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INDEPENDENT AUDITORS' REPORT

To Honorable Mayor Guillermo Gandara, Jr.
and Members of City Council
City of Socorro, Texas

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of City of Socorro, Texas, as of and for the year ended
September 30, 2005, which collectively comprise the City's basic financial statements as listed in the
table of contents. These financial statements are the responsibility of City of Socorro, Iexas'
management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the City of Socorro, Texas, as of September 30, 2005, and the respective changes in
financial position for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated January 13,
2006, on our consideration of the City of Socorro, Texas' internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and gramnt agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in conjunction
with this report in considering the results of our audit.

The management’s discussion and analysis and budgetary comparison information on pages 3 through 7
and 30 through 35, are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We
have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it



Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Socorro, Texas' basic financial statements The introductory section is presented for
purposes of additional analysis and is not a required pait of the basic financial statements. The
introductory section has not been subjected to the auditing procedures applied in the audit of the basic
financial statements and, accordingly, we express no opinion on them

Wisven Sk cledov LR

El Paso, Texas
January 13, 2006



CITY OF SOCORRO, TEXAS
MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED SEPTEMBER 30, 2005

This section of the City of Socorro's annual financial report represents our discussion and analysis of the
City's financial performance during the fiscal year that ended September 30, 2005. Please read it in
conjunction with the City's financial statements and accompanying footnotes, which follow this section.

FINANCIAL HIGHLIGHTS FISCAL YEAR 2005

° General Fund revenues were approximately 12.7% less than projected, however, expenses
were held to approximately 76 4% of budget, resulting in a net increase to the General
Fund end of year balance.

. For the end of fiscal year 2005 net assets were reported in excess of $6,000,000.

OVERVIEW OF FINANCIAL STATEMENTS

Management's Discussion and Analysis introduces the City's basic financial statements. The basic
financial statements inctude: (1) government-wide financial statements, (2) fund financial statements,
and (3) notes 1o the financial statements. The City also includes in this report additional information to
supplement the basic financial statements.

GOVERNMENT - WIDE FINANCIAL STATEMENTS

The City's annual report includes two government-wide financial statements. These statements provide
both long-term and short-term information about the City's overall status  Financial reporting at this level
uses a perspective similar to that found in the private sector, with its basis in full accrual accounting and
eltminating or reclassifying of internal activities.

The first of these government-wide statements is the Statements of Net Assets. This is the City-wide
statement of financial position presenting information that includes all of the City's assets and liabilities,
with the difference 1eported as net assets Over time, increases or decreases in net assets may serve as a
useful indicator of whether the financial position of the City as a whole is improving or deteriorating.
Evaluation of the overall economic health of the City would extend to other non-financial factors such as
diversification of the taxpayer base or the condition of the City infrastructure, in addition to the financial
information provided in this report

The second government-wide statement is the Statement of Activities which reports how the City's net
assets changed during the current fiscal year. All current year revenues and expenses are included
regardless of when cash is received or paid. An important purpose of the design of the statement of
activities is to show the financial 1eliance of the City's distinct activities or function on revenues provided
by the City's taxpayers.



Both government-wide financial statements distinguish governmental activities of the City that are
principally supported by taxes and intergovernmental revenues, such as grants, from business-type
activities that are intended to recover all or a significant portion of their costs through user fees and
charges. Governmental activities include general government, public safety, justice system, health and
human services, community and economic development, and infrastructure and environmental  Business
type activities include airpoits, water utilities, solid waste management, storm water drainage, golf
courses, tairgrounds, ground transportation, and parking The City of Socorro does not operate any
business type activities. Fiduciary activities, such as employee pension plans are not included in the
government-wide statements since these assets are not available to fund the City. The City of Socorro is
not party to any fiduciary activities. Contiibutions made by the City to the employee 457 Deferred
Compensation Plan are held and administered by a third party.

FUND FINANCIAL STATEMENTS

A fund is an accountability unit used to maintain control over resources segregated for specific activities
or objectives, The City uses funds to ensure and demonstrate compliance with finance related laws and
regulations.

