the City needs to know its contribution rate in
a one-year delay between the actuarial valuation that serves as the basis
the rate goes into effect. The annual pension cost and net pension obligation/(asset) are as follows:

Annual

Actual Percentage Net Pension
Fiscal Year Pension Contribution of APC Obligation/
Ending: Cost (APC) Made Contributed {Asset)
t2/31/09 31,905 § 31,905 100.0% $ -
1213110 § 42,240 3 42,240 1000% $ -
1213111 % 37,104 $ 37,104 100.0% S -

Both the normal cost and prior service contribution rates include recognition of the projected

Both the employees and the City make
advance for budgetary purposes, there Is
for the rate and the calendar year when

The raquired contributlon rates for fiscal year 2011 were determined as part of the December 31, 2008 and 2009
actuarial vaivations. Additional Information as of the latest actuarial valuation, December 31, 2011, also follows:

Valuation Date;

Actuarial cost method

Amortization method

12/31109

Projected Unit
credit

Level percent

12/31/10-prior
to restructuring

Projected Unit
credit

Level percent

12/31110-
restructured

Projected Unit
credit

Level percent

12/31/11

Projected Unit
credit

Level percent

of payroll of payroll of payrall of payrall
GASB 25 Equivalent Single 23 years - 20.9 years - 16.7 years - 24.8 years -
Amortization perlod closed period closed perfod closed period closed period
Amortizatlon Period for new
Gains/Losses 25 years 25 years 25 years 25 years
Asset valuation method 10 year 10 year 10 year 10 year
Smoothed Smoothed Smoothed Smoolhed
Market Market Market Market
Assumptions
Investment refum 7.5% 7.5% 7.0% 7.0%
Projected salary increases varies by age varies by age varies by age  varies by age
and service and service and service and service
tnflation 3.0% 3.0% 3.0% 3.0%
Cost of living adjustments 0.0% 0.0% 0.0% 0.0%
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011
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The funded status as of December 31, 2011, under the two separate actuarial valuations, is as follows:

E Actuarial Actuarial Actuarial Unfunded UAAL as a
Valuation Value of Accrued Funded AAL Covered % of Covered
Date Assets Liability (AAL) Ratio (UAAL) Payroll Payroll

1273111 1,038,939 1,031,664 100.7% (7,275) 888,449 -0.8%

Acluarial valuations Involve estimates of the value of reported amounts and assumptions about the probability of
events far into the future. Actuarially determined amounts are subject to continual revision as actual resulis are
B compared to past expectations and new estimates are made about the future.

Actuarial calculations are based on the benefits provided under the terms of the substantive plan in effect at the
time of each valuation, and reflect a fong-term perspective. Conslistant with that perspective, actuarial methods and
assumptions used Include techniques that are designed lo reduce short-term volatility In actuarial accrued (iabilitles
and the actuarial value of assets. The schedule of funding progress, presented as Required Supplementary
Information following the notes to the financial statements, presents multi-year trend information about whether the
acluarial value of plan assefs Is increasing or decreasing over time relalive to the actuarial accrued liability of
benefits.

Supplemental Death Benefits Fund

D The City also parlicipates In the cost sharing multiple-employer defined benefit group-term life Insurance plan
operated by the Texas Municipal Retirement System (TMRS) known as the Supplemental Death Benefits Fund

E (SDBF). The City elected, by ordinance, to provide group-term iife insurance coverage to both current and retired

] employees. The City may terminate coverage under and discontinue participation In the SDBF by adopting an
ordinance before November 1 of any year to be effective the following January 1.

The death benefit for active employees provides a lump-sum payment approximately equal {o the employee's
annual salary, calculated based on the employee's actual eamings, for the 12-month period preceding the month of
death; relired employees are insured for $7,500; this coverage Is an “other postemployment benefit* or OPEB.

