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INDEPENDENT AUDITOR’S REPORT

To the City Commission of
City of Sullivan City

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the blended component units, each major fund, and the aggregate
remaining fund information of the City of Sullivan City, as of and for the year ended September 30,
2018, and the related notes to the financial statements, which collectively comprise the City of
Sullivan City’ basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity’s preparation and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly,
we express no such opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

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



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, the
blended component units, each major fund, and the aggregate remaining fund information of the
City of Sullivan City, as of September 30, 2018, and the respective changes in financial position,
and, where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis as listed in the table of contents, be presented to
supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers
it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Sullivan City’ basic financial statements. The schedule of
delinquent taxes receivable and combining and individual nonmajor fund financial statements are
presented for purpose of additional analysis and are not a required part of the basic financial
statements.

The combining and individual nonmajor fund financial statements and the budgetary comparison
information are the responsibility of management and were derived from and relate directly to
the underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the combining and individual nonmajor fund financial statements and
budgetary comparison information are fairly stated in all material respects in relation to the basic
financial statements as a whole.

The schedule of delinquent taxes receivable has not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an
opinion or provide any assurance on them.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 5,
2019, on our consideration of the City of Sullivan City’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is solely to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the effectiveness of the City of Sullivan City’ internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City of Sullivan City’ internal
control over financial reporting and compliance.

Goou o Gl (21 000085501

Oscar R. Gonzalez, CPA & Associates, PLLC
Certified Public Accountants
Pharr, Texas

July 5,2019
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MANAGEMENT DISCUSSION AND ANALYSIS

As management of the City of Sullivan City, Texas (the City), we offer readers of the City’s financial
statements this narrative overview and analysis of the financial activities of the City of Sullivan City, Texas
for the fiscal year ended September 30, 2018. We encourage readers to consider the information
presented here in conjunction with the City’s financial statements, which follow this section.

Financial Highlights

e The City’s assets from governmental activities exceeded its liabilities at the close of the most recent
fiscal year by over $2,287,776, compared to 2,215,108 in the prior year.

e The City’s total net position increased by $72,668, net of prior period adjustments.

e Unreserved fund balance for the general fund was $228,331 for 2018 and $547,407 for 2017
respectively.

e The General Fund ended the year with a positive fund balance of $292,564.

Overview of the Financial Statements

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

Government-wide financial statements - The government-wide financial statements are designed to
provide readers with a broad overview of the City’s finances, in a manner similar to a private- sector
business.

The statement of net position presents information on all of the City’s assets deferred outflows of
resources, liabilities and deferred inflows of resources, with the differences between them reported as net
position. Over time, increases or decreases in net position may serve as a useful indicator of whether the
financial position of the City is improving or deteriorating.

The statement of activities presents information showing how the City’s net position changed during the
most recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are
reported in this statement for some items that will only result in cash flows in future fiscal periods (e.g.,
uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the City that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that
are intended to recover all or a significant portion of their costs through user fees and charges (business-
type activities).The governmental activities of the City include general government, public safety,
highways and streets, sanitation, drainage, health and welfare, and culture and recreation. The
government-wide financial statements include itself (known as primary government). The government-
wide financial statements can be found on pages 10 and 11 of this report. The government-wide financial
statements include not only the City itself, but also its legal component units Economic Development
Corporation and Crime Prevention for which the city is financially accountable.
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Fund financial statements - A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The City, like other state and
local governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the City can be divided into three categories: governmental funds,
proprietary funds, fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions reported
as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near- term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in evaluating a government’s near-term
financing requirements.

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

The City adopts an annual appropriated budget for all of its governmental funds with the exception of
grant funded special revenue funds and capital projects funds, if any.

The basic governmental fund financial statements can be found on pages 10 through 15 of this report.

Proprietary funds - The City would normally report the activities for which it charges users (whether
outside customers or other units of the city) in proprietary funds using the same accounting methods
employed in the Statement of Net Assets and Statement of Activities. The City does not report an
enterprise fund.

Notes to financial statements - The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 16 through 31 of this report.

As noted earlier, net position may serve over time as a useful indicator of a government’s financial
position. In the case of the City, assets exceeded liabilities by $2,287,776 and $2,215,108 for 2018 and
2017 as adjusted, respectively, for governmental activities. One of the largest portions of the City’s net
position (61 percent) reflects its investment in capital assets (e.g., land building, machinery, and
equipment), less any related debt used to acquire those assets that are still outstanding.



Government-wide Financial Analysis

The City’s Statement of Net Position along with the last fiscal year’s numbers are presented for

comparison in the table below.

Current Assets
Non-Current Assets
Total Assets

Aggregate Deferred

Outflows of Resources
Current Liabilities
Non-Current Liabilities

Total Liabilities

Aggregate Deferred

Inflows of Resources
Net Invested in

Capital Assets
Restricted
Unrestricted

Total Net Position

Governmental
Activities Totals Increase

2018 2017 2018 2017 (Decrease)
$ 1,555,234 $ 2,178,299 $ 1,555,234 $ 2,178,299 $ (623,065)
1,432,488 589,160 1,432,488 589,160 843,328
2,987,722 2,767,459 2,987,722 2,767,459 220,263
672,848 1,038,077 672,848 1,038,077 (365,229)
45,049 86,639 45,049 86,639 (41,590)
717,897 1,124,716 717,897 1,124,716 (406,819)
1,387,439 548,751 1,387,439 548,751 838,688
64,233 40,840 64,233 40,840 23,393

836,104 1,053,152 836,104 1,053,152 -
$ 2,287,776 $ 1,642,743 $ 2,287,776 $ 1,642,743 $ 862,081




The City’s overall net position increased by $158,631 during the current fiscal year. This is mainly due to
an increase in the property tax revenues which were raised by 23%.

Governmental activities. Governmental activities increased the City’s net position by $158,631.

Governmental
Activities Totals
2018 2017 2018 2017

Revenues
Program Revenues

Charges for Services $ 638433 $ 876,410 $ 638433 $ 876,410

Operating Grants 384,237 26,744 384,237 26,744

Capital Grants - 532,305 - 532,305
General Revenues

Property Tax 526,006 435,852 526,006 435,852

Sales Tax 279,964 269,783 279,964 269,783

Other Tax 105,781 96,597 105,781 96,597

Other Revenues 26,694 90,088 26,694 90,088

Total Revenues $ 1,961,115 $ 2,327,780 $ 1,961,115 $ 2,327,780
Expenses

General Government $ 754,029 $ 754,328 $ 754,029 $ 754,328

Public Safety 689,940 656,640 689,940 656,640

Culture & Recreation 148,954 6,000 148,954 6,000

Economic Development 62,081 56,024 62,081 56,024

Municipal Court 147,750 - 147,750 -

Total Expenses 1,802,754 1,472,992 g 1,802,754 4 1,472,992
Non-Operating Transfers (Net) - - - -
Increase (Decrease) in Net Position 158,361 854,788 158,361 854,788
Prior Period Adjustment (85,693) - (85,693) 854,788
Net Position - Beginning (Restated) 2,215,108 1,173,858 2,215,108 1,173,858
Net Position - Ending $ 2,287,776 $ 2,028,646 $ 2,287,776  $ 2,883,433

Financial Analysis of the City’s Funds

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

Governmental funds- The focus of the City’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is useful in assessing the City’s
financing requirements. In particular unreserved fund balance may serve as a useful measure of a
Government’s net resources available for spending at the end of the fiscal year. The general fund is the
chief operating fund of the City. At the end of the current fiscal year, the unreserved fund balance of the
General Fund had a balance of $228,331 and the Special Revenue Fund (Economic Development
Corporation and Crime Prevention) had a fund balance of $61,106 and $3,107 of which all is restricted.



