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INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS

Board of Trustees

The Utility Board of Falfurrias, Texas
P.O. Box 518

Falfurrias, Texas 78355

Members of the Board of Trustees:

We have audited the accompanying financial statements of the business type activilies of The Utility Board of
Falfurrias, Texas, Component Unit of the City of Falfurrias, Texas, as of and for the years ended December 31,
2013 and 2012, and the related notes to the financlal statements, which collscitively comprise the Board's baslc

financial statements as listed in the table of conlents.
Management's Responsibility for the Financial Statements

Managemenl is responsible for the preparation and fair presentation of these financlal stalemenis in
accordance with accounting principles generally accepled in the United States of America; this Includes the
design, Implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financlal statements that are free from material misstatement, whether due to fraud or emor.

Auditor's Responsibility

Our responsibility is to express oplnlons 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 lo financlal audils contalned 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 involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the audltor's judgement, Including the assessment of
the risk of material misstatement of the financial statements, whelher due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity's preparation and fair
presentaton of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing and opinion on the effectiveness of the entity's internal
control. Accordingly, we express no such opinlon. An audit also Includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

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

L PRIVATE COMPANIES PRACTICE SECTION, AICPA DIVISION FOR CPA FIRMS
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respecls, the financial
position of the business type aclivities of The Utility Board of Falfurrias, Texas as of December 31, 2013 and
2012, and the changes in financial position, and the cash flows thereol for the years then
ended in conformity with accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United Slates of America require that the management's
discussion and analysis and Information identified as Required Supplementary Information in the table of
conlenls be presented to supplement the basic financlal statements. Such information, although not a part of
the basic financial slatements, is required by the Governmental Accounting Standards Board, who considers it
to be an essential part of financial reporting for placing the basic financial statemenis in an appropriate
operalional, economic, or hislorical context. We have applied certain limited procedures fo the required
supplementary informalion in accordance wilh auditing standards generally accepled in the United States of
America, which consist of inquiries of management about the methods of preparing the information and
comparing the information for consistancy with management's responses to our inquiries, the basic financial
stalements, and other knowledge we obtained during our audit of the basic linancial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures do not provide
us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was performed for the purpose of forming an opinion on the financial statements that collectively
comprise The Utility Board of Falfurrias, Texas's basic financial slatements. The accompanying supporting
schedules listed in the table of contenls are presented for purposes of additional analysis and are not a
required part of the financial statements. These supporling schedules have not been subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we do not express an opinlon or
provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with GOVERNMENT AUDITING STANDARDS, we have also issued our report dated Oclober 25,

2014, on our consideration of The Utility Board of Falfurrias, Texas's internal control over financial reporting

and on our tests of its compliance wilh certain provisions of laws, regulations, coniracts and grant

agreements and other matlers. The purpose of that report is to describe the scope of our testing of internal

control over financial reporting and compliance and the resulls of that testing and not to provide an opinion on

the internal control over financlal reporting or on compliance. That report is an integral part of an audit
performed in accordance with GOVERNMENT AUDITING STANDARDSin considering The Utility Board of Fallurrias
Texas's internal control over financial reporling and compliance.

Respectiully submitted,

Qe Wawadk 16 PC

Womack and Company, P.C.
Kingsville, Texas
Oclober 25, 2014
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MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the Utility Board of Falfurrias (Utility Board) annual financial report presents
management’s discussion and analysis (MD&A) of the Utility Board’s financial performance
during the fiscal year ended December 31, 2013. The MD&A should be read in conjunction with
the transmittal letter found in the Introductory Section of this report and the Utility Board’s
Financial Statements which follow this section.

FINANCIAL HIGHLIGHTS

» The assets of the Utility Board exceeded its liabilities by approximately $13,061,769.

» The total net position of the Utility Board increased by $94,245, or 4.8%, to $13,061,769.
The ratio of the total net position to total operating expense for 2013 is 5.4 to 1. The
Utility Board’s undesignated and unrestricted net position was $3,057,414 or 99.3% of
operating expenses.

¢ Total assets were $13,753,097; total liabilities were $691 thousand.

The ratio of total assets to total liabilities for the Utility Board was 19.89 times.
e The Utility Board’s quick ratio (current assets to current liabilities) was 11.07 times.

OVERVIEW OF THE FINANCIAL STATEMENTS

The Utility Board’s basic financial statements are comprised of three parts: 1) management’s
discussion and analysis, 2) the basic financial statements, and 3) an optional section that presents
detailed summaries and schedules of selected financial data.

Management’s Discussion and Analysis (MD&A) serves as an introduction to the basic financial
statements and supplementary information. The MD&A represents management’s examination
and analysis of the Utility Board’s financial condition and performance. Summary financial
statement data, key financial and operational indicators used in the strategic plan, budget, bond
resolutions and other management tools were used for this analysis.

The basic financial statements consist of entity-wide financial statements that provide both the
short- and long- term financial information about the Utility Board’s financial activities, all of
which are operated like commercial enterprises. These statements report information about the
Utility Board using full accrual accounting methods and economic resources focus as utilized by
similar business activities in the private sector. Information concerning all of the Utility Board’s
assets and liabilities, both financial and capital, and short-term and long-term are included.
Likewise, all revenues and expenses received during the year, regardless of when cash is
received or paid, are reported. However, rate-regulated accounting principles applicable to
private sector utilities are not used by government utilities.

The basic financial statements of the Utility Board include a statement of net position; a
statement of revenues, expenses, and changes in net position; a statement of cash flows; and note
to the financial statements, which are described as follows:



* The statement of net position presents the financial position of the Utility Board on a full
accrual, historical cost basis, This statement provides information about the nature and
amount of resources and obligations at year-end.

* The statement of revenues, expenses, and changes in net position presents the result of
the business activities over the course of the fiscal year and information as to how the net
position changed during the year. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of the related
cash flows. This statement also provides certain information about the Utility Board’s
recovery of its costs. Rate setting policies use different methods of cost recovery not
fully provided by generally accepted accounting standards. The primary objectives of the
rate model are to improve equity among customer classes and to ensure that capital costs
are allocated on the basis of long-term capacity needs, ensuring that growth pays for
growth.

* The statement of cash flows presents changes in cash and cash equivalents, resulting from
operating, capital and related financing, investing activities. This statement presents cash
receipts and cash disbursement information, without consideration of the earnings event,
when an obligation arises, or depreciation of capital assets.

* The notes to the financial statements provide required disclosures and other information
that are essential to a full understanding of material data provided in the statements. The
notes present information about the Utility Board’s significant accounting policies,
account balances and activities, material risks, obligations, commitments, contingencies,
and subsequent events, if any.

The supplementary information presented by the Utility Board includes schedules that focus
on the individual divisions of the Utility Board where more detailed financial data is
desirable, and schedules presenting the Utility Board’s future debt service requirements and
other data required to be presented in accordance with certain of the Utility Board’s debt

covenants,
ENTITY-WIDE FINANCIAL ANALYSIS

The Utility Board’s entity-wide financial statements report its net position and how they have
changed over the reporting period. Net position — the difference between assets and liabilities-
may serve as a useful indicator of the Utility Board’s financial position. Over time, increases or
decreases in the Utility Board’s net position are a useful indicator of whether its financial health
is improving or deteriorating respectively. However, one also needs to consider other non-
financial factors such as changes in economic conditions, population growth, and new or
changed governmental legislation to adequately assess its overall health.



The material portion of the Utility Board’s net position of 75% reflects its investment in utility
plant assets (e.g., land, buildings, utility plant, and equipment), less that portion of related debt
used to acquire those assets that is still outstanding. These utility plant assets are used to provide
utility services to our customers; consequently, these assets are not available for future spending.
Although the Utility Board’s investment in 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 (the sale of utility services), since the capital assets themselves cannot be used to
liquidate these liabilities.

Table A-1:
Statement of Net Position
%
2013 2012 Change
Current and other assets g 3,444,144 $ 2,681,068 28.46%
Restricted assets 516,499 544,168 -5.08%
Capitai assets:
Productive asset in service {net) 9,792,454 9,989,678 -1.97%
Total assets 13,753,097 13,214,914 4,07%
Current liabilities 511,191 253,798 101.42%
Restricted liabilities 180,137 343,594 47.57%
Long-term debt outstanding - 150,000 -100.00%
Total fiabilities 691,328 747,392 -7.50%
Net position
Invested in capital assets, net of reiated debt 9,792,454 9,694,678 1.01%
Restricted 2t1,901 369,111 -42.59%
Unrestricted 3,057,414 2,403,733 27.19%
Total net position 3 13,061,769 $ 12,467,522 4.77%

The Utility Board’s net position increased by $594,247 in 2013, from $12,467,522 in 2012, as a
result of an excess of revenues over expenses for the current year. The Utility Board had a net
increase of $763,076 in current and other assets. The result is due to a decrease of $162,347 in
accounts receivable for TxDOT for their highway relocation of the Utility Board underground
utility lines. This can be attributed to a decrease in the due from state of $200,020 and partially
offset by an increase in operating cash flow of $484,020. The $197,224 decrease in capital assets
is due to current year depreciation of $455,107 and capital outlay additions of $257,883. Current
liabilities increased $257,393 primarily as a function of Due to Other Governments increase of
$200 thousand.



