















































EXHIBIT A-3

CITY OF ELECTRA, TEXAS

BALANCE SHEET - GOVERNMENTAL FUNDS
SEPTEMBER 30, 2010

General
Fund
Assets
Cash and cash equivalents 3 184,079
Receivables (net of allowances for uncollectables):
Ad valorem taxes 39,782
Sales taxes 91,991
Municipal court 85,361
Grants 23,030
Other 14,004
Total assets § 438,227
Liabilities and Fund Balances
Liabilities:
Accounts payable % 33,258
Due to component unit 22,998
Accrued payroli 12,705
Other accrued liabilities 22,324
Deferred revenue 117,902
Total liabilities 208,187
Fund balances:
Unreserved, Undesignated 229,040
Total fund balances 229,040
Total liabilities and fund balances $ 438,227

The accompanying noles are an integral part of this stalement.
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CITY OF ELECTRA, TEXAS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS
SEPTEMBER 30, 2010

Tatal fund balances - governmental funds balance sheet (Exhibit A-3)

Amounts reported for governmental activities in the statement of net assets (Exhibit A-1)
are different because:

Capital assets used in governmental activities are not financial resources and
therefore nat reported in the funds. Capital assets at year-end consist of:

Gross capital assets % 2,199,155

Related accumulated depreciation 1,149,075

Propery taxes and municipal court receivables are not available to pay for current
period expenditures and therefore are deferred in the funds.

Long-term liabilities are not due and payable in the current period and therefore
are nat reported as liabilities in the funds. The long-term liability at year-and
consisted of:

Accrued compensated absences

Net assets of governmental activities - statement of net assets

The accompanying notes are an integral part of this statement.
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§ 223,040

1,050,080

117,902

(20,832}

$ 1,376,190



EXHIBIT A-5

CITY OF ELECTRA, TEXAS

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

FOR THE YEAR ENDED SEPTEMBER 30, 2010

General
Fund
Revanues: .
Taxes § 579,083
Licenses and permits 2475
Revenue use of property and monay 19,054
Charges far services 12,114
Fines ang forfeitures 102,971
Intergovernmental 145,653
Contributions 158,328
Other 20,592
Total revenues 1,040,170
Expenditures:
Current;
General administrative 356,647
Police department 570,515
Fire department 45,035
Legal and judicial 64,900
Street department 316,738
Animal control department 46,568
Library 97.831
Senior Citizens Center 60,618
Ambulance service 36,000
Tax department 10,188
Parks and recreation 47 934
Country Club 35,468
Swimming pool 40,627
Cemetery 33,223
Main Strest 66,318
Capital outlay:
General administrative 26,579
Police department 151,285
Street department 26,921
Fire department 136,247
Total expenditures 2,169,625
Excess of revenues {under) expenditures (1.120,455)
Other financing sources (uses):
Transfers in 1,125,000
Total other financing sources (uses) 1,125,000
Excess of revenues and other financing sources over
{under) expenditures and other financing uses (4,455)
Fund balance, beginning restated 233,495
Fund balance, ending $ 229040

The accompanying notes are an integral part of this statement.
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CITY OF ELECTRA, 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, 2010

Net change in fund balances - total governmental funds (Exhibit A-5)

Amounts reported for governmental activities in the statement of activities (Exhibit A-2)
are different because:

Capital outlays are reported in governmental funds as expenditures. However, in
the Statement of Activities, the costs of those assets are allocated over their
useful lives as depreciation expense. The net difference between the two is as
follows:

Capital outlay during the year
Depreciation expense during the year

Because property taxes and municipal court recelvables will not be collected for
several months after the City's fiscal year ends, they are not considered 'available'
revenues and are deferred in the governmental funds. Deferred revenues increased
by this amount this year.

Increases in accrued compensated absences are not reported as an
expenditure in the governmental funds, but increases long-term liabilities
in the Statement of Net Assets. Change in accrued compensated
absences was:

Change in net assets of governmental activities - statement of activities

The accompanying notes are an integral parf of this statement,
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$ (4,455)

$341,042
_{118,830) 222,212
33,650
370
$ 251,777



CITY OF ELECTRA, TEXAS
STATEMENT OF NET ASSETS
ENTERPRISE FUND
SEPTEMBER 30, 2010

Assets
Current assets:
Cash and cash equivalents
Receivables (net of allowances for uncollectabias):
Utility accounts
Accrued utility revenues
Restricted assets:
Cash and cash equivalents
Total current assets
Non-current assets:
Capital assets, net of accumulated depreciation
Deferred charges
Total non-current assets
Total assets

Liabilities
Current liabilities:
Accounts payable
Accrued payroll
Accrued interest
Other accrued liabilities
Customer meter depaosits
Capitat lease - current maturities
General obligation bands payable - current maturities
Total current liabilities
Long-term liabilities;
Capital lease - less current maturities
General obligation bonds payable - less current maturities
Criginal issue discount
Deferred loss on early retirement
Total long-term liabilities
Total liabilities

Net Assets
Invested in capital assets, net of related debt
Restricied
Unrestricted, designated for debt sarvice
Unrestricted
Totai net assets

The accompanying notes are an integral part of this statement.
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Utility
Fund

$ 782,054

52,637
495 487

746,715

2076573

11,461,754
141,085

11,602,823
513,679,696

§ 233,807
2,871
42,100
12,394
15,850
17,841
235,000

560,063

19,282
6,380,000

(26,721)

(127,870)

6,244,691
6,804,754

4,809,631
730,785
374,303
960,243

3 6,874,942

EXHIBIT A-7



EXHIBIT A-8

CITY OF ELECTRA, TEXAS

STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN FUND NET ASSETS - ENTERPRISE FUND

FOR THE YEAR ENDED SEPTEMBER 30, 2010

Utility
Fund
Operating revenues:
Water service % 862,725
Sewer service 151,047
Electric service 2,882,208
Sanitation and refuse coliection 259,810
Other revenues 12,204
Total operating revenues 4,167,994
Operating expenses:;
Water production 514,542
Electrical production 1,948,787
Sanitary sewer 112,175
Sanitation and refuse collection 248 579
Bad debt expense 48,768
Depreciation and amartization 370,524
Total operating expenses 3,243,375
Operating income 924,619
Non-operating revenues (expenses):
Ad valorem taxes 406,276
Interest income 4,691
Bond interest expense {314,437)
Capital lease interest expense (1,739)
Paying agent and escrow fees (1,618)
Total non-operating revenues {(expenses) 93,175
Income before transfers 1,017,794
Transfers out (1,125,000)
Change in net assets (107,2086)
Net assets, beginning 6,982,148
Net assets, ending $ 6,874,942