General Fund Budgetary Highlights

Actual revenues for the year were exceeded by actual expenditures by $233,606. Actual revenues
exceeded budgeted revenues by $168,973 while actual expenditures did not exceed appropriations by
$67,943.

Capital Assets and Debt Administration
Capital Assets

The City of Sullivan City’s investments in capital assets for its governmental activities amount to
$1,387,439 and $1,114,053 (net of accumulated depreciation) for 2018 and 2017. This investment in
capital assets includes land, buildings, construction in progress and machinery and equipment. The City
uses these capital assets to provide services to citizens; consequently, these assets are not available for
future spending. Although the City’s investment in its capital assets is reported net of related debt, it should
be noted that the resources needed to repay this debt must be provided from other sources, since the
capital assets themselves cannot be used to liquidate these liabilities.

Governmental
Activities Total Increase
2018 2017 2018 2017 (Decrease)
Capital Assets, Not Being
Depreciated:
Land $ 34726 $ 34726 $ 34726 § 34726 § -
Construction-In-Progress 1,250,118 983,016 1,250,118 983,016 267,102

1,284,844 1,017,742 1,284,844 1,017,742 267,102
Capital Assets, Being Depreciated:

Buildings 9,422 9,422 9,422 9,422 -
Machinery & Equipment 364,499 335,964 364,499 335,964 28,535
373,921 345,386 373,921 345,386 28,535
Accumulated Depreciation (226,277) (186,777) (226,277) (186,777) (39,500)
Total Capital Assets, Being
Depreciated, Net 147,644 158,609 147,644 158,609 (10,965)
Capital Assets, Net $ 1432488 $ 1176351  $ 1432488 $1,176351 $ 256,137




Long-Term Debt
Below is a table summarizing the long term debt of the City.

City of Sullivan City Long-Term Obligations

Governmental
Activities Total Increase
2018 2017 2018 2017 (Decrease)

Long-Term Obligations
Capital Leases 45,049 62,298 45,049 62,298 (17,249)
Note Payables - - - - -

Total Long-Term Obligations  § 45049 § 62,298 $45049 § 62298 $(17,249)

Additional information on the City’s debt service can be found in the notes to the financial
statements.

EconomicF 1s and Next Year's B nd R

The City’s elected and appointed officials considered many factors when setting the fiscal year end
2019 budget.

e The ad valorem property tax rate was set at $.50 to generate the revenues necessary for the
operation of the City. This tax rate should increase total property taxes as compared to the
prior year.

e General operating fund spending budget for 2019 was prepared based on history of actual
definite revenues and essential expenses to operate.

e The budget provides for medical insurance for all employees, changing Code Enforcement
Position from part-time to full-time, a small salary increase for all employees, as well as a
deposit for a rainy day fund.

Amounts available for appropriation in the general fund budget are $1.6 thousand, which is the
same amount for the 2018 budget. Ad Valorem taxes, sales tax payments, franchise taxes, and grant
revenues account for a significant portion of the revenues. Budgeted expenditures are expected
not to rise beyond $1.6 million in 2019.

If these estimates are realized, the City’s budgetary general fund balance is expected to remain
constant by the close of 2019.

Requests for Information

This financial report is designed to provide a general overview of the City’s finances for all those
with an interest in the City’s finances. Questions concerning any of the information provided in this
report or the component unit (EDC) should be addressed to the Office of the City of Sullivan City,
City Manager: P.O. Box 249, Sullivan City, Texas 78595.
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City of Sullivan City, Texas
Statement of Net Position
September 30, 2018

Primary Government

Governmental
Activities Total
ASSETS
Cash and Cash Equivalents $ 325,915 325,915
Grants Receivable 611,519 611,519
Property Taxes Receivable (Net) 222,798 222,798
Sales Taxes Receivable 5,482 5,482
Warrants Receivable 389,520 389,520
Land 34,726 34,726
Construction In Progress 1,250,118 1,250,118
Buildings and Equipment (Net) 147,644 147,644
Total Assets 2,987,722 2,987,722
DEFERRED OUTFLOWS OF RESOURCES
Aggregated deferred outflows - -
Total Deferred Outflows of Resources -- --
LIABILITIES
Account Payable 17,785 17,785
Payroll Liabilities 25,593 25,593
Deferred Revenues - Urban County 611,519 611,519
Due Within One Year 17,951 17,951
Due in More Than One Year 27,098 27,098
Total Liabilities 699,946 699,946
DEFERRED INFLOWS OF RESOURCES
Aggregated deferred inflows - -
Total Deferred Inflows of Resources --
NET POSITION
Net Invested In Capital Assets 1,387,439 1,387,439
Restricted for:
Restricted for Crime Control 3,127 3,127
Restricted for Economic Development 61,106 61,106
Unrestricted 836,104 836,104
Total Net Position $ 2,287,776 2,287,776

The notes to these statements are an integral part of these statements.
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ASSETS
Cash and Cash Equivalents
Property Taxes Receivable
Grants Receivable
Sales Taxes Receivable
Warrants Receivable
Due From Other Funds
Total Assets
DEFERRED OUTFLOWS OF RESOURCES
Aggregated Deferred Outflows
Total Assets and Deferred Outflows of Resources
LIABILITIES
Account Payable
Payroll Liabilities
Deferred Revenues - Hidalgo County-Urban County
Due to Other Funds
Total Liabilities
DEFERRED INFLOWS OF RESOURCES
Deferred Revenues - Property Taxes
Deferred Revenues - Warrants
Total Deferred Inflows of Resources

