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tt and Abbott PLLC

Certified Public Accountants

March 25,2014

To the City Council and Management
of the City of Anna, Texas

Subject: Management Letter

In planning and performing our audit of the financial statements of the City of Anna, Texas (the City), for
the year ended September 30, 2013, in accordance with auditing standards generally accepted in the
United States of America, we considered the City's internal control over financial reporting (internal
control) as basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements and not for the purpose of expressing an opinion on the effectiveness of the City’s
internal control.

However, during our audit we became aware of matters that are an opportunity for strengthening internal
controls and operating efficiency. The memorandum that accompanies this letter summarizes our
comments and suggestions regarding these matters. This letter does not affect our report dated March 25,
2014, on the financial statements of the City. The recommendations should in no way be construed as
derogatory towards management.

We will review the status of these comments during our next audit engagement. We have already
discussed these comments and suggestions with management, and we will be pleased to discuss it in

further detail at your convenience, to perform any additional study of the matter, or to assist you in
implementing the recommendations.

Sincerely,

Yot omd Qe 7LLC

LaFollett and Abbott, PLLC

LaFollett and Abbott PLLC
PO Box 717 - Tom Bean, TX - 75489
903-546-6975 * www.lafollettcpa.com




Management Letter Points

Prior Year Recommendation

We recommend the City provide management for the Economic Development
Corporation (EDC) and Community Development Corporation (CDC) with access and
training for the City’s accounting software. The EDC and CDC are currently recording
checks and deposits on excel spreadsheets. New debt issuances, asset acquisitions, and
other transactions are also handled outside of the City’s finance department. Although
cash transactions are periodically forwarded for recording in the City’s accounting
software, there remains a disconnect in knowing if all EDC and CDC transactions have
been properly recorded.

Status of Prior Year Recommendation

The finance staff now works closer with the EDC and CDC for matters related to debt,
acquisitions, and agreements. The City still experiences significant delays in recording
transactions into the accounting system. We also noted that one CDC cash account had
not been reconciled to the system balance and caused an $18,000 understatement of cash
at fiscal year-end 2013.

We have a recurring recommendation to enter and reconcile EDC and CDC transactions
in a timely manner.

Current Year Recommendations

We recommend the City perform more year-end reconciliation and closing procedures
before audit fieldwork begins.

Audit adjustments were needed for: cash, accounts payable, fixed assets, and transfers in
and out. These adjustments should be identified and posted by the City through normal
closing procedures.

We recommend the City deposit new debt proceeds into the appropriate fund considering
which fund will be obligated to repay the debt.

Proceeds from the $4,210,000 Series 2012 Tax and Revenue Certificates of Obligation
were deposited into the Capital Projects Fund, but the Utility Fund will be obligated to
repay the debt and the funds are being used for Utility Fund improvements. Although the
City has properly reflected amounts due to the Utility Fund from the Capital Projects
Fund, best practice would have all the debt’s activity recorded in the Utility Fund.

Management’s Responses to Findings

Staff developed a strategy to work with the EDC/CDC at the close of the FY 12 audit to
make improvements in the timely reconciliation of financial data and transactions. As we
began to implement to plan, it became apparent that the plan needed to be altered. As
such, a formal agreement between the EDC/CDC and the City has been reached. This
agreement calls for the EDC/CDC to provide prior month financial information to the
City on or about the 15" of every month. City staff will enter this information to our
accounting program and perform monthly reconciliations.




Each year City staff has taken a greater role in year-end procedures and reconciliations.
This is evidenced by the decline in auditor’s adjustments each year. In FY 13, there was
a significant increase in capital projects. This exposed a weakness and opportunity to
improve year-end closings etc. City staff is developing a year-end checklist for each fund
that will guide us in ensuring we don’t miss any procedures at year-end.

Staff is working with an accounting consultant to implement best practices in accounting
for capital projects that are related to General Fund vs. Utility (Enterprise) Fund
activities.
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March 25, 2014

To the City Council of the
City of Anna, Texas

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Anna
(the “City”), for the year ended September 30, 2013. Professional standards require that we
provide you with information about our responsibilities under generally accepted auditing
standards, as well as certain information related to the planned scope and timing of our audit. We
have communicated such information in our letter to you dated October 21, 2013. Professional
standards also require that we communicate to you the following information related to our audit.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by the City are described in Note A to the financial
statements.

The City adopted new applications of accounting policies during 2013 as follows: Presentation
of financial results for the Anna Economic Development Corporation and Anna Community
Development Corporation changed from a discrete presentation to a blended presentation as
these component units became special revenue funds for the City effective October 1, 2012.

We noted no transactions entered into by the City during the year for which there is a lack of
authoritative guidance or consensus. All significant transactions have been recognized in the
financial statements in the proper period.

Certain financial statement disclosures are particularly sensitive because of their significance to
financial statement users. The most sensitive disclosure affecting the financial statements was:

The disclosure of long-term debt in Note F to the financial statements. This disclosure provides
detail of debt terms, future payments, interest rates, and other information for each debit.

The financial statement disclosures are neutral, consistent, and clear.
Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are clearly trivial, and communicate them to the
appropriate level of management.
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The following summarizes uncorrected misstatements of the financial statements:

Property tax revenue understated by $8,546
Deferred tax revenue overstated by $8,546

Management has determined that their effects are immaterial, both individually and in the
aggregate, to the financial statements taken as a whole.

Management has corrected all other such misstatements. The following misstatements detected
as a result of audit procedures were corrected by management: See separate listing of audit
adjustments provided to management.

Disagreements with Management

For purposes of this letter, a disagreement with management is a financial accounting, reporting,
or auditing matter, whether or not resolved to our satisfaction, that could be significant to the
financial statements or the auditor’s report. We are pleased to report that no such disagreements
arose during the course of our audit.

Management Representation

We have requested certain representations from management that are included in the
management representation letter dated March 25, 2014.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the governmental unit’s financial
statements or a determination of the type of auditor’s opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the governmental unit’s
auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.

This information is intended solely for the use of City Council and management of the City and
is not intended to be, and should not be, used by anyone other than these specified parties.

Very truly yours,

H 7l ovd bttt Puc

Tom Bean, Texas
March 25, 2014
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Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the City Council of the
City of Anna, Texas

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activity, each major fund, and the aggregate remaining fund information of the City of Anna, Texas (the
City), as of and for the year ended September 30, 2013, and the related notes to the financial statements,
which collectively comprise the City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America 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 expressing an opinion on the effectiveness of the City’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.

LaFoliett and Abbott PLLC
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, business-type activity, each major fund, and
the aggregate remaining fund information of the City of Anna, Texas, as of September 30, 2013, and the
respective changes in financial position, for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information on pages 3 through 8 and 37 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. The retirement system funding information on page 38 is
also not a required part of the basic financial statements but is supplementary information required by
accounting principles generally accepted in the United States of America. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 25,
2014, on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City of Anna, Texas internal control
over financial reporting and compliance.

hliod (et P

Tom Bean, Texas
March 25, 2014




CITY OF ANNA
MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of City of Anna’s (the City) financial performance provides an overview of the
City’s financial activities for the fiscal year ended September 30, 2013. Please read it in conjunction with the
City’s financial statements, which begin on page 9.

FINANCIAL HIGHLIGHTS

J The assets of the City exceeded its liabilities at the close of FY13 by $34,168,260. This is an increase of
$3,394,927 over FY12’s net position value of $30,773,333. Unrestricted net position at the close of FY13
is $3,898,524 and may be used to meet the City’s ongoing obligations to citizens and creditors. This is a
decrease of $7,828 from FY12’s unrestricted net asset value of $3,906,352.

e Although the City’s total net position increase of $3,394,927 is much higher than FY12's $48,099
increase, FY13’s result included non-recurring grants, intergovernmental revenue, and capital
contributions totaling $3,150,545. The majority of these funds assisted in utility relocation projects and
park improvements.

° The City’s governmental funds reported on page 12 have an ending fund balance of $3,284,331, which is
a decrease of $1,736,114 in comparison with FY12 ending fund balances of $5,020,445. $1,489,156 of
this decrease was attributable to a planned capital assets transfer to the City’s proprietary fund from the
Capital Projects Fund. $1,742,740 of the governmental-type fund balance is classified as “unassigned”
and available for spending at the City’s discretion and in compliance with the City’s financial policies.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The government-wide financial statements
include the Statement of Net Position and the Statement of Activities (on pages 9-11). These provide
information about the activities of the City as a whole and present a long-term view of the City’s financial
condition. They reflect the flow of total economic resources in a manner similar to the financial reports of a
business enterprise.

Fund financial statements (starting on page 12) report the City’s operations in more detail than the government-
wide statements by providing information about the City’s most significant funds. Governmental fund
statements tell how services were financed in short-term, as well as what resources remain for future spending.
They reflect the flow of current financial resources, and supply the basis for funding requests and the
appropriations from the State. Proprietary fund financial statements report activity for the City’s water, sewer,
and sanitation operations.

The notes to the financial statements (starting on page 19) provide narrative explanations or additional data
needed for full disclosures for the government-wide statements and the fund financial statements.

Reporting the City as a Whole - Government-Wide Financial Statements

The Statement of Net Position and the Statement of Activities

Government-wide financial statements, which provide an analysis of the City’s overall financial condition and
operation, begin on page 9. The primary objective of these statements is to show whether the City’s financial
condition has improved or deteriorated as a result of the year’s activities.

The statement of Net Position includes all the City’s assets and liabilities (including long-term items) while the
Statement of Activities includes all the revenue and expenses generated by the City’s operations during the
year. Government-wide statements utilize the accrual basis of accounting, which is the same method used by
most private sector companies.




All of the current year’s revenue and expenses are taken into account regardless of when cash is received or
paid. The City’s revenue is divided into the following categories: 1) charges for services, 2) operating grants
and contributions, 3) capital grants and contributions, 4) general revenues not associated with any specific
program function. All of the City’s assets are reported whether they serve the current or future years.
Liabilities are also reported regardless of whether they must be paid in the current or future years.

