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INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and Members of the City Council
City of Cottonwood Shores, Texas
Cottonwood Shores, TX

We have audited the accompanying financial statements of the governmenta! activities and the business-
type activities of City of Cottonwood Shores, Texas, as of and for the year ended September 30, 2014,
and the related notes to the financial statements, which collectively comprise the City's basic financial
statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

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

Auditor’'s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are 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 entity's internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

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



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and the business-type activities of the City of
Cottonwood Shores, Texas, as of September 30, 2014, and the respective changes in financial position
and, where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

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 3-8 and 33 be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management's responses to our inquiries, the basic
financial statements, and other knowledge we abtained 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.

i\ W N QW\) L
NEFFENDORF, KNOPP, COSS & COMPANY, P.C.

Fredericksburg, Texas

March 29, 2015



CITY OF COTTONWOOD SHORES, TEXAS
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED SEPTEMBER 30, 2014

MANAGEMENT'S DISCUSSION AND ANALYSIS

As management of the City of Cottonwood Shores, Texas, we offer readers of the City's financial statements
this narrative overview and analysis of the financial statements of the City for the year ended September 30,

2014. Please read it in conjunction with the independent auditors' report on page 1, and City's Basic
Financial Statements which begin on page 9.

FINANCIAL HIGHLIGHTS

> The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $3,884,563
(net position). Of this amount, $131,879 (unrestricted net position) may be used to meet the City's
ongoing obligations to citizen's and creditors.

> The City's net position increased by $73,979 as a result of this year's operations.

» At September 30, 2014, the Cily's governmental funds reported combined ending fund balarces of
$128,592, a decrease of $6,624 in comparison with the prior year.

> At September 30, 2014, the City's Water and Sewer Fund reported net position of $2,275,865, a
decrease of $77,356 in comparison with the prior year.

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 and 10). These provide
information about the activities of the City as a whole and present a longer-term view of the City's property
and debt obligations and other financial matters. They reflect the flow of totai economic resources in a
manner similar to the financial reports of a business enterprise.

Fund financial statements (beginning 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. For
governmentai activities, these statements tell how services were financed in the short term as well as what
resources remain for future spending. They reflect the flow of current financial resources, and supply the
basis for tax levies and the appropriations budget.

The notes to the financial statements (starting on page 21) provide narrative explanations or additional data
needed for full disclosure in the government-wide statements or the fund financial statements.

The Budgetary Comparison Schedule (operating fund) is presented as required supplementary information
on page 33.



Reporting the City as a Whole
The Statement of Net Position and the Statement of Activities

The analysis of the City's overall financial condition and operations begins on page 9. Its primary purpose is
to show whether the City is better off or worse off as a result of the year's activities. The Statement of Net
Position includes all the City's assets and liabilities at the end of the year while the Statement of Activities
includes all the revenues and expenses generated by the City's operations during the year. These apply the
accrual basis of accounting which is the basis used by private sector companies.

All of the current year's revenues and expenses are taken into account regardless of when cash is received
or paid. All the City's assets are reported whether they serve the current year or future years. Liabilities are
considered 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, however, you should
consider other factors as well, such as changes in the City's customers or its property tax base 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 activity:

> Governmental activity - Most of the City's basic services are reported here, including the public safety,
public works, municipal court and administration. Property taxes, user charges, sales fax and franchise tax
finance most of these activities.

» Business-type activity - The City's water and sewer system is reported as a business-type activity
since the fees charged to customers cover the cost of services provided.

Reporting the City’s Most Significant Funds
Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds - not the City as a
whole. Funds are accounting devices that the City uses to keep track of specific sources of funding and
spending for particular purposes.

The City has two kinds of funds:

> Governmental funds - All of the City's basic services are reported in governmental funds. These use
modified accrual accounting (a method that measures the receipt and disbursement of cash and all other
financial assets that can be readily converted to cash) and report balances that are available for future
spending. The governmental fund statements provide a detailed short-term view of the City's general
operations and the basic services it provides. We describe the differences between governmental activities
{reported in the Statement of Net Position and the Statement of Activities) and governmental funds in Note If
to the financial statements.

> Proprietary funds - Services for which the City charges customers a fee are generally reported in
proprietary funds. The City's enterprise fund (Water and Sewer) is a business-type activity and provides both
long and short-term financial information.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Our analysis focuses on the net position (Table ) and changes in net position (Table II} of the City's
governmental and business-type activities.

Net position of the City's governmental activities increased from $1,457,363 fo $1,608,698. 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 requiremnents - was $88,103 at September
30, 2014. This increase in governmental net position was the result of three factors. First, the City's
revenues exceeded the expenditures by $151,335. Second, the City paid principal on long-term debt in the

amount of $54,987 and acquired capital assets in the amount of $205,388. Third, the City recorded
depreciation in the amounts of $82,154.

Net position of the City's business-type activities decreased from $2,353,222 t0 $2,275,865. Unrestricted net

position were $43,776 at September 30, 2014. This decrease in business-type net position was the result of
a net loss of $77,356.

Table |
City of Cottonwood Shores, Texas
NET POSITION
Governmental Business Type TOTALS
Activities Activities Primary Government
2014 2013 2014 2013 2014 2013

Current and Other Assets $ 201129 § 173,158 § 227,950 $ 235291 $ 429,079 $ 408449
Capital Assets 1,631,197 1,517,432 2,691,542 2,723,110 4,322,739 4,240,542
Total Assets $1,832,326 §$1,690,500 $2,919,492 $2,958,401 $4,751,818 $4,648 991
Deferred Outflow of Resources $ - % - % - 3 - $ - $ -
Long-Term Liabilities $ 156,201 $ 161,180 §$ 463519 $ 511,353 $ 619,720 $ 672,542
Other Liabilities 67,427 72,038 180,108 93,826 247,535 165,864
Total Liabilities $ 223628 $ 233227 $ 643627 $ 605179 $ 867,255 $ 838,406
Deferred Inflow of Resources  § - § - % - 3 - $ - $ -
Net Position:
Invested in Capital Assets
Net of Related Debt $1,474996 $1,356,243 $2,203,359 $2,211,757 $3,678,355 $3,568,000
Restricted 45,599 59,839 28,730 20,070 74,329 79,908
Unrestricted 88,103 41,281 43,776 121,385 131,879 162,676
Total Net Position $1,608,698 $1,457,363 $2,275,865 $2,353,222 $3,884,563 $3,810,585




Revenues:

Charges for Services

Property Taxes

Sales Tax

Franchise Tax

Other Taxes

Operating Grants

Investment Eamings

Miscellaneous — Other
Total Revenue

Expenses:
General Government
Public Safety
Public Works
Interest on Long-Term Debt
Water and Sewer