Plan Year Plan Year
The city offers supplemental death to: 2011 2010

Active Employees Yes Yes

Retirees Yes No

I Health Care Coverage

During the year ended December 31, 2011, employees of the City were covered by a health insurance plan (the

3 Plan). The City paid premiums of $372 per month per empioyee to the Plan. Employees, at their option, authorized
payrall withholdings to pay premiums for dependents. All premiums were paid lo a licensed insurer. The Plan was
authorized by Aricle 3.51-2, Texas Insurance Cade and was documented by contractual agreement.

premium costs are included in the contractual provisions,

Latest financlal statements for the Texas Municipal League are available for the year ended December 31, 2011,
have been filed with the Texas State Board of Insurance, Austin, Texas, and are public records. See also Risk

3 The contract between the City and the licensed insurer is renewable October 1, 2012, and ferms of coverage and
] Management footnote.
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011

C it l i Conti .
1.

Contingencies

The City participates in grant programs which are govemed by various rules and regutations of the grantor
agencles. Costs charged to lhe respective grant programs are subject to audit and adjustment by the grantor
agencies; therefore, lo the extent that the City has not compllied with the rules and regufations governing the
grants, refunds of any money received may be required and the collectibllity of any related recelvable may be
Impaired. In the opinion of the City, there are no significant contingent liabilitles relating to compliance with
the rules and regulations goveming the respective grants; therefore, no provision has been recorded in the
accompanying basic financial statements for such contingencies.

Litigation

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

K.  Closure and Postclosure Care Cost

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

L.  Accounis Recelvable

Accounts receivable at December 31, 2011, consist of the following:

Account Allowance for
Balance Uncollectibles Net
Taxes 3 468,332 § (141,238) 3 327,094
Accounts 141,897 (35,958) 105,939
Other 173,380 - 173,380
5 783,609 3 (177,196)3 606,413

The component unit had accounts receivable of $614,329, less allowance for uncollectibles of $107,221, for a net of
$507,108.

M. Deferred Revenue

Deferred revenue at year end consisted of the following:

Deferred
Revenue Description Fund ~_ Amount
Property tax revenue General $ 327094
2011 Properly taxes deferred to 2012 General 128,502

Total Deferred Revenue ] 455,696

N.  Exgess Expendilures Over Appropriations

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

Fund Type Department Amaount
General Fund Sanitation $ 5,165
General Fund Capital Outlay 136,800
General Fund Debt Service - Principal 13,567
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CITY OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2011

0. Non-Budgeted Funds

B EE

[ R -~ R T

i - .

The City did not adopt a budgst for the Gifts and Bequests Fund, as any gift Is budgeted by specific action. Donations
totaled $1,750, and expenditures totaled $0 in the current year.

Eree Waler Service

Franchise Fees:

The Utility Board Is under contract to pay the City of Falfurrias, Texas, a 4.7% franchise tax on its gross water and
sewer revenues. For 2011 and 2010, this amount was $141,268 and $91,766, respectively. The 2011 and 2010
payments included the $36,000 and 334,000, respecitively, by the Utlity Board to the City for its scheduled USDA
Cash Advance reduction,

Free Water Service:
The ‘Utility Board of Falfurrias, Texas, provides free water to the Clty for all of its operational needs. in 2011 and
2010, the City used 67,458,200 and 22,593,950 gallons, respectively, or $235,699 and $78,959 value of free
service, respeclively.

