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Independent Auditor’s Report

Mayor and City Council
City of Cumby
Cumby, Texas

Members of the City Council:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, cach major fund, and the aggregate remaining fund information of the City of Cumby, Texas
(“City”) 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 1o 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 and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the 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 cxpressing 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.

1021 Park Street 8910 Wesley Street 603 South Goliad Street
Commerce, Texas 754278 Greenwille, Texas 75402 Rockwall, Texas 75087
Office (903) 886-2123 Office (903) 455-9898 Office (972) 771-1065

Fax (903] 886-6580 Fax [903) 454-3181 Fax (972) 771-1022



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaiming fund information of the City of Cumby, Texas, as of September 30, 2016, and
the respective changes in financial position, and, where applicable, cash flows thereof for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Other Matiers

Regquired Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis, the TMRS Funding Progress and Contributions and the Schedule of Changes in
MNet Pension Liability and Related Ratios 5 — 14 and pages 49 - 50 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inguiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Cumby, Texas’ basic financial statements. The introductory section is presented for
purposes of additional analysis and is not a required part 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 do not express an opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated January 5, 2017,

on our consideration of the City of Cumby, Texas’ internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our
audit.

Respectfully Submitted,
CONWAY COMPANY CPAs, P.C.

%WJ‘%,HC
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CITY OF CUMBY, TEXAS
MANAGEMENT DISCUSSION AND ANALYSIS

SEPTEMBER 30, 2016

As management of the City of Cumby ("City"), we offer readers of the City's financial statements this
narrative overview and analysis of the financial acfivities of the City for the fiscal year ended September 30,
2016. We encourage readers to read the information presented here in conjunction with additional
information that we have furnished in the City's financial statements, which follow this narrative.

Financial Highlights

The assets and deferred outflow of resources of the City exceeded ils liabilities and deferred inflow
of resources at the close of the fiscal year by $1,547,286 (net position). Of this amount $1,417,810,
or, 91.6% is net investment in capital assets. Net position restricted for specific purposes is
$86,968, or 5.6%. The remaining amount of $42,508, or 2.7%. (unrestricted net position) may be
used to meet the City's ongoing obligations to its citizens and creditors.

The City's total net position decreased by ($180,551). This decrease is due to decreases in both
the governmental and business-type activities.

As of the close of the fiscal year, the City's governmental funds reported combined ending fund
balances of $65,002, a decrease of ($1 38,342) in comparison with the prior year. Approximately
40% of this total amount, or $25,850, is available for spending at the City's discretion (unassigned
fund balance).

At the end of the current fiscal year, unassigned fund balance for the General Fund was
$25,850, or 2.8%, of total general fund expenditures. The decrease in fund balance for the General
Fund in the amount of (§138,342), is due to a decrease in seizure funds.

The City's total long-term debt decreased by ($24,998), or (4%), during the current fiscal year.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the City's basic financial
statements. The City's basic financial statements consist of three components; 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. The report also
contains other supplementary information in addition to the basic financial statements.



CITY OF CUMBY, TEXAS
MANAGEMENT DISCUSSION AND ANALYSIS (continued)
SEPTEMBER 30, 2016

Basic Financial Statements

The first two statements (pages 17 - 19) in the basic financial statements are the Government-wide Financial
Statements. They provide both short and long-term information about the City's financial status.

The next statements (pages 20 - 27) are Fund Financial Statements. These statements focus on the activities of
the individual parts of the City's government. These statements provide more detail than the government-wide
statements. There are two parts to the Fund Financial Statements: 1) the governmental funds statements: and 2)
the proprictary fund statements.

The next section of the basic financial statements is the notes on pages 28 - 46. The notes to the financial
statements explain in detail some of the data contained in those statements. After the notes, required
supplemental information is provided to show details about the City's pension plan on pages 50 - 51.

Government-wide Financial Statements

The government-wide financial statements are designed to provide the reader with a broad overview of the City's
finances, similar in format to a financial statement of a private-sector business. The govemment-wide slalements
provide short and long-term information about the City's financial status as a whole,

The statement of net posilion presents information on all of the City's assets, deferred outflows, liabilities. and
deferred inflows with the difference between the two 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 activities presents information showing how the govemment's net position changed during the
most recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows.

Thus, revenues and expenses are reported in these statements for some items that will only result in cash flows in
future fiscal periods (e.g., uncollected taxes and earned but unused 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 methods.

The govemment-wide statements are divided into two categories: 1) governmental activities and 2) business-type
activities. The governmental activities include most of the City's basic services such as public safety, parks and
recreation, and general administration. Property and sales taxes finance most of these activities. The business-
type aclivities are those that the City charges customers to provide. These include the utility services offered by the
City.

The government-wide financial statements are on pages 17 - 19 of this report.

Fund Financial Statements

The fund financial statements provide a more detailed look at the City's most significant activities, A fund is a
grouping of related accounts thal is used to maintain control over resources that have been segregated for specific
activities or objectives. The City, like all other governmental entities in Texas, uses fund accounting to ensure and
reflect compliance {or non-compliance) with finance-related legal requirements, such as the General Statutes or the
City's budget ordinance. All of the funds of the City can be divided into two categories: governmental funds and
proprietary funds.



CITY OF CUMBY, TEXAS
MANAGEMENT DISCUSSION AND ANALYSIS (continued)

SEPTEMBER 30, 2016

Governmental Funds — Governmental funds are used to account for those functions reported as governmental
activities in the government-wide financial statements. Most of the City’s basic services are accounted for in
governmental funds. These funds focus on how assets can readily be converted into cash flow in and out, and what
monies are left at year-end that will be available for spending in the next year. Governmental funds are reported
using an accounting method called modified acerual accounting which provides a short-term spending focus. As a
result, the governmental fund financial statements give the reader a detailed short-term view that helps him or her
determine if there are more or less financial resources available to finance the City's programs. The relationship
between government activities (reported in the Statement of Net position and the Statement of Activities) and
governmental funds is described in a reconciliation that is a part of the fund financial statements.

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

The City adopts an annual budget for its General Fund, as required by the General Statutes. The budget is a legally
adopled document that incorporates input from the citizens of the City, the management of the City, and the
decisions of the council about which services to provide and how to pay for them. It also authorizes the City to
obtain funds from identified sources fo finance these current period activities. The budgetary statement provided for
the General Fund demonstrates how well the City complied with the budget ordinance and whether or not the City
succeeded in providing the services as planned when the budget was adopted. The budgetary comparison
schedule is presented using the same format, language, and classifications as the legal budget document. The
schedule shows four columns: 1) the original budget; 2) the final budget as amended by the council; 3) the actual
resources, charges to appropriations, and ending balances in the General Fund; and 4) the difference or variance
between the final budget and the actual resources and charges.

Proprigtary Funds — The City has one type of proprietary fund which is the Water and Sewer Fund. The City
charges customers for the services it provides, whether to outside customers or to other units within the City. 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.

Proprietary Funds provide the same type of information as the government-wide financial statements, only in more
detail. The basic proprietary fund financial statements can be found on pages 25 - 27 of this report.

Notes to the Financial Statements — The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to the financial
statements are on pages 28 — 46 of this report.

Required Supplementary Information — In addition to the basic financial statements and accompanying notes, this
report includes certain required supplementary information concerning the City's progress in funding its obligation to
provide pension benefits to its employees.



CITY OF CUMBY, TEXAS
MANAGEMENT DISCUSSION AND ANALY SIS (continued)
SEPTEMEER 30, 2016

New Pronouncements — The following statements for GASE were effective for the City in the fiscal year ending
September 30, 2016:

The GASE has issued the following statements which will be effective in future years as described below:

GASE Statement Mo, 72, “Fair Value Measurement and Application” addresses accounting and financial reporting
issues related to fair value measurements. The definition of fair value is the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date.
This Statement provides guidance for determining a fair value measurement for financial reporting purposes and,
also, provides guidance for applying fair value to certain investments and disclosure related to all fair value
measurements. The City is evaluating the potential changes to the financial statements as a result of the
implementation of this statement.



CITY OF CUMBY, TEXAS
MANAGEMENT DISCUSSION AND ANALYSIS {continued)
SEPTEMBER 30, 2016

Net Position
Governmental Business-Type
Activities Activities Total
2016 2015 2016 2015 2016 2015

Current and olher assets 5 125801 5 286508 |$ 114784 $ 102820 |$ 240565 $ 389,337
Capital assels 233.319 257 561 1,864 520 1,935,396 2,097,839 2,192,957
Total assels 359,120 add 069 1,979 284 2,038,225 2,338,404 2,582,294
Deferred outflows-pension 50,038 30,442.00 22272 17,139.00 72310 47 581
Long-term liabilities 48,264 73,149 6RO, 174 GE8,501 728,438 761,740
Current liabilities 20,450 72,815 49,357 62,949 99 807 135,764
Total liabilites 98,714 145 964 729,531 731,540 828,245 897,504
Deferred inflows-pension 31,102 2,902.00 4,081 1,632.00 35,183 4534
Met pasition:

Met investment in capital assets 215,240 222238 1,202,570 1,267,362 1,417,810 1,489 600
Restricted 39,152 146,814 47,816 47,840 86,968 194,654
Unrestricted 24 950 56,593 17,558 (13,010} 42 508 43,583
Total net position % 279,342 % 425645 | 1,267944 5 1302192 (g 1 .5-1?.21_33_ § 1,727,837

As noted earlier, net position may serve over time as one useful indicater of a City's financial condition. The net
position of the City exceeded liabilities by $1,547,286 as of September 30, 2016. The City's net position
decreased by ($180,551) for the fiscal year ended September 30, 2016,

Net investment in capital assets:

The largest portion of the City's net position, $1,417,810 or, 91.6%, reflects the investment in capital assets
(e.g., land, buildings, machinery, and equipment) less any related debt still outstanding that was issued to acquire
those items. The Cily uses these capital assets to provide services to citizens; consequently, these assets are
not available for future spending. Although the City’s investment in its capital assets is reported net of outstanding
related debt, the resources needed to repay that debt must be provided by other sources since the capital assets
cannot be used to ligquidate these liahilities,

Restricted net position:

The restricled net posilion of $86,968, or 6%, of total net position represents resources that are subject fo
external restrictions on their use, or by enabling legislation. Restricted net position is comprised of state and
contractually imposed restrictions which  are 327,564, or 32%, for court fees, debt requirements of
347,616 , or 55%, and $11,588, or 13%, is for unspent federal seizure funds.