Statements of Revenues,

Table A-2:

Expenses and Changes in Net Position

Revenues:
Charges for Services;
Water
Wastewater
Gas
Intergovernmental
Other Charges
Total charges for services
Interest earnings
Other
Total Revenues

Expenses:;

Division operating expenses:

Water system

Gas system

Wastewater system

Depreciation

Administrative services
Total division operating expenses
Interest expense

Total expenses

Increase (decrease) in net position

Retained Earnings/Fund Bal, beginning

Prior period adjustment

Retained Earnings/Fund Bal, ending

While the statement of net position shows a snapshot of the Utility Board’s financial position at
the beginning and end of the fiscal year, the above statement of revenues, expenses, and changes
in net position provides answers as to the nature and source of these changes. Charges for
services for water were down by $68,049 over 2012. As a result of a wetter year, water
consumption was down by 8.53%. Natural gas was down $44,248 due to an overall volume
decrease in gas sold of 15.75%. The overall operating cost were down $85,825 or 3.42%. In

§

%

2012, the Utility Board had $395,617 in Administrative Services.

2013 2012 Change
1,468,509 3 1,536,558 -4.43%
687,527 661,883 3.87%
700,218 744,466 -5.94%

- - 0.00%
93,097 103,413 -9.98%
2,949,351 3,046,320 -3.18%
4,457 6,680 -33.28%
10,802 27,151 -60.22%
2,964,610 3,080,151 -3.75%
782,214 570,200 37.18%
608,066 590,658 2.95%
576,142 495,889 16.18%
455,107 454,987 0.03%

- 395,621 -100.00%
2,421,530 2,507,355 -3.42%
123,551 132,971 -1.08%
2,545,081 2,640,326 -3.61%
419,529 % 439,825 -4.61%
12,467,526 12,027,701 3.66%
174,714 - 100.00%
13,061,769 12,467,526 4.77%



In 2013, the Administrative Services expenses were allocated to the individual Water, Sewer and
Gas Departments. If the Utility Board would have prorated in the same manner in 2012 as in
2013, the increased operating expenses comparing 2013 to 2012 for the three departments would
have been $53,768 or 7.38% more for the Water Department There would have been $38,768 or
6.25% less expenses for the Wastewater Department, and $101,281 or 14.28% less expenses in
the Gas Department.

Graph 1: Program Revenues to Activity Expenditures
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The following is a summary of the composition of 2013 Utility Board’s revennes by source:

Revenues — By Source
Year Ended December 31, 2013

Other Charges
Gas 3% Water

| Water
| Sewer
8 Gas

B Other Charges

22%



During 2013, the overall demand for water and wastewater treatment services decreased. Total
water sales decreased from 396,391,000 gallons in 2012 to 362,597,100 gallons in 2013, or
8.53% less than in 2012. Wastewater volume was down, and revenue was up $25,644 or 3.87%
compared to 2012. Gas sold went from 38,642,900 cubic feet in 2012 to 32,557,000 cubic feet in
2013, and gas sales were down by $44,248 or 5.94% over 2012 due to a decrease in gas sales
volume of 15.75%.

There was a slight increase in water and wastewater customers of the Utility Board from 2012,
The number of gas customers went down slightly.

2013 2012
Utility Operating Division Customers Customers
Water System 2,540 2,527
Gas System 1,141 1,171
Wastewater System 2,036 2,018

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets
At the end of 2013, the Utility Board’s investment in capital assets amounted to $9,792,456
which is stated net of $9,286,618 in accumulated depreciation.

This investment in capital assets includes:

Land and land improvements

Water distribution facilities,

Gas distribution facilities,

Wastewater collection and treatment facilities, and
Machinery and equipment

During 2013, the total net increase in the Utility Board’s investment in capital assets (before
depreciation) was $241,339 compared to $297,880 in 2012. Major capital assets categories at
December 31, 2013 and 2012, included the following:

This section of the page left blank intentionally



Table A-3:
Capital Assets (net of depreciation)

at December 31, 2013 and 2012
%

2013 2012 Change
Land and land rights 3 138,326 % 138,326 0.00%
Piant project and equipment 18,366,239 18,340,155 0.14%
Construction in Progress 574,509 359,254 59.92%
Accumulated Depreciation (9,286,618) (8,848,055) 4.96%
Utility plant, net b 9,792,456 & 9,989,680 -1.97%

Long-term Debt and Debt Administration
Table A-4 indicates that total long-term debt decreased by $295,000 from 2012 to 2013, or

100.00%. Total debt outstanding at year end 2013 was paid in full, down from $295,000 in the
prior year.

Table A-4:
Long-Term Liabilities at December 31, 2013 and 2012
Total %
2013 2012 Change
Revenue Bonds $ - $ 295,000 -100.00%

The Utility Board’s revenue bond series 1999 were rated Aaa by Moody’s, as a result of
bond insurance. The debt coverage ratio is a useful indicator of the Utility Boards’ debt position.
At December 31, 2013, the Utility Board’s debt coverage ratio was 6.17, a decrease from the
6.26 debt coverage ratio of December 31, 2012 as is summarized in the following tabulation:

Table A-5: Debt Coverage Ratio

2013 2012 % Change

Total Revenues b 2949351 § 3,046,320 -3.18%
Cost of Maintenance and Operations,

not including depreciation and required

payments to the City of Falfurrias 1,966,423 2,052,371 -4.19%
Net revenues $ 082,928 § 993,949 -1.11%
Annual debt service requirement £ 159,200 § 158,700 0.32%
Debt service coverage ratio (times) 6.17 6.26 -1.42%




On December 16, 2013, the City refunded $2,873,000 in USDA Cash Advance revenue bonds by
issuing $2,935,000 in Limited Tax Refunding Bonds Series 2013 with a fixed interest of 3.6%
The net proceeds of $2,873,000 was deposited in an irrevocable trust with an escrow agent to
provide for all future debt service payments. The refunding bonds were structured as General
Obligation Refunding Bond Series 2013, and provided for the payment of the bonds by the levy
of an ad valorem tax upon all taxable property within the City. It is the intent of the City,
however, to convey this debt to the Utility Board in 2014 and that the Utility Board will assume
responsibility to pay for any and all principal and interest regarding these bonds as it had for the
previous USDA debt. The City refunded the Cash Advances to gain a net present value savings
of $119,747 and a gross savings to the City of $1,732,195. See Note F on page 22 for more
information.

Outlook for 2014

The outlook for 2014, with regard to revenues from water sales, is stable as it was for 2013. The
unusually low amount of rainfall received so far in 2014 has increased the demand for water.
This effect shonld be augmented somewhat by the continued demand for bulk water by
construction activities associated with the new US HWY 281 toll road, and by the increases to
water/sewer rates that became effective on September 15, 2011.

With regard to revenues from gas operations, it is estimated that gas sales will be stable
compared to those of 2013. In addition, sewer operations are expected to remain relatively
unchanged during 2014.

The Board’s expenditures are envisioned to remain at a high level since the following projects
are still in progress:

1. TXDOT utility lines relocation; and
2. Sewer plant clarifier re-vamp.

In addition to the above, the following projects are scheduled to commence during 2013:
1. Lincoln Street 8” water line replacement along with fire hydrants
2. Gas line replacement on Nava Street
3. Water line relocation in Rachal, TX
4. Water/wastewater replacement within city limits
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THE UTILITY BOARD’S FINANCIAL MANAGEMENT

This financial report is designed to provide the Utility Board of Falfurrias, citizens, taxpayers,
customers, bondholders, creditors, and other governmental sectors with a general overview of the
Utility Board’s financial condition and to demonstrate the Utility Board’s accountability for the
funds it receives.

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

The City of Falfurrias
City Administrator
P.O.Box 518
Falfurrias, Texas

(361) 325-2597
(361) 325-3468 (fax)
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THE UTILITY BOARD OF FALFURRIAS, TEXAS

STATEMENT OF NET FOSITION
DECEMBER 31, 2013 AND 2012

ASSETS

Current assets:
Cash and cash equivalents
Recsivables ( net of allowances for uncollgctibles):
Accounts
Due from other govemments
Inventories
Other current asseis
Total current assets

Restricted asssts:
Cash and cash equivalenis
Total restricted assets

Long-term asssts:
Capital assets ( nat, where applicabls, of
accumulated depreciation)
Other long-term assets:
Total long-term assels
Total Assets

LIABILITIES

Currenl liabilities:

Accounts payable

Accrued wages

Accrued expenses

Due o other govemments
" Totaf current liabilities

Payable from restricted assets:
Current portion of bonds payable
Meter deposits .
Accrued interest payable

Total payable from restricled assels

Long-term liabilities:

Revenue bonds payabla
Total long-term liabilities
Total Liabilities

Net Position:
Invesied in capital assets, net of related debi

Restricted for debt service
Unrestricted
Total Net Position

Total Liabilities and Net Position

The accompanying notes are an integral part of this statement.
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EXHIBIT A-1

December 31, December 31,
2013 2012

3 2,362,350 § 1,850,002
745,089 494,361
162,347 162,347
170,617 170,617
3,741 3,741
3,444,144 2,681,068
516,499 544,168
516,499 544,168
9,792,454 9,989,678
9,792,454 9,989,678