The City of Socorro's finances are segregated into four primary funds: General Fund, Debt Service Fund,
Special Revenue Fund and Capital Projects Fund.

The General Fund reflects revenues and expenditures to provide all the basic City services to the
community, such as, Police, General Government, Streets, Public Works and the Community Center.

The Debt Service Fund is utilized to segregate the revenues and expenditures required to pay off debt
incurred through the issuance of General Obligation Bonds, Revenue Bonds, Certificates of Obligation,
Lease Purchases and other debt instruments.

The Special Revenue Fund is utilized to recognize and segregate revenues derived from grants and
payments from other agencies not included in the General Fund.

The Capital Projects Fund is utilized to recognize and segregate those funds, usually from bonds or
Certificates of Obligation, that will be used for construction projects, such as for streets or buildings

NOTES TO THE FINANCIAL STATEMENTS

The accompanying notes to the financial statements provide information essential to a full understanding
of the government-wide fund financial statements. The notes to the financial statements follow the
financial statements.

FINANCIAL ANALYSIS OF THE CITY AS A WHOLE

As year-to-year financial information is accumulated on a consistent basis, changes in net assets may be
observed and used to discuss the changing financial position of the City as a whole



The City's net assets (total assets less related lability) at fiscal year-end are $6,093,302 reflecting an
increase of $346,583 over the previous fiscal year The increase is primarily the result of increased fund
balance in the General Fund owing to increased sales tax revenue and special projects programs revenue,
as well as expenditures being less than budgeted for in fiscal year 2005 The tables below summarize the
City's total assets, liabilities and net assets for the fiscal year ended September 30, 2005.

Summary of Total Assets:

Cash $ 2,037,055
Restricted cash 2,406,550
Investments 75,554
Receivables (taxes, grants, other miscellaneous) 921,617
Capital assets, net of accumulated depreciation, if applicable 4,802,935
Other assets 965
Total assets $ 10,244,676

Summary of Liabilities:

Short-term liabilities $ 512,340
Long-term liabilities 3,639,034
Total liabilities § 4151374

Summary of Net Assets:

Invested in capital assets, net of related debt $ 4,134,984
Restricted for debt service 30,161
Unrestricted 1,928,157
Total net assets $ 6,093,302

Other indicators of the City's financial position and performance are revenues; program, general and
restricted, and budget performance. Comparison of this indicator data as they are accumulated over the
years may provide the reader with information of developing trends in the City's financial health.



For fiscal year 2005, the City collected some 34,836,421 in revenues from all sources, while expending
$4,342,689, resulting in a net increase of assets. The tables below summarize the fiscal year 2005
revenues and expenditures for the City.

Program Revenue Summatry:

Municipal Court fines and fees $ 528,759
Planning and Zoning fees 324,590
Other fees and fines 79,265
Operating grants and contributions 249,213
Capital grants and contributions 267,243
Total program revenues $ 1,449070

General Revenue Summary:

Property taxes- general purpose $ 1,940,185
Property Taxes- debt service 488,659
Sales tax 601,959
Franchise tax 339,529
Interest income 9,534
Miscellaneous income 7.485
Total general revenue ] 3,387,351

Expenditures By Function:

General government § 847,047
Public works 846,990
Municipal Court 337,821
Public Safety 1,119,550
Planning and zoning 222,591
Public Health 150,376
Special Projects 515,801
Rio Vista Community Center 70,002
Human Resources 49,722
Interest on long-term debt 182,787
Total expenditures 4342 687

The City's annual budget reflects the financial commitment to services and improvements by the
governing body. As such, budget performance at the end of the fiscal year may be used as an indicator of
the City's progress towards stated goals and objectives. During FY2005 the City expended some
$1,016,119 less than budgeted in the General Fund This variance, while high, is reflective of several
unforeseeable issues developing during FY2005 as well as several grants not being awarded for which
cash matches had been budgeted These issues are not considered to be long term detriments to the City's
progress and the funds not utilized in FY2005 are returned to fund balance and available use in future
fiscal years.



SUMMARY

The City's financial health remains good with sufficient resources to continue current level of service
delivery and nearly $2,000,000 in funds to proceed with infrastructure improvements community wide.
Improvements to the accounting system and continuing changes to the City's internal fiscal policies and
procedures will further enhance the City's ability to monitor revenues and expenditures as well as
promote greater management oversight and control.

