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Independent Auditor's Report

Honorable Mayor and
Members of the City Commission
The City of Vernon, Texas

We have audited the accompanying 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 Vernon, Texas (City) as of and for the year ended September 30, 2018, and the
related notes to the financial statements, which collectively comprise the City's basic financial statements as
listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of interna! 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 did not audit
the financial statements of the Business Development Corporation of Vernon, the City’s discretely presented
component unit. Those statements were audited by other auditors whose report has been furnished to us,
and our opinion, insofar as it relates to the amounts included for the discretely presented component unit, is
based solely on the report of the other auditors. 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 City's preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the City's internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall financial statement 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, based on our audit and the report of other auditors, the financial statements referred to above
present fairly, in all materia! respects, the respective financial position 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 Vernon, Texas as of September 30, 2018, and the respective changes
in financial position, and, where applicable, cash flows thereof and the respective budgetary comparison for the
General Fund for the year then ended in accordance with accounting principles generally accepted in the
United States of America.

Change in Accounting Principle

As described in Note 1 to the financial statements, in 2018, the City adopted new accounting guidance,
Governmental Accounting Standards Board (GASB) Statement No. 75, Accounting and Financial Reporting for
Postemployment Benefits Other than Pensions. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis, the Schedule of Changes in Net Pension Liability and Related Ratios — Texas
Municipal Retirement System, the Schedule of Contributions — Texas Municipal Retirement System, and the
Schedule of Changes in Total OPEB Liability and Related Ratios — Texas Municipal Retirement System identified
as Required Supplementary Information in the table of contents be presented to supplement the basic
financial statements. Such information, although not a required 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 obtained during our audit of the hasic 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.
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EDGIN, PARKMAN, FLEMING & FLEMING, PC

Wichita Falls, Texas
March 14, 2019



City of Vernow

1725 Wilbarger
Vemon, Texas 76384-4741
(940) 552-2581

MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Vemon, Texas, we offer readers of the City's Annual Financial Report this narrative
overview and analysis of the City's financial performance during the fiscal year ended September 30, 2018. Please
read it in conjunction with the City's financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

¢ The assets and deferred outflows of resources of the City exceeded its liabilities and deferred inflows of
resources at the close of the most recent fiscal year by $27,724,649 (net position). Of this amount, $5,266,962
(unrestricted net position) may be used o meet the City's obligations.

e During the year, the City's total net position increased by $3,354,883.

¢ The governmenial funds reported a fund balance this year of $6,079,349, which is an increase of $708,199 in
comparison with the prior year amount of $5,371,150 or 13.19%. Of this total fund balance, $1,874,008 is
available for spending at the government's discretion (unassigned fund balance).

® At the end of the current fiscal year, unassigned fund balance for the General Fund and all other Governmental
Funds was $1,874,008. $4,205,341 of the total Governmental Funds fund balances are either restricted,
committed or assigned.

Figure A-1
Required Components of the City’s

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of three parls—management's discussionand ~ __ Annual Financial R
analysis (this section), the basic financial statements, and required g A

supplementary information. The basic financial statements include two - - —
kinds of statements that present different views of the City: ,
h Y Wanagement's Basic Required
e The first two statements are govemment-wide financial statements | Décusisa Clnancial, ||| S remmay
i ; ; Statements nionmation
that provide both long-ferm and short-ferm information about the |axd
City's overall financial status. rualysis
®  The remaining statements are fund financial statements that focus on 3
individual parts of the government, reporting the City’s operations in e S
more detail than the government-wide statements. I
e The govermmental funds statements tell how general govemment e e e
services were financed in the short-ferm as well as what remains for A :
future spending. 1
» The proprietary fund statements offer short- and long-term financial G"“F'i::‘n':l::""‘" cond i e
information about the activities the government operates ke | guiaments Statomonts )
businesses, such as the water and sewer system. Pinancial
Statements
The financial stalements also include notes that explain some of the

infarmation in the financial statements and provide more detailed data. The
statements are followed by a section of required supplementary information
that further explains and supporis the information in the financial statements.
Figure A-1 shows how the required parts of this annual report are arranged
and related to one another.

Summary <[ —> Detail



Figure A-2 summarizes the major features of the City’s financial statements, including the portion of the City's

government they cover and the types of information they contain.

The remainder of this overview section of

management’'s discussion and analysis explains the structure and contents of each of the statements.

Figure A-2. Major Features of the City's Government-wide and Fund Financial Statements

___Fund Statements
Type of Statements Government-wide i.. Governmental Funds Proprietary Funds
Entire City's government The activities of the City Activities the City operates
Scope (except fiduciary funds) that are not proprietary or similar to private businesses -
and the City's component fiduciary the water and sewer system
units
+ Statement of net position = Balance sheet « Statement of net position
. . » Statement of activilies * Statement of revenues, = Statement of revenues,
Required financial expenditures & changes expenses, and changes in
statements in fund balances net position
« Statement of cash flows
Accounting basis Accrual accounting and Modified accruat i Accrual accounting and
and measurement economic resources focus accounting and current economic resources focus
focus financial resources focus
All assets and liabilities, Only assets expected to All assets and liabilities,
Type of both financia! and capital, be used up and liabilities both financial and capital, and
asselliability short-temn and long-term that come due during the short-term and long-term
information year or soon thereafter,
no capital assets included
All revenues and Revenues for which cash All revenues and
expenses during year, is received during or soon expenses during year,
Type of regardless of when cash after the end of the year; regardiess of when cash
inflow/outfiow is received or paid expenditures when goods is received or paid
information ! or services have been
received and payment is
due during the year or
soon thereafter

Government-wide Statements

The government-wide statements report information about the Cily as a whole using accounting methods similar to
those used by private-sector companies. The statement of net position includes all of the government's assets and
liabilities. All of the current year's revenues and expenses are accounted for in the statement of activities regardless
of when cash is received or paid.

The two government-wide statements report the City's net position and how they have changed. Net position—the
difference between the City's assets, deferred outflows of resources, liabilities and deferred inflows of resources—is
one way to measure the City's financial health or position.

®  QOver time, increases or decreases in the City's net position are an indicator of whether its financial health is
improving or deteriorating, respectively.

® To assess the overall health of the Cily, one needs to consider additional non-financial factors such as changes
in the City's tax base.

The government-wide financial statements of the City are divided into three calegories:

* Governmental acliviies. Most of the City's basic services are included here, such as the fire depariment, [aw
enforcement, street department, parks services, the City cemetery, animal control and general administration.

* Business-lype aclivities. The City charges fees to customers to help it cover the cost of certain services it
provides. The City's water, sewer and sanitation system are included here,

= Component Units. The City includes ane other entity in its report - the Business Development Corporation of
Vermon. Although legally separate, this "component unit” is important because the City is financially accountable
for it.