Unrestricted net position:
Unrestricted net position of $42,508 is available to fund City programs to cilizens and debt obligations to
creditors. The majority of unrestricted net position resides in the governmental activities.



CITY OF CUMBY, TEXAS
MANAGEMENT DISCUSSION AND ANALYSIS (continued)
SEPTEMEER 30, 2016

Changes in Net Position

Governmental Business-type
Activities Activities Totals
2016 2015 2016 2015 2016 2015

REVENUE:
Program Revenues

Charges for Services $ BO2EFZ § S515M2 § 375006 § 365726 § 967878 0§ BEOSAS

Cperating Grants and Contributions 10 210,153 - - 910 210,153

Capital Grants and Contributions 49716 - - - 49,716 -
General Revenues:

Property Taxes 72,553 74,690 - - 72,553 74,690

Sales Taxes 104,178 108,324 . - 104,178 108,324

Franchize Taxes 31,748 30,571 - - 31.748 an,5M

Investment Income 189 185 - - 189 185

Miscellaneous 426 149 1.146 943 1,672 1,082
Total Revenues 852 592 840,284 376,152 366,669 1,228 744 1,306,953
EXPENSES:
FProgram Expenses:
General Government 129,375 115.556 - - 128,375 115,556
Public Safaty 408,025 330178 - - 408,025 330178
Fublic Services and operations 290,076 256,137 - - 290,076 256,137
Public Works 54034 47,529 - - 54034 47 529
Parks and Recreation 21,109 16,442 - - 21,109 16,442.00
Interest on Long-Tenm Debt 1,710 2506 - - 1,710 2,506.00
Water and Sewer - - 474 966 06 406 474,966 506,406
Total Expenses 034 320 768,348 474 966 508,406 1,409,255 1,274,754
Increase in Net Position before Transfers {81,737) 171,936 (98,814) {1349,737) {180,551) 32,199
Other Revenues and Financing Sources (uses)
Transfers (64,566) {95,458) 64,566 95,459 - -
Total Other Financing Sources (uses) (64,566) (95,459) 64 566 95 459 - -
Increase in Net Position (146,303) TE6ATT (34,248) (44.278) (180,551) 32198
Met Position, October 1 425,645 355,804 1,302,192 1,350,203 1,727,837 1,706,007
Prior Period Adjustments & (6,536) - (3,733) - {10.368)
Met Position, September 30 § 279342 F 425645 % 1,267.944  $1,302192 5 1547 FEE % I.TET,BST

Governmental activities decreased nel posilion by ($146,303).. This is due to a decrease in revenues and & significant increase in expenses.

Business-type aclivities decreased net position by ($35,918). This is due to expenses being greater than revenues,

10



CITY OF CUMBY, TEXAS
MANAGEMENT DISCUSSION AND ANALYSIS (continued)
SEPTEMBER 30, 2016

Governmental-type activities - Governmental-type activities decreased the City's net
position by (5146,303). Key elements of this decrease are as follows:

Revenues decreased by ($87,692), or (9%).
Expenses increased by $145,981, or 19%.

Expenses and Program Revenues - Governmental Activities

[amounts expressed in thousands)
! u FY2016 Expenses = Y2016 Revenue
= FY2015 Expenses =B FY2015 Revanue
P —— e i e — e 800
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4 200 |
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CITY OF CUMBY, TEXAS
MANAGEMENT DISCUSSION AND ANALYSIS (continued)
SEPTEMBER 30, 2016

Business-type Activities - Business-type activities decreased the City's net position by ($34.248). A key
element of this decrease is as follows:

Expenses were 27% greater than revenues.

Expenditures and Program Revenues - Business-type Activities
(amounts axpressed in thousands)

W Water and S5ewer W Garbage

...?;}
I

™

FY2016 Expenses FY2016 Revenues FY2015 Expenses FY2015 Revenues

Revenues by Source - Business-type Activities

| Garbage
15%

Water and Sewer
85%
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CITY OF CUMBY, TEXAS
MANAGEMENT AND DISCUSSION AND ANALYSIS (continued)
SEPTEMBER 30, 2016

Financial Analysis of the City's Funds

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

Governmental Funds - The focus of the City's governmental funds is to provide information on near-term
inflows, outflows, and balances of usable resources. Such information is useful in assessing the City's
financing requirements. Specifically, unassigned fund balance can be a useful measure of a government's net
resources available for spending as they represent the portion of fund balance which has not been limited to use
for a particular purpose by either an external party, the City itself, or a group or individual that has been granted
authority o assign resources for a particular purpose for the City.

The General Fund is the chief operating fund of the City. At the end of the current fiscal year, the unassigned
fund balance of the General Fund was $25,850, a decrease of (54%) in comparison with the prior year.

The restricted fund balances of $39,152, consist of amounts with constraints put on their use by externally
imposed creditors, grantors, contributors, laws, regulations or enabling legislation. Restricted fund balance of
$27,564, or 70.4%, is for court use. Seized funds not spent at the end of the fiscal year in the amount of
$11,588, or 29.6%, is restricted by federal law.

Unassigned fund balance of $25,850 represents the residual classification for the City's General Fund.

It is the Cily's goal to achieve and maintain an unassigned fund balance in the General Fund equal lo
16.67% of expenditures. At the end of the current fiscal year, the City is short of this goal by (13.88%).

General Fund Budgetary Highlights: During the fiscal year, the City did not revise the budget. Generally,
amendments fall into one of three categories: (1) amendments made to adjust the estimates that are used
to prepare the original budget ordinance once exact information is available; 2) amendments made to recognize
new funding amounts from external sources, such as Federal and State grants; and {3) increases in
appropriations that become necessary to maintain services.

Revenues were greater than the budgeted amounts in most classifications. Expenditures were greater than
budgeted amounts at the fund level.

Proprietary Funds - The City of Cumby's proprietary funds provide the same type of information found in the

government-wide statements but in more detail. Unrestricted net position of the proprietary funds at the end
of the fiscal year amounted to $17,558.

13



CITY OF CUMBY, TEXAS
MANAGEMENT DISCUSSION AND ANALYSIS (continued)
SEPTEMBER 30, 2016

Capital assets - The City of Cumby's investment in capital assets for its governmental and business-type activities as of
September 30, 2016, totals $2,097,839 (net of accumulated depreciation). This investment in capital assels includes
buildings, roads and bridges, land, machinery and equipment. The total decrease in the City of Cumby's investment in
capital assets for the current fiscal year was (4.34%).

Major capital asset events during the current fiscal year included the following:
+ Purchase of vehicles and equipment

Capital Assets
As of September 30, 2016
(net of accumulated depreciation)

Governmental Business-type
Activities Activities Total
2016 2015 2016 2015 2016 2015
Land & Improvements § 32000 % - % 11,370 % 11370 & 43370 % 11,370
Machinery & Equipment 105,716 190,030 134,030 111,576 239,748 261,606
Buildings 53,685 56,400 117,558 122 500 171,243 178,900
Infrastructure 41,918 51,131 1,601,562 1,689,950 1,643,480 1,741,081
Total 3 233319 % 257661 % 1864520 § 1935396 5 2097839 §F 2192957

More detailed information about the City's capital assets is presented in Note F to the financial statements

Long-term Debt - As of September 30, 2016, the City had long-term debt outstanding of $680,028. This debt is secured by
properly taxes andfor revenues. The debt decreased by ($23,328), or (3%).

Outstanding Debt
As of September 30, 2016

Governmental Business-type
Activities Activities Total
2016 2015 2016 2015 2016 2015
Certificates of Obligation ] - 3 - £ 610,000 % 635000 F 610,000 % 635,000
Motes Payable - - 24,214 33.034 24,214 33,034
Capital Lease Payable 16,079 35,323 27,736 - 45,815 35,323
Total 5 18.079 & 35323 % 661950 § 668,034 F 680,028 3 T03,357

More detailed information about the City's long-term liabilities is presented in Mote G to the financial statements.

14
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CITY OF CUMBY, TEXAS
STATEMENT OF NET POSITION
SEPTEMEER. 30, 2016

ASSETS
Cash and cash equivalents
Receivables (net of allowance for uncollectible)
Restricted assets:
Cash and cash equivalents
Capilal assets, not being depreciated;
Land & improvements

Capital assets, net of accumulated depreciation:

Buildings and improvements

Infrastructure

Machinery & equipment
Total Assets

DEFERRED OUTFLOW OF RESOURCES
Deferred pension

LIABILITIES

Accounts payable

Customer deposits

Accrued interest payable

Accrued expenses

Other liabililies

Moncurrent Liabilities:

D within one year:
Compensated absences
Capital lease payable
Motes payable
EBonds payable

Due in more than one year:
Compensated absences
Met pension liability
Capital lease payable
MNotes payable
Bonds payable

Total Liabilities

DEFERRED INFLOW OF RESOURGES
Deferred pension

MNET POSITION
Met investment in capital assets
Restricted for:
Dbt
Seizure funds
Court use
Unrestricted
Total Net Position

Primary Government

Governmental Business-fype
Activities Activities Total

% 60256 & 16702 % 76,958
26,224 28,546 54,770
39,321 69 516 108,837
32,000 11,370 43 370
53,685 117,558 171,243
41,918 1,601,562 1,643,480
105,716 134,030 239,748
359120 1,979,284 2,338,404
50,038 22,272 72,310
5,868 1,076 6,944
- 39,265 39,265
- 2,957 2,957
3,080 1,927 3,017
41,492 1,132 42 624
1,394 - 1,394
18,079 6,199 24278
- 9,303 9,303
- 25,000 25,000
3118 1,817 4,935
25673 18,077 43,750
- 19 867 19,867
. 14,911 14,911
- 565,000 285,000
98,714 729,531 828,245
31,102 4,081 35,183
215,240 1,202,570 1,417,810
= 47,816 47 816
11,588 - 11,588
27 564 - 27,564
24 950 17,568 42,508
5 279,342 b 1,267,944 % 1,547,286

The notes to the financial statements are an integral part of this financial statement.
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CITY OF CUMBY, TEXAS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEFTEMBER 30, 2016