The prognosis for continued financial growth in the City is good. The City enjoys steady growth and
development in what was a primarily agriculture based economy With the continued development of
farm land to commercial and housing the property tax base will continue to increase. Increases in housing
units will bring new families to the City and a concurrent increase in sales by local vendors thus
increasing the sales tax rebates to the City. The coniinuing growth of these two income streams will
ensure that the City remains on firm financial ground for the foreseeable future.

This analysis and the accompanying financial statements represent the first year the City of Socorro is
using the reporting requirements established under GASB34. As such certain comparative information
for previous years is not available in a complimentary format. In subsequent years however, the City will
provide comparative data in a similar format so that the reader may make valid a comparison between
reporting years.

Questions concerning this analysis or the financial statements should be dizected to Ms. Carol Garcia,
City Manager at 915-858-2915 or by mail to: City of Socorro, Texas, Attn: City Manager, 124 S Horizon
Blvd., Socorro, Texas 79927



CITY OF SOCORRO, TEXAS

STATEMENT OF NET ASSETS
SEPTEMBER 30, 2005
ASSETS:
Cash $ 2,037,055
Restricted cash 2,406,550
Investments 75,554
Accounts receivable - grantors 93,299
Accounts receivable - taxes 805,523
Other receivables, net 22,795
Capital assets, net of accumulated depreciation, if applicable 4,802,935
Other assets 965
Total assets 10,244,676
LIABILITIES:
Accounts payable 42,396
Accrued interest payable 24,123
Accrued expenses 100,092
Accrued compensated absences 33,712
Long-term liabilities:
Due within one year 312,017
Due in more than one year 3,639,034
Total liabilities 4,151,374
NET ASSETS:
Invested in capital assets, net of related debt 4,134,984
Restricted for debt service 30,161
Unrestricted 1,928,157

Total net assets

See accompanying notes to financial statemenis

3 6,093,302




CITY OF SOCORRO, TEXAS

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2005
Program Revenues
Charges for  Operating Capital Net
Services Fees Grantsand  Grants and (Expense)
Functions/Programs: Expenses and Fines  Contributions Contributions  Revenue
General government $ 847,049 § 5281 § - b - $ (841,768)
Public works 846,990 - - 8,255 (838,735)
Municipal court 337,821 528,759 - - 190,938
Public safety 1,119,550 7,475 - - (1,112,075)
Planning/zoning 222,591 324,590 - - 101,999
Public health 150,376 - - - (150,376)
Special projects 515,801 66,509 249,213 258,988 58,909
Rio Vista Community Center 70,002 - - - (70,002)
Human resources 49,722 - - - (49,722)
Interest on long-term debt 182,787 - - - (182,787)
$ 4,342,689 $ 932614 $§ 249213 § 267,243 (2,893,619)
General Revenues:
Taxes:
Property taxes, levied for general purpose 1,940,185
Property taxes, levied for debt service 488,659
Sales taxes 601,959
Franchise taxes 339,529
Interest income 9,534
Miscellaneous 7,485
Total general revenues 3,387,351
Change in net assets 493,732
Net assets, beginning of year, as previously reported 5,746,719
Prior period adjustment (147,149)
Net assets, beginning of year, as restated 5,599,570
Net assets, end of year $ 6,093,302

See accompanying notes to financial statements



CITY OF SOCORRO, TEXAS

BALANCE SHEET - GOVERNMENTAL FUNDS

SEPTEMBER 30, 2005
Debt Special Capital Total
General Service Revenue Projects  Governmental
Fund Fund Fund Fund Funds

