CITY OF CANYON, TEXAS
ANNUAL FINANCIAL REFORT FOR THE YEAR ENDED

SEPTEMBER 30, 2010

BROWN, GRAHAM & COMPANY
PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS
1603 4th AVENUE
CANYON, TEXAS 79015
(806) 655-2159



CITY OF CANYON, TEXAS

Table of Contents

Auditor"s Report on Basic Financial Statements

Management's Discussion and Analysis

Basic Financial Statements Exhibit
Statement of Net Assets A-1
Statement of Activities B-1
Balance Sheet - Governmental Funds C-1
Reconciliation of the Governmental Funds Balance Sheet to the

Statement of Net Assets C-2
Statement of Revenues, Expenditures and Changes in Fund
Balance - Government Funds C-3

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

to the Staternent of Activities C-4
Statement of Revenues, Expenditures and Changes in Fund

Balance Budget and Actual - General Fund C-5
Statement of Net Assets - Proprietary Funds D-1
Statement of Revenues, Expenses and Changes in Fund Net

Assets - Proptietary Funds D-2
Statement of Cash Flows - Proptietaty Funds D-3

Notes to Financial Statements
Overall Compliance and Internal Control Section

Report on Intetnal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of
Financial Statements petformed in Accordance with Gouernmental
Auditing Standards

Schedule of Findings and Questioned Costs

Scheduel of Status of Prior Findings

Corrective Action Plan



BROWN, GRAHAM & COMPANY

PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS

P. O. Box 873 + Canyon, Texas 79015 * 806-655-2159 + Fax 806-655-2509

UNQUALIFIED OPINION ON BASIC FINANCIAL STATEMENTS
INDEPENDENT AUDJTOR’S REPORT

The Honorable Quinn Alexander, Mayor
Members of the City Commission

City of Canyon, Texas ‘
We have audited the accompanying financial statements of the governmental activities, the business-type activities,
the aggregate discretely presented component unit and each major fund of City of Canyon, Texas, (the City) as of

-and for the year ended September 30, 2010, which collectively compromise the City’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the City’s administration, QOur
tesponsibility is to express an opinion 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 Aunditing 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 of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting prnciples used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides 2 reasonable basis for
our opinions.

In out 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 aggregate discretely presented
componeat unit and each major fund of City of Canyon, Texas, as of September 30, 2010, and the respective
changes in financial position and cash flows, where applicable, thereof, and the respective budgetary comparison
for the general fund for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Gavernmment Auditing Standards, we have also issued our report dated February 3, 2011 on our
consideration of the City’s internal control over financial teporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters, The purpose of that report is to
describe the scope of our testing of internal control over financial teporting and compliance and the results of that
testing and not to provide an opinion on internal controls over financial reporting ot on compliance. That report
ts anintegral part of an audit performed in accordance with Governmental Auditing Standards and should be read in
conjunction with this report in consideting the results of our audit,

Accounting principles generally accepted in the United States of America require that the management’ discussion
and analysis 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 histotical context. We have applied certain limited procedures to the tequired supplementary
information in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquities 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
othet 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 exptess an opinion or provide ANy ASSUrANCE,

Brown, Grakam & Company, . (.

Canyon, Texas
February 3, 2011

AMARILLG + AUSTIN - CANYON + DIMMITT + GEORGETOWN » PAMPA  SPEARMAN + TULIA



Management’s Discussion and Analysis
City of Canyon, Texas

In this section of the Annual Financial and Compliance Report we, the city management of the City of Canyon, discuss
and analyze the City’s financial performance for the fiscal year ended September 30, 2010. Please read it in conjunction
with the independent auditor’s report and the City’s Basic Financial Statements.

Financial Highlights:
The City’s assets exceed its liabilities by §44,364,753 (net assets) for the fiscal year reported,

Total net assets are compromised of the following:

1, Capital assets, net of related debt, of $33,928,152 include property and equipment, net of accumnulated
depreciation, reduced for outstanding debt related to the putchase or construction of capital assets.
pA Unrestricted net assets of $8,038,090 represent the pottion available to maintain the City's continuing

obligation to citizens and creditors.

The City’s governmental activities reported total ending net assets of $20,419,934 this year, $3,383,311 of this amount is
untestricted.

'The City’s net assets increased by $1,691,192 during the fiscal year. Governmental activities increased by $235,955, while
business-type activities increased by $1,455,237.

The City has total! liabilities of $9,581,656. Current liabilities were $1,688,401 and non-current liabilities were $7,893,255.

The governmental activities received $1,899,383 in fees for setvices and $534,389 in contributions, grants and intet-
governmental revenue. The governmental fund also received $4,181,053 of general revenues. Property and sales taxes
accounted for $3,481,327 of the general revenue.

The business-type activities of the City generated $5,516,382 in charges for services and $71,223 in general revenues.

Total governmental activities expenditures were $6,378,870. Police, fire, streets, and sanitation accounted for $4,484,661
of the total expenditures.

Qverview of the Financial Staterents:

Management’s Discussion and Analysis introduces the City’s basic financial statements. The basic financial statements
include: {1) govetnment-wide financial statements, (2) fund fnancial statements, and (3) notes to the fAnancial
statements. The City also includes in this report additional information to supplement the basic financial statements.

Government-Wide Financial Statements:

The City’s annual repott includes two government-wide financial statements. These statements provide both long-term
and short-term information about the City’s overall status. Financial reporting at this level uses a perspective similar to
that found in the private sector with its basis in full accrual accounting.

The first of these govetnment-wide statements is the statement of net assets, This City-wide statement of position
presents information that includes all of the City’s assets and liabilities, with the difference reported as net assets, Over
time, increases or decreases in net assets may setve as 4 useful indicator of whether the financial position of the City as a
whole is improving ot deteriorating. Evaluation of the overnll economic health of the City would extend to other
nonfinancial factors such as diversification of the taxpayer base or of the condition of the City’s infrastructure in
addition to the financial information provided in this report.