$ 13,763,097 § 13,214,914

$ 301,810 $ 242,698
6,248 6,248
3,113 4,852

200,020 -
511,391 253,798
= 145,000
180,137 164,956
- 33,638
180,137 343,594
- ' 150,000
- 150,000
691,328 747,392
9,792,454 9,694,678
211,901 369,111
3,057.414 2,403,733
13,061,769 12,467,522

8 13,753,097 § 13,214,814




THE UTILITY BOARD OF FALFURRIAS, TEXAS EXHIBIT A-2
STATEMENT OF REVENUES, EXPENSES AND :
CHANGES IN NET POSITION

YEARS ENDED DECEMBER 31, 2013 AND 2012

December 31, December 31,
2013 2012
OPERATING REVENUES:
Service revenus:
Water 5 1,468,509 $ 1,536,558
Sewer 687,527 661,883
Gas 700,218 744,466
Cther income 93,097 103,413
Tolal Cperating Revenues 2,949,351 3,046,320
OPERATING EXPENSES:
Salaries 469,248 482,302
Production costs 413,567 371,293
Repairs and maintenance 451,100 639,419
Supplies 19,807 15954
Employes benefits and taxes 161,654 165,557
Office expense 50,009 66,659
Insurance 36,277 38,900
Utilities 19,691 21,075
Professional fees 146,815 68,243
Operating fee to the City 150,794 136,723
Bad debts 10,426 8,726
Depreciation 455,107 454,988
Other expenses 36,935 37516
Tolal Operating Expenses 2,421,530 2,507,355
Operating Income (Loss) 527,821 538,965
NON-OPERATING REVENUES (EXPENSES):
Interest incoma 4,457 6,680
Insurance proceeds 9,546 21,681
Gain {loss) on sale of assets 1,256 5,470
Interest expense {123,551) (132,971)
Total Non-operating Revenuas (Expenses) (108,292) (93,140)
Net income 419,529 439,825
Net Position, January 1 12,467,526 12,027,701
Prior Period Adjustment 174,714 -~
Net Position, December 31 5 13,061,769 5 12,467 526

The accompanying notes are an integral part of this statemant.
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THE UTILITY BOARD OF FALFURRIAS, TEXAS
STATEMENT OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2013 AND 2012

Cash Flows from Operating Activities:

Cash Received from Customers

Cash Paymants to Employees for Services

Cash Paymenits to Other Suppliers for Goods and Services
Net Cash Provided (Used) by Operating Aclivities

Cash Flows from Non-capital Financing Activities:
Dus from Other Govemments
Net Cash Provided {Used) by Non-capital Financing Activities

Cash Flows from Capital and Related Financing Activities:
Procesds from Insurance
Principal and Interest Paid
Acquisition or Construction of Capital Assets
Procesds from the Sale of Assels

Met Cash Pravided {Used) for Capital & Related Financing Activities

Cash Fiows from Investing Activities:
Interast and Dividends on Investments
Net Cash Provided (Used) for Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Reconcliiation of Operating Income to Net Cash
Provided by Operating Activities:

Operating Income (Loss)

Adjustments to Reconcile Operating income to Net Cash

Provided by Operating Activities

Depreciation
Bad Debt Expense

Change in Assets and Liabilities:
Decraase (Increase) in Receivables
Decreasa (Increass) in inventories
Increase (Decrease) in Accounts Payable
Increase (Decrease) in Accrued Wages Payable
Increase (Decrease) in Accrued Expenses
Increase (Decrease) in Customer Deposits

Total Adjustments
Net Cash Provided (Used) by Operating Activities

Cash and cash equivalents
Cash and cash equivalents - restrictad
Total cash and cash equivalenis

The accompanying notes are an integral part of this statement.

EXHIBIT A-3
December 31 December 31
2013 2012

% 2,878,095 $ 3,067,256
(469,248) (645,357)
(1,463,014) (2,225,796}

945,834 196,103

200,020 712,203

200,020 712,203

9,546 21,681
(418,551) (267,025)
(257,883) (297,878)

1,256 5470
(665,632) (537,752)

4,457 6,680

4,457 6,680

484,679 377,234

2,394,170 2,016,936

$____2878849

$ 2,394,170

$ 527,821 § 713,679
455,107 454,988

10,426 8,726
(86,436) (173,640)

- 35,588
59,112 (861,564)

-~ 2,502

(35,377) 4,692

15,181 11,132

418,013 (517,576)

$ 945834 § 196,103
$ 2,362,350 § 1,850,002
516,499 544,168

$ 2878.849 § 2,304,170
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THE UTILITY BOARD OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2013 AND 2012

A S { Significant A ing Palici

The general purpose financial statements of The Ulility Board of Falfurrias, Texas (ihe “Board") have been prepared
in conformity with generally accepted accounting principles ("GAAP7 applicable to govemmental units. The
Govemmental Accounting Standards Board ("GASB') is the accepted standard setting body for establishing
govemmental accounting and financia! reporting principles.

1.

Reporting Entity

The Utility Board is a separately functioning enterprise, formed in accordance with a bond ordinance whereby
$1,300,000 of utiity revenue bonds was authorized on September 7, 1949 for the City of Falfurrias to acquire
the local utility system, specifically, the water and sewer systems. The bond ordinance (Section 38) gensrally
provides that management and control of the utility system and the expenditure and application of the
revenues af the system shall be placed in the hands of a Board of Trusiees during such time as any bonds
secured by a pledge of revenues of the system are ouistanding. The nalural gas system was purchased from
Houston Natural Gas in 1956. The The Ulility System's Board of Trustess is composed of the cumrent Mayor of
the City and four citizens of Brooks County who are nominated by the for four-ysar ierms, with final approval
made by the City Council. (Ses Subsequent Event Footnote M)

The Board's general purpose financial slatements include the accounts of all iis operations. The Board
evaluated whether any other enlity should be included in these financial statements. The criteria for including
organizalions as component units within the Board's reporting entity, as set forth in GASB Statement No. 14,
"The Financial Reporting Entity,” include whether;

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

the Board holds the corporate powers of the organization

- the Board appoints a voting majority of the organization's board

- the Board is able to impose its will on the organization

- the organization has the potential to impose a financial benefivburden on the Board
- thera is liscal dependency by the organization on the Board

Based on these criteria, the Board has no component units. However, the Board is a component unit of the City
of Falfurrias, Texas, as defined by the GASB Statament. The Utility Board provides monthly transfers of 4.7% of
ulility system revenues (water and sewer) as an operational fee fo the City. Furthermore, the City does not
subsidize any utility function through general tax revenues, nor does il have oversight over the Utiity Board's
budget. The City, however, does have ultimate authority over the Iissuance of
bonded indebtednass. As of November, 2005, the City granted the Board the right to set rates. The Utility Board
performs certain servicas for the City at no charge, such as the collaction of garbage fees with utility bills,
maintenance of all fire hydrants in the City and the installation, maintenance, and provision of water to the
imigation system at the City-owned golf course. Consequently, the Utility Board is a component unit of the City of
Falfurrias, Texas.

Basis of Presentation

GASB Stalement No, 34

The Board adopled the provisions of GASB Statement No. 34, “Basic Financial Siatements - and
Management's Discussion and Analysis - for State and Local Goverments®, during the fiscal year ended
December 31, 2004. Statement 34 establishes slandards for extemal financial reporting for all siate and local
govemmental entities which includes a Management's Discussion and Analysis section, a Statement of Net
Assels, a Statement of Revenues, Expenses, and Changes in Net Assets, and a Statement of Cash Flows. It
requires classification of Net Assets into three components - Invested in Capital Assets, Net of Related Debt;
Restricted; and Unrestricted.
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The adoplion of Statement 34 had little effect on the basic financial statements except for the classification of
net assels, the reflection of capital contributions as a change in net assets, presentation of the Statement of
Cash Flows using the direct method, and the inclusion of a Management's Discussion and Analysis (MD&A)}
section providing and analysis of the Board's financial position and results of operation.

£und Accounting

Board accounts are organized on the basis of a propristary fund type which is considered a separals accounting
entity. The Board has established a fund that provides a separate set of self-balancing accounts comprised of
assets, liabilities, fund balance, revenues and expendiures or expenses as appropriate. Governmental resources

funds are recorded for the purpose of camying on specific activities in accordance with laws, reguiations, or
other appropriate requirements. The fund type utilized by the Board is described below;

The Propriatary fund type includes the following:

Enterprise Fund - is used to account for revenues and expenses related to goods or services sold 1o
parties outside the Board. This fund is used to account for utilty operations thal are financed and
operated in a manner similar to private business enterprises where the costs of providing water, sewer,
and natural gas services {o the general public, on a continuing basis, are financed through user charges.

Under GASB Stalement No. 20, "Accounting and Financial Reporing for Propristary Funds and Other
Govemmental Entites That Use Proprietary Fund Accounting," all proprietary funds wili continug 1o
follow Financial Accounting Standards Board ("FASB") standards issued on or before November 30, 1989.
However, from that date forward, proprietary funds will have the option of either 1) choosing not to apply
future FASB standards (including amendments of earlier pronouncements), or 2) continuing o follow new
FASB pronouncements unless they conflict with GASB guidance. The Board has chosen not io apply
future FASB standards.

3.  Basis of Accounting

The Proprietary Fund Type is accounted for on a flow of economic resources measurement focus and utilizes the
accrual basis of accounting. This basis of accounting recognizes revenues in the accounting period In which
they are eamed and become measurable and expenses in the accounting period in which they are incurred and
bacome measurable. With this measurement focus, all assets and all liabiliies associated with the operation of
these funds are included on the balance sheet. Fund equity is segregaled into contributed capital and retained
gamings components.

