CITY OF ELKHART, TEXAS

AUDITED FINANCIAL STATEMENTS
AND REPORTS ON COMPLIANCE

SEPTEMBER 30, 2014



INTRODUCTORY SECTION



CITY OF ELKHART, TEXAS

TABLE OF CONTENTS
PAGE NO.
INTRODUCTORY SECTION
Table OFf CONENLS ...ttt ettt s e e sessreses e nme s e emnensen 1-2
Principal City OffICials....c.oevvceeieceeree ettt s s s beenaene 3
FINANCIAL SECTION
Independent Auditors” Report ..ot 5-6
Management’s Discussion and Analysis (unaudited)..........cccrimnirirncnnncnninnicnnncnnenns 7-12
Basic Financial Statements
Government-wide Financial Statements
Statement 0f Net POSILION.......c..oovvreeicier et sae e sneeneas 15
Statement OF ACHVILIES ...c.vvverreireiecrerecrec st ese e e srenearensasseseesesnaaaressasnes 16
Fund Financial Statements
Balance Sheet — Governmental Funds.........cociciiion et recreaee e i8

Reconciliation of the Balance Sheet —
Governmental Funds to the Statement of Net PoSition......coovvvvreeeeveeeciererereseresssnnens 19

Statement of Revenues, Expenditures, and Changes
in Fund Balance — Governmental Funds...........c.covinnninnniinnicnicnane 20

Reconciliation of the Statement of Revenues, Expenditures,
and Changes in Fund Balance — Governmental Funds
10 the Statement OF ACHIVILIES.....ccveivere s siesresreserrsrer s e ea e resssrernersassnssressenareans 21

Statement of Net Position — Proprietary FUnds .......ccccccoiiiniiniciniiniininenccsinnenennaen 22

Statement of Revenues, Expenses, and Changes
in Fund Net Position — Proprietary FUnds........covevneiminnimmmmiomsion, 23

Statement of Cash Flows — UtIlity FUNd ........ccoorvriiniveiiierercnenesn s creeesveseessnssnesvans 24
Notes to the FINancial StatemEnts....c.cvrvrinreennriomireirreeismsmrrssssssssesssssssssessssnsessseesss 2 3=00

Required Supplementary Information (unaudited)

Statement of Revenues, Expenditures, and Changes in

Fund Balance — Budget and Actual — General Fund ..........cocooooiiienmrcieeceieeene 42
Schedule of Funding Progress of Pension Plan -
Texas Municipal Retirement System........cococviviiciccii s 43
Combining Statements
Combining Balance Sheet — Nonmajor Governmental FUnds .........coocoveveeeecrveccrenenererean 45
Combining Statement of Revenues, Expenditures, and Changes
in Fund Balance — Nonmajor Governmental Funds...........ccccovirvrvriverecrnrceccceenen, 46



CITY OF ELKHART, TEXAS

TABLE OF CONTENTS
PAGE NO.
COMPLIANCE SECTION

Independent Auditors’ Report on Internal Control over Financial

Reporting and on Compliance and Other Matters Based on an

Audit of Financial Statements Performed in Accordance with

Governmental Auditing SIandards..................iriiivciciniiin 48-49
Independent Auditors’ Report on Compliance for Each Major

Program and on Internal Control over Compliance Required

by OMB Circular A-133 ...ttt e er e e sssae st st s bssst s b s e s bbssass 50-51
Schedule of Expenditures of Federal AWards ...........coovviiicmnieciicnnccnnnin 52
Notes to the Schedule of Expenditures of Federal Awards ..........c.cooorcrrcnercrcnrcncrcrnnccscrncenens 53
Schedule of Findings and Questioned Costs

Section I — Summary of Auditors’ ReSUILS ........ccovevvrrereceircr e st reee e neseees 54

Section II — Financial Statements Audit FIndings ........coceveeveoeevereeneceeenneresnessieneneresene 55

Section Il — Major Federal Award Programs Audit Findings
and QUestioned COSIS.......ccccivveeiircrerereeerrreecrtressreersree s tassretrassersersssesnerssrserssaresssnrerrs JO=I T

Summary Schedule of Prior Audit Findings ... 58

B}



CITY OF ELKHART, TEXAS

PRINCIPAL CITY OFFICIALS
SEPTEMBER 30, 2014
Honorable Raymond DUIAP .....vovirieeie e v r e srasesessse e sass s st ssseenesbas e et s e seensssenas Mayor
RANAY MCCOY ottt et ess s st e s e s bs st e shssb s s sbse e babaarbestsrnssasberaars Mayor Pro Tem
Karen BridZes .....ccvvuiiiericiiarieninessniirnierierseraessasenserassessssssssesessessasssessesssnssnsssessasassssassesessarasss Councilmember
LUCIA BULIET ....evereeerreretrerteesais st st st e et saeesaesee s s erae st saessesesaansssessantesesesnestnesnssansans Councilmember
Billy JAck WIIERE ..ot e e e s s e s bas e seeas e e s s s st e b nannneas Councilmember
EETOI TIUIM. ottt e et e sr e ceaes b rasaebasrasnesbbeserbasraonsosasrsvasnnostonnon Councilmember
JAN STULEVILIE ...t csre e s s rers e sas st n s rsae b te s sae e s e e s e nenan et s City Secretary



FINANCIAL SECTION



Melvin R. Todd, CPA
Todd, Hamaker & Johnson, LLP bt b
CERTIFIED PUBLIC ACCOUNTANTS Kim Johnson, CPA
Rachel Kennerly, CPA

420 S 1* Street » PO Box 468 » Lutkin, TX 759020468 - (936) 632-8181
301 N 6% Street « PO Box 1249 « Crocketr, TX 75835-1249 « (936) 544-2143

INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and Members of the City Council
City of Elkhart, Texas

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Elkhart, Texas,
{the “City”) as of and for the year ended September 30, 2014, and the related notes to the financial
statements, which collectively comprise the City’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in 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 from 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 auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the City of Elkhart, Texas, as of September 30, 2014,
and the respective changes in financial position, and, where applicable, cash flows thereof for the year
then ended in accordance with accounting principles generally accepted in the United States of America.
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INDEPENDENT AUDITORS’ REPORT — CONTINUED

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, budgetary comparison information, and schedule of funding progress of pension
plan on pages 7 — 12 and 42 — 43, respectively, be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain 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 to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The combining nonmajor fund financial statements are
presented for purposes of additional analysis and are not a required part of the basic financial statements.
The schedule of expenditures of federal awards is presented for purposes of additional analysis as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Prafit Organizations, and is also not a required part of the basic financial statements.

The combining nonmajor fund financial statements and the schedule of expenditures of federal awards are
the responsibility of management and were derived from and relate directly to the underlying accounting
and other records used to prepare the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the combining nonmajor fund financial statements and the
schedule of expenditures of federal awards are fairly stated in all matenal respects in relation to the basic
financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 30,
20135, on our consideration of the City’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 in considering the City’s internal control over financial
reporting and compliance.