The second government-wide statement is the statement of activities, which repoits how the City’s net assets changed
during the current fiscal year. All current yeat tevenues and expenses ate included regardless of when cash is received or



Management’s Discussion and Analysis {(continued)

paid. An important purpose of the design of the statement of activities is to show the financial reliance of the City’s
distinct activities or functions on reveaues provided by the City’s taxpayers.

Both govemment-wide financial statements distinguish governmental activities of the City that ate principally supported
by taxes and intergovetnmental revenues, such as grants, from business-type activities that are intended to recover all or
a significant portion of their costs through user fees and chatrges. Governmental activities include general government,
public safety, public services, and parks and recreation. Business-type activities include water and sewer utilities.

Fund Financial Statements:

4 fund is an accountability unit used to maintain control over resources segregated for specific activities or objectives.
The City uses funds to ensure and demonsttate compliance with finance-related laws and regulations. Within the basic
financial statements, fund financial statements focus on the City's individual funds rather than the City as a whole.

The City has two kinds of funds:

Governmental funds are reported in the fund financial statements and encompass essentially the same functions
tepotted as governmental activities in the government-wide financial statements. Flowever, the focus is very different
with fund financial statements providing a distinctive view of the City’s governmental funds, These statements report
short-term fiscal accountability focusing on the use of spendable resources during the year and balances of spendable
resoutces available at the end of the year. They are useful in evaluating annual financing requirements of governmental
programs and the commitment of spendable resources for the neat-term.

Since the government-wide focus includes the long-term view, compatisons between these two perspectives may provide
insight into the long-term impact of short term financing decisions. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fand balances provide teconciliation to the
government-wide statements to assist in understanding the differences between these two perspectives.

Proptiety funds are reported in the fund financial statements and generally report services for which the City charges
customers a fee. The city has one proprietary fund, the Water and Sewer Fund, which is an enterprise fund. Fatetprise
funds essentially encompass the same functions reported as business-type activities in the government-wide statements.

Proprietary fund statements provide both long-term and short-term financial information consistent with the focus
provided by the government-wide financial statemenis but with more detail,

Notes to the Financial Statements:

The accompanying notes to the financial statements provide information essential to a full understanding of the
government-wide and fund financial statements. The notes to the financial statements begin immediately following the
basic financial statements.

Summayy, and Future Outlgok:

"The City of Canyon continues to face difficulties financially,. We continue to deal with ever-increasing costs of goods,
services, supplies, equipment, and personnel. To meet those ncreasing costs, we must raise additional revenue, tim
expenditures, or reduce the level or quality of services that we provide to our constituents. This is not just a condition
we are faced with recently. This is always the charge of government. Fowever, out local economy still remains fairly
stable. Sales tax revenues are steady if not slightly increasing. That being said, our local economy remains somewhat
sttong. Sales fax revenues have remained faitly constant, even to the point where we budgeted an increase in revenue
for the 2011 budget. Propetty values have not increased, which also cteates revenue challenges. And Franchise taxes
have dropped over the past couple of yeats, primarily due to decreases in natutal gas prices, which affect both Atmos
Energy and Xcel Enetgy franchise payments. As in previous years, with sales taxes, property taxes, and franchise taxes
remaining steady or decteasing, we have had to make sactifices in budgeting, and watch expenditures very closely.



Management’s Discussion and Analysis (continued)

2010 was an exciting year for growth, The Canyon East subdivision is about to begin housing construction, and the
Creekside Subdivision nearly filled up with homes. Our ad valorem tax rate has been reduced by just over 6 ¥4 cents per
hundred due to our added dollars from the 4B sales tax, a benefit enjoyed by our citizens and property owners.

Canyon’s financial condition continues to be strong. In Fiscal Year 2010, we managed our budget very well, with our
total cash in the bank increasing by about $1,996,000 (This includes encumbered monies totaling around $730,000, so
the number would actually be smaller when encumbrances are taken out. But all in all, it was a very conservative yeat).
So, even in these difficult economic fimes, we wete able to put substantial funds back into our reserves. Management
feels strongly about maintaining a level of resetves equal to at least 50% of our annual operating budget, with a prefetred
level of one year’s operating expenses. These funds can be very valuable in the event of unforeseen emergencies ot

opportunities.

As in the past, we sttive to keep user fees comparable to other cities, but we do have an obligation to ensute we are
taking care of our infrasttucture and our future in the best way possible. Our fees ate evaluated each yeat to determine if
they are generating the amount of revenue required to meet our commitments hoth today and in the futute. We believe
in investing in our ptesent axd in our future,

As discussed during budget time for the past couple of yeats, our commitment to our employees remains steady. We
need employces who will be around, employees who are loyal to us like we are to them. We attempt to provide the best
benefits we can to our people. This encourages loyalty and stability, and management believes it also allows us to
provide a greater level of setvice to our citizens.

Over the past year we have accomplished much. We have taken care of our obligations, both financially and otherwise.
We have new developments in town, and new growth. We have long-term projects for out infrastructure and our patks
underway.  We have maintained our commitment to maintenance and opetating costs of our systems, and have
committed dollars toward capital improvements. We have otdered 2 new fire trucks to replace old, outdated equipment.
‘These vehicles have recently been delivered, and we were able to pay for those vehicles with reserve funds. We have had
to make some sactifices as a tesult of tising costs and non-rising revenues, but we have sustained, and we continue to

grow.

In summary, Canyon is stable financially, and it is our goal to maintain that stability into the future. We must continue
out commitments to providing setvices for our citizens, taking cate of our employees, maintaining our infrastructure,
and building for the future.

