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CITY OF IDALOU, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2016

As management of the City of Idalou (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, 2016. This discussion and analysis is designed to provide an
objective and easy to read analysis of the City's financial activities based on currently known
facts, decisions or conditions. It is intended to provide a broad overview using a short-term
and long-term analysis of the City's activities based on information presented in the financial
report. Specifically, this section is designed to assist the reader in focusing on significant
financial issues, provide an overview of the City's financial activity, identify changes in the
City's financial position (its ability to address the next and subsequent year challenges) and
identify individual fund issues or concerns. As with other sections of this financial report, the
information contained within this MD&A should be considered a part of a greater whole.

Financial Highlights

e The assets of the City exceeded its liabilities at the close of the fiscal year ending
September 30, 2016 by $3,974,380 (net position). Of this amount, $2,069,420
(unrestricted net position) may be used to meet the government’s ongoing obligations
to citizens and creditors.

e The City’s total net position increased by $263,301 from the previous year.
e The City paid off the remaining Series 1980 Revenue Bonds that were outstanding.
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: government-wide financial statements, fund financial statements, and notes to
the financial statements. This report also contains other supplementary information in
addition to the basic financial statements themselves.

Government-wide Financial Statements

The government-wide financial statements 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, liabilities, deferred
inflows and outflows of resources, with the difference reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator of whether the financial
position of the City is improving or deteriorating. The Statement of Net Position combines
and consolidates governmental funds’ current financial resources (short-term spendable
resources) with capital assets and long-term obligations. Other nonfinancial factors should
also be taken into consideration, such as changes in the City’s property tax base and the
condition of the City’s infrastructure (i.e. roads and streets, sidewalks, etc.) to assess the
overall health or financial condition of the City. The Statement of Activities presents
information showing how the City’s net position changed during the most recent fiscal year.
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All of the current year’s revenues and expenses are taken into account regardless of when
cash is received or paid. Thus, revenues and expenses are reported in this statement for some
items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and
earned but not used vacation leave). Both the Statement of Net Position and the Statement of
Activities are prepared utilizing the accrual basis of accounting as opposed to the modified
accrual basis used in prior reporting models.

In the Statement of Net Position and the Statement of Activities, the City is divided into two
kinds of activities:

e Governmental Activities — Most of the City’s basic services are reported here,
including the general administration, police, fire, EMS, streets, library, and parks.
Property taxes, sales tax and franchise fees finance most of these activities.

e Business-type Activities — The City charges a fee to customers to help it cover all or
most of the cost of certain services it provides. The City’s water and sewer system
and sanitation solid waste collection are reported here.

Reporting the City’s Most Significant Funds
Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds —
not the City as a whole. Some funds are required to be established by state law and by bond
covenants. However, the City establishes other funds to help it control and manage money for
particular purposes or to show that it is meeting legal responsibilities for using certain taxes,
grants and other money. The City’s two kinds of funds — governmental and proprietary —
utilize different accounting approaches.

e Governmental funds — The majority of the City’s basic services are reported in
governmental funds, which focus on how money flows into and out of those funds and
the balances left at year-end that are available for spending. These funds are reported
using an accounting method identified as the modified accrual basis of accounting,
which measures cash and all other financial assets that can readily be converted into
cash. The governmental fund statements provide a detailed short-term view of the
City’s general government operations and the basic services it provides.
Governmental fund information helps determine whether there are more or fewer
financial resources that can be spent in the near future to finance the City’s programs.
By comparing information presented for governmental funds with similar information
presented for governmental activities in the government-wide statements, readers may
better understand the long-term effect of the government’s near term financing
decisions. The relationships or differences between governmental activities (reported
in the Statement of Net Position and the Statement of Activities) and governmental
funds are detailed in a reconciliation following the fund financial statements.
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e The City maintains two governmental funds. The General Fund is considered a major
fund. The Debt Service Fund is another governmental funds that is presented for
additional analysis. Information for these funds is presented in the Governmental
Fund Balance Sheet and in the Governmental Fund Statement of Revenues,
Expenditures, and Changes in Fund Balance.

e Proprietary funds — The City charges customers for the services it provides. These
services are generally reported in proprietary funds. Proprietary funds are reported in
the same way that all activities are reported in the Statement of Net Position and the
Statement of Activities. In fact, the City’s enterprise funds (a component of
proprietary funds) are identical to the business-type activities that are reported in the
government-wide statements but provide more detail and additional information, such
as cash flows, for proprietary funds.

¢ The City maintains two individual enterprise funds. The City uses enterprise funds to
account for its water and sewer services and sanitation (solid waste disposal) services.
The funds provide the same type of information as the government-wide statements,
only in more detail. The proprietary fund financial statements provide separate
information for the water and sewer fund and the sanitation fund, both of which are
considered to be major funds of the City.

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 immediately following the basic financial statements.

Other Information

In addition to the basic financial statements and accompanying notes, this report presents
certain required supplementary information regarding the City’s budgetary comparative
information for the general fund and the City’s net pension liability and pension contributions.

THE CITY AS A WHOLE - Government-wide Financial Analysis

The City’s combined net position was $3.97 million as of September 30, 2016. Analyzing the
net position of the governmental and business-type activities separately, the business-type
activities net position is $2.575 million. This analysis focuses on the net position (table 1) and
changes in general revenues (table 2) and significant expenses of the City’s governmental and
business-type activities.

The largest portion of the City’s net position (approximately 48%) reflects its investment in
capital assets (e.g., land, buildings, machinery and equipment); less any outstanding debt used
to acquire those assets. The City uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the City's
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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 capital assets
themselves cannot be used to liquidate these liabilities.

Current and other assets
Capital assets
Deferred outflows of resources

Total assets and deferred
outflows of resources

Current liabilities
Long-term liabilities
Total liabilities

Net position
Net investment in capital assets
Restricted
Unrestricted
Total net position

Table 1
Summary of Net Position
Governmental Activities Business-type Activities Total

2015 2016 2015 2016 2015 2016
$ 30783268 $ 316,793.10 $ 1,589,392.56 $ 1,960,690.32 §$ 1,897,225.24 §$ 2,277,483.42
2,413,233.19  2,330,574.50 1,547,597.18 1.366,690.17 3,960,830.37 3,697,264.67
6,501.52 20,680.42 2,881.62 8,166.06 9,383.14 28,856.48
2,727,567.39  2,668,058.02  3,139,871.36 3,335,546.55 5,867,438.75 6,003,604.57
131,484.30 117,089.10 159,251.05 139,219.99 290,735.35 256,309.09
1,153,692.09 1,151,390.62 711,932.00 621,524.38 1,865,624.09 1,772,915.00
1,285,176.39 1,268,479.72 871,183.05 760,744.37 2,156,359.44 2,029,224.09
1,227,614.19 1,160,574.50 796,597.18 731,690.17 2,024,211.37 1,892,264.67
4,744.26 2,170.04 79,456.14 10,526.20 84,200.40 12,696.24
210,032.55 236,833.76 1,392,634.99 1,832,585.81 1,602,667.54 2,069,419.57
$1.442,391.00 $ 1,399,578.30 §$2,268,688.31 $2,574,802.18 § 3,711,079.31 $ 3,974,380.48

The net position of the City increased by $263,301 during the year ended September 30, 2016.

Governmental Activities

Property taxes including P & |

Sales tax

Fire department revenue
EMS revenue

EMS subsidy

Franchise fees
Municipal court revenue
Permits and licenses
Library revenue

Grants / Donations
Interest revenue
Donated assets

Other revenues

Table 2
Governmental Activity Revenues

2015 2016
$ 55921769 §$ 597,269.58
161,024.18 171,163.55
61,722.75 61,722.75
114,345.21 104,480.62
47,295.00 47,994.00
77,213.99 68,847.47
50,729.11 26,543.89
8,970.90 12,877.30
3,807.75 3,725.83
60,017.70
1,011.16 2,480.82
8,392.97
13,308.56 45,103.49

$ 1,098,646.30 $ 1,210,619.97
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The City’s governmental revenues were up approximately 10.2% from the prior fiscal year
with expenditures falling 0.67%.

The most significant governmental expenses for the City are general government

administration and public safety. Public safety expenses are offset by traffic fines, fire call
revenue from Lubbock County, EMS subsidy from University Medical Center, and EMS

revenue from patients.

Business-type Activities

Revenues of the City’s business-type activities were $1,221,000 for the period ended
September 30, 2016. Expenses for the City’s business-type activities were $879,886 for the
year, resulting in income before transfers of $341,114.

Revenues:
Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues:
Property taxes
Sales tax
Franchise fees
Other
Total Revenues

Expenses:
Administration
Judicial
Public safety
Public works
Parks
Library
Water and sewer
Sanitation
Interest
Total Expenses
Increase (decrease) in net position
before transfers
Transfers
Increase (decrease) in net position

Table 3
Changes in Net Position

Governmental Activities Business-type Activities Total
2015 2016 2015 2016 2015 2016

$ 185,038.86 $179,080.67 $ 1,125254.27 $1,213,053.67 $ 1,310,293.13 § 1,392,134.34
52,572.00 53,760.00 52,572.00 53,760.00
60,017.70 - 60,017.70
5569,217.69  597,269.58 559,217.69 597,269.58
161,024.18 171,163.55 161,024.18 171,163.55
77,213.99 68,847.47 77,213.99 68,847.47
63,579.58 80,481.00 1,523.60 7,946.39 65,103.18 88,427.39
1,098,646.30 1,210,619.97 1,126,777.87 1,221,000.06 2,225,424.17 2,431,620.03
393,789.65 388,772.88 393,789.65 388,772.88
67,666.97 59,011.82 67,666.97 59,011.82
587,198.00  589,850.65 587,198.00 589,850.65
152,144.53 163,143.65 152,144.53 163,143.65
23,580.15 16,227.76 23,590.15 16,227.76
26,441.35 27,188.41 26,441.35 27,188.41
655,746.33 608,983.44 655,746.33 608,983.44
232,110.13 245,558.73 232,110.13 245,558.73
45,981.25 44,237.50 30,428.13 25,344.02 76,409.38 69,581.52
1,296,811.90 1,288,432.67 918,284.59 879,886.19 2,215,096.49 2,168,318.86
(198,165.60) (77,812.70) 208,493.28 341,113.87 10,327.68 263,301.17

36,224.02 35.000.00 (36,224.02) (35,000.00) - -
$ (161,941.58) $ (42,812.70) $ 172,269.26 $ 306,113.87 $ 10,327.68 $§  263,301.17
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CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of the 2016 fiscal year, the City had approximately $3.697 million invested in a
broad range of fixed assets, including buildings, streets, water and sewer lines and equipment,

vehicles, police and fire department equipment.