Operating Revenues and Expenses

Operating revenues and expenses generally result from providing services and producing and delivering goods
in connection with the Board's principal ongoing operations. The principal operating revenus of the Board is
charges 1o custormers for sales and services. Operating expenses include the cost of sales and services,

administrative expenses, and depreciation on capital assels. All revenue and expenses not mesting this
definition are reported as nonoperating revenues and expenses.

The Board defines operating revenues consistant with the precepis of GASB Statement No. 9, paragraphs 16 to
19 and 31: cash receipts from customers and other cash receipts that do not resuit from transactions defined as

capital and related financing, non-capita! financing, or investment activities.

When the Board incurs an expense for which both restricted and unrestricted resources may by used, it is the
Board's policy to use restricted resources first, then unrestricted rasources.
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4.  Accounis Receivable

Current eamings are charged with bad debls for accounts o be set aside in an aliowance for doubtiul
accounts. Receivables are reflected in the balance sheet net of these accounts. Accounls deemad
uncollectible are charged off to this allowance account.

5. Property, Plant, and Equipment

Property, plant, and equipment are stated on the basis of cost. Expenditures for new equipment, improvements
made to the utility system’s mains and meters and those which substantially increase the useful life of existing
property, plant, and equipment are capitalized. Ordinary maintenance and repairs are charged to expense
when incurred. The amounts capitalized for new main extensions are based upon individual invoices incurred
for the improvement of or addilions to the utility system. Interest incurred during the construction of capital
assels is capitalized. The amount of interest capitalized for fiscal years 2013 and 2012 was $0 and $0
respectivaly.

Depreciation of plant facilities, equipment and system melers and extensions is provided using the straight-line
mathod with the fallowing useful lives:

Buildings 25 years
Plant equipment 510 40 years
Office equipment 10 years
Mains and meters 40 years
Sewer plant 30 years

Impairment losses related 1o capital assels are recognized and measurad when there has been a significant,
unexpected decline in the service utility of capital assets. The events or changes in circumstances which lead
to impairment determinations are not considered to be nommal or ordinary. The service utility of a capital asset
is the usable capacity which, at acquisition, was expecled 1o be used or provide service. Common indicators of
impairment include - evidence of physical damage where the leval of damage is such that restoration efforis
are needed io reslore service utility; enactment of laws or approval of requlations as well as changes in
environmental factors; technological developments, or other evidence of obsolescence; changes in the
manner or duration of use of capital assets; or construction stoppage dua to lack of funding. There were no
impairment charges during fiscal year 2013 or 2012.

6. Customer Meter Deposits

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

7. Dueto the City of Falfurrias for Garbage Collection

For convenience, the Utility Board bills for the City's garbage collaction along with its charges for utility
services, and these charges are included in accounts receivable. The amount of garbage billings that are
unpaid and included in accounts receivable of the Uility Board is shown as a cument liability.

8. Due to Volunteer Fire Department

Beginning July, 1986, the Utility Board included on each monthly utifity bil a $1 charge for voluntary
donations lo the Falfunias Emergency Medical Service and the Volunteer Fire Depariment. Effective October
1, 1995, the voluntary donations were limited to the Volunieer Fire Department. It is sticlly a voluntary
charge and can be ignored by the customer. All funds received each month as donations are then remitted
the following month to the Volunteer Fire Department.
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10.

11.

12,

13.

14.

Pension Fund Liability

The employees of the Utility Board are presently participating in a nontraditional, joint contributory, defined
contribulion pension plan in the state-wide Texas Municipal Retirement System. For 2013 and 2012, the Utility
Board madea contributions into the plan at the rate of 3.81% and 4.41% of tolal eligible payrall, respeciively.

Compensated Absences

Utility Board employees are granied vacation and sick leave in varying amounts, In the event of termination, an
employee is reimbursed for any unused vacation lsave accumulated during the year. Sick ieave is not paid at
retiremant or termination. The Ulility Board has no liability for unused vacation pay since all vacation leave is used or
lost if not taken each year. Vacation and sick pay Is charged to operations when taken by the employee.

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

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

Bond Issuance Costs
Bond issuance cosis are expensed in the year incurred.

Comparative Daia - comparative totals for the prior year have been prepared in the accompanying basic
financial statements in order lo provide an understanding of changes in the Board's financial position and

operations.

B. Deposits and Investments

The Board's funds are required to be deposited and invested under the terms of a depository conlract. The depository
bank deposils for safekeeping and trust with the Board's agent bank approved pladged securiies in an amount
sufficient 1o protect Board funds on a day-to-day basis during the period of the contract. The pledge of approved
securities is waived only to the extent of the depository bank's dollar amount of Federal Deposit Insurance Corporation
("FDIC") insurance.

1.

Cash Daposits

At December 31, 2013, the canying amount of the Board's deposits (cash, cerlificates of deposit, and
interest-bearing savings accounts included in temporary investmenis) was $2,878,849 and the bank balance was
$2,977,791.

Al December 31, 2012, the carrying amount of the Board's deposits (cash, certificates of deposit, and interest-bearing
savings accounts included in temporary investmanis) was $2,394,170 and the bank balance was $2,486,788.

The Board's cash deposils at December 31, 2013 and 2012, and during the years ended December 31, 2013
and 2012, were enlirely covered by FDIC insurance or by pledged collateral held by the Board's agent bank in
the Board's name.

Investments

The Board is required by Government Code Chapter 2256, The Public Funds Investment Act, to adopt,
implement, and publicize an investment policy. That policy must be written; primarly emphasize safety of
principal and liquidity; address investment diversification, yield, and maturity and the quafity and capability of
investrment management; and include a list of the types of authorized investments in which the investing entity's
funds may be invested; and the maximum allowable stated malurily of any individual investment owned by the
entity.
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The Public Funds Investment Act ("Act”) requires an annual audit of investment praclices. Audil procedures in

this area conducted as a part of the audi of the general purpose financial statements disclosed that in the areas -
of investment praclices, management reporls and establishment of appropriate policies, the Board did not
adhere to the requirements of the Act. The Board has not established wrilten policies. Howaver, investment
praciices of the Board were in accordance with local policies.

The Act determines the types of invesiments which are allowable for the Board. These include, with certain
rastrictions, (1) obligations of the U.S. Treasury, cerain U.S. agencies, and the State of Texas, (2) ceriificates of
deposit, (3) certain municipal securiies, (4) money market savings accounts, (5) repurchase agresments, (6)
bankers acceptances, (7) mutual funds, (8) investment pools, (9) guaranteed investment contracts, and (10)
common trust funds.

The Board had no investments al December 31, 2013 and 2012,

l ; g Pali

The Board's general policy is to report monay market investments and shorterm participating interest-saming
investment contracts at amortized cost and 1o report nonparticipating interest-eaming invesiment contracts using
@ cosl-based measure. However, if the fair value of an investment is significantly affected by the impairment of
the credit standing of the issuer or by other factors, it is reported at fair value. All other investments are reported
at fair value unless a legal coniract exists which guarantees a higher valus. The term "shar-term” relers to
investments which have a remaining term of one year or less at time of purchase. The term "nonparticipating®
means that the investment's wvalue doss nol vary with markst interest rate
changes. Nonnegotiable certificates of deposit are examples. of nonparticipating inlerest-eaming
investment contracts.

3.  Analysis of Specific Deposit and Investmant Risks

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

a. Credit Risks

Credit risk is the risk that an issuer or other counterparly to an investment will not fulfill its obligations. The
ralings of securities by nationally recognized rating agencies are designed o give an indication of cradit
risk. Atihe end of the period, the Syslem was not signilicantly exposed to credi risk.

b. Custodial Craedit Risk

Deposits are exposed lo custodial credit risk it they are not covered by deposilory insurance and the
deposils are uncollateralized, collateralized with securities held by the pledging financial institution, or
collateralized with securilies held by the pledging financial institution's trust department or agent but
not in the Board's name,

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

Atthe end of the period, the Board was not exposed to custodial credit risk.
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C. Concentration of Risk

This risk is the risk of loss attribuled to the magnitute of the govemment's investmenl in a single issuer. At
the end of the period, the Board was not exposed to concentration of credit risk.

d. Interest Rate Risk

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

8. Foreign Currency Risk

This is the risk that exchange rates will adversely affect the fair value of an investment. At the end of the
period, the Board was not exposed to farsign currency risk.

C. Bisk Management

The Board is exposed to various risks of loss refated to toris, theft, damage or destruction of assets, errors and
omissions, injuries to employees, and natural disaslers. During fiscal year 2013 and 2012, the Board obtained general
liability and major medical coverage at a cost that is considered to be economically justifiable by joining together
with other governmental entities in the State as a member of the Texas Municipal League Intergovernmental Risk
Pool ("TML"). TML is a se!f-lunded pool operating as a common risk management and insurance program. The Board
pays an annual premium to TML for its above insurance coverage. The agreement for the formation of TML provides
that TML will be self-sustaining through member premiums and will reinsure through commercial companies for
claims in excess of acceplable risk levels; however, each category of coverage has its own level of reinsurance. The
Board continues to camy commercial insurance for other risks of loss. Thera were no significant reductions in
commercial insurance coverage in the past fiscal year and settled claims resulting from these risks have nol exceeded

coverage in any of the past three fiscal years.