Total Expenses

Increase (Decrease) in Net Position
Before Capital Contributions
& Transfers

Capital Confributions

Transfers

Net Position - Beginning

Net Position - Ending

City of Cottonwood Shores, Texas

Table Il

CHANGES IN NET POSITION
Govermnmental Business Type TOTALS

Activities Activities Primary Government

2014 2013 2014 2013 2014 2013
$ 19278 $ 60971 $ 753,735 $ 790,546 $ 773013 $ 851,517
306,843 289,078 - 21,437 306,843 310,515
167,920 145,061 - - 167,920 145,061
24,033 28,414 - - 24,033 28,414
9,261 - - - 9,261 -
1,696 - - - 1,696 -
60 - - - 60 -
34,118 8,630 43,640 - 77,758 8,630
$_563209 $ 532,154 § 797375 $ 811,983 $ 1,360,584 $ 1,344,137
$ 200500 $ 273,199 $ - % - $ 200,500 $ 273,199
222,820 201,828 - - 222,820 201,828
241,965 112,362 - - 241,965 112,362
7,358 7,080 27,139 28,671 34,497 35,761
- - 746,701 635,125 746,701 635,125
$ 672643 § 504479 $ 773840 $ 663,796 §$ 1,446483 § 1,258,275
$ (109434) § (62,325) $ 23535 § 148,187 $ (85899) § 85862
85,989 205,038 73,889 180,230 159,878 385,268
174,780 112,023 (174,780) (112,023) - -
1,457,363 1,202,627 2,353,221 2,136,827 3,810,584 3,339,454
$.1608,608 5 1,457,363 § 2275865 § 2,353,221 § 3,884,563 § 3,810,584




The cost of all governmental activities this year was $672,643. However, as shown in the Statement of
Activities on page 10, the amount that our taxpayers ultimately financed for these activities through City taxes
was only $306,843 because the other costs were paid by sales tax ($167,920), franchise tax ($24,033), other

taxes ($9,261), grants ($87,685), user charges (318,278), investment interest ($60) and other miscellaneous
($34,118).

THE CITY'S FUNDS

As the City completed the year, its governmental funds (as presented in the balance sheet on page 12)
reported a combined fund balance of $128,592, which is less than last year's total of $135,216. Included in

this year's total change in fund balance is a decrease of $19,508 in the City's General Fund, before a prior
period adjustment of $20,030.

The City adopted the General Fund Budget. However, actual expenditures were more than the budgeted
amounts and actual revenues were more than the budgeted amounts.

CAPITAL ASSET AND DEBT ADMINISTRATION

At September 30, 2014, the City had the following amounts invested in capital assets:

CAPITAL ASSETS
Governmental Business-Type TOTALS
Activities Activities Primary Government
2014 2013 2014 2013 2014 2013

Land $ 203541 $ 203541 § 18984 $ 18984 § 222525 § 222,525
Construction in Progress 131,525 14,450 40,272 225,049 171,797 239,499
Buildings & Improvements 185,231 204,600 8,805 8,805 194,036 213,405
Equipment 510,293 443,763 14,455 69,651 524,748 513,414
Infrastructure 999,978 999,878 3,877,619 3,621,874 4877597 4,621,752
Total Capital Assets $2,030,568 $1,866232 $3,960,135 $3,944,363 $5,990,703 $5,810,595

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



DEBT
At September 30, 2014, the City had the following outstanding debt;

OUTSTANDING DEBT
in thousands

Govemmental Business-Type TOTALS
Aclivities Activities Primary Govemment
2014 2013 2014 2013 2014 2013
Cerlificates of
Obligation Payable $ - 3 - § 379000 $ 391,000 $ 379,000 $ 391,000
Finance Contract 68,387 100,054 108,183 120,353 177,570 220,407
Capital Lease Obligations 87,814 61,135 - - 87,814 61,135
Total Qutstanding Debt $ 156,201 $ 161,189 § 488,183 $ 511,353 § 644,384 $ 672,542

For governmental activities, the City paid $54,987 in principal on the outstanding long-term debt and had
capital lease proceeds of $49,999.

For business-type activities, the City paid $23,170 in principal on the outstanding long-term debt.

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

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The City's elected and appointed officials considered many factors when setting the fiscal-year 2015 budget
and tax rates. The major factors are the assessed property valuation, economy and population growth.
These indicators were taken into account when adopting the budget for 2015. Amounts available for
appropriation in the budget are $1,851,882 and expenditures are estimated to be $1,851,882.

If these estimates are realized, the City's budgetary fund balance is expected to remain about the same by
the close of 2015.

CONTACTING THE CITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a
general overview of the City's finances and to show the City's accountability for the money it receives. If you
have questions about this report or need additional financial information, contact the City's business office, at
City of Cottonwood Shores, Texas,
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CITY OF COTTONWOOD SHORES, TEXAS EXHIBIT A-1
STATEMENT OF NET POSITION

SEPTEMBER 30, 2014
Primary Government
Business
Governmental Type
Activities Activities Total
ASSETS o
Cash and Cash Equivalents $ 5592 § 20,414 % 26,006
Investments - Current 68,913 50,025 118,938
Receivables (net of allowance for uncollectibles) 83,440 67,701 151,141
Due From Other Governments - 23,093 23,093
Restricted Assets:
Restricted Asset-Debt Service & CCP 43,184 66,717 109,901
Capital Assets:
Land 203,541 18,984 222,525
Infrastructure 999,878 3,877,619 4,877,497
Buildings 185,231 8,805 194,036
Machinery and Equipment 510,293 14,455 524,748
Accumulated Depreciation (399,271) (1,268,593) (1,667,864)
Construction in Progress 131,525 40,272 171,797
Total Assets 1,832,326 2,919,492 4,751,818
LIABILITIES
Accounts Payable 39,844 59,162 99,006
Intergovernmental Payable - 103 103
Accrued Interest Payable 3,036 12,333 15,369
Loans Payable-Current 22,181 11,664 33,845
Customer Deposits 2,366 83,846 86,212
Noncurrent Liabilities
Due Within One Year 58,378 13,000 71,378
Due in More Than One Year 97,823 463,519 561,342
Total Liabilities 223,628 643,627 867,255
NET POSITION =
Net Investment in Capital Assets 1,474,996 2,203,359 3,678,355
Restricted for:
Restricted for Crime Control 12,685 28,730 41,415
Restricted for Debt Service 32,914 - 32,914
Unrestricted Net Position 88,103 43,776 131,879
Total Net Position $ 1,608,698 § 2,275,865 § 3,884,563

The notes to the financial statements are an integral part of this statement.
9



CITY OF COTTONWOOD SHORES, TEXAS

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED SEPTEMBER 30, 2014

Primary Government:
GOVERNMENTAL ACTIVITIES:
General Government
Public Safety
Public Works
Other Debt Interest
Capital Outlay

Total Governmental Activities;

BUSINESS-TYPE ACTIVITIES:
Utility Fund

Total Business-Type Activities:

TOTAL PRIMARY GOVERNMENT:

Program Revenues

Capital
Charges for Grants and

Expenses Services Contributions
£ 200,500 3% 2415 % -
222 820 16,863 -
241,965 - -
7,358 - -
o s 85,989
672,643 19,278 85,989
773,840 753,735 73,889
773,840 753,735 73,889
$ 1,446,483 § 773,013 § 155,878

General Revenues:
Taxes:
Property Taxes, Levied for General Purposes
Property Taxes, Levied for Debt Service
Sales Taxes
Franchise Taxes
Other Taxes
Penalty and Interest
Grants and Contributions Not Restricted
Miscellaneous Revenue
Investment Earnings
Transfers In (Out)