Contacting the City’s Management:

This financial repost is designed to provide a general overview of the City’s finances, comply with finance-related laws
and regulations, and demonstrate the City’s commitment to public accountability., 1€ you have any questions about this
tepott ot desire additional information, contact City Hall, City of Canyon, 301 16t Street, Canyon, Texas 79015.

A copy of the separately issued financial statements for the Canyon Economic Development Cortporation, 2 compenent
unit, may be obtained by contacting the CEDC, 308 14 Street, Suite 100, Canyon, Texas 79015.
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ASSETS
Cash and Cash Equivalents
Investments

Receivables (net of allowance for uncollectibles)

Intemal Balances

Inventories

Prepaid Ttems

Capitalized Debt Issuance Costs
Restricted Assets:

Cash and Cash Equivalents
Capital Assets;

TLand

Infrastructure, net

Buildings, net

Improvements other than Buildings, net

Machimery and Equipment, net

Construction in Progress

Total Assets

LIABILITIES

Curtent Liabilities
Accounts Payable
Customer Deposits
Accrued Interest Payahle

Noncurrent Liabilities
Debt payments due within one year
Debt payments due mote than one year
Amottizable Bond Premium

Total Liabilites

NET ASSETS

Invested in Capital Assets, Net of Related Debt

Restricted Assets

Restricted for Capital Quday

Untestricted Net Assets
Total Net Assets

CITY OF CANYON , TEXAS
STATEMENT OF NET ASSETS
SEPTEMBER 30, 2010

Primary Government

EXHIBIT A-1

Business-
Governmental Type Component
Activities Activities Total Unit

$ 319,405 $ 2,472,981 $ 2,792,386 $ 378,524
1,789,531 4,378,873 6,168 404 402,842
153,665 499 863 653,528 42,108
1,236,297 (1,236,297) - -
- 118,920 118,920 -
. 1,050 1,050 1,000
- 02,456 92,4506 -
221,418 2,177,093 2,398,511 123,004
496,589 3,328,120 3,824,709 -
12,332,927 11,283,504 23,616,431 ;
1,878,624 399,264 2,277 888 -
504,349 9,277,749 9,782,098 -
1,602,916 537,097 2,140,013 10,883
- 80,015 80,015 -
20,535,721 33,410,688 53,946,409 058,361
29,958 1,325,703 1,355,661 8,038
85,829 203,864 289,693 -
) 43,047 43,047 -
- 360,000 360,000 170,000
- 7,433,000 7,433,000 680,000
- 100,255 100,255 -
115,787 9,465,869 9,581,656 858,038
16,815,405 17,112,747 33,928,152 10,883
221,418 - 221,418 -
- 2,177,093 2,177,093 -
3,383,111 4,654,979 8,038,090 89,440
$ 20,419,934 ¥ 23944819 $ 44,364,753 $ 100,323

The accompanying notes are an intepral part of these statements.



CITY OF CANYON, TEXAS
STATEMENT OF ACTIVTIIES
FOR THE YEAR ENDED SEPTEMBER 30, 2010

Primary Government:
GOVERNMENTAL ACTIVITIES:
Legislative
Executive
Financial Administration
Restricted Revenues
Civic Complex
Police
Fire Protection
Code Enforcement -

Vectot Control

Randall County Communications

Steeets : :

Sanitation

Parks

Libraries

Community Center

Pool

Dainstreet Program .. :

Total Governmental Activities:

BUSINESS-TYPE ACTIVITIES:

Water and Sewer Fund

Palo Duro Creek Golf Course :

Total Business-Type Activities

TOTAL PRIMARY GOVERNMENT

COMPONENT UNIT:

Canyon Economic Development Corporation
TOTAL COMPONENT UNIT

General Revenues:

Program Revenues

Opetating

Charges for Grants and
Expenses Services Contributions

$ 77857 % -3 82350 .
169,021 - - ' -
23,999 - - -
157,376 151,624 - 34,429
98,586 ) S
1,776,863 308,892 54,745

722,886 - 312,865 -
112,270 69,418 S
17,555 31,423 -
146,313 - -
1,197,881 - -
787,031 1,176,513 -
463,813 11,940 -
172,450 6,158 50,000
37,212 14,232 S
80,197 41,586 -
137,560 87,597 o
6,378,870 1,899,383 534,389
3,088,585 4,943,715 -
1,043,783 372,667 . -
4,132,368 5516382 . e
§ 10511238 - § 7415765 $ 534,389
§ 1412498 % - $ -
5 1412498 3§ Ty )

Property Taxes, Levied for General Purposes

Sales Taxes

Franchise Taxes

Other Taxes

Penalty and Interest

Miscellaneous Revenue

Tnvestment Harnings
Total General Revenues

Change in Net Assets

Net Assets- Beginning
Net Assets- Ending

The accompanying notes are an integral part of these starements.

O



EXHIBIT B-1

Net (expenses) Revenue and
Changes in Net Assets
Primary Government

Governmental Business-Type Component
Actlvities Activities Total Unit

$ 4,493 $ - § 4,493 $ -
(169,021) - {169,021) -
(23,999 - {23,999 -
28,677 - 28,677 -
(98,586) - (98,586) ' -
{1,413,226) - (1,413,226) -
{410,021) - (410,021} -
(42,852) - (42,852) -
13,868 - 13,868 -
{146,313) - {146,313) -
(1,197,881) - (1,197,881) -
389,482 - 389,482 -
{451,873) - {451,873) -
(316,292) - {316,292) -
{22,980 - (22,980) -
(38,611) - (38,611) -
{49,963) - {49,963) -
(3,945,098 - {3,945,098) -
- 1,855,130 1,855,130 -
- (471,116) (471,116) -
- 1,384,014 1,384,014 -
(3,945,098) 1,384,014 (2,561,084) -
- - - (1,412,498
- - (1,412,498)
1,864,475 - 1,864,475 -
1,616,852 - 1,616,852 533,394
601,865 - 601,865 -
6,292 - 6,292 -
8,744 - 8,744 -
61,908 - 61,908 -
20,917 71,223 92,140 5,523
4,181,053 71,223 4,252,276 538,017
235,955 1,455,237 1,691,192 (873,581)
20,183,979 22,489,582 42,673,561 973,904
§ 20419934  § 23944819 § 44,364,753 3 100,323