Table 4
Capital Assets (Net of Accumulated Depreciation)

Governmental Business-type
Activities Activities Total
2015 2016 2015 2016 2015 2016
Land $ 21989891 $§ 21989891 $ 27,894.18 $ 2789418 $ 247,793.09 $ 247,793.09
Buildings and improvements 686,206.01 648,308.94 1,781.06 1,674.20 687,987.07 649,983.14
Land improvements 72,394.73 66,036.63 72,394.73 66,036.63
Street and infrastructure 1,137,400.85 1,080,550.36 1,137,400.85 1,080,550.36
Office furniture, equipment 13,086.73 6,147.58 13,086.73 6,147.58
Vehicles and equipment 274,9867.31 300,989.28 197,206.13 151,373.41 472,173.44 452,362.69
Library books and equipment 9,268.65 8,642.80 9,268.65 8,642.80
Water and sewer system 1,320,715.81 1,185,748.38 1,320,715.81 1,185,748.38
Totals $ 2413.233.19 $ 2,330.574.50 $ 154759718 $ 1,366,690.17 $ 3,960,830.37 $ 3,697,264.67

Debt

At year-end, the City had $1,805,000 in debt outstanding as compared to $1,936,619 at the
end of the prior fiscal year a decrease of approximately 6.8%. Table 5 indicates the
outstanding debt at September 30, 2015 and September 30, 2016.

Table 5
Outstanding Debt

Governmental Business-type
Activities Activities Total
2015 2016 2015 2016 2015 2016
Revenue Bonds $ $ $ 81,000.00 $ - $ 81,000.00 $ -
Certificates of Obligation 1,180,000.00 1,120,000.00 670,000.00 635,000.00 1,850,000.00 1,755,000.00
Notes payable 5,619.00 50,000.00 - 5,619.00 50,000.00
Totals $ 1,185619.00 $ 1,170,000.00 $ 751,00000 $ 635000.00 $ 1,936619.00 $ 1,805,000.00

During the year ended September 30, 2015 the City retired certificates of obligation in the
amount of $95,000 and revenue bonds in the amount of $81,000.
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General Fund Budgetary Highlights

The Council amended the budget in September 2016 for the year ending September 30, 2016
increasing budgeted revenues by approximately $197,806 and budgeted expenditures by
approximately $183,944.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

The City’s elected and appointed officials considered many factors when setting the fiscal
year 2016 budget, tax rate, and fees that will be charged for the business-type activities.
The City continues to practice conservative fiscal management to accomplish one of its top
short-term goals, to strengthen the balance sheet for future borrowing to improve
infrastructure within the City.

The City continues working on a strategic plan and capital improvement projects. The goal of
management is to develop short and long-term plans to address the needs and concerns of the
citizens of Idalou.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

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 questions about this report or need additional financial
information, contact Suzette Williams, at the City of Idalou, P O Box 1277, Idalou, Texas
79329.
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INDEPENDENT AUDITOR'S REPORT

Honorable Mayor, Members of the City Council
City of Idalou, Texas

We have audited the accompanying financial statements of the governmental activities, the business-type activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of the City of Idalou, Texas as of and for the year
ended September 30, 2016, 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.

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are frec 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 auditor's judgment, including the assessment of the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the 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, the aggregate discretely presented component units, each major fund, and the aggregate

remaining fund information of the City of Idalou, Texas as of September 30, 2016, and the respective changes in financial position and, where

1ppliqable, cash flows thereof for the year then ended in accordance with accounting principles generally accepted in the United States of
merica.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion and analysis, budgetary
comparison information, Schedule of Changes in Net Pension Liability and Schedule of Contributions on pages | through 7 and 42 through 45 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
§upplcmentary 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 inquirics, 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.

Vewd L Healin AL

David L Hettler PC
November 5, 2016



CITY OF IDALOU, TEXAS
STATEMENT OF NET POSITION
AS OF SEPTEMBER 30, 2016

Assets
Cash in bank and Texpool
Receivables
Taxes
Customer accounts, net
Sales tax
Interest
City of Idalou
Other governments
Restricted Assets
Cash in bank and Texpool
Capital Assets, Nondepreciable
Land
Capital Assets, Net of Accumulated Depreciation
Buildings and improvements
Streets and infrastructure
Land improvements
Office furniture and equipment
Vehicles, equipment and machinery
Library books and equipment
Water and sewer system

Total Assets

Deferred Outflow of Resources
Deferred outflows - pension contribution

Component
Primary Government Unit
Governmental  Business-type Idalou
Activities Activities Total EDC
$ 260,839.73 $1,830,229.08 $2,091,068.81 $157,371.15
32,421.70 32,421.70
118,236.08 118,236.08
1,573.05 1,573.05
47.64 125.91 173.55
5,257.98
21,313.99 21,313.99
2,170.04 10,526.20 12,696.24
219,898.91 27,894.18 247,793.09
648,308.94 1,674.20 649,983.14
1,080,550.36 1,080,550.36
66,036.63 66,036.63
6,147.58 6,147.58
300,989.28 151,373.41 452,362.69
8,642.80 8,642.80
1,185,748.38  1,185,748.38
2,647,367.60 3,327,380.49 5974,748.09 162,629.13
20,690.42 8,166.06 28,856.48 -

The accompanying notes are an integral part of these financial statements.
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Liabilities
Accounts payable
Accrued compensation payable
EDC payable
Bond escrow
Accrued interest payable
Utility deposits
Non-current Liabilities
Due within one year:
Note payable
Certificates of obligation payable
Due in more than one year:
Net pension liability
Certificates of obligation payable
Note payable
Total Liabilities

Net Position
Net investment in capital assets
Restricted for debt service
Unrestricted

Total Net Position

CITY OF IDALOU, TEXAS
STATEMENT OF NET POSITION
AS OF SEPTEMBER 30, 2016

Component
Primary Government Unit
Governmental  Business-type Idalou
Activities Activities Total EDC
$ 2265731 $ 33,07348 $ 5573079 §
13,428.50 6,511.04 19,939.54
5,257.98 5,257.98
300.00 300.00
5,445.31 3,080.47 8,5625.78
61,555.00 61,555.00
10,000.00 10,000.00
60,000.00 35,000.00 95,000.00
51,390.62 21,524.38 72,915.00
1,060,000.00 600,000.00 1,660,000.00
40,000.00 - 40,000.00
1,268,479.72 760,744.37  2,029,224.09 -
1,160,574.50 731,680.17  1,892,264.67
2,170.04 10,526.20 12,696.24
236,833.76  1,832,585.81 2,069,419.57 162,629.13
$1,399,5678.30 $2,574,802.18 §$3,974,380.48 $162,629.13

The accompanying notes are an integral part of these financial statements.
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Eunctions / Programs
Primary Govemment:

Govemmental Activities:
Administration
Judicial
Public safety - police department
Public safety - fire department
Public safety - EMS
Public works - street department
Parks
Library

Total Govemnmental Activities

Business-type Activities:
Water and sewer
Sanitation

Total Business-type Activities

Total Primary Government

Component Unit:
ldatou Economic Development

Property taxes
Sales tax
Franchise fees
Interest income
Transfers
Other
Total general revenues and transfers
Change in net position
Net position, October 1
Net position, September 30

CITY OF IDALOU, TEXAS

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Net (Expenses) Revenue and

Changes in Net Position

Program Revenues Component
Operating Capital Primary Government Unit
Charges for Grantsand Grantsand Govemmental Business-type Idalou
Expenses Services Contributions Contributions Activities Activities Total EDC
$ 433,01038 $ 1287730 $ $ (420,133.08) $ (420,133.08) $§
59,011.82 (59,011.82) (59,011.82)
307,705.88 25,030.00 (282,675.88) (282,675.88)
101,647.29 61,722.75 2.566.00 12,150.00 (25.208.54) (25,208.54)
180,497 .48 104,480.62 47,994.00 (28,022.86) (28.022.86)
163,143.65 22,837.70 (140,305.95) (140,305.95)
16,227.76 (16,227.76) (16.227.76)
27,188.41 3.200.00 {23.988.41) (23,988.41)
1,288,432.67 179,080.67  53,760.00  60,017.70  (995,574.30) - (995,574.30) -
634,327.46 951,041.63 316,714.17 316,714.17
245,558.73 262,012.04 16,453.31 16.,453.31
879,886.19 1,213,053.67 - - - 333,167.48 333,167.48 -
$2,168,318.86 $1,392,134.34 $ 53.760.00 $ 60,017.70 (995.574.30) 333,167.48 (662,406.82) -
$ 1423583 § - 3 - - - - - (14.235.83)
597,269.58 597,269.58
171,163.55 171,163.55 34,232.67
68,847.47 68,847 47
2,480.82 4,630.04 7,110.86 364.94
35,000.00 (35,000.00) -
78,000.18 3.316.35 81,316.53 1,000.00
952,761.60 {27,053.61) 925,707.99 35,597.61
(42,812.70) 306,113.87 263,301.17 21,361.78
1,442,391.00 2.268,688.31 _3.711.079.31 _ 141,267.35

$1.399,578.30 $2,574,802.18 $3,974,380.48 $162,629.13

The accompanying notes are an integral part of these financial statements.
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CITY OF IDALOU, TEXAS

BALANCE SHEET
GOVERNMENTAL FUNDS
AS OF SEPTEMBER 30, 2016
Total
Debt Governmental
General Service Funds
Assets
Cash in bank and Texpool $260,839.73 $ 2,170.04 $ 263,009.77
Receivables (net of allowance for uncollectibles)
Taxes 32,421.70 32,421.70
Interest 47.64 47.64
Due from other governments 21,313.99 21,313.99
Total Assets $ 31462306 $ 2,170.04 $ 316,793.10
Liabilities, Deferred Inflow of
Resources, and Fund Balance
Liabilities
Accounts payable $ 22657.31 $ $ 22,657.31
Accrued salaries payable - -
EDC payable 5,257.98 5,257.98
Bond escrow 300.00 300.00
Total Liabilities 28,215.29 - 28,215.29
Deferred Inflow of Resources
Unavailable revenue - property taxes 31,421.70 31,421.70
Total Deferred Inflow of Resources 31,421.70 - 31,421.70
Fund Balance
Assigned:
Debt service 2,170.04 2,170.04
Unassigned 254,986.07 254,986.07
Total Fund Balance 254,986.07 2,170.04 257,156.11
Total Liabilities, Deferred Inflow of
Resources, and Fund Balance $314623.06 $ 2170.04 $ 316,793.10

The accompanying notes are an integral part of these financial statements.
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CITY OF IDALOU, TEXAS
RECONCILIATION OF THE STATEMENT OF NET POSITION
OF GOVERNMENTAL FUNDS TO THE BALANCE SHEET
AS OF SEPTEMBER 30, 2016

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

Total fund balance per balance sheet $ 257,156.11

Capital assets used in the operation of governmental funds are not financial
resources and, therefore, are not reported in the funds. These assets consist of:

Land 219,898.91
Buildings and improvements 1,137,697.20
Streets and infrastructure 1,972,357.73
Land improvements 112,790.27
Office furniture and equipment 165,844.38
Vehicles, equipment and machinery 1,415,004.39
Library books and equipment 112,320.61
Accumulated depreciation (2,805,338.99)
2,330,574.50
Other long-term assets are not available to pay current period expenditures
and, therefore, are deferred in the funds.
Property taxes 31,421.70
31,421.70
Contributions to the pension plan in the current fiscal year are deferred
outflows of resources on the Statement of Net Position 20,690.42
Long-term liabilities are not due and payable in the current period and, therefore,
are not reported in the funds. These liabilities consists of:
Accrued interest payable (5,445.31)
Accrued vacation payable (13,428.50)
Net pension liability (51,390.62)
Note payable (50,000.00)
Certificates of obligation payable (1,120,000.00)
(1,240,264.43)
Net position of governmental activities $ 1,399,578.30