Tedd Hameker & Toboson, LLP

Todd, Hamaker & Johnson, LLP
Lufkin, Texas

January 30, 2015
-6-
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CITY OF ELKHART, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED SEPTEMBER 30, 2014
(UNAUDITED)

As management of City of Elkhart, Texas (the City), we offer readers of the City's financial statements this
narrative overview and analysis of the financial activities of the City for the fiscal year ended September 30,
2014. We encourage readers to consider information presented here as well as the City's financial statements,
which follow this section.

FINANCIAL HIGHLIGHTS

o The overall assets of the City increased by $528,319 during the fiscal year. Cash and other current
assets increased by $23,892; capital assets increased by $504,427.

* The City’s total long-term debt obligations decreased by $78,943 during the current fiscal year. Total
debt outstanding at year end was $719,060; $660,000 in bond obligations and $59,060 in notes
payable and capital lease obligations. New debt in the amount of $27,310 was incurred during the
year for the purchase of tractor.

e The City’s overall assets exceeded its total liabilities by $2,991,329 (ner position) at September 30,
2014, Of this amount, $295,900 (unrestricted net position) may be used to meet the on-going
obligations to citizens and creditors.

» Exciuding grant revenues received, overall revenues decreased by $13,032 from the prior year.
Decreases in sales tax revenues accounted for the majority of the change.

e Excluding grant expenditures, overail expenses decreased by $83,396 from the prior year. Major
contributors to the reduction were decreases in personnel and related costs and street maintenance.

¢ Overall revenues exceeded expenses (or an increase in net position) by $571,193. Net position
increased by $613,262 in the governmental fund and decreased by $42,069 in the proprietary fund.

Total Revenues and Expenses
(Excluding Grants)
Governmental and Business-type Activities
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CITY OF ELKHART, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED SEPTEMBER 30, 2014
(UNAUDITED)

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements.
The City’s basic financial statements are comprised of three components: (1) government-wide financial
statements, (2) fund financial statements, and (3) notes to the financial statements.

Government-wide Financial Statements. The government-wide financial statements, which begin on page
14 of this report, are designed to provide readers with a broad overview of the City’s finances, in a manner
similar to a private-sector business.

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

The statement of activities presents information showing how the City’s net position changed during the fiscal
year. Revenues are recorded when earned and expenses are recorded when the liability is incurred, regardless
of the timing of related cash flows.

Fund Financial Statements. A fund is a grouping of related accounts that is used 1o 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 inio two categories: govermmental funds and
proprietary funds.

Governmental funds are used to account for essentially the same functions reported as governmental activities
in the government-wide financial statements. 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. Revenues are recognized
when they are both measurable and available. Expenditures are recorded when the related fund liability is
incurred, except for general obligation bond principal and interest, which are reported as expenditures in the
year due.

Proprietary funds are used to report the same functions presented as business-fype activities in the
government-wide financial statements. The City uses a proprietary fund to account for the operations of the
water, sewer and garbage collections systems that are financed and operated in a manner similar to private
business enterprises -- where the intent of the goveming body is that the cost (expenses, including
depreciation) of providing goods and services to the general public on a continuing basis are to be financed or
recovered primarily through user charges. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows.

The basic governmental and proprietary fund financial statements can be found on pages 18 - 24 of this report.
Notes to the Financial Statements. The notes provide additional information that is essential to a full

understanding of the data provided in the government-wide and fund financial statements. The notes to the
financial statements can be found on pages 25 - 40 of this report.



CITY OF ELKHART, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED SEPTEMBER 30, 2014
(UNAUDITED)

THE CITY'S NET POSITION

Over time, net position may serve as a useful indicator of a government’s financial position. At September 30,
2014, the City's assets exceeded its liabilities by $2,991,329.

The City has a large investment in capital assets (e.g., land, buildings, equipment, and construction in progress)
and related debt used to acquire those assets that remains 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. At year end, net position invested in capital assets, net of related debt, totaled
$2,679,633.

An additional portion of the City's net position, $15,796, represents resources that are subject to external
restriction on how they may be used. The remaining balance is $295,900 and unrestricted in nature.

The City's Net Position

Govermnmental Activities Business-type Activities Total
2014 2013 2014 2013 2014 2013
Current and otherassets  § 300,736 § 274237 § 189,552 §$ 192,159 $§ 490288 § 466,396
Capital assets 819,284 217,710 2,579,409 2,676,556 3,398,693 2,894,266
Total assets 1,120,020 491,947 2,768,961 2,868,715 3,888,981 3,360,662
Long-term liabilitics 683,915 700,000 35,145 98,003 719,060 798,003
Other liabilities 44,544 13,648 134,048 128,875 178,592 142,523
Total liabilities 728,459 713,648 169,193 226,878 897.652 940,526
Net position

Invested in capital assets,
net of related debt 135,369 (482,290) 2,544,264 2,578,553 2,679,633 2,096,263
Restricted 15,796 47413 - - 15,796 47,413
Unrestricted 240,396 213,176 55,504 63,284 295,900 276,460
Total net position $ 391,561 $ (221,701) § 2,599,768 $ 2,641,837 $ 2,991,329 § 2,420,136
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CITY OF ELKHART, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED SEPTEMBER 30, 2014
(UNAUDITED)

Change in Net Position

Govermmental Activities Business-type Activities Total
2014 2013 2014 2013 2014 2013
Revenues
Charges forservices $ - - § 797318 $ 799827 § 797318 § 799,827
Propenty taxes 98,629 102,928 - - 98,629 102,928
Sales taxes 128,755 138,000 - - 128,755 138,000
Franchise fecs 71,667 68,875 - - 71,667 68,875
Interest income 343 957 102 77 445 1,034
Grants and contributions 830,292 260,566 100,202 915,522 930,494 1,176,088
Other miscellaneous 1,827 1,009 - - 1,827 1,009
Total revenues 1,131,513 572,335 897.622 1,715,426 2,029,135 2.287.761
Expenses
General government 122,549 174,099 - - 122,549 174,099
Streets and drainage 64,575 9,803 - - 64,575 99,803
Fire protection 14,763 12,748 - - 14,763 12,748
Municipal coun i,100 2,062 - - 1,100 2,062
Health and welfare 10,834 2,000 - - 10,834 2,000
Pass-through expenditures 269,804 157,724 - - 269,804 157,724
Water, sewer, sanitation - - 687,109 708,661 687,109 708,661
Depreciation 26,765 8,662 235,079 214,133 251,844 222,795
Interest on long-term debt 31.379 32,183 3,985 6.349 35.364 38,532
Total expenses 541,769 489,281 916,173 929,143 1,457.942 1,418,424
Trans fers
In (out) 23,518 (300) (23.518) 300 - -
Total trans fers 23,518 (300) (23,518) 300 - -
Increase (decrease) in
net position 613.262 82,754 {42,069) 786,583 571,193 869,337
Net position at beginning of yea (221,701) (304,455) 2,641,837 1,857,874 2,420,136 1,553,419
Prior period adjustment - - - (2,620) - (2,620)
Net position at end of year § 391,561 (221,701) § 2599768 § 2.641.837 $ 2991329 § 2420136
Revenue by Major Category (Excluding Grants)
Gavernmental and Business-type Activities
For the Year Ended September 30, 2014
Charges for services
72.57%
Property tax 8 98%

Interest income 0.04%_/

Franchise fees 6 52%

-10-
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CITY OF ELKHART, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED SEPTEMBER 30, 2014
(UNAUDITED)

FINANCIAL ANALYSIS OF THE GOVERNMENT'S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance related
requirements.