FUND BALANCE
Restricted
Unassigned

Total Fund Balance
Total Liabilities, Deferred Inflows of Resources

and Fund Balance

City of Sullivan City, Texas
Balance Sheet
Governmental Funds
September 30, 2018

Special Revenue Funds

City of Sullivan City Total
Economic Crime Control & Governmental
General Fund Development Corp.  Prevention District Funds
$ 261,682 $ 61,106 $ 3,127 % 325,915
222,798 - - 222,798
611,519 - - 611,519
5,482 - - 5,482
389,520 - - 389,520
1,491,001 61,106 3,127 1,555,234
$ 1,491,001 $ 61,106 $ 3,127  $ 1,555,234
$ 17,785 $ - $ - $ 17,785
25,593 - - 25,593
611,519 - - 611,519
654,897 - - 654,897
218,253 - - 218,253
389,520 - - 389,520
607,773 - - 607,773
- 61,106 3,127 64,233
228,331 - - 228,331
228,331 61,106 3,127 292,564
$ 1,491,001 $ 61,106 $ 3,127  $ 1,555,234

The notes to these statements are an integral part of these statements.
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City of Sullivan City, Texas
Reconciliation of Governmental Funds Balance Sheet to the Statement of Net Position
September 30, 2018

Total Fund Balance - Governmental Funds $ 292,564

Principal payments on long-term expenses in governmental fund statements, expensed as
incurred in entity wide statements, and reflected as liability on Statement of Assets. -

Depreciation expense reflected in entity wide statements, not reflected in governmental fund
statements. ,

Fixed assets are capitalized in Statement of Net Assets and depreciated in the Statement of
Activities. These are expensed when acquired in the Statement of Revenues, Expenditures,
and Changes in Fund Balance. 1,432,488

Long term debt reflected on Statement of Net Assets not in governmental funds balance sheet. (45,049)

Fixed assets expenses as capital outlay in governmental fund statements, capitalized as fixed
assets in Statement of Net Assets. -

Property taxes receivable unavailable to pay for current period expenditures are deferred in the
funds. 218,253

Warrants receivable that are not collected until after the fiscal year end are deferred in the
funds. 389,520

Total Net Position-Governmental Funds $ 2,287,776

The notes to these statements are an integral part of these statements.
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Revenues

Property Taxes

Sales Taxes

Franchises Taxes
Grant/Intergovernmental Revenues
Charges, Permits and Fees

Fines and Forfeitures

Other Revenues

Total Revenues
Expenditures
General Government
Public Safety
Culture and Recreation
Economic Development
Municipal Court
Capital Outlay
Debt - Principal
Total Expenditures
Excess of Revenues Over
(Under) Expenditures

Other Financing Sources (Uses)
Net Other Financing Sources (Uses)
Net Change in Fund Balance
Fund Balance at Beginning of Period
Prior Period

Fund Balance at End of Period

City of Sullivan City, Texas

Statement of Revenues, Expenditures, and Changes in Fund Balance
Governmental Funds

For the Year Ended September 30, 2018

Special Revenue Funds

City of Sullivan City Crime Control

Total
Economic & Prevention Governmental
General Fund Development Corp. District Funds
$ 462,704 % - $ - $ 462,704
140,592 69,228 70,144 279,964
105,781 - - 105,781
384,237 - - 384,237
305,093 - - 305,093
281,482 - - 281,482
32,439 - - 32,439
1,712,328 69,228 70,144 1,851,700
736,528 - - 736,528
635,172 - 68,125 703,297
145,530 - - 145,530
- 62,081 - 62,081
144,353 - - 144,353
267,102 - - 267,102
17,249 - - 17,249
1,945,934 62,081 68,125 2,076,140
(233,606 ) 7,147 2,019 (224,440)
(233,606 ) 7,147 2,019 (224,440
536,478 53,959 1,108 591,545
(74,541) - - (74,541)
$ 228331 % 61,106 % 3,127 $ 292,564

The notes to these statements are an integral part of these statements.
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City of Sullivan City, Texas
Reconciliation of Governmental Funds Statement of Revenues, Expenditures, and
Changes in Fund Balance with Statement of Activities
For the Year Ended September 30, 2018

Total Net Change in Fund Balances - Governmental Funds $

Principal payments on long-term expenses in governmental fund statements, expensed as
incurred in entity wide statements, and reflected as liability on Statement of Assets.

Depreciation expense reflected in entity wide statements, not reflected in governmental
fund statements.

Fixed assets expenses as capital outlay in governmental fund statements, capitalized as
fixed assets in Statement of Net Assets.

Property taxes receivable unavailable to pay for current period expenditures are deferred in
the funds.

(224,440)

17,249

(39,500)

295,637

109,415

Changes in Net Position-Governmental Funds $

158,361

The notes to these statements are an integral part of these statements.
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CITY OF SULLIVAN CITY
NOTES TO FINANCIAL STATEMENTS

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. General Statement

CITY OF SULLIVAN CITY (the “City”) was incorporated on April 15, 1972, under Article XI, Section
5 of the Constitution of the State of Texas. The City operates under a Mayor-Commissioner from of
government and provides the following services as authorized by its charter. The services include
public safety (police and fire), public works, sanitation, health and social services, culture-
recreation, public improvement, planning and zoning, and general administrative services.

The combined financial statements of the 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 settling
body for establishing governmental accounting and financial reporting principles.

B. Financial Reporting Entity

The City’s basic financial statements include the accounts of all its operations. The City evaluated
whether any other entity 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. 14, “The Financial Reporting Entity”, include whether:

o The organization is legally separate

o The City holds the corporate powers of the organization

o The City appoints a voting majority to the organization’s board

o The city is able to impose its will on the organization

o The organization has the potential to impose a financial benefit/burden on the City

o There is fiscal dependency by the organization of the City

o The exclusion of the organization would 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 that are misleading or incomplete. GASB Statement No. 14
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 ability 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.
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CITY OF SULLIVAN CITY
NOTES TO FINANCIAL STATEMENTS

I..SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
B. Financial Reporting Entity (continued)

Based on these criteria the City has no component unit. Additionally, the City is not a component
unit of any other reporting entity as defined by the GASB Statement

C. Government-Wide and Fund Financial Statements

The Statement of Net Assets and the Statement of Activities are government-wide financial
statements. They report information on all of the City’s non-fiduciary activities with most of the
inter-fund activities removed. Governmental activities include programs supported primarily by
taxes, State Funds, grants and other intergovernmental revenues. Business-type activities include
operations that rely to a significant extent on fees and charges for support.

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

The “grants and contributions” column includes amounts paid by organizations outside the City to
help meet the operational or capital requirements of a given function. If a revenue is not a program
revenue, it is a general revenue used to support all of the City’s functions. Taxes are always general
revenues.

Interfund activities between governmental funds and between governmental funds and proprietary
funds appear as due to/due froms on the Governmental Fund Balance Sheet and Proprietary Fund
Statement of Net Assets and as other resources and other uses on the governmental fund Statement
of Revenues, Expenditures and Changes in Fund Net Assets. All interfund transactions between
governmental funds are eliminated on the government-wide statements. Interfund activities
between governmental funds and enterprise funds remain on the governmental-wide statements
and appear on the government-wide Statement of Net Assets as internal balances and on the
Statement of Activities as interfund transfers. Interfund activities between governmental funds and
fiduciary funds remain as due to/due froms on the government-wide Statement of Activities.