Assigned Fund Balance

The Clty has adopted the budget for the 2012 fiscal year, with a projected deficit of $159,815, which Is refiected as
Asslgned Fund Balance In the current year financlal statements.
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Required Supplementary Information

Required supplementary information includes financial information and disclosures required by the Governmental
Accaunling Standards Board but not considered a part of the basic financial statements.
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CITY OF FALFURRIAS, TEXAS EXHIBIT B-1
GENERAL FUND
BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED DECEMBER 31, 2011
Variance with
Final Budget
Budgeted Amounts Positive
Qriginal Final Actual (Negative)
Revenue:
Taxes $ 1233103 $ 1,233,103 $ 1,256,225 S 23122
Licenses and permits 8,655 8,655 11,117 2,462
Charges for services 744,355 744 355 756,647 12,292

Fines & forfeitures 505,500 505,500 333,215 {172,285)

interest 17,565 17,565 6,713 {10,852)

Miscellzaneous 43,775 43,775 49,112 5,337
Total revenues 2,652,953 2,552,953 2,413,028 (139,924)

Expenditures:

General governrnent 418,160 364,160 304,490 59,670

Sanitation 515,000 515,000 520,165 (5,165)

Municipal Court 350,115 350,115 264,548 85,567

Publlc Safety 816,195 824,845 772,523 52,322

Streets 227,891 223,601 205,767 17,864

Health and welfare 107,245 113,242 109,702 3,540

Parks and recreation 315,571 536,134 266,510 269,624

Capital outlay - - 136,800 (136,800}
Debt service:

Principal - - 13,567 (13,567}
Total expenditures 2,750,177 2,927,127 2,594 072 333,055
Excess (deficiency) of revenues (under) expenditures (197,224) (374,174) (181,043) 193,131

Other financing sources (uses):

Transfers in - - 25,000 25,000

Proceeds from sale of assets {2,000) {2,000} - 2,000
Total other financing sources (uses) (2,000) (2,000) 25,000 (27,000}

Excess of revenues and other financing sources over

(under)} expenditures and other financing uses (199,224) (376,174) (156,043) 220,131
Fund balances/equity, January 1 1,183,594 1,163,594 1,163,594 -
Fund balances/equity, December 31 $ 964370 § 787420 $ 1007551 § 220,131
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CITY OF FALFURRIAS, TEXAS
HOTEUMOTEL OCCUPANCY TAX FUND
BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED DECEMBER 31, 2011

Revenue:
Taxes
Interest
Miscellaneous
Total revenues

Expenditures:
Tourism
Total expenditures

Excess (deficlency) of revenues {under) expenditures

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

EXHISIT B-2

Variance with

Final Budget

Budgeted Amounts Positive
Original Final Actual {Negative)

t00,000 3 100,000 $ 85379 % {14,621)
1,000 1,000 3,052 2,052

- - 6,500 6,500
101,000 101,000 94,931 {6,069)
97,000 97,000 48,551 48,449
97,000 97,000 48,551 48,449
4,000 4,000 48,380 42 380
420,617 420,617 420,617 420,617

424617 § 424,617 § 466,997 $ 462,997
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CITY OF FALFURRIAS, TEXAS
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF FUNDING PROGRESS

TEXAS MUNICIPAL RETIREMENT SYSTEM
YEAR ENDED DECEMBER 31, 2011

Actuarial Acturial Accrued Unfunded UAAL as a
Actuarial Value of Liability (AAL) AAL Funded Covered Percentage of
Valuation Assels - Entry Age (UAAL) Ratio Payroll Covered Payroil
Date (@) (b) (b-a) (afb) (©) ((b-a)fc)
12/31/09 3 784,725 § 892,181 § 107,438 88.0% 799,574 13.4%
1213110 (1} 866,554 943,579 77,025 91.8% 891,141 B.6%
12/31/10 (2) 910,607 926,592 18,385 98.2% 891,141 1.8%
1213111 1,038,938 1,031,664 (7,275} 100.7% 888,449 -0.8%

(1) Actuarial valuatlon performed under the original fund structure.
(2} Actuarial valuation performed under the new fund structure.
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Combining Statements and Budget Comparisons
as Supplementary Information