CITY OF CANYON, TEXAS
BALANCE SHEET
GOVERNMENTAL FUNDS
SEPTEMBER 30, 2010

ASSETS

Cash and Cash Equivalents

Investments

Interest Receivable - Investments

Taxes Receivable

Allowance for Uncollectible Taxes (credit)
Receivables (net of allowance for uncollectible)
Due to Other Funds

Temporarily Restricted Cash and Cash Equivalents

Total Assets

LIABILITIES AND FUND BALANCES
Liabilities:
Accounts Payable
Claims and Judgments Payzble
Customer Dieposits
Deferred Revenues

Total Liabilities
Fund Balances:

Resetved for Designated Purpose
Unreserved and Undesignated:

Reported in the General Fund

Total Fund Balances

Total Liahilities and Fund Balances

The accompanying notes are an integral part of these statements,

EXHIBIT C-1

General
Fund

$ 319405
1,789,531

500

82,713
(31,838)
102,290
1,236,297
221,418

$ 3,720,316
el

$ 29,958
500

85,329

45,435

—_—l
161,222

221,418

3,337,676

3,559,094

§ 3720316



CI'TY OF CANYON, TEXAS

EXHIBIT C-2

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO THE

STATEMENT OF NET ASSETS
SEPTEMBER 30, 2010

Total Fund Balances - Govemmental Funds

Capital assets used in govemmental activites are not financial resoutces and
therefore ate not reported in governmental funds. At the beginning of the year,
the cost of these assets was $37,221,584 and the accumulated depreciation

was $19,960,230. The net effect of including the beginning balances for

capital assets {net of depreciation) is to increase net assets,

Current year capital outlays are expenditutes in the fund fnandal statements,
but they should be shown as increases in capital assets in the government-wide
financial statements, The net effect of including the 2010 capital outlays is to increase net assets.

The 2010 depreciation expense incteases accumulated depreciation. The net effect
of the current year's depreciadon is to decrease net assets.

Various other reclassifications and eliminations dre necessary to convert from the
modified accrual basis of accounting to accrual basis of accounting. These include
recognizing defetred revenue as revenue and eliminating interfund transactions,

The net effect of these reclassifications and recognitions is to inctease net assets

Net Assets of Governmental Activities

The accompanying notes are an integral part of these statements.

§ 3,550,094

17,261,354

156,497

(602,448)

45,437

§ 20,419,934

o ______——————



CITY OF CANYON, TEXAS

EXHIBIT C-3

STATEMENT OIf REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

REVENUES:

Taxes:
Property Taxes
Genetal Sales and Use Taxes
Franchise Tax
Other Taxes
Penalty and Interest on Taxes

Licenses and Permits

Intetgovernmental Revenue and Grants

Charges for Setvices

Fines

Investment Eamings

Other Revenue

"T'otal Revenues
EXPENDITURES:

General Governrnent:
Lepislative
Hxecutve
Financial Administration
Restricted Funds
Civic Complex

Public Safety:
Police
Fire Protection
Code Enfotcement
Vector Control
Randall County Communications Agreement

Streets

Sanitation

Culture and Recreation:
Parks
Libraries
Community Center
Pool

Conservation and Development:
Mainstreet Program

Total Expenditures

Net Change in Fund Balances
Fund balance - Octobet 1 (Beginning)
Fund Balance - September 30 (Ending)

The accompanying notes ate an integral part of these statements.

General
Fund

$ 1,863,442
1,616,852
601,865
6,292
8,744
56,940
534,389
1,527,392
315,050
20,917
61,008

—r i
6,613,791

77,856
169,020
23,998
157,376
96,969

1,786,887
648,644
108,234

17,555
146,313
886,341
791,632

411,654
352,182
30,422
78,211

147,560
5,930,854
682,937
2,876,157

$ 3,559,004



EXHIBIT C-4

CITY OF CANYON, TEXAS
RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2010

Total Net Change in Fund Balances- Governmental Funds 3 682,937

Current year capital outlays and long-term debt principal payments are expenditures

in the fund financial statements, but they should be shown as increases in capital assets

in the government-wide financial statements. The net effect of removing the 2010 capital

outlays is to increase net assets. 156,497

Depreciation i3 not recognized as an expense in povernmental funds since it does not
require the use of current financial resources. The net effect of the cutrent year's
deprectation is to decrease net assets. (602,448)

Various other reclassifications aud eliminations are necessary to convert from. the modified
accrual basis of accounting to the accrual basis of accounting. These include recognizing
deferred revenue as revenue, adjusting current year revenue to show the revenue carned
from the current year's tax levy and eliminating interfund transactions. The net effc:ct

of these reclagsifications and recognitions is to decrease net assets. (1,031)
Change in Net Assets of Governmental Activities $ 235,955

The accompanying notes are an integral part of these statements.