The accompanying notes are an integral part of these financial statements.
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CITY OF IDALOU, TEXAS

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
GOVERNMENTAL FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2016

Revenues
Property taxes
Sales tax
Fire department revenue
Permits and licenses
Municipal court revenue
Franchise fees
EMS revenue
EMS subsidy
Interest revenue
Grant proceeds
Library revenue
Donated assets
Miscellaneous

Total Revenues

Expenditures

Administration
Judicial
Public safety - police department
Public safety - fire department
Public safety - EMS
Public works - street department
Parks
Library
Capital outlay
Debt service --

Interest

Total Expenditures

Excess (Deficiency) of Revenues

Over (Under) Expenditures

Other Financing Sources (Uses)
Loan proceeds
Principal payments on debt
Transfers in
Transfers out

Total Other Financing Sources and Uses

Net Change in Fund Balance
Fund Balance, September 1

Fund Balance, September 30

Total
Debt Governmental
General Service Funds
$ 49151388 §$ 101,888.28 $ 593,402.16
171,163.55 171,163.55
61,722.75 61,722.75
12,877.30 12,877.30
26,543.89 26,543.89
68,847.47 68,847.47
104,480.62 104,480.62
47,994.00 47,994.00
2,480.82 2,480.82
60,017.70 60,017.70
3,725.83 3,725.83
8,392.97 8,392.97
45,377.64 45,377.64
1,105,138.42 101,888.28 1,207,026.70
337,275.33 337,275.33
59,112.83 59,112.83
268,056.78 268,056.78
64,447.08 64,447.08
166,348.33 166,348.33
43,501.32 43,501.32
2,470.64 2,470.64
23,996.31 23,996.31
191,473.24 191,473.24
44,462.50 44,462.50
1,156,681.86 44,462.50 1,201,144.36
(51,543.44) 57,425.78 5,882.34
50,000.00 50,000.00
(5,619.00) (60,000.00) (65,619.00)
35,000.00 35,000.00
79,381.00 (60,000.00) 19,381.00
27,837.56 (2,574.22) 25,263.34
227,148.51 4,744.26 231,892.77
$ 254,986.07 $ 2170.04 $ 257,156.11

The accompanying notes are an integral part of these financial statements.
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CITY OF IDALOU, TEXAS
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2016

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

Net change in fund balance -- total governmental funds

Governmental funds report capital outlays as expenditures. However,
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.

Capital outlay 191,473.24
Depreciation expense (274,131.93)

Repayment of principal on long-term debt is reported in the governmental
funds as an expenditure, but is reported as a reduction in long-term debt
in the statement of net position and does not affect the statement of
activities. The amount of long-term debt principal payments:

Some revenue reported in the statement of activities do not provide current
financial resources and therefore are not reported as revenues
in governmental funds.
Change in property taxes receivable
Change in miscellaneous revenue

Some expenses reported in the statement of activities do not require
current financial resources and therefore are not reported as
expenditures in governmental funds.

Change in pension expense
Change in accrued vacation payable
Change in accrued interest payable
Change in note payable

Change in net position of governmental activities

The accompanying notes are an integral part of these financial statements.
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$ 25263.34

(82,658.69)

65,619.00

3,867.42
(274.15)

(3,235.48)
(1,619.14)
225.00

(50,000.00)
$  (42,812.70)



CITY OF IDALOU, TEXAS
STATEMENT OF NET POSITION
PROPRIETARY FUNDS
AS OF SEPTEMBER 30, 2016

Assets
Current Assets
Cash in bank and Texpool
Receivables (net of allowance for uncollectibles)
Customer accounts
Sales tax
Accrued interest receivable

Total Current Assets

Non-current Assets
Restricted
Cash in bank and Texpool

Total Restricted Non-current Assets

Capital Assets, Nondepreciable
Land

Capital Assets, Depreciable
Water and sewer system
Sanitation and recycle system
Accumulated depreciation

Total Capital Assets, Net
Total Non-current Assets

Total Assets

Deferred Outflow of Resources
Deferred outflows - pension

Total Assets and Deferred Outflow of Resources

Water and
Sewer Sanitation Total

$1,491,296.75 $338,932.33 $ 1,830,229.08

91,494.26 26,741.82 118,236.08
1,5673.056 1,573.05
125.91 125.91

1,682,916.92  367,247.20 1,950,164.12

10,526.20 10,526.20
10,5626.20 - 10,526.20
17,021.18 10,873.00 27,894.18
4,351,189.80 4,351,189.90

571,556.92 571,556.92
(3,102,582.02) (481,368.81) _(3,583,950.83)

1,265,629.06 101,061.11 1,366,690.17
1,276,1565.26 101,061.11 1,377,216.37
2,859,072.18  468,308.31 3,327,380.49

8,166.06 8,166.06

$ 2,867,238.24 §468,308.31 $ 3,335,546.55

The accompanying notes are an integral part of these financial statements.
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CITY OF IDALOU, TEXAS

STATEMENT OF NET POSITION
PROPRIETARY FUNDS
AS OF SEPTEMBER 30, 2016
Water and
Sewer Sanitation Total
Liabilities
Current Liabilities (payable from current assets)
Accounts payable $ 1560007 $ 1747341 $  33,073.48
Accrued compensation payable 6,511.04 6,5611.04
Total Current Liabilities (payable from
current assets) 22,111.11 17,473.41 39,584.52
Current Liabilities (payable from restricted assets)
Accrued interest payable 3,080.47 3,080.47
Utility deposits 61,555.00 61,555.00
Bonds payable, current 35,000.00 35,000.00
Total Current Liabilities (payable from
restricted assets) 99,635.47 - 99,635.47
Non-current Liabilities
Net pension liability 21,524.38 21,524.38
Bonds payable, non-current 600,000.00 600,000.00
Total Non-current Liabilities 621,524.38 - 621,524.38
Total Liabilities 743,270.96 17,473.41 760,744.37
Net Position
Net investment in capital assets 630,629.06 101,061.11 731,690.17
Restricted for debt service 10,526.20 10,526.20
Unrestricted 1,482,812.02  349,773.79 1,832,585.81
Total Net Position 2,123,967.28  450,834.90 2,574,802.18
Total Liabilities and Net Position $ 2,867,238.24 $468,308.31 $ 3,335,546.55

The accompanying notes are an integral part of these financial statements.
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CITY OF IDALOU, TEXAS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN NET POSITION
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Revenues
Water revenue
Wastewater revenue
Sanitation revenue
Spraying revenue
Penaity revenue
Water and sewer taps
Miscellaneous revenue

Total Operating Revenues

Operating Expenses

Depreciation
Insurance - health
Materials and supplies
Payroll tax
Retirement
Salaries and wages
Training and travel
Operating and maintenance
Vehicle fuel and maintenance
Professional services
Other contractual services
Utilities
Credit card fees

Total Operating Expenses
Operating Income (Loss)

Non-operating Revenue (Expense)
Interest income
Interest expense
Total Non-operating Revenue (Expense)
Income (Loss) Before Transfers
Operating transfers in
Operating transfers out
Change in Net Position
Total Net Position, October 1
Total Net Position, September 30

The accompanying notes are an integral part of these financial statements.
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Business-type Activities
Enterprise Funds

Water and
Sewer Sanitation Total
$ 672,681.21 $ 672,681.21
248,334.03 248,334.03
262,012.04 262,012.04
29,923.70 29,923.70
102.69 102.69
2,549.11 767.24 3,316.35
953,690.74  262,779.28 1,216,370.02
182,422.75 19,459.94 201,882.69
23,304.52 23,304.52
45,101.16 9,258.96 54,360.12
13,322.67 701.15 14,023.82
8,141.07 8,141.07
165,148.26 15,192.42 180,340.68
4,467.71 4,467.71
48,530.37 7,596.06 56,126.43
12,944.90 12,944.90
11,292.89 78.00 11,370.89
46,973.87 193,272.20 240,246.07
41,045.31 41,045.31
6,287.96 6,287.96
608,983.44  245,558.73 854,542.17
344,607.30 17,220.55 361,827.85
4,630.04 4,630.04
(25,344.02) (25,344.02)
(20,713.98) - (20,713.98)
323,893.32 17,220.55 341,113.87
(35,000.00) (35,000.00)
288,893.32 17,220.55 306,113.87
1,835,073.96 433,614.35 2,268,688.31

$ 2,123,967.28 $450,834.90 $ 2,574,802.18




CITY OF IDALOU, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Cash Flows From Operating Activities
Cash received from customers
Cash payments to suppliers
Cash payments to employees

Net Cash Provided (Used) by Operating Activities

Cash Flows From Non-capital
Financing Activities
Operating transfers in
Operating transfers out
Net Cash Provided By (Used For) Non-capital
Financing Activities

Cash Flows From Capital and Related
Financing Activities
Acquisition and construction of capital assets
Repayment of long-term debt
Interest payment long-term debt
Net Cash Provided By (Used For) Capital
and Related Financing Activities

Cash Flows From Investing Activities
Interest received

Net Cash Provided By Investing Activities

Net Increase (Decrease) in Cash
and Cash Equivalents
Cash and cash equivalents, September 1

Cash and cash equivalents, September 30

Cash in bank and Texpool
Restricted cash in bank and Texpool

Total cash and cash equivalents

Business-type Activities
Enterprise Funds

Water and

Sewer Sanitation Total

$ 975372.04 $ 262,530.94 $ 1,237,902.98

(256,534.44)  (209,404.74)  (465,939.18)
(172,547.25) _ (15,192.42) __ (187,739.67)
546,290.35 37,933.78 584,224.13
(35,000.00) (35,000.00)
(35,000.00) - (35,000.00)
(10,815.68)  (10,160.00) (20,975.68)
(116,000.00) (116,000.00)
(25,812.77) (25,812.77)
(152,628.45)  (10,160.00)  (162,788.45)
4,691.06 4,691.06
4,691.06 - 4,691.06
363,352.96 27,773.78 391,126.74
1,138,469.99 _ 311,158.55 _ 1,449,628.54
$ 1,501,822.95 $ 338,932.33 $ 1,840,755.28
$1,491,296.75 $ 338,932.33 $ 1,830,229.08
10,526.20 10,526.20
$1,501,822.95 $ 338,932.33 $ 1,840,755.28

The accompanying notes are an integral part of these financial statements.
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CITY OF IDALOU, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Business-type Activities
Enterprise Funds

Water and
Sewer Sanitation Total

Reconciliation of operating income to net cash

provided by (used for) operating activities
Operating income (loss) $ 34460730 $ 17,22055 § 361,827.85
Adjustments to reconcile operating income to

net cash provided by operating activities:

Depreciation 182,422.75 19,459.94 201,882.69
Changes in operating assets and liabilities
(Increase) decrease in accounts receivable 20,016.30 (248.34) 19,767.96
(Increase) decrease in deferred outflows - pension (5,284.44) (5,284.44)
Increase (decrease) in accounts payable 3,670.05 1,501.63 5,071.68
Increase (decrease) in accrued expenses (7,398.99) (7,398.99)
Increase (decrease) in net pension liability 6,592.38 6,592.38
Increase (decrease) in meter deposits 1,765.00 1,765.00
Net cash provided (used) by operating activities $ 546,290.35 $ 37,933.78 $ 584,224.13

The accompanying notes are an integral part of these financial statements.
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CITY OF IDALOU, TEXAS

NOTES TO THE FINANCIAL STATEMENTS
September 30, 2016

1. Summary of Significant Accounting Policies

The City of Idalou, Texas (the City) operates under a mayor — council (5 council members) form of
government and provides the following services: Public Safety (Police, Fire, and Ambulance), Highways
and Streets, Sanitation, Public Improvements (Water and Sewer Systems), Planning and Zoning, and
General Administrative Services. Volunteers staff the fire department.