Governmental Funds. The focus of the City's governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is useful in assessing the City's
financing requirements. In particular, unreserved fund balances may serve as a useful measure of a
government's net resources available for spending at the end of the fiscal year.

As of September 30, 2014, the City's governmental funds reported a total fund balance of $259,266. This fund
balance is comprised of $5,853 that is restricted for payment of debt service and $9,943 that is restricted for
street repair/maintenance. The remaining balance, $243,470, is unassigned. During the year, the fund balance
in the City's governmental funds decreased by $5,148.

General Fund Budget. A comparison of the general fund budget and actual results is presented as required
supplementary information on page 42. Actual revenues were lower than budgeted amounts by $11,832.
Actual expenditures were lower than budgeted amounts by $37,559. The General fund balance increased by
$34,589 during the fiscal year; a decrease of $4,975 in fund balance was budgeted.

CAPITAL ASSETS

The City's investment in capital assets as of September 30, 2014, totaled $3,398,693 (net of accumulated
depreciation). This investment includes land, buildings and improvements, streets and drainage, equipment,
and construction work in progress.

Current year expenditures during the current year included:

¢ New Holland Tractor and attachments

e Water well project (grant funded and in progress at year end)

¢ Building addition to the fire station

» Drainage project was completed (grant funded)

e Sidewalk project was completed (grant funded)

» Newsome well generator project was completed (grant funded)

* Various water/sewer plant improvements and upgrades

Capital Assets (Net of Depreciation)
Governmental Activitics  Business-lype Aclivilies Total
2014 2013 2014 2013 2014 2013

Land $ 2350 § 2350 % 61,203 % 61,203 § 63,553 § 63,553
Buildings and improvements 94,374 65,561 - - 94,374 65,561
Plant and equipment - - 2,248,082 2,306,652 2,248,082 2,306,652
Machinery and equipment 36,584 14,668 260,146 291,965 296,730 306,633
Transportation equipment - - 8,371 13,553 8,371 13,553
Office equipment & fumiture 6,626 9,020 1,607 3,183 8,233 12,203
Streets and drainage 660,638 - - - 660,638 -
Construction in progress 18,712 126,111 - - 18,712 126,111

Total net assets $ 819284 $ 217,710 § 2579409 % 2676556 $ 3,398.693 § 2,894,266

e [y



CITY OF ELKHART, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED SEPTEMBER 30, 2014
{(UNAUDITED)

DEBT ADMINISTRATION

At the end of the current fiscal year, the City had total debt outstanding of $719,060.

Debt Qutstanding
Govemnmental Activities Business-type Activities Total
2014 2013 2014 2013 2014 2013
Notes payable $ 23915 % - § - § - % 23915 % -
Capital lease obligations - - 35,145 48,003 35,145 48,003
Bonds payable 660,000 700,000 - 50,000 660,000 750,000
Total $ 683915 $ 700000 % 35145 § 08003 $ 719060 § 798,003
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0
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Governmenial and Business-Type Activities

®mBonds M Notes/capital leases

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET AND RATES

In September, 2014, the Council approved the 2014/2015 budget. The City adopted a property tax rate of
0.2972 per $100, an increase from the prior year. No increases in utility rates were projected. With slight
variances, the overall revenues and expenses of the City were budgeted to remain at prior year levels.

REQUESTS FOR INFORMATION

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a
general overview of the City’s finances and to show the City’s accountability for the money it receives. If you
have any questions about this report or need additional information, contact the City office at 110 W. Parker,
Elkhart, Texas.

o [ X
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CITY OF ELKHART, TEXAS
STATEMENT OF NET POSITION
SEPTEMBER 30, 2014

Primary Government

Governmental Business-type

Activities Activities Total
ASSETS
Cash and cash equivalents $ 258,323 % 74,121 % 332,444
Receivables
Customers, net of allowance - 76,584 76,584
Unbilled receivables - 13,235 13,235
Property taxes, net of allowance 439 - 439
Sales taxes 9,760 - 9,760
Due from other governments 27,857 - 27,857
Inventory - 16,041 16,041
Internal balances (9,571) 9,571 -
Restricted assets
Cash and cash equivalents 13,928 - 13,928
Capital assets
Nondepreciable 21,062 61,203 82,265
Depreciable, net of accumulated depreciation 798,222 2,518,206 3,316,428
TOTAL ASSETS 1,120,020 2,768,961 3,888,981
LIABILITIES
Accounts payable 4,565 25,510 30,075
Accrued expenses 36,547 - 36,547
Accrued interest 3,432 - 3,432
Customer deposits payable - 96,407 96,407
Insurance proceeds refundable - 12,131 12,131
Noncurrent liabilities
Due within one year 104,904 13,290 118,194
Due in more than one year 579,011 21,855 600,866
TOTAL LIABILITIES 728,459 169,193 897,652
NET POSITION
Invested in capital assets, net of related debt 135,369 2,544,264 2,679,633
Restricted for:
Debt service 5,853 - 5,853
Street maintenance 9,943 - 9,943
Unrestricted 240,396 55,504 295,900
TOTAL NET POSITION $ 391,561 § 2599768 % 2,991,329

See accompanying notes to the financial statements.
-15-
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CITY OF ELKHART, TEXAS

ASSETS
Cash and cash equivalents
Receivables
Property taxes, net of allowance
Sales taxes
Due from other governments
Restricted assets
Cash and cash equivalents

TOTAL ASSETS

LIABILITIES
Accounts payable
Accrued expenses
Due to other funds

Total liabilities

DEFERRED INFLOWS OF RESOURCES
Unavailable revenue - property taxes

Total deferred inflows of resources

FUND BALANCES
Restricted for;
Debt service
Street maintenance
Unassigned

Total fund balances

TOTAL LIABILITIES, DEFERRED
INFLOWS OF RESOURCES,
AND FUND BALANCES

See accompanying notes to the financial statements.
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BALANCE SHEET
GOVERNMENTAL FUNDS
SEPTEMBER 30, 2014
Nonmajor
Governmental Governmental
General Grants Funds
Fund Fund (Page 45) Total
254,448 % 3,875 % - 258,323
439 - - 439
7.808 = 1,952 9,760
- 27,857 - 27.857
- 5 13,928 13,928
262,695 § 31,732 § 15,880 310,307
4,565 % - 3 - 4,565
7,864 28,683 - 36,547
5,612 3,875 84 9,571
18,041 32,558 84 50,683
358 - - 358
358 - - 358
= S 5,853 5,853
S S 9,943 9,943
244,296 (826) - 243,470
244,296 (826) 15,796 259,266
262,695 § 31,732 § 15,880 310,307




CITY OF ELKHART, TEXAS
RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL
FUNDS TO THE STATEMENT OF NET POSITION
FOR THE YEAR ENDED SEPTEMBER 30, 2014