EXHIBIT C-5
CITY OF CANYON, TEXAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE BUDGET AND ACTUAL GENERAL FUND
FOR THE YEAR ENDED SEPTEMEER 30, 2010

Actual Variance
Budgeted Amounts Amounts Positive
Original Final (GAAP Basis) {Negative)
REVENUES:
Taxes:
Property Taxes $ 1,781,854 $ 1,781,854 $ 1863442 $ 81,588
(General Sales and Use Taxes 1,435,000 1,435,000 1,616,852 181,852
Franchise Tax - 700,000 700,000 601,865 (98,135)
Other Taxes 2,000 2,000 6,292 4,292
Penalty and Interest on Taxes 19,000 19,000 8,744 (10,256)
Licenses and Permits 37,000 37,000 56,940 19,940
Intergovernmental Revenue 455,300 455,300 534,389 79,089
Charges for Services 1,179,000 1,179,000 1,527,392 348,392
Fines 206,000 206,000 315,050 109,050
Investment Earnings 65,000 65,000 20,917 (44,083)
Other Revenue 20,000 20,600 61,908 41,908
Total Revenues 5,900,154 5,900,154 6,613,791 713,637
REXPENDITURES:
General Government 108,582 108,582 - 108,582
Legislative 64,444 64,444 77,856 {13,412)
Executive ' 157,213 157,213 - 169,020 (11,807
Financial Administration 24,088 24,088 23,998 Q0
Restricted - - 157,376 (157,376}
Civic Complex 79,792 79,792 96,969 (17,177)
Public Safety:
Police 1,662,262 1,662,262 1,786,887 (124,625)
Fire Protection 637,415 637,415 648,644 (11,229)
Code Enfotcement 129,053 129,053 108,234 20,819
Vector Control 30,600 30,000 17,555 12,445
Randall County Communications 121,313 121,313 146,313 {25,000)
Stteets 996,642 996,642 886,341 110,301
Santtation 835,370 835,370 791,632 43,738
Cultute and Recreation;
Recreation 5,000 5,000 - 5,000
Parks 401,168 401,168 411,654 (10,486)
Libraries 376,086 376,086 352,182 23,904
Community Center 49 2031 49,201 30,422 18,779
Pool 76,766 76,766 78,211 (1,445}
Consetvation and Development:
Mamstreet Program . 145,759 145,759 147,560 {1,801)
Total Expenditures 5,900,154 5,900,154 5,930,854 (30,700)
Net Change $ - $ - 682,937 ) 682,937
Fund Bajance- October 1 (Beginning) 2,876,157
Fund Balance- September 30 (Ending) ¥ 3,559,094

The accompanying notes are an integral part of these statements,



CITY OF CANYON, TEXAS
STATEMENT OF NET ASSETS

PROPRIETARY FUNDS
SEPTEMBER 30, 2010

ASSETS
Current Assets:
Cash and Cash Equivalents
Tnvestments
Interest Receivable - Investments
Accounts Receivable - Net of Uncollectible Amounts
Inventores
Prepaid Items
Due from Othet Funds
Capitalized Debt Issuance Costs
Restricted Assets- Cash and Cash Equivalents
Total Current Assets
Noncurrent Assets:
Capital Assets:
Land
Infrastructure
Buildings
Improvements other than Buildings
Machinery and Equipment
Accumulated Depreciation
Construction in Progress
Total Noncurtent Assets
Total Assets
LIABILITIES
Cutrent Liabilities:
Accounts Payable
Due to Other Funds
Accrued Interest Payable
Bonds Payable- Current
Total Current Liahilities
Noncurtent Liahilities:
Bonds Payable- Noncurrent Portion
Unamortized Premiums on Bonds Payable
Customer Deposits
Total Noncurtent Liabilities
Total Liabilities
NET ASSETS
Capital Assets, Net of Related Debt
Reserved for Capital Outlay
Unrestricted Net Assets
Total Net Assets

‘The accompanying notes are an intepral part of these statements.
ying i

Business-Type Activities

EXHIBIT D-1

Water/Sewer Golf Course Total
§ 1,702,370 $ 770,611 $ 2,472,981
4,378,873 - 4,378,873
1,523 - 1,523
498,241 99 498,340
118,920 - 118,920
1,050 - 1,050
966,903 - 966,903
78,014 14,442 92,456
2,177,093 - 2,177,003
9,922,987 785,152 10,708,139
2,930,982 . 397,138 3,328,120
19,727,370 658,399 20,385,769
300,909 318,586 619,495
10,970,501 461,775 11,432,276
3,262,324 279,475 3,541,799
(13,992,754) (488,971) (14,481,725)
80,015 - 80,015
23,279,347 1,626,402 24,905,749
33,202,334 2,411,554 35,613,888
1,320,248 5,355 1,325,703
- 2,203,200 2,203,200
32,087 10,960 43,047
275,000 85,000 360,000
1,627,435 2,304,515 3,931,950
5,455,000 1,978,000 7,433,000
100,255 - 100,255
203,864 - 203,864
5,759,119 1,978,000 7,737,119
7,386,554 4,282 515 11,669,069
17,549,344 (436,597) 17,112,747
2,177,093 - 2,177,093
6,089,343 (1,434,364 4,654,979
§ 25,815,780 $ (1,870,961) ¥ 23,944,819




EXHIBIT D-2
CITY OF CANYON, TEXAS
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

Business-Type Activities

Water and Golf
Sewet Fund Coutse Total

OPERATING REVENUES:
Charges for Water Setvices $ 3,259238 $ - $ 3,259,238
Chatges for Sewer Services 1,493,693 - 1,493,693
Penalties and Interest 63,965 - 63,965
Plumbing Inspectons 10,470 - 10,470
Water Taps, Turn on and Reconnect Fees 57,905 - 57,905
Golf Services - 424,120 424,120
Sales of Goods - 146,780 146,780
- Other Income 58,444 1,767 60,211
Total Operating Revenues 4,943,715 572,667 5,516,382

OPERATING EXPENSES:
Personnel Costs 1,281,297 364,924 1,646,221
Conttractual Setvices 944911 348,806 1,293,717
Supplies 193,956 193,303 387,259
Depteciation 668,421 136,750 805,171
Total Operating Expenses 3,088,585 1,043,783 4,132,368
Operating Income 1,855,130 {471,116) 1,384,014