The accounting and reporting policies of the City relating to the activities included in the accompanying
financial statements conform to generally accepted accounting principles (GAAP) as applicable to state and
local governments. Generally accepted accounting principles for local governments include those
principles prescribed by the Governmental Accounting Standards Board (GASB), the American Institute of
Certified Public Accountants in the publication entitled Audits of State and Local Governmental Units and
by the Financial Accounting Standards Board (when applicable). The City’s reporting entity applies all
relevant Governmental Accounting Standards Board (GASB) pronouncements.

A. Financial Reporting Entity

As required by generally accepted accounting principles, these financial statements present the City (the
primary government) and its component units, if applicable. The City’s financial statements include the
accounts of all City operations. Component units are organizations for which the City is financially
accountable and all other organizations for which the nature and significance of their relationship with the
City are such that exclusion would cause the reporting entity’s financial statements to be misleading or
incomplete. Financial accountability exists if the City appoints a voting majority of an organization’s
governing board and is either able to impose its will on that organization or there is a potential for the
organizations to provide specific financial benefits to, or impose specific financial burdens on, the City.
The City may be financially accountable for governmental organizations with a separately elected
govemning board, a governing board appointed by another government, or a jointly appointed board that is
fiscally dependent on the City. The financial statement of the component units may be discretely presented
in a separate column from the primary government or blended with the financial statements of the primary
government. The criteria for including organizations as component units within the City’s reporting entity,
as set forth in Section 2100 of GASB’s Codification of Governmental Accounting and Financial Reporting
Standards, include whether:

The organization is legally separate (can sue and be sued in their own name)

The City holds the corporate powers of the organization

The City appoints a voting majority of the organization’s board

The City is able to impose its will on the organization

The organization has the potential to impose a financial benefit/burden on the City
There is fiscal dependency by the organization on the City

Based on the aforementioned criteria, the City of Idalou has a single component unit, the Idalou Economic
Development Corporation (EDC). The EDC was formed to provide economic growth in the City. The
governing board of the EDC is appointed by the City Council. The City has assigned a portion of its sales
tax revenues to the EDC for future economic development of the City. The EDC does not issue separate
financial statements. During the fiscal year ended September 30, 2016 the City allocated $34,232.67 of its
sales tax revenue to the EDC.
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CITY OF IDALOU, TEXAS

NOTES TO THE FINANCIAL STATEMENTS
September 30, 2016

B. Government-wide and Fund Financial Statements

Financial information of the City is presented as follows:

e Management’s Discussion and Analysis introduces the basic financial statements and provides an
analytical overview of the City’s financial activities.

e  Basic Financial Statements: Government-wide financial statements consist of a statement of net
position and a statement of activities.

These statements report all of the non-fiduciary activities of the government.
Governmental activities are reported separately from business-type activities.
Governmental activities are normally supported by taxes and intergovernmental revenues
whereas business-type activities are normally supported by fees and charges from
services and are usually intended by management to be financially self-sustaining.

The statement of activities presents a comparison between direct expenses and program
revenues for the different business-type activities of the City and for each function of the
City’s governmental activities. Direct expenses are those that are clearly identifiable
with a specific program or function. Program revenues include (a) charges to customers
or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or program and (b) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function or
program. Revenues that are not classified as program revenues, including all taxes and
other items, are presented as general revenues.

e Fund Financial Statements consist of a series of statements focusing on information about the
City’s major governmental and enterprise funds. Due to the small size of the City and the limited
number of funds the City considers all funds to be major funds. Separate financial statements are
presented for the governmental and enterprise funds.

The basic financial statements include both government-wide (based on the City as a whole) and fund
financial statements. The government-wide financial statements (i.e., the statement of net position and the
statement of activities) report information on all of the non-fiduciary activities of the primary government.
Governmental activities, which normally are supported by taxes and intergovernmental revenues, are
reported separately from business-type activities, which rely to a significant extent on fees and charges for
support. The previous reporting model emphasized fund types (the total of all funds of a particular type), in
the new reporting model as defined by GASB Statement No. 34 the focus is either the City as a whole or
major individual funds (within the fund financial statements).

The government-wide statement of activities demonstrates the degree to which the direct expense of a
functional category (Public Safety, Public Works, etc.) or activity is offset by program revenues. Direct
expenses are those that are clearly identifiable with a specific function or activity. Indirect expenses are
allocated based on the annual cost allocation plan. Program revenues include 1) charges to customers or
applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a given
function or activity, 2) grants and contributions that are restricted to meeting the operational requirements
of a particular function or activity and 3) grants and contributions that are restricted to meeting the capital
requirements of a particular function or activity. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

The net cost (by function or business-type activity) is normally covered by general revenue (property,
sales, franchise taxes, intergovernmental revenues, interest income, etc.).
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CITY OF IDALOU, TEXAS

NOTES TO THE FINANCIAL STATEMENTS
September 30, 2016

Separate fund based financial statements are provided for governmental funds and proprietary funds.
Major individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements. The major governmental fund is the general fund. GASB
Statement No. 34 sets forth minimum criteria (percentage of assets, liabilities, revenues or
expenditures/expenses of either fund category for the governmental and enterprise combined) for the
determination of major funds. The nonmajor funds are combined in a column in the fund financial
statements, if applicable.

The government-wide focus is more on the sustainability of the City as an entity and the change in
aggregate financial position resulting from the activities of the fiscal period. The focus of the fund
financial statements is on the major individual funds of the governmental and business-type categories.
Each presentation provides valuable information that can be analyzed and compared to enhance the
usefulness of the information.

C. Measurement Focus and Basis of Accounting

Measurement focus refers to what is being measured; basis of accounting refers to when revenues and
expenditures are recognized in the accounts and reported in the financial statements. Basis of accounting
relates to the timing of the measurement made, regardless of the measurement focus applied.

The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting, as are the proprietary fund statements. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows.
Property taxes are recognized as revenues in the year for which they are levied. Grants and similar items
are recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund level financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon as they
are both measurable and available. Revenues are considered to be available when they are collected within
the current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within 60 days of the end of the current
fiscal period. Grant revenues availability period is generally considered to be one year. Expenditures
generally are recorded when a liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated absences and claims and judgments, are
recorded only when the liability has matured and payment is due. General capital asset acquisitions are
reported as expenditures in governmental funds. Proceeds of general long-term debt are reported as other
financing sources.

Ad valorem, franchise and sales tax revenues in the General Fund are recognized under the susceptible to
accrual concept. Licenses and permits, charges for services, fines and forfeitures, contributions, and
miscellaneous revenues are recorded as revenues when received in cash as the resulting receivable is
immaterial. Investment earnings are recorded as earned since they are measurable and available. In
applying the susceptible to accrual concept to intergovernmental revenues, the legal and contractual
requirement of the numerous individual programs are used as guidance. There are, however, essentially
two types of these revenues. In one, monies must be expended for the specific purpose or project before
any amounts will be paid to the City; therefore, revenues are recognized based upon the expenditures
recorded. In the other, monies are virtually unrestricted as to purpose of expenditure and are usually
revocable only for failure to comply with prescribed compliance requirements. These resources are
reflected as revenues at the time of receipt or earlier if the susceptible to accrual criteria are met.

Business-type activities and all proprietary funds are accounted for on a flow of economic resources
measurement focus. With this measurement focus, all assets and all liabilities associated with the operation
of these funds are included on the balance sheet. Proprietary fund-type operating statements present
increases (e.g., revenues) and decreases (e.g., expenses) in net total assets. Proprietary funds distinguish
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CITY OF IDALOU, TEXAS

NOTES TO THE FINANCIAL STATEMENTS
September 30, 2016

operating revenues and expenses from non-operating items. Operating revenues and expenses generally
result from providing services and producing and delivering goods in connection with a proprietary fund’s
principal ongoing operations. The principal operating revenues of the City’s water and sewer, and sanitary
landfill funds are charges to customers for sales and services. Operating expenses for the enterprise funds
include the cost of sales and services, administrative expense, and depreciation on capital assets. All
revenues and expenses not meeting this definition are reported as non-operating revenues and expenses.

The following major funds are used by the City:

1.

Governmental Funds:

The following is a description of the Governmental Funds of the City:

a. General Fund accounts for several of the City’s primary services (Public Safety, Public
Works, General Administration, etc.) and is the primary operating unit of the City.
b. Debt Service Fund accounts for the resources accumulated and payments made for
principal and interest on long-term debt of the governmental funds, when applicable.
Proprietary Funds:

The following is a description of the major Proprietary Funds of the City:

a.

Water and Sewer Fund accounts for the operation of the City’s water and sewer utility.
Activities of the fund include administration, operation and maintenance of the water and
sewer system and billing and collection activities. The Fund also accounts for the
accumulation of resources for, and the payment of, long-term debt principal and interest
for revenue bonds and obligations under capital leases when due throughout the year. All
costs are financed through charges made to utility customers with rates reviewed
regularly and adjusted if necessary to ensure integrity of the Fund.

Sanitation Fund accounts for the operations of the City’s trash collection and disposal.
Customers are billed monthly at a rate sufficient to cover the cost of providing such
service.

3. Non-Current Governmental Assets/Liabilities:

GASB Statement No. 34 eliminates the presentation of Account Groups, but provides for these records
to be maintained and incorporates the information into the Governmental Activities column in the
government-wide Statement of Net Position.

D. Encumbrances

The City does not use an encumbrance system of accounting.

E. Cash, Cash Equivalents and Investments

The City maintains a pooled cash account that is shared by the General Fund, the Water and Sewer Fund,
and the Sanitation Fund. Each fund’s portion of this pooled cash is allocated through its cash and cash in
bank account on the balance sheet or statement of net position. The funds pool their operating cash for the
purpose of cash management and to increase income through combined investment activities. In addition,
non-pooled cash is separately held and reflected in each fund’s balance sheet when applicable.
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CITY OF IDALOU, TEXAS

NOTES TO THE FINANCIAL STATEMENTS
September 30, 2016

The cash and cash equivalents reflected in the statement of cash flows for the Proprietary Funds are made
up of cash on hand, cash in the City’s depository bank, certificates of deposit and investments in Texpool.
Investments are considered to be cash equivalents if they are highly liquid with maturities within three
months or less. Cash deposits and investments are reported at carrying amount (cost), which equals fair
value, in accordance with GASB Statement No. 31. For the period ended September 30, 2016 the only
investments owned by the City were certificates of deposit and funds invested in Texpool. The Texas
Public Funds Investment Act governs items such as investment strategies and policies, training for
investment officers, reporting requirements, and types of investments allowed. See Note 2.