Fund Financial Statements

The fund financial statements provide more detailed information about the City's 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.

e Some funds are required by State law and by bond covenants.

* The City Commission establishes other funds to control and manage money for particular purposes or to show
that it is properly using certain taxes and grants.

The City has the following kinds of funds:

*  Governmental funds—Most of the City's basic services are included in governmental funds, which focus on (1)
how cash and other financial assets that can readily be converted to cash flow in and out and (2) the balances
left at year-end that are available for spending. Consequently, the governmental fund statements provide a
delailed short-term view that helps you determine whether there are more or fewer financial resources that can
be spent in the near fulure to finance the City's programs. Because this information does not encompass the
additional long-term focus of the government-wide statements, we provide additional information at the bottom
of the governmental funds statement, or on the subsequent page, that explain the relationship (or differences)
between them.

® Proprietary funds—Services for which the City charges customers a fee are generally reported in proprietary
funds. Proprietary funds, like the government-wide statements, provide both long- and short-term financial
information. In fact, the City's proprietary funds are the same as its business-type activities, but provide more
detail and information, such as cash flows.

FINANCIAL ANALYSIS OF THE CITY AS A WHOLE
Net position. The City's combined net position was $27,724,649 at September 30, 2018. (See Table A-1)

Table A-1
City's Net Position

Governmental Business-type
Activities Activities Total
2018 2017 2018 2017 2018 2017
Current and other assats $ 8279372 § 7,252,134 5 6354845 $§ 4,275487 $ 14,634,217 $ 11527621
Capital assets, net 6,095,689 6,368,444 16,888,773 17,717,838 22,984,462 24,106,282
Total assets 14,375,081 13,640,578 23,243,618 21,993,325 37,618,678 35,633,903
Deferred outflow s of rescurces
Ralated to pension plan 346,680 1,056,019 99,8086 303,953 446 486 1,359,972
Related to OPEB plan 18,031 - 5,190 - 23,221 -
Defered loss on refunding debt - - 245,864 260,962 246,854 260,962
Total deferred outflow 8 of resources 364,711 1,056,019 351,850 564,915 716,571 1,620,834
Current and other liabilties 641,859 1,033,859 1,274,167 1,161,787 1,916,026 2195646
Long-term liabilities 3,190,691 4,262,639 4,504,770 5,619,453 7,695,461 9,882,092
Total labiities 3,832,550 5,206,498 5,778,837 6,781,240 9,611,487 12,077,738
Deferred inflow s of resources
Related to pension plan 775,934 365,123 223,160 105,093 999,114 470.216
Net assets
Net investment in capital assets 4,684,718 4,392,504 12,115,374 11,788,776 16,800,092 16,181,280
Restricted 4,064,330 3,909,446 1,593,265 1,030,867 5,657,585 4940,313
Unrestriclad 1,382,240 733,026 3,884,722 2,852,264 5,266,962 3.585,290
Total net assets $10121,288 § 9034976 $ 17,593,351 $ 15,671,807 3 27,724,649 $ 24,706,883

The $5,266,962 of unrestricted net position at September 30, 2018, represents resources available to fund the
programs of the City next year, if sufficient resources are not derived from future resources. The restricted net position
is required to be set aside for long-term debt, public improvements and various other activities.

Changes in net position. The City's total revenues, both program and general, were $14,871,760. A significant portion,
66%, of the City's revenue comes from charges for services. (See Figure A-3)) Less than 1% comes from operating
and capital grants and contributions, 9% comes from sales taxes, 15% from property taxes and 4% from franchise fees.
Other minor categories combined make up 5% of the City's total revenues.



The total cost of all programs and services was $11,516,877, 43% of these costs are for water, sewer and sanitation
related expenses. The City’s expenses cover a range of services, with 28% related {o public safety, 9% for public works,
5% for cemetery, 3% for economic development and other, 4% for subsidies, donations and other, and 8% general
government. (See Figure A-4.)

Figure A-3
Source of Revenue for Fiscal Year 2018
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Figure A-4
Functional Expense for Fiscal Year 2018
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Governmental Activities

Table A-2 presents the various revenue categories and gross costs of each of the City's functional areas for the current

year.

Revenues
Program revenues
Charges for services
Operating and capital granis
Capital grants and contributions
General revenues
Property taxes
Sales taxes
Franchise fees
Cther taxes
Investment earnings
Mscelaneous
Total revenues

Bxpenses

General government

Fublic safety

Public works

Cemetery and parks

Subsidies, donations, and other

Christmas decorations

Civic and cultural

Economic development

Interest

Water, sew er and sanitation
Total expenses

Transfers

Change in net position
Net position - beginning
(as originally stated)
Prior period adjustment
Net position - beginning

{as restated)

Net position - ending

Table A-2
Changes in Net Position

Governmental Business-type
Activities Activities Total

2018 2017 2018 2017 2018 2017
§ 1432743 5 1480869 § 8408578 § 7930896 $ 9841327 $ 9,411,785
117,191 90,778 - - 117,191 90,778
- 8,200 S - - 8,200
2,282,228 2,317,784 - - 2,282,228 2,317,784
1,266,931 1,190,411 - - 1,266,931 1,190,411
587,165 522,161 - - 587,165 522,161
356,744 320,651 - - 356,744 320,651
142,814 81,575 104,599 46,847 247413 128,422
93,720 188,015 79,041 43,955 172,764 231,970
6,279,542 6,200,444 8,592,218 8,021,698 14,871,760 14,222 142
924,116 826,713 - - 924,116 826,713
3,206,248 3,376,639 - - 3,206,248 3,376,639
1,026,494 713,701 - - 1,026,494 713,704
562,995 547,246 - - 562,995 547,246
466,799 518,678 - - 466,799 518,678
3,610 5,718 - - 3,610 5718
181,134 170,402 - - 181,134 170,402
133,853 84,867 - - 133,853 84,867
38,332 60,363 - - 38,332 60,363
- - 4,873,296 5,091,722 4,973,296 5,001,722
6,543,581 6,304,327 4,973,296 5,001,722 11,516,877 11,396,048
1,622,122 1,256,139 (1.622,122) {1,256,139) - -
1,358,083 1,152,256 1,996,800 1,673,837 3,354,883 2,826,093
9,034,976 7,882,720 15,671,907 13,998,070 24,706,883 21,880,750
(261,771) - (75,346) - (337,117) -
8,773,205 7,882,720 15,596,561 13,998,070 24,369,766 21,880,790
$10,131,288 § 9,034976 $17,503,361 $15671,907 $27,724,649 § 24,706,883




The most significant fluctuation between years relates to the following:

»  Charges for Services increased by $429,562, which is due lo increased usage.