Total fund balances - governmental funds balance sheet $ 259,266

Amounts reported for governmental activities in the statement of net position
are different because:

Certain revenues are not available to pay current period expenditures
and therefore, are reported as deferred inflows in the governmental funds. 358

Capital assets used in governmental activities are not financial resources and
therefore, are not reported in the governmental funds. 819,284

Payables for long-term liabilities, including certificates of obligations and
capital leases, are not due in the current period and therefore, are not reported

in the governmental funds. (683,915)

Payables for accrued interest on long-term liabilities are not due in the current

period and therefore, are not reported in the governmental funds. (3,432)
Net position of governmental activities A 391,561

See accompanying notes to financial statements,
-19-



CITY OF ELKHART, TEXAS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2014

REVENUES
Property taxes, penalty and interest
Sales taxes
Franchise taxes
Intergovernmental
Interest income
Donations
Other revenues

Total revenues

EXPENDITURES
General povernment
Streets
Fire protection
Municipal court
Health and welfare
Pass-through expenditures
Capital outlay
Debt service

Principal retired
Interest

Total expenditures

EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES

OTHER FINANCING SOURCES (USES)

Loan proceeds
Transfers in (out)

Net other financing sources (uses)

EXCESS (DEFICIENCY) OF REVENUES

OVER EXPENDITURES AND OTHER USES

FUND BALANCES - BEGINNING OF YEAR
FUND BALANCES - END OF YEAR

Nonmajor
Governmental Governmental
General Grants Funds
Fund Fund (Page 46) Total
98271 % - $ - $ 98,271
103,004 - 25,751 128,755
71,667 - - 71,667
- 811,768 - 811,768
- - 343 343
18,524 - - 18,524
1,827 = S 1,827
293,293 211,768 26,094 1,131,155
122,549 - - 122,549
46,954 - 17,621 64,575
14,763 - - 14,763
1,100 - - 1,100
10,834 - - 10,834
5 269,804 S 269,804
59,228 569,110 5 628,338
3,395 - 40,000 43,395
§71 s 30,902 31,773
259,694 838,914 88.523 1,187,131
33.599 (27,146) (62,429) (55,976)
27,310 - - 27,310
(26,320) 26,320 23,518 23,518
990 26,320 23,518 50,828
34,589 (826) (38,911) (5,148)
209,707 - 54,707 264414
244,296 % (826) § 15,796 § 259,266

See accompanying notes to the financial statements.
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CITY OF ELKHART, TEXAS
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE -
GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2014

Net change in fund balance - governmental funds $

Amounts reported for governmental activities in the government-wide statement of
activities are different because:

Governmental funds report capital outlay as expenditures, In the statement of
activities, the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by which capital outlays
exceeded depreciation in the current period.

Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the governmental funds.

The issuance of long-term debt (e.g. bonds, leases) provides current financial
resources to governmental funds, while the repayment of the principal of long-term
debt consumes the current financial resources of governmental funds. This amount
is the net effect of these differences in the treatment of long-term debt and related
items.

Accrued interest expense on long-term debt is reported in the government-wide statement
of activities and changes in net position, but does not require the use of current financial
resources; therefore, accrued interest expense is not reported as expenditures in
governmental funds. This amount is the change in accrued interest.

Change in net position of governmental activities $

See accompanying notes to the financial statements.
=21 -

(5,148)

601,574

358

16,085

393

613,262



CITY OF ELKHART, TEXAS
STATEMENT OF NET POSITION

PROPRIETARY FUNDS
SEPTEMBER 30, 2014
Proprietary
Utility Grants
Fund Fund Total
ASSETS
Current assets
Cash and cash equivalents b} 74,103 § 18 % 74,121
Receivables, net of allowance 76,584 - 76,584
Unbilled receivables 13,235 - 13,235
Due from other funds 9,487 34 9,571
Inventory 16,041 - 16,041
Total current assets 189,450 102 189,552
Noncurrent assets
Capital assets
Nondepreciable 61,203 - 61,203
Depreciable, net of accumulated depreciation 2,518,206 - 2,518,206
Total noncurrent assets 2,579,409 - 2,579,409
TOTAL ASSETS 2,768,859 102 2,768,961
LIABILITIES
Current liabilities
Accounts payable 25,510 - 25,510
Customer deposits payable 96,407 - 96,407
Insurance proceeds refundable 12,131 - 12,131
Capital leases - current maturities 13,290 - 13,290
Total current liabilities 147,338 - 147,338
Noncurrent liabilities
Capital leases 21,855 - 21,855
Total noncurrent liabilities 21,855 - 21,855
TOTAL LIABILITIES 169,193 - 169,193
NET POSITION
Invested in capital assets, net of related debt 2,544,264 - 2,544,264
Unrestricted 55,402 102 55,504
TOTAL NET POSITION $ 2599666 % 102 § 2,599,768

See accompanying notes to the financial statements.
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CITY OF ELKHART, TEXAS

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION

PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2014

Proprietary
Utility Grants
Fund Fund Total
OPERATING REVENUES
Water sales $ 408,493 § - h 408,493
Sewer income 204,955 - 204,955
Garbage income 156,802 - 156,802
Late charges and other income 27,068 - 27,068
Total operating revenues 797318 - 797,318
OPERATING EXPENSES
Personnel and related costs 344,872 - 344,872
Supplies and materials 56,510 - 56,510
Repairs and maintenance 22,232 S 22,232
Garbage expense 144,259 - 144,259
Professional fees 50,307 - 50,307
Insurance 13,039 - 13,039
Utilities 43,850 - 43,850
Office expense 4,544 S 4,544
Other expense 7,496 - 7,496
Depreciation 225,079 - 225,079
Total operating expenses 912,188 - 912,188
INCOME (LOSS) FROM OPERATIONS (114,870) - {114,870)
NONOPERATING REVENUES (EXPENSES)
Capital contributions - 100,202 100,202
Interest income 102 - 102
Interest expense (3.985) - {3.985)
Total nonoperating revenues (expenses) {3.883) 100,202 96,319
INCOME (LOSS) BEFORE CONTRIBUTIONS
AND TRANSFERS {118,753) 100,202 {18,551)
Transfers in (out) 76,684 (100,202) (23,518)
CHANGE IN NET POSITION (42,069) - (42,069)
NET POSITION AT BEGINNING OF YEAR 2,641,735 102 2,641,837
NET POSITION AT END OF YEAR 3 2,599,666 $ 102 § 2,599,768

See accompanying notes to the financiai statements.
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CITY OF ELKHART, TEXAS
STATEMENT OF CASH FLOWS
UTILITY FUND
FOR THE YEAR ENDED SEPTEMBER 30, 2014

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers and users
Cash payments to suppliers
Cash payments to employees

Net cash provided by operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Operating transfers in

Net cash provided by noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition of capital assets
Principal payments on long-term debt
Interest payments on long-term debt

Net cash used by capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received