These two statements report the City’s net position and changes in them. The City’s net position (the difference
between assets and liabilities) provide one measure of the City’s financial health or financial position. Over
time, increases or decreases in the City’s net position are one indicator of whether its financial health is
improving or deteriorating. To fully assess the overall health of the City, you should consider non-financial
factors as well, such as changes in the City’s request for services from citizens and the condition of the City’s
facilities.

In the Statement of Net Position and the Statement of Activities, the City has two kinds of activities:
Governmental Type Activities — City services such as police and fire protection, street maintenance, parks,
economic and community development, and city administration are reported here. City property taxes finance

most of these activities.

Business-Type Activities - The City uses proprietary (business-type) funds to account for its water, sewer,
and sanitation operations. The services are supported by monthly charges to citizens.

Reporting the City’s Most Significant Funds

Fund Financial Statements

The fund financial statements begin on page 12 and provide detailed information about the most significant
funds. The City’s two kinds of funds-governmental and proprietary — use different accounting approaches.

Governmental Funds — The City reports most of its basic services in governmental funds. Governmental
funds use the modified accrual basis of accounting (a method that measures the receipt and disbursement of
cash and other financial assets that can be readily converted to cash) and they report balances that are available
for future spending. Governmental fund statements provide a detailed short-term view of the City’s general
operations and the basic services it provides. We describe the accounting differences between governmental
activities (reported in the Statement of Net Position and the Statement of Activities) and governmental funds in
reconciliation schedules found on pages 13 and 15.

Change in Fund Financial Statements Presentation

In prior years, the City’s Economic Development Corporation (EDC) and Community Development
Corporation (CDC) were presented as discrete component units of the City. Their financial results were only
presented on the full accrual, government-wide financial statements. Effective October 1, 2012, the CDC and
EDC became non-major, blended special revenue funds for the City. Accordingly, beginning governmental-type
fund balances have been restated to include EDC and CDC equity.

Proprietary Funds — The City uses proprietary (business-type) funds to account for its water, sewer, and
sanitation operations. The full-accrual basis of accounting is used for all proprietary type funds.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Sixty-one percent (61%) of the City’s net position are invested in capital assets; land, streets, parks, buildings,
water/sewer infrastructure, vehicles and equipment, less any outstanding debt used to acquire these assets. The
City uses capital assets to provide services to the citizens they serve; consequently, these assets are not available
for future spending.




The following tables summarize the Statement of Net Position and Changes in Net Position for the year ended

September 30, 2013:

Governmental Activities Business-type Activities Total
FY13 FY12 FY13 FY12 FY13 FY12
Current and other assets $ 4414716 $ 5.630.237 $ 11.493.608 $ 6.758.629 $ 15.908.324 $ 12.388.866
Capital assets 18.465.950 16.167.945 32.164.793 30.778.837 50.630.743 46.946.782
Total assets 22.880.666 21.798.182 43.658.401 37.537.466 66.539.067 59,335,648
Long-term liabilities outstanding 6.854.813 7.277.605 22,935,997 19.194.300 29.790.810 26.471,905
Other liabilities 915.924 374.823 1.664.073 1,715,587 2.578.997 2.090.410
Total liabilities 7.770.737 7.652.428 24.600.070 20.905.887 32.370.807 28,562,315

Net Position:

Net investment in capital assets 11.698.639 11.028.181 9.228.796 11.564.537 20927435 22.612.718

Restricted 983.464 444340 §.358.837 3.809.923 9.342.301 4.254.263

Unrestricted 2.427.826 2.673.233 1.470.698 1,233.119 3.898.524 3.906.352
Total net position $ 15.109.929 $ 14.145.754 $ 19,058,331 $ 16.627.579 $ 34,168.260 $ 30.773.333
Governmental Activities Business-type Activities Total
FY13 FY12 FY13 FY12 FY13 FY12
Revenues:
Program Revenues:
Charges for services $ 1.147.988 $ 921352 § 5.573.401 $ 4.880.931 $ 6.721.389 $ 5.802.283
Operating grants and contributions 10,531 76,729 - - 10,531 76.729
Capital grants and contributions 2.665.841 382.003 484.704 - 3,150.545 382.003
General Revenues:

* Property taxes 2.483.857 2,392,504 - - 2,483,857 2.392,504
Other taxes and franchise fees 1,502,779 886.810 - - 1,502,779 886.810
Other 78.655 191,700 190,763 404.350 269,418 596.050

7.889.651 4,851.098 6.248.868 5.285.281 14.138.519 10.136.379
Expenses:
General government 885.833 965.092 - - 885.833 965.092
Economic/Community Development 196,384 - - - 196,384 -
Police and court 1.526.399 1,364,060 - - 1,526,399 1.364.060
Streets 940.941 888.763 - - 940,941 888,763
Debt service - interest 270,057 196.169 - - 270,057 196,169
Development and animal control 560,983 530,649 - - 560,983 530,649
Parks 303.607 290,907 - - 303.607 290,907
Fire 641,670 445,193 - - 641.670 445,193
Ambulance 110.446 114,782 - - 110.446 114,782
Water/Sewer/Sanitation - - 5.307.272 4,928,084 5.307.272 4.928.084
5.436.320 4,795,615 5.307.272 4,928,084 10,743,592 9.723.699
Excess (deficiency) of revenues
over expenditures before transfers 2453331 55483 941.596 357.197 3.394.927 412,680
Transfers In (Out) (1.489,156) (364.582) 1,489,156 - - (364.582)
Increase in net position 964,175 (309.099) 2,430,752 357.197 3,394,927 48,098
Net position - October 1 (beginning) 14,145,754 13,841,270 16,627,579 16.270.382 30,773,333 30,111,652
Prior period adjustments - 613,583 - - - 613,583
Net position - September 30 (ending) $ 15,109,929 5 14,145,754  § 19,058,331 $ 16627579 $ 34,168.260 $ 30,773,333




FINANCIAL ANALYSIS OF THE GOVERNMENT-WIDE STATEMENTS

Net position of the City’s governmental activities increased from $14,145,754 to $15,109,929. Unrestricted net
position — the part of net position that can be used to finance day-to-day operations without constraints
established by debt covenants, enabling legislation, or other legal requirements is $2,427,826 for governmental
activities.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

The City’s governmental funds (as presented in the balance sheet on page 12) reported a combined fund balance
of $3,284,331 compared to $5,020,445 in FY12. This represents a decrease of $1,736,114. $1,489,156 of this
decrease was attributable to a planned capital assets transfer to the City’s proprietary fund from the Capital
Projects Fund.

Revenues and other financing sources for the City’s general fund were $4,350,680, while total expenses and
other financing uses were $4,376,186. This resulted in an excess of expenditures over revenues of $25,506 (see
page 14). Last year’s result was an excess of revenues over expenditures of $339,761. The largest increases in
FY13 general fund revenues came from development fees, impact fees, and building permits. The largest
increases in FY 13 general fund expenditures were related to capital outlays.

General Fund expenditures were $316,668 more than budgeted. More than budgeted revenue for building
permits necessitated more contract expense for the same department. Additionally, the City spent $268,103 for a
land purchase, but funds had been accumulating from restricted sources that allow for this expenditure.

Revenues for the City’s Utility Fund were $4,920,699, while total expenses were $4,928,084. This resulted in
income before transfers of $456,892 (see page 17). This is better than 2012’s result of a loss before
contributions and transfers of $7,385. The main reason for the improvement was a $368,500 increase in
developer and impact fees. Water, sewer, and sanitation charges for services also increased in the range of 5 to
10%. The FY13 unrestricted net position is $1,470,698. Excluding depreciation expense, this unrestricted net
position is equal to approximately six months of the Utility Fund’s 2013 operating expenses.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The City’s investment in capital assets for all activities as of September 30, 2013 amounts to $50,630,743
compared to $46,946,782 (net of accumulated depreciation) at September 30, 2012. This investment in capital
assets includes land, buildings and improvements, street improvements, parks, water and sewer systems,
equipment and vehicles. The net increase in the City’s investment in capital assets for the current fiscal year
was $3,683,961. Some of the major capital asset expenditures during 2013 related to the ongoing F.M. 455
utilities relocation project, water system improvements, and park improvements.

Long-term Debt

At year-end, the City had total notes, capital leases, bonds and contractual obligations outstanding of
$29,676,845. The City had one new $4,210,000 debt issuance during 2013. The Utility Fund’s new Series 2012
combination tax and revenue certificates of obligation were issued to finance water and sewer system
improvements. The City made all required bond, capital lease, note, and contractual obligation principal
payments for 2013 which totaled $872,157.

At the end of FY13, the City’s total long-term commitments for governmental activities were $6,854,813 and
total long-term commitments for the Utility Fund are $22,935,997. Total long-term commitments for the City
increased by $3,318,905 from 2012 to 2013.




ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

From 2008 to 2011, the taxable value of existing properties in Anna declined an average of 3% per year. This
equates to a loss of over $42 million in taxable value based on a year to year comparison. The value of existing
properties stabilized in 2012, and valuation reports for the 2013 tax year show that the value of existing
properties have increased for the first time since 2008. In addition to a modest 4% increase in the value of
existing property, approximately $30,000,000 in new construction was added to the tax roll last year. We
remain guardedly optimistic that we will continue to see modest appreciation in the value of existing properties.
This growth in taxable value corresponds to a significant increase in residential growth and population over the
past 24 months. According to the most recent population estimates published by the North Central Texas
Council of Governments, the City of Anna population as of January 1, 2013 was 9,360. In 2012, the City issued
333 single family building permits which equates to approximately 1,000 new city residents. In 2013, the City
issued another 305 single family building permits. Through February of 2014, the City has issued 78 single
family building permits. We forecast a similar pattern of growth for at least the next 12 months.

Of course with the growth in population comes a proportional increase in demand for municipal services that
are funded primarily by property taxes. In order to fund the FY 2014 budget, the City adopted a tax rate of
$0.650332 per $100 valuation which is identical to the tax rate adopted in FY 2013 and slightly greater than the
effective tax rate of $0.606872. When compared with other cities in our area, the City of Anna still has one of
lowest per-capita property tax burdens.

In order to accommodate existing and projected growth, the City invested about $20 million over the last decade
to upgrade the water and sewer system. Up until four years ago, the City was able to pay about two-thirds of the
outstanding water and sewer debt with impact fees that are paid by a home builder when a new home is
constructed. As residential construction declined, the resulting revenue from impact fees fell dramatically.