The accompanying notes are an integral part of this statement.
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CITY OF ELECTRA, TEXAS

STATEMENT OF CASH FLOWS

ENTERPRISE FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2010

Cash Flows from Operating Activities:

Cash received from customers

Cash paymentis to employees for services

Cash payments to other suppliers for goods and services
Net Cash Provided by Operating Activities

Cash Flows from Non-capital Financing Activities:
Sales tax receipts
Net decrease in utility deposits
Transfers to other funds
Net Cash Provided {Used) by Non-capital Financing Activities

Cash Flows from Capital and Related Financing Activities:
Principal and interest paid on long-term debt
Net Cash Provided (Used) for Capital & Related Financing Activities

Cash Flows from Investing Activities:
Interest on investments
Net Cash Provided for Investing Activities

Net increase in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Reconciliation of Operating Income to Net Cash
Provided by Operating Activities:
Operating Income
Adjustments to Reconcile Operating Income to Net Cash:
Provided by Operating Activities:
Depreciation and amortization
Bad debt expense
Change in Assets and Liabilities:
Increase in accounts receivable
Increase in accrued utility revenues
Increase in accounts payable
Increase in accrued expenses
Net Cash Provided by Operating Activities

Reconciliation of cash and cash equivalents to the statement of net assets:

Unrestricted cash and cash equivalents
Restricted cash and cash equivalents

The accompanying notes are an integral part of this statement.
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Utility
Fund

$ 4,066,681
(265,704)
(2,516,879)

1,284,098

406,276
(2,725)
(1,125,000)

{721,449)

{532,999)

{632,999)

4,691
4,691

34,341
1,494,428

5 1,528,769

5 924,618

370,524
48,768

(87,889)
(13,424)
39,851

1,649

$ 1,284,098

$ 782,054
748,715

$ 1,628,768



CITY OF ELECTRA, TEXAS

STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
SEPTEMBER 30, 2010

Private-Purpose

Trust
Fund
Memorial &
Gift
Fund
Assets:

Cash and cash equivalents $ 8,584
Liabilities: 3 -
Net Assets:

Unrestricted $ 8,584

The accompanying notes are an infegral part of this statement.
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Agency
Fund

Main
Street

Organization

3

§

&

31,237

31,237



CITY OF ELECTRA, TEXAS

STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FIDUCIARY FUNDS

FOR THE YEAR ENDED SEFPTEMBER 30, 2010

Private-Purpose

Trust
Fund
Memoerial &
Gift
Fund
Additions:
Contributions $ -
Investment Income 29
Total Additions 28
Deductions:

Administrative expenses -
Total Deductions -
Change in Net Assets 29
Net Assets-Beginning of the Year 8,565
Net Asseis-End of the Year 3 8,594

The accompanying notes are an integral part of this statement.
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Organization

$

Agency
Fund

Main

Street

8,608
90
8,698

15,970
15,970
(7,272)

38,509
31,237

EXHIBIT A-11



CITY OF ELECTRA, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

Summary of Significant Accounting Policies

The accompanying financial statements of the City of Electra, Texas (City) have been prepared in conformity with
accounting principles applicable to governmental units which are generally accepted in the United States of America.
The Governmental Accounting Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting and financial reporting principles.

1.

Financial Reporting Model

In dune 1999, the GASB issued Statement No. 34, Basic Financial Statements — and Management's Discussion
and Analysis — for State and Local Governments, This statement, known as the “Reporting Model" statement,
affects the way the City prepares and presents financial information. State and local governments traditionally

have used a financial reporting model substantially different from the one used to prepare private-sector financial
repors.

GASB Statement No. 34 established new requirements and a new reporting model for the annual financial reports
of state and local Governments. The Statement was developed to make annual reports easier to understand and
more useful to the people who use governmental financial information to make decisions and includes:

Management's Discussion and Analysis - GASB Statement No, 34 requires that financial statemenis be
accompanied by a narrative introduction and analytical overview of the government's financial activities in the
form of a "management's discussion and analysis” (MD&A). This analysis is similar to the analysis the
private sector provides in their annual reports.

Government-Wide Financial Statements - The reporting model includes financial statements prepared using
full acerual accounting for all of the government's activities, Government-wide financial statements do not
provide information by fund or account group, but distinguish between the City's governmental activities,
business-type activities and activities of its discretely presenied component unit on the statement of net
assets and statement of activities. The City's statement of net assets includes both noncurrent assets and
liabilities of the City, which were previously recorded in the General Fixed Assets Account Group and the
General Long-Term Debt Account Group. Accrual accounting also reports all of the revenues and costs of
providing services each year, not just those received or paid in the current year or soon thereafter. The

government-wide statement of activities reflects depreciation expenses on the City's capital assets, including
infrastructure.

In addition to the government-wide financial statements, the City has prepared governmental fund financial
statements which continue fo use the moedified accrual basis of accounting and the current financial
resources measurement focus., Accordingly, the accounting and financial reporting for the City's General
Fund, the City's major governmental fund, is similar to that presented in the City's financial statements,
although the format of financial statements has been modified by GASB Statement No, 34,

Statement of Net Assets - The statement of net assets is designed to display the financial position of tha
primary government (government and business-type aclivities) and its discretely presented component units.
Governments report all capital assets, including infrastructure, in the government-wide statement of net
assets and report depreciation expense - the cost of “using up” capital assets - in the Statement of Activities.
The net assets of a government will be broken down into three categories, 1) invested in capital assets, net of
related debt; 2) restricted; and 3) unrestricted.