Program Revenues

Operating Capital
Charges for Grants and Grants and
Expenses Services Contributions  Contributions
Function/Program Activities
Primary Government
Governmental Activities:
General Government $ 129375 % 138 % - ¥ -
Public Safety 408,025 12,899 910 -
Public Services and Operalions 290,076 574,327 - -
FPublic Works 84,034 5,508 - 47 106
Parks and Recreation 21,109 - - 2,610
Interest on Long-Term Debt 1,710 - - -
Total governmental activities 934,329 592 872 910 5 49716
Business-type Activities:

Water and Sewer 474,966 375,006 - ,
Total business-type activities 474,966 375,006 - -
Total primary government 1409295 § 967878 3 910§ 49.716
General revenueas:

Property taxes
Sales taxes

Franchise laxes
Investment income
Miscellaneous
Transfers
Total general revenues & transfers
Change in net position
Met position - beginning
Met position - ending

The notes to the financial statements are an integral part of this financial statement.
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Net (Expense) Revenue and
Changes in Net Position
Primary Government

Governmental Business
Activities Activities Total

$  (129.237) § - § (129,237)

(394,216} E (394,216)
284,251 : 284,251

(31.420) - (31,420)

(18,499) - (18,499)

(1,710) - (1,710)

(290,831) . (290,831)

- (99,960) (99,960)

(99,960} (99,960)

$__ (290.831) $ (99,960) $ (390.791)

$ 72,553 § - $ 72553
104,178 - 104,178
31,748 - 31,748
189 - 189
426 1,146 1,572

(64,566) 64,566 .
144,528 65,712 210,240
(146,303) (34,248) (180,551)

425,645 1,302,192 1,727,837
$ 279342 § 1267944 $ 1547286

The notes to the financial statements are an integral part of this financial statement,
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CITY OF CUMBY, TEXAS
BALANCE SHEET - GOVERNMENTAL FUND
SEPTEMBER 30, 2016

General
Fund

ASSETS
Cash and cash equivalents 5 60,256
Receivables (net of allowances for uncollectible) 26,224
Cash - Resfricted 39,321
Total Assets 125,801
LIABILITIES
Accounts payable 5,869
Accrued expenses 3,001
Other liabilities 41,492
Total Liabilities 50,452
DEFERRED INFLOW OF RESOURCES
Unavailable revenue-propery taxes 10,347
Total Deferred Inflow of Resources 10,347
FUND BALANCES
Restricted for;

Seized Funds 11,588

Court Use 27.564
Unassigned: 25,850
Total Fund Balances 65,002
Total Liabilities, Deferred Inflow of Resources,

and Fund Balances 3 125,801

The notes to the financial statements are an integral part of this financial statement.
20



CITY OF CUMBY, TEXAS

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

SEPTEMBER 30, 2016

Total fund balances - governmental funds balance sheet 3 65,002

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

Capital assets used in governmental activities are not financial resources and, 995,398
therefore, are not reported in the funds,

Accumulated depreciation has not been included in the governmental fund (762,079)
financial statements.

Revenues reporled as unearned revenue in the governmental fund financial 10,347
stalements was recorded as revenue in the government-wide financial
statements.

Deferred inflow/outflow of resources for pension are not reported in the fund 18,936

financial statements,

Accrued liabilities for compensated absences have not been reflected in the (4.510)
fund financial statements.

Net pension liability is not due and payable in the current period and, (25,673)
therefore, is not reported in the fund financial statements,

Long-term liabilities, including bonds payable, are not due and payable in the (18,079)
current period and therefore are not reported in the fund financial statements,

Net position of governmental activities - statement of net position $ 279342
———

The notes to the financial statements are an integral part of this financial statement.
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CITY OF CUMBY, TEXAS

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

FOR THE YEAR ENDED SEPTEMBER 30, 2016

General
Fund

REVENUE
Property taxes 3 72,553
Sales tax 104,178
Franchise tax 31,746
Licenses and permits 2,350
Fines and forfeitures 571,877
Charge for services 138
Seizures 810
Donations 2,610
Grants 47,106
Investment income 189
Miscellaneous 425

Total Revenues 834,184
EXPENDITURES
Current;
General Government 105,905
Public Safety 380,960
Public Services and Operations 290,874
Public Works 68,258
Parks and Recreation 14,2889
Debt Service:

Principal retirement 17,244

Interest expense 1,710
Capital outlay:

Public Safety 47 127

Total Expenditures 926,367
Excess (deficiency) of revenues over

{under) expenditures (92,183)
Other Revenues and Financing Sources (uses)
Insurance reimbursemeants 12,899
Sale of Assets 5,508
Transfers (64,566)

Total Other Financing Sources (uses) (46,159)
Net Change in Fund Balances (138,342)
Fund Balances, October 1 203,344
Fund Balances, September 30 3 65,002

The notes to the financial statements are an integral part of this financial statement.
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CITY OF CUMBY, TEXAS
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Met change in fund balances - total governmental funds 3 (138,342)

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

Governmental funds report capital outlays as expenditures. However, in the 47,127
statement of aclivities the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense.

Depreciation expense on capital assets is reported in the government-wide (71,369)
statement of activities and changes in net position, but they do not require
the use of current financial resources. Therefore, depreciation expense is
not reported as expenditures in the governmental funds.

Current year long-term debt principal payments on contractual obligations, 17,244
and bonds payable are expenditures in the fund financial statements but are
shown as reductions in long-term debt in the government-wide financial

statements.
Current year changes in pension expense do not require the use of current (963)
resources, therefore, are nol reported as expenditures in governmental
funds.
Change in net position of governmental activities - statement of activities $ _ (146,303)

The notes to the financial statements are an integral part of this financial statement.
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CITY OF CUMBY, TEXAS

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN
FUND BALANCES - BUDGET TO ACTUAL - GENERAL FUNL

FOR THE YEAR ENDED SEPTEMBER 30, 2016

Variance with

Final Budget -
Budgeted Amounts Positive
Original Final Actual (Negative}
REVENUE
Property taxes 5 73,000 3 73,000 5 72553 % (447)
Fines and forleitures 490,000 490,000 571.977 81,977
Licenses and permits 100 100 2,350 2,250
Sales taxes collected 85,000 85,000 104,178 19,178
Franchise tax 32,000 32,000 31,748 (252)
Charge for services - . 138 138
Intergovernmental revenues-state and local - - 8910 910
Donations - - 2,610 2,610
Grants - - 47 106 47 1086
Investment income 100 100 189 89
Miscellaneous - - 425 425
Total Revenues 680,200 680,200 834,184 153,984
EXPENDITURES
General government 120,000 120,000 105,905 14,085
Public safety 385,235 385,235 380,960 4275
Public services and operations 234,950 234,950 290,874 (55,924)
Public works 39,200 39,200 58,258 {29,058)
Parks and recreation 16,200 16,200 14,289 2,61
Debt Service:
Principal Retirement 17,250 17,250 17,244 6
Interest Expense - - 1,710 (1,710}
Capital outlay:
Public safety 47,000 47,000 47 127 {127)
Total Expenditures 860,535 860,535 926,367 (65,832)
Excess (deficiency) of revenues over {180,335) (180,335) (92,183) 88,152
{under) expenditures
Other Revenues and Financing Sources (uses)
Transfers - - (64,566) (64,566)
Insurance reimbursements - - 12,899 12,899
Sale of assets - - 5,508 5,508
Total Other Financing Sources {uses) - - {46,159) (46,159)
Excess of revenues and other financing sources over
{under) expenditures and other financing uses (180,335) (180,33%) (138,342) 41,893
Fund Balances/Equity, October 1 203 344 203,344 203,344
Fund Balances/Equity, September 30 5 23,009 & 23008 % 65,002

The notes to the financial statements are an integral part of this financial statement.
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CITY OF CUMBY, TEXAS

STATEMENT OF FUNDS MET POSITION
PROPRIETARY FUNDS

SEPTEMEBEER 30, 2016

Water/Sewer
Fund
ASSETS
Current Assets:
Cash and cash equivalents 5 16,702
Restricted cash and cash equivalents 69,516
Receivables (net of allowances for uncollectible) 28,546
Total Current Assets 114,764
Moncurrent Assets:
Capital Assets:
Land 11,370
Building & improvements 164,820
Machinery & eguipment 215,209
Infrastructure 2,704,119
Less: accumulated depreciation (1,230,998)
Total Capital Assets (net of accumulated depreciation) 1,864,520
Total Noncumment Assels 1,864 520
Total Assets 1,979,284
DEFERRED OUTFLOW OF RECOURCES
Deferred pension 22272
LIABILITIES
Current Liabilities:
Accounts payable 1,076
Accrued expenses payable 1.927
Other liabilities 1,132
Payables from restricted funds:
Customer deposits 39,265
Accrued interest payable 5,957
Capital Lease Payable - current 6,199
Motes Payable - current 8,303
Bonds payable - current 25,000
Total Current Liabilities 89,859
Moncurrent Liabilities:
Compensated absences 1.817
Met pension liability 18,077
Capital Lease Payable 19,867
Motes Payable 14,911
Bonds payable 585,000
Total Non-Current Liabilities 639,672
Total Liabilities 729531
DEFERRED INFLOW OF RECOURCES
Deferred pension 4,081
NET POSITION
Met investment in capital assets 1,202,570
Restricted for:
Debt 47,816
Unrestricted 17.558
Total Net Position B 1.267.944

The accompanying notes to the basic financial statements are an infegral part of this financial statement,
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CITY OF CUMBY, TEXAS

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

FOR THE YEAR ENDED SEFTEMEER 30, 2016

Water/Sewer
Fund

OPERATING REVENUES
Charges for services $ 371,954
Tap fees 1,500
Miscellaneous income 1,146
Total Operating Revenues 374.600
OPERATING EXPENSES
Personnel costs 173,132
Supplies and materials 19,338
Maintenance and repair 58,927
Contractual services 57,545
Utilities 26,748
Depreciation 113,612
Total Operating Expenses 449 302
Operating Income {Loss) (74,702)
NON-OPERATING REVENUES (EXPENSES)
Gain on sale of asset 1,652
Interest expense {25,664)
Total Non-Operating Revenues (Expenses) (24,112)
Income before transfers (98,814)
Transfers 64,566
Change in Net Position (34,248)
Net position - Beginning, October 1 1,302,182
Met Position - Ending, September 30 §  1.267.944

The accompanying notes to the basic financial statements are an integral part of this financial statement.
26



CITY OF CUMBY, TEXAS

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

FOR THE YEAR ENDED SEPTEMEBER 30, 2015

Cash Flows from Operating Activities
Cash received from customers
Cash received from other sources
Cash paid to employees
Cash paid to suppliers
Net cash provided by (used for) operating activities

Cash Flows from Noncapital Financing Activities
Transfers to/from other funds
Net Cash Provided by Non-capital Financing Activities

Cash Flows from Capital and Related Financing Activities
Acquisition and construction of capital assets
Principal payments on debt obligations
Interest and fiscal charges on debt
Net cash provided by (used for) capital and related
financing activities

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

Reconciliation of operating income to net cash
provided by (used for) operation activities
Operating income (loss)

Adjustment to reconcile operating income to net
provided by operating activities:
Depreciation
(Gain on sale of asset
Change in Assets and Liabilities
Increase (decrease) in accounts payable
Increase (decrease) in pension liability
Total Adjustments
Net cash provided by (used for) operating activities

Water/Sewer
Fund

$ 377,228
2,698
(173,131)
(183,272)
23,523

64,566
64,566

(42,738)
(7,754)
(25,664)

(76,154)

11,935
74,283
3 86.218

$ (74,702)

113,612
1,552

(17,366)
(3,347)
98,225
23,523

¥ :

The accompanying notes to the basic financial statements are an integral part of this financial statement,
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CITY OF CUMBY, TEXAS
HOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMEER 30, 2016

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Cumby ["Cily") was incorporated May 13, 1911 and operates under a Mayor-Council form of government and
provides police protection, water and sewer services, and general administration.