The fund financial statements provide reports on the financial condition and results of operations
for three fund categories - governmental, proprietary, and fiduciary. Since the resources in the
fiduciary funds cannot be used for City operations, they are not included in the government-wide
statements. The City considers some governmental and enterprise funds major and reports their
financial condition and results of operations in a separate column.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues result from providing goods and services in connection with a proprietary
fund’s principal ongoing operations; they usually come from exchange or exchange-like
transactions. All other revenues are nonoperating. Operating expenses can be tied specifically to the
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CITY OF SULLIVAN CITY
NOTES TO FINANCIAL STATEMENTS

I..SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
C. Government-Wide and Fund Financial Statements (continued)

production of the goods and services, such as materials and labor and direct overhead. Other
expenses are nonoperating.

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

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

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

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

Revenues from local sources consist primarily of property taxes. Property tax revenues and
revenues received from the State are recognized under the “susceptible to accrual” concept, that is,
when they are both measurable and available. The City considers them “available” if they will be
collected within 60 days of the end of the fiscal year. Miscellaneous revenues are

recorded as revenue when received in cash because they are generally not measurable until actually
received. Investment earnings are recorded as earned, since they are both measurable and
available.

Grant funds are considered to be earned to the extent of expenditures made under the provisions
of the grant. Accordingly, when such funds are received, they are recorded as deferred revenues

until related and authorized expenditures have been made.

If balances have not been expended by the end of the project period, grantors sometimes require
the City to refund all or part of the unused amount.
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CITY OF SULLIVAN CITY
NOTES TO FINANCIAL STATEMENTS

I..SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Measurement Focus, Basis of Accounting, and Financial Statement Presentation
(continued)

The Proprietary Fund Types and Fiduciary Funds are accounted for on a flow of economic resources
measurement focus and utilize the accrual basis of accounting. This basis of accounting recognizes
revenues in the accounting period in which they are earned and become measurable and expenses
in the accounting period in which they are incurred and become measurable. The City applies all
GASB pronouncements as well as the Financial Accounting Standards Board pronouncements
issued on or before November 30, 1989, unless these pronouncements conflict or contradict GASB
pronouncements. With this measurement focus, all assets and all liabilities associated with
operation of these funds are included on the fund statement of Net Assets. The fund equity is
segregated into invested in capital assets net of related debt, restricted net assets, and unrestricted
net assets.

In the fund financial statements, governmental funds report fund balances based on the following
classifications: non-spendable, restricted, committed or unassigned. Restricted fund balances are
amounts legally restricted by outside parties for use be a specific purpose. Commitments of fund
balance require approval of the City Council through action. The City Council delegates the
responsibility to assign fund balance to the City Manager or his designee, when appropriate. Funds
will be utilized in the following spending order: restricted, committed, assigned and unassigned.

On October 1, 2012, the District adopted GASB Statement No. 63 Financial Reporting of Deferred
outflows of Resources, Deferred Inflows of Resources, and Net Position and early implemented
GASB Statement No. 65 Items Previously Reported as Assets and Liabilities as encouraged by GASB.
As a result of the adoption of these new accounting standards, a restatement of beginning net
position at the government-wide level financial statement was required.

GASB Statement No. 63 provides financial guidance for reporting deferred outflows, deferred
inflows of resources, and net position in a statement of financial position and related disclosures.
Deferred outflows of resources are defined as a consumption of net assets by a government that is
applicable to a future reporting period and deferred inflows of resources are defined as an
acquisition of net assets by a government that is applicable to a future reporting period. Net position
is defined as the residual of all other elements presented in a statement of financial position, being
measured as the difference between (a) assets and deferred resources and (b) liabilities and
deferred inflows of resources.

GASB Statement No. 65 establishes accounting and financial reporting that reclassify, as deferred
outflows of resources or deferred inflows of resources, certain items that were previously reported
as assets and liabilities. This statement also provides other financial reporting guidance related to
the impact of the financial statement elements deferred outflows of resources and deferred inflows
or resources, such as changes in the determination of the major fund calculations and limiting the
use of the term “deferred” in financial statement presentations.
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CITY OF SULLIVAN CITY
NOTES TO FINANCIAL STATEMENTS

I.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
E. Fund Types and Major Funds

A. FUND ACCOUNTING

The City reports the following major governmental funds:

e The General Fund - The general fund is the City’s primary operating fund. It accounts for
all financial resources except those required to be accounted for in another fund.

Additionally, the City reports the following fund type(s):

Governmental Funds:

e Special Revenue Funds -The City accounts for resources restricted to, or designated for,
specific purposes by the City or a grantor in a special revenue fund. Most Federal and some
State financial assistance is accounted for in a Special Revenue Fund, and sometimes unused
balances must be returned to the grantor at the close of specified project periods. The City
has no special revenue funds.

e Debt Service Funds - The City accounts for resources accumulated and payments made for
principal and interest on long-term general obligation debt of governmental funds in a debt
service fund. The City has no debt service fund.

¢ Permanent Funds - The City accounts for donations for which the donor has stipulated that
the principal may not be expended and where the income may only be used for purposes that
support the City’s programs. The City has no Permanent Funds.

e The Capital Projects Fund -This fund is used to account for financial resources used for the
acquisition of capital assets or construction of major capital facilities, not being financed by

the proprietary funds. The City has no capital projects funds.

Proprietary Funds:

e Enterprise Funds - The City’s activities for which outside users are charged a fee roughly
equal to the cost of providing the goods or services of those activities are accounted for in an
enterprise fund. The City has no enterprise funds

e Internal Service Funds - Revenues and expenses related to services provided to

organizations inside the City on a cost reimbursement basis are accounted for in an internal
service fund. The City has not Internal service funds.
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CITY OF SULLIVAN CITY
NOTES TO FINANCIAL STATEMENTS

I..SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
E. Fund Types and Major Funds (continued)

Fiduciary Funds:

¢ Private Purpose Trust Funds - The City accounts for donations for which the donor has
stipulated that both the principle and the income may be used for purposes that benefit
parties outside the City. The City has no Private Purpose Trust Funds.

e Agency Funds - The City accounts for resources held for others in a custodial capacity in
agency funds. The City has no Agency Funds.

F. Assets, Liabilities and Net Position or Equity

1. Cash and Investments

Cash of all funds, including restricted cash, are pooled into common pooled accounts in order to
maximize investment opportunities. Each fund whose monies are deposited in the pooled cash
accounts has equity therein, and interest earned on the investment of these monies is allocated
based upon relative equity at month end. An individual fund’s pooled cash are available upon
demand and are considered to be “cash equivalents” when preparing these financial statements.All
investments are recorded at fair value based on quoted market prices. Fair value is the amount at
which a financial instrument could be exchanged in a current transaction between willing parties.