Net cash provided by investing activities

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED (USED) BY OPERATING ACTIVITIES
Operating loss before nonoperating revenues
Adjustments to reconcile operating loss to net cash
provided by operating activities:
Depreciation and amortization
Changes in assets and liabilities
(Increase) decrease in accounts receivable
(Increase) decrease in inventory
Increase (decrease) in accounts payable
Increase (decease) in accrued interest
Increase (decease) in due from other funds
{Increase) decrease in due to other funds
Increase (decrease) in customer deposits payable

Total adjustments

MNET CASH PROVIDED BY OPERATING ACTIVITIES

See accompanying notes to the financial statements.
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$ 814,402
(353,780)

(345,184)
115,438

76,684
76,684

(127,932)
(62,858)
(3,985)

(194,775)

102
102

(2,551)
76,654
3 74,103

$  (114,870)

225,079

15,012
1,927
3,413

(312)
(9,487)
(7,396)

2,072
230,308

$ 115,438



Notes to the Financial Statements

i, 220



CITY OF ELKHART, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Introduction

The financial statements of the City of Elkart, Texas (the “City™) have been prepared in accordance with
accounting principles generally accepted in the United States of America (“GAAP™) as applied to
government units. The Governmental Accounting Standards Board (“GASB”) is the accepted standard-
setting body for establishing governmental accounting and financial reporting principles. The more
significant accounting and reporting policies used by the City are discussed below.,

Reporting Entity

The City of Elkhart is a political subdivision and a municipal corporation organized and existing under
the general laws of the State of Texas. The City operates under a Mayor-Council form of government.
The City’s major operations include: street repair and maintenance; general administrative services; and
water, sewer, and sanitation utilities.

For financial reporting purposes, based on standards established by GASB Statement No. 61, The
Financial Reporting Entity: Omnibus, these financial statements should present the City (the primary
government) and its component units. Component units generally are legally separate entities for which
the primary government is financially accountable or for which the nature and significance of their
relationship with a primary government are such that exclusion would cause the reporting entity’s
financial statements to be misleading. The City does not have any blended or discretely presented
component units.

Government-wide and Fund Financial Statements

The government-wide financial statements include the statement of net position and the statement of
activities. These statements report information on all of the activities of the City as a whole.
Governmental activities, which normally are supported by taxes, grants, and other intergovernmental
revenues, are reported separately from business-type activities, which rely to a significant extent on fees
and charges for services for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include: 1) charges to customers who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or segment and 2) grants
and contributions that are restricted to meeting the operational or capital requirements of a particular
function or segment. Taxes and other revenue sources not properly included with program revenues are
reported as general revenues.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements.

Separate financial statements are provided for governmental and proprietary (or “enterprise”) funds.
Major individual governmental and major individual enterprise funds are reported in separate columns in
the fund financial statements.

New Accounting Pronouncements

GASB Statement No. 68, Accounting and Financial Reporting for Pensions (“GASB 68”), establishes
reporting standards for public employee pensions by state and local governments. The requirements of
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CITY OF ELKHART, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

this statement are effective for financial statements for periods beginning after June 15, 2014. The City
has not determined the impact, if any, upon its financial position, results of operations or cash flows upon
adoption.

GASB Statement No. 69, Government Combinations and Disposals of Governnient Operations (“GASB
69”), establishes accounting and financial reporting standards related to government combinations and
disposals of government operations. The requirements of this statement are effective for financial
statements for periods beginning after December 15, 2013. The City has not determined the impact, if
any, upon its financial position, results of operations or cash flows upon adoption.

GASB Statement No. 70, Accounting and Financial Reporting for Nonexchange Financial Guarantees
{“GASB 70™), establishes accounting and financial reporting standards related to local governments that
extend and receive nonexchange financial guarantees. The requirements of this statement are effective
for financial statements for periods beginning after June 15, 2014, The City has not determined the
impact, if any, upon its financial position, results of operations or cash flows upon adoption.

GASB Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement
Date (“GASB 717), eliminates the source of a potential understatement of restated beginning net position
and expense in the first year of implementation of GASB 68 in the accrual-basis financial statements of
employers and nonemployer contributing entities. The requirements of this statement are effective for
financial statements for periods beginning after June 15, 2014, The City has not determined the impact, if
any, upon its financial position, results of operations or cash flows upon adoption.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Property tax revenues are recognized
in the year for which they are levied. Grants and donations are recognized as revenue in the fiscal year in
which grantor eligibility requirements have been satisfied.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized when they are both
measurable and available. Available means collectible within the current period or soon enough
thereafter to pay current liabilities. The City considers revenues to be available if they are collected
within 60 days of the end of the fiscal year. Expenditures are recorded when the related liability is
incurred, as under accrual accounting. Debt service expenditures, both principal and interest, are recorded
only when payment is due.

Major governmental fund revenue sources susceptible to accrual include: sales and use taxes, property
taxes, franchise taxes, and investment income. In general, all other revenue items are considered to be
measurable and available only when cash is received. Expenditure driven grants are recognized as
revenue when the qualifying expenditures have been incurred and all other grant requirements have been
met.

Proprietary funds distinguish between operating revenues and expenses from non-operating items.
Operating income reported in proprietary fund financial statements include revenues and expenses related
to the primary, continuing operations of the fund. Principal operating revenues for proprietary funds are
charges to customers for sales or services. Principal operating expenses are the costs of providing goods

o



CITY OF ELKHART, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 39, 2014

or services and include administrative expense and depreciation of capital assets. Revenues and expenses
not meeting this definition are classified as non-operating in the financial statements.

The City’s funds are classified as either governmental or enterprise and are described below.

Governmental Funds. Governmental funds are used to account for all or most of a government’s general
activity.

The general fund is the government’s primary operating fund. It accounts for all financial resources
of the general government, except those required to be accounted for in another fund. The principal
sources of revenue include local property taxes, fees, licenses and permits, and intergovernmental
revenue and grants. Expenditures include general government, streets, fire, municipal court, and
health and welfare.

The debt service fund is used to account for the accumulation of restricted monies for the payment of
general obligation debt.

Governmental grants funds are used to account for grant resources received from various local, state,
and federal sources. The use of these resources is restricted to a particular function of the City by each
grantor.

Special revenue funds are used to account for the proceeds of specific revenue sources that are legally
restricted to expenditures for specific purposes.

Enterprise Funds. Enterprise funds (or proprietary funds) are used to account for the City’s business-type
activities.

The utility fund is used to account for operations of the water, sewer, and sanitation systems that are
financed and operated in a manner similar to private business enterprises — where the intent of the
governing body is that the cost (expenses, including depreciation) of providing goods or services to
the general public on a continuing basis be financed or recovered primarily through user charges. The
fund also accounts for the accumulation of resources for, and the payment of, long-term debt.

Proprietary grants funds are used to account for the expenditures of resources accumulated from debt

issued by the city or from grants received by the city, as well as related interest earnings for capital
improvement projects,

The general fund, governmental grants fund, and utility fund are all reported as major funds.

When an expenditure is incurred for purposes for which both restricted and unrestricted (committed,
assigned, or unassigned) amounts are available, it is the City’s policy to generally consider restricted
amounts to have been reduced first. When an expenditure is incurred for purposes for which amounts in
any of the unrestricted fund balance classifications could be used, it is the policy of the City that
committed amounts would be reduced first, followed by assigned amounts, and then unassigned amounts.
In both instances, when a proposed expenditure is made with specific balances identified as the source of
the funding, that specific fund balance will be used.