In October of 2009, utility rates were increased in order to generate the revenue necessary to cover the operating
costs and debt service obligations of our utility fund. On October 1, 2011, the base rate for residential water
customers increased from $18 to $22 per month and the base rate for residential sewer customers increased
from $18 to $22 per month. On January 1, 2012, an additional customer charge of $0.15 per 1000 gallons of
water used was adopted to pay for the water production fees now being charged by the North Texas
Groundwater Conservation District. While no additional rate increases occurred in FY 2013, the FY 2014
budget included a modest 4% increase to the base and volumetric water and sewer rates in order to ensure that
our utility rates will continue to support our utility fund operating costs and debt obligations. This adjustment
resulted in an estimated increase to the average monthly utility bill (combined water and sewer) of $3.68. We
do not anticipate any changes to the utility rate structure during FY 2015.

With the increase in growth the City experienced throughout 2013 and the stronger than expected growth seen
through the early part of the 2014, the City issued new debt to finance water and sewer infrastructure
improvements necessary to accommodate our growing community. The City continues to actively review its
existing water and sewer rates. This evaluation is necessary to ensure that the City i1s able to meets its
outstanding debt obligations and prepare for future capital improvements that will be necessary to maintain
utility service to our community. In addition to reviewing our water and sewer rates, the City is actively
managing its outstanding debt. We have a series of planned debt refundings that will allow us to take advantage
of low rates and develop a more level and modest repayment structure.

Although the City has some challenges, there are many positive things happening in our community. The City
continues to see consistent increases in the amount of sales tax revenue collected each year, which is a
testament to the health of our local business climate. The sales tax revenue in FY 2013 was up 10% over the FY
2012 revenue. While we do not expect dramatic increases to continue, we do not anticipate any decrease in
sales tax revenue in FY 14.




CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with a general
overview of the City’s finances and to show the City’s accountability for the money it receives. If you have
questions about this report or need additional financial information, contact City Hall, at 111 North Powell
Parkway, P.O. Box 776, Anna, Texas 75409-0776 or (972) 924-3325,
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Assets

Current assets:
Cash and cash equivalents
Pooled investments
Accounts receivable - net
Notes receivable - net
Due from other funds

Total current assets

Liabilities

Current liabilities:
Accounts payable
Salaries payable
Other accrued liabilities
Due to other funds
Deferred revenue

Total current liabilities

Fund Balances

Non-spendable

Restricted

Committed - Revenue stabilization
Committed - Building renovations
Unassigned

Total fund balances

Total liabilities and fund balances

City of Anna, Texas
Balance Sheet - Governmental Type Funds

September 30, 2013

Governmental Fund Types Total
Capital Other Governmental

General Projects Governmental Funds
$ 1,883,680 $§ 4,978,422 § 654,925 $ 7,517,027
366,947 - - 366,947
244,245 - 104,527 348,772
- - 88,353 88,353
480,251 - - 480,251
2,975,123 4,978,422 847,805 8,801,350
167,542 593,188 326 761,056
71,465 - - 71,465
52,961 - - 52,961
- 4,472,536 1,600 4,474,136
62,411 - 94,990 157,401
354,379 5,065,724 96,916 5,517,019
- - 88,353 88,353
232,160 - 662,951 895,111
123,127 - - 123,127
435,000 - - 435,000
1,830,457 (87,302) (415) 1,742,740
2,620,744 (87,302) 750,889 3,284,331
$ 2,975,123 $ 4,978,422 $ 847,805 $ 8,801,350

The accompanying notes are an integral part of these financial statements.
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City of Anna, Texas

Reconciliation of the Governmental Funds Balance Sheet
to the Statement of Net Position
For the Year Ended September 30, 2013

Fund balances of governmental funds (page 12) $ 3,284,331

Amounts reported for governmental activities in the Statement of Net
Position (pages 9-10) are different because:

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds. 18,465,950

Accrued interest payable does not require the use of current financial
resources and, therefore, are not reported in the governmental funds. (30,442)

Prepaid debt issuance costs are not financial resources and, therefore, are not
reported in the funds. 87,502

Long-term liabilities, including bonds payable, are not due and payable in the
current period and, therefore, are not reported in the funds. (6,854,813)

Revenue earned from a CDC long-term receivable is not all due in the current
period and, therefore, is deferred in the fund financial statements. 88,353

Property taxes and court revenue not received at year-end are shown as
deferred income on the fund financial statements, but the amount should not
be shown as a liability on the Statement of Net Position. 69,048

Net position of governmental activities (page 10) 5 15,109,929

The accompanying notes are an integral part of these financial statements.
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City of Anna, Texas
Statement of Revenues, Expenditures, and Changes in Fund Balances - Governmental Funds
For the Year Ended September 30, 2013

Governmental Fund Types

Revenues
Taxes:
Property
Sales
Franchise
Intergovernmental
Grants
Building permits
Developer and impact fees
Court
Parks
Other development fees
Fire
Rentals
Investment earnings
Other revenue
Police
Total revenues
Expenditures
Current:
Police
Administrative and general
Fire
Development and animal control
Streets
Community and economic development
Parks
Ambulance
. Court
Capital outlays
Debt service:
Principal retirement
Interest expense
Total expenditures

Excess of revenues over (under) expenditures

Other financing sources (uses)
Released seizure funds
Transfers in
Transfers (out)

Total other financing sources(uses)

Net changes in fund balances
Fund balances - beginning (restated)
Fund balances - ending

Other Total
General Capital Projects Governmental Governmental
§ 2,146,922 $ - $ 350,057 $ 2,496,979
574,649 - 574,648 1,149,297
353,482 - - 353,482
88,738 1,374,692 - 1,463,430
16,510 657,888 - 674,398
566,587 - - 566,587
203,428 - - 203,428
117,518 - - 117,518
63,421 - - 63,421
69,334 - - 69,334
56,178 - - 56,178
20,839 - 30,000 50,839
11,875 19,600 7,781 39,256
12,352 - 11,547 23,899
20,047 - - 20,047
4,321,880 2,052,180 974,033 7,348,093
1,290,492 - - 1,290,492
852,871 4,210 1,827 858,908
563,564 - - 563,564
559,414 - - 559,414
201,294 - - 201,294
- - 177,705 177,705
120,030 - - 120,030
110,446 - - 110,446
108,391 - - 108,391
457,780 2,320,814 139,351 2,917,945
19,904 - 410,973 430,877
- - 271,485 271,485
4,284,186 2,325,024 1,001,341 7,610,551
37,694 (272,844) (27,308) (262,458)
15,500 - - 15,500
13,300 1,692,232 50,000 1,755,532
(92,000) (1,539,156) (1,613,532) (3,244,688)
(63,200) 153,076 (1,563,532) (1,473,656)
(25,506) (119,768) (1,590,840) (1,736,114)
2,646,250 32,466 2,341,729 5,020,445
§ 2,620,744 $ (87,302) § 750,889 § 3,284,331

The accompanying notes are an integral part of these financial statements.
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City of Anna, 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, 2013

Amounts reported for governmental activities in the Statement of Activities (page 11) are different
because:

Net change in fund balances - total governmental funds (page 14) $ (1,736,114)

Governmental funds report capital outlays as expenditures. However, in the statement of
activities the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by which capital outlays exceeded
depreciation expense in the current period. 1,747,915

Non-cash capital contributions and other contributions not received within sixty days after year-end
are not reported as income in the governmental funds. 553,426

The decrease in accrued interest is not a source of current financial resources and, therefore
is not reported in the governmental funds. 1,428

Principal payments on long-term debt are an expenditure for the governmental funds, but this
expenditure is removed for the government-wide financial statements. 430,877

The increase in accrued compensated absences does not use current financial resources and, therefore
is not reported in the governmental funds. (8,085)

Various other reclassifications and eliminations are necessary to convert from the modified accrual

basis of accounting to accrual basis of accounting. These include recognizing the change in deferred
revenue and various other items. The net effect of these reclassifications is to decrease net position. (19,283)

Governmental funds report the costs of issuing new debt in the year for which it is incurred, but this
cost is amortized over the life of the debt for the government-wide financial statements. (5,989)

Change in net position of governmental activities (page 11) $ 964,175

The accompanying notes are an integral part of these financial statements.
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City of Anna, Texas

Statement of Net Position - Proprietary Fund (Utility Fund)

September 30, 2013

Assets

Current assets:
Cash and cash equivalents
Accounts receivable - net
Inventory
Restricted pooled investments
Restricted cash for capital improvements
Due from other funds

Total current assets

Noncurrent assets:
Deferred charges - prepaid bond issue costs
Restricted deposits held in trust with GTUA

Capital assets (non-depreciable):
Land and easements
Construction in progress

Capital assets (net of depreciation):
Plants, machinery, and equipment

Total capital assets

Total noncurrent assets

Total assets

Liabilities
Current liabilities:
Accounts payable
Salaries payable
Other liabilities
Bond interest payable
Customer deposits
Current portion of long-term debt
Total current liabilities
Noncurrent liabilities:
Bonds and notes payable

Total liabilities

Net Position

Net investment in capital assets

Restricted - GTUA deposits

Restricted - water and sewer improvements
Unrestricted

Total net position

Utility Fund

$ 2,169,466
366,786
210,483
140,318

2,359,654
3,993,886

9,240,593

388,036
1,864,979

362,913
1,573,835

30,228,045

32,164,793

34,417,808
_B 43,658,401

$ 221,583
27,108

22,763
801,525
591,094

545,997

2,210,070

22,390,000

24,600,070

9,228,796
1,864,979
6,493,858
1,470,698

$ 19,058,331

The accompanying notes are an integral part of these financial statements.
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City of Anna, Texas

Statement of Revenues, Expenses, and Changes in

Net Position - Proprietary Fund (Utility Fund)
For the Year Ended September 30, 2013

Operating revenues:
Water income
Sewer income
Sanitation income
Developer and impact fees
Connect, install, and tap fees
Water customer late fees
Groundwater production fees
Miscellaneous revenue