¢ Investment earnings increased $118,991 due to increased cash reserves and rising interest rates,

s Sales tax increased $76,520 due to an increase in economic activity from windmill construction,

»  Expenses increased overall by $120,828 partially due to an increase in street maintenance expense.

Table A-3 presents the cost of each of the City's largest functions as well as each function's net cost (otal cost less
fees generated by the activities and intergovernmental aid). The net cost reflects what was funded by state revenues,
as well as local tax dollars.

*  The cost of all govemmental aclivities this year was $6,543,581; however, the amount that our taxpayers paid
for these aclivities through property taxes was $2,282 228,
* Some of the cost was paid by those who directly benefited from the programs through charges for services of

$1,432,7489.
Net Cost of Governmental Activities

Total Cost of Services Net Cost of Services

2018 2017 2018 2017
General government $ 924,116 $ 826,713 $ 801,895 $ 645,828
Fublic safety 3,206,248 3,376,639 2,063,741 2,255,396
Public w orks 1,026,494 713,701 956,915 683,948
Cemetery and parks 562,995 547 246 373,392 324,783
Economic developmeant 133,853 84,867 133,853 84,867
Subsidies, donations and other 466,799 518,678 446,066 498,391
Christmas decorations 3610 5718 {1,687) 504
Civic and cultural 181,134 170,402 181,134 170,402
interest 38,332 60,363 38,332 60,363
Bond issuance cost - B - -
Total $ 6,543,581 $ 6,304,327 $ 4993641 § 4724480

FINANCIAL ANALYSIS OF THE CITY'S FUNDS

Revenues from govemmental funds totaled $6.157,547, a decrease of $62,315 or 1%. The largest decrease was a
decrease in other income of $ 88,032 or 50% along with a decrease in property taxes of $36,527 or 1.5%.

Expenditures from governmental funds totaled $7,077,982, an increase of $791,867 or 13%. The largest increase was
in public works, an increase of $357,364 or 57%. The second largest increase was in debt principal, which was an
increase of $296,973 or 149%. Transfers to the general fund increased by $448,523 or 25%.

General Fund Budgetary Highlights

During the prior year, the City's cash flow greatly improved due to continued strong minimum ulility rates, a lowered
healthcare cost and continued operational expenditure deferrals, including sewer-plant renovation needs. Two
personnel additions were made in the Police Department that were padially paid by the Vernon 1SD.

Property tax revenues were stable. Franchise tax revenue increased slightly. Sales tax increased slightly, mostly due
to utility and windmill construction in the area. Water revenue increased due to strong minimum monthly bill rates to
more align fixed costs to fixed revenues and higher usage by one large commercial user.



CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At September 30, 2018, the City had invested in a broad range of capital assets totaling $23,596,880, including land,

equipment, buildings, and vehicles. (See Table A-4.)

Table A-4

Capital Assets Net of Accumulated Depreciation

Governmental Business-type
Activities Activities Total
2018 2017 2018 2017 2018 2047
Land $ 981029 § 981028 § 721690 $ 721690 § 1702719 $ 1,702,719
Buildings and improvements 1,367,744 1,418,154 15,697,324 16,211,607 17,065,068 17,629,761
Infrastructure 2,480,914 2,538,692 - - 2,480,914 2,538,692
Equipment, furniture, fidures 485,246 563,678 446,389 324,111 931,635 887,789
Vehicles 780,756 805,201 23,370 32,718 804,126 837,919
Total net assets $6,095689 $6,306,754 $16,888,773 $17,290,126 $22984462 $23,596,880

More detailed information about the City's capital assets is presented in the notes o the financial statements.

For the City's fiscal year 2018, the City plans capital additions including:

GENERAL
Street Seal Coat & Repairs $ 384,000
Police Cars 70,000
EMS ( Ambulance) 152,800
EMS Cois 80,000
Parks Backhoe 91,000
Code Pickup 28,000
Total $ 805,800
ENTERPRISE
Water Sourceing/infrastructure $ 151,000
Bulk Water Purchases 125,000
Water Pickup 39,000
Water Mains 69,000
Water Wells 78,000
Wastewater Influent Pumps & VFD 150,000
Wastewater Treatment Plant Clarifier 800,000
Wastewater SCADA 25,000
Wastewater Backhoe 97,000
Total $ 1,534,000

Long-term Obligations

At September 30, 2018, the City had $6,601,939 in bonds, compensated absences, notes and leases outstanding as
shown in Table A-5. More detailed information about the City's long-term obligations is presented in the notes to the

financial statements.



Standard & Poor's had assigned a credit rating of A for the City's General Obligation Bonds.

Table A-5
Long-term Obligations

Governmental Business-type
Aclivilies Activities Tolal
2018 2017 2018 2017 2018 2017
Certificates of obligation $ 1102656 $ 1,129,585 $ B $ = $ 1,102,656 $ 1,129,585
Capital leases 268,946 321,166 - 268,946 321,166
Notes payable 19,369 453,499 127,038 143,533 146,407 607,032
Compensaled absences 328,496 306.976 89,072 96,717 417 568 403,693
Revenue bonds + - 4646352 5,357,817 4,646,362 5,357,817
Total $ 1739467 § 2221226 § 4862472 § 5508067 § 6601938 § 7819293

ECONOMIC FACTORS AND NEXT YEAR’'S BUDGETS AND RATES

Increases/Decreases in Revenue

In the General Fund, total budgeted revenues decreased by $228,790 from 2018 actual revenues. The largest decrease
was the budgeted contracts for transfers in which decreased $331,545 or 15%. Transfers in increased $363,356.
Property tax revenue budgeted for 2019 was materially the same amount as actual for 2018, with an increase of all
property tax revenue of $44,519 or less than 3%. The 2018 rate is $0.393463 per $100 of taxable property value for
Maintenance and Operation, and .171247 for the Interest and Sinking Fund. Combined, the rate is above the effective

fax rate.

In the Debt Service Fund, the 2018 tax rate is . 171247 per $100 of taxable property value. The total amount of municipal
debt secured by property taxes is $654,404.

In the Enterprise Fund, revenues were decreased by $1,105,837 or 12% from 2018 actual revenues. Water revenues
were decreased $260,823 or 6.3%. Transfers in decreased $561,600 or 100%.

Decreases/Iincreases in Expenditures

General Fund expenditures were increased by $298,363 or 4.5% from the actual 2018 expendilures.

Debt Service Fund expenditures decreased $56,841 or 100%.

In the Enterprise Fund, expenses were increased by $81,052 or 1% from 2018 actual expendiiures.