B. Accounts Regeivabla

Receivables at December 31, 2013 and 2012, consist of the following:

2013 20iz
Accounts Receivable - Utilities $ 731,358 § 470,852
Accounis Receivable - Cther 139,160 139,160
Less Allowance for Uncollectible Accounts (125,429) (115,451)
Accounts Receivable, Net $ 745089 § 484 361
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E.

Capital Assets

Aclivity in the Capital Assets for the Board for the year ended December 31, 2013, was as follows:

Capital assets not being depreciated:

Land
Construction in progress
Total

Capital asseis being depreciated:
Buildings
Machinery & equipment
Office equipment
Mains, melers, & extensions
Sewer Plant

Total

Total Capital Assets
Depreciation

Capital Assets, net of
depreciation

Balance Balance
December 31, December 31,
2012 Additions Deletions 2013

138,326 § = $ - $ 138,326
359,254 215,255 - 574,509
497,580 215,255 - 712,835
17,276 = -- 17,276
1,446,802 42 628 (16,544) 1,472,986
136,186 - : -- 136,186
14,539,712 - == 14,539,712
2,200,079 - - 2,200,079
18,340,155 42 628 {16,544) 18,366,239
18,837,735 257,883 (16,544) 19,079,074
(8,848,055) (455,107) 16,544 (9,286,618}
$ 9,989,680 % (197,224) $ - L 9,792 456

Activily in the Capital Assats for the Board for the year ended December 31, 2012, was as follows:

Capital assets not being depreciated:

Land
Construction in progress
Total

Capital assets being depreciated:
Buildings
Machinery & equipment
Office equipment
Mains, metars, & extensions
Sewer Plant

Total

Total Capital Assets
Depreciation

Capilal Assets, net of
depreciation

Balance Balance

December 31, December 31,
2011 Additions Deletions 2012

138,326 $ = 5 - $ 138,326
1,375,149 168,066 (1,183,961) 359,254
1,513,475 168,066 (1,183,961) 497,580
17,276 - - 17,276
1,416,410 80,003 (49,601) 1,446,902
136,186 - -- 136,186
13,474,776 1,064,936 - 14,539,712
2,031,333 168,746 - 2,200,079
17,075,981 1,313,775 {49,601) 18,340,155
18,589,456 1,481,841 (1,233,562) 18,837,735
{8,442,668)" (454,988) 49,601 {8,848,055)
10,146,788 % 1,026,853 $ (1,183,961} % 9,989,680
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F.

Bonds Payabla
Changss in long-term debt are as follows:

Balance New Debt Balance Current
Type 01/01/2013 Issued Paymenis 12/31/2013 Portion
Bonds - 1999 3 295,000 & = $ 285000 % - $ =

Maturities of the Utility Revenue Bonds are as follows:

Decembsr 31 Dacember 31
Dascription __ 2013 2012

Utility System Revenue and Refunding Bonds, issued April 28, 1998,
April and October maturities with payments from $145,000 to
$150,000 plus interest at 3.75% to 4.55%, secured by revenue

of the system, paid in full in 2013 3 - $ 285,000
_ = 295,000

Less Deferred lssuance Cost from refunding old debt -- --
Currant Paortion - {145,000)
Long-term portion - revenue bonds payable $ - $ 150,000

There are no debt service requirements as all debt has been paid at year end.
Euture Indebledness:

In April, 2008, the Utiily Board pledged ils net system revenues to secure $3,052,000 in Utility System Revenue
Bonds, Series 2007, at a fixed 4.125% interest rate, payable semi-annually with principal paymenits from $36,000 to
$148,000 plus inferest through Oclober 1, 2028. The Bonds will be issued to pay for four major projects:

To construct a new 500,000 gallon elevated water lower storage fank

To demolish the existing 600,000 gallon elevaled water tower storage tank
To install, city-wide, new autormated gas and water meter raading system
Cther water system improvemenis

Pw

The bonds are USDA and will not be finalized unlil the four projects covered by the bond proceeds are completed
by the City of Falfurrias and the project assets are conveyed to the Uflity Board. This wil be completed in
2014. Relaled intersst cosi, which the Ulility Board is required to pay, for the year ended December 31, 2013
and 2012, was $144,717 and $114,778, respectively, with the 2011 year and prior year capilalized as construction
in progress The balance of the USDA cash advances 1o the City of Falfurias was $0 and $2,912,000
in 2013 and 2012, respectively.

In late 2013, The City of Falfurias refunded the above USDA cash advances with a balance of $2,912,000, of
which $38,000 was paid as a scheduled bond payment and $2,873,000 was refunded. The refunding bonds were
struclured as General Cbligation Refunding Bond, Series 2013, and provided for the payment of the bonds by the
levy of an ad valorem tax upon all taxable properly within the City. Il is the intent of the City, however, to convey
this debt to the Utiily Board In 2014 and that the Utility Board will assume responsibility to pay for any and all
principal and interest regarding these bonds as it had for the previous USDA debt.
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The amortization of thesa bonds is as follows:
General Obligation Refunding

Year Ended Bonds Series 2013 Total

December 31 Principal Interest Requirements
2014 5 225,000 § 79,597 3 304,597
2015 150,000 94,860 244,880
2016 155,000 89,370 244,370
2017 165,000 83,610 248,610
2018 170,000 77,580 247,580
2019-2023 940,000 290,340 1,230,340
2024-2028 1,130,000 104,400 1,234,400
Totals $ 2,935,000 $ 819,757 & 3,754,757

The Utlity Board chose to pay off the refunding bond series 1999 one year early in the amount of $150,000, plus
accrued interest and related bond issuance cosis, as part of the City of Falfurrias Series 2013 Refunding Bonds as

shown above.

G. Bond Retirement Funds

The bond retirement funds are amounts set aside by the Board for debt service on the refunding bond, as required
by the bond ordinances. One fund, a checking account, conlaining $516,498 and $544,168 at December 31, 2013
and 2012, respectively, serves as an interest and sinking fund with monies deposited monthly in sufficient amounts
lo pay the current years interast and maturing principal at the next scheduled ayment dale. Per the Refunding Bond
Ordinance it can only be used for debl service. Therelore, the amount contained in this account at December 31,
2013 and 2012, complies in full with these requirermants.

H.  Accumulated Unpaid Vacation and Sick Leave Benefils

At December 31, 2013 and 2012, the Board had no liability for accrued sick leave or vacation leave.

. Pension Plan
Plan Descript

The Board provides pension bensfils for all of ils elibible employees through a non-traditional, joint contributory,
hybrid defined benefit plan in the state-wide Texas Municipal Retrement System (TMRS), an agent
mulliple-employer public employee retirement syslem. The plan provisions that have bsen adopted by the Board
are within the options available in the goveming state statutes of TMRS.

TMRS issues a publicly available comprehensive annual financial report that includes financial statements and
required supplementary information (RSI) for TMRS; the report also provides detailed explanations of the
contributions, benelfits, and actuarial methods and assumptions used by the System. This report may be obtained
by writing to TMRS, P.O. Box 149153, Austin, Texas 78714-9153 or by caling 800-924-8677; in addition, the
report is available in TMRS' website at www.TMRS.com.
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The plan provisions are adopted by the goveming body of the Board, within the oplions available in the state
statutes governing TMRS. Plan provisions for the City were as follows:

2011 2012 2013

2. Employee deposit rate 5% 5% 5%

3. Matching ratio (city to employas) tto1 1to 1 1t01

4. Years required for vesting 5 5 5

5. Service retirement eligibility 60/5, 0/25 60/5, 0/25 60/5, 0/25
{expressed as agefyears of service)

6. Updated service credit - - -
annually rapeating (Y/N) N N N

7. Annuity increase to retirees o - -
annually repeating (Y/N) N N N

Conirbui

Under the state law governing TMRS, the contribution rate for each member is determined annually by the acluary,
using the Entry Age Normal (EAN) cost method. (EAN was first used in the December 31, 2013 valuation;
previously, the Projected Unit Cost aciuarial cost method had been used). This rate consists of the nommal cost
contribution rate and the prior service cost contribution rate, which is calculated to be a level percent of payroll from
year 1o year. The normal cost contribution rale for an employee is the contribution rate which, if applied 1o a
members compensation throughout their period of anticipated coversd service with the municipality, would be
sufficient 1o meet all benefits payable on their behalf. The The salary-weighted average of the individual rates is
the total normal cost rate. The prior service contribution rate amortizes the unfunded (overfunded) actuarial fiability
(asset) over the applicable period for that member. Both the normal cost and prior service contribution rates include
recognition of the projected impact of annually repeating benefits, such as Updated Service Credits and Annuity
increases.