Total operating revenues

Operating expenses:
Personnel and benefits
Sanitation contract
Utilities
Supplies, repairs, and maintenance

N. Texas Municipal Water District contract

Other contractual services
Other operating expenses
Bad debt
Depreciation
Total operating expenses
Operating income

Non-operating revenues (expenses):
Interest expense
Bond amortization
Insurance recoveries for damaged assets
Interest income
Total non-operating revenues (expenses)
Income before contributions and transfers

Contributed capital assets
Transfers in

Change in net position

Total net position - beginning
Total net position - ending

2013

2,362,035
1,487,160
642,015
788,500
140,010
112,989
40,692
19,085

5,592,486

796,820
564,113
412,056
379,111
302,436
378,255
277,721
51,115
1,165,380

4,327,007

1,265,479

(955,155)
(25,110)
137,042

34,636

(308,587)

456,892

484,704
1,489,156

2,430,752
16,627,579

$

19,058,331

The accompanying notes are an integral part of these financial statements.
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City of Anna, Texas
Statement of Cash Flows - Proprietary Fund (Utility Fund)
For the Year Ended September 30, 2013

Operating Activities: 2013
Receipts from customers and users $ 5.589.734
Payments to suppliers (2.,494.643)
Payments to employees - (578.593)

Net cash provided (used) by operating activities 2,516,498

Capital and Related Financing Activities:

Cash to restricted capital improvements and GTUA accounts (661,600)

Cash paid for acquisition and construction of capital assets $ (577,207)

Interest paid on long-term debt (921,768)

Principal payments on debt (446,278)
Net cash provided (used) by capital and related financing activities (2,606,853)
Investing Activities:

Insurance proceeds for damaged assets 137,042

Interest received 34,636
Net cash provided (used) by investing activities 171,678
Net increase (decrease) in cash and cash equivalents 81,323
Cash and cash equivalents, October 1 2,088,143
Cash and cash equivalents, September 30 ‘ $ 2,169,466

Reconciliation of Operating Income to Net Cash Provided

(Used) by Operating Activities:
Operating income (loss) $ 1,265,479
Adjustments to reconcile operating income to net cash provided (used)
by operating activities:

Depreciation expense ' 1,165,380
Decrease (increase) in accounts receivable 48,363
Decrease (increase) in inventory (160,655)
Decrease (increase) in other assets 47,365
Increase (decrease) in accounts payable 32,800
Increase (decrease) in other liabilities 56,886
Increase (decrease) in customer deposits 60.880
Net cash provided by operating activities $ 2,516,498

Non-cash capital activities:
Transfer of capital assets from the Capital Projects Fund $ 1,489,156

The accompanying notes are an integral part of these financial statements.
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CITY OF ANNA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2013

NOTE A - SUMMARY OF ACCOUNTING POLICIES

The City of Anna, Texas (the "City") is a Home Rule Charter city that operates under a Council-Manager
form of government. The City provides the following services: public safety, ambulance, streets, sanitation,
planning and zoning, and general administrative services. Other services include water, sewer, and
sanitation operations.

The financial statements of the City of Anna are prepared in accordance with Generally Accepted
Accounting Principles (GAAP). The City’s reporting entity applies all relevant Governmental Accounting
Standards Board (GASB) pronouncements. Proprietary funds and similar component units apply Financial
Accounting Standards Board (FASB) pronouncements. The following is a summary of the more significant
policies:

1. The Reporting Entity

The accompanying financial statements present all funds relevant to the operations of the City and its
component units as defined by GASB Statement 61: The Financial Reporting Entity: Omnibus an
amendment to of GASB Statements 14 and 34. Component units are fiscally dependent upon the City and
there is potential for a financial burden or benefit relationship.

Based on the criterion stated above, the Anna Community Development Corporation (“CDC”) and the Anna
Economic Development Corporation (“EDC”) are component units of the City. The CDC and EDC are
nonprofit organizations established to act on behalf of the City of Anna under the Development Corporation
Actof 1979, section 4B and 4A, respectively. Both component units are considered special revenue funds of
the City and are presented as blended governmental-type funds. The blended methodology was selected after
evaluation of the “substantively the same” and financial burden or benefit relationship criteria. It should be
noted that when the blended method is used, transactions of the component unit are presented as if they were
executed directly by the primary government.

2. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e. the statement of net position and the statement of changes in
net position) report information on all the non-fiduciary activities of the primary government and its
component units. Governmental activities, which normally are supported by taxes and intergovernmental
revenues, are reported separately from business-type activities, which rely to a significant extent on fees and
charges for support. Likewise, the primary government is reported separately from certain legally separate
component units for which the City is financially accountable.

The statement of activities demonstrates the degree to which direct expenses of a given function or segment
1s offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function
or segment. Program revenues include: 1) charges to customers or applicants who purchase, use, or directly
benefit from goods, services, or privileges provided by a given function or segment, and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a particular function or
segment. Taxes or other items not properly included among program revenues are reported instead as
general revenues. Separate financial statements are provided for governmental funds and proprietary funds.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

Major individual governmental funds are required to be reported in separate columns in the fund financial
statements.

3. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

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

Governmental fund financial statements are reported using the current financial resources measurement
Jocus and the modified accrual basis of accounting. Revenues are recognized when they become both
measurable and available as net current assets. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period. For this
purpose, the City considers revenues to be available if they are collected within 60 days of the end of the
current fiscal year. Gross receipts and sales taxes are considered measurable when in the hands of
intermediary collecting government and are recognized as revenue at that time. Expenditures are generally
recognized under the modified accrual basis of accounting when the related fund liability is incurred.
Exceptions to this general rule include; (1) accumulated unpaid vacation, sick pay, and other employee
amounts which are not accrued; and (2) principal and interest on general long-term debt which are
recognized when due.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. All revenues not meeting this definition
are reported as non-operating revenues and expenses. All proprietary funds are accounted for using the
accrual basis of accounting. Their revenues are recognized when they are earned, and their expenses are
recognized when they are incurred. Unbilled utility services receivables related to water, wastewater, and
sanitation services are recorded at year-end.

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

4. Fund Accounting

The accounts of the City are organized on the basis of funds, each of which is considered to be a separate
accounting entity. The operations of each fund are accounted for by providing a separate set of
self-balancing accounts, which are comprised of each fund's assets, liabilities, fund equity, revenues and
expenditures or expenses, as appropriate. Government resources are allocated to and for individual funds
based on the purposes for which they are to be spent and the means by which spending activities are
controlled. The City, for financial purposes, includes all of the funds relevant to the operations of the City of
Anna. Funds designated as “major” funds for the City each year are considered particularly important due to
the level of activity in these funds. The General Fund is always considered a major fund for the City. For
2013, the Capital Projects Fund and Utility Fund are also major funds. The various funds are grouped, in the
financial statements in this report, into two fund categories as follows:

20




NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
GOVERNMENTAL FUND TYPES

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

Debt Service Fund
Accounts for the resources accumulated and payments made for principal and interest on long-term general
obligation debt of governmental funds.

Capital Projects Fund
Accounts for the acquisition and construction of governmental-type assets from expenditures of debt
proceeds, capital grants, or other sources restricted for governmental type asset acquisition.

Special Revenue Funds

The Anna CDC is a special revenue fund that accounts for the accumulation of State of Texas 4A sales tax
revenues and related community development expenditures. The Anna EDC is a special revenue fund that
accounts for the accumulation of State of Texas 4B sales tax revenues and related economic development
expenditures.

PROPRIETARY FUND TYPES

Utility Fund

Accounts for operations (a) that are financed and operated in a manner similar to private business
enterprises-where the intent of the governing body is that the costs (expenses, including depreciation) of
providing goods or services to the general public on a continuing basis be financed or recovered primarily
through user charges or (b) where the governing body has decided that periodic determination of revenues
earned, expenses incurred, and/or net income is appropriate for capital maintenance, public policy,
management control, accountability, or other purposes. The Utility Fund accounts for the water, sewer, and
sanitation services provided by the City.

5. Cash and Cash Equivalents

For purposes of the statement of cash flows, the City considers all highly liquid investments available for
current use with an initial maturity of three months or less to be cash equivalents. Other deposits with longer
maturities are classified as investments.

6. Inventory
City inventory is maintained for water meters and other supplies in the Utility Fund. Inventory is recorded at

cost with value adjusted on the first in, first out methodology.

7. Capital Assets
Property, plant and equipment used in governmental fund type operations are shown on the statement of net

position, rather than governmental funds.
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All property, plant and equipment are valued at historical cost or estimated historical cost if actual historical
cost 1s not available. Donated property, plant and equipment are valued at their estimated fair value on the
date donated. Depreciation is provided in the enterprise funds in amounts sufficient to relate the cost of the
depreciable assets to operations over their estimated service lives on the straight-line basis.

The service lives by type of asset are follows:

Depreciable
Asset Category Life in Years
Buildings 20
Water & Sewer System infrastructure 35
Equipment 3-20
Streets 20

8. Long Term Liabilities

Long-term liabilities expected to be financed from governmental fund types are shown on the statement of
net position, rather than governmental funds. Principal payments for this debt are expensed on the fund
financial statement, but this expense is removed for the government-wide statement of activities.

9. Due To and From Funds

Outstanding balances between funds at the end of the fiscal year are referred to as either “due to/from other
funds”. Any residual balances between the governmental activities and business-type activities are reported
in the government-wide financial statements as “internal balances”.

10. Compensated Absences

It is the City’s policy to permit employees to accumulate earned but unused vacation and sick pay benefits.
There is no liability for unpaid accumulated sick leave since the City will not pay any unused amounts when
employees separate from service with the City. Vacation pay is accrued in the government-wide and
proprietary financial statements.

11. Fund Balances

The City has adopted Governmental Accounting Standards Board (GASB) Statement No. 54, Fund Balance
Reporting and Governmental Fund Type Definitions (GASB 54). This Statement defines the different types
of fund balances that a governmental entity must use for financial reporting purposes in the fund financial
statements for governmental type funds. It does not apply for the government-wide financial statements or
proprietary type funds. ‘

GASB 54 requires the fund balance amounts to be properly reported within one of the following fund
balance categories: '

Nonspendable - such as fund balance associated with inventories, prepaids, long-term loans and notes
receivable, and property held for resale (unless the proceeds are restricted, committed, or assigned).