F. Prepaid Items

Prepaid balances are for payments made by the City in the current year to provide services occurring in the
subsequent fiscal year.

G. Inventories
Inventories in Governmental and Proprietary Funds consist of expendable supplies. These amounts are not
significant and thus no provision has been made for these amounts in the financial statements. Inventory

items are expensed when purchased.

H. Interfund Receivables and Payables

Interfund receivables and payables are eliminated at the end of the fiscal year by reclassifying them as
operating transfers if management does not expect the receiving fund to be able to repay the payable within
a reasonable time. Interfund transfers are made to cover expenditures in funds with inadequate cash
balances to cover the expenses. These transfers are treated as operating transfers and are included in the
results of operations of both Governmental and Proprietary Funds.

I. Capital Assets

Property, plant and equipment purchased or acquired is carried at historical cost or estimated historical cost.
Contributed fixed assets are carried at estimated fair market value on the date donated. Public domain
(infrastructure) fixed assets consisting of roads, streets and sidewalks have been recorded at estimated
historical cost. Repairs and maintenance are recorded as expenses; renewals and betterments are
capitalized.

Assets capitalized have an original cost of $2,500 or more and a life expectancy of over three years.
Depreciation has been calculated on each class of depreciable property using the straight-line method.
Estimated useful lives are as follows:

Buildings and land improvements 10 — 40 years
Streets 20 years
Water and sewer system 10 — 40 years
Machinery and equipment 5 — 10 years

J. Compensated Absences

Full-time, permanent employees are granted vacation benefits in varying amounts to specified maximums
depending on tenure with the City. The City’s policy allows full time, permanent employees to accumulate
up to 240 hours of earned but unused vacation leave. Upon separation from service in good standing
employees are paid for any unused vacation leave subject to the 240 hour rule. Full time, permanent
employees are allowed to accrue up to 240 hours of sick leave. Upon separation of service from the City
accrued sick leave is cancelled without compensation to the employee. For the period ended September 30,
2016 the accrued vacation and comp time payable was $19,939.54.
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K. Deferred Qutflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of resources,
represents a consumption of net position that applies to a future period(s) and so will not be recognized as
an outflow of resources (expense/expenditure) until then. Currently, the City has only one item that
qualifies for reporting in this category, deferred pension contribution.

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, deferred inflows of resources,
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 currently has only 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, is reported only in the governmental funds balance sheet. The governmental
funds report unavailable revenue from property taxes. These amounts are deferred and recognized as an
inflow of resources in the period when the amounts become available.

L. Fund Equity

Fund equity at the governmental fund financial reporting level is classified as “fund balance”. Fund equity
for all other reporting is classified as “net position”.

Fund Balance — Generally, fund balance represents the difference between the assets and liabilities and
deferred inflows of resources under the current financial resources management focus of accounting. In the
fund financial statements, governmental funds report fund balance classifications that comprise a hierarchy
based primarily on the extent to which the City is bound to honor constraints on the specific purpose for
which amounts in those funds can be spent.

Fund balances are classified as follows:

Nonspendable ~ Fund balances are reported as nonspendable when amounts cannot be spent because they
are either (a) not in spendable form (i.e., items that are not expected to be converted to cash) or (b) legally
or contractually required to be maintained intact.

Restricted — Fund balances are reported as restricted when there are limitations imposed on their use either
through enabling legislation adopted by the City or through external restrictions imposed by creditors,
grantors, laws or regulations of other governments.

Committed — Fund balances are reported as committed when they can be used only for specific purposes
pursuant to constraints imposed by the City Council. Approval of a resolution after a formal vote of the
City Council is required to establish a commitment of fund balance. Similarly, the City Council may only
modify or rescind the commitment by formal vote and adoption of a subsequent resolution.

Assigned — Fund balances are reported as assigned when amounts are constrained by the City’s intent to be
used for specific purposes, but are neither restricted nor committed. The City Council, through City
Ordinance, has expressly delegated to the City Administrator the authority to assign funds for particular
purposes or through adoption or amendment of the budget as intended for a specific purpose.

Unassigned — Fund balances are reported as unassigned as the residual amount when the balances do not

meet any of the above criterion. The City reports positive unassigned fund balance only in the general
fund.
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Flow Assumptions — When both restricted and unrestricted fund balances are available for use, it is the
City’s policy to use restricted fund balance first, then unrestricted fund balance as needed. For unrestricted
amounts of fund balance, it is the City’s policy to use fund balance in the following order: (1) Committed,
(2) Assigned, (3) Unassigned.

M. Net Position

Net position represents the difference between assets, deferred outflows of resources, liabilities, and
deferred inflows of resources, in reporting which utilizes the economic resources measurement focus. In
the government-wide financial statements, net position is classified in the following categories:

Invested in capital assets, net of related debt

This category groups all capital assets, including infrastructure, into one component of net position.
Accumulated depreciation and outstanding balances of debt that are attributable to the acquisition,
construction, or improvement of these assets reduces this category.

Restricted net position

This category represents external restrictions imposed either: 1) by creditors (such as debt covenants),
grantors, contributors, or laws or regulations of other governments or 2) imposed by law through
constitutional provisions or enabling legislation.

Unrestricted net position
This category represents the net position of the City which are not restricted for any project or other

purpose.

Flow Assumptions — When both restricted and unrestricted fund balances are available for use, it is the
City’s policy to use restricted net position first, then unrestricted net position as needed.

N. Restricted Assets

Restricted assets include cash and investments of both governmental activities and business-type activities
that are legally restricted as to their use. The restricted assets are primarily related to debt service
requirements or capital asset acquisition. Certain resources of the water and sewer fund have been set aside
for capital asset acquisition and the repayment of debt and are classified as restricted on the statement of
net position because they are maintained in separate accounts and their use is limited by applicable bond
ordinances. The City records these reserves to indicate that a portion of cash and fund equity is legally
segregated for a specific future use. At September 30, 2016 the proprietary funds had $10,526.20 restricted
for asset acquisition and debt service. When an expense is incurred for which both restricted and
unrestricted net position are available it is the City’s policy to first apply restricted resources to the
expense.

O. Reclassifications

Certain reclassifications have been made to fiscal year 2015 amounts to conform to the fiscal year 2016
presentation.

P. Capitalized Interest

In conformity with Financial Accounting Standards No. 34, “Capitalization of Interest Cost,” the City
capitalized interest costs for business-type activities only, net of related interest earned, from the date of
borrowing until the projects acquired with those funds are ready for their intended use. For the fiscal
period ended September 30, 2016, the City did not capitalized any interest costs associated with
construction projects.
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Q. Accounts Receivable and Unbilled Usage

Accounts receivable are recorded at the time the service is billed. Unbilled usage for service consumed
between periodic scheduled billing dates is estimated and is recognized as revenue in the period in which
the service is provided.

R. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

S. Pensions

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

2. Deposits and Investments

The City’s cash and investments can be subject to five types of risk which are examined in more detail as
follows:

CUSTODIAL CREDIT RISK OF BANK DEPOSITS - Custodial credit risk is the risk that in the event of
a bank failure, the City’s deposits may not be returned to it. State statutes require that all deposits in
financial institutions and investments be fully collateralized by U.S. Government obligations or obligations
of the State of Texas and its agencies that have a market value of not less than the deposit amounts to
prevent loss of public funds. The City has designated one bank for the deposit of its funds and at
September 30, 2016. At year-end, the carrying amount of the City’s bank deposits (checking and savings
accounts) was $231,989.94 and the respective bank balances totaled $277,792.94. The City had certificates
of deposit in the amount of $1,858,124.32 held by the City’s depository. The City’s total bank deposits and
investments on deposit were $2,135,917.26 of which $250,000.00 was covered by Federal Depository
Insurance. An additional $1,433,745.38 was covered by collateral held by the bank’s agent and pledged to
the City of Idalou at September 30, 2016. Approximately $450,000 in deposits were uncollateralized at
September 30, 2016. This issue was resolved in October 2016 when the bank pledged another $1,000,000
in securities to cover the City’s deposits.

CUSTODIAL CREDIT RISK OF INVESTMENTS - Custodial credit risk is the risk that, in the event of
the failure of the counterparty, the City will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party. The City minimizes this risk by investing in
certificates of deposit which are fully insured or collateralized and the Texpool investment which is rated
AAAm by Standard & Poor’s.

INTEREST RATE RISK - Interest rate risk is the risk that the value of investments will decrease as a
result of a rise in interest rates. The City’s certificates of deposit whose value is not dependent upon the
rate of interest are not subject to interest rate risk and the Texpool investment minimizes this risk by
investing in securities with short-term maturities.

28



CITY OF IDALOU, TEXAS

NOTES TO THE FINANCIAL STATEMENTS
September 30, 2016

CREDIT RISK - Credit risk is defined as the risk that an issuer or other counterparts to an investr.nel.n' in
debt securities will not fulfill its obligation. The City’s investment policy minimizes credit risk by limiting
investments to the safest types of securities.

CONCENTRATION OF CREDIT RISK - Concentration of credit risk is the risk of !os.s attributfzd to .the
magnitude of the City’s investment in a single issuer. This type of risk is minimized by investing
certificates of deposit and the highly rated Texpool.

FOREIGN CURRENCY RISK - Foreign currency risk is the risk that changes in foreigq exchqnge rates
will adversely affect the fair value of an investment or deposit. The City’s policy is not to invest in foreign
currencies which rules out any exposure to foreign currency risk.

Investments - Texas statutes authorize the types of investments allowable by the City. The City is
authorized to invest in U.S. Government obligations and its agencies or instrumentalities, fully
collateralized certificates of deposit, repurchase agreements, commercial paper, and direct obligations of
cities within the State of Texas. The City is also authorized to invest in direct obligations of the State of
Texas or its agencies, obligations of states, agencies, counties, and other political subdivisions, reverse
repurchase agreements, prime domestic bankers’ acceptances, money market funds, and government pools.

The City pools cash resources of its various funds in order to facilitate the management of cash. The
balance in the pooled cash account is available to meet current operating requirements.

The State Comptroller of Public Accounts exercises oversight responsibility over TexPool, the Texas Local
Government Investment Pool. Oversight includes the ability to significantly influence operations,
designation of management and accountability for fiscal matters. Additionally, the State Comptroller has
established an advisory board composed of both participants in TexPool and other persons who do not have
a business relationship with TexPool. The Advisory Board members review the investment policy and
management fee structure. Finally, TexPool is rated AAAm by Standard & Poor’s (their highest rating).
As a requirement to maintain the rating, weekly portfolio information must be submitted to Standard &
Poor’s, as well as the office of the Comptroller of Public Accounts for review.

TexPool operates in a manner consistent with the SEC’s Rule 2a7 of the Investment Company Act of 1940.
TexPool uses amortized cost rather than market value to report net position to compute share prices.
Accordingly, the fair value of the position in TexPool is the same as the value of TexPool shares.

Amounts invested in the TexPool are recorded at cost which is also the fair market value. Government
Pool investments are not categorized, in accordance with GASB No. 3, because they are not evidenced by

securities that exist in physical or book entry form. At September 30, 2016 the City had $13,250.79
invested in Texpool.