The adopled budget shows a decrease of $35,128 in General Fund Balance and a decrease of $32,216 in the Ulility
(Enterprise) Fund for a total, if realized, of a $67,344 decrease in the City's net paosition for fiscal-year ending 2019.
CONTACTING THE CITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the City's finances for all those with an interest in the

government's finances. Questions conceming any of the information provided in this report or requests for additional
financial information, should be addressed to the City's Administration Office.
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Assats
Cash and cash equivalents
Receivables:

Due from primary government

Customers {net)

Ambulance (net)

Property taxes (net)

Sales taxes

Hotel occupancy taxes

Franchise fees

Grants

Other
Internal balancas
Due from fiduciaries
Other assets
Restricted assets:

Cash and cash equivalents
Capilal assets not being depreciated
Capital assels being depreciated (net)
Total assets

Deferred Qutflows of Resources
Pension plan related
OPEB plan related
Deferred loss on refunding debt
Total deferred outflows of resources

Liabilities
Accounts payable
Taxes payable
Due to component unit
Due to others
Accrued interest payable
Uneamed revenues
Customer daposits
Long-term liabilities:

Portion due or payable within one year
Portion due or payable after one year

Net pension liability
Total OPEB liability
Total liabilities

Defarred Inflows of Resources
Pension plan related

Net Position
Net investment in capital assets
Restricted
Unrestricted
Total net position

EXHIBIT A-1

THE CITY OF VERNON, TEXAS
STATEMENT OF NET POSITION
SEPTEMBER 30, 2018
Primary Government
Governmenta) Business-type Component
Activities Activities Total Unit
$ 6,394 458 $ 5,854,453 $ 12,248,911 $ 1,353,385
- - - 110,239
- 685,367 685,367 -
416,834 - 416,834 -
174,604 9 174,613 -
327,328 - 327,328 -
36,302 - 36,392 -
179,199 - 179,199 -
1,800 - 1,800 -
78,841 - 78,841 -
566,009 (566,009) - -
37.612 - arei12 -
40,147 450 40,597 -
26,148 380,575 406,723 -
981,029 721,690 1,702,719 110,336
5,114,660 16,167,083 21,281,743 348,604
14,375,061 23,243,618 37,618,679 1,822,574
346,680 99,806 446,486 -
18,031 5,190 23,221 -
- 246,864 246 864 -
364,711 351,860 716,571 -
185,416 166,789 352 205 -
295 8,562 8.857 -
110,239 - 110,239 -
3,283 - 3,283 -
8,517 10,905 19,422 -
- 11,486 11,486 -
- 204,850 204,850 -
334,109 871.575 1,205,684 138,005
1,405,358 3,890,897 5,396,255 1,169,600
1,490,072 428,887 1,918,959 -
205,261 84,986 380,247 -
3,832,550 5,778,937 9,611.487 1,307,805
775,934 223,180 999,114 -
4,684,718 12,115,374 16,800,092 458,940
4,064,330 1,583,265 5,657,595 -
1,382,240 3,884,722 5,266,962 156,028
$§ 10,131,288 $ 17,593,361 $ 27,724,649 $ 614,969

See accompanying noles to the basic financial statements.
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THE CITY OF VERNON, TEXAS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2018

Functions/Programs
Primary government:
Governmentzl activities:

General government

Public safety

Public works

Cemetery and parks

Subsidies, donations and other

Christmas decorations

Civic and cultural

Economic development

Interest expense

Total governmental activities
Business-type activities

Water

Sewer

Sanitation

Other

Total business-type activities

Total primary government

Component unit:
Business Development Corporation of Vernon

General revenues and transfers:
Taxes:

Property taxes, levied for general purposes
Property taxes, levied for debt service purposes

Franchise fees
Sales taxes
Hotel occupancy taxes
Other taxes
interest earnings
Miscellaneous
Transfers
Total general revenues and transfers

Change in net position

Net position - beginning, as originally stated
Prior period adjustment

Net position - beginning, as restated

Net position - ending

Program Revenues

Operating
Charges for Grants and
Expenses Services Contributions

3 924,116 $ 122,221 5 r
3,206,248 1,091,128 51,379

1,026,494 43,829 25,750
562,995 154,838 34,765
466,799 20,733 =

3,610 - 5297
181,134 - -
133,853 - -

38,332 - -

6,543,581 1,432,749 117,191

1,965,924 4,156,165 -
962,953 2,405,802 -

1,694,203 1,634,895 -
350,216 211,716 =

4,973,296 8,408,578

$ 11516877 $ 5,841,327 3 117.191

$ 556,670 $ 17,500 $ =

See accompanying notes lo the basic financial statements
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EXHIBIT A-2

Net (Expense) Revenue and Changes in Net Position
Primary Government

Governmental Business-type Component
Activities Activities Total Unit
5 (801,895) 5 - $ (801,895} 5 -
{2,063,741) - (2,063,741) -
(956,915) - {956,915) -
(373,392) - (373,392) -
(446,066) = (446,066) -
1,687 - 1,687 -
{181,134) - (181,134) -
{133,853) - (133,853) -
(38,332) - (38,332} &
(4,993,641) - (4,993,641) -
- 2,190,241 2,190,241 -
- 1,442,849 1,442,849 -
- {59,308) (59,308) -
- (138,500) {138,500) -
- 3,435,282 3,435,282 -
(4,993,641) 3,435,282 (1,558,359) -
- = - {539,170)
1,573,803 - 1,573,803 -
708,425 - 708,425 -
587,165 - 587,165 -
1,266,931 - 1,266,931 633,465
348,583 - 348,583 -
8,161 - 8,161 -
142,814 104,599 247 413 8,085
93,720 79,041 172,761 51,290
1,622,122 {1,622,122) - -
6,351,724 (1,438,482) 4,913,242 692,840
1,358,083 1,996,800 3,354,883 153,670
9,034,976 15,671,907 24,706,883 461,299
(261,771) {75,346) (337,117) -
8,773,205 15,596,561 24,369,766 461,299

$ 10,131,288 $ 17,593,361 5 27,724,649 $ 614,969




EXHIBIT A-3

Assats
Cash and cash equivalents
Receivables:
Ambulance (nat)
Properily taxes (net)
Sales taxes
Franchise fees
Hotel occupancy taxes
Grants
Other
Due from other funds
Other assets
Reslricted assets:
Cash and cash equivalents
Tolal assets

Liabilities, deferred inflows of
rasources, and fund balancas
Liabilities:

Accounls payable

Taxes payable

Due to other funds

Due to component unit

Due to others

Total liabilities

Deferred inflows of resaurces:
Unavailable revenues

Fund balances:
Restricted
Committed
Assigned
Unassigned
Total fund balances

Total hiabilities, deferred inflows of
resources, and fund balances

THE CITY OF VERNON, TEXAS
BALANCE SHEET - GOVERNMENTAL FUNDS
SEPTEMBER 30, 2048

Debt Electric Total
Service Trust Other Governmental

General Fund Principal Governmental Funds
$1,639,340 $ 336,743 $ 2,876,409 $ 740,638 $ 5593130
416,834 - - - 416,834
130,560 44 044 - - 174 604
327,328 - - - 327,328
48,652 - - 48,652
- - - 36,392 36,392
- - - 1,800 1,800
78,841 - - . 78,841
122 672 - 1,068 123,740
40,147 B - - 40,147
26,148 - - - 26,148
$ 2,830,522 $ 380,787 $ 2876409 $ 779,898 5 6,867.616
$ 105,265 3 - $ -+ 3 2,370 5 107,635
295 - - 285
4,509 - - 36,308 40,817
110,239 - - - 110,239
- - - 3,283 3,283
220,308 - - 41,961 262,269
485,362 40,636 - - 525,998
109,833 340,151 2,876,409 737,937 4,064,330
67,883 . - - 67,883
73,128 B - - 73,128
1,874,008 - = - 1,874,008
2,124,852 340,151 2,876,409 737,937 6,079,349
$2.830,522 $ 380,787 $ 2,876,409 $ 779,898 $ 6,867,616

See accompanying noles to the basic financial statements.
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THE CITY OF VERNON, TEXAS
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION
SEPTEMBER 30, 2018

Total fund balances - governmental funds (Exhibit A-3)

Amounts reported for governmental activities in the Statement of Net Position (Exhibit A-1)
are different because:

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

Gross capital assets $ 10,728,166
Related accumulated depreciation 4632477

Property taxes receivable are not available to pay for current period expenditures and
therefore are deferred inflows of resources in the funds.

Ambulance fees receivable are not available to pay for current period expenditures and
therefore are deferred inflows of resources in the funds,

Franchise fees receivables are only recognized at the fund level when they are measurable
and available within 60 days of year-end. Franchise fees receivables are recognized as they
are eamned at the government-wide level.

Long-term liabilities are not due and payable in the current period and therefore are not
reported as liabilities in the funds. Long-term liabilities at year-end consist of;

Bonds payable 985,837
Bonds premiums 116,819
Capital leases 288,946
Notes payable 19,369
Compensated absences 328,496

Interest payable on long-term debt is not due and payable in the current period and
therefore not reported as liabilities in the funds. Accrued interest at year-end was:

The City's net pension liability and related deferred outflows and inflows related to its
participation in the Texas Municipal Retirement System do not meet criteria to be
reported in the governmental funds financial statements. These items consist of:

Deferred outflows of resources - pension plan related 346,680
Net pension liability (1,4580,072)
Deferred inflows of resources - pension plan related {(775,934)

The City's total OPEB (other post-employment benefit) liability and related deferred
outflows and inflows related to the Supplemental Death Benefit Fund (SDBF) from
the Texas Municipal Retirement System do not meet criteria to be reported in the
governmental funds financial staterments. These items consist of:

Deferred outflows of resources - OPEB plan related 18,031
Total OPERB liability (295,261)

The assets and liabilities of the internal service funds are included in the governmental
activities in the Statement of Net Position.

Total net position - governmental activities (Exhibit A-1)

See accompanying notes fo the basic financial statements.
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EXHIBIT A-4

$ 6,079,349

6,095,689

163,923

362,075

130,547

{1,739,467)

(8.517)

(1,919,326)

(277,230)

1,244,245

$10,131,288



EXHIBIT A-5

THE CITY OF VERNON, TEXAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - GOVERNMENTAL FUNDS
SEPTEMBER 30, 2018

Electric Total
Debt Trust Other Governmental
General Service Principal Govermmental Funds
Ravenues
Property taxes $ 1,567,687 $ 701430 3 - s - § 2269117
Franchise fees 574,433 - - - 574,433
Sales taxes 1,266,931 - - - 1,266,931
Holel occupancy taxes - - - 348,583 348,583
Other taxes 8,161 - - - 8,161
Licenses and permils 9,656 - - - 9,656
Cemelery income 51,340 - - - 51,340
Contracts 210,255 - - - 210,255
Swimming poo! 78,598 - - - 78,598
Ambulance service 683,657 . - - 683,657
Adminisirative charges to other funds 266,327 - - - 266,327
Fines and fees 68,741 - - 3321 72,062
Grants and donations 5,100 - - 112,001 117,191
investment eamings 37,483 8,382 54,360 12,183 112,408
Other revenues 84,628 4,200 - “ 88,828
Total revenues 4,912,997 714,012 54,360 476,178 6,157,547
Expenditures
General government 928,076 - B 19,845 947,921
Public safety 3,108,716 - - 38,359 3.145,075
Public works 986,782 - - - 986.782
Cemetery and parks 524,152 - - 1,983 526,135
Subsidies, donations and other 466,799 - - - 466,799
Christmas decorations - - . 3610 3,610
Civic and cultural - - - 181,134 181,134
Economic development - - . 133,853 133,853
Capital outlay 143,330 . - - 143,330
Debt service
Principal 476,515 20.257 - - 496,772
Interest charges 9,987 36.584 - - 46,571
Toilal expenditures 6,642,357 56,841 - 378,784 7,077,982
Excess of revenues over (under) expenditures (1,729,360} 657,171 54,360 97,394 (920,435)
Other Financing Sources (Uses)
Proceeds from sale of capital assets 4,892 - - - 4,892
Proceeds from sale of perpelual care spaces - - - 1,620 1,620
Transfers in 2,235.620 - - 27.500 2,263,120
Transfers out - (558,558) (39,592) (42,848) (640,998)
Total other financing sources (uses) 2,240,512 {558,558) (39,592) {13,728) 1.628,634
Nel change in fund balance 511,152 98,613 14,768 83,666 708,199
Fund balances - beginning 1,613,700 241,538 2,861,641 654.271 5.371,150
Fund balances - ending $ 2,124,852 $ 340,151 $ 2,676.409 $ 737,937 § 6,079,349

See accompanying notes to the basic financial statements.
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THE CITY OF VERNON, 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, 2018

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

Amounis reported for governmental activities in the Statement of Aclivities (Exhibit A-2)
are different becausea:

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

Capital outlay during the year $ 143,330
Depreciation expense for the year 354,395

Because certain receivables will not be collected for several months afler the City's fiscal year
ends, they are not considered ‘available' revenues and are deferred in the govemmental funds.
The deferred inflow portions changed by these amounts this year:

Property taxes 13,11
Ambulance fees 59,234
Franchise fees 12,732

Repayment of long-term debt principal is an expenditure in the governmental funds, but the
repayment reduces long-temm liabilities in the Statement of Net Position. Principal payments
during the year were:

Bonds payable 20,257

Notes payable 444 130
Capital leases payable 32,220

Accrued interest payable from the beginning of the year to the end of the year changed by:

Compensaled absences are reported as the amount is earned in the Statement of Aclivities,
but as paid in the governmental funds. During the year, the liability changed by:

The amortization of the bond premium for the year was:
The City participates in an agent multiple-emplayer defined benefit pension plan. Contributions
to the plan are expenditures at the fund level when payments are due. At the government-wide

level, pension expenses are recognized on an actuarial basis. Payments were more than the
actuarial expense in the current year.