Total General Revenues and Transfers

Change in Net Position
Net Position - Beginning

Net Position--Ending

The notes to the financial staternents are an integral part of this statement,

10



EXHIBIT B-1

Net (Expense) Revenue and
Changes in Net Position

o Primary Government

Governmental Business-type
Activities Activities Total

(198,085) § - % (198,085)
(205,957) - (205,957)
(241,965) - (241,965)
(7,358) = {7,358)
85,989 - 85,989
(567,376) . (567,376)
] 53,784 53,784

- 53,784 53,784
(567,376) 53,784 (513,592)
183,554 . 183,554
123,289 - 123,289
167,920 - 167,920
24,033 - 24,033
5,636 - 5,636
3,625 - 3,625
1,696 - 1,696
34,118 43,640 77,758
60 - 60
174,780 (174,780) .
718,711 (131,140) 587,571
151,335 (77,356) 73,979
1,457,363 2,353,221 3,810,584

1,608,698 % 2,275,865 % 3,884,563

11



EXHIBIT C-1
CITY OF COTTONWOOD SHORES, TEXAS

BALANCE SHEET
GOVERNMENTAL FUNDS
SEPTEMBER 30, 2014
Total
General Other Governmental
Fund Funds Funds
ASSETS
Cash and Cash Equivalents $ 5592 § - % 5,592
Investments - Current 68,913 - 68,913
Taxes Receivable 32,389 16,156 48,545
Receivables (Net) 1,101 - 1,101
Intergovernmental Receivables 30,384 - 30,334
Restricted Asset-Debt Service and CCP 21,909 21,275 43,184
Total Assets $ 160,288 § 37431 § 197,719
LIABILITIES
Accounts Payable s 5707 % - % 5,707
Wages and Salaries Payable 14,361 - 14,361
Retainage Payable 10,938 - 10,938
Loans Payable - Current 22,181 - 22,181
Other Current Liabilities 2,366 - 2,366
Total Liabilities 55,553 - 55,553
DEFERRED INFLOWS OF RESQURCES
Unavailable Revenue - Property Taxes 9,058 4,517 13,575
Total Deferred Inflows of Resources 9,058 4,517 13,575
FUND BALANCES
Restricted Fund Balance;
Restricted for Crime Control 12,685 - 12,685
Retirement of Long-Term Debt = 32,914 32,914
Unassigned Fund Balance 82,992 - 82,992
Total Fund Balances 95,677 32,914 128,591

Total Liabilities, Deferred Inflows & Fund Balances § 160,288 § 37431 % 197,719

The notes to the financial statements are an integral part of this statement.
12



EXHIBIT C-2
CITY OF COTTONWOOD SHORES, TEXAS

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

SEPTEMBER 30, 2014
Total Fund Balances - Governmental Funds $ 128,592
Capital assets used in governmental activities are not financial resources and 1.356.243

therefore are not reported in governmental funds. At the beginning of the year, the
cost of these assets was $1,920,232 and the accumulated depreciation was $348,800.
In addition, long-term liabilities are not due and payable in the current period, and,
therefore are not reported as liabilities in the funds. The net effect of including the
beginning balances for capital assets (net of depreciation) and long-term debt in the
governmental activities is to increase net position.

Current year capital outlays and long-term debt principal payments are expenditures 260,375
in the fund financial statements,but they should be shown as increases in capital

assets and reductions in long-terin debt in the government-wide financial statements,

The net effect of including the 2014 capital outlays and debt principal payments is to

increase net position.

The 2014 depreciation expense increases accumulated depreciation. The net effect (82,154)
of the current year's depreciation is to decrease net position. ’

Various other reclassifications and eliminations are necessary to convert from the (54,358)
modified accrual basis of accounting to accrual basis of accounting. These include

recognizing deferred revenue as revenue, eliminating interfund transactions,

reclassifying the proceeds of bond sales as an increase in bonds payable, and

recognizing the liabilities associated with maturing long-term debt and interest. The

net effect of these reclassifications and recognitions is to decrease net position.

Net Position of Governmental Activities $ 1,608,698

The notes to the financial statements are an integral part of this statement.
13



EXHIBIT C-3
CITY OF COTTONWOOD SHORES, TEXAS

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2014

Total
General Other Governmental
Fund Funds Funds
REVENUES:
Taxes:
Property Taxes § 186,567 § 118,772 § 305,339
General Sales and Use Taxes 167,920 5 167,920
Franchise Tax 24,033 - 24,033
Other Taxes 5,636 - 5,636
Penalty and Interest on Taxes 3,625 - 3,625
Licenses and Permits 6,512 - 6,512
Intergovernmental Revenue and Grants 85,989 - 85,989
Charges for Services 3,230 - 3,230
Fines 16,048 - 16,048
Investment Earnings 60 - 60
Rents and Royalties 15,200 . 15,200
Contributions & Donations from Private Sources 1,696 - 1,696
Other Revenue 18,465 - 18,465
Total Revenues 534,981 118,772 653,753
EXPENDITURES:
Current:
General Government 181,207 - 181,207
Public Safety 222,905 - 222905
Public Works 250,355 - 250,355
Debt Service:
Other Debt Principal - 54,987 54,987
Other Debt Interest - 8,628 8,628
Capital Outlay:
Capital Qutlay 167,074 ' - 167,074
Total Expenditures 821,541 63,615 885,156
Excess (Deficiency) of Revenues Over (Under) (286,560) 55,157 (231,403)
Expenditures
OTHER FINANCING SOURCES (USES):
Proceeds from Capital Leases 49,999 - 49,999
Transfers In 217,053 - 217,053
Transfers Out (Use) - {42,273) (42,273)
Total Other Financing Sources (Uses) 267,052 (42,273) 224,779
Net Change in Fund Balances (19,508) 12,884 (6,624)
Fund Balance - October 1 (Beginning) 115,186 20,030 135,216
Fund Balance - September 30 (Ending) 1] 95,678 § 32,914 § 128,592

The notes to the financial statements are an integral part of this statement.
14



EXHIBIT CH4
CITY OF COTTONWOOD SHORES, TEXAS

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2014

Total Net Change in Fund Balances - Governmental Funds $ (6,624)

Current year capital outlays and long-term debt principal payments are expenditures in 260,375
the fund financial statements, but they should be shown as increases in capital assets

and reductions in long-term debt in the government-wide financial statements. The net

effect of removing the 2014 capital outlays and debt principal payments is to increase

the change in net position.

Depreciation is not recognized as an expense in governmental funds since it does not (82,154)
require the use of current financial resources. The net effect of the current year's
depreciation is to decrease the change in net position.

Various other reclassifications and eliminations are necessary to convert from the (20,262)
modified accrual basis of accounting to accrual basis of accounting. These include

recognizing deferred revenue as revenue, adjusting current year revenue to show the

revenue earned from the current year's tax levy, eliminating interfund transactions,

reclassifying the proceeds of bond sales, and recognizing the liabilities associated with

maturing long-term debt and interest. The net effect of these reclassifications and

recognitions is to decrease the change in net position.