ASSETS:
Cash $ 2,037,055 §% - $ - $ - $ 2,037,055
Restricted cash - 36,519 295,365 2,074,666 2,406,550
Investments 75,554 - - - 75,554
Accounts receivable - Grantors - - 93,299 - 93,299
Accounts receivable - Taxes 641,803 163,720 - - 805,523
Other receivables, net 5,886 - 16,909 - 22,795
Due from other funds 2,172,074 491,000 1,472,086 194,773 4,329,933
Other assets 965 - - - 965
Total assets $ 4933337 § 691,239 § 1,877,659 $ 2269439 $ 9,771,674
LIABILITIES AND FUND BALANCES:
LIABILITIES:
Accounts payable $ 42,396 § - $ - $ - $ 42,396
Accrued expenses 100,092 - - - 100,092
Due to other funds 1,596,541 506,995 1,817,476 408,921 4,329 633
Deferred revenues 604,027 154,083 60,183 - 818,293
Total liabilities 2,343,056 661,078 1,877,659 408,921 5,290,714
FUND BALANCES:
Reserved for:

Principal and

interest payments - 30,161 - - 30,161

Capital outlays - - - 1,860,518 1,860,518
Unreserved 2,500,281 - - - 2,590,281
Total fund balances 2,590,281 30,161 - 1,860,518 4,480,960
Total liabilities and

fund balances $ 4,933,337 § 691,239 § 1,877,659 § 2269439 § 9,771,674

Sec accompanying notes to financial statements
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CITY OF SOCORRO, TEXAS

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS TO
THE STATEMENT OF NET ASSETS
SEPTEMBER 30, 2005

Total fund balances $ 4,480,960
Amounts reported in the statement of net assets are different because:

Capital assets of $10,577,834 net of accumulated depreciation of ($5,774,899), are not
financial resources and, therefore, are not reported in the funds See Note 4 for
additional detail 4,802,935

Interest on long-term debt is not accrued in governmental funds, but rather is
recognized as an expenditure when due (24,123)

Other long-term assets (receivables) are not available to pay current-period
expenditures and, therefore, are deferred in the funds These include deferred grant
revenues of $60,183 and deferred property taxes of $758,110 818,293

Long-term liabilities of ($3,951,051) are not due and payable in the current period and
are not reported in the funds See Note 6 for detail Other related amounts include
compensated absences payable of ($33,712) (3,984,763)

Net assets of governmental activities $ 6,093,302

See accompanying nofes to financial statements
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CITY OF SOCORRO, TEXAS

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES -
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2005

Debt Special Capital Total
General Service Revenue Projects  Governmental
Fund Fund Fund Fund Funds
REVENUES:
Property taxes $ 1,940,185 § 488,659 § - 8 - $ 2,428,844
Sales taxes 601,959 - - - 601,959
Franchise taxes 339,529 - - - 339,529
Planning and zoning fees 324,590 - - - 324,590
Fines 528,759 - - - 528,759
Interest income 6,418 378 1,125 1,613 9,534
Granis - - 448,017 - 448,017
Other income 22,103 - 79,779 - 101,882
Total revenues 3,763,543 489,037 528,921 1,613 4,783,114
EXPENDITURES:
General government 793,164 10,622 34,378 145 838,309
Public works 589,151 - - 246,100 835,251
Municipal Cowt 334,268 - 34,460 - 368,728
Public safety 1,014,344 - 102,566 - 1,116,910
Planning/zoning 220,412 - - - 220,412
Public health 150,376 - - - 150,376
Special projects 88,088 - 427,713 - 515,801
Rio Vista Community Center 55,009 - - 42,765 97,774
Human resowrces 49,722 - - - 49,722
Principal payments - 280,525 - - 280,525
Interest payments - 212,240 - - 212,240
Total expenditures 3,294,534 503,387 599,117 289,010 4,686,048
Excess of revenues (expenditures)
over expenditures (revenues) 469,009 (14,350) (70,196) (287,397) 97,066
OTHER FINANCING SOURCES (USES):
Operating transfers in - - 70,196 - 70,196
Operating transfers out (70,196) - - - (70,196}
Net change in fund balances 398,813 (14,350) - (287,397) 97,066
{Continued)

12 -



CITY OF SOCORRO, TEXAS

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

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2005
Debt Special Capital Total
General Service Revenue Projects  Governmental
Fund Fund Fund Fund Funds
Fund balances, beginning
of year, as previously 1eported 2,147,283 38,717 - 2,147,915 4,333,915
Prior period adjustment 44,185 5,794 - - 49,979
Fund balances, beginning
of year, as 1estated 2,191,468 44,511 - 2,147,915 4,383,894
Fund balances, end of year $ 2,590,281 § 30,161 § - $ 1,860,518 § 4,480,960

See accompanying notes to financial statements

-13 -
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CITY OF SOCORRO, TEXAS

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

STATEMENT OF ACTIVITIES :
FOR THE YEAR ENDED SEPTEMBER 30, 2005

TO THE

Net change in fund balances
Amounts reported in the statement of activities are different because:

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 of
$370,761 exceeded depreciation of ($337,381) in the current period.