2. Property Taxes

Property taxes are levied by October 1, on the assessed value listed as of the prior January 1 for all
real and business personal property located in the City in conformity with 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 31 of each year, a tax lien attaches to
property to secure the payment of all taxes, penalties, and interest ultimately imposed. Property tax
revenues are considered available (1) when they become due or past due and receivable within the
current period and (2) when they are expected to be collected during a 60-day period after the close
of the fiscal year.

3. Delinquent Taxes Receivable

Allowances for uncollectible tax receivables within the General Fund are based on historical
experience in collecting property 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.

G. Inventories
The inventories are recorded at cost and are accounted for by the consumption method.
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NOTES TO FINANCIAL STATEMENTS

I.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

H. Receivables and Payables

Activities between funds that are representative of lending/borrowing arrangements outstanding
at the end of the fiscal year are referred to as either “due to/from other funds”. Any residual balances
outstanding between the governmental activities and business-type activities are reported in the
governmental-wide financial statements as “internal balances.” All trade and property tax
receivables are shown net of an allowance for uncollectible.

I. Transactions between Funds
Legally authorized transfers are treated as interfund transfers and are included in the results of
operations of both Governmental and other funds.

J. Capital Assets

Capital assets, which include land, buildings, furniture and equipment, and infrastructure assets, are
reported in the applicable governmental or business-type activities columns in the government-
wide financial statements. Capital assets are defined by the City 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
in historical cost or estimated historical cost if purchased or constructed. Donated capital assets are
recorded at estimated fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are not capitalized. Major outlays for capital assets and improvements are
capitalized as projects are constructed.

Buildings, furniture and equipment of the City are depreciated using the straight line method over
the following estimated useful lives. The estimated lives rage from 5 to 15 years for furniture and
equipment, 5 years for vehicles, 10 to 45 years for infrastructure, 20 to 45 years for water and sewer
system assets, and 30 years for buildings.

Buildings 30 Years
Infrastructure 10-45 Years
Vehicles 5-10 Years
Water and Sewer System 20-45 Years
Machinery and Equipment 5-15 Years

K. Compensated Absences

It is the City’s policy to permit some employees to accumulate earned but unused vacation and sick
pay benefits. There is a liability for unpaid accumulated vacation leave since the City does have a
policy to pay any amounts when employees separate from service with the City. All vacation pay is
accrued when incurred in the government-wide, proprietary, and fiduciary fund financial statements.
Aliability for these amounts is reported in governmental funds only if they have matured, for example,
as aresult of employee resignations and retirements. As of September 30, 2018, there was no liability
for compensated absences.
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CITY OF SULLIVAN CITY
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I.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
L. Long-Term Obligations

In the government-wide, proprietary and component unit financial statements, long-term debt and
other long-term obligations are reported as liabilities. Bond premiums and discounts, as well as
issuance cost are deferred and amortized over the life of the bonds using the straight line method
as the amount is immaterial against the effective interest method. Unamortized bond premium and
discount, issuance cost and gain or loss on refunding are not netted against the liability, but
recorded in the asset portion of the financial statements. In the fund financial statements, long-term
liabilities are not recorded in the governmental funds as the payment of the obligations will not be
made by current financial resources. The governmental fund financial statements recognize the
proceeds of debt as other financing resources.

M. Restricted Assets

The proceeds and required reserves of debt issuances are recorded as restricted assets as they are
restricted for debt service and/or capital projects, payments and /or purchases. When the City
incurs an expense for which it may use either restricted or unrestricted assets, it uses the restricted
assets first whenever they will have to be returned if they are not used.

N. Net Position / Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available or are legally restricted by outsource parties for use for a specific
purpose.

0. Estimates
The preparation of financial statements in accordance with generally accepted accounting
principles requires the use of estimates by management.

II. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
A. Budgetary Data

The City Council adopts an “appropriated budget” for the General Fund and certain Special Revenue
Funds. In accordance with Government Accounting Standards Board (GASB) Statement #34, a City
is required to present the adopted and final amended budget revenues and expenditures for the
General Fund. The City compares the final amended budget to actual revenues and expenditures.
The General Fund Budget report is on page 32.

The following procedures are followed in establishing the budgetary data reflected in the general-
purpose financial statements:

1. Prior to October 1, the City prepares a budget for the next succeeding fiscal year beginning

October 1. The operating budget includes proposed expenditures and the means of financing
them.
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II. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (Continued)
A..Budgetary Data (continued)

2. A meeting of the City Council is then called for the purpose of adopting the proposed budget. At
least ten days’ public notice of the meeting must be given.

3. Prior to October 1, the budget is legally enacted through passage of an ordinance by the Council.
Once a budget is approved, it can only be formally amended by approval of a majority of the
members of the Council. Amendments are presented to the Council at its regular meetings.

4, Each amendment must have Council approval. As required by law, such amendments are made
before the fact, and are reflected in the official minutes of the Council, and are not made after
fiscal year end. The City has a policy of careful budgetary control, however during the year, no
amendments were necessary.

5. Budget amounts are as amended by the Council. All budget appropriations lapse at year end.

B. Excess of General Fund Expenditures below Appropriations

At September 30, 2018, the general fund total expenditures were above budget appropriations by
$67,593 and actual revenues exceeded budgeted revenues by $168,973. Actual revenues for the
year were less than actual expenditures by $233,606, after other financing sources. There were
several budget categories that were exceeded at year-end.

Finance-Related Legal and Contractual Provisions

In accordance with GASB Statement No. 38, “Certain Financial Statement Note Disclosures”,
violations of finance-related legal and contractual provisions, if any, are reported below, along with
actions taken to address such violations:

Violation Action Taken
None Non-Applicable

Fund Balance
General fund had a surplus fund balance of $228,328 due to a previous accumulation in prior years.

General Fund’s Fund Balance Policy

The City has adopted GASB 54 as part of its fiscal year reporting. Implementation of GASB 54 was
required for all cities for their fiscal year ending 2013. The intention of GASB 54 is to provide a more
structured classification of fund balance and to improve the usefulness of fund balance reporting to
the users of the City’s financial statements. The reporting standard establishes a hierarchy for fund
balance classifications and the constraints imposed on the uses of those resources. GASB 54
provides for two major types of fund balances, which are non-spendable and spendable.

Nonspendable fund balances are balances that cannot be spent because they are not expected to be
converted to cash or they are legally or contractually required to remain intact. Examples of these
classifications are prepaid items and inventories. In addition to the non-spendable fund balance,
GASB 54 has provided a hierarchy of spendable fund balances, based on hierarchy of spending
constraints.
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II. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (Continued)
B. Excess of General Fund Expenditures below Appropriations (continued)

Restricted: fund balances that are constrained by external parties, constitutional provisions, or
enabling legislation.