Change in Net Position of Governmental Activities : $ 151,335

The notes to the financial statements are an integral part of this statement.
15



EXHIBIT D-1
CITY OF COTTONWOOD SHORES, TEXAS

STATEMENT OF NET POSITION

PROPRIETARY FUNDS
SEPTEMBER 30, 2014
T Business Type
Aclivities
Enterprise
Fund
ASSETS
Current Assets:
Cash and Cash Equivalents b 20,414
Investments - Current . 50,025
Restricted Assets - Current:

Restricted Asset-Debt Service 66,717
Accounts Receivable-Net of Uncollectible Allowance 67,701
Due from Other Governments 23,093

Total Current Assels _ 227,950
Noncurrent Assets:
Capital Assets:

Land Purchase and Improvements 18,984

Infrastructure 3,877,619

Buildings 8,805

Machinery and Equipment 14,455

Accumulated Depreciation - Capital Assets {1,268,593)
Construction in Progress 40,272
Total Noncurrent Assets 2,691,542
Total Assets 2,919,492
LIABILITIES
Current Liabilities:
Accounts Payable 21,213
Intergovernmental Payable 103
Due to Others 37,949
Accrued Interest Payable 12,333
Notes Payable - Current ! 11,664
Bonds Payable - Current:
General Obligation Bonds Payable 13,000
Customer Deposits 83,846
Total Current Liabilities 180,108
NonCurrent Liabilities:
Bonds Payable - Non-Current:

General Obligation Bonds Payable 366,000

Notes Payable - Noncurrent 97,519
Total Noncurrent Liabilities 463,519
Total Liabilities 643,627

NET POSITION
Net Investment in Capital Assets 2,203,359

Restricted for Debt Service 28,730
Unrestricted Net Position 43,776

Tota! Net Position $ 2,275,865

The notes to the financial statements are an integral part of this statement.
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CITY OF COTTONWOOD SHORES, TEXAS EXHIBITD-2 (Contd)
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2014

Business Type
Activities
Enterprise
Fund
OPERATING REVENUES:
Charges for Water Services 5 363,275
Charges for Sewerage Service 259,198
Charges for Sanitation Service 131,262
Other Revenue 41,420
Total Operating Revenues 795,155
OPERATING EXPENSES:
Salary and Wages
Personnel Services - Salaries and Wages 169,424
Personnel Services - Employee Benefits 65,380
Total Salary and Wages 234,804
Water Expenses
Purchased Property Services 4,136
Other Operating Expenses 55,062
Supplies 13,421
Total Water Expenses 72,619
Sewer Expenses
Purchased Property Services 7,749
Other Operating Expenses 137,349
Total Sewer Expenses 145,098
Sanitation Expenses
Purchased Property Services 105,445
Operations
Purchased Professional & Technical Services 24,308
Other Operating Expenses 1,182
Supplies 275
Total Operations 25,765
Repairs & Maint
Purchased Property Services 2,561
Utilities
Purchased Property Services 10,534
Administration
Personnel Services - Employee Benefits 1,374
Purchased Property Services 30,767
Other Operating Expenses 5,798
Supplies 4,797
Total Administration 42,736
Depreciation 103,696
Total Operating Expenses 743,258
Operating Income 31,897
NON-OPERATING REVENUES (EXPENSES):
Insurance Recovery 2,220
(Loss) on Sale of Real and Personal Property (3,443)

The notes to the financial statements are an integral part of this statement.
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CITY OF COTTONWOOD SHORES, TEXAS LSl
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2014

Business Type
Activities
Enterprise
Fund

Interest Expense - Non-Operating {27,139)
Total Non-operating Revenue (Expenses) (28,362)
Income Before Contributions & Transfers 23,535
Capital Contributions 73,889
Transfers Qut (174,780)
Change in Net Position (77,356)
Total Net Position -October 1 (Beginning) 2,353,221
Total Net Position September 30 (Ending) 5 2275865

The notes to the financial statements are an integral part of this statement.
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EXHIBIT D-3 (Cont'd)

CITY OF COTTONWOOD SHORES, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2014

Business Type
Activilies
Enterprise
Fund
Cash Flows from Operating Activities:
Cash Received from Customers 3 835,599
Cash Payments to Employees for Services {234,804)
Cash Payments to Suppliers (363,225)
Net Cash Provided by Operating

Activities 237,570

Cash Flows from Non-Capital Financing Activities:
Operating Transfer Out (174,780)
Cash Flows from Capital & Related Financing Activities:
Acquisition of Capital Assets (73,351)
Capital Contributed by Other Funds 73,889
Increase in Restricted Asset (43,360)
Note Payments (11,170)
Bond Payments (12,000)
Interest Paid (25,383)
Net Cash Provided by (Used for) Capital &

Related Financing Activities (91,375)
Net Increase(Decrease) in Cash and Cash Equivalents (28,585)
Cash and Cash Equivalents at Beginning of the Year: 99,024
Cash and Cash Equivalents at the End of the Year: $ 70,439

The notes to the financial statements are an integral part of this statement.
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CITY OF COTTONWOOD SHORES, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2014

EXHIBIT D-3

Business Type
Activitics
Enterprise
Fund
Reconciliation of Operating Income to Net Cash
Provided By Operating Activities:
3 51,897
Operating Income:
Adjustments to Reconcile Operating Income
to Net Cash Provided by Operating Activities:

Depreciation 103,696

Effect of Increases and Decreases in Current
Assets and Liabilities:

Decrease (increase) in Receivables 22,115

Increase (decrease) in Accounts Payable 3,481

Increase {decrease) in Other Current Liabilities 18,329

Increase {decrease) in Due to Others 37,949

Increase (decrease) in Intergovernmental 103
Net Cash Provided by Operating

b

Activities

The notes to the financial statements are an integral part of this statement.
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CITY OF COTTONWOOD SHORES, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

NOTE|. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Cottonwood Shores, Texas, have been prepared in conformity with
generally accepted accounting principles (GAAP) as applied to government units. The Govemment
pted standard-setting body for establishing government
principles. The more significant of the City's accounting policies are

Accounting Standards Board (GASB) is the acce
accounting and financial reporting

described below:

A

Reporting Entity

In evaluating how to define the government, for financial purposes, management has
considered all potential component units. The decision to include a potential component unit
in the reporting entity was made by applying the criteria set forth in GASB Statement 14. The
definition of the reporting entity is based primarily on the concept of financial accountability. A
primary government is financially accountable for the organizations that make up its legal
entity. Itis also financially accountable for legally separate organizations if its officials appoint
a voting majority of an organization's governing body and either it is able to impose its will on
that organization or there is a potential for the organization to provide specific financial
benefits to, or to impose specific financial burdens on, the primary government. Based on the

foregoing criteria, there were no component units identified that would require inclusion in this
report.

The accompanying financial statements include the Cottonwood Shores Crime Control and
Prevention District. The District originally was created by general election on May 12, 2007
and continued by general election on May 12, 2012 for a period of twenty years. The Board of
Directors are appointed by City Council members and adopt an annual budget which is
funded by a half of one percent sales and use tax. -

Government-Wide and Fund Financial Statements

The Statement of Net Position and the Statement of Activities are government-wide financial
statements. They report information on all of the City of Cottonwood Shores, Texas
nonfiduciary activities with most of the interfund activities removed. Govemmental activities
include programs supported primarily by taxes, sales tax, franchise tax, municipal court fines,
charges for services and other miscellaneous revenues. Business-lype activities include
operations that rely to a significant extent on fees and charges for services.