Because some property taxes will not be collected for several months after the City's
fiscal year ends, they are not considered "available” revenues in the governmental
funds. Similarly other revenues are not curently available at year-end and are not
reporied as revenue in the governmental funds. This is deferred grant revenue of
$60,183.

Revenues in the statement of activities that do not provide current financial resources
are not reported as revenue in the funds. This includes the recognition of unavailable

deferred revenue.

Interest expense in the statement of activities differs from the amount reported in

governmental funds because additional interest was calculated for certificates of

obligation and notes payable.
Bond proceeds provide cuirent financial resources to governmental funds and, thus,
increase the fund balance, but issuing debt increases long-term liabilities in the
statement of net assets. Repayment of principal is reported as an expenditure in the
governmental funds because current financial resources are used and, thus, reduce the
fund balance. However, principal repayments reduce long-term liabilities in the
statement of net assets and do not result as an expense on the statement of activities:
Principal payments

Change in net assets of governmental activities

See accompanying notes to financial statements
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CITY OF SOCORRO, TEXAS

STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
SEPTEMBER 30, 2005

ASSETS:
Investments

Total assets
LIABILITIES:
Refunds payable to others

Net Assets

See accompanying notes to financial statements
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CITY OF SOCORRO, TEXAS

NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED SEPTEMBER 30, 2005

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies of the City of Socorro, Texas (the City), is
presented to assist in understanding the City's financial statements The financial statements and
notes are representations of the City's management, who is responsible for their integrity and
objectivity.

The City of Socorro, Texas is a Home Rule City with five council members, and a Mayor. The
Mayor and all council members are elected at large. By ordinance, the City provides for a City
Manager The City provides general services, public safety, public works, public health, and
community development

Reporting Entity—The financial statements of the City consist of only the funds and account
groups of the City, The City has no oversight responsibility over any other governmental entity,
since no other entities are considered to be controlled by or dependent on the City. Control or
dependence is determined on the basis of budget adoption, taxing authority, funding and
appointment of the respective governing board

Governmeni-Wide and Fund Financial Statements—-The statement of net assets and the
statement of activities report information on all of the non-fiduciary activities of the City. There
are no business-type activities conducted by the City. All activities of the City are governmental
in nature and are financed through taxes, and other non-exchange transactions.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by progtam revenues. Ditect expenses are those that are cleatly
identifiable with a specific function or segment. Program revenues include charges to customers
or applicants who purchase, use or directly benefit from goods, services, or privileges provided
by a given function or segment, and grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Other items not included
among program revenues are repoited instead as general revenues.

Major individual governmental funds are reported as separate columns in the fund financial
statements. The City has four governmental funds.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation—The
government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, generally including the reclassification or elimination
of internal activity (between or within funds) Revenues are recorded when earned and expenses
are recorded when a liability is incurred, regardless of the timing of related cash flows. Grants
and similar items are recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met. Property tax revenues are recognized in the year for which they are
levied.

Governmental fund 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
-16 -



they are collectible within the cutrent period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the City considers revenues to be availabie if they are collected
within 60 days of the end of the current fiscal year. Expenditures generally are recorded when a
liability is incurred, as under acerval accounting.

Grants and entitlements and interest associated with the curent fiscal period are all considered
being susceptible to accrual and so have been recognized as revenues of the current fiscal period.
All other revenue items are considered measurable and available only when the City receives
cash

When both restricted and unrestricted resources are available for use, it is the City's policy to use
restricted resources first, and then unrestricied resources as needed.