The accounting and reporting policies of the City relating to the funds included in the accompanying basic financial
statements conform to accounting principles generally accepted in the United Slates of America ("GAAP") applicable to stale
and local governments. Generally accepted accounting principles for local governments include those principles prescribed by
the Governmental Accounting Slandards Board ("GASBE"). the American Institute of Cerified Fublic Accountants in the
publication entitled Sfate and Local Governmenis-Audit and Accounting Guide and by the Financial Accounting Standards
Board when applicable. The more significant accounting policies of the City are described below:

1. Reporting Enlily

The Cily is a municipal corporation govermned by an elacted mayer and five-member council and has the authority lo make
decisions, appoint administrators and managers, and significantly influence operations. It alse has the primary accountability
for fiscal matters. Therefore, the City is a financial reporting entily as defined by GASE in its Statement Mo. 14, "The
Financial Reporting Entity”, as amended by GASE Statement Mo. 3% "Determining Whether Certain Organizalions are
Component Units”™

Under GASE Statement Mo, 14, compoenent unils are organizations for which the City is financially accountable and all other
organizations for which the nature and significance of their relationship with the Cily 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 thal organization of there 1 a
potential for the organization to provide specific financial benefits to, or impose specific finandal burdens on, the City. The
City may be financially accountable for governmental organizations with a separately elected governing board, a governing
board appointed by another government, or a jointly appointed board that is fiscally dependent on the City. The financial
staternents of the component unit may be discretely presented in a separate column from the primary government or blended
with the financial statements of the primary government. GASE Statement Mo. 3% added clarification to GASE Statement
Mo. 14 by including entifies which meet all three of the following reguiremenis:

1. The economic resources received or held by the separate organization are enlirely for the direct benefit of the primary
government, its companent units, or it constituents.

2. The primary govemment, or ils component units, is entiled to, or has the ability to otherwise access, a majorily of
the economic resources received or held by the separale organization.

3. The economic resources received or held by an individual organization that the specific primary govemment, or its
component units, is entitled to, or has the ability to other access, are significant to the primary government.

Based upon the application of these tests, the City doas not have any component units.

In addition, GASE Slalement Mo, 61 considers an organization that does not meet the financial accountabilily crilenia may
be included as a component unit if management's professional judgment determines it fo be necessary and mizleading if
amitted. This evaluation includes consideration of whether a financial benefit or burden exists in the relationzhip between the
entities. Management has not identified any additional organizations thal fil this crleria,

2. Basiz of Presentation, Basis of Accounting

The basic financial statements are prepared in conformity with GAAP which requires the govemment-wide financial
slalements o be prepared using the accrual basis of accounting and the economic resources measurement focus.
Government-wide financial statements do not provide information by fund, but distinguish between the City's governmental
activities and business-type activities on the slatement of nel position and statement of activities. Significantly, the City's
statement of net position include both noncurrent assets and noncurrent liabiliies. In addition, the government-wide siatement
of activities reflects depreciation expenses an the City's capital assets, including infrastructure.



CITY OF CUMBY, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMEER 30, 2016

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
2. Basis of Presentation, Basis of Accounting [continued)

In addition to the government-wide financial statements, the City has prepared fund financial statements, which use the
modified accrual basis of accounting and the current financial resource measurement focus for the governmental funds, The
accryal basis of accounting is utilized by proprietary funds. Under this method, revenues are recorded when eamed and
expenses are recorded at the time labililies are incurred,

Management's Discussion and Analysis provides an analytical overview of the City's financial activitics, In addition, a
budgetary comparison schedule is presented that compares the original adopled budget and final amended General Fund
budget with actual results.

The basic financial slalements include both govemment-wide (based on the City as a whaole) and fund financial statements.
The government-wide financial statements {i.z, the statemen! of net posilion and the statement of activities) report
infermation on all of the non-fiduciary activities of the primary government and its component unit. As a general rule, the effect
of interfund activity has been eliminated from the government-wide financial staterments. Governmental activities, which
normally are supported by laxes and intergovernmental revenues, are reported separately from business-type activities, which
rely on fees and charges for support.

The government-wide statement of activiies demonstrates the degrea to which the direcl expenses of a functional category
(Public Safely, Public Works, Parks, etc.) or program are offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific funclion or program. Program revenues include: a) charges lo customers or applicants whao
purchase, use, or directly benefil from goods, services, or privileges provided by a given function or program, b) grants and
contributions that are restricted to meating the operational requirements of a particular function or program, or ¢} grants and
contributions that are resticted to mesting the capital requirements of a parficular funclion or program. Taxes and other
iterns not properly included among program revenues are reported instead as general revenues. Intemnally dedicated resources
are also reported as general revenues rather than as program revenues.,

The net cosl (by function) is nomally covered by general revenue (property and sales taxes, franchise laxes, and interest
income).

Separate fund financial statements ara provided for govemmental funds and proprietary funds. Major individual governmental
funds and major individual proprietary funds are reported as separate columns in the funds financial statements. The major
govemmental fund is the general fund. The major proprietary fund is the water and sewer fund, GASE Stafement No. 34 sets
farth minimum criteria (percentage of assets, liabilities, revenues ar expendituresiexpenses of either fund category for the
governmental and proprietary combined) for the determination of major funds.

As a general rule, the effect of interfund activity has been eliminated from the govermnment-wide financial slalements.
Exceplions lo the general rule are franchise fees and other charges between the government's water and sewer funclion and
various other functions of the government. Elimination of these charges would distort the direct costs and program revenyes
reported for the various functions concemed.

The proprietary funds distinguish operating revenues and expanses from non-operating items. Operating revenues and
expenses generally result from providing services and predusing and delivering goods in connection with a proprietary fund's
principal ongoing operations. The principal operaling revenues of the water and sewer business-type fund are the charges to
customers for sales and services. The water and sewer fund also recognizes as operating revenue the portion of tap fees
intended to recover the cost of connecting new customers to the system. Operaling expenses for business-type funds include
the cost of sales and service, administrative expenzes, and depreciation on assets, All revenues and expenses not meeting
the definiion are reporled as non-operating revenues and expenses,

The government-wide focus is more on the sustainability of the Cily as an enlity and the change in agoregate financial
position resulting from the activities of the fiscal period. The focus of the fund financial statements is on major individual
funds of the governmental and proprietary categories. Each presentation provides valuable information that can be analyzed
and compared fo enhance the usefulness of the information.
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GITY OF CUMBY, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMEER 30, 2016

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (conlinued)
3, Measurement Focus, Basis of Accounting

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

The govermnment-wide financial statements are reporfed using the ECONOMIC resources measurement focus and the accrual
basis of accounting, as are the proprietary fund statements. The economic resources measurement focus means all
assels and liabilities (whether current or non-current) are included on the stalement of net position and the operaling
statements present increases (revenues) and decreases {expenses) in total net position. Under the accrual basis of
accounting, revenues are recognized when earned, including unbilled water and sewer services which are accrued. Expenses
are recognized at the time the liability is incurred.

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 considersd o be available when they are collectible within the currenl period or so0on enough thereafter to pay
liabilities of the current period. For this purpase, the govemment considers revenues to be available when they are collected
within B0 days of the end of the current fiscal period. 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 payment is due and payable shorlly after year end as required by GASE
Intarpretation Mo, 6,

Ad valoremn, franchise and sales tax revenues recorded in the General Fund are recognized under the susceptible o accrual
concept. Licenses and permits, charges for services, fines and forfeilures, contributions, and miscellaneous revenues are
recorded as revenues when received in cash, as the resulting receivable is not measurable. Investment eamings are recorded
as earned since they are measurable and available. In applying the susceptible to accrual concept 1o intergovernmental
revenues, the legal and contractual requirements of the numerous individual programs are used as guidance.
Intergovernmental grant revenues are recognized when all eligibility requiremants have been mel.

Whan both restricted and unrestricted resources are awvailable for use, it is the govemments policy fo use restricted
resources lirst, then unresfricted resources as they are nesded.

Governmental funds are those through which most governmental functions of the City are financed. The acquisilion, use, and
balances of the Cily's expendable financial resources and the related liabiliies (except those accounted for in proprietary
funds) are accounted for through governmental funds. The measurement focus is upon determination of changes in financial
position, rather than upon net income determination. The following is a description of the major governmental funds of the City:

The General Fund is the operating fund of the City. This fund is used to account for all financial resources nol accounted
far in other funds. All general tax revenues and other receipts that are not restricted by law or confraclual agreement to
some other fund are accounted for in this fund.

Proprietary funds are accounted for on a flow of economic resources measurement focus, The accounting objectives are a
determination of net income, financial posiion, and changes in cash flows. All assets and liabililies associated with a
proprietary fund’s achivities are included on its statement of net position.