Restricted - fund balance category includes amounts that can be spent only for the specific purposes
stipulated by constitution, external resource providers, or through enabling legislation,
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Committed - fund balance classification includes amounts that can be used only for the specific purposes
determined by a formal action of the City Council (the City’s highest level of decision-making authority),

Assigned - fund balance classification authorized for City Manager use to be used for specific purposes but
do not meet the criteria to be classified as restricted or committed, and

Unassigned - fund balance is the residual classification for the government’s general fund and includes all
spendable amounts not contained in the other classifications, and other funds that have total negative fund
balances.

12. Budget and Budgetary Accounting
The official city budget is prepared for adoption for the Governmental Fund Type and the Proprietary Fund
Type during the month of September.

13. Revenue Recognition — Property taxes

Property taxes attach as an enforceable lien on property as of January 1. Taxes are levied on October 1 and
are due and payable at that time. All unpaid taxes levied October 1 become delinquent February 1 of the
following year. Property tax revenues are recognized when they become available. Available includes those
property tax receivables expected to be collected within sixty days after year-end.

NOTE B - CASH, CASH EQUIVALENTS, AND POOLED INVESTMENTS

As of September 30, 2013, the City maintains banking accounts at Texas Star Bank, Independent Bank, and
the state-operated Texpool system. The City’s investments are limited to demand deposits and certificates of
deposits in financial institutions that are members of the FDIC.

At September 30, 2013, City’s deposits held in its depository banks totaled $12,551,612 with $788.650

insured by the Federal Deposit Insurance Corporation. Securities have been pledged in the City’s name by
the depository banks to collateralize 100% of all remaining deposits.

Summary of deposits with financial institutions:

Primary government cash and cash equivalents $ 9,686,493
Primary government pooled investments 507,265
Restricted cash 2,359,654
Less: petty cash (1,800)
Deposits with financial institutions 12,551,612
Add: petty cash 1,800
Total primary government cash and other deposits $ 12,553,412

The Texas State Comptroller of Public Accounts exercises oversight responsibility over TexPool (pooled
investments). Oversight includes the ability to significantly influence operations, designations of
management and accountability for fiscal matters. Additionally, the State Comptroller has established an
advisory board composed of both participants in TexPool and other persons who do not have a business
relationship with TexPool. The Advisory Board members review the investment policy and management fee
structure. Standard and Poor’s rates TexPool at AAAm.
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To maintain the rating, weekly portfolio information must be submitted to Standard and Poor's and the
office of the Comptroller of Public Accounts for review. TexPool operates in a manner consistent with the
SEC’s Rule 2a7 of the Investment Company Act of 1940. TexPool uses amortized cost rather than the
market value to report net assets to compute share prices. Accordingly, the fair value of the position in
TexPool is the same as the value of TexPool shares.

The City’s pooled investments at September 30, 2013, are comprised of governmental investment pools
in the Texas Local Government Investment Pool (TexPool) as follows:

Carrying Amount

& Fair Value
Public fund investment pools:
TexPool General Account $ 328,083
TexPool Building Fund 38,864
TexPool Sewer Capital Improvement Fund 140,318
Total public funds investment pools: $ 507,265

Custodial credit risk

Custodial credit risk is the risk that in the event of a bank failure, the City’s deposits may not be returned to
it. The City’s investment policy requires collateralization of certificates of deposit or demand deposits, to be
held by an independent safekeeping agent. The safekeeping bank may not be within the same holding
company as the banks from with the securities are pledged. City deposits over and above amounts insured by
the Federal Deposit Insurance Corporation (FDIC) are collateralized by securities held by the City’s
safekeeping agent.

Interest rate risk

Through its investment policy, the City manages its exposure to fair value losses arising from increasing
interest rates by limiting the duration of investments within its investment portfolio to a maturity period no
greater than three years for the Debt Service Fund, no greater than the final expenditure date for bond
proceeds held in a Capital Projects Funds, and no greater than 270 days for all other funds.

Credit risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.
According to the City’s investment policy, to mitigate credit risk, funds shall be invested in the following
types of investments: 1) state or local investment pools 2) direct obligations of the U.S. government 3)
bonds with maturities less than two years and guaranteed by the U.S. government 4) certificates of deposits
with maturities less than two years 5) repurchase agreements collateralized with U.S. treasury securities with
terms less than 90 days 6) SEC registered, AM-rated money market mutual funds with a dollar-weighted
average portfolio maturity of 90 days or less, and 7) fixed rate or discount notes with a maturity of two years
or less pledged or otherwise guaranteed by any of the following federal agencies: Federal National Mortgage
Association, Federal Home Loan Bank, Federal Farm Credit Bank, Student Loan Marketing Association,
and the Federal Home Loan Mortgage Corporation.
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Concentration of credit risk
Concentration of credit risk is the risk of loss attributed to the magnitude of investment in a single issuer.
The City investment policy requires investment funds to be fully collateralized.

NOTE C - PROPERTY TAX REVENUE

Property and personal taxes are billed and collected by the Collin County Tax Assessor/Collector. The total
property tax levy for the 2012/2013 tax year was $2,438,503. At September 30, 2013, $2,420,674 of the tax
has been collected, which is 99.3%.

Ad valorem taxes are levied from valuations assessed as of January 1 and recognized as revenue on the date
of the levy on October 1. Property tax receivables are recognized when the City has an enforceable claim
against the property owner. In the governmental funds, property tax revenue is recognized in the fiscal
period for which the taxes are levied, provided that they become available.

Available means collected within the current period, or expected to be collected soon enough thereafter, to
be used to pay current liabilities. The City’s availability period is sixty days. Taxes collected prior to the
levy date to which they apply are recorded as deferred revenues and recognized as revenue of the period to
which they apply.

Current taxes are levied by October 1 and become delinquent if unpaid on February 1. Taxes unpaid as of
February 1 are subject to penalty and interest as the City Council provides by ordinance. The penalty is 6%
for the first month, and increased 1% per month up to a 12% maximum. Under state law, property taxes
levied on real property constitutes a lien on the real property which cannot be forgiven without specific
approval of the state legislature.

NOTE D - RECEIVABLES

Receivables at September 30, 2013, consisted of the following:
Primary Government

Other
Capital Governmental-  Proprietary
General Fund Projects Fund  Type Funds Fund

Property tax $ 40,814 $ - § 6,637 $ -
Sales tax 97,891 - 97,890 -
Franchise tax and other 83,943 - - -
Court fines 441,547 - - -
Loans (long-term) - - 88,353 -
Utility bills - - - 474,627
Gross receivables 664,195 - 192,880 474,627
Less: Allowance for

uncollectibles (419,950) - - (107,841)
Net receivables $ 244,245 $ - $ 192880 $ 366,786
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NOTE E - CAPITAL ASSETS

GOVERNMENTAL FUND TYPE ACTIVITIES

Governmental fund type capital asset activity for the year ended September 30, 2013 was as follows:

Nondepreciable assets:

Land
Construction in progress

Depreciable assets:

Park improvements
Buildings

Furniture and fixtures
Streets and drainage

Machinery and equipment
Totals at historical cost
Less: Accumulated depreciation
Governmental fund type capital
assets, net

Retirements,

Beginning Transfers, and
Balance Additions Reclassifications Ending Balance
$ 1,764,527 § 268,103  $ - % 2,032,630
86,768 2,251,630 (69,708) 2,268,690
2,916,332 43,260 - 2,959,592
1,375,278 12,024 69,708 1,457,010
165,987 44,714 - 210,701
14,520,181 760,068 - 15,280,249
2,058,655 91,572 (101,934) 2,048,293
22,887,728 3,471,371 (101,934) 26,257,165
(6,719,786) (1,170,030) 98,601 (7,791,215)
$ 16,167,942 $ 2,301,341 $ (3,333) $§ 18,465,950

PROPRIETARY FUND TYPE ACTIVITIES

Proprietary fund type capital asset activity for the year ended September 30, 2013 was as follows:

Nondepreciable assets:
Land and easements
Construction in progress
Depreciable assets:
Furniture
Buildings and improvements
Equipment
Water treatment system
GTUA water improvements
GTUA sewer improvements
Water and sewer system
Totals at historical cost
Less: Accumulated depreciation
Proprietary fund type activities
capital assets, net

Retirements,
Beginning Transfers, and

Balance Additions Reclassifications Ending Balance

$ 362913 § - % - $ 362,913
507,719 1,532,026 (465,909) 1,573,835

5,620 - - 5,620

486,244 - - 486,244
774,712 392,171 (28,660) 1,138,223
5,994,665 - - 5,994,665
16,851,929 127,705 - 16,979,634
939,796 - - 939,796
11,888,533 499,435 465,909 12,853,877
37,812,131 2,551,337 (28,660) 40,334,807
(7,033,294) (1,165,380) 28,660 (8,170,014)

$ 30,778,837 § 1,385,957 § - § 32,164,793
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Depreciation for general fixed assets is included as an expense for governmental activities on the statement
of activities. Depreciation for proprietary type funds are included in both the fund financial statements and
on the statement of activities. Depreciation expense was charged to functions/programs of the primary
government as follows:

Governmental activities:

Streets $ 734,008
Parks 183,577
Police 127,516
General government 26,925
Fire 78,106
Economic development 18,329
Inspections 1,569
Total depreciation expense - governmental activities $ 1,170,030

Business-type activities:

Water and sewer $ 1,165,380
Total depreciation expense - business-type activities $ 1,165,380

NOTE F - LONG-TERM DEBT

The City has outstanding general obligation bonds, revenue bonds, notes payable, capital leases, and
certificates of obligation for the acquisition of capital assets and the construction of major capital facilities.