As of September 30, 2016, the City’s carrying amount of deposits and investments, related bank balances,
and other cash were as follows:

Financial
Carrying Institution
Amount Balance
Cash on hand $ 400.00 $ -
Demand deposits and savings 231,989.94 277,792.94
Certificates of deposit 1,858,124.32 1,858,124.32
Texpool 13,250.79 13,250.79
Total $ 2,103,765.05 $ 2,149,168.05
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3. Interfund Transfers

Interfund transfers during the period ended September 30, 2016 were as follows:

Operating Operating
Fund Transfers In Transfers Qut
General Fund $ 35,000.00 $
Debt Service Fund
Proprietary Funds 35,000.00

) 35,000.00 3 35,000.00

4. Debt and Interest Expense

Interest expense charged to the various functions within the City government is as follows:

9/30/2015 9/30/2016
Governmental activities $ 45,981.25 $ 44.,237.50
Business-type activities s 30,428.13 $ 25,344.02

At September 30, 2016 debt consisted of the following individual issues:

Series 2010 Revenue Certificates of Obligation are 3.25% - 4.125% interest bearing. Principal is due in
annual payments on February 15 and interest is due in semi-annual payments on February 15 and August
15. The balance at September 30, 2016 was $1,755,000 of which $95,000 is due within one year.

A note payable to Lubbock County dated August 6, 2016 which bears no interest. The note is due in
annual installments of $10,000.00. The balance at September 30, 2016 was $50,000.00 of which $10,000 is
due within one year.

Revenue Bonds

Water and Sewer Revenue Bonds constitute special obligations of the City solely secured by a lien on and
pledge of the net revenues of the water and sewer system. The Revenue Bonds are collateralized by the
revenue of the water and sewer system. The bond ordinances provide that the revenue of the system is to
be used first to pay operating and maintenance expenses of the system and second to establish and maintain
the Revenue Bond funds. Remaining revenues may then be used for any lawful purpose. The City is in
compliance with all significant financial requirements as of September 30, 2016.

General Obligation Bonds

General Obligation Bonds are direct obligations issued on a pledge of the general taxing power for the
payment of the debt obligations of the City. General Obligation Bonds and Certificates of Obligation
require the City to compute, at the time other taxes are levied, the rate of tax required to provide (in each
year bonds are outstanding) a fund to pay interest and principal at maturity. At September 30, 2016 the
City had no General Obligation Bonds or Certificates of Obligation outstanding.
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Changes in Outstanding Debt

Transactions for the period ended September 30, 2016 are summarized as follows:

Governmental Activities

Note Payable

Revenue Certificates of Obligation
Total Governmental Activities

Business -type Activities

Water and Sewer Fund

Revenue Bonds Payable

Revenue Certificates of Obligation

Total Water and Sewer Fund

Amount

Balance Balance Due Within
9/30/2015 Additions Retirements 9/30/2016 One Year

$ 5,619.00 $ 50,000.00 $ (5,619.00) $ 50,000.00 $ 10,000.00

1,180,000.00 (60,000.00) 1,120,000.00 60,000.00

$ 1,185619.00 $ 50,000.00 $ (65,619.00) $ 1,170,000.00 § 70,000.00
Amount

Balance Balance Due Within
9/30/2015 Additions Retirements 9/30/2016 One Year
$ 81,000.00 $ (81,000.00) $ - $ -

670,000.00 (35,000.00) 635,000.00 35,000.00

$ 751,000.00 $ - $ (116,000.00) § 635,000.00 $ 35,000.00

Annual Requirements to Retire Debt Obligations

The annual aggregate maturities of bonds, certificates of obligation, and notes payable for the years
subsequent to September 30, 2016 are as follows:

Year Ending Governmental Activities Business-type Activities
September 30 Principal Interest Principal Interest Total
2017 70,000.00 $ 4258750 $ 35,000.00 $§ 24,075.01 $ 171,662.51
2018 75,000.00 40,556.25 40,000.00 22,856.26 178,412.51
2019 75,000.00 38,362.50 40,000.00 21,506.26 174,868.76
2020 80,000.00 36,000.00 40,000.00 20,106.26 176,106.26
2021 80,000.00 33,375.00 40,000.00 18,606.26 171,981.26
2022-2026 400,000.00 121,075.00 225,000.00 67,731.30 813,806.30
2027-2030 390,000.00 33,150.02 215,000.00 18,015.65 656,165.67

5. Property Tax

1,170,000.00 $ 345,10627 $ 635,000.00 $

192,897.00 $§ 2,343,003.27

Property taxes are levied each October 1 on the assessed (appraised) value listed as of the prior January |
for all real and business personal property located in the City. Taxable assessed value represents the
appraisal value less applicable exemptions authorized by law. In Texas, central appraisal districts are
required under the Property Tax Code to access all property within the appraisal district on the basis of
100% of its market value and are prohibited from applying any assessment ratios. The value of property
within the appraisal district must be reviewed every three years. The City may challenge appraised values
established by the appraisal district through various appeals, and, if necessary, legal action. The Lubbock
Central Appraisal District establishes appraised values at 100% of estimated fair market value for the City.
The 2015 certified tax roll for the City was $99,166,548.
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Taxes are due on October | immediately following the levy date and are delinquent after the following
January 31. Tax liens are automatic on January | of each year. The tax lien is part of a lawsuit for property
that can be filed any time after taxes become delinquent (February 1). The 2015 tax rate was $0.608170
per $100 valuation. Current tax collections for the period ended September 30, 2016 were 97.79% of the
tax levy.

Property taxes are recorded as receivables and deferred revenues at the time the tax levy is billed in the
governmental fund financial statements. Revenues are recognized as the related ad valorem taxes are
collected. Additional amounts estimated to be collectible in time to be a resource for payment of
obligations incurred during the fiscal year and therefore susceptible to accrual in accordance with generally
accepted accounting principles have been recognized as revenue.

6. Grants

In the normal course of operations, the City receives grant funds from various Federal and State agencies as
well as private foundations. The grant programs are subject to audit by agents of the granting authority, the
purpose of which is to ensure compliance with conditions precedent to the granting of funds. Any liability
for reimbursement which may arise as a result of these audits is not believed to be significant.

7. Defined Benefit Pension Plans

Plan Description

The City of Idalou participates as one of 866 plans in the nontraditional, joint contributory, hybrid defined
benefit pension plan administered by the Texas Municipal Retirement System (TMRS). TMRS is an
agency created by the State of Texas and administered in accordance with the TMRS Act, Subtitle G, Title
8, Texas Government Code (the TMRS Act) as an agent multiple-employer retirement system for
municipal employees in the State of Texas. The TMRS Act places the general administration and
management of the System with a six-member Board of Trustees. Although the Governor, with the advice
and consent of the Senate, appoints the Board, TMRS is not fiscally dependent on the State of Texas.
TMRS’s defined benefit pension plan is a tax-qualified plan under Section 401(a) of the Internal Revenue
Code. TMRS issues a publically available comprehensive annual financial report (CAFR) that can
obtained at www.tmrs.com.

All eligible employees (full-time and employees who work in excess of 1,000 hours per year) of the City
are required to participate in TMRS.

Benefits Provided

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

At retirement, the benefit is calculated as if the sum of the employee’s contributions, with interest, and the
city-financed monetary credits with interest were used to purchase an annuity. Members may choose to
receive their retirement benefit in one of seven payment options. Members may also choose to receive a
portion of their benefit as a partial lump sum distribution (PLSD) in an amount equal to 12, 24, or 36
monthly payments which cannot exceed 75% of the total member deposits and interest.
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Plan Year 2015 Plan Year 2016
Employee deposit rate 5.0% 5.0%
Matching ratio (City to employee) 2to 1 2to ]
Years required for vesting 5 5
Service retirement eligibility
(expressed as age / years of service) 60/5, 0/20 60/5, 0/20
Updated Service Credit 0% 0%
Annuity Increase (to retirees) 0% of CPI 0% of CPI

Employees covered by benefit terms

At the December 31, 2014 and 2015 valuation and measurement dates, the following employees were
covered by the benefit terms:

Inactive employees or beneficiaries currently receiving benefits 0 0
Inactive employees entitled to but not yet receiving benefits 11 14
Active employees 13 14
Total 24 28

Contributions

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

Employees for the City of Idalou were required to contribute 5% of their annual gross earnings during the
fiscal year. The contribution rates for the City of Idalou were 4.03% and 4.16% in calendar years 2015 and
2016, respectively. The City’s contributions to TMRS for the year ended September 30, 2016 were
$23,674.20, and were equal to the required contributions.

Net Pension Liability

The City’s Net Pension Liability (NPL) was measured as of December 31, 2015, and the Total Pension
Liability (TPL) used to calculate the Net Pension Liability was determined by an actuarial valuation as of
that date.

Actuarial assumptions:

The Total Pension Liability in the December 31, 2015 actuarial valuations was determined using the
following actuarial assumptions:

Inflation 2.5% per year
Overall payroll growth 3.0% per year
Investment Rate of Return 6.75% net of pension plan investment expense, including inflation

Salary increases were based on a service-related table. Mortality rates for active members, retirees, and

beneficiaries were based on the gender-distinct RP2000 Combined Healthy Mortality Table with Blue
Collar Adjustment, with male rates multiplied by 109% and female rates multiplied by 103%.

33



CITY OF IDALOU, TEXAS

NOTES TO THE FINANCIAL STATEMENTS
September 30, 2016

For Cities with fewer than twenty employees, more conservative methods and assumptions are used. First,
lower termination rates are used for smaller cities, with maximum multipliers of 75% for employers with
less than 6 members, 85% for employers with 6 to 10 members, 100% for employers with 11 to 15
members, and 115% for employers with less than 100 members. There is also a load on the life expectancy
for employers with less than 15 active members. The life expectancy will be loaded by decreasing the
mortality rates by 1% for every active member less than 15. For example, an employer with 5 active
members will have the baseline mortality tables multiplied by 90% (10 active members times 1%). For
underfunded plans, the maximum amortization period for amortizing gains and losses is decreased from
current levels by 1 year for each active member less than the 20 member threshold. For example, an
employer with 8 active members and a current maximum amortization period of 25 will use (25-(20-8)) =
13 year amortization period for the gain or loss in that year’s valuation. Under this policy, the lowest
amortization period will be 25-(20-1) = 6 years. Once the plan is overfunded, the amortization period will
revert back to the standard 25 years.

The rates are projected on a fully generational basis by scale BB to account for future mortality
improvements. For disabled annuitants, the gender-distinct RP2000 Combined Healthy Mortality Tables
with Blue Collar Adjustment are used with male rates multiplied by 109% and female rates multiplied by
103% with a 3-year set-forward for both males and females. In addition, a 3% minimum mortality rate is
applied to reflect the impairment for younger members who become disabled. The rates are projected on a
fully generational basis by scale BB to account for future mortality improvements subject to the 3% floor.