The Statement of Activities demonstrates how other people or entities that participate in
programs the City operates have shared in the payment of the direct costs. The "charges for
services" column includes payments made by parties that purchase, use, or directly benefit
from goods or services provided by a given function or segment of the City.

Interfund activities between governmental funds appear as due to/due froms on the
Govemmental Fund Balance Sheet and as other resources and other uses on the
governmental fund Statement of Revenues, Expenditures and Changes in Fund Balance. All
interfund transactions between governmental funds are eliminated on the government-wide
statements. Interfund activities between governmental funds and fiduciary funds remain as
due to/due froms on the government-wide Statement of Activities.
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The fund financial statements provide reports on the financial condition and results of
operations for two fund categories - governmental and proprietary. The City considers some

governmental funds major and reports their financial condition and results of operations in a
separate column.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses result from providing services and producing and
delivering goods in connection with a proprietary fund's principal ongoing operations. All other
revenues and expenses are nonoperating.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements use the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of the related cash flows.
Property taxes are recognized as revenues in the year for which they are levied. Grants and

similar items are recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

Governmental fund financial statements use the current financial resources measurement
focus and the modified accrual basis of accounting. With this measurement focus, only
current assets, current liabilities and fund balances are included on the balance sheet.
Operating statements of these funds present net increases and decreases in current assets
(i.e. revenues and other financing sources and expenditures and other financing uses).

The modified accrual basis of accounting recognizes revenues in the accounting period in
which they become both measurable and avaitable, and it recognizes expenditures in the
accounting period in which the fund liability is incurred, if measurable, except for unmatured
interest and principal on long-term debt, which is recognized when due. The expenditures
related to certain compensated absences and claims and judgments are recognized when the
obligations are expected to be liquidated with expendable available financial resources. The
City considers all revenues available if they are collectible within 60 days after year end.

Revenues from local sources consist primarily of property taxes, sales tax, charges for
services and fines. Property tax revenues and other revenues are recognized under the
“susceptible to accrual’ concept; that is, when they are both measurable and available. The
City considers them "available" if they will be collected within 60 days of the end of the fiscal
year. Miscellaneous revenues are recorded as revenue when received in cash because they
are generally not measurable until actually received. Investment earnings are recorded as
earned, since they are both measurable and available.

Grant funds are considered to be eamed to the extent of expenditures made under the
provisions of the grant. Accordingly, when such funds are received, they are recorded as
deferred revenues until related and authorized expenditures have been made. If balances
have not been expended by the end of the project period, grantors some times require the
City to refund all or part of the unused amount.

Fund Accounting
The City reports the following major governmental funds:
1. The General Fund - The general fund is the City's primary operating fund. It

accounts for all financial resources except those required to be accounted for in
another fund.
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Additionally, the City reports the following fund type(s):

Governmental Funds:

1. Debt Service Fund - The Debt Service Fund is used to account for the
accumulation of resources for, and the payment of, general long-term debt
principal and interest.

Proprietary Fund:

1.  Enterprise Fund - The Water and Sewer Fund is operated as an Enterprise
Fund.

Assets, Deferred Qutflows of Resources, Liabilities, Deferred Inflows of Resources and Net Position

a.  Cash and Cash Equivalents

The City's cash and cash equivalents for the purpose of the statements of net
position and the statement of cash flows of the proprietary fund consist of cash on
hand and saving accounts which are avallable for immediate withdrawal.

b. Accounts Receivables

Receivables include amounts due from customers for water, sewer and sanitation
services in the proprietary fund. In the governmental funds, receivables include
primarily property tax, sales tax, franchise fees and fines. Al receivables are
current and therefore due within one year. Activities between funds that are
representative of lending/borrowing arrangements outstanding at the end of the
fiscal year are referred to as "due toffrom other funds”.

c.  Capital Assets

Capital assets, which include land, buildings and improvements, machinery and
equipment, infrastructure, and water and sewer facilities are reported in the
applicable governmental or business-type activities columns in the government-
wide financial statements. The City has elected not to report major general
infrastructure assets retroactively as permitted by GASB Statement No. 34 for
smaller governments, The City will report newly acquired or constructed general
infrastructure assets subsequently in the statement of net position in the period
they acquire or construct those assets. Capital assets are recorded at historical
cost or estimated historical cost if purchased or constructed. Donated capital
assets are recorded at estimated fair market value at the date of donation.

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

Capital assets of the City are depreciated using the straight line method over the
following estimated useful lives:

Assets Years
Buildings and Improvements 20-75
Machinery and Equipment 5-15
Water and Sewer System 10-40
Infrastructure 25-50
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Compensated Absences
The City accrues a liability for compensated absences which meet the following criteria:

(a) The City's obligation relating to employees’ rights to receive compensation for future
absences is attributable to the employees’ services already rendered.

{b) The obligation relates to rights that vest or accumulate.

(c} Payment of the compensation is probable.

(d) The amount can be reasonably estimated.

In accordance with the above criteria, the City has accrued a liability for vacation pay which has been
earned but not taken by employees in the government-wide and proprietary fund financial statements.

e.

Restricted Assets

Certain resources of the City are set aside primarily for the repayment of its notes and capital
lease obligations and accordingly are classified as restricted assets on the statement of net
position because their use is limited by applicable covenants.

Long-Term Debt

In the government-wide financial statements and in the fund financial statements for proprietary
fund types, long-term debt is reported as liabilities in the applicable governmental activities,
business-type activities, or proprietary fund type statement of net position.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts during the cutrent period. The face amount of debt issued is reported as other
financing sources, Premiums and discounts received on debt issuances are also reported as
other financing sources or uses. |ssuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt services expenditures,

Deferred Cutflows/Inflows of Resources

The City implemented GASB Statement No. 63, Financial Reporling of Deferred Qulflows of
Resources, Deferred Inflows of Resources, and Net Position for the year ended September 30,
2013. In addition to assets, the statement of net position will sometimes report a separate
section for deferred inflows of resources. This separate financial statement element, deferred
oufflows of resources, represents a consumption of net position that applies to a future
period(s) and so will not be recognized as an outflow of resources (expense/expenditure) until
then. The City does not have any items that qualify.

In addition to liabilities, the statement of net position will sometimes report a separate section
for deferred inflows of resources. This separale financial statement element, deferred inflows
of resources, represents an acquisition of net position that applies to a future period(s) and so
will not be recognized as an inflow of resources (revenue) until that time. The City has only one
item that qualifies for reporting in this category. Accordingly, the itern, unavailable revenue-
property laxes, is reported in the governmental funds balance sheet. These amounts are
deferred and recognized as an inflow of resources in the periods the amount become available,

Equity Classifications
In the government-wide financial statements, equity is shown as net position and classified into

three components:

Net investment in capital assels — Capital assets, net of accumulated depreciation and reduced
by the outstanding balance of any bonds, notes or other borrowings that are attributable to the
acquisition, construction, or improvements of those assets.
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Restricted — Consists of assets with constraints placed on the use either by 1) external groups
such as creditors, grantors, contributors, or laws or regulations of other governments; 2) law
through constitutional provisions or enabling legislation. When both restricted and unrestricted
resources are available for use, it is the City's policy to use restricted resources first and then
unrestricted resources, as they are needed.

Unrestricted — All other net assets that do not meet the definition of “restricted” or "net
investment in capital assets.”