The following is a schedule of future debt service requirements to maturity:

Total Governmental Activities Business-Type Activities
Fiscal Year

Ended Principal Interest Principal Interest Principal Interest
2014 $ 961,649 § 1,272,157 § 415,652 % 257,292 § 545,997 § 1,014,865
2015 1,462,776 1,177,494 422776 241,032 1,040,000 936,462
2016 1,517,903 1,137,794 444,153 224,566 1,073,750 913,228
2017 1,516,236 1,108,705 408,736 252,868 1,107,500 855,837
2018 1,495,724 1,255,035 389,474 312,194 1,106,250 942,841
2019-2023 7,807,057 6,005,481 2,087,057 1,327,613 5,720,000 4,677,868
2024-2028 8.345,500 2,940,101 1,983,000 499,682 6,362,500 2,440,419
2029-2033 5,038,750 963,410 590,000 43,100 4,448,750 920,310
2034-2038 1,126,250 293,618 - - 1,126,250 293,618
2039-2040 405,000 35,709 - 405,000 35,709

$ 20676844 § 16,189,504 $ 6,740,848 $ 3,158,347 § 22,935997 $ 13,031,157
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The following is a summary of the terms of the City’s long-term debt at September 30, 2013:

Governmental Activities:
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Balance
Original Year of Final September 30.  Due Within
Purpose Amount Issue Maturity Interest Rate 2013 One Year
2005 Combination Tax and Limited
Surplus Revenue Certificates of $ 2480.000 2005 2/15/2026  3.5%-525% § 1.865.000 $ 110.000
Obligation
2007 Certificate of Obligation 1.420.000 2007 2/15/2027 395% to 15% 970.000 85.000
2007 Revenue Bond 370.000 2007 2/15/2027 3.95% to 15% 250.000 20.000
Capital lease for Groundmaster 70758 2010 2013 5.38% - -
2011 Tax Revenue Certificates of 360000 2011 2150026  334% 352.000 8.000
Obligation
2009 Tax and Revenue Certificate of 4.28% (to 15%
Obligation 900.000 2009 2/15/2026 on 02/15/2018) 790.000 35.000
Fire rescue truck note 55,000 2009 2/3/2014 5.00% 12.115 12,118
EDC - Note payable 335.000 2012  11/14/2021 4.465% 284210 29.504
EDC - Note payable 410.400 2008 2018 5% 244523 36.762
CDC - Sales Tax Revenue Refunding .
Bonds- Series 2012A } 396.000 2012 2/15/2018  3.25% 333.000 64.000
CDC - Sales Tax Revenue Bonds-
Series 2012B $ 1.655.000 2012 2032 3.30% 1.640.000 15.000
Compensated absences 113,965 113.965
Total Governmental Activities $ 6.854.813 $ 529346
Business-Tvpe Activities:
Balance
Original Year of Final September 30. Due Within
Purpose Amount Issue Maturity Interest Rate 2013 One Year
1976 Junior Lien Waterworks and
Sewer System Revenue Bonds $ 95.000 1976 9/30/2014 5% $ 5.000 § 5.000
1976 General Obligation Water Bonds 100.000 1976 9/30/2016 5% 15.000 5.000
2005 GTUA contract 2.885.000 2005 5/1/2028 4.42% 2.180.000 95.000
Series 2006 GTUA contract revenue
bonds (12&13) 2.125.000 2006 6/1/2026  2.95%-3.75% 1.550.000 95.000
Series 2007 GTUA contract revenue
bonds 760.000 2007 5/1/2027  3.07%-5.57% 620.000 30.000
2007 GTUA contract 1.105.000 2007 5/1/2027  3.07%-5.57% 915.000 45.000
2007 GTUA contract 2.325.000 2007 6/1/2028 2.95%-4.1% 1.905.000 95.000
2007 GTUA contract 3.365.000 2007 5/1/2032  3.07%-5.62% 3.210.000 50.000
2008 GTUA contract 540.000 2008 9/30/2027  2.29%-5.74% 440,000 20.000
CGMA Pipeline Project Phase I 700.000 2008 10/1/2028  2.29%-5.74% 537.500 23,750
CGMA Pipeline Project Phase II 2,168,750 2008 9/30/2040 5.68%-5.83 2.168.750 -
CGMA Pipeline Project Phase III 1.250.000 2008 10/1/2036  2.67%-5.62% 1.105.000 47.500
2009 combination tax and revenue 4.28% (t0 15%
refunding bond 4.165.000 2009 2/15/2026 on 02/15/2018) 4.065.000 25.000
2012 combination tax and revenue
certificates of obligation 4210000 2013 2/15/2033 1.5%-2.5% 4.210.000 -
Backhoe note $ 87.344 2009 2/2/2014 5% 9.747 9.747
Total Business-Type Activities 22.935.997 545.997
Total general debt (Governmental Type and Business-Type Activities) $ 29.790.810 $ 1.075.343
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Long-term debt activity for the year ended September 30, 2013 is as follows:

Beginning Due Within
Balance Additions Reductions  Ending Balance ~ One Year
Governmental activities:
2005 Combination Tax and Limited Surplus
Revenue Certificates of Obligation $ 1975000 $ - % (110.000) $ 1865000 § 110.000
2007 Certificate of Obligation 1.055.000 - (85.000) 970.000 85,000
2007 Revenue Bond 270.000 - (20.,000) 250.000 20.000
2011 Tax Revenue Certificates of Obligation 360.000 - (8.000) 352.000 8.000
EDC - FY12 Bank note payable - 4.465% a.p.r.
Matures 11/14/2021 - Original 1ssue - $335.000 312427 - (28,217) 284,210 20,504
Capital lease for Groundmaster 19.904 - (19.904) - -
EDC - FY(08 Bank note payable - 5% a.p.r. -
Matures 2019 - Original amount was $380,300 279,754 - (35.231) 244,523 36,762
2009 Tax and Revenue Certificate of Obligation 825.000 - (35.000) 790,000 35.000
Fire rescue truck note 23,642 - (11,527) 12,115 12,115
CDC - Sales Tax Revenue Refunding Bonds- Series
2012A 396,000 - (63.000) 333.000 64,000
CDC Sales Tax Revenue Bonds- Series 2012B 1,655,000 - (15.000) 1,640,000 15.000
Other liabilities 105.878 8.087 - 113.965 113,965
Total Governmental activity long term Liabilities $ 7277605 § 8.087 $§ (430.879) § 6.854813 $ 520346
Beginning Due Within
Balance Additions Reductions  Ending Balance  One Year
Business-type activities:
1976 Junior Lien Waterworks and Sewer System
Revenue Bonds $ 10,000 $ - 5 (5.000) $ 5,000 $ 5.000
1976 General Obligation Water Bonds 20,000 - (5,000) 15.000 5,000
2005 GTUA contract 2.180.000 - - 2,180,000 95,000
Series 2006 GTUA contract revenue bonds (12&15) 1,640,000 - (90,000) 1,550,000 95,000
Series 2007 GTUA contract revenue bonds 650,000 - (30.000) 620,000 30,000
2007 GTUA contract 960.000 - (45,000) 915,000 45,000
2007 GTUA contract 1,995,000 - (90,000) 1,905.000 95,000
2007 GTUA contract 3.260,000 - (50,000) 3.210,000 50,000
2008 GTUA contract 460,000 - (20.000) 440,000 20,000
CGMA Pipeline Project Phase I 560,000 - (22,500) 537,500 23,750
CGMA Pipeline Project Phase I 2.168.750 - - 2,168,750 -
CGMA Pipeline Project Phase III 1,150,000 - (45,000) 1,105,000 47.500
2009 combination tax and revenue refunding bond 4,090,000 - (25,000) 4,065.000 25.000
2012 combination tax and revenue certificates of
obligation - 4,210,000 - 4,210,000 -
Backhoe note 28.525 - (18,778) 9,747 9.747
Total business-type activities long term liabilities $§ 19172275 § 4210000 § (446.278) § 22935997 § 545997
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CONTRACTUAL OBLIGATIONS WITH GREATER TEXOMA UTILITY AUTHORITY

Under the terms of long term water supply and sewer service contracts between the City and Greater
Texoma Utility Authority (GTUA), the city recognizes that GTUA has an undivided ownership interest in
the City’s water system and sewer collection and treatment facility equivalent to the percentage of the total
cost of the facility provided by GTUA through the issuance of GTUA bonds.

The City has a contractual obligation to make payments specified by the contract to GTUA to pay the
principal and interest on the bonds, maintain a Reserve Fund for the security and payment of bonds similarly
secured, pay the administrative and overhead expenses of GTUA directly attributable to the bonds, and pay
any extraordinary expenses incurred by GTUA in connection with the bonds. Under terms of the contracts
the City’s obligation to make payments to GTUA, as well as GTUA’s ownership interest in the facilities
terminates, when all of GTUA’s bonds issued in connection with construction of the facilities have been
" paid in full, are retired, and are no longer outstanding.

Collin Grayson Municipal Alliance Transmission Water Pipeline

In 2004, the City, along with the City of Van Alstyne, Howe, and Melissa, formed a group called the Collin
Grayson Municipal Alliance (“CGMA”). CGMA entered into a long-term contractual obligation with GTUA
for the purpose of providing funds for the construction of a transmission water pipeline that will provide
water to CGMA cities. The cost of the pipeline is being funded in four phases.

Each CMGA city was required to make payments to GTUA in an amount equivalent to 25% of the total
obligation to cover their portion of the cost of the obligation until the pipeline project was completed. As
water continues to flow to each CGMA city, the City shall be charged it’s percentage or fraction share of
debt service on the obligation based upon: the amount of water to be paid by the City under its water
contract (i.e. the greater of its minimum take-or-pay amount or the actual amount of water taken) divided by
the total amount of water to be paid by all CGMA cities. The sum of the four (4) fractional amounts shall
always equal 100% of the debt service on the contractual obligation with GTUA. The billing rates for each
City will be calculated to provide funds necessary to cover the contractual obligation, interest, repairs,
maintenance, and production costs.

At the end of the contractual obligation with GTUA, the City will own an undivided interest in the
transmission water pipeline based on the percentage of water it utilized and paid for during the contract
term. The contract will expire and the transfer of ownership will occur during the fiscal year ended
September 30, 2040, as long as no new debt is issued.