Statement of Activities - The government-wide statement of activities reports expenses and revenues in a
format that focuses on the cost of each of the government's functions. The expense of individual functions is
compared to the revenues generated directly by the function (for instance, through user charges or
intergovernmental grants).
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CITY OF ELECTRA, TEXAS
NQTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

2. Reporting Entity

The City's basic financial statements include the accounts of all its operations. The City evaluated whether any
other eniity should be included in these financial statements. The criteria for including organizations as
component units within the City's reporting entity, as set forth in GASB Statement No. 39, Defermining Whether
Certain Organizations are Component Units, an Amendment of GASB Statement No. 14, include whether:

- the organization is legally separate

- the City holds the corporate powers of the organization

- the City appoinis a voting majority of the organization's board

- the City is able to impose its will on the organization

- the organization has the potential to impose a financial benefittburden on the City

- there is fiscal dependency by the organization an the City

- the exclusion of the organization wouid result in misleading or incomplete financial statements

The City also evaluated each legally separate, tax-exempt organization whose resources are used principally to
provide support to the City to determine if its omission from the reporting entity would result in financial
statements which are misleading or incomplete, GASB Statement No. 38 requires inclusion of such an
organization as a component unit when: 1) the economic resources received or held by the organization are
entirely or almost entirely for the direct benefit of the City, its component units or its constituents; and 2) the City
or its component units is entitled to, or has the ahility to otherwise access, a majority of the economic resources
received or held by the organization; and 3) such economic resources are significant to the City.

Based on these criteria, the City has one component unit, the Electra 4B Economic Development Corporation.
This discretely presented component unit is reported in a separate column in the combined financial statements
that emphasize that it is legally separate from the City. The discretely presented component unit has a
September 30th year end. The Electra 4B Development Corporation has not issued separate financial
statements for the period ended September 30, 2010.

3. Basis of Presentation and Basis of Accounting
a. Basis of Presentation

Government-wide Statements: The statement of net assets and the statement of activities include the
financial activities of the overall government. Eliminations have been made to minimize the double-counting
of internal activities. These statements distinguish between the governmental and business-type activities of
the City. Governmental activities generally are financed through taxes, intergovernmental revenues, and
other nanexchange transactions. Business-type activities are financed in whole or in part by fees charged to
exiernal parties.

The statement of activities presents a comparison between direct expenses and program revenues for the
different business-type activities of the City and for each function of the City's governmental activities. Direct
expenses are those that are specifically associated with a program or function and, therefore, are clearly
identifiable to a particular function. The City does not allocate indirect expenses in the statement of activities.
Program revenues include (a) fees, fines, and charges paid by the racipients of goods or services offered by
the programs and (b) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program. Revenues that are not classified as program revenues, including all
taxes, are presented as general revenues.

Fund Financial Statements: The fund financial statements provide information about the City's funds, with
separate statements presented for each fund category. The emphasis of fund financial statements is on
major governmental and enterprise funds, each displayed in a separate column. All remaining governmental
and enterprise funds are aggregated and reported as nonmajor funds.

Proprietary fund operating revenues, such as charges for services, result from exchange transactions
associated with the principal activity of the fund. Exchange transactions are those in which each party
receives and gives up essentially equal values. Nonoperating revenues, such as subsidies and investment
earnings, result frem nonexchange transactions or ancillary activities.
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CITY OF ELECTRA, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

The general fund is the enly major governmental fund. This is the City’s primary operating fund. It accounts
for all financial resources of the City except those required to be accounted for in another fund.

The Utility fund is the only major enterprise fund. This fund accounts for electrical, water, and sewer utility
services to residents of the City. Activities necessary to provide such services are acecounted for in the fund,
including, but not limited to, administration, operations, maintenance, finance and related debt service.

Fiduciary funds are used to account for resources held for the benefit of parties outside the government. The
largest fiduciary fund is the Main Street Organization. The funds' activities are reported in separate
statements of fiduciary net assets and changes in fiduciary net asseis. They are not reflected in the

government-wide financial statements because the resources are not available to support the City's own
programs.

b. Measurement Focus and Basis of Accounting

Government-wide and Proprietary Fund Financial Statements: These financial statements are reported using
the economic resources measurement focus and the accrual basis of accounting. Revenues are recorded
when earned and expenses are recorded at the time liabilities are incurred, regardless of when the related
cash flows take place. Nonexchange transactions, in which the City gives (or receives) value without directly
receiving (or giving) equal value in exchange, include property taxes, grants, entittements, and donations. On
an accrual basis, revenue from property taxes is recognized in the fiscal year for which the taxes are levied,
Revenue from grants, entitements, and donations is recognized in the fiscal year in which all eligibility
requirements have been satisfied.

Governmental Fund Financial Statements: Governmental funds are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Under this method, revenues
are recognized when measurable and available. The City considers all revenues reported in the
governmental funds to be available if the revenues are collected within sixty days after year-end. Revenues
from local sources consist primarily of property taxes. Property tax revenues and revenues received from the
State are recognized under the susceptible-to-accrual concept. Miscellaneous revenues are recorded as
revenue when received in cash because they are generally not measurable until actually recsived.
Investment earnings are recorded as earned, since they are both measurable and available. Expenditures
are recorded when the related fund liability is incutred, except for principal and interest on general long-term
debt, claims and judgments, and compensated absences, which are recognized as expenditures to the extent
they have matured. General capital asset acquisitions are reported as expenditures in governmental funds.

Proceeds of general long-term debt and acquisitions under capital leases are reported as other financing
sources.

When the City incurs an expenditure or expense for which both restricted and unrestricted resources may be
used, it is the City's policy to use restricted resources first, then unrestricted resources.

Under GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities That Use Proprietary Fund Accounting, all proprietary funds will continue to follow
Financial Accounting Standards Board (FASB) standards issued on or before November 30, 1989. However,
from that date forward, proprietary funds will have the option of either 1) choosing not to apply future FASB
standards (including amendments of earlier pronouncements), or 2} continuing to follow new FASB

pronouncements unless they conflict with GASB guidance. The City has chosen to apply future FASB
standards.

4, Financial Statement Amounts

a. Cash and Cash Equivalents

For purposes of the statement of cash flows, highly liguid investments are considered to be cash equivalents
if they have a maturity of three months or less when purchased.
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CITY OF ELECTRA, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

b. Property Taxes

Property taxes are levied by October 1 on the assessed value listed as of the prior January 1 for alf real and
business personal property in conformity with Subtitle 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 1 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 when they become due or past
due and receivable within the current period.

Allowances for uncollectable tax receivables within the General Fund are based upon historical experience in
collecting property taxes. Uncollectable personal property taxes are periodically reviewed and written off, but

the City is prohibited from writing off real property taxes without specific statutory authority from the Texas
Legislature.

At September 30, 2010, net property taxes receivable is calculated as follows:

Gross property taxes recelvable $ 70,378
Allowance for uncollectable taxes {30,618)
Net property taxes receivable § 39762

c. Inventories and Prepaid ltems
inventory items are recorded as expenditures when they are purchased.