NON-OPERATING REVENUES (EXPENSES):

Investment Earnings 70,850 373 71,223
Total Non-Operating Revenue 70,850 373 71,223
Change in Net Assets 1,925,980 (470,743) 1,455,237
Total Net Assets- October 1 (Beginning) 23,889,800 (1,400,218) 22,489,582
Total Net Assets- September 30 (Ending) $ 25,815,780 $ (1,870,961) $ 23,044,819

The accompanying notes are an integral part of these statements,



CTTY OF CANYON, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2010
Business-Type Activities

Water and Golf
Sewer Fund Course "T'otal
Cash Flows from Operating Activities:
Cash Received ftom Uset Chatges $ 4,952,886 $ 574,768 $ 5,527,654
Cash Payments to Employees for Services (1,281,297 (364,924) (1,646,221)
Cash Payments for Suppliers {800,071) {(537,183) (1,337,254)
Net Cash provided (used) by Operating Activities 2,871,518 (327,339) 2,544,179
Cash Ilows from Non-Capital Financing Activities:
Decrease (increase) in Due from Other Funds {471,959) - (471,959
Increase {decrease} in Due to Other Funds - 908,962 908,962
Net cash (provided) used by Non-Capital Financing Activities (471,959 908,962 437,003
Cash Flows from Capital and Related Financing Activities:
Net Acquisition of Capital Assets (3,497 A85) {7,754) (3,505,239)
Principal Payments on Bond Debt (265,000) (81,000 {3406,000)
Net Cash used by Capital Financing Aclivities {3,762,485) {88,754) {3,851,239)
Cash flows from Investing Activities:
Sale of Investments 1,949,875 - 1,949,875
Intetest on Investments 90,712 373 91,085
Net Cash provided by Investing Activities 2,040,587 373 2,040,960
Net Increase {decrease) in Cash and Cash Equivalents 677,061 493,242 1,170,903
Cash and Cash Equivalents at Beginning of the Year: 2,546,689 277,369 2,824,058
Cash and Cash Equivalents at the End of the Yeat: $ 3,224,350 $ 770,611 § 3,994,961
Reconciliation of Operating Income 1o Net Cash
Provided By Operating Activities:
Operating Income (Loss) $ 1,855,130 ¥ @71,116) § 1,384,014
Adjustments to reconcile Operating Income to Net
Cash provided by Operating Activities: _
Depreciation 668,421 136,750 805,171
Effect of Increases and Decreases in
Assets and Liabilities:
Decrease (increase) in Receivables 27,840 2,100 29,940
Decrease (increase) in Inventoties (76,057) - {70,057)
Increase (decrease} in Accounts Payable 390,378 5,356 395,734
Increase (decrease) in Interest Payable (1,407) {429) (1,836)
Increase {decrease) in Customer Deposits 7,213 - 7,213
Net Cash provided (used) by Operating Activities $ 2,871,518 § (327,339 § 2544179

"The accompanying notes dre an integral part of these statements,

EXHIBIT D-3



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

L. SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES:

City of Canyon, Texas (the City) is a municipality opetating under the applicable taws and regulations of the State
of Texas, It is governed by a five membet City Council (the Council) elected by registered voters of the City. The
City prepares its basic financial statements in conformity with generally accepted accounting principles
promulgated by the Government Accounting Standards Board and other authoritative sources identified in
Statement on Anditing Standards No, 69 of the American Institute of Certified Public Accountants; and it complies
with the requirement of contracts and grants of agencies from which it receives funds.

A. REPORTING ENTITY

The Council is elected by the public and it has the authority to make decisions, appoint administrators and
management, and significantly influence operations, It also has the ptimaty accountability for fiscal matters.
Therefore, the City is a financial reporting entity as defined by the Governmental Accounting Standards Board
(“GASB”) in its Statement No. 14, “The Financial Reporting Entity,”

The City has one component unit. A component unit is a separate entity that the city ot council can exert
significant influence over, The Canyon Economic Development Cotporation (CEDC) is a component unit due to
the fact that the council appoints the CEDC board and also approves the annual budget. The CEDC has issued
separately audited financial statements. Copies of the CEDC audit may be obtained by contacting the City.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The statement of net assets and the statement of activities are goveinment-wide financial statements. They report
information on all of the City’s non-fiduciary activities with most of the interfund activities removed, Governmental
actipifies include programs supported ptimarily by taxes, user fees and other intergovernmental revenues. Business-
Bype actiities include operations that rely to a significant extent on fees and chatges for support.

The statetnent of activities demonstrates how other people or entifies that participate in programs the City operaies have
shared in the payment of the ditect costs. 'The “charges for services” column includes payments made by parties that
puschase, use or directly benefit from goods or setvices provided by a given function o segment of the City. Examples
include utility charges, service fees, etc. The “grants and contributions” column includes amounts paid by organizations
outside the City to help meet tlic operational or capital requirements of a given function. An example is payment for fire
protection by Randall County, Ifa type of tevenue is not a program tevenue, 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 proprietary funds appear as due to/due from 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 tevenues, expenditures and changes in fund balance and on the
proprietary fund statement of revenues, cxpenses and changes in fund net assets. Interfund activities between
governmental funds and enterprise funds remain on the government-wide statements and appear on the
government-wide statement of net assets as due from/duc to and on the statement of activities as interfund

transfers.

The fund financial statements provide reports on the financial condition and tesults of operations for two fund
categories — governmental and propuetary. The City considers all governmental and proprietary funds major and
reports their financial condition and results of opetations in a separate column.



CITY OF CANYON, TEXAS
NQTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS (continued)

Propriety funds distinguish operating revenues and expenses from non-operating items. Operating revenues result
from providing goods and setvices in connection with a proptetary fund’s ptincipal ongoing operations; they
usually come from exchange or exchange-like transactions. All other revenues ate non-operating. Operating
expenses can be tied specifically to the production of the goods and services, such as materials and labor and direct
overhead. Other expenses are non-operating.