CDC Series 20124 Sales Tax Revenue Refunding Bonds

On August 23, 2012, Series 2012A Sales Tax Revenue Refunding Bonds were obtained by the CDC in the
amount of $396,000. $377,983 of the proceeds from the sale of the bonds were used to refund the CDC’s
outstanding Texas Leverage Fund Loan in order to restructure such indebtedness. The issuance’s net present
value has the CDC incurring $3,382 of additional costs after paying all issuance and other costs on the
Bonds. The refunded loan and interest due thereon, are to be paid from funds deposited with the Escrow
Agent. The entire refunded loan principal was redeemed on August 23, 2012. Debit service for the sales tax
revenue bonds will be funded from pledged state tax revenue.
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CDC Series 2012B Sales Tax Revenue Bonds

On August 23,2012, Series 2012B Sales Tax Revenue Bonds were obtained by the CDC in the amount of
$1,655,000. Proceeds from the sale of the bonds are to be used for City of Anna parks and other open space
improvements. Debt service for the sales tax revenue bonds will be funded from the pledge of net revenue to
be received from the State of Texas sales taxes received by the CDC.

Series 2012, 34,210,000 Combination Tax and Revenue Certificates of Obligation

Dated December 20, 2012, these proprietary fund certificates of obligation were issued to fund water and
sewer system improvements. Proceeds of the debt are recorded in, and expended by the Capital Projects
Fund. This twenty- year debt has interest rates of 1.5% to 2.5% that will be paid each February and August
15", Average yield is 2.24%. Principal is paid every February 1 5™ The debtisto be repaid with Utility Fund
revenues. Final maturity is on February 15, 2033.

NOTE G - PRIOR PERIOD ADJUSTMENTS

The Anna CDC and Anna EDC are component units of the City. Prior to fiscal year 2013, the EDC and
CDC were discretely presented in a separate column in the government wide financial statements. Effective
October 1, 2012, both component units are considered special revenue funds of the City and are presented as
blended governmental-type funds. This change in presentation requires that CDC and EDC equity at the
beginning of fiscal year 2013 be incorporated into the governmental-type fund balances and governmental-
type activities net position as follows:

Governmental Fund Types

Fund balances - beginning as previously reported § 2,733,904
Adjustment to include beginning EDC fund balance 351,517
Adjustment to include beginning CDC fund balance 1,935,024
Fund balances - beginning as adjusted $ 5,020,445
Governmental
Government-wide effects Activities
Net Position - beginning as previously reported $ 13,532,171
Adjustment to include beginning EDC net position 630,488
Adjustment to include beginning CDC net position (16,905)
Net Position - beginning as adjusted $ 14,145,754

NOTE H -~ FUND BALANCES AND RESTRICTED NET POSITION

Governmental-Type Fund Balances

The City authorized the City Administrator to designate certain fund balances as assigned. Excluding
unassigned fund balances, the following describes the City’s fund balance classifications at September 30,
2013:

Non-spendable Fund Balance
The CDC Special Revenue Fund has $88,353 long-term note receivable due from a local business and is
thus classified as non-spendable.
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Restricted Fund Balances

All fund balances in spendable form for the Capital Projects, Debt Service, and Special Revenue funds are
restricted for the intended purpose of these funds. Restricted Fund Balances of $232,160 for the General
Fund represents assets restricted by law or by agreements with third parties.

The following describes the various fund balance restrictions for the General Fund:

Impact fees for park improvements $ 113,901
Eastside Park improvements 12,507
Fire Department improvements 29,203
State Seizure funds held in trust 4,095
Impact fees for street improvements 22,055
Public Education Government Fees 25,214
Child safety programs 6,533
Municipal court building security 11,728
Court bond funds held in trust 4,373
Municipal court technology 1,658
Sweetwater Crossing funds held in trust 876
Law enforcement officer training fund 17

$ 232,160

Committed Fund Balances

The City Council has committed $123,127 of General Fund fund balance for 2014 revenue stabilization iu
the event of budget shortfalls. This contingency amount must be expended in accordance with Section 7.08
of the Anna City Charter. The City Council has also committed $435,000 of General Fund fund balance for
2014 City building renovations.

Negative Fund Balances

The Capital Projects Fund has a negative $87,302 fund balance at September 30, 2013 that was caused by
the timing of payables to construction contractors. The City annual budget is adopted and amended as
necessary to ensure any negative fund balances are only temporary in nature. The Debt Service Fund also has
$415 negative fund balance that is considered inconsequential.

Proprietary Fund Net Position

Net position is reported as restricted when there are limitations imposed on their use either through the
enabling legislation adopted by the City or through external restrictions imposed by creditors, grantors or
laws or regulations of other governments. At September 30, 2013, the City's proprietary fund net position
was restricted for the following purposes:

o The Utility Fund has restricted deposits held in trust by GTUA in the amount of $1,864,979 that will
be used for water and sewer system capital improvements and repayment of contractual obligations.
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e The Utility Fund has restricted net position in the form of cash deposits, pooled investments, and due
from other fund balances totaling $6,493,858 that will be used for water and sewer system capital
improvements and debt service related to such improvements. Amounts due from the Capital Projects
Fund are restricted because that fund holds assets related to Utility Fund’s FY13 debt issuance at
September 30 2013. The balance is comprised of the following Statement of Net Position balances:

Restricted pooled investments $ 140,318
Restricted cash for capital improvements 2,359,654
Due from other funds 3,993,886

$ 6,493,858

NOTE I - INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS

Interfund balances at September 30, 2013 are as follows:

Receivable Fund Payable Fund Amount Purpose
General Utility $ 202,080  For services earned/paid on behalf of other fund.
General Capital Projects 278,171  For services earned/paid on behalf of other fund.
Utility Debt Service 1,600 For services earned/paid on behalf of other fund.
Utility Capital Projects 4,194,366  For Utility Fund debt proceeds held by another fund.

The net internal balances between governmental and proprietary type funds presented above is $3,993,886.
Interfund transfers during September 30, 2013 are as follows:

Transfer In Fund ~ Transfer Out Fund Amount Purpose
General CDC $ 13,300  To transfer assets.
Capital Projects General 92,000  To assist in park improvement expenditures.
Debt Service Capital Projects 50,000  To assist in 2013 debt service.
Capital Projects CDC 1,600,232 To assist in park improvement expenditures.
Utility Capital Projects 1,489,156  To transfer Utility Fund assets held by another fund.

NOTE J — RISK MANAGEMENT

The City is exposed to various risks of loss related to litigation, theft, property damage, errors and
omissions, injuries, and natural disasters. The City’s insurance is by membership in the Texas Municipz!
League, a public entity risk pool operated by the Texas Municipal League Board for the benefit of
governmental units in Texas. Insurance in effect at September 30, 2013 is summarized as follows: Workers
compensation, general liability, automobile liability, personal property, law enforcement liability, and errors
and omissions. There were no settlements in excess of the insurance coverage in any of the three prior fiscal

years.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
NOTE K - PENSION PLAN

Plan Description

The City provides pension benefits for all of its full-time employees through a nontraditional, joint
contributory, hybrid defined benefit plan in the statewide, Texas Municipal Retirement System (TMRS), one
of 849 total cities as of 2012 administered by TMRS, an agent multiple-employer public employee
retirement system. TMRS issues stand-alone financial reports annually and these can be obtained by request
at the following address: TMRS, P.O. Box 149153, Austin, Texas 78714-9153.

Benefits depend upon the sum of the employee’s contributions to the plan, with interest, and the City-
financed monetary credits, with interest. At the date the plan began the City granted monetary credits for
service rendered before the plan began of a theoretical amount equal to two times what would have been
contributed by the employee, with interest, prior to establishment of the plan. Monetary credits for service
since the plan began are a percent (100%, 150% or 200%) of the employee’s accumulated contributions. In
addition the City can grant as often as annually another type of monetary credit referred to as an updated
service credit which is a theoretical amount which, when added to the employer’s accumulated contributions
and the monetary credits for service since the plan began, would be the total monetary credits and employee
contributions accumulated with interest if the current employee contribution rate and City matching percent
had always been in existence and if the employee’s salary had always been the average of his/her salary in
the last three years that are one year before the effective date. At retirement, the benefit is calculated as ifthe
sum of the employee’s accumulated contributions with interest and the employer-financed monetary credits
with interest were used to purchase an annuity.

The plan provisions are adopted by the governing body of the City within options available in the statutes
governing TMRS and within the actuarial constraints also in the statutes. Plan provisions for the City were as
follows:

Deposit Rate: 7%

Matching Ratio (City to Employee): 2to 1

Member Vested After: 5 years of service

Retirement Eligibility: Minimum age 60 with 5 years of service

Any age with 20 years of service
Contributions

Under the state law governing TMRS, the actuary annually determines the City contribution rate. This rate
consists of the normal cost contribution rate and the prior service cost contribution rate, both of which are
calculated to be a level percent of payroll from year to year. The normal cost contribution rate finances the
currently accruing monetary credits due to the City matching percent, which are the obligation of the City as
of an employee’s retirement date, not at the time the employee’s contributions are made. The normal cost
contribution rate is the actuarially determined percent of payroll necessary to satisfy the obligation of the
City to each employee at the time his/her retirement becomes effective. The prior service contribution rate
amortizes the unfunded (overfunded) actuarial liability (asset) over the remainder of the plan’s 25-year
amortization period. The unit credit actuarial cost method is used for determining the City contribution rate.
Both the employees and the City make contributions monthly.,
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
Since the City needs to know its contribution rate in advance for budgetary purposes, there is a one-year
delay between the actuarial valuation that serves as the basis for the rate and the calendar year when the rate

goes into effect. (i.e. December 31, 2012 valuation is effective for rates beginning January 1, 2013).

Funding Status and Funding Progress

Even though the substance of the City’s plan is not to provide a defined benefit in some form, additional
disclosure is appropriate due to the nontraditional nature of the defined contribution plan which had an initial
unfunded pension benefit obligation to the monetary credits granted by the City for services rendered before
the plan began and which can have additions to the unfunded pension benefit obligation through the periodic
adoption of increases in benefit credits and benefits. Statement No. 5 of the Governmental Accounting
Standards Board (GASB 5) defines pension benefit obligation as a standardized disclosure measure of the
actuarial present value of pension benefits, adjusted for the effects of projected salary increases, estimated to
be payable in the future as a result of employee service to date. The measure is intended to help users assess
the funding status of public employee pension plans, assess programs made in accumulating sufficient assets
to pay benefits when due and make comparisons among public employee pension plans.