Certain payments to vendors may reflect costs applicable to future accounting periods and therefore may be
recarded as prepaid items,

d. Capital Assets

Purchased or constructed capital assets are reported at cost or estimated historical cost. Donated capital
assets are recorded at their estimated fair value at the date of the donation. The cost of normal maintenance
and repairs that do not add to the value of the asset or materially extend assets’ lives are not capitalized. A
capitalization threshold of $5,000 is used. Interest has been capitalized during the construction period for
proprietary capital assets.

Capital assets are being depreciated using the straight-line method over the following estimated usefu! lives:

Estimated
Asset Class Useful Lives
Buildings, Systems, and Improvements 20-50
Furniture and Equipment 5-15
Infrastructure 50

The City owns a reverse-osmosis plant with a carrying value of $0. It was determined to be obsolete in 2009
due to technological advancements. The City still holds these assets as of September 30, 2010.

g. Receivable and Payable Balances

The City believes that sufficient detail of receivable and payable balances is provided in the financial
statements to avoid obscuring significant components by aggregation. Therefare, no disclosure is provided
which disaggregates those balances.

Accounts receivable include fines and fees assessed by court action in the Municipal Court. An allowance for
uncoliectable accounts has been set up for the justice system-generated fines and fees based on a review of
historical payment information. The allowance on the balance of $213,403 municipal court receivables was
$128,042 at September 30, 2010.

There are no significant receivables, other than delinquent property taxes and municipal court receivables,
which are not scheduled for collection within one year. Of the $283,781 outstanding at September 30, 2010,
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CITY OF ELECTRA, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

C.

it is expected that the City will collect approximately $7,000 during the first sixty days of the 2010-2011 fiscal
year. This is similar to the delinquent taxes and fines collected for the year ended September 30, 2008.

f.  Interfund Activity

Interfund activity results from loans, services provided, reimbursements or transfers between funds. Loans
are reported as interfund receivables and payables as appropriate and are subject to elimination upon
consolidation. Services provided, deemed to be at market or near market rates, are treated as revenues and
expenditures or expenses. Reimbursements occur when ane fund incurs a cost, charges the appropriate
benefiting fund and reduces its related cost as a reimbursement. All other interfund transactions are treated
as transfers. Transfers In and Transfers Out are netted and presented as a single "Transfers” line on the
government-wide statement of activities. Similarly, interfund receivables and payables are netted and
presented as a single "Internal Balances" line of the government-wide statement of net assats.

g. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
the use of management's estimates.

Compliance and Accountability

1. Finance-Related Legal and Contractual Provisions

In accordance with GASB Statement No. 38, Certain Financial Stafement Note Disclosures, violations of finance-

related legal and contractual provisions, if any, are reported below, along with actions taken to address such
violations:

The City does not have violations of finance-related legal and contractual provisions.
2. Deficit Fund Balance or Fund Net Assets of Individual Funds

The City does not have any funds with a deficit fund balance or deficit fund net assets.
Deposits and Investments

The City's funds are required to be deposited and invested under the terms of a depository contract, The depository
bank deposits for safekeeping and trust with the City's agent bank approved pledged securities 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.

1. Cash Deposits:

At September 30, 2010, the carrying amount of the City's deposits (cash, certificates of deposit, and interest-
bearing savings accounts) was $1,712,848 and the bank balance was $1,724,461. The City's cash deposits at
September 30, 2010 and during the year ended September 30, 2010, were entirely covered by FDIC insurance or
by pledged collateral held by the City's agent bank in the City's name.

At September 30, 2010, the carrying amount and the bank balance of the component unit's deposits (cash,
certificates of deposit, and interest-bearing savings accounts) was $267,875. The component unit's cash deposits
at September 30, 2010 and during the year ended September 30, 2010, were entirely covered by FDIC insurance
or by pledged collateral held by the component unit's agent bank in the component unit's name.

Under the terms of revenue bond agreements, the City is required to establish and maintain special funds in its
official depository bank. The bond issue requires the establishment of three funds; the Reserve Fund, the Interest
and Sinking Fund and the Revenue Fund. The City is required to deposit all gross revenue from the operation of
the water system into the Revenue Fund. It is required to make monthly installments into the Interest and Sinking
Fund in amounts necessary to make the next due principal and interest amounts. It is required to maintaint a
Reserve Fund in amounts specified by the agreements which is to be used only to make interest and principal
payments when the amounts in the Interest and Sinking Fund are not adeguate.
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CITY OF ELECTRA, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

2. Restricted Assets;

Restricted assets in the Utility Enterprise Fund consist of cash and cash equivalents held for specific purposes in
accordance with bond ordinances or other legal restrictions, and are comprised of the following:

Debt service $730,765
Customer deposits 15.950
Total $746.715

3. [Investments:

The Fublic Funds Investment Act (Act) requires an annual audit of investment practices. Audit procedures in this
area conducted as a part of the audit of the basic financial statements disclosed that in the areas of investment
practices, management reports and establishment of appropriate policies, the City adhered to the reqguirements of
the Act. Additionally, investment practices of the City were in accordance with lacal policies.

GASB Statement No. 40 requires a determination as to whether the City was exposed to the following specific
investment risks at year end and, if so, the reporting of certain related disclosures:

a.

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. The
ratings of securities by nationally recognized rating agencies are designed to give an indication of credit risk.
At year end, the City was not significantly exposed to credit risk.

Custodial Cradit Risk

Deposits are exposed to custodial credit risk if they are not covered by depository insurance and the depaosits
are uncollateralized, collateralized with securities held by the pledging financial institution, or collateralized
with securities held by the pledging financial institution's trust department or agent but not in the City's name.,
Investment securities are exposed to custodial credit risk if the securities are uninsured, are not registered in
the name of the government, and are held by either the counterparty or the counterparty’s trust department or
agent but not in the City's name. At year end, the City was not exposed to custodial credit risk.

Concentrations of Credit Risk

This risk is the risk of loss attributed to the magnitude of a government's investment in a single issuer. At
year end, the City was not exposed to concentration of credit risk.

Interest Rate Risk

This is the risk that changes in interest rates will adversely affect the fair value of an investment. At year end,
the City was not exposed to interest rate risk.