All expenses incurred by the City are properly segregated and accounted for in the fund to which the
expenses apply. Certain general and administrative expenses are allocated to the proprietary fund and to
the governmental fund based on the level of services rendered through each fund as estimated by
management,



CITY OF ELKHART, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

Assets, Liabilities, and Net Position or Fund Balance

Deposits and Investments

The City’s cash and cash equivalents are considered to be cash on hand, demand deposits, money market
accounts, and certificates of deposit or short-term, highly liquid investments that are readily convertible to
known amounts of cash and so near maturity that they present insignificant risk of changes in value
because of changes in interest rates. Cash equivalents include investments with original maturities of
three months or less and are stated at fair value.

Certificates of deposit consist of deposits with maturities greater than three months. Certificates of
deposit are recorded at cost, which approximates market value. The City did not own any certificates of
deposit at year end or at any time during the year.

The City is required by the Public Funds Collateral Act (Government Code, chapter 2257) to maintain
security for all deposits of funds that exceed coverage provided by the Federal Deposit Insurance
Corporation (FDIC). As of the balance sheet date, the City’s cash deposits were fully collateralized by
securities pledged by the depository banks. Based on audit procedures conducted in conjunction with the

audit of the basic financial statements, the City complied with the requirements of the Public Funds
Collateral Act.

The City is required by the Public Funds Investment Act (Government Code, chapter 2256) (the *“Act”) to
adopt, implement, and publicize a written investment policy which primarily emphasizes safety of
principal and liquidity, and addresses investment diversification, yield, and maturity. Additionally, the
policy must address the quality and capability of investment management and include the types of
investments in which the entity may invest its funds, as well as the maximum allowable stated maturity of
any individual investment, the maximum dollar-weighted average maturity allowed based on the stated
maturity date for the portfolio of pooled fund groups, and bid requirements for certificates of deposit.

The City is authorized to invest in financial instruments, as authorized by the Act, including:

e U.S. Treasury securities which have a liquid market; direct obligations of the State of Texas, and
other obligations that are guaranteed by the State of Texas or United States of America;

» obligations of states, agencies, counties, and other political subdivisions of any state having been
rated as investment quality by a nationally recognized investment rating firm and having received
a rating of not less than “A” or its equivalent;

e fully insured or collateralized certificates of deposit at commercial banks;

» repurchase agreements collateralized by U.S. Treasury or U.S. Government Agency securities in
accordance with a master repurchase agreement;

¢ joint pools of political subdivisions in the State of Texas which invest in instruments and follow
practices allowed by current law (the pool must be continuously rated no lower than “AAA™ or
“AAA-m” by at least one nationally recognized rating service).

The Act also requires an annual audit of investment practices. The City did not have any investments at
year end or at any time during the current fiscal year.
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CITY OF ELKHART, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

Fair Value of Financial Instruments

The City evaluates the fair value of its non-investment financial instruments based on the current interest
rate environment and current pricing of debt instruments with comparable terms. The carrying value of
all non-investment financial instruments, including debt, is considered to approximate fair value.

Receivables

All customer and property tax receivables are shown net of an allowance for uncollectibles. These
allowances are reviewed annually by City management.

Restricted Assets

Certain assets are classified as restricted because they are maintained in separate accounts and their use is
limited by applicable bond covenants, grant agreements, laws or regulations, and/or other contractual
agreements.

Inventories

Inventories are valued at cost which approximates market, using the first-in/first-out method. Inventories
consist of expendable supplies and repair parts held for consumption. The cost of inventory is recorded as
an expenditure when used (consumption method).

Capital Assets and Depreciation

Capital assets, which include land, buildings and improvements, furniture and equipment, and
infrastructure assets are reported in the applicable governmental or business-type activities column in the
government-wide financial statements. Capital assets are recorded at historical cost or estimated
historical cost if purchased or constructed. Contributed capital assets are recorded at estimated fair
market value at the date received.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized.

Infrastructure assets are a subset of capital assets and primarily consist of roads and bridges. GASB No.
34 encourages but does not require Phase 3 governments (cities with revenues of less than $10 million) to
retroactively report major general infrastructure assets. New roads and bridges acquired after October 1,
2003 are required to be reported.

Capital assets are depreciated using the straight-line method. When capital assets are disposed, the cost
and applicable accumulated depreciation are removed from the respective accounts, and the resulting gain

or loss is recorded in operations.

The estimated useful lives are as follows:

Buildings and improvements 20 to 50 years
Utility plant and equipment 7 to 40 years
Machinery and equipment 5 to 20 years
Transportation equipment 5 years
Office furniture and equipment 5 to 10 years
Streets and drainage 10 years

-30-



CITY OF ELKHART, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

Deferred Inflows of Resources

In addition to liabilities, the statement of financial position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element represents an acquisition of net
position that applies to a future period(s) and so will not be recognized as an inflow of resources
(revenue) until that time. The City has one type of item, which arises only under a modified accrual basis
of accounting, that qualifies for reporting in this category. Accordingly, the item, unavailable revenue -
property taxes, is reported only on the governmental funds balance sheet. This amount is deferred and
recognized as an inflow of resources in the period that the amount becomes available,

Compensated Absences

Employees of the City are entitled to paid vacation and sick days, depending on length of service.

The City's policy is for employees to take their vacation within the City's fiscal year. 1f not used within
the time frame allotted, the vacation time is forfeited. Under certain Council-approved circumstances,
employees are allowed to carry over vacation time balances. No accrual is made to record year-end
vacation time carried over in this financial statement because the amount is immaterial.

Employee sick leave time may be carried over from one year to the next, but no cash payment for
accumulated sick leave is made when an employee separates from the City, whatever the reason. The
City's policy is to pay for, and expense, sick leave as it is taken.

Long-term Obligations

In the government-wide and proprietary fund financial statements, long-term debt and other long-term
obligations are reported as liabilities in the applicable governmental activities, business-type activities, or
proprietary fund type statement of net position. Bond premiums and discounts are deferred and amortized
over the life of the bonds using the straight-line method that approximates the effective interest method.
Bonds payable are reported net of the applicable bond premium or discount. [ssuance costs, whether or
not withheld from the actual debt proceeds received, are reported as debt service expenditures.

The governmental fund financial statements recognize bond premiums and discounts, as well as bond
issuance costs, during the current period. Premiums received on debt issuance are reported as other
financing sources while discounts on debt issuances are reported as other financing uses. lssuance costs,
whether or not withheld from the actual debt proceeds received, are reported as debt service expenditures.

Net Position and Fund Balances

In the government-wide financial statements, the difference between the City’s total assets and total
liabilities represents net position. Net position is displayed in three components — invested in capital
assets, net of related debt; restricted; and unrestricted. At September 30, 2014, restricted net position
represents monies that are legally restricted for payment of debt service. Unrestricted net position
represents the net position available for future operations.