The City reports governmental fund balances by the five following classifications:

Nonspendable — Amounts that cannot be spent because they are either (a) not in a spendable
form or (b) legally or contractually required to be maintained intact.

Restricted — Amounts with restrictions that are externally imposed by creditors, grantors,
contributors, or laws or regulations of other governments or imposed by law through
constitutional provisions or enabling legislation.

Committed — Amounts that can only be used for specific purposes, imposed by formal action of
the government's highest level of decision making authority. In the case of the City, itis the City
Council and the formal action would be an ordinance to modify or rescind the commitment.

Assigned — Amounts constrained by City management's intent to be used for specific purposes
but not formally restricted by external resources or committed by City Council.

Unassigned — Amount of the remaining fund balance not in any of the other classifications.

For the classification of fund balances, the City considers restricted amounts to have been
spent first when an expenditure is incurred for the purpose for which restricted and unrestricted
fund balance is available. Expenditures are to be spent from restricted fund balance first,
followed by committed, assigned, and lastly unassigned fund balance.

Estimates

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

NOTE il. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

a.

Budgetary Information

The City Council follows these procedures in establishing the budgetary data reflected in the
required supplemental information:

Prior to the end of each fiscal year, the Mayor submits to the City Council a proposed budget for
the fiscal year beginning on the following October 1. The operating budget includes proposed
expenditures and the means of financing them for the upcoming year, along with estimates for
the current year and actual data from the preceding year.

Public hearings are conducted to obtain taxpayer comments. Prior to September 30, the

budget is legally enacted through passage by majority vote of the City Council. The Council
may authorize supplemental appropriations during the year.
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The original budget is used in this report as there were no amendments made during the fiscal
year. Unused appropriations lapse at the end of the year unless carried forward to the next
year by Council action. No encumbrances are recognized or recorded. The operating budget
includes proposed expenditures for the combined general and enterprise funds. The City

adopted the current year budget on a line item basis.

NOTE ll. DETAILED NOTES ON ALL FUNDS AND ACCOUNT GROUPS

A.

DEPOSITS AND INVESTMENTS

The funds of the City must be deposited and invested under the terms of a contract, contents
of which are set out in the Depository Contract Law. The depository bank places approved
pledged securities for safekeeping and trust with the City's agent bank in an amount sufficient
to protect City funds on a day-to-day basis during the period of the contract. The pledge of
approved securities is waived only to the extent of the depository bank's dollar amount of
Federal Deposit Insurance Corporation ("FDIC") insurance.

At September 30, 2014, the carrying amount of the City's deposits was $53,056 and the bank
balance was $60,206. The City's cash deposits at Septemnber 30, 2014 were entirely covered
by FDIC insurance or by pledged collateral held by the City's agent bank in the City's name.
The City's deposits were secured by pledged securities and FDIC coverage,

The Public Funds Investment Act (Government Code Chapter 2256) contains specific
provisions in the areas of investment practices, management reports and establishment of
appropriate policies. Among other things, it requires the City to adopt, implement, and
publicize an investment policy. That policy must address the following areas: (1) safety of
principal and liquidity, (2) portfolio diversification, (3) allowable investments, (4) acceptable risk
levels, (5) expected rates of return, (6) maximum allowable stated maturity of portfolio
investments, (7) maximum average dollar-weighted maturity allowed based on the stated
maturity date for the portfolio, (8) investment staff quality and capabilities, (9) and bid
solicitation preferences for certificates of deposit. Statutes authorize the City to invest in (1)
obligations of the U.S. Treasury, certain U.S. agencies, and the State of Texas; (2) certificates
of deposit, (3) certain municipal securities, (4) money market savings accounts, (5)
repurchase agreements, (6) bankers acceptances, (7) mutual funds, (8) investment pools, (9)
guaranteed investment contracts, (10) and common trust funds. The Act also requires the
City to have independent auditors perform test procedures related to investment practices as

provided by the Act. The Cily is in substantial compliance with the requirements of the Act
and with local policies. ‘

The City's temporary investments at September 30, 2014 are shown below:

Carrying Market FDIC Pledged
Amount Value Coverage Securities
Investment Pool -
TexPool $ 151465 $ 151465 § - § -
Certificates of Depasit -
Security State Bank 50,025 50,025 50,025 -

Government pool investments are not categorized in accordance with GASB Statement No. 3,
because they are not evidenced by securities that exist in physical or book entry form. Also,
investments in government investment pools are not required to disclose custodial credit risk,
concentration of credit risk and interest rate risk in accordance with GASB Statement No. 40.
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Credit Risk - Government pool investments have low market (credit) risk due to restrictions
on weighted average maturity and maximum maturity of any one investment. The investment
manager is required to maintain a stable $1.00 net asset value and must fake immediate
action if the net asset value of the portfolio falls below $.995 or rises above $1.005.

Policies Governing Deposits and Investments

In compliance with the Public Funds Investment Act, the City has adopted a deposit and
investment policy. That policy does address the following risks:

Custodial Credit Risk - Deposits: This is the risk that in the event of bank failure, the City's
deposits may not be returned to it. The City was not exposed to custodial credit risk since its

deposits at year-end were covered by depository insurance or by pledged collateral held by
the City's agent bank in the City's name.

Custodial Credit Risk - Investments: This is the risk that, in the event of the failure of the
counterparty, the City will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party. The City's investments (certificates
of deposit) were secured by FDIC insurance and pledged securities.

Other Credit Risk: There is the risk that an issuer or other counterparty to an investment will
not fulfill its obligations. At September 30, 2014, the City was not exposed to concentration of
credit risk, interest rate risk or foreign currency risk.

Restricted Assets

Restricted assets consist of cash balances that are dedicated to the following:

Governmental  Business-Type Total
Debt Service $ 21275 % 28730 § 50,005
Crime Control and Protection 12,685 - 12,685
Capital Improvement 9,224 12,004 21,228
Customer Deposits - 25,983 25,983
$ 43184 §$ 66,717 $ 109,901

Property Taxes

Property taxes are levied by October 1 on the assessed value listed as of the prior January 1
for all real and business personal property located in the City in conformity with Subitle E,
Texas Property Tax Code. Taxes are due on receipt of the tax bill and are delinquent if not
paid before February 1 of the year following the year in which imposed. On January 31 of
each year, a tax lien attaches to property to secure the payment of all taxes, penalties, and
interest ultimately imposed. Property tax revenues are considered available (1) when they
become due or past due and receivable within the current period and (2) when they are
expected to be collected during a 60-day period after the close of the City fiscal year.

The Burnet County Appraisal District appraises and collects taxes for the City. For 2014, the

City of Cottonwood Shores, Texas had property with an assessed valuation of $52,330,867.
The tax rate was $0.5172 (General Fund 0.305 and Debt Service 0.2212) per $100 valuation.
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D. Court Fines and Fees Receivable

With the implementation of GASB Statement Number 34, the City has determined the amount
of court fines and fees receivable to be $13,642. Based on historical collection rates for the
various courts, the City has booked an allowance for uncollectible court fines and fees of
$10,232, resulting in a net receivable of $3.410.