C. 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 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 similat 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 measutement 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 ptresent net increases and decreases in
current assets (i.e., revenues and other financing sources und expenditures and other financing uses).

The modified accrual basis of accounting recognizes tevenues in the accounting period in which they become both
measurable and available, and it recognizes expenditutes in the accounting period in which the fund liability is
incurred, if measurable, except for unmatured interest and principal on long-term debt, which is recognized when
due. The expenditure related to certain compensated absences and claims and judgments ate 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 taxes Property tax revenues are recognized under the
“susceptible to accrual” concept, that is, when they arc both measurable and available, The City considers them
“available” if they ate collected within 60 days of the end of the fiscal year. Miscellaneous revenues are recorded
as revenue when teceived in cash because they are generally not measurable until actually received. Investment
earnings ate recorded as earned, since they ate both measurable and available.

Grant funds are considered to be earned to the extent of expenditures made under tlie provisions of the grant.
Accordingly, when such funds are received, they are recorded as deferred revenues until related 2nd 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.

"The Proprietary Fund Types ate accounted for on a flow of economic measurement focus and utilize the accrual
basis of accounting. This basis of accounting recognizes revenues in the accounting period in which they ate
earned and become measurable and expenses in the accouanting petiod 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 liahilities associated with the aperation of
these funds are included on the fund statement of net assets. The fund equity is segrepated into invested in capital
assets net of related debt, restricted net assets, and unrestricted net assets.



CTTY OF CANYON, TEXAS
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

D. FUND ACCOUNTING

The City reports the following major governmental fund:

1.

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

The City reports the following praptietary funds:

1.

Water and Sewer Fund - The water and sewer fund accounts for the operations of the water and
sewer utilities furnished by the City to its residents.

Golf Course Fund ~ The golf course fund accounts for all the opetations of Palo Duro Creek Golf
Coutse,

E. OTHER ACCOUNTING POLICIES

1.

For the purposes of the statement of cash flows for proprietaty funds, the City considers highly liquid
investments to be cash equivalents if they have a matutity of three months or less when purchased.

In the government-wide financial statements, and proprietary fund types in the fund financial statements,
long-term debt and other long-term obligations are reported as labilities in the applicable governmental
activities, business-type activities, or proprietary fund type statement of net assets. Bond issuance costs
are repotted as deferred charges and amartized over the term of the related debt.

Employees of the City ate entitled to paid vacation, paid sick days and personal days off, depending on
full-time status, length of service, and other factors, The City’s policy is to recognize the costs of
compensated absences when actually paid to employees. The potential amount due to employees is not
material. :

Capital assets, which include land, buildings, equipment and infrastructure assets are reported in the
applicable governmental or business-type activities columns in the government-wide financial statements.
Capital ussets 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 two years. Such assets ate recorded at historical cost or estimated
historical cost if purchased or constructed. Donated capital assets are recorded at esdmated 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 ate capitalized as
projects ate constructed.

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

Assets Yeats
Buildings 50
Building Improvements 20
Infrastructure 50
Vehicles 10
Office Equipment 10
Computer Equipment 5

Othes Equipment 10



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

E. OTHER ACCOUNTING POLICIES (continued)

A,

The City is exposed to various risks of loss related to torts, theft of, damage to and destruction of assets;
error and omissions; injuries to employees; and natural disasters, Duting fiscal year 2010, the City
purchased insutance through Texas Municipal League (TML) to cover general liabilities. Thete are no
significant changes in coverage in the past fiscal year and there were no seftlements in excess of the
insurance coverage for any of the past three years.

The preparation of the financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accotdingly, actual results could differ from those estimates.

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

When the City incurs an expense for which it may use either restricted of unrestricted assets, the City’s
: : P v ¥
policy is to use restricted assets fArst and then untestricted funds as needed.

The amounts on these statements have been rounded individually and therefore some columns may not
total because of rounding.

10, The Canyon Economic Development Corporation is a component unit of the City.

II. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMEN 'S

EXPLANATION OF CERTAIN DIFFERENCES BETWEEN THE GOVERNMENTAL FUND
BALANCE SHEET AND THE GOVERNMENT-WIDE STATEMENT OF NET ASSETS

Exhibit C-2 provides the reconciliation between the fund balance for total governmental funds on the
governmental fund balance sheet and the net assets for governmental activities as teported in the government-wide
statement of net assets. One element of that teconciliation explains that capital assets are not financial resources
and are therefore not reported in governmental funds. The details of capital assets at the beginning of the year are

as follows:
Capital Assets Accumulated Net Value
Beginning of Year Historic Cost Depreciation Beginning of Year
Land $ 496,589 $ - $ 496,589
Buildings 3,224,781 1,280,438 1,944,343
Equipment 4,071,292 2,419,426 1,651,866
Improvements 1,080,139 527,345 552,794

Infrastruchure

Net Capital Assets at October 1, 2009

28,348,783

15,733,621

12615762

$ 17,261,354



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

B. EXPLANATION OF CERTAIN DIFFERENCES BETWEEN THE GOVERNMETAL FUND
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES AND
THE GOVERNMENT-WIDE STATEMENT OF ACTIVITIES

Exhibit C-4 provides a reconciliation between the net changes in fund balance as shown on the governmental fund
statement of revenues, expenditures, and changes in fund balances and the changes in net assets of governmental
activities as reported on the government-wide statement of activities. One element of that reconciliation explains
that current year capital outlays are expenditures in the fund financial statements, but should be shown as incteases
in capital assets in the government-wide statements, This adjustment affects both the net asset balance and the
change in net assets. The details of this adjustment are as follows: '

Curtent Year Adjustments to
Capital Outlay Armount Net Assets
Infrastructure $ - $ -
Buildings - -
Equipment 156,497 -
Improvements - -
Total Capital Outlay $ 156,497 $ 156,497
e —————— e S —
III. STEWARDSHIP, COMPLIANCE, AND ACCOU ILITY

A. BUDGETARY DATA

The City adopts an “appropriated budget” for the General Fund. The City compares the final amended budget to
actual revenues and expenditures. The General Fund Budget report appears in Exhibit C-5.