Foreign Currency Risk

This is the risk that exchange rates will adversely affect the fair value of an investment. At year end, the City
was not exposed to foreign currency risk.
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CITY OF ELECTRA, TEXAS
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED SEPTEMBER 30, 2010

D,

Capital Assets

Capital asset activity for the period ended September 30, 2010, was as follows:

Beginning Ending
Governmental activities: Balances Increases Dacreases Balances
Capital assets not being depreciated:
Land $ 18,156 § - $ - 3 18,156
Capital assets being depreciated:
Buildings, systems and improvements 627,891 26,580 - 654,471
Furniture and equipment 635,924 314 462 - 1,250,386
Infrastructure 276,142 - - 276,142
Total capital assets being depreciated 1,839,957 341,042 - 2,180,999
Less accumulated depreciation for:
Buildings, systems and improvements 308,518 14,873 - 323,391
Fumiture and equipment 711,602 98,435 - 810,037
Infrastructure 10,125 5,622 - 15,647
Total accumulated depreciation 1,030,245 118,830 - 1,149,075
Total capital assets being depreciated, net 808,712 222,212 - 1,031,924
Governmental activities capital assats, net $ 827868 § 292212 5§ - $_ 1,050,080
Beginning Ending
Business-type activities: Balances Increases Decreases Balances
Capital assets not heing depreciated:
Land $ 188114 § - 3 - $ 188,114
Capital assets being depreciated:
Buildings, systems and improvements 16,678,037 - - 16,678,037
Fumiture and equipment 401,656 55,799 (31,212) 426,243
Total capital assets being depreciated 17,079,693 55,799 (31,212) 17,104,280
Less accumulated depreciation for:
Buildings, systems and improvements 5,217,993 335,401 (31,212) 5,522,182
Furniture and equipment 286,269 22,189 - 308,458
Total accumulated depreciation 5,504,262 357,580 (31,212} 5,830,640
Total capital assets being depreciated, net 11,575,431 (301,791) - 11,273,640
Business type activities capital assets, net $ 11,763,645 § (301,791) % - 5 11,461,754
Beginning Ending
4B Economic Development Corporation; Balances Increases Decreases Balances
Capital assets not being depreciated:
Land L 2121 § 19680 § - 5 4,081
Construction in progress - 14,100 - 14,100
Component unit capital assets, net $ 2121 & 160680 § - $ 18,181
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Depreciation was charged to functions as follows:

General Fund:

General administrative $ 24,244
Police department 4116
Fire department 40,359
Legal and judical 4,405
Sireet department 2,754
Library 23,311
Senior Citizens Center 2,404
Parks and recreation 6,603
Country Club 2,900
Swimming pool 3.228
Main Street 4,508

Total $ 118,830

E. Interfund Balances and Activity

Transfers to and from other funds at September 30, 2010 consisted of the following:

Transfers From Transfers To Amaount Reason

Enterprise Fund General Fund $§ 1125000 Fund operating deficits

F. Long-Term Liabilities

1. Long-Term Liabilities Activity

Long-term liabilities include debt and other long-term liabilities. Changes in long-term liabilities for the year ended
September 30, 2010, are as follows:

Amounts
Beginning Ending Due Within
Balances Increases Decreases Balances One Year
Governmental activities:
Compensated absences S 21.202 3 - $ (37®y $...20832 F -
Amounts
Beginning Ending Due Within
Balances Increases Decreases Balances One Year

Business-type activities:

Capital lease payable L - $ 55,799 $ (1aB78) $ 37123 % 17,841
Bonds payable 6,840,000 - (225,000) 6,615,000 235,000
Original issue discount (29,906) - 3,185 {26,721) {3,050)
Deferred loss on early

Retirement (153,020) - 25,150 (127.870) (23.291)
Tatal 26,657,074 $ 55799  5(215341) $6497.532 § 226,500
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Debt Service Requirements

Combined debt service requirements on long-term debt at September 30, 2010, are as follows:

Business-type Activities

Year Ending September 30, Principal Interest Total

2011 $ 252,841 5 280,773 § 533,614
2012 259,282 270,246 529,528
2013 255,000 260,164 515,164
2014 265,000 249 764 514,764
2015 270,000 238,830 508,830
2016-2020 1,670,000 1,003,593 2,573,593
2021-2025 1,595,000 620,473 2,215,479
2026-2030 360,000 427 550 787,550
2031-2035 445,000 342230 787,230
2036-2040 550,000 236,937 786,937
2041-2045 675,000 106,782 781,782
2046 155,000 3,204 158,294
Totals $ 6652123 § 4040642 $ 10,692,765

Capital Leases

The City had one non-cancellable lease which was categorized as a capital lease. The lease was for a backhoe.
The lease began in October 2009 and expires in September 2012, Interest of $1,739 from the capital lease was

charged to business-type activities during 2010,

Bonds Payable

A summary of changes in bonds payable for the year ended September 30, 2010, is as follows:

Amounts Amounts
Cutstanding New Outstanding
Range of September 30, Obligations  Obligations September 30,
Interest Rates 2009 Issued Retired 2010

2005 Combination Tax
and Revenue Certificates :
of Obligation 400%-470% $ 1465000 % - 5 10000 $§ 1,455000
2005 Combination Tax
and Revenue Refunding
Bonds 2.65%-4.50% 2,435,000 - 180,000 2,255,000
2008 Combination Tax
and Revenue Certificates
of Obligation 4,25% 2,840,000 - 35,000 2,905,000

Totals 5 6840000 $ - § 225000 $ 6615000

[n 2005, the City issued Combination Tax and Revenue Certificates of Obligation, Series 2005 in the amount of
$1,500,000. The purpose of the issue was to provide for the construction of a waterline to lowa Park, Texas. The
interest rates on these certificates of obligation range from 4.00% to 4.70%. The final maturity date is February 1,
2024. The annual series payments range from $10,000 to $350,000.

Also in 2005, the City issued Combination Tax and Revenue Refunding Bonds, Series 2005 in the amount of
$2,900,000. The purpose of the issue was to refund certain of the City's outstanding General Obligation
Refunding Bonds, Series 1992, Combination Tax and Revenue Bonds, Series 1998, and Combination Tax and
Revenue Bonds, Series 2000, for the purpose of achieving a debt service charge savings over the life of the
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G.

1.

refunded bonds. The interest rates on these bonds range from 2.65% to 4.50%. The final maturity date is
February 1, 2020, The annual series principal payments range from $175,000 to $270,000.