E. Capital Asset Activity

Capital asset activity for the City for the year ended September 30, 2014, was as follows:

Primary Government
Balance Balance
1001413 Additions Retirements 9/30/14

Governmental Activities:
Capital Assets Not Being Depreciated:

Land $ 203,541 3% - § -3 203,541

Construction in Progress 14,450 117,075 - 131,525
Total Capital Assets Not Being Depreciated $ 217991 $ 117075 % -3 335,066
Capital Assets Being Depreciated:

Buildings and Improvements $ 204600 $ 10,845 $ 30,214 % 185,231

Machinery and Equipment 443,763 107,682 41,152 510,293

Infrastructure 989,878 - - 999,878
Total Capital Assets Being Depreciated $ 1648241 $ 118,527 $ 71,366 $ 1,695,402

Less Accumulated Depreciation {348,800) (82,154) 31,683 (399,271)
Total Capital Assets, Being Depreciated, Net §$ 1,299441 % 36,373 § 39,683 § 1,296,131
Governmental Activities Capital Assets, Net $ 1517432 $ 153448 % 39,683 $ 1,631,197
Business-Type Activities;
Capital Assets Not Being Depreciated:

Land $ 18,984 § - § -3 18,984

Construction in Progress 225,049 75,570 260,347 40,272
Total Capital Assets Not Being Depreciated  $ 244,033 § 75,570 % 260,347 $ 59,256
Capital Assets Being Depreciated:

Building $ 8,805 % - 8 - 3 8,805

Machinery and Equipment 69,651 2,578 57,774 14,455

Water & Sewer System 3,621,874 260,347 4,602 3,877,619
Total Capital Assets Being Depreciated 3 3,700,330 $ 282,925 % 62,376 3 3,900,879

Less Accumulated Depreciation (1,221,253) {103,696) 56,356 {1,268,593)
Total Capital Assets, Being Depreciated, Net $ 2479077 $ 169,229 $ 6,020 % 2,632,286
Business-Type Activities Capital Assets, Net $ 2723110 $ 234799 $ 266,367 $ 2,691,542

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

Govemmental Activities:

General Govemment $ 27,386
Public Safety 27,384
Public Works 27,384
$ 82,154

Business-Type Activities:
Water & Sewer $ 103,696
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F.

Long-Term Debt

The following is a summary of long-term debt transactions for the year ended September 30,

2014:

Balance
10/0113 Additions

Principal
Payments

Balance
9/30/14

Due Within
One Year

Governmental Activities:
Finance Contract $ 100,054 % -
Capital Lease Obligations 61,135 49,999

]

31,667
23,320

¥ 68,387
87,814

§ 33184
25,194

Govemmental Activity
Long-Term Liabilities $ 161,180 § 49,809

54,987

$ 156,201

§ 58378

Business-Type Activities:
Certificate of Obligation FmHA Series 1993 $ 391,000 $ e
Finance Contract 120,353 -

12,000
11,170

$ 379,000
109,183

Business-Type Activity
Long-Tenm Liabilities $ 511,353 % -

_—— —, e e——— . e —
ee————eeeemm— e =e—mem— =——

Long-term debt at September 30, 2014 consists of the following:

Obligation Bonds:

The City issued Certificates of Obligation, FmHA Series 1993 in
conjunction with a United States Department of Agriculture
FmHA grant of $1,170,000, for the purpose of constructing a
wastewater collection system. The annual interest rate of 5.75%
is payable semiannually on May 1" and November 1%, with
principal installments payable May 1* of each year. The
certificates mature in 2032,

Public Finance Act Contracts:

$156,135 Public Finance Act Contract; for the purchase of a
motorgrader, due in annual installments of $36,334 through
January 2016; interest at 4.638%.

$131,000 Public Finance Act Contract; for the purchase of
automatic read meters, due in annual installiments of $16,515
through May 2022; interest at 4.5636%.

Capital Lease Obligations:
Lease obligation for a backhoe payable in monthly installments

of $1,679 through April of 2014, with an implicit interest rate of
1.03%.

Lease obligation for a tractor payable in monthly installments of
$238 through June of 2015, with a stated interest rate of 4.3%.

Lease obligation for a skidloader payable in monthly installments
of $499 through April of 2018, with a stated interest rate of 4.3%
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68,387
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Governmental Business

Type Type
Aclivities Aclivities
Lease obligation for police radios payable in annual instaliments
of $9,041 through December of 2015, with a stated interest rate
of 4.96%. 16,820 -
TOTAL $ 156,201 $ 488,183

There are a number of limitations and restrictions contained in the note and capital lease
obligations. The City is in compliance with all significant debt limitations and restrictions.

The annual debt service requirements for the governmental activities as of September 30,
2014 are as follows:

Year Ended
September 30, Principal Interest TOTAL
2015 $ 58,378 % 6,208 § 64,5688
2016 58,998 3,202 62,200
2017 15,738 1,088 16,826
2018 13,287 542 13,829
2019 9,800 386 10,186
Totals $ 156,201 % 11426 % 167,627
The annual debt service requirements for business-type activities as of September 30, 2014
are as follows:
Year Ended
September 30, Principal Interest TOTAL

2015 $ 24664 3 24274  § 48,938
20186 26,182 23,090 49,272
2017 27,724 21,831 49,555
2018 29,289 20,497 49,786
2019 30,879 19,086 49,985

2020 - 2024 142,445 72,722 215,167

2025-2029 123,000 40,898 163,898

2030 - 2032 84,000 8,610 92,610
Totals 5 488,183 % 231008 § 719,191

G. Short-Term Debt - General Fund

On July 3, 2014, the City established a line of credit loan for $50,000 with Security State Bank. The loan is
secured by a certificate of deposit with the bank and matures on June 30, 2015 (with an interest rate of
2.2%). At September 30, 2014, the City had drawn $22,181 on the loan which is reflected as a liability of the
General Fund in the accompanying financial statements.



Employee Insurance Benefits

All regular full ime employees of the city are eligible for coverage under the group
hospitalization, medical, dental and life insurance program provided by the city through Scott
and White Health Plan. The City pays the premium for eligible employees and employees, at
their option, may authorize payroll withholdings to pay premiums for eligible family members.

Claims and Contingent Liabifities
1. Litigation

The City is a party to legal proceedings, many of which occur in the normal course of
operations. Itis not possible at the present time to estimate the ultimate outcome or liability,
if any, of the City with respect to the various proceedings.

2. Sanitation Services

In August of 2012, the City entered into a contract with BF! Waste Services of Texas LP for
garbage collections services. The agreement runs through October 31, 2019, The contract
contains mutual options for extensions. Fees are billed monthly to the City based upon a
fee schedule included in the contract. During the year ended September 30, 201 4,
payments by the City under the contract totaled $104,945.

3. Water Purchase Aqreement

In August of 2010, the City entered into a firm water contract for municipal uses with the
Lower Colorado River Authority. The agreement runs through December of 2050. Fees are
billed monthly to the City based upon a fee schedule included in the contract, During the
year ended September 30, 2014, payments by the City under the contract totaled $49,919.

4. Wastewater Treatment Services

The City entered into an amended contract for the treatment and disposal of wastewater
with City of Horseshoe Bay with a commencement date of October 1, 2000 and a
termination date of October 1, 2032. Upon termination, the City will be required to design,
construct and install (or otherwise secure) alternative or replacement wastewater treatment
and disposal facilities. During the year ended September 30, 2014, payments by the City
under the contract totaled $131,150.