The Board contributes to the TMRS Plan at an actuarally determined rate. Bath the employees and the Board
make contributions monthly. Since the Board needs to know its contribution rale in advance for budgetary purposes,
there is a one-year delay belwseen the acluarial valuation thal serves as the basis for the rate and the calendar year
when the rate goes into effect. The annual pension cost and the net pansion obligation/{asset) are as follows:

Annual Actual Percentage Net Pension
Fiscal Year Pensicn Contribution of APC Obligation/
Ending Cost (APC) Made Contributed (Assst)
1233711 § 39,6092 § 39,602 100.0% $
1273112 § 23,499 % 23,499 100.0% $
12/31/13 & 21,937 § 21,937 100.0% $
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The Board also parlicipates in the cost-sharing multiple-employer defined benefit group term life insurance plan
operated by the Texas Municipal Retirement Sysiem (TMRS) known as the Supplemental Death Benefits Fund
{SDBF). The Board elacted, by ordinance, to provide groupderm life insurance coverage to both cument and refired
employees. Tha Board may terminate coverage under and discontinue parlicipation in the SDBF by adopting an

ordinance before November 1 of any year to be effactive the following January 1.

The death benefit for activie employees provides a lump-sum payment approximately equal to the employee's
annual salary (calculated based on the employse's actual eamings for the 12 month period preceding the month of

death); retired employees are insured for $7,500; this coverage is an "other post employement benefit" or OPEB.

The Board offers supplemental death to:
active employees
retireas

J.  Bummary of Other Income and Expense

Other Income
Income from taps
Inspections, permits, and reconnect fees
Late feas
Miscellaneous
Total

Cther Expense
Dues and subscriplions
Trustea fees
Education and {raining
Miscellaneous
Total

K. Besliricted Assels and Reserved Retained Eamings

Restricted Assets:
Cash and Cash Equivalents
Tota!

2013 2012
Yes Yes
Yes Yeas
2013 2012
13,375 $ 13,524
14,433 28,034
23,317 24932
41,973 36,922
93,098 $ 103,412
6,307 $ 16,149
6,750 7,700
5,155 8,529
18,725 5,137
36,937 $ 37,515
2012
Reserve Bond
Bond Sinking Sinking and
Raserve Fund
544,168
544,168

The ordinance authorizing the Water, Sewer, and Gas System Relunding bonds requires that the Ulflity Board
establish a sinking fund in an amount not less than the principal and interest as such principal and interest matures.
At December 31, 2013 and 2012, the sinking fund balance is sufficient to satisfy such bond ordinance requirements.
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THE UTILITY BOARD OF FALFURRIAS, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2013 AND 2012

The amount of net assets resiricted for revenue bond retirement is detailed as follows:

2013 2012
Restricted Assets, Revenue Bond Sinking and Reserve Fund $ - % 544,168
Restricted Assets, Refunding Bond Sinking Fund 516,499 ‘
Less:
Accrued interest, attributable to bonds, payable
from restricted assels (79,598) {30,087)
Current maturities of revenue and refunding bonds,
payable from restricted assets (225,000} (145,000)
Retained Eamings Reserved for Bond Retiramant 5 211,901 § 369,111
L. Ralated Paty Transactions - City of Fallurrias
Eranchise Fees

The Utility Board is under contract ta pay the City of Falfurrias, Texas, a 4.7% operational fee on its gross water and
sewer revenues. For 2013 and 2012, this amount was $150,794 and $136,723, raspectively. Included in the 2013
and 2012 paymenls were $39,000 and $37,000, respectively, made by the Ulility Board to the City for its scheduled

USDA Cash Advanca reduction.
Free Water Service

The Ulility Board provides free water to the City of Falfurdas for all its operational needs. In 2013, the City used
33,574,040 galions or $117612 value of free service. In 2012, the City used 37,602,200 galions or

$131,723 value of free service.

M. Subsequent Evenls

The City of Falfurrias City Council voted on July 17, 2013 to refund the Ulility Board's Bond Debt The new dabt
does nol have a stipulation keeping the City and the Ulility Board from merging into one entily, thus allowing the
City Council to have contral over both entities, and the ability 1o dissolve the Utility Board as it now stands. The

final consclidation was approved as of January 1, 2014.

N.  Prior Period Adjustment

The Utility Board had incomectly billed their largest water cuslomer over a period of three years, including the 2011,
2012, and 2013 fiscal years. The customer was billed for this shortage, and subsequently paid this amount. As a
result, a prior period adjustment in the amount of $174,714 was made for the amounis due in the 2011 and 2012

fiscal years.
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THE UTILITY BOARD OF FALFURRIAS, TEXAS
REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF FUNDING PROGRESS

TEXAS MUNICIPAL RETIREMENT SYSTEM

YEAR ENDED DECEMBER 31, 2013

Actuarial Acturial Acerued Unfunded UAAL as a
Actuarial Value of Liability (AAL) AAL Funded Covered Percentage of
Valuation Assets - Entry Age (UAAL} Ratio Payroll Covered Payrol!
Date {a) (b) {b-a) {amb) (c) ((b-a)fc)
12-31-11 3 651,645 § 790,621 $ 138,976 824% 3 474,218 29.3%
12-31-12 697,314 838,510 141,196 83.2% 470,501 30.0%
12-31-13 721,374 877,224 155,850 82.2% 454,647 34.3%
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JOHN WOMACK & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS

P. O. BOX 1147

JOHN L. WOMACK, CPA
KINGSVILLE, TEXAS 78364
JOHN R. WOMACK, CPA (361) 582-2671
FAX (361) 592-1411

MARGARET KELLY, CPA

Board of Trustees

The Utility Board of Falfurrias, Texas
P. 0. Box 518

Falfurrias, Texas 78355

Members of the Board of Truslees:

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financlal audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the business-type
activities, each major fund, and the aggregate remaining fund information of The Utility Board of Falfurrias,
Texas, as of and for the year ended December 31, 2013, and the related noles to the financial statements,
which collectively comprise The Utility Board of Falfurrias, Texas's basic financial statements, and have
issued our report thereon dated Cclober 25, 2014.

fnternal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered The Ulility Board of Falfurrias,
Texas's internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate In the circumstances for the purpose of expressing our opinions on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of The Ulility Board of Falfurrias, Texas's
internal control. Accordingly, we do not express an opinion on the effecliveness of The Utility Board of

Falfurrias, Texas's Internal control.

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

A deficiency in internal control exists when the design or operation of a control does nol allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A malerial weakness is a deficlency, or a combination of deficiencies, in
intemal control such that there is a reasonable possibility that a material misstatement of the entity's financial
statemenis will not be pravented, or detected and correcled on a timely basis. We consider the deficiencies
described in the accompanying schedule of findings and questioned costs as items 2013-1 o 2013-4 to be

rmaterial weaknesses.

L PRIVATE COMPANIES PRACTICE SECTION, AICPA DIVISION FOR CPA FIRMS
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether The Utility Board of Falfurrias, Texas's financial
statemenls are free from material misstatement, we performed tesls of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determinalion of financial slatement amounts. However, providing an opinion on
compliance wilh those provisions was not an objeclive of our audit, and accordingly, we do not express
such an opinion. The resuits of our lests disclosed instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards and which are described in the
accompanying schedule of lindings and questioned costs as ilems 2013-5 and 2013-6.

Purpose of this Report

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

Respecifully submitted,

John Womack and Company, P.C.
Kingsville, Texas
Oclaober 25, 2014
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THE UTILITY BOARD OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2013

A. Summary of Auditor's Resulls
1. Financlal Statements
Type of auditor's report issued: Unmodified
Internal control over financial reporling:

OCne or more material weaknesses identified? X Yes No

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

Noncompliance material to financial
stalements noted? Yes X No

2. Federal Awards

A Single Audit was not required in the current year.

B. Financial Slatement Fingi

2013-1 Internal Control - Cash Deposits

Condition: The same person prepares, verifies, and delivers lhe deposits, as well as reconciles the bank
statement.

Criteria: [n order for internal controls to be effective, the individual who prepares, verifies, and delivers
the daily cash deposits should not also be performing monthly bank reconciliations.

Cause: This condition is caused by the small number of personnel in the business office.
Effect: The potential effect of this lack of controls is a higher risk of error or fraud due to lack of oversight.

Recommendation: We recommend that a second individual be trained and made responsible for monthly
bank reconciliations.

2013-2 Internal Controi - Billing Adjustments
Condition: Billing adjustments are performed by the collections clerk without regular sugervision.

Criteria: [n order for internal controls to be effective, the billing adjusiments should not be performed by
the colleclions clerk.

Cause: This condition is caused by the small number of personnel in the business oflice.
Effect: The potential effect of this lack of controls is a higher risk of error or fraud due to lack of oversight.

Recommendation: We recommend that the billing adjustments performed by the collections clerk be
reviewed regularly by the Superintendent who does nol perform any cash collections himself.
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THE UTILITY BOARD OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 20413

2013-3 Internal Control - Water and Sewer Billing

Condilion: An error was discovered in the billing process for the largest water and sewer customer,
resulting in a material adjusiment to current year billings.

Crileria: The billing system should have established procedures designed to delect and prevent billing error:
Cause: Meter readings were leaving off the lasl digit, and this was unnoticed for several months.
Effect: One large customer was underbilled and a correction of the financial statements was required.

Recommendation: We recommend that the Board establish policies and procedures to detect and prevent
billing errors in the event of meler or software changes.

2013-4 Internat Control - Reconciliation of Asset and Liabllity Accounts

Condition: The Board has not reconciled certain asset and liabilily accounts on a timely basis during the
year or al year end.

Criteria: Asset and liability accounts should be reconciled timely and all related journal entries made on a
limely basis.

Cause: The Board has experienced slaffing changes and turnover in the accounting department, and are
working loward Iraining and crossiraining personnel.