Committed: fund balances that contain self-imposed constraints of the government form its highest
level of decision making

authority. The responsibility to commit funds rests with the City Commissioners. Committed
amounts cannot be used for any other purpose unless the governing board removes those
constraints by taking the same type of formal action.

Assigned: fund balances that contain self-imposed constraints of the government to be used for a
particular purpose.
Unassigned: fund balances of the general fund that is not constrained for any particular purpose.

When the City incurs an expense for which it may use either restricted or unrestricted assets, it uses
the restricted assets first whenever they will have to be returned if they are not used.

III. DETAILED NOTES ON FUNDS AND ACCOUNT GROUPS

A. Deposits and Investments

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

At September 30, 2018, the carrying amount of the City’s deposits (cash and interest-bearing
savings accounts included in temporary investment) was $325,915, while the bank balance was
$330,429. The City’s cash deposits at September 30,2018 and during the year ended September 30,
2018 was entirely covered by FDIC insurance or by pledged collateral held by the City’s agent bank
in the City’s name.

The Public Fund Investment Act (Government Code Chapter 2256) contains specific provisions in
the areas of investment practices, management reports and establishment of appropriate policies.
Among other things, it requires the City to adopt, implement, and publicize an investment policy.
The policy mist address the following areas: (1) safety of principal and liquidity, (2) portfolio
diversification, (3) allowable investments, (4) acceptable risk levels, (5) expected rates of return,
(6) maximum allowable stated maturity of portfolio investments, (7) maximum average dollar-
weighted maturity allowed based on the stated maturity date for the portfolio, (8) investment staff
quality and capabilities, (9) and bid solicitation preferences for certificates of deposit. Statures
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authorize the City to invest in (1) obligations of the U.S. Treasury, certain U.S. agencies, and State of
Texas; (2) certificates of deposit, (3) certain municipal securities, (4) money market savings
III. DETAILED NOTES ON FUNDS AND ACCOUNT GROUPS (continued)

A. Deposits and Investments

accounts, (5) repurchase agreements, (6) bankers acceptances, (7) Mutual Funds, (8) Investment
pools, (9) guaranteed investment contracts, (10) and common trust funds. The Act also requires the
City to have independent auditors perform test procedures related to investment practices a
provided by the Act. The City is in substantial compliance with the requirements of the Act and the
local policies.

Analysis of Specific Deposit and Investment Risks:

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:

Interest Rate Risk

This is the risk that changes in interest rated will adversely affect the fair value of an investment. At
year end, the City was not exposed to interest rate risk. To limit the risk that changes in interest
rates will adversely affect the fair value of investments; the City requires that the investments shall
be monitored by using specific identification.

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. To limit the risk that an issuer or other counterparty to an investment will not fulfill its
obligations the City limits investments to Certificates of Deposits, Public Funds Investment Pools
and Guaranteed Investment Contracts, collateralized by U.S. Government Securities. As of
September 30,2018, the City’s investments were secured by the U.S. Government Securities.

Custodial Credit Risk

Deposits and investments are exposed to custodial credit risk if they are not covered by the
depository insurance and the deposits and investments 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. At year end, the
City was not exposed to custodial credit risk.

Concentration of Credit Risk

To limit the risk of loss attributed to the magnitude of a government’s investments in a single issuer,
the investment portfolio shall be diversified in terms of investment instruments maturity
scheduling, and financial institutions. To further limit the risk all the City investments are
collateralized by U.S Government Securities

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

26



CITY OF SULLIVAN CITY
NOTES TO FINANCIAL STATEMENTS

III. DETAILED NOTES ON FUNDS AND ACCOUNT GROUPS (continued)

B. Disaggregation of Receivables
Receivables for the City at September 30, 2018 were as follows:

Accounts Allowance for
Governmental Funds Receivable Uncollectible Total (Net)
Property Taxes $ 237,349 $ 14552 $ 222,798
Court Fines and Fees 779,040 389,520 389,520
Sales Taxes 5,482 - 5,482
Franchise Taxes - - -
Grants and Other Receivables 611,519 - 611,519
$ 1633391 $ 404,072 3 1,229,319

C. Deferred Inflows of Resources & Unearned Revenues

Governmental funds report deferred revenue in connection with receivables for revenues that are
not considered to be available to liquidate liabilities of the current period. Governmental funds defer
revenue recognition in connection with resources that have been received, but not yet earned. At
the end of the year, the various components of deferred revenue and unearned revenue reported in
the fund financial statements were as follows:

1. Deferred Inflows of Resources

General
Deferred Inflows Description Fund Total
Property Taxes $ 218,253 $ 218,253
Court Fines 389,520 389,520
Total $ 607,773 $ 607,773
Total Deferred Inflows for Primary Government $ 607,773
2. Unearned Revenues
General
Unearned Revenues Description Fund Total
Urban County Grant $ 611519 $ 611,519
Total $ 611519 $ 611519
Total Unearned Revenues for Primary Government $ 611519
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III. DETAILED NOTES ON FUNDS AND ACCOUNT GROUPS (continued)

D. Interfund Balances

The City reports interfund balances between many of its funds. The total of all balances agrees with
the sum of interfund balances presented in the statements of net position/balance sheets for
governmental and enterprise funds. The interfund balances are operational and short-term in
nature. Interfund balances at September 30, 2018 consisted of the following;

General Economic Crime Capital
Fund Dewelopment  Prewvention Projects Totals
General Fund $ - $ - $ - $ - $ -
Economic Dev. Corp. - - - - -
Crime Prevention - - - -
Total Gowvernemental Funds $ - $ - $ - $ - $ -

E. Capital Assets
Capital asset activity for the year ended September 30, 2018 was as follows:

Capital Assets 10/1/2017 Additions Retirements 9/30/2018

Land $ 34,726 $ - $ - $ 34,726
Construction in Progress 983,016 267,102 - 1,250,118
Building 9,422 - - 9,422
Machinery/Equipment 335,964 28,535 - 364,499
Accum Dep. - Building - - -

Accum Dep. - Machinery/Equipment (186,777) (39,500) - (226,277)
Net Capital Assets $ 1,176,351 $ 256,137 $ - $ 1,432,488

Depreciation expense was charged to functions of the governmental activities as follows:

Depreciation

Expenditures By Function
General Government 17,501
Public Safety 15,178
Culture and Recreation 3424
Municipal Court 3,397
Total Allocable Expenditures 39,500
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III. DETAILED NOTES ON FUNDS AND ACCOUNT GROUPS (continued)

F. Long Term Obligations
The following schedule summarizes the changes in long-term debt during year end;

Motorola Solutions, Inc Deere Lease Total Lease Payables
Principal Interest Principal Interest Principal Interest
Balance 9/30/17 $ 30,848 $ - $ 31450 $ - $ 62,298 $ -
Financing Lease - - - - g - -
Payments 9,913 - 7,336 - 17,249 -
Ending Balance 9/30/1! 20,935 - 24,114 - 45,049 -
2019 10,278 770 7,673 1,107 17,951 1,877
2020 10,657 392 8,025 754 18,682 1,146
2021 - - 8,416 386 8,416 386
2022 - - - - - -
$ 20,935 $ 1,162 $ 24114  $ 2247  $ 45,049 $ 3,409

Financing Lease -$40,410 lease payable; due in annual payments of $11,049, including interest,
through June 2020; interest at 3.68%.