Fund Accounting—The City's accounting system is operated on a fund basis. A fund is an
independent accounting entity with a self-balancing set of accounts for recording its assets,
Habilities, revenues, expenditures, and fund balances The various funds are for the purpose of
carrying on specific activities or to obtain certain objectives. The various funds are grouped by
type in the financial statements. The City uses the following fund types:

Governmental Fund Types:

General Fund—The General Fund is the general operating fund of the City. It is used to
account for all financial resources, except those accounted for in another fund.

Debt Service Fund—The Debt Service Fund is used to account for the accumulation of
resources for, and the payment of, long-term debt, including capital lease obligations,
principal, interest, and related costs Funds required to service current year bond
obligations are supplemented by current year property tax collections and interfund
transfers.

Special Revenue Fund——The Special Revenue Fund is used to account for the
expenditures of revenues that have been restricted to specific programs or projects in
contract agreements, including community development. Contract 1evenue is recognized
when compliance with the various contract requirements is achieved. Usually this occurs
at the time expenditures are made and the contract matching requirements are met.
Contract revenues received before the revenue recognition has been met are reposted as
deferred revenue, a liability account. When the revenue recognition has been met,
contract revenue not yet 1eceived is reported as accounts receivable

Capital Projects Fund—The Capital Projects Fund is used to account for major projects,
such as infrastructure, including streets, street improvements, and parks, financed with the
proceeds of bond issues.

Agency Fund—The Agency Fund is used to account for the City's Deferted Compensation
Fund.

Budgets and Budgetary Accounting—The City is required by the Texas Constitution to adopt an
annual balanced budget. The City Council officially adopts the annual budget ordinance and all
project ordinances and has the authority to amend such ordinances. All budgets are prepared on
the modified accrual basis of accounting as required by Texas Law.

-17-



Cash and Investments—Funds on deposit were maintained in non-interest bearing and interest
bearing accounts and secured at the balance sheet date by the Federal Deposit Insurance
Corporation and U.S. Government Securities.

Statutes authorize the City to invest in Certificates of Deposit, repurchase agreements, passbook,
bankers' acceptances, and other available bank investments, provided that approved securities are
pledged in an amount equal to the amount of funds on deposit.

For presentation in the financial statements, investments with an original maturity of three
months or less, at the time they are purchased by the City, are considered to be cash equivalents.
Investments with an original maturity of more than three months are reported as investments.
Investments are recorded at fair value, which is based on quoted market prices

Allowance for Uncollectible Accounts—1he City periodically evaluates the collectibility of its
accounts receivable. An allowance is set up for some accounts which the City believes may be
collectible over time. Accounts deemed uncollectible are written off at that time. The City has
not experienced any significant losses from uncollectible accounts.

Capital Assets—General capital assets generally result from expenditures in the governmental
funds. These assets are reported in the government-wide statement of net assets, but are not
reported in the fund financial statements

All capital assets are capitalized at cost (o1 estimated historical cost) and updated for additions
and retirements during the year. Depreciation is determined using the straight-line method over
the estimated lives of the assets. The City maintains a capitalization threshold of $5,000. The
City maintains infrastructure asset records consistent with all other capital assets Infrastructure
is capitalized upon completion of construction Improvements are also capitalized. The cost of
normal maintenance and repairs that do not add to the value of the asset or matezially extend the
asset's life are not capitalized. When capital assets are disposed off, the cost and applicable
accumulated depreciation are removed from the respective accounts, and the resulting gain o1
loss 1s recorded in operations

Estimated useful lives, in years, for depreciable assets are as follows:

Building and improvements 39-40
Machinery and equipment 5
Vehicles 5
Office furniture and equipment 5-7
Software 3
Infrastructure 22-68
Leaschold improvements 39

Reservations of Fund Balances—The City records reservations for portions of fund equity which
are designated for specific future use or which do not represent available expendable resources
and, therefore, are not available for appropriations o1 expenditure in the governmental balance
sheet. Unreserved fund balance indicates that portion of fund equity which is available for
appropriations in future periods. Fund equity reserves have been established for future capital
outlays, principal repayments, and interest expense.

-18-































