Proprietary funds are financed and operated in a manner similar to a private business enlerprise. The cosis (expenses,
including depreciation) of providing goods or services to the general public on a continuing basis are financed or recoverad
primarily through user charges. Periedic determination of revenue eamed, expenses incurmed, or nel income is appropriate
for capital maintenance, public pelicy, management control, accountability or other purpeses. The following s a description of
the proprietary funds of the City:

The Water and Sewer Fund accounts for the operations of the water and sanitary sewer ufilities and garbage which are
self-supporting activities rendering services on a usercharge basis.
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CITY OF CUMBY, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEFTEMEER 30, 2016

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)
4. Financial Staternent Amounts

a. Cash and Cash Equivalents

The City's cash and cash equivalents include cazh on hand, demand deposils, and shorerm investments with ariginal
maturities of three months or less from the date of acquisition,

The City may invest in cerificates of deposits, authorized investment poals and funds, U.S. Government Securities,
commercial paper, and repurchase agreements.

b. Receivable and Payable Balances

The City believes that sufficient detail of receivable and payable balances is provided in the financial statements to avoid
the obscuring of significant components by aggregation,

Trade and property tax receivables are shown net of an allowance for uncollectible.
c.  Resfricted Assets

Assots are reported as restricled when limilations on their use change the nalure or normal understanding of the
availability of the asset. Such constraints are either externally imposed by creditors, contribulors, granters, or laws of
other governments, or are impased by law through constitutional provisions or enabling legislation. Restricted assels in
the govemmental funds represent cash and cash equivalents and investments set aside for specific capital additions, and
municipal court uses and seizure funds. Restricted assets in the proprietary funds represent cash and cash eguivalents
and investments set aside for repayrment of deposits to utility customers, specific capital, addilions, and various bond
covenants,

Customer deposits received for the water and sewer service are, by law, to be considered restricted assets. These
aclivities are included in the Water and Sewer Fund.

d.  Capital Assets

Capital assets, which include land, buildings, equipment, and improvements, purchased or acquired, are in the applicable
gevemnmental or business-like activilies columns in the govemnment-wide financial statements and proprietary fund types,
The City defines capital assets as assets with an initial individual cost of maore than 5,000 and an estimated uselul life
in excess of two years. Such assets are recorded at historical cost or estimated historical if historical cost is nat
available. Conlbibuled assels are recorded at far market value as of the date donated. Additions, improvements, and
capital outlays that significantly extend the useful life of an assel are capitalized, Other costs incurred for repairs and
mainlenance are expensed.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Net interest incurred
during the construclion phase of capital assets of businessike activities iz included as part of the capitalized value of the
assets constructed.  There was nol any interest acerued in the current period.

Management elected not to retroactively report infrastructure assets within the scope of GASE Statement No. 34,

Capital assets are being depreciated using the straight-line melhod over the following estimated useful lives:

Eslimated
Asset Class LIseful Lives
Infrastructure 5-40
Building & Improvements 10-39
Machinery and equipment 5-10
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CITY OF CUMBY, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMEER 30, 2016

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
4, Financial Staterment Amounts (continued)

e, Compensated Absences

It is the City's policy to permit employees lo accumulate eamed but unused vacation and overlime not paid {comp lime)
with a maximum of 160 hours. All vacation and comp time is accrued al the clese of the fiscal year in the govemment-
wide and proprietary fund financial stalements.

f.  Pension

In government-wide financial staterments, retirement plans (pension) are required to be recognized and disclosed using the
acerual basis of accounting regardless of the amount recognized as pension expenditures on the govemmental fund
statements, which use the modified accrual basis of accounting.

In general, the City recognizes a net pension liability, which represents the City's proporionale share of the excess of the
total pension lizbility over the fiduciary net position of the pension reflected in the actuarial report provided by the Texas
Municipal Retirement System ("TMRS"). The net pension liability is measured as of December 31, 2015, Changes in the
net pension liability are recorded as pension expense or as deferred inflows of resources or deferred outflows of resources
depending on the nature of the change. The changes in net pension lability that are recorded as deferred inflows of
resources or deferred outflows of resources (that arise from changes in actuarial assumptions or ofher inputs and
differences between expected or actual experience) will be amortized over the weighted average remaining service life of
all participants and are recorded as a component of pension expensa beginning with the peried in which they are incurred.

For purposes of measuring the net pension liability and deferred inflowsioutflows of resources relating 1o pension expense,
information aboul the fiduciary nel posilion of the Cily's pension plant with TMRS and additions to/deductions from the
plan’s fiduciary net position have been determined on the same basis as they are reported by TMRS. For thizs purpose,
benefit payments (including refunds of emploves confributions) are recognized when due and payable in accordance with
the benefit terms. Investments are reported at fair value.,

Projected eamings on pension investments are recognized as a component of pension expense. Difference between
projected and actual investment eamings are reported as deferred inflows of resources or deferred outflows of resources
and will be amortized as a component of pension expense on a closed basis over a five-year period beginning with the
period in which the difference ocourred, Each subsequent year will incorporate an additional closed five-year period of
recognition.

g. Long-term Obligations

In the government-wide financial statements, and proprietary fund types in the fund financial statements, long-term debt
and other long-term obligations are reported as liabilities in the applicable govemmental activities, business-type activities,
or proprietary fund type statement of net position. Bond premiums and discounts are deferred and amortized over the life
of the bonds using the straighl-line method and nelled with the long term obligations in the liabilites. The City has
compared this method to the effective interest method and found the difference between the two methods to be immaterial,
Bonds payable are reported net of the applicable bond premium or discount. Bond issuance costs, if any, are expensed
during the yvear they are incurred in accordance with GASE Staterment Mo, 63.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as bond
issuance costs, during the cumrent period. The face amount of debt issued is reporied as other financial sources.
Premiums received on debt issuances are reported as other financing sources while discounts on debt issuances are
reported as other financing uses. lssuance costs, whether or not withheld from the actual debt proceeds received, are
reported as debt service expenditures.
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A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
4. Financial Statement Amounts [continued)

h.  Deferred Oufflowsfinflows of Resourcas

In addition to assels, the fund balance sheet will sometimes reporl a separate seclion for deferred outflows of resources.
This separate financial statement element, deferred outfiows of resources . represents a consumption of nel position that
applies 1o a future period(s) and so will not be recognized as an outflow of resources (expensesiexpenditures) until then.
The City has one item that is reportable on the government-wide Statement of Net Paosition: outflows from changes in net
pension liability. This outflew of resources is, also, reported in the proprietary fund financial statements.

In addition to liabilities, the fund balance sheet will sometimes report a separate section for deferred inflows of FESOUNcEs.
Thiz separale financial statemnent clement, deferred inflows of resources, represents an acquisition of a net position that
applies o a future periodis) and so will not be recognized as an inflow of resources {revenue) unlil that time, The City has
two items thal qualify in this category. One of these items arise only under a modified accrual basis of accounting,
Accordingly, unavailable revenue is reported only in the governmental funds Balance Sheel. The governmental funds report
unavailable revenues from property taxes, This amount is deferred and recognized as an inflow of resources in the period
that the amounts become available. As a component of implementing GASE Statement No. 88, a deferred inflow is
recorded in the govemment-wide Statement of Net position and fund level financials for the proprietary Statement of Net
Fasition for the difference in projected and actual experience in the actuarial measurement of the total pension liability not
recognized in the curent year. The amount is deferred and amortized over & period of years delermined by the Plan
actuary. The differences are amortized aver the average ramaining service life of all participants in the respective pension
plan and recorded as a component of pension expense beginning with the period in which they are incurred,

i.  Fund Balance Policies

In the fund financial statements, govemmental funds report fund balance as nonspendable, restricted, commitied, assigned
or unassigned based primarily on the extent to which the City is bound to honor constraints on how specific amounts can
be spent;

« Nonspendable fund balance - includes the portion of net resources that cannot be spent because of ther form
{i.e. inventory, longterm loans, or prepaid) or because they must remain intact such as the principal of an
endowment.

» Reslicled fund balance - includes the porion of net resources on which limitations are imposed by credilors,
grantors, contributors, or by laws or regulations of ofher governments (i.e. externally imposed limitations). Amounts
can be spent only for the specific purposes stipulated by external resource providers or as allowed by law through
constitutional provisions or enabling legislation. Examples include grant awards and bond proceeds,

= Commilled fund balance - incudes the portion of net resources for which the City Council has imposed limitations of
use. Amounts that can be used only for the specific purposes determined by a resclution of the City Council,
Commitments may be changed or lifled only by a resolution of the City Council. The resolution must be approved
before the end of the fiscal year in which the commitment will be reflected on the financial statemenis,

* Assigned fund balance - includes the portion of nel resources for which an infended use has been established by the
City Council or Mayor autharized to do so by the City Council. Assignments of fund balances are much less formal
than commitments and do not require formal action for their imposition or removal, In governmental funds other than
the general fund, assigned fund balance represents the amount that is not restricted or committed which indicates
that resources are, at a minimum, intended to be used for the purpose of that fund,

= Unassigned fund balance - includes the amounts in the general fund in excess of what can properly be classified in
one of the other four categeries of fund balance. It is the residual classification of the general fund and includes all
amounts not contained in other classifications. Unassigned amounts are technically available for any purpose.
MNegative residual amounts for all other governmental funds are reported in this classification,
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A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
4. Financial Statement Amounts
i.  Fund Balance Policies (continued)

The City believes thal adequate levels of fund balance are essential in mitigating financial risk that can occur from
unforesesn revenue fluctuations, unanticipated expendilures, and similar circumstances. In order 1o comply with the
adopted minimum fund balance policy, the Cily's general fund balance should be 1667% of total maintenance and
operation expenditures. The City al the end of the cument period is at 2.8%. The City considers a balance less than
B.34% to be cause for concern.

i Met Pasifion Flow Assumption

Somelimes the Gity will fund outlays for a particular purpose from both restricted (e.g., restricted bond or grant proceeds)
and unrosiricled resources. In order to caloulate the amounls o report as restricted net posilion and unrestricted net
position in the government-wide and proprietary fund financial statements, a flow assumption must be made about the
arder in which the resources are considered to be applied. It is the Cily's policy fo consider restricted net position to have
been depleted before unrestricted net position is applied.

k. Fund Balance Flow Assumption

Sometimes the City will fund outlays for a particular purpose from both restricted and unrestricted resources (the tolal of
commitied, assigned, and unassigned fund balance). In order to calculate the amounts to report as restricted, committed,
assigned, and unassigned fund balance in the governmental fund financial slalements a flow assumption must be made
about the order in which the resources are considered to be applied. It is the City's policy to consider restricted fund
halance to have been depleted before using any of the components of unrestricted fund balance. Further, when the
components of unresticted fund balance can be used for the same purpose, committed fund balance is depleted first,
followad by assigned fund balance. Unassigned fund balance is applied last.