In the governmental fund financial statements, fund balances are classified as follows:
Non-spendable — amounts that cannot be spent either because they are in non-spendable form

(such as inventories and prepaid amounts) or because they are legally or contractually required to
be maintained intact.
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CITY OF ELKHART, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

Restricted — amounts that can be spent only for specific purposes due to constraints imposed on
resources either (a) externally by creditors (such as through debt covenants), grantors,
contributors, or laws or regulations of other governments; or (b) imposed by law through
constitutional provisions or enabling legislation.

Committed — amounts that can only be used for specific purposes pursuant to constraints imposed
by formal resolutions or ordinances of the Council — the government’s highest level of decision
making authority. Commitments may be established, modified, or rescinded only through
ordinances or resolutions approved by the Council.

Assigned — amounts that do not meet the criteria to be classified as restricted or committed but
that are intended to be used for specific purposes.

Unassigned — all other spendable amounts.
Proprietary fund net position is classified the same as in government-wide statements.

Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgets and Budgetary Process

In accordance with the City's legal requirements, the City adopts an annual budget for the general fund.
Budgeted expenditures for the current year, as adopted in the original budget, may be amended to take
into account special authorizations of the City Council during the year. All appropriations lapse at the
end of each fiscal year. No amendments were made to the City's original budget during the current fiscal
year.

Restricted Balances

Bond covenants and other contractual provisions require that the City establish separate bank accounts,
with minimum balance requirements, for certain bond debt service and grant related capital expenditures.
The City maintained the minimum balance requirements in these accounts at all times during the year and
all debt service expenditures were made timely.

Deficit Balances

Generally accepted accounting principles require disclosure of individual funds that have deficit balances
at year end. At September 30, 2014, the governmental grants fund had a deficit balance. This deficit was
the result of timing of transfers between funds.
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DETAILED NOTES ON ALL FUNDS
ASSETS

Deposits and Investments

Interest Rate Risk. In accordance with its investment policy, the City manages its exposure to declines in
fair value by diversifying investments in terms of maturity.

Credit Risk. State law and the City’s investment policy limit investments to obligations of states,
agencies, counties, cities and other political subdivisions of any state rated as to investment quality by a
nationally recognized investment rating firm not less than A or its equivalent. As of September 30, 2014,
the City did not have any investments.

Custodial Credit Risk — Deposits. In the case of deposits, this is the risk that in the event of a bank
failure, the City’s deposits may not be returned. The City’s investment policy requires funds on deposit at
depository banks to be collateralized to the extent that the deposits exceed FDIC coverage. As of
September 30, 2014, the City’s cash deposits with depository banks totaled $588,336. All deposits were
fully collateralized by securities pledged by the depository banks with total collateral value of $563,041,
in addition to FDIC coverage.

Elkhart Volunteer Fire Department (“EVFD”) Donations

The City receives donations for the EVFD, generally through utility collections. These donations are
transacted through a separate cash account and remitted to the EVFD on a periodic basis. Both the cash
and offsetting liability are excluded from these financial statements. At September 30, 2014, the balance
of collections to be remitted to the EVFD totaled $100.

Receivables

Receivable and Uncollectible Accounts. The City’s receivables at year end, including the related
allowances for uncollectible accounts, are as follows:

Customer Property Sales
Accounts Taxes Taxes Other Totals
Receivables by activity
Governmental b - % 20,718 § 9,760 % 27,857 § 58,335
Business-type 105,081 - - - 105.081
Receivables, gross 105.081 20.718 9,760 27.857 163.416
Allowance for
uncollectibles
Governmental - (20,279) - - (20,279)
Business-type (15.262) - - S (15.262)
Total allowance (15.262) (20.279) - - {35.541)
Total receivables, net 3 89.8]19 § 439 § 9,760 § 27,857 § 127,875
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Property Taxes. Property taxes are levied on October 1 on the assessed value listed as of the prior
January 1 for all real and business personal property located in the City. Taxes are due upon receipt of
the tax bill and are delinquent if not paid before February 1 of the year following the year in which
imposed. On January 31 of each year, a tax lien attaches to property to secure the payment of all taxes,
penalties, and interest ultimately imposed. Property taxes are considered available when paid.

The property tax rate to finance general governmental services for the year ended September 30, 2014,
was $.29486 per 3100 of assessed valuation. The total taxable value and total tax levy assessed for the
year was $33,557,526 and $101,363, respectively. The City has contracted with the Anderson County
Central Appraisal District for the collection of property taxes.

Capital Assets

A summary of changes in capital assets for the year ended September 30, 2014 is as follows:

Governmental activities

Balance Deletions/ Balance
09/30/2013 Additions Placed in Svc 09/30/2014

Capital assets, not being depreciated

Land $ 2,350 § - 3 - % 2,350
Construction in progress 126,111 569.110 (676.509) 18.712
Total not being depreciated 128.461 569.110 (676.509) 21.062
Capital assets, being depreciated
Buildings and improvements 87,657 32,228 - 119,885
Machinery and equipment 22,140 27,000 - 49,140
Office equipment and furniture 17,329 - - 17,329
Streets 140.656 676.509 - 817,165
Total being depreciated 267.782 735.737 - 1,003.519
Less accumulated depreciation:
Buildings and improvements {22,096) (3,415) - (25,511)
Machinery and equipment (7.472) (5,084) - (12,556)
Office equipment and furniture (8,309) (2,394) - (10,703)
Streets (140.656) (15.871) - (156.527)
Total accumulated depreciation {178,533) (26.764) E (205,297)
Total being depreciated, net 89.249 708.937 - 798.222
Total capital assets, net by 217,710 §___1,278.083 % (676,509) $ 819,284
Less associated debt (683915)

Invested in capital assets, net of related debt b 135,369

Depreciation expense was charged to the following functions/programs of governmental activities as
follows:

General government $ 3,467
Fire protection 2,341
Streets 20.956

Total 5 26,764
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Business-type activities
Balance Deletions/ Balance
09/30/2013 Additions Placed in Svc 09/30/2014
Capital assets, not being depreciated
Land b 61203 $ - 3 - % 61,203
Total not being depreciated 61,203 - - 61.203
Capital assets, being depreciated
Plant and equipment 4,728,257 127,932 - 4,856,189
Transportation equipment 76,534 - - 76,534
Machinery and equipment 430,627 - - 430,627
Office equipment 1,586 - - 7.586
Total being depreciated 5.243.004 127.932 - 5.370.936
Less accumulated depreciation:
Plant and equipment (2,421,605) (186,502) - (2,608,107
Transportation equipment (62,981) (5,182) - (68,163)
Machinery and equipment (138,662) (31,819) - (170,481)
Office equipment (4.403) (1.576) E {5.979)
Total accumulated depreciation {2.627.651) {225.079) S (2.852.730)
Total being depreciated, net 1.615.353 (97.141 - 2.518.206
Total capital assets, net $ 1676556 § (97,147 § - $ 2,579,409
Less associated debt (35.145)
Invested in capital assets, net of related debt § 2,544,264

Depreciation expense of $225,079 was charged to the proprietary fund.