The City participates in a single-employer defined benefit OPEB plan. Contributions to the plan
are expenditures at the fund level when payments are due. At the government-wide level,

OPEB expenses are recognized on an actuarial basis. Payments were less than the
actuarial expense in the current year

The internal service funds' aclivities refated to the General Fund are included in the Statement of
Activities of the governmental activities.

Change in net position of governmentat activities (Exhibit A-2)

See accompanying noles to the basic financial statements.
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EXHIBIT A-6

$ 708,199

(211,065}

85077

496,607

1,732

(21,520)

6,672

173,460

(15,4860}

134,381

S 1358083



EXHIBIT A-7

THE CITY OF VERNON, TEXAS
STATEMENT OF NET POSITION
PROPRIETARY FUNDS
SEPTEMBER 30, 2018

Enterprise
Fund
Internal
Utility Service
Fund Funds
Assats
Current assets:
Cash and cash equivalenis $ 5854453 $ 801,328
Reaceivables:
Customers (net) 685,367 -
Property taxes {net) 9 -
Due from other funds 46,101 -
Other assels 450 5,868
Note receivable, current portion - 90,969
Restricled assets:
Cash and cash equivalents 380,575 =
Total current assets 6,966,955 899,165
Long-lerm assels:
Note receivable, net of current portion - 604,431
Capital assets not being depreciated 721,690 -
Capital assets being depreciated (net) 16,167,083 -
Total long-term assets 16,888,773 604.431
Total assels 23,855,728 1,503,596
Deferred Outflows of Resources:
Pension plan related 99,806 -
OPEB plan related 5,190 -
Deferred loss on refunding debt 246,864 -
Total deferred outflows of resources 351,860 .
Liabilities
Current liabilities:
Accounts payable 166,789 77.781
Taxes payable 8,562 -
Due to other funds 4,034 87,378
Accrued interest payable 17,773 -
Uneamed revenues 11,486 -
Customer deposils 204,850 -
Curmrent maturities of long-term obligations 962,545 -
Total current liabilities 1,376,039 165,158
Long-term liabilities:
Long-term obligations, less current maturities 4,595 327 -
Net pension liability 428,887 -
Total OPEB liability 84,986 -
Total long-term liabilities 5.109,200 -
Total liabilities 6,485,239 165,159
Defarrad Inflows of Resources:
Pensicn plan related 223,180
Net Position
Net investment in capital assels 12,115,374 -
Restricted 1,593,265 .
Unrestricted 3,790,530 1,338,437
Total net position 17,409,769 $ 1.338.437
Reconciliation lo govermmenl-wide statement of net position:
Adjustment to reflect the consolidation of the Internal Service Funds'
activities related to the Enterprise Fund 94,182
Net position of business-lype activities $ 17,593,361

See accompanying noles lo the basic financial statements.
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EXHIBIT A-8

THE CITY OF VERNON, TEXAS
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2018

Enterprise
Fund
Internal
Utility Service
Fund Funds
Operating revenues:
Water revenues $ 4,139,044 $ -
Sewer revenues 2,397,019 -
Sanitation revenues 1,633,303 -
Charges and fees - 951,423
Late fees 143,853 -
Other revenues 62,706 -
Total operating revenues 8,376,025 951,423
Operating expenses:
8illing and collection 257,166 -
Water 1,445,902 -
Sewer 640,594 -
Sanitation 1,580,819 -
Insurance claims and related - 814,895
Bad debts 125,733 -
Depreciation 698,599 -
Other operating expenses 59,825 -
Total operating expanses 4,808,638 814,895
Operating income 3,567,387 136,528
Nonaoperating revenues (expanses):
Interest income 104,599 30,405
Rent income 62,767 -
Bad debt recoveries 15,574 -
Gain on disposal of capital assets 700 -
Interest expense (164,658) -
Total nonoperating revenues (expenses) 18,982 30,405
{ncome before transfers 3,586,369 166,933
Transfers in 561,006 -
Transfers out (2,183,128) -
Net transfers {1,622,122) -
Change in net position 1,964,247 166,933
Net position - beginning, as originally stated 15,610,268 1,171,504
Prior period adjustment (75,346) -
Net position - beginning, as restated 15,534,922 1,171,504
Net position - ending 17,499,169 5 1338437
Reconciliation to government-wide statemant of activities: e ;
Adjustment to reflect the consalidation of the Internal Service |
Funds' activities related to the Enterprise Fund 32,553 )
Change in net position of the business-type activities $ 1,996,800 g

See accompanying notes to the basic financiafsfatements:
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EXHIBIT A-9

THE CITY OF VERNON, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
SEPTEMBER 30, 2018

Cash flows from operating activities
Received from customers
Payments to suppliers
Payments to employees
Payments to claimants/beneficiaries
Net cash provided by operating activities

Cash flows from noncapital financing activities;
Change in customer deposits
Bad debt recoveries
Transfers from other funds
Transfers to other funds
Net cash used by noncapital financing activities

Cash fiows from capital and related financing aclivilies
Acquisition and construction of capital assets
Principal paid on long-term debt
Interest pad on long-term debt
Net cash used by capital and related financing activites

Cash flows from investing activities
Principal payments on nole receivable
Interest on invastments
Renls received
Net cash provided by investing activities

Net Increase :n Cash and Cash Equivalents

Cash and Cash Eqguivalents - Beginning
Cash and Cash Equivalents - Ending

Reconoiiation of Operating Income to Net Cash Provided by
Operating Activities
Operaling income
Adjustments to reconcile operating income
to net cash provided by operating activities
Depreciation
Amortization

(Increase) decrease in curent assets and deferred outflows of resources

Customer utility receivables
Due from other funds
Deferred culflows of resources

Increase (decrease) in current liabilles and deferred inflows of resources.