I.  Comparative Data/Reclassification

Comparalive total data for the current year to budget have been presented in the supplementary section of the financial
stalements in order 1o provide an understanding of budget to actual. Also, certain amounts presented in the prior year
data may have been reclassified in order to be consistent with the current year's presentation.

m. Interfund Activily

Interfund activity results from loans, services provided, reimbursements or ranzfers between funds. Loans are reporled as
interfund receivables and payables as appropriate and are subject to gliminalion upon consideration. Services provided,
deemed to be at market or near market rates, are treated as revenues and expendilures of expenses. Reimbursements
ocour when one fund incurs a cosl, charges an appropriate benefiting fund and reduces ils related cost as a
reimbursement. All other interfund transaclions are treated as transfers. Transfers In and Transfers Out are netted and
presented as a single "Transfers® line on the gevemment-wide statement of activities. Similarly, interfund receivables and
payables are nefted and presented as a single "Internal Balances™ line of the government-wide slatement of net position.
The government did not have any Intemal Balances at fiscal year end.

n. Use of Estimates

The preparation of financial statements in conformity with GAAP requires the use of management's eslimales.
Cerlain revenues such as charges for services are included in program revenues.

o. Program Expendilures

Cerain indirect costs such as administrative costs are included in the program expenditures reported for individual
funclional aclivifies.



CITY OF CUMEY, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2016

E. COMPLIANCE AND ACCOUNTABILITY

1. Finance-Related Legal and Contractual Provisions

In accordance with GASE Statement No. 38, "Certain Financial Statement Note Disclosures," violations of finance-relaled
legal and contractual provisions, if any, are reported below, along with actions taken to address such violations,

Violation
Expenditures exceeded appropriations in the General Fund

Action Taken
These over expanditures were funded by available fund balance.

2. Deficit Fund Balance or Fund Net Position of Individual Funds

Following are funds having deficit fund balances or fund net posiion at year end, if any, along with remarks which address
such deficits:

Deficit
Fund Mame Amount
Mone found A

3. Budgets and Budgetary Accounting

The City adopts an “"appropriated budget™ of governmental fund types on the modified accrual basis of accounting by
department. The City is required to present the adopted and final amended budgeted revenues and expenditures. The City
compares the final amended budget to actual revenues and expendilures,

The tellowing procedures are followed in establishing the budgetary data;

« Mo later than the first City Council meeting each August, the Mayor submits to the City Council a proposed budget for the
fiscal year commencing October 1. The operating budget includes proposed expenditures and the means of financing
them.

- Public hearings are conducted to obtain taxpayer comments,

Prior to September 30, the budget is legally enacted through passage of an ordinance. If the Council takes no astion on or
priar fo such day, the budget, as submitted by the Mayor, shall be deemed to have been adopted by the City Council.

* The budgel for the General Fund is legally adopted on a modified accrual basis,

- According lo the Local Government Code for General Law A cities, total estimated expendilures of the General Fund is to
be hudgeted.

The level of control (the level at which expenditures may not exceed budget) is the fund level. The Mayor is authorized to
approve a transfer of budgeted amounts within departments; however, any revisions that alter the total of any fund must be
approved by the City Council,

C. CASH AND INVESTMENTS

The City's funds are required to be deposited and invested under the terms of a depaository contract. The depository bank
deposits for safekeeping and trust with the City's agent bank approved pledged securities in an amount sufficient to protect
the City funds on a day-to-day basis during the period of the confract. The pledge of approved securities is waived only to the
extent of the depositery banks dollar amount of Federal Deposit Insurance Corporalion {"FDIC"} Insurance.
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C. CASH AND INVESTMENTS {continued)

Cash Depasits

At September 30, 2016, the camying amount of the City's deposits (cash, cerlificales of depesit, and interest-bearing savings
aceounts included in temporary investments) was $185,795, and the bank balance was $209,526. The City's cash deposits
at September 30, 2016 and during the year ended September 30, 2016 were entirely covered by FDIC insurance. The amount
of deposits coverad by FDIC during the year was $500,000. Cash and cash eguivalents as of September 30, 2016 consist of

and are classified in the accompanying finanscial statements as follows:

Statement of net position:
Frimary Government
Cash and cash equivalents 5 76,958
Restricted asseis-cash & cash eguivalents 108,837
Total cash and cash equivalents 3 185,795
Governmental - Restricted cash
Municipal Court - technology, building security -1 27 564
Street maintenance 169
Seizure funds 11,588
Total restricted cash and cash equivalents 3934

Business-type - Restricted cash

Customer Deposits 39,265

Debt Service 30,251

Total restricted cash and cash equivalents 69,516

Total Restricted Cash 3 108,837
Invastmenis;

The Public Funds Investment Act ("Act") (Government Code Chapter 2256) requires the City to have an independent auditor
perform test procedures related to investment practices as provided by the Act. The City is in compliance with the
requirements of the Act and with local policies.

Investment Accounting Policy

The City's general policy is to report money market investments and short-term paricipating interest-zarning investment
contracts at amortized cost and to report nenparticipating interest-eaming investment contracts using a cost-based measure.
However, if the fair value of an investment is significantly affected by the impairment of the credit standing of the issuer or by
other factors, it is reported at fair value. All other investments are report at value unless a legal contract exists which
guaranteas a higher value. The term "short-term” refers to investments which have a remaining term of one year or less at
time of purchase. Tha term “non-padicipating” means that the investment value does not vary with market interest rate
changes. Mon-negotiable certificates of deposits are examples of nonparicipating interest-eaming investment contracts.

Custodial Gredit Risk

Custodial credit risk for deposits is the risk that, in the evenl of the failure of a deposilory financial institution, a government
will nol be able lo recover ils deposits or will not be able to recover collateral securities that are in the possession of an
outside party. The custodial credit rsk for investment is the risk that, in the event of the failure of the counterparty to a
transaction, a government will not be able to recover the value of its investments or collateral securities that are in the
possession of another party. The Public Funds Act and the City's investment policy do not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits or investments, other than the following
provisions for deposits: The Public Funds Investment Act requires that a financial institution secure deposits made by state or
local governmental units by pledging securilies in an undivided collateral pool held by a depository regulated under state or
local govemnmental units by pledging unit. The market value of the pledged securities in the collateral pool must equal at
least the bank balance less the FDIC insurance at all times.
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C. CASH AND INVESTMENTS (continued)

Inferest Rate Risk

Az a means of limiting its exposure lo fair value arising from increasing interest rales, the City manages its exposure to
declines in fair values by limiting the weighted average maturity of its investment portfolio to less than one year from the time
of purchase.

D. PROPERTY TAXES

Propery tax is levied each Octeber 1 on the assessed value listed as of the prior January 1 for all real and persenal properly
located in the City. Assessed value represents the appraisal value less applicable exemptions authorized by the City Couneil,
The Appraisal Board of Review establishes appraised values at 100% for estimated marke! value. A tax lien attaches lo the
property an January 1 of each vear to secure the payment of all taxes, penalties, and interest ultimately imposed for lhe year
on that property, whether or not the taxes are imposed in the year (he lien attaches,

Revenues are recognized as the related ad valorem taxes are collected. Additional delinguent property taxes estimated 1o be
collectible within sixty days following the close of the fiscal year have been recagnized as revenue at the Tund level.

In Texas, county-wide central appraisal districts are required under the Properly Tax Code to assess all property within the
appraisal district on the basis of 100% of its marke! value and are prohibited fram applying any assessment ratios.

The value of property within the appraisal distict must be reviewed every five years; howsver, the City may, at its own
expense, require annual reviews of appraised values. The City may challenge appraised values established by the appraisal
district through varicus appeals, and, if necessary, lake legal action. Under this legislation, the City continues to set tax rates
on City property. However, if the effective tax rate, including tax rates for bonds and other contractual obligations, adjusted
for new improverments, exceeds the rate for the previous year by more than 8%, qualified voters of the City may petition for an
eleclion to determine whether to limit the tax rate to no more than 8% above the tax rate of the previous year.

The statules of the Stale of Texas do not preseribe a legal debt limit. However, Aricle X, Section 5 of the Texas Conslilution
applicable o cities of more than 5,000 pepulation limits the ad valorem lax rate to $1.50 per £100 assessed valuation. The
City's 20113 ad valorem tax rale of 50.42000 is in compliance with the rate limitation.

E. RECEIVABLES

Receivables as of year-end for the City's individual major funds, including the applicable allowances for uncollectible accounts,
are as follows:

General Proprietary Tatal
Receivables
Taxes 3 2r3T4 % - 5 27.374
Warrants 200,556 - 200,556
Fees and Charges - 31,718 31,718
Gross Receivables 227,930 31,718 259 648
Less; Allowance for
Uncollectibla {201,706) {3,172} (204,878)
Total Net Receivables 3 26224 § 25545 & 54 770
————
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CITY OF CUMEY, TEXAS

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2016

F. CAPITAL ASSETS

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

Governmental Activities:

Capital assets, being depreciated:
Land

Buildings and improvements
Infrastructure

Machinery & eguipment

Total capital agsels being depreciated

Less accumulaled depreciation for:
Buildings & Improvements

Infrastructure

Machinery & Equipment

Total accumulated depreciation

Total capital assets, being depreciated, net
Governmental activities capital assets, net

Business-type Activities:

Water/Sewer

Capilal azsels, not being depreciated
Land

Total capital assets, not being depreciated

Capital assets, being depreciated:
Buildings and improvements
Infrastructure

Machinery & equipment

Total capital assets being depreciated

Less accumulated depreciation for:
Buildings & Improvements

Infrastructure

Machinery & Equipment

Total aceumulated depreciation

Total capital assets, being depreciated, net
Business-type activities capital assets, net