LIABILITIES

Interfund Receivables, Payables, and Transfers

The following interfund receivable and payable balances are the result of cash needed by the utility fund
until the fund is able to generate sufficient revenues to cover expenditures. These receivables and
payables are netted and eliminated on the government-wide statement of net assets.

At September 30, 2014, these internal balances consisted of the following:

Receivable Payable Net Totals
Governmental activities
General Fund 5 5578 % {11,190) 3 {5,612)
Debt Service Fund - (84) (84)
Governmental Grants Fund - {3.875) (3.875)
Total governmental activities 3 5578 % (15.149) § (9.571)
Business-type activities
Utility Fund $ 9,582 § (95) § 9,487
Proprietary Grants Fund 84 - 84
Total business-type activities b 9,066 % 95 % 93571
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Interfund transfers are indicative of re-allocation of revenues between funds with no anticipation of
repayment.

Net interfund transfers during the year consisted of the following;:

Transfers Transfers Net
Out In Totals
Governmental activities
General Fund $ 26,320 $ - 3 26,320
Debt Service Fund - (23,518) (23,518)
Governmental Grants Fund - (26.320) (26.320)
Total governmental activities h 26320 $ (49,838) $ (23,518)
Business-type activities
Utility Fund 3 23,518 $  (100,202) $ (76,684)
Proprietary Grants Fund 100,202 - 100,202
Total business-type activities b 123,720 $___(100,202) $ 23518

Capital Leases

The City has entered into a lease agreement as lessee for financing the acquisition of machinery and
equipment. This lease agreement qualifies as a capital lease for accounting purposes, and therefore, has
been recorded at the present value of its future minimum lease payments as of the inception date,

The asset acquired through a capital lease is as follows:

General Utility
Fund Fund
Asset:
Machinery and equipment $ - 3 70,703
Less accumulated depreciation - (11.391)
Total b - 3 59,312

The future minimum lease obligations and the net present value of these minimum lease payments as of
September 30, 2014, were as follows:

General Utility
Year ending September 30, Fund Fund
2015 3 - 3 14,175
2016 - 14,175
2017 - 8.268
Total minimum lease payments § - 3 36,618
Less amount representing interest - (1.473)
Present value of minimum lease payments h) - % 35,145
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Long-Term Debt
Long-term debt activity for the year ended September 30, 2014, was as follows:

Governmental activities

Balance Balance Due Within

09/30/13 Additions Reductions 09/30/14 One Year
Series 2005 bonds b 700,000 § - 8 (40,000) % 660,000 $ 100,000
Note payable - 27.310 {3.395) 23.915 4.904

Total long-termdebt  §_____700,000 $ 27,310 § (43,395 § 683915 § 104,904

Business-type activities

Balance Balance Due Within

09/30/13 Additions Reductions 09/30/14 One Year
Series 1999 bonds 3 50,000 §$ - % (50,000) % - 5 -
Capital lease 48.003 - (12.858) 35.145 13.290

Total long-termdebt §____98003 $________ - § ___(62.858) § 35,145 § 13,290

The annual debt service requirements to maturity for all long-term debt are as follows:

Governmental Activities Business-type Activities
Year Ending September 30, Principal Interest Principal Interest
2015 $ 104,904 § 28,945 § 13,290 § 885
2016 105,253 24,096 13,698 476
2017 110,627 19,110 8,157 112
2018 116,027 13,872 - -
2019 122,104 8,355 - -
2020-2024 125,000 2.812 - -
Total § 683915 ¥ 97,190 § 35145 % 1,473

Additional information regarding the City’s long-term debt obligations follows:

Note payable to CNH Industrial Capital. During the year, the City financed the purchase of a new tractor
and related accessories for $27,310. The note bears interest at 6.89% annually and is payable in 58 (fifty-
eight) monthly installments. The note matures in 2019 and is collateralized by the equipment that the
note serves to finance.

General Obligation Refunding Bonds, Series 2005. During the fiscal year ended September 30, 2006, the
City issued General Obligation Refunding Bonds, Series 2005, in the amount of $960,000. The bonds
were issued in order to retire the Waterworks and Sewer System Bonds Series 1989 and 1989-A and take
advantage of lower interest rates. The 2005 bonds were dated November 8, 2005, bear interest at 4.50%,
and mature in years through 2020. Bonds in increments of $5,000 may be called on February 15, 2015, or
on any date thereafter at the redemption price of par. The bond indenture allows the City to pay the bonds
from the proceeds of an additional ad valorem tax that may be levied by the City, and the City has
pledged any such proceeds to secure the payment. However, the City Council has elected to repay the
bonds from the City's proprietary fund revenues.
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Tax and Waterworks and Sewer System Surplus Revenue Certificates of Obligation, Series 1999. During
the fiscal year ended September 30, 2000, the City issued Tax and Waterworks and Sewer System Surplus
Revenue Certificates of Obligation, Series 1999, in the amount of $550,000. The bonds were dated
March 15, 1999, bear interest at 5.00% to 5.35%, and mature in years through 2014. Bonds in increments
of $5,000 may be called on August 15, 2009, or any date thereafter at the redemption price of par. The
bonds were issued for the purpose of water and sewer system improvements. The bonds are repaid from
and secured by a pledge of surplus net revenues of the City’s proprietary fund. During the year, the bonds
were fully paid-off and removed from the City’s books.

Bond Compliance Requirements. The bond ordinances require that during the period in which the bonds
are outstanding, the City must create and maintain certain accounts or funds to receive the proceeds from
the sale of the bonds and to account for the revenues (as defined) and/or taxes, which are pledged for
payment of the bonds. The assets can be used only in accordance with the terms of the bond ordinance
and for the specific purpose(s) designated therein.

At September 30, 2014, the City had $5,937 available in the debt service fund to service bond debt.

OTHER INFORMATION
Pension Plan

Plan Description. The City provides pension benefits for all of its eligible employees through a
nontraditional, joint contributory, hybrid defined benefit plan in the state-wide Texas Municipal
Retirement System (TMRS), an agent multiple-employer public employee retirement system. The plan
provisions that have been adopted by the City are within the options available in the governing 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, benefits and actuarial methods and assumptions used by the System.
The report may be obtained from TMRS' website at wiww. TMRS.com.

The plan provisions are adopted by the governing body of the City, within the options available in the
state statutes governing TMRS. The plan provisions for the City were as follows:

Plan Year 2013 Plan Year 2014

Employee deposit rate 5% 5%
Matching ratio (city to employee) ltol ltol
Years required for vesting 5 5
Service retirement eligibility

(expressed as age/years of service) 60/5, 0/25 60/5, 0/25
Updated Service Credit 100% Repeating, 100% Repeating,

Transfers Transfers

Annuity Increase (to retirees) 70% of CPI 70% of CPI

Contributions and Actuarial Information. Under the state law governing TMRS, the contribution rate for
each City is determined annually by the actuary, using the Entry Age Normal {EAN) cost method (EAN
was first used in the December 31, 2013 valuation; previously, the Projected Unit Credit actuarial cost
method had been used). This rate consists of the normal cost contribution rate and the prior service cost
contribution rate, which is calculated to be a level percent of payroll from year to year. The normal cost
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