Accounts payable
Taxes payable
Due to other funds
Uneamed revenues
Compensated absences
Net pension liability
Total OPEB liability
Deferred inflows of resources
Total adjustments
Net cash pravided by operaling activities

Reconciliation of Cash and Cash Equivalents on the Statement of

Net Position to the Statement of Cash Flows
Cash and cash equivalents
Restricted assets - cash and cash equivalenis
Total cash and cash equivalents - ending

See accompanying notes ta the basic financial statements

Enterprise
Fund
Internal
Utility Service
Fund Funds

$ 8381868 $ 851423
{3,367,937) -
(804,017)

- 1800.523!
4209015 150,895

12,931
15.574
561,006

{2.183.128)
{1.593.617)

(297.246)

(789,963} -

{159,765) -
(1,246,874) -

- 88,726
104,599 29,926

62,767 -

167,365 118.652
1,536,690 269,547
4,698,338 531.781

$ 6.235.028 § 801,328
$ 3,567.387 $_ 136,528

€98 559

(12615)

22.249 -
(16.447) -
198,857 ;i

4,430 (27.580)
(429) -

42 41,947
(7.645) .
{372,340) .

9.640

118,087 .

642 528 14,367

$ 4209915 $ 150,895

§ 5,854,453 $ 801,328
380,575 -

$ 6,235,028 5 801,328



EXHIBIT A-10

THE CITY OF VERNON, TEXAS
STATEMENT OF ASSETS AND LIABILITIES
FIDUCIARY FUNDS
SEPTEMBER 30, 2018

Agency
Funds

Assets

Cash and cash equivalents $ 51,086

Total assets $ 51,086
Liabilities

Payable to others $ 13474

Due to other funds 37,612

Total liabilities 5 51,086

See accompanying notes lo the basic financial statements.
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EXHIBIT A-11

THE CITY OF VERNON, TEXAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL - GENERAL FUND

FOR THE YEAR ENDED SEPTEMBER 30, 2018

Variance With
Final Budget -
Budgeted Amounts Paositive
Original Final Actual (Negative)
Revenues
Property taxes $ 1,606,800 $1,675,377 $ 1,567,687 $ {7.690)
Franchise fees 522,000 550,000 574,433 24,433
Sales taxes 1,226,847 1,228,899 1,266,931 38,032
Other taxes 6,500 8,160 8,161 1
Licenses and permits 16,200 8,576 9,656 1,080
Cemetery income 68,200 50,540 51,340 800
Contracts 201,044 210,038 210,255 217
Swimming pool 83,000 79,712 78,598 {1.114)
Ambulance service 680,200 610,001 683,657 73,656
Administrative charges to other funds 290,499 290,499 266,327 (24,172)
Fines and fees 45 453 25,820 68,741 42 921
Grants and donations - - 5,100 5,100
Investment earnings 2,700 32,242 37.483 5,241
Other revenues 73,820 16,267 84,628 68,361
Total revenues 4,822,263 4,686,131 4,912 997 226,866
Expenditures
General government 1,062,032 982,581 928,076 54 505
Public safety 3,265,089 3,230,716 3,106,716 124,000
Public works 1,095,921 1,082,677 086,782 95,895
Cemetery and parks 555,691 564,270 524,152 40,118
Subsidies, donations and other 506,810 488,304 466,799 21,505
Capital outlay 112,218 130,200 143,330 (13,130}
Debt service:
Principal 477,243 477,343 476,515 828
Interest charges 9,112 9,300 9,987 {687)
Total expenditures 7,074,116 6,965,391 6,642,357 323,034
Excess of revenues over (under) expenditures (2,251,853) (2,279,260) (1,729,360} 549,900
Other Financing Sources
Proceeds from the sale of capital assets 8,000 2,592 4 892 2,300
Transfers in 2,195,853 2,189,077 2,235,620 46,543
Total other financing sources 2,203,853 2,191,669 2,240,512 48,843
Net change in fund balance {48,000) {87.,591) 511,152 598,743
Fund balances - beginning 1,613,700 1,613,700 1,613,700 -
Fund balances - ending $ 1,565,700 $ 1,526,109 $ 2,124 852 $ 598,743

See accompanying notes lo the basic financial statements.
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THE CITY OF VERNON, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of The City of Vernon, Texas (City) conform to accounting
principles generally accepted in the United States of America (GAAP) applicable to state and local
governments. GAAP for local governments includes those principles prescribed by the Governmental
Accounting Standards Board (GASB), which inciudes all statements and interpretations of the National
Council on Governmental Accounting (NCGA) unless moadified by the GASB, and those principles
prescribed by the American Institute of Certified Public Accountants in the publication entitled Audits of
State and Local Governmental Units. The following is a summary of the more significant policies and
practices used by the City.

A. Reporting Entity

The City is a municipal corporation governed by an elected Mayor and four-member City
Commission. The City Commission is the policy-making body of the City and operates under
provisions of state statute.

In evaluating how to define the City for financial reporting purposes, management has considered
all potential component units. The decision whether to include a potential component unit in the
reporting entity was made by applying the criteria set forth in GAAP. Financial Accountability: the
primary government is deemed to be financially accountable if it appoints a voting majority of the
organization’s governing body and (1) it is able to impose its will on that organization or (2) there is
a potential for the organization to provide specific financial benefits or impose specific financial
burdens on the primary government. Additionally, the primary government may be financially
accountable if an organization is fiscally dependent on the primary government regardless of
whether the organization has a separately elected governing board, a governing board appointed
by a higher level of government or a jointly appointed board. Based on these criteria, the City has
one component unit — the Business Development Corporation of Vernon (BDC).

The BDC is a non-profit corporation formed in 1993 for the purpose of promoting economic
development for the City in order to retain and expand existing business, expand and diversify the
tax base of the City, attract new business and investment to the City, enhance existing job
opportunities, create new job opportunities and improve the quality of life and environment for the
citizens of the City. The Corporation operates under the authority of Vernon's Civil Statutes, Article
5190.6, Section 4B and utilizes the accrual basis of accounting. The BDC is considered to be a
part of the City's financial reporting entity because the City Commission appoints its Board of
Directors, approves its budgets, and exercises final authority over its operations.

B. Basis of Presentation
Government-wide Financial Statements
The basic financial statements include both government-wide (based on the City as a whole) and
fund financial statements. The government-wide financial statements (i.e., the statement of net

position and the statement of activities) report information on all the non-fiduciary activities of the
City. For the most part, the effects of interfund activity have been removed from these statements.
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1.

THE CITY OF VERNON, TEXAS
NOTES TO THE FINANCIAL STATEMENTS {(CONT'D.)
SEPTEMBER 30, 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D.)

The government-wide statement of activities demonstrates the degree to which the direct expenses
of a functional category {public works, public transportation, etc.) or segment are offset by program
revenues. Direct expenses are those that are clearly identifiable with a specific function or segment.
Program revenues include 1) charges to customers or applicants who purchase, use or directly
benefit from goods, services or privileges provided by a given function or segment, 2) grants and
contributions that are restricted to meeting operational requirements of a particular function or
segment, and 3) grants and contributions that are restricted to meeting the capital requirements of a
particular function or segment. Taxes and other items not included among program revenues are
reported instead as general revenues,

Fund Financial Statements

Separate fund-based financial statements are provided for governmental funds and proprietary
funds. Major individual governmental funds are reported as separate columns in the fund financizal
statements. GASB Statement No. 34 sets forth minimum criteria {percentage of assets, liabilities,
revenues or expenditures/expenses of either fund category for governmental and enterprise) for the
determination of major funds. The major governmental funds are the General Fund, Debt Service
Fund, and Electric Trust Principal Fund. The major enterprise fund is the Utility Fund.