Beginning Ending
Balances Additions Decreases Balances
$ - % 32000 - % 32,000
139,000 - - 139,000
270,535 - - 270,535
573,386 15127 [34.650) 553,863
932 921 47 127 {34,650 LU5, 308
(82,601) {2,716) - (85,317)
{219.404) (9,213) - (228,617)
{423,355) (59,440 34,650 (448,145)
{725,360) 71,369) 34,650 (762.079)
257,561 (24,242) - 233.319
5 257,561 S8 (24.242) % -5 233318
Beginning Ending
Balances Additions Decreases Balances
ks 11,370 % - % - & 11,370
11,370 - - 11,370
164,820 - 164 820
2,704,118 - - 2,704,118
190,081 42 736 {17.607) 215,210
3,069,019 42 736 {17,607) 3.084 148
(42,320} (4,943) - (47, 263)
(1,014,168) {88,388) - {1,102 556)
(78,505) (20,281) 17,607 (81.179)
{1,134,993) {113,612) 17,607 {1,230,998)
1,924,026 (70,876) 1,853,150
$ 1935396 &% (TOBTE) § - & 1864520

Depreciation expense was charged to functions/programs of the primary govemnment as follows:

Governmental activities:
General Governmenl
Fublic Safety

Public: Works, including depreciation of genaral infrastructure sssets

Parks and Recreation

Business-lype aclivities;
Water and Sewer
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CITY OF CUMBY, TEXAS
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED SEPTEMEER 30, 2016

G. LONG-TERM OBLIGATIONS

A summary of long-term debt fransacticns, including the: current portion, for the year ended September 30, 2016 is as follows:

Beginning Ending Due Within
Balance Increase Devrease Balance Cine Year
Governmental Activities .
Capital Lease Payable 5 35323 % - 3 (17.244) % 18072 & 18,079
Net Pension Liability 33,314 - (7.641) 25,673 -
TOTAL 68,637 - (24 885) 43,752 18,079
Compensated absences 4,512 G, G20 (6,680) 4,512 1,394
Long-term Obligations 5 73,149 § 6690 % (31575} % 48264 3§ 19,473
Beginning Ending De Within
Balance Increase Decrease Balance One Year
Business-type Activities
Certificate of Obligations $  B35000 % - & (25,000 § 610,000 % 25,000
Motes Payable 33,034 = {&.820) 24,214 9,303
Capital Lease Payahle - 27,736 (1.670) 26,066 6,199
Met Pension Liability 18,740 - (663) 18,077 -
TOTAL GHEG,7T4 27,736 {36,153) 678,357 40,502
Compensated absences 1,817 2,902 (2,802 1,817 -
Long-term Obligations $ 685501 & 30638 0§ (39,065) % GBO174 § 40,502
Changes in Governmeantal Long-Term Debt
Amounts Amounts
Interest Amounts Qutstanding Outstanding
Rate Original September 30, Seplember 30,  Dus Within
Description Payable |ma e 2015 Issued Fetired 2016 Cne Year
Capital lease 484%  § 147500 § 35373 % - 8 (17244) 8 18,079 % 18079

The City enlered info a capital lease agreement with OshKosh in Oclober 2008 for a fire fruck in the amount of $147.500. The
lease is to be repaid in annual payments with an interest rate of 4.84%. This lease will be paid in full in October 2017,

Governmental debt service requirements are as follows:

Year Ending September 30;
2017

% 18,079

Tatal minimum lease payments 15,079
Less: amount representing interast 875
Fresent value of lease payments b 17,204
Changes in Business-fype Long-Term Debt
Amounts Amcunts
Interest Amounts Outstanding Outstanding
Rate Original September 30, September 30,  Due Within
Description Payable lssue 2015 Issued Retired 2016 One Year
Series 2012, CO 3BEIHF BHS000 F B35000 3 - % (250000 § B10000 § 25000
M/P-Jet Spray 5.25% 45,436 33,034 - {8,820) 24,214 9,303
§ 740436 % 668034 & N § 533 824];_5 3 B34214 5§ 34303
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G. LONG-TERM QBLIGATIONS {continued)

Debt zervice requirements are as follows:

Total

Year Ending Seplember 30 Principal Interest Requirements
2017 b 34,303 % 23879 % 58,182

2018 34,808 22,801 57,610

2019 30,102 21,660 81,762

2020 25,000 20,852 45,852

2021 30,000 20,019 50,018
2022-2026 160,000 84,284 244 284
20272031 190,000 49 962 239,962
2032-2034 130,000 9.042 139,042
Totals § 634214 § 252499 &  BAG 713

$695.000 Series 2012 Combination Tax and Revenue Cedificate of Obligations were issued for the

purpose of sewer infrastructure improvements,

In January 2014, the City secured a note in the amount of § 45436 to purchase a sewsr jel spray
with an interest rate of 5.25%, This note matures in January 2019,
Armounts Amounts
Interest Amounts Cutstanding Cutstanding
Fate Original September 30, September 30,  Due Within
Description Payable Izsuc 2015 Issued Retired 2016 Cme Year
Capilal lease 4,39% b 27736 & - =E: 27 736 =h 51 _ETﬂt & Eﬁiﬂﬁt’i _‘i 5,199
% 2773 % - & g?,?SE.DD - (1,670} & 26,066 % £,199

The City entered into a capital lease agreement with Jay Hodges Chevrolet in May 2016 for a 2016 Silverada In the amount of
$27,736. The lease is to be repaid in annual payments wilth an inlerest rate of 4.3%%. This lease will be paid in full in May

2021,

Minimum

Year Ending Seplember 30: Obligation
2017 & 6,199
2018 6,199
2019 6,199
2020 6,199
20 4,071
Total minimum lease payments 28,867
Less: amount representing interast 2,801
Fresent value of lease payrments k3 26.066

Compensated Absences

Compensated absences represent the estimaled liability for employees’ accrued compensatory time and vacation leave which
employees are entitfed to be paid upon termination of employment if all requirements are met as stated in the personnel
manual adopted by the City Council. The refirement of this liability is typically paid from the General Fund and the Proprietary
Funds based on the assignment of an employee at termination,

. OPERATING LEASES

The City has operating leases for office equipment. Lease obligations are as follows:

Annual
Year End Lease
Sept 30 Paymenl
2017 b 2,765
Total $ 2765
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PENSION PLAN
1. Plan Description

The Cily provides pension benefits for all its eligible employees through a non-traditional, joint contnbutory, hybrid defined
benefit 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, Subtitte G, Title 8, Texas Government Code {"TMRS Act') as an
agent mulliple-employer refirement 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 iz nol fiscally dependent on the State of Texas, TMRS' defined benefit
pension plan is a tax-qualified plan under Section 401(a) of the Intemal Revenue Code. TMRS issues a publichy available
comprehensive annual financial report ("CAFR™) that can be obtained at WAWIMIES. Com.

All eligible employees of the City are required to participate in TMRS.
2. Benefits Provided

TMRE provides retirement, disability, and death benefits. Benefit provisions are adopted by the City Council, within the
options available in the state statules gaoverning TMRS.

Al retirement, the benefil is calculaled as if the sum of the employee's conlributions, with interest, and the cily-financed
monetary credits with interest were used to purchase an annuity, Members may choose lo receive their refirement benefit in
one of seven payment options. Members may alse choose to receive a portion of their benefit as a Partial Lump Sum
Distribution in an amount equal fo 12, 24, or 36 monthly payments, which cannol exceed 75% of the member's deposils and
interest,

Plan provisions for the City were as follows:

Plan Year
2016 2015

Employee Deposit Rate: 5% 5%
Matching Ratio (City to Employes): 1101 101
‘fears required for vesting Syrs 5yrs
Service retirements eligibility

(expressed as agefyears of sernvice) G5, V20 BOJS, 0720
Updated Service Credit 0% 0%
Annuity Increase (lo refirees) 0% of CPI 0% of CPI

Employees coverad by benefit terms:
At the December 31, 2015 valuation and measurement date, the following employees were covered by the benefit terms:

Inactive employees or beneficiaries currently receiving benefits 3
Inactive employees entitled to but not yet receiving benefits 1
Aclive employees 11

25
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PENSION PLAN {continued)
3. 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 adopled by the City Council. Under the state law governing TMRS, the
contribution rate for each city is determined annualty by the actuary, using the Enfry Age Mormal "EAM"} actuanal cost
method. The actuarially determined rate is the estimated amount necessary fo finance the cosl of benefils earmed by
employees during the year, with an additional amount fo finance any unfunded accroed liability.

Employees for the City were required to contribute 5% of their annual gross earnings during the fiscal year. The contribution
rates for the City were 2.36% and 2.38% in calendar years 2016 and 2015, respectively. The City's contributions to TMRS for
the fiscal vear ended September 30, 2016 were 58,418 and were equal to the required contributions,

4. Met Pension Liability

The City's Net Pension Liability ("MPL"} was measured as of December 31, 2015, and the Total Pension Lizbility {"TPL™} used
o calculate the Met Pension Liability was determined by an actuarial valuation as of thal date.

Actuarial assumplions:
The Total Pensicn Liability in the December 31, 2015 actuarial valuation was determined using the following actuarial
assumptions:

Inflation 2.5% per year

COwerall payroll growth 3.0% per year
Investment Rate of Return  6.75%, net of pension plan investment expense, including inflation
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PENSION PLAN
4. Met Pension Liability {continued)

Salary increases were based on a service-related table. Mortalily rates for active members, refirees, and beneficiardes were
based on the gender-distingt RP2000 Combined Healthy Mortality Table, with male rates multiplied by 109% and female rates
multiplied by 103%. Based on the size of the City, rates are multiplied by a factor of 96%. The rales are projected on a fully
generationzl basis by scale BE to account for future maortality improvements. For disabled annuitants, the gender-distinct
RP2000 Disabled Reliree Mortality Table is used, with slight adjustmenis,

Acluarial assumplions used in the Decamber 31, 2015 valuation were based on the results of acluarial expenence studies,
The experience study in TMRS was for the perod January 1, 2006 through December 3, 2008, first vsed in the
December 31, 2010 valuation. Healthy post-relirement mortality rates and annuity purchase rates were updated based on a
Mortality Experience Investigation Study covering 2008 through 2011, and dated December 31, 2013, Thece assumgplions
were first used in the December 31, 2013 valuafion, along with a change to the Entry Age Normmal {EAN) actuaral cost
method. Assumplions are reviewed annually. No additional changes were made for the 2015 valuation,

The long-term expecled rate of return on pension plan investmenlts is 6.75% The pension plan’s policy in regard to the
allscation of invested assets iz established and may be amended by the TMRS Board of Trustees. Plan aszsets are managed
on @ total relurn basis with an emphasis on both capital appreciation az well as the production of income, in order to satisfy
the short-term and long-term funding needs of TMRS.