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

Recommendation: We recommend that the Board implement procedures lo ensure personnel are provided
proper fraining, asset and liability accounts are reconciled, and related journal entries are posted on a
limely basis.

2013-5 State Compliance - Public Funds Investment Act

Condition: The Board did not comply with certain requirements of the Public Funds Investment Act. The
Investment Officer did not obtain the required continuing education within the legal time limit. In addition,
the Board does not have written documentation of the Boardl's approval of the Investment Officer's
annual review of the investment policy and any changes resulting from that review.

Criteria: The Public Funds Investment Act requires Lhe Investment Officer to obtain conlinuing education
hours within a given timeframe from date of employement, and semiannually thereafler, and requires
annual review and approval of the investmenl policy by the Board.

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

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

Recommendation: We recommend the Investment Officer obtain the required hours of continuing

education. In addition, we recommend that the Board adopt a written instrument which would document
the.Board's approval of the Investment Officer's review of the investment policy.
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THE UTILITY BOARD OF FALFURRIAS, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2013

2013-6 State Compliance - Bidding
Condition: The Board has accumulated over $50,000 in expenditures with a vendor that is not an
approved vendor through a purchasing cooperative or state contract, and did not use a competitive

bldding process.

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

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

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

Recommendation: We recommend the Board more carefully monitor expenditues in order to enable

identification of siluations where bidding will be required. We also recommend management obtain further
education regarding State procurement laws.

C. Eederal Award Findings and Questioned Costs
NONE
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THE UTILITY BOARD OF FALFURRIAS, TEXAS

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

Finding/Recommendation

Management's Explanalion

2012-1 Internal Control - Cash Deposits

Condition: The same person prepares, verilies,
and delivers the deposits, as well as reconciles
lhe bank statement.

Criteria:  In order for inlernal controls to be
efiective, the individual who prepares, verifies,
and delivers the daily cash deposits should not
also be performing monthly bank reconciliations.

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

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

Recommendation: We recommend that a second
individual be trained and made responsible for
monthly bank reconciliations.

2012-2 Internal Control - Bllling Adjustments

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

Criteriaz  In order for internal controls to be
effective, the biling adjusiments should not be
performed by the collections clerk.

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

Effect: The polential efiect ol this lack of conirols
is a higher risk of error or fraud due to lack of
oversight.

Recommendalion: We recommend that the billing
adjustments performed by the coliections clerk be
reviewed regularly by the Superintendent who
doas not perform any cash collections himsell.

2012-3 Internal Control - Natural Gas Billing

Condition: Errors were discovered in the billing
process for natural gas commercial cuslomers,
resulting in a material adjustment to current vear
billings.

Current Status If Not Implemented

Not Due to the small number of
Implemented employees, internal controls
of this nature are often
difficult lo establish. The
Utility Board will develop
mitigating controls to reduce

the risk of fraud or error.
Not Management will work
Implemented loward developing controls
or mitigaling controls, as

described above.

Partially Natural Gas billing
Implemented corrections were made

in the current year; however,
a similar error occurred in
the biling of the largest
waler & sewer cusotmer.



THE UTILITY BOARD OF FALFURRIAS, TEXAS

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

Management's Explanation

Finding/Recommendation Current Status If Not Implemented
Management will establish

Criteria: The billing system should have conirols lo reduce risk of

established procedures designed to detect and fraud or error.

prevent billing errors.

Cause: New melers were installed that did not

require calibration by the billing software, but the

software was never corrected for this change.

Effect: Commercial customers were overbilled and

a correclion of the financial statements was

required.

Recommendation: We recommend that the Board

eslablish policles and procedures to detect and

prevent biling errors In the event of meter or

software changes.

2012-4 Internal Control - Accounts Payable Cutoff Implemented MN/A

Condition: Accounts payable cutoli at year end

was not complete.

Criteria: [n order for current year expenditures to

be complete, lhere needs to be adequale culoff

procedures at year end.

Cause: This condition was caused by oversight by

personnel.

Effect: The effect of this oversight is a potential

understatement of expenditures.

Recommendation: We recommend that all invoices

be examined at year end for proper cutoff.,

2012-5 State Compliance - Public Funds Not Management will continue
fnvestment Act Implemented to work toward f{ull

Condilion: The Board did not comply with certain
requirements of the Public Funds Investment Acl,
The Investment Officer did not obtain lhe required
continuing education within the legal time limit. n
additon, the Board does not have written
documenlation of the Board's approval of the
Investment  Officer's annual review of the
investment policy and any changes resulling from
that review.

Criteria: The Public Funds Investment Act requires
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THE UTILITY BOARD OF FALFURRIAS, TEXAS

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

Finding/Recommendation

Management's Explanation

the [nvestment Officer lo oblain  continuing
education hours within a given timeframe from date
of employement, and semiannually thereafter, and
requires annual review and approval of the
investment policy by the Board.

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

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

Recommendation: We recommend the Investment
Officer obtain the required hours of continuing
educalion. In addition, we recommend that the
Board adopt a written Instrument which would
document the Board's approval of the Investment
Officer's review of lhe investment policy.

2012-6 State Compliance - Bidding

Condition: The Board has accumulated
approximately $127,000 in expendilures with a
vendor that is not an approved vendor through a
purchasing cooperalive or slale contract, and did
not use a competitive bidding process.

Criteria:  Stale law requires thal conltracls and
purchases greater than $50,000 be obtained
through compelitive bidding procedures.

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

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

Recommendation: We recommend the Board more
carefully monitor expendilues in order lo enable
identilication of situations where bidding will be
required. We also recommend management obtain
further education regarding Stale procurement
laws.

2012-7 State Compliance - Records Retention

Condition: The Board does not have a records

Current Status I Not Implemented
Not Management will! develop
Implemented policies and procedures lo
ensure compliance with
competlitive bidding laws.
Implemented MN/A



THE UTILITY BOARD OF FALFURRIAS, TEXAS

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

Finding/Recommendation

Currenl Status

Management's Explanation
If Not Implemented

management policy approved by the governing
body. Therefore, they do not have a Records
Management Officer, records control schedule,
records disposltion procedures, a documented
filing syslem, electronic records, essential records
program, and/or disaster plan.

Criteria: In order to comply with State guidelines,
the Board must have a records management policy
approved by the governing body, which includes
the above items.

Cause: The Board was unaware of the State
requirements regarding records retention.

Effect: By not having an approved records
management policy in effect, the Board's records
are notl properly maintained or slored, increasing
the risk of loss or damage to vital records.

Hecommendation: We recommend the Board
implement an approved records mananagement
policy as soon as possible to ensure records are
properly maintained and safeguarded.
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THE UTILITY BOARD OF FALFURRIAS, TEXAS
CORRECTIVE ACTION FLAN

FOR THE YEAR ENDED DECEMBER 31, 2013

2013-1 Internal Controf - Cash Deposits

Another employee will be trained and made responsible for monthly bank reconciliations. The Superintendent
of Utilities will coordinate these elforls.
2013-2 Internal Control - Bilfing Adjustments

The Superintendent of Utilities will regularly review and approve all billing adjustments performed by the
collections clerk.

2013-3 Internal Control - Water and Sewer Billing

The Utility Board has delermined the amount due from the customer for the periods affected and have made
the appropriate entries to account for these changes. In addition, the billing soltware has been corrected to
reflect the proper calculation for each customer.

2013-4 [nternal Control - Reconciliation of Asset and Liablility Accounts

The Board will implement procedures to ensure that personnel are provided proper training, asset and liability
accounts are reconciled, and all journal enlries are made on a limely basis. The Superintendent of Ulilities will
coordinale these efforls.

2013-5 State Compliance - Public Funds tnvestment Act

The Board will implement policies and procedures necessary to ensure full compliance with the Public Funds
Investment Act. The Superintendent of Utilities will coordinate these efforts.

2(13-6 State Compliance - Bidding

The Board will implement policies and procedures to ensure compliance with State law. The Superintendent
of Utilities will coordinate these elforts.
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THE UTILITY BOARD OF FALFURRIAS, TEXAS

OPERATING STATEMENT
LAST FIVE FISCAL YEARS

{UNAUDITED)

Revenuss;
Water Sales

Sawer System

Gas System
Other Incoma

Total Revenues

Expenses:

Production Costs
Transmission and Distribution Cosls
Total Expenses

Net Available for Debt Service

Annual Debt Service
Coverage of Annual Debt Service

Customer Count:
Water Customers
Sewer Customers
(Gas Customers

Gallons of Water Purmped (000)
Gas Purchased (Thousand Cu F)
Gas Sold (Thousand Cu Ft)

Fiscal Yaar Ended

TABLE C-1

12/31/13 1273112 12/31/11 12/31110 12/31/09
$ 1,468,509 § 1,536,558 § 1,645,070 $ 1,383,774 § 1,336,441
687,527 661,883 672,099 635,351 597,793
700,218 744,466 709,548 720,369 725,465
93,0987 103,413 191,073 155,352 97,869
2,949,351 3,046,320 3,217,790 2,864,846 2,757,568
413,567 371,293 481,408 572,606 624,055
1,552,856 1,681,078 1,208,009 1,768,388 1,355,179
1,966,423 2,052,371 2,389,417 2,340,894 1,979,234
3 982,928 § 993,949 3 828,373 § 523,852 § 778,334
$ 159,200 $ 158,700 § 157,490 § 152,529 $ 158,934
6.17 6.26 526 343 4.80
2,540 2,527 2,514 2,497 2,505
2,036 2,018 2,008 2,000 1,984
1,14 1,171 1,191 1,226 1.239
450,418 508,069 540,689 435,737 551,081
44,140 41,830 44,484 49,494 46,193
32,620 35,636 34,911 35,674 34,077

ag



THE UTILITY BOARD OF FALFURRIAS, TEXAS
CAPITAL ASSETS

AS OF DECEMBER 31, 2013

(UNAUDITED)