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



EXHIBIT C-1
CITY OF FALFURRIAS, TEXAS

COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS
DECEMBER 31, 2011

Capital
Projects Total
Fund Nonmajor
Special Waler Governmental
Revenue System Funds (See
Funds Improvements Exhibit A-3)
ASSETS
Assets:
Cash and cash equivalents 5 66,562 5 97,996 5 164,558
Due from other funds 5,879 — 5,879
Total Assets 3 72,441 5 97,996 5 170,437
LIABILITIES AND EQUITY
Llabilities:
Due to other funds ] 6,285 5 5 3 6,290
Other current liabilities 4 - 4
Total Liabilities 6,289 5 6,294
Equity:
Designated for specific fund purpose 66,152 97,991 164,143
Total equity 66,152 97,991 164,143
Totat Liablities And Equity ] 72,441 3 97,996 5 170,437
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CITY OF FALFURRIAS, TEXAS

COMBINING STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES
NONMAJOR GOVERNMENTAL FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2011

Revenue:
Federal and state granis
Charges for services
Fines & forfeitures
interest
Miscellaneous
Total revenues

Expenditures:
General gavernment
Public Safety
Capital outiay
Total expenditures

Excess (deficlency) of revenues {under) expenditures

Other financing sources (uses):
Transfers out
USDA cash advances
Total other financing sources (uses)

Excess of revenues and cther financing sources aver
(under) expenditures and other financing uses

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

Capital
Projects Total
Fund Nonmajor
Special Water Governmental
Revenue System Funds (See
Funds Improvements Exhibit A-5)

3,589 $ - 3,589

- 36,000 36,000

69,757 - 69,757
282 - 282

1,750 - 1,750
75,378 36,000 111,378
3,135 - 3,135
64,881 - 64,881
2,220 17,820 20,040
70,238 17,820 88,056
5,142 18,180 23,322
(25,000) - (25,000)

- 14,379 14,379
{25,000) 14,379 (10,621)
(19,858) 32,559 12,701
86,010 65,432 151,442
66,152 $ 87,991 164,143
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CITY OF FALFURRIAS, TEXAS
COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
DECEMBER 31, 2011

ASSETS

Assets:
Cash and cash equivalents
Due from other funds

Total Assets

LIABILITIES AND EQUITY

Liabilities:

Dua to other funds

Other current liabilities
Total Liabilities

Equity:
Designated for specific fund purpose
Tolal equity

Total Liabilitles And Equity

Gifis Insurance Ed Bymme
and Proceeds Selzure Mem
Bequests Fund Fund JAG Granl
9,998 - $ 8,783
- - 3,300 —
9,998 - 3 12,083
2,980 = 3 =
2,980 - -
7,018 - 12,083 -
7,018 -- 12,083 -
9,998 -

- 12,083
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Law Enforcement

Training

Grant

378

378

378
378

378

Federal
Forfeiture
Fund

a8

88

88
88

88

Police
Impound
Fund

g 10,107

3 10,107

3 1,000

1,000

9,107
9,107

s____10107

41

Security
Fund

3 29,185

] 29,185

29,185
29,185
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EXHIBIT C-3
Page 1 of 2

Homeland
Security
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CITY OF FALFURRIAS, TEXAS
COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
DECEMBER 31, 2011

ASSETS

Assets:
Cash and cash equivalents
Due fromn other funds

Total Assets

LIABILITIES AND EQUHTY

Liabilities:

Due to other funds

Other current Habilities
Total Liabilities

Equity:
Designated for specific fund purpose
Total equity

Total Liabliitles And Equity

Total
Nonmajor
Special
CDBG Revenue
#729329 Funds (See
Sewer Technology Exhibit C-1)
- 8,014 $ 66,562
- 2,579 5,879
- 10,593 3 72,441
- 2,300 3 6,285
- - 4
— 2,300 6,289
- 8,293 66,152
- 8,293 66,152
- 10,593 5 72,441
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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, 2011

Revenue:

Federal and state grants
Fines & forfeitures

Interest

Miscellaneous
Total revenues

Expenditures:

General government
Public Safety

Capital outlay

Total expenditures

Excess (deficlency) of revenues (under) expenditures

Other financing sources {uses):
Transfers out
Total other financing sources (uses)

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

Fund balances/equity, January 1
Fund balances/equity, December 34

Gifts Law Enforcement .Federal
and Selzure Training Forfeiture
Bequests Fund Grant Fund
S $ = 1,369 § -
= 54,756 - -
- 56 2 40
1,750 - - -
1,750 54,812 1,371 40
- 32,637 1,904 22,047
- 32,637 1,904 22,047
1,750 22,175 (533) (22,007)
- {25,000) - -
- {25,000) - -
1,750 (2,825) {533) {22,007)
5,268 14,908 211 22,085
7018 § 12,083 378§ a8
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Police
Impound
Fund

6,700
49

6,749

8,293

8,293

(1.544)

{1.544)

10,651

g 9,107

CDBG
Security #729329
Fund Sewer
$ - 3 2,220
3,531 -
108 --
3,640 2,220
- 2,220
— 2,220
3,640 -
3,640 -
25,545 -
5 29,185 5 -

44

Technology

3 —-

4,770
26

4,798

3,135

3,135

1.661

1,661

6,632

$____ 8203

EXHIBIT C4

Total
Nenmajor
Special
Revenue
Funds (See
Exhibit C-2)

3,589
69,757
282
1,750

75,378

3,135
64,881
2,220

70,236

5,142

{25,000)

{25.,000)

(19,858)

86,010

66,152
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Other Supplementary Information

This section includes financial information and disclosures not required by the Govemmental Accounting Standards
Board and not considered a part of the basic financial stalements. 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
JOHN R. WOMACK, CPA (361) 592-2671
MARGARET KELLY, CPA FAX (361) 592-1411

Independent Audltor's Report

]
i

Board of Trustees

City of Falfurrias, Texas
205 E. Allen

Falfurrias, Texas 78355

Members of the Board of Trustees:

E We have audited the financial statements of the governmental activities, the discretely presented component
unit, each major fund, and the aggregate remaining fund information of the City of Falfurrias, Texas as of and for
the year ended December 31, 2011, which collectively comprise the City of Falfurrias, Texas's basic financia)

E’ statements and have issued our report thereon dated September 11, 2012. 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 Govemment Auditing Standards, issued by the Comptroller

D General of the United States.

Management of the City of Falfurrias, Texas is responsible for establishing and maintaining effective internal
control over financial reporting. In planning and performing our audit, we considered the City of Falfurrias,
Texas's internal control over financial reporting as a basis for designing our auditing procedures 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 over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the City of Falfurrias, Texas's internal
control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow managemernit
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A matlerial weakness is a deficiency, or a combination of deficiencies, 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.

Our consideration of internal control aver financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal contro! over financial
reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any
deficiencies in intemal control over financial reporting that we consider to be material weaknesses, as
defined above.

L PRIVATE COMPANIES PRACTICE SECTION. AICPA DIVISION FOR CPA FIRMS
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As part of obtaining reasonable assurance about whether the City of Falfurrias, Texas's financial statements are
free of 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 materiat
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 nencompliance or other matters that are required to
be reported under Government Auditing Standards and which are described in the accompanying
schedule of findings and questioned costs as itern(s) 2011-1 and 2011-2.

This report is intended solely for the information and use of management, others within the entity and the

Board of Trustees and is not intended to be and should not be used by anyone other than these specified
parties.

Respectfully submitted,

' ,9»9/%/5‘3

ohn Womack & Corﬁpany, p.C.
September 11, 2012
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

A. Summary of Auditor's Results

1. Financial Statements

Type of auditor's report issued: Unqualified

intemal control over financial reporting:
One or more material weaknesses identified?

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

Noncompliance material to financial
statements noted?

2. Federal Awards

A Single Audit was not required in the current year.