In 2007, the City issued Combination Tax and Revenue Certificates of Obligation, Series 2006 in the amount of
$1,264,469 in addition to the $1,745,531 issued in 2006 totaling $3,000,000 for the purpose of constructing a
waterline, pumps, and water storage tanks into the City to supply water needs to residents. The interest on these
bonds is 4.25%. The final maturity date is February 1, 2046 and the certificates are callable on February 1, 2016.
The annual series principal payments range from $30,000 to $155,000.

The City's current year payments for debt service included $314,437 of interest and $1,616 in fees.

There are a number of limitations and restrictions contained in the general abligation bond indentures,
Management has indicated that the City is in compliance with all significant limitations and restrictions.

Defeasance of Prior Debt

In prior years, the City defeased certain outstanding Combination Tax & Revenue Ceriificates of Obligation by
placing the proceeds of new bonds in an irrevocable trust to provide for all future debt service payments of the old
certificates of obligation. Accordingly, the trust account and the defeased certificates of abligation are not included

in the City's financial statements.
At September 30, 2010, the following certificaies of obligation are considered defeased:

Compbination Tax & Revenue Certificates of
Obligation, Series 2000 $ 1.715.000

Pension Plan

Plan Description

The City provides pension benefits for all of its full-ime employees through a non-traditional, joint contributory,
hybrid defined benefit plan in the state-wide Texas Municipal Retirement System (TMRS), an agent multiple-
employer public employee retirement system. The plan provisions that have been adopted by the City are within
the options available in the governing state statutes of TMRS.

TMRS issues a publicly available comprehensive annual financial report that includes financial statements and
required supplementary information (RSI) for TMRS; the report also provides detailed explanations of the
contributions, benefits and actuarial methods and assumptions used by TMRS. This report may be obtained by
writing to TMRS, P.O. Box 149153, Austin, TX 78714-9153 or by calling 800-924-8677; in addition, the report is
available on TMRS' website at www. TMRS.com,

Benefits depend upon the sum of the employee’s cantributions to the plan, with interest, and the City-financed
monetary credits, with interest. At the date the plan began, the City granted monetary cradits 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. Monetary credits for service since the plan began are a percant (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
employee'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 salary in the last three years. At retirement, the benefit is calculated as if the 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 the options available in the state
statutes governing TMRS and within the actuarial constraints also in the statutes. Members can retire at ages 60
or above with 5 or more years of service or with 20 years of service regardless of age. A member is vested after
3 years. The contribution rate for the employees is 5%, and the Ciiy's matching ratio is currently 1 to 1.
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Contributions

Under the state law governing TMRS, the contribution rate for each city is determined annually by the actuary,
using the Projected Unit Credit actuarial cost method. This rate consists of the normal cost contribution rate and
the prior service cost contribution rate, which is calculated to be a level percent of payroll from year to year. The
normal cost contribution rate finances the portion of an active member's projected benefit allocated annually; the
prior service contribution rate amortizes the unfunded (overfunded) actuarial liability (asset) over the applicable
period for the city. Both the normal cost and prior service contribution rate include recognition of the projected
impact of annually repeating benefits, such as Updated Service Credits and Annuity Increases.

The City contributes to the TMRS Plan at an actuarial determined rate. Both the employees and the City make
contributions monthly. Since the City needs its caontribution 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.

The required contribution rates for fiscal year 2010 were determined as part of the December 31, 2007 and 2008
actuarial valuations. Additional information as of the latest actuarial valuation, December 31, 2009, also follows:

Valuation Date 12/31/2007 12/31/2008 12/31/2009
Actuarial Cost Method Unit Credit Projected Unit Credit Projected Unit Credit
Amortization Methad Level Percent Level Percent Level Percent
of Payroll of Payrall of Payroll
Remaining Amortization Period 25 years: 24 years: 23 years:
open period closed period closed petiod
Asset Valuation Method Amortized Cost Amortized Cost Amortized Cost
Actuarial Assumptions:
investment Rate of Return * 7.0% 7.5% 7.5%
Projected Salary Increases * Varies by age Varies by age Varies by age
and service and service and service
* Includes Inflation at 3.00% 3.00% 3.00%
Cost-of-Living Adjustments 0.0% 0.0% 0.0%

The funded status as of 12/31/2009, the most recent actuarial valuation dates, is as follows:

Net Pension Obligation {(NPO) at the Beginning of the Period 3 -
Annual Pension Cost:
Annual Required Contribution (ARC) $ 50,624
Contributions Made 3 (59.624)
NPO at the end of the Period N
Two Preceding Years:
12/31/2008
Annual Pension Cost 3 59,624
Percentage of Annual Pension Cost Contributed 100%
NPO at the end of the Period $ -
12/31/2007
Annual Pension Cost 5 65,510
Percentage of Annual Pension Cost Contributed 100%
NPO at the end of the Period 3 -
The annual pension cost and net pension obligation/(asset) are as follows:
Actuarial Valuation Date 12/31/2009
Actuarial Value of Assets 3 1,094,784
Actuarial Accrued Liability 3 1,418,066
Percentage Funded 77.2%
Unfunded (Overfunded) Actuarial Liability (UAAL) 3 323,282
Annual Covered Payroll $ 972,421
UAAL as a Percentage of Covered Payroll 33.3%
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H. Risk Management

The City is exposed to various risks of loss related to torts, theft, damage or destruction of assets, errors and omissions,
injuries to employees, and natural disasters. The City maintains general liability coverage at a cost that is considered to
be economically justifiable by joining together with other governmental entities in the State as a member of the Texas
Municipal League Intergovernmental Risk Pocl (TML). TML is a seli-funded peool operating as a common risk
management and insurance program. The City pays an annual premium to TML for its abhove insurance coverage. The
agreement for the formation of TML provides that TML will be self-sustaining through member premiums and will
reinsure through commercial companies for claims in excess of acceptable risk levels; however, each category of
coverage has its own level of reinsurance. The City continues to carry commercial insurance for other risks of loss.
There were no significant reductions in commercial insurance coverage in the past fiscal year and seftied claims
resulting from these risks have not exceeded coverage in any of the past three fiscal years.

Commitments and Contingencies

i.

Contingencies

The City participates in grant programs which are governed by various rules and regulations of the grantor
agencies. Casts charged to the respective grant programs are subject to audit and adjustment by the grantor
agencies; therefore, to the extent that the City has not complied with the rules and regulations 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 reguiations governing the respective grants; therefore, no provision has been recorded in the
accompanying basic financial statements for such contingencies.