Land
Buildings
Machinery and Equipment
Office Equipment
Mains and Meters Extensions
Sewer Plant
Construction in Progress
Total
Less: Accumulated Depreciation

Net Capital Assets

40

December 31,
2013

$ 138,326
17,276
1,472,986
136,186
14,539,712
2,200,079
574,509
19,079,074

(9,286,618)

$__9,792 456

TABLE c-2



TOP TEN WATER USERS
AS OF DECEMBER 31, 2013
(UNAUDITED}

THE UTILITY BOARD OF FALFURRIAS, TEXAS TABLE C-3
Name Product Gallons
City of Falfurrias Golf Course Golf Course 23,996,500
Falfurrias Cemetary Cemetary 13,598,200
Brooks County Detention Center Jail 11,071,800
Falfurrias Village Appartments Apartments 5,982,700
Brooks County 1.S.D. High Sch. Practice Field Education 4,551,500
Falfurrias Nursing and Rehab Nursing Home 4,169,300
Sundance Apartments Apartments 3,461,900
Brocks County 1.S.D. Football Stadivm Education 3,221,900
Brooks County 1.S.D. Elementary Building Education 3,085,200
SSP/ Circle K #2180 Conenience Store 2,636,500
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THE UTILITY BOARD OF FALFURRIAS, TEXAS

WATER RATES

AS OF DECEMBER 31, 2013

(UNAUDITED)

First
Next
Next
Next
Over

Effective September 15, 2011

_Gallons
2,000
8,000

15,000
25,000
50,000

42

Amount

$14.46(Min)

2.14/M
2.35/M
2.57M
2.79/'M

TABLE C-4



THE UTILITY BOARD OF FALFURRIAS, TEXAS TABLE C-5
WATER SUPPLY

AS OF DECEMBER 31, 2013
(UNAUDITED)

Water Supply: Eight Wells



THE UTILITY BOARD OF FALFURRIAS, TEXAS
TOP TEN GAS USERS

AS OF DECEMBER 31, 2013

(UNAUDITED)

Name

Brooks County Detention Center
Taqueria Jalisco

Falfurrias Village Appartments
Falfurrias Nursing & Rehabilitation
Wright 1l Food Co.

H.E.B. Grocery

Hearts Delight Laundry

Holiday Inn Express

Best Western

Muy Pizza - Tejas

TABLE C-6

Product MCF
Jail 5054.4
Restaurant 1380.1
Apartments 1126.0
Nursing Home 960.1
Restaurant 704.3
Grocery Chain 567.9
Laundry 555.7
Hotel/Motel 473.2
Hotel 457.5
Restaurant 444.6



THE UTILITY BOARD OF FALFURRIAS, TEXAS

GAS RATES
AS OF DECEMBER 31, 2013
(UNAUDITED)

Over 600 CF

Over 20,000 CF

Residential Rates:

Minimum

(First 600 CF)

$11.67

$11.67
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TABLE C-7
Rates Date of
Per CF Change

$19.45/MCF  September 2008

$18.45/MCF  September 2008



THE UTILITY BOARD OF FALFURRIAS, TEXAS
GAS SUPPLY
AS OF DECEMBER 31, 2013
(UNAUDITED)

Gas Supply:

TABLE C-B

The Utility Board purchased gas from Center Point Energy at the variable rates

noted below;

January, 2013
February, 2013
March, 2013
April, 2013

May, 2013

June, 2013

July, 2013
August, 2013
September, 2013
October, 2013
November, 2013

December, 2013

$4.34 /MCF
$4.25 /MCF
$4.37 MCF
$4.96 /MCF

$5.27 /IMCF
$5.17 /MCF

$4.66 /MCF
$4.51 /MCF
$4.53 /MCF
$4.49 /MCF
$4.55 /MCF

$4.74 /MCF
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THE UTILITY BOARD OF FALFURRIAS, TEXAS

SEWER RATES

AS OF DECEMBER 31, 2013

{UNAUDITED)

First
Next
Maximum

First
Raies EiNext
Maximum

(1) No maximum effective February, 2000
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(1)

TABLE C-9
Rates Effective September 15, 2011

Gallons Residential Commerciai
2,000 $17.90(Min) $26.85(Min)
8,000 $1.10/M $1.10/M

$31.11 (1)
Hotel/Motel

Gallons & RV Parks Apartments
2,000 $34.62(Min) $41.27(Min)
8,000 $2.13/M $2.54/M

(1)



THE UTILITY BOARD OF FALFURRIAS, TEXAS

STATEMENT OF EARNINGS BY DEPARTMENT

YEAR ENDED DECEMBER 31, 2013
(UNAUDITED)

Income:
Revenue from sales
Intergovemmental
Other income

Total income

Operating Expenses:

Production costs

Transmission and distribution costs:
Salaries and benefils
Repairs and maintenance
Vehicle maintenance
Depreciation

Other administrative expenses

Total operating expenses

Gross Profit (Loss) from Operations

TABLE C-10

Water Sewer Gas

System System Systemn Total
$ 1468509 $§ 687,527 $ 700,218 $§ 2,856,254
51,042 25,836 16,219 93,097
1,519,551 713,363 716,437 2,948,351
146,251 62,973 204,339 413,563
263,617 206,278 161,007 630,902
150,547 173,613 81,253 405,413
17,733 14,653 13,293 45,685
186,594 141,083 127,430 455,107
204,066 118,625 148,169 470,860
968,808 717,225 735,497 2,421,530
$_ 5507438 (3862)$ (19.060)$ 527,821
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THE UTILITY BOARD OF FALFURRIAS, TEXAS TABLE C-11
COMPARISON OF GROSS REVENUES AND OPERATING EXPENSES
LAST TEN FISCAL YEARS

(UNAUDITED)
Year Ended Gross Operating Gross
December 31: Revenue Expenses (1) Profit {Loss)
Water system: 2004 767,564 359,552 408,012
2005 894,368 452,852 441,516
2006 962,625 679,485 283,140
2007 884,444 698,705 185,739
2008 1,107,271 603,818 503,453
2009 1,358,369 491,523 866,846
2010 1,367,981 519,688 848,293
2011 1,655,903 617,368 1,038,535
2012 1,554,661 457,375 1,097,286
2013 1,502,847 782,214 720,633
Sewer System: 2004 399,295 195,229 204,066
2005 468,526 263,940 204,586
2006 476,968 407,613 69,355
2007 465,538 430,382 35,156
2008 515,475 433,250 82,225
2009 600,543 304,443 296,100
2010 638,176 462,352 175,824
2011 676,100 411,319 264,781
2012 667,383 409,904 257,479
2013 704,859 508,066 96,793
Gas System: 2004 746,318 852,072 (105,754)
2005 969,692 924,682 45,010
2006 1,039,303 713,169 326,134
2007 799,667 841,725 {(42,058)
2008 838,556 687,755 150,801
2009 684,887 560,207 124,680
2010 720,369 649,991 70,378
2011 713,538 667,363 46,235
2012 744,165 507,176 236,989
2013 711,275 576,142 135,133

(1) Does notinclude deprecialion and ather adminislrative expensas; additionally, from 2013 forward, expenses
formerly charged to adminisirative departiment are now allocated to the water, sewer, and gas departmenis, and
thersfore are included as deparimental expenditures.
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THE UTILITY BOARD OF FALFURRIAS, TEXAS TABLE C-12
UTILITY SYSTEM STATISTICAL COMPARISON
LAST FIVE FISCAL YEARS

(UNAUDITED)
Year Year Year Year Year
Ended Ended Ended Ended Ended
December31, December3i, December31, December 31, December 31,
2013 2012 2011 2010 2009
Water Systam - Customers 2,540 2,527 2,514 2,497 2,505
Sewer System - Customers 2,036 2,018 2,008 2,000 1,984
Gas System - Customers 1,141 1,171 1,191 1,226 1,239
Gallons of Water Pumped (000) 450,418 508,070 540,689 435,737 551,081
Gross Revenue per 1,000 gallons of
Water Pumped $ 3N s 279 § 3.06 § 310 % 2.41
Average Number of Sewer Cuslomers 2,036 2,015 2,008 2,000 1,984
Gross Revenue per Customer $ 371.50 § 32945 § 33471 % 31767 $ 300.87
Water taps made during year 26 33 25 18 36
Sewer taps madea during year 18 10 8 7 5
Gas taps made during year -- 1 2 1 -
Average Number of Gas Customers 1,141 1,192 1,209 1,232 1,252
Gross Revenue per Gas Customer $ 615.11 § 627.68 $ 586.88 $ 584.71 $ 570.03
'Gas Purchased {Thousand Cu Ft) 44,140 41,930 44 484 49,494 46,183
Gas Sold (Thousand Cu Ft) 32,620 35,636 34,911 35,674 34,077
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