Contributions by the City were $241,009 or 10.9% of the covered payroll of $2,209,974 as required by the
actuarial valuation. The total fiscal year 2013 payroll was $2,328,827.

Actuarial Information (December 31, 2012)

Actuarial Cost Method Projected Unit Credit
Amortization Method Level Percent of Payroll
GASB 25 Equivalent Single

Amortization Period 25.3 Years — Closed Period
Amortization Period for new gains/losses 30 years
Asset Valuation Method 10-year smoothed market
Investment Rate of Return 7.0%
Projected Salary Increase Varies by Age and Service
Includes Inflation At 3.0%
Cost-of-Living-Adjustments 2.1%
City-specific Assumptions:

Payroll growth assumption ( 3.0%

Supplemental Death Benefits Fund

The City also participates in the cost sharing multiple-employer defined benefit group-term life insurance
plan operated by TMRS known as the Supplemental Death Benefit Fund (SDBF). The City elected, by
ordinance, to provide group-term life insurance coverage to both current and retired employees. The City
may terminate coverage under and discontinue participation in the SDBF by adopting an ordinance befors
November 1 of any year to be effective the following January 1.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

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

NOTE L - SUBSEQUENT EVENTS

Subsequent events have been evaluated through the date of issuance which is the date of the auditor’s report,
and there is one subsequent event to disclose as follows:

Issuance of Series 2014, 84,165,000 Combination Tax and Revenue Certificates of Obligation

Dated February 27, 2014, these Utility Fund certificates of obligation were issued to fund water and sewer
system improvements. This issuance will increase the required debt service for the City’s Utility Fund as
follows:

Year Principal Interest Totals
2014 $ - $ - $ -
2015 - 227,370 227,370
2016 75,000 154,275 229,275
2017 75,000 152,775 227,775
2018 80,000 151,225 231,225
2019-23 415,000 727,513 1,142,513
2024-28 1,225,000 604,500 1,829,500
2029-33 1,875,000 277,500 2,152,500
2034 420,000 8,400 428,400

Totals: $ 4,165,000 § 2,303,558 $ 6,468,558
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City of Anna, Texas
Budgetary Comparison Schedule
Budget and Actual - General Fund
For the Year Ended September 30, 2013

Variance with

Amended
Budget -
Original Amended Actual Positive
Budget Budget Amounts (Negative)
Revenues
Taxes:
Property $ 2,106,203 $ 2106203 § 2,146,922 § 40,719
Sales 500,000 560,000 574,649 14,649
Franchise 340,000 340,000 353,482 13,482
Building permits 324,000 486,000 566,587 80,587
Developer and impact fees 158,000 158,000 203,428 45,428
Court 144,300 144,300 117,518 (26,782)
Intergovernmental 96,450 96,450 88,738 (7,712)
Parks 12,200 12,200 63,421 51,221
Other development fees 49,100 49,100 69,334 20,234
Fire 75,000 75,000 56,178 (18,822)
Rentals 20,839 20,839 20,839 -
Police 12,300 17,725 20,047 2,322
Grants 28,000 28,000 16,510 (11,490)
Other revenue 16,750 16,750 12,352 (4,398)
Investment earnings . 21,225 21,225 11,875 (9,350)
Total revenues 3,904,367 4,131,792 4,321,880 190,088
Expenditures
Current:
Police 1,241,956 1,308,856 1,290,492 18,364
Administrative and general 813,419 829,930 852,871 (22,941)
Development and animal control 437,081 437,081 559,414 (122,333)
Fire 623,250 678,250 563,564 114,686
Streets 173,000 185,391 201,294 (15,903)
Parks 113,887 116,335 120,030 (3,695)
Ambulance 114,800 113,513 110,446 3,067
Court 109,812 109,812 108,391 1,421
Capital outlays: 132,737 168,446 457,780 (289,334)
Debt service:
Principal retirement 19,904 19,904 19,904 -
Interest expense - - - -
Total expenditures 3,779,846 3,967,518 4,284,186 (316,668)
Excess of revenues over (under) expenditures 124,521 164,274 37,694 (126,580}
Other financing sources (uses)
Released seizure funds - - 15,500 15,500
Transfers in (out) - (106,000) (78,700) 27,300
Total other financing sources(uses) - {106,000) (63,200) 42,800
Net changes in fund balance 124,521 58,274 (25,506) (83,780)
Fund balance - beginning 2,646,250 2,646,250 2,646,250
Fund balances - ending $ 2,770,771 § 2,704,524 5 2,620,744

Notes to the budgetary comparison schedule: This schedule was prepared on the modified-accrual basis of
accounting and thus has no reconciling items with General Fund amounts on the Statement of Revenues,
Expenditures, and Changes in Fund Balances presented on page 14. Unappropriated expenditures were
capital outlays for a park land purchase with accumulated restricted funds for such acquisitions and more
contract inspection services needed for increased FY2013 buidling activity.

See independent auditor's report.
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CITY OF ANNA, TEXAS
Required Supplementary Information
September 30, 2013

The pension benefit obligation shown below is similar in nature to the standardized disclosure measure
required by GASB 5 for defined benefit plans except that there is no need to project salary increases since
the benefit credits earned for service to date are not dependent upon future salaries. The calculations were
made as part of the actuarial valuation as of December 31, 2012.

Schedule of Funding Progress for TMRS

Ratio of

Unfunded

(Funded)

Actuarial Accrued Percentage Annual Covered to Annual
Valuation Date Value of Assets Liability Unfinded Funded Payroll Covered

12/31/2012  $ 2,245,021 § 3,355,957 % (1,110,936) 51.90%
12/31/2011  $ 1,808,421 $§ 2,921,658 § (1,113,237) 52.40%
12/31/2010  $ 1,326,200 $ 2,557,000 § (1,195,000) 60.30%
12/31/2009  § 908,000 $ 1,829,000 $ (921,000) 55.60%

2,140,886 -66.90%
2,124,976 -61.90%
1,982,000 -53.30%
1,655,000 -49.60%

& B 2 5

38




COMBINING STATEMENTS - GOVERNMENTAL FUNDS




CITY OF ANNA, TEXAS
COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL TYPE FUNDS

SEPTEMBER 30, 2013
Debt Community Economic Total Other
Service Development Development Governmental
Fund Corporation Corporation Funds
ASSETS
Cash and cash equivalents $ 1,185 $ 336,678 $ 317,062 $ 654,925
Accounts receivable - Net
Ad valorem taxes 6,637 - - 6,637
Sales tax - 48,945 48,945 97,890
Note Receivable - Local business - 88,353 - 88,353
Total current assets 7,822 473,976 366,007 847,805
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable - 238 88 326
Due to other funds 1,600 - - 1,600
Deferred revenue 6,637 88,353 - 94,990
Total liabilities 8,237 88,591 88 96,516
Fund balances:
Non-spendable - 88,353 - 88,353
Restricted for:
Economic development - - 365,919 365,919
Community development - 297,032 - 297,032
Unassigned (415) - - (415)
Total fund balances (415) 385,385 365,919 750,889
Total liabilities and fund balances $ 7822 $ 473976 § 366,007 § 847,805
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CITY OF ANNA, TEXAS
COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

NON-MAJOR GOVERNMENTAL TYPE FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2013

REVENUES
Taxes
Ad valorem
Sales and use
Other income
Rentals
Interest earned
Total revenues

EXPENDITURES
Operating:

General government

Promotions

Contract services
Capital Outlays:
Debt Service:

Principal retirement

Interest expense

Total expenditures
Excess (deficiency) of revenues
over (under) expenditures

OTHER FINANCING SOURCES (USES)
Transfers In (Out) - General Fund
Transfers In (Out) - Capital Projects Fund

Total other financing sources (uses)

Net change in fund balances

Fund balances beginning, October 1 (restated)

Fund balances ending, September 30

Debt Community Economic Total Other

Service Development ~ Development = Governmental
Fund Corporation Corporation Funds

$ 350,057 $ - $ - $ 350,057

- 287,324 287,324 574,648

- 11,547 - 11,547

- - 30,000 30,000

412 6,744 625 7,781

350,469 305,615 317,949 974,033

1,827 42,421 11,419 55,667

- 20,875 24,624 45,499

- 16,975 61,391 78,366

- 23,250 116,101 139,351

269,524 78,000 63,449 410,973

184,722 60,201 26,562 271,485

456,073 241,722 303,546 1,001,341
(105,604) 63,893 14,403 (27,308)
- (13,300) - (13,300)
50,000 (1,600,232) - (1,550,232)
50,000 (1,613,532) - (1,563,532)
(55,604) (1,549,639) 14,403 (1,590,840)

55,189 1,935,024 351,516 2,341,729

$ (415) $ 385,385 $ 365,919 $ 750,889
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Susan LaFollett, CPA — Partner
Rod Abbott, CPA — Partner

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 the City Council
City of Anna, 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, each major fund, and the
aggregate remaining fund information of City of Anna, Texas (the City), as of and for the year
ended September 30, 2013, and the related notes to the financial statements, which collectively
comprise the City’s basic financial statements and have issued our report thereon dated March
25,2014.

Internal Control Over Financial Reporting

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

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. However, as described below as finding 2013-1,
we identified a certain deficiency in internal control that we consider to be a material weakness.

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.

We consider the following deficiency to be a material weakness: Finding 2013-1 — $593,188 of
accounts payable for the Capital Projects Fund was not identified and recorded at September 30,
2013.
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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.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s 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. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

City of Anna, Texas Response to Findings

The City’s response is as follows: The number and scope of projects activity within the Capital
Projects Fund during 2013 caused a strain in staff and a weakness was exposed. Staff is now
better informed and has a more clear understanding of what needs to happen with capital projects
balances at year-end. We will draft a guide on how to handle year-end payables in the Capital
Projects Fund to avoid this problem in the future.

The City’s response was not subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we express no opinion on it.

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 City’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 internal control
and compliance. Accordingly, this communication is not suitable for any other purpose.

ot o (1

Tom Bean, Texas
March 25, 2014
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