The government-wide focus is more on the sustainability of the City as an entity and the change in
aggregate financial position resulting from the activities of the fiscal period. The focus of the fund
financial statements is on the major individual funds. Each presentation provides valuable
information that can be analyzed and compared to enhance the usefulness of the information.

. Measurement Focus, Basis of Accounting and Financial Statement Presentation

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

Government fund-level financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the government considers revenues to be available if they are
collected within 60 days of the end of the current fiscal period. Expenditures generally are recorded
when a liability is incurred, as under accrual accounting. However, debt service expenditures are
recorded only when payment is due.

Property taxes, sales taxes and franchise fees associated with the current fiscal period are
susceptible to accrual and have been recognized as revenues of the current fiscal period.
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THE CITY OF VERNON, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONT'D.)
SEPTEMBER 30, 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D.)

The City reports the following major governmental funds:

The General Fund is the City's primary operating fund. All general tax revenues and other
receipts that are not allocated by law or contractual agreement to some other fund are
accounted for in this fund. From the fund are paid general operating costs, fixed charges, and
capital improvement costs that are not paid through other funds.

The Debt Service Fund is used to account for the annual debt service requirements of the City's
bonded debt.

The Electric Trust Principal Fund is a permanent fund comprised of the proceeds from the sale
of the City's electric utility and accumulated revenues thereon. The proceeds from the sale must
remain in the fund and be invested. Twenty-five percent of the investment revenue of the fund
must remain in the fund and be reinvested. The remaining seventy-five percent of revenue is
transferred to the General Fund where its use is restricted to the acquisition of permanent public
improvements.

The City reports the following major enterprise fund:

The Utility Fund accounts for water, sewer and sanitation services provided to the residents of
the City. Activities necessary to provide such services are accounted for in the fund, including,
but not limited to, administration, operations, maintenance, finance and related debt service.

In addition, the City reports the following non-major fund types:

Other Governmental Funds include the Special Revenue Funds.

The Special Revenue Funds account for proceeds for specific revenues that are legally
restricted to expenditures for a specified purpose.

The Internal Service Funds are used to account for revenues and expenses related to services
provided to parties inside the City. These funds facilitate distribution of support costs to the
users of support services on a cost reimbursement basis. Because the principal users of the
internal services are the City's governmental activities, this fund type is included in the
“Governmental Activities” column of the government-wide financial statements.

The Agency Funds are contributions by employees as additional savings and are held in a
purely custodial capacity (assets equal liabilities). Agency funds typically invoive only the
receipt, temporary investment, and remittance of fiduciary resources to individuals, private
organizations, or other governments. These funds are reported in the fiduciary fund financial
statements. Because their assets are held in a trustee or agent capacity and are not available to
support City programs, these funds are not included in the government-wide statements.

GASB Statement No. 34 eliminates the presentation of account groups but provides for these
records to be maintained and incorporates the information into the Governmental Activities column
in the government-wide Statement of Net Position.
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NOTES TO THE FINANCIAL STATEMENTS (CONT'D.)
SEPTEMBER 30, 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D.)

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund's principal ongoing operations. The principal
operating revenues of the City's Utility Fund are charges to customers for services. Operating
expenses for the Utility Fund include the cost of sales and services, administrative expenses and
depreciation on capital assets. All revenues not meeting this definition are reported as nonoperating
revenues and expenses.

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

D. Budget Policies

The City adheres to the following procedures in establishing the budget reflected in the financial
statements:

1. Prior to the beginning of each fiscal year, the City Manager submits to the City Commission a
proposed budget for the fiscal year beginning on the following October 1. The operating
budget, which represents the financial plan for the ensuing year, includes proposed
expenditures and the means of financing them.

2. A public hearing is conducted at which all interested persons’ comments concerning the budget
are heard.

3. The budget is then approved by the City Commission through passage of appropriation and tax
levying ordinances prior to October 1.

4. The City Commission must approve any transfer of appropriation balances or portions thereof
from one department to another. The reported budgetary data includes amendments made
during the year.

5. Annual budgets are legally adopted for the General Fund on a basis consistent with generally
accepted accounting principles.

6. At the close of each year, any unencumbered appropriation balances {appropriations including
prior year encumbrances less current year expenditures and encumbrances) lapse or revert to
the unassigned fund balance.

E. Assets Liabilities and Nel Position or Equity

1. Cash, Cash Equivalents and Investments

The City's cash and cash equivalents are considered to be cash on hand, demand deposits
and shori-term investments with original maturities of three months or less from the date of
acquisition.

Investments are carried at fair value. Fair value is determined as the price at which two willing
parties would complete an exchange. Interest earned on investments is recorded in the funds
in which the investments are recorded.
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THE CITY OF VERNON, TEXAS

NOTES TO THE FINANCIAL STATEMENTS (CONT’D.)
SEPTEMBER 30, 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D,)

2. Property Taxes

Property taxes attach as an enforceable lien on property as of January 1 of the prior year.
Taxes are levied on October 1, and do not begin to accrue interest until February 1. The City is
permitted by the Municipal Finance Law of the State of Texas to levy taxes (exclusive of those
amounts levied to service long-term debt) up to $2.25 per $100 of assessed valuation. The
City's tax rate for the current year was $.38794 per $100 in assessed valuation. Additionally,
the City levied a tax for debt service of $.17677 per $100 in assessed valuation; therefore, the
total tax rate was $.56471 per $100 in assessed valuation.

An allowance for uncollectible tax receivables within the General and Debt Service Funds are
based upon historical experience in collecting taxes. Uncollectible 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.

Inventories and Prepaid Items

The City records purchases of supplies as expenditures, utilizing the purchase method of
accounting for inventory.

Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid items.

Assets Held for Sale

Assets held for sale consists of land and buildings that were purchased or donated to be sold to
third parties. Those assets are carried at the lower of cost or fair market value.

Capital Assets

Capital assets which include land, buildings and improvements, equipment and infrastructure
assets (e.g. roads, bridges, sidewalks and similar items) are reported in the government-wide
financial statements. The City defines capital assets as assets with an initial, individual cost of
more than $5,000 and an estimated useful life in excess of one year. Such 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 time received.

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

Assets Years
Buildings 30-50
infrastructure 30-50
Land iImprovements 20-30
Vehicles 4-10
Machinery & Equipment 5-15
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