B. Financial Statement Findings

X

X

X

2011-1 State Compliance - Excess Expenditures over Approprlations (Budgeting)

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

expenditures over appropriations.

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

Cause: The lack of oversight in the budgetary process.

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

or fraud.

No

None Reported

No

e g =g

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.

2011-2 State Compliance - Public Funds Investment Act

Condition: The City did not comply with certain requirements of the Public Funds Investment Act. The City
does not have a written system of internal controls over investments. In addition, the City does not have

written documentation of the City Council's approval of the Investment Officer's and Auditor's annual review
of the investment policy and any changes resulting from that review.

Criteria: The Public Funds Investment Act requires a written system of internal controls over investment,
and annual review and approvai of the investment policy by the City Council.

Cause: Lack of oversight over the Public Funds Investment Act requirements.
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CITY OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Effect/Potential Effect: Violation of the Public Funds Investment Act.
Recommendation: We recommend that the City develop a written system of intema! controls over

investments. In addition, we recommend that the City adopt a written instrument which would document

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

C. Federal 2 | Eindi | Questioned Cost
NONE
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CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2011

Finding/Recommendation

Current Status

Management's Explanation

If Not Implemented

2010-1 Internal Control - Receiving

Condition: During a test of 25 expenditures, it was
noted that several of the items selected for testing
did not indicate confirmation of receipt prior to
payment of the invoice.

Criteria; Internal control procedures call for
confirmation of receipts of goods prior to payment
of the related invoice.

Cause: Employees receiving goods should be
further educated regarding intemal control
procedures.

Effect/Potential Effect: Payment for goods couid
take place without ever receiving the merchandise.

Recommendation: We recommend that procedures
be implemented as necessary to ensure that
purchase orders are matched tc receiving reports
prior to payment. Receiving reports that are
initialed and dated by the person who received the
merchandise should be submitted to accounting
along with the purchase order fo facilitate this
process.

2010-2 internal Control - Deposits

Condition: The same individual prepares deposits
and reconciles the monthly bank statements.

Criteria:  For strong intemal controls, the person
who prepares and makes the deposits should not
be the individual responsible for reconciling the
bank statements.

Cause: The small number of employees in the city
offices.

Effect/Potential Effect Increased susceptibility to
error or fraud.

Recommendation: As true segregation of duties is
not feasible, we recommend that a supervisor
verify the deposits, initialling to indicate approval,
and still another employee be responsible far
making the deposit.
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CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2011

Finding/Recommendation

Current Status

Management's Explanation
If Not Implemented

2010-3 State Compliance - Excess Expenditures
Over Appropriations

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

Criteria: The State requires that the City adopt a

budget and amend it as necessary throughout the
year.

Cause: The lack of oversight in the budgetary
process.

Effect/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.

2010-4 State Compliance - Public Funds
Investment Act

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

Criteria:  The Public Funds Investment Act requires
a written system of intemal controls over
investment, and annual review and approval of the
investment policy by the City Council.

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

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

a0

Not
implemented

Naot
Implemented

Management is continuing
to work toward improvement
of its budgeting process.

Management is still in the
process of developing a
written system of internal
controls over investments
and documentation of City
Council's approval of annua!
reviews.



CITY OF FALFURRIAS, TEXAS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2011

Finding/Recommendation

Current Status

Management's Explanation
If Not Implemented

Recommendation: We recommend that the City
develop a written system of internal controls over
investments. In addition, we recommend that the
City adopt a written instrument which would
document the City Council's approval of the
Investment Officer's and Auditor's review of the
investment policy, as stated in the City's investment
policy.
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CITY OF FALFURRIAS, TEXAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED DECEMBER 31, 2011

2011-1  Stale Compliance - Excess Expenditures over Appropriations (Budgeting)

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

2011-2 State Compliance - Public Funds Investment Act

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

Investment Act, and with the City's Investment Policy. Idolina Perez, City Secretary, will coordinate these
efforts.
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