Actuarial assumptions used in the December 31, 2015, valuation were based on the results of actuarial
experience studies. The experience study in TMRS was for the period December 31, 2010 through
December 31, 2014. Healthy post-retirement mortality rates and annuity purchase rates were updated
based on a Mortality Experience Investigation Study covering 2009 through 2011, and dated December 31,
2013. These assumptions were first used in the December 31, 2013 valuation, along with a change to the
Entry Age Normal (EAN) actuarial cost method. Assumptions are reviewed annually. No additional
changes were made for the 2014 valuation. After the Asset Allocation Study analysis and experience
investigation study, the Board amended the long-term expected rate of return on pension plan investments
from 7% to 6.75%. Plan assets are managed on a total return basis with an emphasis on both capital
appreciation as well as the production of income, in order to satisfy the short-term and long-term funding
needs of TMRS.

The long-term expected rate of return on pension plan investments was determined using a building-block
method in which best estimate ranges of expected future real rates of return (expected returns, net of
pension plan investment expense and inflation) are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighting the expected future real rates of
return by the target asset allocation percentage and by adding expected inflation. In determining their best
estimate of a recommended investment return assumption under the various alternative asset allocation
portfolios, GRS focused on the area between (1) arithmetic mean (aggressive) without an adjustment for
time (conservative) and (2) the geometric mean (conservative) with an adjustment for time (aggressive). At
its meeting on July 30, 2015, the TMRS Board approved a new portfolio target allocation. The target
allocation and best estimates of real rates of return for each major asset class are summarized in the
following table:
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Long-Term Expected
Target Real Rate of Return
Asset Class Allocation (Arithmetic)
Domestic Equity 17.50% 4.55%
International Equity 17.50% 6.10%
Core Fixed Income 10.00% 1.00%
Non-Core Fixed Income 20.00% 3.65%
Real Return 10.00% 4.03%
Real Estate 10.00% 5.00%
Absolute Return 10.00% 4.00%
Private Equity 5.00% 8.00%
Total 100.00%

Discount Rate

The discount rate used to measure the Total Pension Liability was 6.75%. The projection of cash flows
used to determine the discount rate assumed that employee and employer contributions will be made at the
rates specified in statute. Based on that assumption, the pension plan’s Fiduciary Net Position was
projected to be available to make all projected future benefit payments of current active and inactive
employees. Therefore, the long-term expected rate of return on pension plan investments was applied to all
periods of projected benefit payments to determine the Total Pension Liability.

Change in the Net Pension Liability

Increase (Decrease)
Total Pension Plan Fiduciary Net Pension
Liability Net Position Liability

(@ (b) (a)-(b)
Balance at 12/31/14 $ 360,408 $ 311,783 § 48,625
Changes for the year:
Service cost 48,215 48,215
Interest 26,672 26,672
Change of benefit terms
Difference between expected and actual experience (20,549) (20,549)
Changes of assumptions 21,066 21,066
Contributions - employer 22,486 (22,486)
Contributions - employee 28,462 (28,462)
Net investment income 460 (460)
Benefit payments, including refunds of employee contributions (6,966) (6,966) -
Administrative expense (280) 280
Other changes (14) 14
Net changes 68.438 44.148 24.290
Balance at 12/31/15 $ 428846 $ 355931 § 72,915

Sensitivity of the Net Pension Liability to Changes in the Discount Rate
The following presents the net pension liability of the City, calculated using the discount rate of 6.75%, as

well as what the City’s net pension liability would be if it were calculated using a discount rate that is 1-
percentage-point lower (5.75%) or 1-percentage-point higher (7.75%) than the current rate:
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1% Decrease in 1% Increase in
Discount Rate Discount Rate Discount Rate
(5.75%) (6.75%) (7.75%)

City's net pension liability $ 160,589.00 § 72,915.00 $ 3,807.00
Pension Plan Fiduciary Net Position

Detailed information about the pension plan’s Fiduciary Net Position is available in a separately-issued
TMRS financial report. That report may be obtained on the internet at wyww.tmrs.cont.

Pension Expense and Deferred Qutflows of Resources and Deferred Inflows of Resources Related to
Pensions

For the year ended September 30, 2016, the city recognized pension expense of $27,674.

At September 30, 2016, the city reported deferred outflows of resources and deferred inflows of resources
related to pensions from the following sources:

Deferred Outflows Deferred Inflows of

of Resources Resources

Differences between expected and actual
economic experience $ (24,777.00) $
Changes in actuarial assumptions 17,297.00 -
Difference between projected and actual
investment earnings 19,171.00 -
Contributions subsequent to the measure
date December 31, 2015 17,165.48

Total $ 28,856.48 $ -

$17,165.48 reported as deferred outflows of resources related to pensions resulting from contributions
subsequent to the measurement date will be recognized as a reduction of the net pension liability for the
year ending September 30, 2016. Other amounts reported as deferred outflows and inflows of resources
related to pensions will be recognized in pension expense as follows:

Year ended Dec 31:

2016 $ 2,780.00

2017 2,780.00

2018 2,780.00

2019 3,299.00

2020 52.00
Thereafter -

Total $ 11,691.00

8. Supplemental Death Benefits Plan

The City also participates in the cost sharing multiple-employer defined benefit group-term life insurance
plan operated by the Texas Municipal Retirement System (TMRS) known as the Supplemental Death
Benefits Fund (SDBF). The City elected, by ordinance, to provide group-term life insurance coverage to
both current and retired employees. Although it has no plans to do so, the City may terminate coverage

under and discontinue participation in the SDBF by adopting an ordinance before November 1 of any year
to be effective the following January 1.
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The death benefit for active employees provides a lump-sum payment approximately equal to the
employee’s annual salary (calculated based on the employee’s actual earnings for the 12-month period
preceding the month of death); retired employees are insured for $7,500; this coverage is an “other
postemployment benefit”, or OPEB.

The following summarizes the SDBF coverage provided by the City for the prior two years:

Plan Year 2015 Plan Year 2016
Active Employees (yes or no) Yes Yes
Retirees (yes or no) Yes Yes

The City contributes to the SDBF at a contractually required rate as determined by an annual actuarial
valuation. The rate is equal to the cost of providing one-year term life insurance. The funding policy for
the SDBF program is to assure that adequate resources are available to meet all death benefit payments for
the upcoming year; the intent is not to pre-fund retiree term life insurance during employees’ entire careers.

Contributions are made monthly to the SDBF based on the covered payroll of the City. The contributions
to the TMRS SDBF during the years ended September 30, 2016, 2015 and 2014 were $543.61, $444.99 and
$394.90, respectively, which equaled the required contributions for each year. The rate was 0.08% for
October through December 2015 and 0.10% for January through September 2016 of covered payroll for the
period covered by this report. Since adoption of the plan, the City has no retirees; therefore no
contributions have been made for retirees which would be considered an other post-employment benefit.

Schedule of Contribution Rates
(RETIREE - only portion of the rate)

Annual Actual
Required Contribution Percentage
Plan Year Contribution Made of ARC
Ending Rate Rate Contributed
2013 0.00% 0.00% 100.00%
2014 0.00% 0.00% 100.00%
2015 0.00% 0.00% 100.00%

9. Accounts Receivable and Due From Other Governments

Accounts receivable for the City’s governmental and business-type activities, including the applicable
allowance for uncollectible accounts at September 30, 2016 are as follows:

Less
Accounts Allowance For
Receivable Uncollectibles Total
Governmental activities:
General Fund:

Property taxes $ 40,227.14 $ (7,80544) § 32,421.70
Total Governmental activities 40,227.14 (7,805.44) 32,421.70
Business-type activities:

Water and sewer customers 119,126.59 (27,632.33) 91,494.26
Sanitation customers 29,979.51 (3,237.69) 26,741.82
Total Business-type activities 149,106.10 (30,870.02) 118,236.08

Total accounts receivable

-5}

189,333.24 $ (3867546) $ 150,657.78
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Due from other governments for the City’s governmental activities at September 30, 2016 are as follows:

State of Texas -- sales tax $ 16,604.85
UMC Health System 4,493.50
Lubbock Central Appraisal

District -- property taxes 215.64
Total due from other governments $ 21,313.99

10. Individual Fund Disclosures

The water and sewer system of the City services approximately 960 properties. During the period ended
September 30, 2016 the City sold approximately 93,589,000 gallons of water.

The City provides waste pickup and mosquito spraying services for its citizens with revenues and expenses
recorded in the sanitation fund. The City contracts with a private company for waste collection and
disposal. This waste is disposed of at the City of Lubbock’s regional landfill or a landfill owned by a
private company where the City is charged a fee based on weight to dispose of its waste. These fees will
cover the City’s share of any post-closure expenses and thus no provision is made in the financial
statements for future costs associated with the landfill. Mosquito spraying is done on an as needed basis.
Citizens are charged a monthly fee to cover the costs of these services.

11. Contingent Liabilities

The City participates in certain federal and state assisted grant programs. These programs are subject to
program compliance audits by the grantors or their representatives. Any liability for reimbursement, which
may arise as the result of these audits, is not believed to be significant.

From time to time the City is party to various legal proceedings which normally occur in governmental
operations. Although the outcome of these lawsuits is not presently determinable, in the opinion of City
management, after consultation with legal counsel, these legal proceedings are not likely to have a
significant adverse impact on the affected funds of the City.

12. Risk Management

The City manages risk by purchasing commercial insurance. The City purchased $2,000,000 liability
coverage and approximately $3,700,604 property coverage. The City provides health insurance as a fringe
benefit for full time, permanent employees through the Texas Municipal League health insurance program.

Worker compensation coverage is also provided for all employees through the Texas Municipal League
Intergovernmental Risk Pool (the Pool). The Pool provides property, liability and workers’ compensation
coverage for certain governmental entities of the State of Texas. Member entities include municipalities,
housing authorities, councils of governments, hospital districts, water districts and tax appraisal districts.
The Pool consists of five separate funds: the Workers’ Compensation Fund, the Liability Fund, the Property
Fund, and the Reinsurance Fund and the Stability Fund. The financial results of these coverages are
accounted for in separate funds by the Pool.

The Texas Workers’ Compensation Fund Joint Insurance Fund (the Workers’ Compensation Fund) was
created in 1974 by the Texas Municipal League. This Fund provides coverage that conforms to the
workers’ compensation laws of Texas. As part of the coverage, the Pool provides risk management
services with emphasis on loss control.
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The premiums paid for Workers’ Compensation Coverage are based on estimated payroll amounts and are
subject to fluctuations based upon an audit of payroll costs by the insurer. Any increase or decrease is not

expected to be material to the financial statements.

For insured programs there have been no significant reductions in insurance coverage. Settlement amounts
have not exceeded insurance coverage for the current year or the three preceding years.