Litigation

No reportable litigation was pending against the City at September 30, 2010,

Equal Opportunity Public Notification Policy

In accordance with Federal law and the U.S. Department of Agriculture’s policy, this institution is prohibited from

diseriminating on the basis of race, color, national origin, sex, age, or disability (not all prohibited bases apply to all
programs.}

To f‘ le a complaint of discrimination, write to: USDA, Director, Gifice of Civil Rights, Room 326-W, Whitten Building,
14" and independence Avenue, SW., Washington, DC 20250-8410 or call 202-720-5864 (Voice and TDD). USDA is
an equal opportunity provider and employer

Prior Period Adjustments

Net assets of governmental activities and the component unit on the government-wide financial statements and fund
balance of the governmental funds at October 1, 2009, the beginning of the current year, have been restated. The
restatements are to properly refiect receivables and liabilities at that date for sales tax receivables, municipal court
receivables, and due to/from governmental and component units. The restatements are noted below.

Government-Wide

QOctober 1, 2009,

Qctober 1, 2009 Adjustment as restated
Governmental Activities
Assets:
Sales tax receivables g 556 % 37,505 % 68,061
Municipal court receivables - 131,561 131,561
Allowance for doubtful accounts - (78,936) (78,936)
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Government-Wide (Cont'd.)

Governmental Activities (Cont'd.)
Liahilities:
Due to compenent unit
Net Assets:
Unrestricted

October 1, 2009,

Electra 4B Economic Development Corporation

Assets:

Due from governmental unit
Net Assets:

Unrestricted

Governmental Funds

General Fund
Assets:
Sales tax receivables
Municipal court receivables
Allowance for doubtful accounts
Liabilities:
Due to component unit

October 1, 2009 Adjustment as restated
- 17,015 17.015
3 223430 § 73,415 & 206,545
$ - ¥ 17,015 5 17,015
5 217961 3 17,016 % 234,978
QOctober 1, 20009,
October 1, 2009 Adjustment as restated
3 30556 % 37505 § 68,061
- 131,561 131,661
- (78,9386) (78,9386)
- 17,015 17,015
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EXHIBIT B-1

CiTY OF ELECTRA, TEXAS

GENERAL FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED SEPTEMBER 30, 2010

Variance with

Final Budget
Budgeted Amounts Positive
QOriginal Final Actual (Negative)
Revearues:
Taxes $ 626,000 $ 626,000 $ 579,083 $  (46,917)
Licenses and permits 3,200 3,200 2,475 (725)
Revenue use of property and money 37,800 37,800 19,054 (18,748)
Charges for services 13,010 13,010 12,114 (896)
Fines and forfeitures ' 71,350 71,350 102,971 31,621
Intergovernmental 4,100 4100 145,553 141,453
Contributions 8,200 8,200 158,328 150,128
Other 10,100 10,100 20,592 10,492
Total revenues 773,760 773,760 1,040,170 266,410
Expenditures:
General administrative 470,333 470,333 383,226 87,107
Police department 558,350 598,350 721,810 (123,460)
Fire department 62,840 62,840 181,282 (118,442)
Legal and judicial 57,243 67,000 64,800 2,100
Street department 342 507 345,000 343,660 1,340
Animal control department 49,034 49,034 46,568 2,466
Library 96,987 98,500 97,831 669
Senior Citizens Center 57.571 62,500 60,618 1,882
Ambulance service 36,000 36,000 36,000 -
Tax department 9,600 10,500 10,158 341
Parks and recreation 57,123 80,000 47 934 32,066
Country Club 36,700 36,700 35,469 1,231
Swimming pool 38,233 41,000 40,627 373
Cemetery 33,667 33,567 33,223 344
Main Street 65,144 88,000 66,318 21,682
Total expenditures 1,971,232 2,079,324 2,169,825 (20,301)
Excess of expenditures over revenue (1,197,472) (1,305,564) (1,129,455) (176,109)
Operating transfers in 1,197,472 1,197,472 1,125,000 (72,472)
Excess of revenues and other financing sources over
{under) expenditures and other financing uses % - $ (108,092) $ (4,455) $ 103,637
Fund balance, October 1, as restated 233,495
Fund balance, September 30 $ 229,040
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This section includes financial information and disclosures not required by the Governmental Accounting Standards
Board and not considered a part of the basic financial statements. It may, however, include information which is
required by other entities.



CITY OF ELECTRA, TEXAS
DEBT REQUIREMENTS TO MATURITY
COMBINATION TAX AND REVENUE REFUNDING BONDS

- SERIES 2005
SEPTEMBER 30, 2010

Fiscal Year
Ending
September 30

2011
2012
2013
2014
2015
2016
2017
2018
2018
2020

Payment Due

Prineipal Semi-Annual Interest
February 1 February 1 August 1 Total

$ 185,000 £ 46,764 $ 43,372 3 275,136
185,000 43,372 39,666 278,038
200,000 39,666 35,766 275432
210,000 35,766 31,566 277,332
220,000 31,566 27,056 278,622
230,000 27,056 22,258 279,282
235,000 22,226 17,233 274 458
250,000 17,233 11,795 279,028
260,000 11,795 6,075 277870
270,000 6,075 - 276,075

$ 2255000 $ 281,518 3 234,755 § 2,771,274

Criginal |ssue: $2,900,000

Date of Issue:

Interest Rate:

March 21, 2005

Interest rate for 2010 is 3.55% and increases slightly
each year until maturity in 2020 when rate will be 4.50%
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CITY OF ELECTRA, TEXAS
DEBT REQUIREMENTS TO MATURITY

COMBINATION TAX AND REVENUE CERTIFICATE OF
OBLIGATION BONDS - SERIES 2005

SEPTEMBER 30, 2010

Fiscal Year
Ending
September 30

2011
2012
2013
2014
2015
2016
2017
2018
2018
2020
2021
2022
2023
2024

Payment Due

Principal Semi-Annual Interest
February 1 February 1 August 1 Total

3 15,000 $ 33,197 $ 32,897 5 81,094
10,000 32,897 32,697 75,594
15,000 32,697 32,397 80,094
15,000 32,397 32,098 79,495
10,000 32,098 31,873 73,971
15,000 31,873 31,535 78,408
15,000 31,535 31,197 77,732
20,000 31,197 30,748 81,945
20,000 30,748 30,297 81,045
20,000 30,297 29,847 80,144
305,000 29,847 22,985 357,832
315,000 22,985 15,897 353,882
330,000 15,897 8,225 354,122
350,000 8,225 - 358,225
$ 1,455,000 3 395,890 3 362,663 $ 2,213,583