Financing Lease -$40,029 note payable; due in annual payments of $8,779 ; matures February
2021; interest at 4.5%

IV. OTHER INFORMATION

G. Prior Period Adjustment

A prior period adjustment was needed in order to properly state the correct balance for account
receivables for franchise taxes. The adjustment was made as follows:

Fund Level

General Fund- Adjustment to correct amounts in accounts payables from prior years. $ (74,541)
$ (74,541)

Government Wide Level

Government Wide-Adjustment to correct amounts in accounts payabable from prior years. $ (74,541)

Government Wide-Adjustment to correct capital assets from prior years. (11,152)
$ (85,693)
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CITY OF SULLIVAN CITY
NOTES TO FINANCIAL STATEMENTS

IV. OTHER INFORMATION

H. Urban County
The City of Sullivan City and other municipalities in Hidalgo County participate in Hidalgo County's
“Urban County” Program. By being designated as an “Urban County,” Hidalgo County and the

participating cities are entitled to receive a formula share of entitlement CDBG program funds from
U.S. Department of Housing and Urban Development (HUD).

Monies received from HUD are allocated to the cities participating in the program based on agreed
upon formulas. The County is responsible for the administration of the program and is ultimately
responsible for including the grant activity related to the “Urban County Program” in its audit report
(s) as per CDBG guidelines. All monies received from HUD on this program are handled by the
County. The County pays the vendors or contractors directly for goods or services which benefit
the different cities. The County also reimburses the cities for general administration cost incurred
by those cities. The City received $267,102. for expenses and improvements occurred between
October 1, 2018 to September 30, 2018.

I. Litigation

The City is a defendant in various lawsuits. Although the outcome of these lawsuits is not presently
determinable, it is the opinion of the City’s legal counsel and management that resolution of these
matters will not have a material adverse effect on the financial condition of the City at September
30, 2018.

J. Commitments and Contingencies

Federal and State Funds - The City has received federal and state funds as grants and other financial
assistance. These funds must be spent only as allowed by the grant and other federal or state
requirements. Also, the City must follow various laws and regulations when they receive these
funds. If the City does not abide by these laws and regulations or does not spend the monies, as
allowed under the grant agreements, the City may be required to return the grant monies, or portion
thereof, to the granting agencies. The contingent liability, if any, that may be due to the federal and
state agencies, cannot be readily determined.

K. Risk Management

The City is exposed to various risk of loss related to torts, theft, damage, or destruction of assets,
errors and omissions, injuries to employees, and natural disasters. During fiscal year 2018, the City
has maintained general liability coverage at a cost that is considered to be economically justifiable
by joining together with the governmental entities in the State as a member of the Texas Municipal
League Intergovernmental Risk Pool (“TML”). TML is a self-funded pool operating as a common risk
management and insurance program. The City pays an annual premium to TML for its insurance
coverage. The agreement for 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 settled claims resulting from these
risks have not exceeded coverage in any of the past three years.
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CITY OF SULLIVAN CITY
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IV. OTHER INFORMATION

L. Subsequent Events

For the purposes of reporting subsequent events, management has considered events occurring up
to July 5, 2019, the date the report was available to be issued. No further subsequent events were
noted.
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REQUIRED SUPPLEMENTARY INFORMATION

Required supplementary information includes financial information and disclosures required by the
Govermental Accounting Standards, but not considered a part of the basic financial statements.



City of Sullivan City, Texas
Schedule of Revenues, Expenditures, and Changes in Fund Balance-Budget and Actual

General Fund

For the Year Ended September 30, 2018

Variance
Actual Favorable
Budgeted Amounts Budget (Unfavorable)
Final to
Original Final Basis Actual
Revenues
Property Taxes $ 449,162 $ 449,162 $ 462,704 $ (13,542)
Sales Taxes 155,776 155,776 140,592 15,184
Franchises Taxes 198,758 198,758 105,781 92,977
Intergovernmental 330,105 330,105 384,237 (54,132)
Permits and Fees 297,500 297,500 305,093 (7,593)
Fines and Forfeitures 335,000 335,000 281,482 53,518
Other Revenues 115,000 115,000 32,439 82,561
Total Revenues 1,881,301 1,881,301 1,712,328 168,973
Other Financing Sources
Transfers From Other Funds - - - -
Total Revenues and Other
Financing Sources 1,881,301 1,881,301 1,712,328 168,973
Expenditures
General Government 519,925 519,925 736,528 (216,603)
Public Safety 716,756 716,756 635,172 81,584
Culture and Recreation 128,953 128,953 145,530 (16,577)
Economic Development 65,852 65,852 - 65,852
Municipal Court 197,705 197,705 144,353 53,352
Capital Outlay 248,800 248,800 267,102 (18,302)
Debt - Principal - - 17,249 (17,249)
Debt - Interest - - - -
Total Expenditures 1,877,991 1,877,991 1,945,934 (67,943)
Other Financing Uses
Transfers to other funds - - - -
Total Expenditures and Other
Financing Uses 1,877,991 1,877,991 1,945,934 (67,943)
Excess (Deficiency) of Revenues and
Other Sources Over Expenditures
and Other Uses 3,310 3,310 (233,606 ) 236,917
Net Change in Fund Balance 3,310 3,310 (233,606) 236,917
Fund Balance-Septemebr 30, 2017 536,478 536,478 536,478 -
Prior Period Adjustment (74,541) (74,541) (74,541) -
Fund Balance- September 30, 2018 $ 465,247 $ 465,247 $ 228,331 $ (236,916)

The notes to these statements are an integral part of these statements.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and City Council and City Manager of
City of Sullivan City, Texas

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of the
governmental activities, the aggregate discretely presented component units, each major fund, and
the aggregate remaining fund information of the City of Sullivan City, Texas, as of and for the year
ended September 30, 2018, and the related notes to the financial statements, which collectively
comprise the City of Sullivan City, Texas’s basic financial statements and have issued our report
thereon dated July 5, 2019.

Internal Control over Financial Reporting

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

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

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. Given these limitations, during our audit we did not
identify any deficiencies in internal control that we consider to be material weaknesses. We did
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however, identify certain deficiencies in internal control, described in the accompanying schedule
of findings and responses that we consider to be significant deficiencies. They are listed as items
#2018-1, #2018-2, and #2018-3.