13. Capital Assets

Capital asset activity for the period ended September 30, 2016 was as follows:

Balance Transfers and Transfers and Balance
9/30/2015 Additions Retirements 9/30/2016

Governmental activities:
Capital assets, not being depreciated
Land $ 219,898.91 219,898.91
Construction in progress - - -
Total capital assets, not being

depreciated 219,898.91 - 219,898.91
Capital assets, being depreciated
Buildings 1,123,047.20 14,650.00 1,137,697.20
Streets and infrastructure 1,909,565.89 62,791.84 1,972,357.73
Land improvements 112,790.27 112,790.27
Office furniture and equipment 165,844.38 165,844.38
Vehicles, equipment and machinery 1,303,172.99 111,831.40 1,415,004.39
Library books and equipment 110,120.61 2,200.00 112,320.61
Total capital assets, being

depreciated 4,724,541.34 191,473.24 4,916,014.58
Less accumulated depreciation for:
Buildings 436,841.19 52,547.07 489,388.26
Streets and infrastructure 772,165.04 119,642.33 891,807.37
Land improvements 40,395.54 6,358.10 46,753.64
Office furniture and equipment 152,747.65 6,949.15 159,696.80
Vehicles, equipment and machinery 1,028,205.68 85,809.43 1,114,015.11
Library books and equipment 100,851.96 2,825.85 103,677.81
Total accumulated depreciation 2,531,207.06 274,131.93 2,805,338.99

Total capital assets, being

depreciated, net 2,193,334.28 (82,658.69) 2,110,675.59
Govermnmental activities capital
assets, net $ 2413,233.19 (82,658.69) $ 2,330,574.50
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Water and sewer activities:

Capital assets, not being depreciated

Land

Construction in progress

Total capital assets, not being
depreciated

Capital assets, being depreciated

Buildings

Water and sewer system

Vehicles, equipment and machinery

Total capital assets, being
depreciated

Less accumulated depreciation for:

Buildings

Water and sewer system

Vehicles, equipment and machinery

Total accumulated depreciation

Total capital assets, being
depreciated, net

Water and sewer activities capital
assets, net

Sanitation activities:

Capital assets, not being depreciated

Land

Total capital assets, not being
depreciated

Capital assets, being depreciated
Vehicles, equipment and machinery

Total capital assets, being
depreciated

Less accumulated depreciation for:
Vehicles, equipment and machinery

Total accumulated depreciation

Total capital assets, being
depreciated, net

Sanitation activities capital
assets, net

September 30, 2016
Balance Transfers and Transfers and Balance
9/30/2015 Additions Retirements 9/30/2016
$ 17,021.18 $ $ $ 17,021.18
$ - - - -
17,021.18 - - 17,021.18
29,063.09 29,063.09
3,716,084.14 6,357.30 3,722,441.44
595,226.99 4,458.38 599,685.37
4,340,374.22 10,815.68 - 4,351,189.90
27,282.03 106.86 27,388.89
2,395,368.33 141,324.73 2,536,693.06
497,508.91 40,991.16 538,500.07
2,920,159.27 182,422.75 - 3,102,582.02
1,420,214.95 (171,607.07) - 1,248,607.88
$ 1,437236.13 $ (171,607.07) $ - $ 1,265,629.06
Balance Transfers and Transfers and Balance
9/30/2015 Additions Retirements 9/30/2016
$ 10,873.00 $ $ $ 10,873.00
10,873.00 - - 10,873.00
561,396.92 10,160.00 571,556.92
561,396.92 10,160.00 - 571,556.92
461,908.87 19,459.94 481,368.81
461,908.87 19,459.94 - 481,368.81
99,488.05 (9,299.94) - 90,188.11
$ 110,361.05 $ (9,299.94) $ - $ 101,061.11
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Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental activities:

Administration $ 50,562.17
Judicial -
Public safety - police department 36,939.33
Public safety - fire department 37,200.21
Public safety - EMS 12,838.67
Public works - street department 119,642.33
Parks 13,757.12
Library 3,192.10
Total depreciation expense -- governmental activities $ 274,131.93

Business-type activities:

Water and sewer $ 18242275
Sanitation 19,459.94
Total depreciation expense -- business-type activities $ 201,882.69
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CITY OF IDALOU, TEXAS
REQUIRED SUPPLEMENTARY INFORMATION
BUDGETARY COMPARISON SCHEDULE
GENERAL FUND
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Budgeted Amounts Actual Amounts
Variance With
Adjustments Actual on Final Budget
to Budgetary Budgetary Positive
Original Final Actual Basis Total (Negative)
Revenues
Property taxes $ 488,899.36 $ 489,789.79 $ 49151388 $ $ 49151388 § 1,724.09
Sales tax 150,000.00 171,446.42 171,163.55 171,163.55 (282.87)
Fire department revenue 56,103.76 121,103.75 61,722.75 61,722.75 (59,381.00)
Permits and licenses 5,000.00 12,232.30 12,877.30 12,877.30 645.00
Municipal court revenue 33,200.00 24,095.69 26,543.89 26,543.89 2,448.20
Franchise fees 77.000.00 68,847.47 68,847.47 68,847.47 -
EMS revenue 92,000.00 101,500.00 104,480.62 104,480.62 2,980.62
EMS subsidy 35,000.00 46,870.50 47,994.00 47,994.00 1,123.50
Interest revenue 500.00 2,332.93 2,480.82 2,480.82 147.89
Grant proceeds 60,017.70 60,017.70 60,017.70 -
Library revenue 3,200.00 3,707.58 3,725.83 3,725.83 18.25
Donated assets 8,392.97 (8,392.97) -
Miscellaneous 5,200.00 41,965.07 45,377.64 45,377.64 3,412.57
Total Revenues 946,103.11  1,143,909.20 1,105,138.42 (8,392.97) 1,086,745.45 (47,163.75)
Expenditures
Administration 308,094.09 350,087.46 337,275.33 337,275.33 12,812.13
Judicial 61,269.52 61,636.03 59,112.83 59,112.83 2,523.20
Public safety - police department 292,448.73 276,361.66 268,056.78 268,056.78 8.304.88
Public safety - fire department 53,212.00 57.564.37 64,447.08 (8.392.97) 56,054.11 1,510.26
Public safety - EMS 224,862.10 186,348.04 166,348.33 166,348.33 19,999.71
Public works - street department 24,500.00 76,522.45 69,336.92 69,336.92 7,185.53
Library 21,967.33 25,602.76 23,996.31 23,996.31 1,606.45
Parks - 2,470.64 2,470.64 2,470.64 -
Capital cutlay 32,800.00 166.504.84 165,637.64 165,637.64 867.20
Debt service -
Interest - - - - -
Total Expenditures 1,019,163.77 1,203,098.25 1,166,681.86 (8,392.97) 1,148,288.89 54,809.36
Excess (Deficiency) of Revenues
Over (Under) Expenditures (73,050.66) (59,189.05) (51.543.44) - (51,543.44) 7,645.61
Other Financing Sources (Uses)
Loan proceeds 50,000.00 (50,000.00) - -
Principal payments on debt (5.619.00) 5,619.00 - -
Transfers in 74,000.00 58,000.00 35,000.00 35,000.00 (23.000.00)
Transfers out - -
Total Other Financing Sources and Uses 74,000.00 58,000.00 79,381.00 (44,381.00) 35,000.00 (23,000.00)
Net Change in Fund Balance 949.34 (1,189.05) 27,837.56 (44,381.00) (16,543.44) (15,354.39)
Fund Balance, September 1 227,148.51 227,148.51 227,148.51 227,148.51 -
Fund Balance, September 30 $ 228,097.85 $ 22595946 $ 254,986.07 $ (44,381.00) $ 210,605.07 $ (15.354.39)

The accompanying notes are an integral part of these financial statements.
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Schedule of Changes in Net Pension Liability and Related Ratios

(unaudited)
Calendar Calendar
Year 2014 Year 2015

Total Pension Liability
Service cost b 44,756 § 48,215
Interest (on the Total Pension Liability) 23,541 26,672
Changes of benefit terms - -
Difference between expected and actual experience (12,462) (20,549)
Change of assumptions - 21,066
Benefit payments, including refunds of employee contributions (18,704) (6,966)
Net Change in Total Pension Liability 37,131 68,438
Total Pension Liability - Beginning 323,277 360,408
Total Pension Liability - Ending (a) $ 360,408 $ 428,846
Plan Fiduciary Net Position
Contributions - employer $ 15,206 $ 22,486
Contributions - employee 28,056 28,462
Net investment income 15,564 460
Benefit payments, including refunds of employee contributions (18,704) (6,966)
Administrative expense (162) (280)
Other (13) (14)
Net Change in Plan Fiduciary Net Position 39,947 44,148
Plan Fiduciary Net Position - Beginning 271,836 311,783
Plan Fiduciary Net Position - Ending (b) $§ 311,783 $ 355,931
Net Pension Liability - Ending (a) -(b) $ 48,625 §$ 72,915
Plan Fiduciary Net Position as a Percentage

of Total Pension Liability 86.51% 83.00%
Covered Employee Payroll $ 561,123 $ 569,245
Net Pension Liability as a Percentage

of Covered Employee Payroll 8.67% 12.81%

The accompanying notes are an integral part of these financial statements.
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(unaudited)
Fiscal Year Ended
9/30/2015 9/30/2016
Actuarially Determined Contribution $ 2122673 $ 23,130.59
Contributions in relation to the actuarially
determined contribution 21,226.73 23,130.59
Contribution deficiency (excess) $ - $ -
Covered employee payroll $ 579,58042 §$ 573,832.42
Contributions as a percentage of covered
employee payroll 3.66% 4.03%

The accompanying notes are an integral part of these financial statements.
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Budgetary Control - Policy and Practice

The City operates on a twelve-month fiscal year which begins on October 1. The City Administrator is the
budget officer and submits a budget of estimated revenues and expenditures to the City Council. Upon
receipt of the budget estimates the City Council holds a budget workshop and a public budget hearing.
Prior to October 1, the budget is legally enacted through approval by the City Council. Once approved, the
Council may amend the legally adopted budget by a majority vote when unexpected modifications are
required in estimated revenues and appropriations. In addition to the legally adopted budget the Council
approves payment of expenditures at each monthly Council meeting. Unused appropriations for all
annually budgeted funds lapse at the end of the fiscal year. Budgets are prepared on the modified accrual
basis and capital outlays as expenses unless financed with debt. Additionally, the Enterprise Funds do not
include depreciation as a budgetary expense.

Each fund’s appropriated budget is prepared on a detailed line item basis. Revenues are budgeted by
source. Expenditures of governmental funds and proprietary funds are budgeted in total, which constitutes
the legal level of control. Expenditures may not exceed appropriations at the total levels. Budget revisions
at this level are subject to final review by the City Council. Within these control levels, management may
transfer appropriations between line items without Council approval.

The Budgetary Comparison Schedule, included in the required supplementary information presents a
comparison of budgetary data to actual results of operations for the General Fund, for which an annual
operating budget is legally adopted. This fund utilizes the same basis of accounting for both budgetary
purposes and actual results, with the exception of donated assets and the offsetting expense of these
donated assets.

Schedule of Contributions

Valuation Date:

Notes Actuarially determined contribution rates are calculated as of December 31
and become effective in January 13 months later.

Methods and Assumptions Used to Determine Contribution Rates:

Actuarial Cost Method Entry Age Normal

Amortization Method Level Percentage of Payroll, Closed

Remaining Amortization Period 28 years

Asset Valuation Method 10 year smoothed market; 15% soft corridor

Inflation 2.5%

Salary Increases 3.50% to 10.5% including inflation

Investment Rate of Return 6.75%

Retirement Age Experience-based table of rates that are specific to the City's plan of benefits.

Last updated for the 2015 valuation pursuant to an experience study of the
period 2010-2014

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

Other Information:
Notes There were no benefit changes during the year.
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