Original Issue: $1,500,000

Date of Issue:

Interest Rate:

March 21, 2005

2010-2014: 4.00%
2015-2022: 4.50%
2023: 4.65%
2024: 4.70%
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DEBT REQUIREMENTS TO MATURITY

COMBINATION TAX AND REVENUE CERTIFICATES OF
OBLIGATION BONDS - SERIES 2006

SEPTEMBER 30, 2010

Fiscal Year Payment Due
Ending Principal Semi-Annual Interest
September 30, February 1 February 1 Augusi 1 Tatal

2011 S 35,000 5 61,731 $ 60,988 3 157,719
2012 35,000 60,088 60,243 156,231
2013 40,000 60,244 53,304 159,638
2014 40,000 59,394 58,543 157,937
2015 40,000 58,543 57,604 156,237
2016 45,000 57,693 56,738 159,431
2017 45,000 56,737 55,781 157,518
2018 45,000 55,781 54,825 155,606
2019 50,000 54,825 53,763 158,588
2020 50,000 53,762 52,700 156,462
2021 55,000 52,700 51,531 158,231
2022 55,000 51,531 50,363 156,804
2023 60,000 50,363 49 087 158,450
2024 60,000 49,087 47,813 156,800
2025 65,000 47,512 48,431 158,843
2026 65,000 46 431 45,050 156,481
2027 70,000 45,050 43,563 158,613
2028 70,000 43,563 42.075 155,638
2029 75,000 42075 40,481 167,556
2030 B0,000 40,481 38,781 159,262
2031 80,000 38,781 37,081 155,862
2032 85,000 37.081 35,275 157,356
2033 90,000 35,275 33,363 158,638
2034 95,000 33,362 31,344 159,708
2035 95,000 31,343 29,325 155,668
2036 100,000 28,325 27,200 156,525
2037 105,000 27,200 24 969 157,169
2038 110,000 24,968 22,631 157,599
2039 115,000 22,631 20,188 157,819
2040 120,000 20,188 17 637 157,825
2041 125,000 17,638 14,981 157,619
2042 130,000 14,981 12,219 157,200
2043 135,000 12,219 9,350 156,569
2044 140,000 ° 9,350 6,375 155,725
2045 145,000 6,375 3,294 154,669
2045 155,000 3,294 - 158,294

$ 2,905,000 3 1,412,502 $ 1,351,076 $ 5,668,578

Qriginal Issue; $3,000,000

Date of Issue: June 23, 2006

Interest Rate: 4.25%
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CERTIFIED PUBLIC ACCOUNTANTS
CONSULTANTS

Repaort 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

City Commission

City of Electra, Texas
101 North Main
Electra, Texas 76360

We have audited the financial statements of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund information of the
City of Electra, Texas as of and for the year ended September 30, 2010, which collectively comprise the
City of Electra, Texas' basic financial statements and have issued our report thereon dated January 20,
2011. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of Electra, Texas' internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of
the City of Electra, Texas' internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the City of Electra, Texas' internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we

identified a deficiency in internal control over financial reporting that we consider to be a significant
deficiency.

A contral deficiency 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 misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the City of Electra, Texas' ability to initiate, authorize, record, process, or report financial
data reliably in accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of the City of Electra, Texas' financial statements that is more than
inconsequential will not be prevented or detected by the City of Electra, Texas' internal control. We
consider the deficiency described in the accompanying schedule of findings and questioned costs to be a
significant deficiency in internal control over financial reporting. The finding reference number is 2010-1,

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in

more than a remote likelihood that a material misstatement of the financial statements will not be prevented
or detected by the City of Electra, Texas' internal control.

MWH GROUR RC.  é24Indina  PO.Box 97000 Wichim Falls, TX 76307  (940) 723-1471  Fax (940) 723-2251  wwwimwhpc.com



Our consideration of internal control over financial reporting was for the limited purpose desecribed in the
first paragraph of this section and would not necessarily identify ail deficiencies in internal control that might
be significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that
are also considered to be material weaknesses. However, we believe that the significant deficiency
described above is not a material weakness.

Compliance and other Matters

As part of obtaining reasonable assurance about whether the City of Electra, Texas' financial statements
are free of 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.

The City of Electra, Texas's response to the findings indentified in our audit is described in the
accompanying schedule of findings and questioned costs. We did not audit the City of Electra, Texas'
response and, accordingly, we express no opinion on it

This report is intended solely for the information and use of management, the Commission and others
within the organization, and federal awarding agencies and pass-through entities and is not intended to be
and should not be used by anyone other than these specified parties.

Respectfully submitted,

N WA et AL
MWH GROUPF, P.C.
January 20, 2011
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CITY OF ELECTRA, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010
A. Summary of Auditor's Results - Financial Statements
Type of auditor's report issued: Unqualified

fnternal control over financial reporting:

Material weakness(es) identified? Yes X _No

Significant deficiency {ies) identified that are not
considered to be material weaknesses? X  Yes No

Noncompliance material to financial
statements noted? Yes X _ No

B. Financial Statement Finding 2010-1
Condition and Criteria: Internal controls are not optimal due to the lack of segregation of duties.
Cause: The size of the City’s accounting and administrative staff precludes certain internal controls
that would be preferred if the office staff were large enough in number to provide optimum

segregation of duties.

Effect: There is a possibility that misstatements would not be detected or prevented by
management or employees in a timely manner while performing their normal functions.

Recommendations. We recommend that the City always be aware of their deficiencies in internal
control resulting from their small number of business office and administrative staff. We
recommend that the City be open to opportunities to improve their internal contrals as the
opportunities present themselves. Below we have listed several such areas to consider.

= Mail and deposit box receipts should be listed by persons having no access to the accounts

receivable system, another employee should make the deposits, and that list of receipts shouid
be compared to the deposit slips.

» Customer complaints should be handled by someone who does not have access to the
accounts receivable system.

» Billing should be separated from the collection functions.

e A third party should review the court records, transaction details, and bank statements of the
municipal court accounts on a periodic basis.

« Cashiers should not have access to the general ledger.

» Purchasing should be independent of the payables functions.

Response: We are aware and have discussed the above noted limitations in internal control. We
discussed that we should be looking for ways for improvements and we have recently added a new
person to our business office staff who we expect will assist in this effort.

41