Compliance and Other Matters

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

City of Sullivan City, Texas’s Response to Findings

City of Sullivan City, Texas’s response to the findings identified in our audit is described in the
accompanying schedule of findings and responses. City of Sullivan City, Texas’s response was not
subjected to the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on it.

Purpose of this Report

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

Govanof Gpiley 0P Qr00ecsts DLt

Oscar R. Gonzalez, CPA & Associates, PLLC
Certified Public Accountants

Pharr, Texas
July 5, 2019
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CITY OF SULLIVAN CITY
Schedule of Findings and Responses
Year Ended September 30,2018

SUMMARY OF AUDITOR RESULTS

I. Financial Statement Audit

A. The auditor’s report expressed an unqualified opinion on general purpose financial
statements.

B. Significant deficiencies disclosed during the audit of the general purpose financial
statements. Items are listed as #2018-1, #2018-2 and, #2018-3

C. No instance(s) of non-compliance material to the general purpose financial statements
of City of Sullivan City, which would be required to be reported in accordance with
Government Auditing Standards, was disclosed during the audit.

D. City of Sullivan City did not qualify for a single audit within the context of the OMB-
Uniform Guidance.

II. Financial Statement Findings

Schedule Reference: (2018-1) Closing of Financial Statements

Criteria: Controls relative to timely and accurate close-out of financial statements at year-end should be in
place, in order to provide management and other third-party stakeholders with the necessary financial
information to make appropriate decisions, and to ensure compliance with federal, state, and local
reporting deadlines.

Condition: The City did not post various significant entries required at year-end. These entries impacted
the balance sheet.

Effect: Timely and accurate financial statements in accordance with GAAP were not available during the
year, and at year-end. As such, monitoring of budget versus actual activity in the expenditures incurred
and revenues realized may have been compromised, as well as other key decision-making processed based
on financial statements.

Recommendation: The City should review its internal controls relating to financial statement accounting
and reporting to ensure that timely financial statements in accordance with GAAP are prepared and
available for management use, as well as for audit purposes.

Auditee’s Response: the City will review internal controls related this area and will make a
recommendation to management. The contact number is 956-485-2828.
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Schedule Reference: (2018-2) Fixed Assets
Criteria: A City’s capital assets typically represent the entity’s most significant assets and have a significant
impact on financial statements.

Condition: A physical inventory of the City’s capital assets has not been performed periodically.
Additionally, subsidiary records for capital assets were not reconciled to the general ledger on a timely
basis. This would include depreciation schedules.

Effect: The City’s perpetual records for accounting for capital assets may not accurately reflect capital
assets on hand and accumulated depreciation during the year and at year-end unless all pertinent record
are updated accordingly.

Recommendation: The City should update perpetual records (general ledgers) to reflect the results of the
physical inventory. Additionally, depreciation records should also be updated in order to allow for an
accurate annual calculation.

Auditee’s Response: The City will review internal controls related this area and will make a
recommendation to management. The contact number is 956-485-2828.

Schedule Reference: (2018-3) Accounts Payable

Criteria: A City’s accounts payables typically represent the entity’s current obligations and have a
significant impact on financial statements. Controls relative to produce a timely and accurate listing of
accounts payable should be in place, in order to provide management and other third-party stakeholders
with the necessary financial information to make appropriate decisions, and to ensure financial
accountability.

Condition: Subsidiary records for accounts payables were not reconciled to the general ledger on a timely
basis. This would include payment schedules for any settlement agreements.

Effect: The City’s records for accounting for accounts payable may not accurately reflect amounts owed
during the year and at year-end unless all pertinent records are updated accordingly.

Recommendation: The City should update vendor records (general ledgers) to reflect the results of the
vendor balances.

Auditee’s Response: The City will review internal controls related this area and will make a
recommendation to management. The contact number is 956-485-2828.
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CITY OF SULLIVAN CITY, TX
Summary Schedule of Prior Audit Findings
Year Ended September 30, 2018

SUMMARY OF AUDITOR RESULTS - PRIOR FISCAL YEAR

A. Financial Statement Findings - Prior Fiscal Year

Schedule Reference: (2017-1) Closing of Financial Statements

Criteria: Controls relative to timely and accurate close-out of financial statements at year-end should be
in place, in order to provide management and other third-party stakeholders with the necessary financial
information to make appropriate decisions, and to ensure compliance with federal, state, and local
reporting deadlines.

Condition: The City did not post various significant entries required at year-end. These entries impacted
the balance sheet.

Effect: Timely and accurate financial statements in accordance with GAAP were not available during the
year, and at year-end. As such, monitoring of budget versus actual activity in the expenditures incurred
and revenues realized may have been compromised, as well as other key decision-making processed based
on financial statements.

Recommendation: The City should review its internal controls relating to financial statement accounting
and reporting to ensure that timely financial statements in accordance with GAAP are prepared and
available for management use, as well as for audit purposes.

Auditee’s Response: the City will review internal controls related this area and will make a
recommendation to management. The contact number is 956-485-2828.

Schedule Reference: (2017-2) Fixed Assets
Criteria: A City’s capital assets typically represent the entity’s most significant assets and have a
significant impact on financial statements.

Condition: A physical inventory of the City’s capital assets has not been performed periodically.
Additionally, subsidiary records for capital assets were not reconciled to the general ledger on a timely
basis. This would include depreciation schedules.

Effect: The City’s perpetual records for accounting for capital assets may not accurately reflect capital
assets on hand and accumulated depreciation during the year and at year-end unless all pertinent record
are updated accordingly.

Recommendation: The City should update perpetual records (general ledgers) to reflect the results of the
physical inventory. Additionally, depreciation records should also be updated in order to allow for an
accurate annual calculation.
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Auditee’s Response: The City will review internal controls related this area and will make a
recommendation to management. The contact number is 956-485-2828.

Schedule Reference: (2017-3) Accounts Payable

Criteria: A City’s accounts payables typically represent the entity’s current obligations and have a
significant impact on financial statements. Controls relative to produce a timely and accurate listing of
accounts payable should be in place, in order to provide management and other third-party stakeholders
with the necessary financial information to make appropriate decisions, and to ensure financial
accountability.

Condition: Subsidiary records for accounts payables were not reconciled to the general ledger on a timely
basis. This would include payment schedules for any settlement agreements.

Effect: The City’s records for accounting for accounts payable may not accurately reflect amounts owed
during the year and at year-end unless all pertinent records are updated accordingly.

Recommendation: The City should update vendor records (general ledgers) to reflect the results of the
vendor balances.

Auditee’s Response: The City will review internal controls related this area and will make a
recommendation to management. The contact number is 956-485-2828.
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