5. Grants

The City participates in grant programs that are governed by various rules and regulations of
the grantor agencies. Costs charged to the respective grant program are subject to audit
and adjustment by the grantor agencies; therefore, to the extent that the City has not
complied with the rules and regutations governing the grants, refunds of any money received
may be required and the collectability of any related receivable may be impaired. In the
opinion of the City, there are no significant contingent liabilities relating to compliance with
the rules and regulations governing the respective grants; therefore, no provision has been
recorded in the accompanying financial statements for such contingencies.

Ky



M.

Risk Management

The City of Cottonwood Shores, Texas is exposed to various risks of loss relating to general
liability, accidental loss of real and personal property, damage to assefs, errors and
omissions, acts of God and personnel risks which relate to workers compensation.

The City contracts with the Texas Municipal League (TML) to provide insurance coverage for
identified risks. TML is a multi-government group that provides for a combination of modified
self-insurance and stop-loss coverage. Contributions are sent annually to TML. Liability by
the City is generally limited to the contributed amounts. Contributions for the year ended
September 30, 2014 were $23,502.

Excess of Expenditures over Appropriations

Expenditures in the General Fund exceeded the budgeted appropriations in several functions
and in total.

Prior Period Adjustment

A prior period adjustment of $20,030 was made to the governmental statement of changes
in fund balance. In prior years, the debt service fund had been recorded in the general fund
but should have been recorded as a separate fund. The govemmental statement of
changes in fund balance reports a restatement of the beginning fund balance for the general
fund of $115,186 and the debt service fund of $20,030.

Subsequent Events
In preparing these financial statements, the City has evaluated events and transactions for

potential recognition of disclosure through March 29, 2015, the date the financial statements
were available to be issued.
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CITY OF COTTONWOOD SHORES, TEXAS

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL - GENERAL FUND
FOR THE YEAR ENDED SEPTEMBER 30, 2014

EXHIBIT G-1

Actual Amounts Variance With
Budgeted Amounts (GAAP BASIS) Flnal. I.Budgct
Positive or
Original Final {Negative)
REVENUES:
Taxes:
Property Taxes 181,681 3§ 179,428 % 186,567 § 7,139
General Sales and Use Taxes 139,900 139,912 167,920 28,008
Franchise Tax 40,000 36,040 24,033 {12,007)
Other Taxes 1,600 3,700 5,636 1,936
Penalty and Interest on Taxes 6,000 6,000 3,625 (2,375)
Licenses and Permits 15,500 7,000 6,512 (488)
Intergovernmental Revenue and Grants 100,000 103,900 85,989 (17,911)
Charges for Services 13,630 14,812 3,230 (11,582)
Fines 8,560 9,960 16,048 6,088
Investment Earnings 150 - 60 60
Rents and Royalties 18,300 18,300 15,200 (3,100)
Contributions & Donatiens from Private Sources - - 1,696 1,696
Other Revenue 33,670 22,870 18,465 (4,405)
Total Revenues 558,991 541,922 534,981 (6,941)
EXPENDITURES:
Current:
General Government 244,196 142,820 181,207 (38,387)
Public Safety 233,818 273,143 222,905 50,238
Public Works 187,274 243,133 250,355 (7.222)
Capital Qutlay:
Capital Outlay 100,000 134,150 167,074 (32,924)
Total Expenditures 765,288 793,246 821,541 {28,295)
Excess (Deficiency) of Revenues Over (Under) {206,297) (251,324) (286,560) (35,236)
Expenditures
OTHER FINANCING SOURCES (USES):
Proceeds from Capital Leases s - 49,999 49,999
Transfers In 71,081 116,108 217,053 100,945
Total Other Financing Sources (Uses) 71,081 116,108 267,052 150,944
Net Change (135,216) (135,216) {19,508) 115,708
Fund Balance - October 1 (Beginning) 135,216 135,216 135,216 -
Prior Period Adjustment _ - S (20,030) (20,030)
Fund Balance - September 30 (Ending) -5 - 3 95,678 % 95,678
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CITY OF COTTONWOOD SHORES, TEXAS
Note to Statement of Revenues, Expenditures and Changes in
Fund Balance - Budget and Actual - General Fund

For the Year Ended September 30, 2014

1. BASIS OF PRESENTATION:

The City files its budget on a combined format which includes the general and enterprise funds. Generally
accepted accounting principles require a separate budget to be adopted for the general fund only. The

City allocates the budget between the funds in its general ledger. The following is a summary of the
allocation between funds;

Original Amended
Budget Budget
General Fund $ 558,991 $ 541,922
Debt Service Fund 120,208 122,487
Utility Fund 1,259,912 1,177,330
TOTAL FUNDS $ 1939111 $ 1,841,739
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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

Independent Auditor's Report

Honorable Mayor and Members of the City Council
City of Cottonwood Shores, Texas
Cottonwood Shores, TX

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 activilies, the
business-type activities, each major fund, and the aggregate remaining fund information of the City of
Cottonwood Shores, Texas, as of and for the year ended September 30, 2014, and the related notes to the
financial statements, which collectively comprise the City of Cotfonwood Shores, Texas' basic financial
statements, and have issued our report thereon dated March 29, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered City of Cottonwood Shores,
Texas' 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 of Cottonwood Shores, Texas' internal
control. Accordingly, we do not express an opinion on the effectiveness of City of Cottonwood Shores, Texas'
internal control.

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

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of Cottonwood Shores, Texas' financial
statements are free from material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported
under Govemment Auditing Standards.



Purpose of this Report

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

suitable for any other purpose. C D (’
. \ ]; ISM G\r\,\P,w,l . + ‘

DORF, KNOPP, DOSS & COMPANY, P.C.
Fredericksburg, Texas

March 29, 2015
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March 29, 2015

Honorable Mayor and Members of the City Council
City of Cottonwood Shores, Texas
Cottonwood Shoares, TX

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of City of Cottonwood Shores, Texas for the year
ended September 30, 2014, and have issued our report thereon dated March 29, 2015. Professional standards
require that we provide you with the following information related to our audit.

Our Responsibility under LI.S. Generally Accepted Auditing Standards

Our responsibility, as described by professional standards, is to express opinions about whether the financial
statements prepared by management with your oversight are fairly presented, in all material respects, in
conformity with U.S. generally accepted accounting principles. Our audit of the financial statements does not
relieve you or management of your responsibilities.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated {o you in our
meeting about planning matters.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management s responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by City of Cottonwood Shores, Texas are described in Note 1 to the financial
statements. The City implemented new GASB Statement No. 63, Financial Reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources and Net Position as well as the early implementation of GASB
Statement No. 65, ltems Previously Reported as Assets and Liabilities. The application of existing policies was
not changed during the year ended September 30, 2014. We noted no transactions entered into by the
governmental unit 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.

Accounting estimates are an integral part of the financia! statements prepared by management and are based
on management's knowledge and experience about past and current events and assumptions about future
events, Certain accounting estimates are particularly sensitive because of their significance to the financial

statements and because of the possibility that future events affecting them may differ significantly from those
expected,

The disclosures in the financial statements are neutral, consistent, and clear. Certain financial statement
disclosures are particularly sensitive because of their significance to financial statement users.
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