The long-tenm expected rate of return on pensicn plan investments was determined using a building-block methad in which
best estimate ranges of expected future real rates of returmn {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 rale of
returm by weighting the expected future real rates of return by the target asset allocation percentzge and by adding expected
inflation. The target allocation and best esfimates of arithmetic real rates for each major asset class are summarized in the
following tahble:

Target Long-term Expected Real

Asset Class Allgcation Rate of Retumn {Arthmetic)
Domestic Equily 17.5% 4.80%
International Equity 17.5% 6.05%
Core Fixed Income 30.0% 1.50%,
Mon-Caore Fixed Income 10.0% 3.60%
Real Retum 5.0% 1.75%
Real Estate 10.0% 5.25%
Absolute Return 5.0% 4.25%
Frivate Equity 5.0% 8.50%

Total 100.0%

Discount Rate

The discount rale used to measure the Total Pension Liability was 6.75%. The projection of cash Nlows uzed to determine the
discount rate assumed that employes and employer contributions will be made at the rates specified in statte. Based on
that assumption, the pension plan's Fiduciary Met Position was projected to be available 1o make all projecled future benefil
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 1o delerminge the Total Pension Liability,

Sensilivity of the net position iiability to changes in the discount rate

The following presents the net pension liability of the City, calculaled using the discount rate of 6.75%. as well as what the
City's net pension liabilily would be if it were calculated using a discount rate that is 1-percentage-point lower (2.75%) or
1-percentage-paint higher (7.75%) than the current rate:

Cumrent Single
Fate
1% Decrease  Assumption 1% Increasc
9.75% 6.75%: 7.75%
_§  7as3v % 43,750 § 15138
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CITY OF CUMBY, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2016

I. PENSION PLAN (continued)
5. Pension Expense and deferred Outflows of Resources and Deferred Inflows of Resources Related lo Pensions
For the year ended September 30, 2018, the City recognized pension expense of $8,627.

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

Deferred Deferred
Cutflow of Inflowy of
Resources Resources
Differences betweean expected and actual economic
experience § - % 30,388
Changes in actearial assumplions 8,070 -
Difference between projected and actual investment
gamings 14,001 -
Contributions subsequent to the measurament
dale of December 31, 2015 8,127 .

£ 30,198 _§ 30,388

$8.127 reported as deferrad outflows of resources related to pensions resulling from contributions subsequent to the
measurement date will be recognized as a reduction of the net pension liability for the fiscal year ending September 30, 2016,
Other amounts reported as defarred outflows and inflows of resources related to pensions will be recognized in pension
expense as follows:

Met deferred outflows (inflows) of resources;
December 31
2016 5 (1,153}

2017 (1,153)
2018 (1,155)
20149 (1,611)
2020 (133
Thereafter -
3 5205 —

6. Group-term Life Insurance

The City also participates in the cost sharing multiple-employer defined benefit group-term life insurance plan operated by the
TMRS known as the Supplemental Death Benefits Fund ("SDBF"). The City elected, by ordinance, to provide group-term life
insurance coverage lo both cument and refired employees. The City may terminate coverage under and discontinue
participation in the SDBF by adopting an ordinance before November 1 of any year to be effective the following January 1.

The death benefit for aclive employees provides a lump-sum payment approximately equal to the employee’s annual salary
(calculated based on the employee’s actual earnings, for the 12Z-month period preceding the month of death), retired
employees are insured for §7,500; this coverage is an “other postemployment benefit”, or OPEB.

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

The City's contrbutions to the TMRS SDEF for the years ended 2016, 2015 and 2014 were $613, $548, and $587,
respectively, which equaled the required contributions each year.
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CITY OF CUMBY, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2016

J. HEALTH CARE COVERAGE

During the year ended September 30, 2016, the City paid each full-time employes $70Meek to assist with health insurance
premiums.

K. INSURANCE COVERAGE

In accordance with slale statute, the City was prolected against unanticipated calastrophic individual or agorenale loss by
stop-loss coverage carried through Texas Municipal League, a commercial insurer licensed or eligible to do business in Texas
in accordance with the Texas Insurance Code. Stop-loss coverage was in effect for individual claims up to $125,000 and for
aggregate loss. According to the latest actuarial opinion dated Oclober 1, 2015, the unfunded claim benefit obligation
included no reported claims that were unpaid and no estimated claims incurred, but not reported.

L. RISK MANAGEMENT

The City is exposed to various risks of loss related to lors, theft, damage or destruction of assets, errors and omissions,
injuries to employees, and natural disasters. The City had general liability coverage at 2 cost that is considered to be
economically justifiable by joining together with other governmental enlities in the State as 2 member of the Texas Municipal
League Intergovernmental Risk Pool ("TML™. TML is a self-funded pocd operaling as a common risk management and
insurance program. The City pays an annual premium to TML for its above insurance coverage, The agreement for the
formation of TML provides that TML will be self-sustaining through member premiums and will reinsure thraugh commercial
companies for claims in excess of acceptable risk levels; however, each category of coverage has its own level of
reimbursement. The City conlinues to carry commercial insurance for other ricke of loss, There were no significant
reductions in commercial insurance coverage in the past fiscal year and sellled claims resulling from these risks have not
exceeded coverage in any of the past three fiscal years,

M. LITIGATION
Currently management is unaware of significant pending litigation against the City of Cumby, Texas.
N. ADDITIONAL WATER AND SEWER INFORMATION

The following information is included al the request of the Texas Water Development Board for the year under audit.
Water Accountability Report:

Gallons Pumped 33,140,937
Gallens Billed 27,312,100

0. TRANSFERS

Transfers between funds during the year were as follows:

Water and
Transfers Qut General Fund Sewer Fund
General Fund ] £4.566 & -
Water and Sewer - (B4,566)

3 64,566  § (64 566)
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CITY OF CUMBY, TEXAS

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEFTEMEER 30, 2016
P. RELATED PARTY TRANSACTIONS

There are several Alderman that have personal accounts with the same financial institution that the City does business.
Management has determined that this does nol pose any conflict of interest for either party.

Q. SUBSEQUENT EVENTS

The Cily has evaluated all events or transactions that occurred after September 30, 2016 up through January 5, 2017, the date
the: financial statements were available to be issued. Management noled no subsequent events requiring disclosure.
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CITY OF CUMBY, TEXAS
REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED SEPTEMBER 30, 2016

SCHEDULE OF PENSION TRUST - TMRS FUNDING PROGRESS

LAST THREE FISCAL YEARS (UNAUDITED)

{Over-funded)
Actuarial Actuarial UAAL as
Actuarial Accrued Accrued Percent of
Fiscal Actuarial Value of Liability (AAL) Liability Funded Covered Covered
Year Valuation Date Assets -Unit Credit UAAL Percent Payroll Payroll
2014 1203172013 $ 163,583 % 220966 % 57,383 7403% § 391,085 14.67%
2015 12/31/2014 198,796 256,374 57,578 T7.54% 391,274 14.72%
2016 12/31/2015 205,658 245281 39,623 83.85% 408,623 9.70%
SCHEDULE OF CONTRIBUTIONS
LAST THREE FISCAL YEARS (UNAUDITED)
12/31/2015 123172014 12/31/2013
Actuarially determined contribution 3 8418 3% 9234 § 9347
Contributions in relation to the actuarially
determined contribution 8,418 9,234 9,347
Contributions deficiency {excess) S - 5 - $ -
Covered employee payroll g 408,623 % 391,274 % 391,095
Contributions as a percentage of covered
employee payroll 2.08% 2.36% 2.39%

Mote: Years will continue to be added unlil there are 10 years for comparison
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CITY OF CUMBY, TEXAS
REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED SEPTEMBER 30, 2016

SCHEDULE OF CHANGES IN NET PENSION LIABILITY
AND RELATED RATIOS-TMRS

1203172015

Total pension liability

Service cost % 26,601

Interest (on the Total Pension Liability) 17,719

Changes of benefil terms :

Difference between expected and actual experience {30.388)

Change of assumptions 8,070

Benefit payments, including refunds of employee

contributions (33.095)

Net Change in Total Pension Liability (11,093)
Total Pension Liability - Beginning 256,374
Total Pension Liability - Ending £ 2457281
Plan Fiduciary Net Pasition

Contribution - employer 5 9, 7EH6

Contribution - employee 20431

Metl investment income 302

Benefit payments, including refunds of employes

contributions (33,085)

Administrative expense {184)

Other 9}

MNet Change in Plan Fiduciary Net Position (2,789)
Plan Fiduciary Net Position - Beginning 204,320
Plan Fiduciary Net Position - Ending 201,531
Net Pension Liability - Ending % 43,750
Plan Fiduciary Net Position as a percentage of

Total Pension Liability 82.16%
Covered employee payroll § 408,623
Met Pension Liability as a percentage of

covered employee payrall 10.71%
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To City Council
City of Cumby
Cumby, Texas

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards issued
by the Comptroller General of the United States, the financial statements of the governmental activities, the
business-type activities, and the aggregate remaining fund information of the City of Cumby, Texas, as of
and for the year ended September 30, 2016, and the related notes to the financial stalements, which
collectively comprise the City of Cumby, Texas’ basic financial statements and have issued our report
thereon dated January 5, 2017.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of Cumby, Texas®
internal control over financial reporting (internal control) to determine the audit procedures that arce
appropriate in the circumstances for the purpose of expressing our opinions on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the City of Cumby, Texas' internal
control. Accordingly, we do not express an opinion on the effectiveness of the City of Cumby, Texas’
mnternal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness,
yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material weaknesses
or significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in
internal control that we consider to be material weaknesses. However, material weaknesses may exist that
have not been identified.

1021 Park Street £910 Wesley Street 603 South Goliad Street
Commerce, Texas 75428 Greenville, Texas 75402 Rockwall, Texas 75087
Office (903) #86-2123 Office {903) 455-9898 Office [972) 771-1065
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Cumby, Texas® financial statements are
free from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. .

Purpose of this Report

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

Respectiully Submitted,
CONWAY COMPANY CPAs, P.C.

lonamy Loy G2, 12,

Greenville, Texas
January 5, 2017
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