The following procedutes are used in establishing the budgetary data reflected in the general-purpose financial
statements:

1. Prior to September 30t%, the City prepares a budget for the next fiscal year l)eginniﬁg October 1. The
operating budget includes proposed expenditutes and the means of financing them.

2. A meeting of the 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 enacred through passage of a resolution by the Council. Once a
budget is approved, it can only be amended at the function and fund level by approval of a majotity of the
members of the Council. Amendments are presented to the Council at its regular meetings. Any amendment
must have Council approval. As required by law, such amendments are made before the fact, ate reflected in
the official minutes of the Council and are not made after fiscal year end. The City had no budget
amendments during the yeat.



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

IV, DETAIL NOTES ON ALL FUNDS AND ACCOUNT GROUPS

A. DEPOSITS AND INVESTMENTS

The funds of the City must be deposited and invested under the tetms of a contract, contents of which are set out
in the Depositary Contract Law. The depositoty 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 petiod of
the contract. The pledge of approved secutities is waived only to the extent of the depositoty bank’s dollar
amount of Federal Deposit Insurance Cotporation (“FDIC?) insurance.

At September 30, 2010, the carrying amount of the City’s deposits, (cettificates of deposit, and interest-bearing
savings accounts included in temporary investments), held at the depository bank was $8,947,996 and the bank
balance was $9,397,306. 'The City’s cash deposits at September 30, 2010 and during the year ended September 30,
2010 were entirely covered by FDIC insutance or by pledged collateral held by the City’s agent bank in the City’s
name. The City also has funds deposited through the Certificate of Deposit Account Registry Service (CDARS).
These funds are deposited in various banks throughout the country in amounts below the FDIC insurance limits.
At year end, the City had $2,411,305 ipvested in the CDARS progtam. This program is administered by Happy
State Bank and the entire amount is fully insured under the FDIC limits of the various banks,

In addition, the following is disclosed regarding coverage of combined balances on the date of highest deposit:
a.  Depository: Happy State Bank
b.  The market value of securities pledged as of September 30, 2010 was $10,330,167.

c. ‘Total amount of FDIC covetage as of September 30, 2010 was $250,000.

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



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

A. DEPOSITS AND INVESTMENTS (continued)

Policies Governing Deposits and Investments

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

2. Custodial Credit Risk - Deposits: In the case of deposits, this is the risk that in the event of a
bank failure, the government’s deposits may not be returned to it. The City is not exposed
to custodial credit risk for its deposits as all ate covered by depository insurance and pledged
securities.

b. Interest-Rate Risk — The City does not have a policy dealing with interest-rate risk because
they do not have any risk,

c. Custodial Credit Risk —~ Investments: For an investment, this is the tisk that, in the event of
the failure of the counterparty, the government will not be able to recover the value of its
investments or collateral securities that are in the possession of an outside party. The City’s
investments include certificates of deposit that are covered by depository insurance and
pledged secutities.

The City's investments at September 30, 2010, are shown below:

Type Carrying Amount Market Value
Cash in Bank $ 4,536,092 § 4,536,002
Certificates of Deposit $ 06,823,517 $ 6,823,517

B. PROPERTY TAXES

Property taxes are levied by October 1 on the assessed value listed as of the prior January 1 for all real and husiness
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
Januaty 31 of each year, 4 tax lien attaches to propetty to secure the payment of all taxes, penalties, and interest
ultimately imposed. Property tax revenues ate considered available (1) when they become due or past due and receivable
within the current period and (2) when they ate expected to be collected during a 00-day petiod aftet the close of the
City's fiscal year.

C. DELIQUENT TAXES RECEIVABLE
Allowances for uncollectable tax receivables within the Genetal Fund are based on historical expetience 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 statutoty authority from the Texas Legislature.



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

D. INTERFUND BALANCES AND TRANSFERS

Intetfund balances at September 30, 2010, consisted of the following amounts:

Due From (To): General Fund Water & Sewer Fund Golf Coutse
General Fund $ - $ (161,674)  § 1,397,971
Golf Course (1,397,071) (805,228) -
Water & Sewer Fund 161,674 ' - 805,228
Total $ (1,236,297 % 966,902) $ 2,203,199
E. RECEIVABLES
Receivables at September 30, 2010, wete as follows:
Genetal Fund Water & Sewer fund Golf Course
Accrued Interest $ 500 $ 1,523 $ -
Taxes 82,714 - -
Accounts Receivable 102,290 498,241 99
Less: Allowance for
Doubtful Accounts (31,838 - -
Net Accounts Receivable $ 153,665 $ 499,764 $ 99




FOR THE YEAR ENDED SEPTEMBER 30, 2010

CITY OF CANYON, TEXAS
NOTES TO FINANCIAL STATEMENTS

F. CAPITAL ASSET ACTIVITY

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

Governmental Activities:
Land
Buildings
Equipment
Improvements
Infrastructure
"Totals at Histodc Cost

Less Accumulated Deptreciation for:
Buildings
Equipment
Improvements
Infrastructure
Total Accumulated Depreciation

Governmental Activities
Capital Assets, Net

Business-Type Activities:
Water and Sewer Fund
Land and Easements
Buildings
Equipment
Infrastructute
Improvements
Totals-Watet and Sewer

Less Accumulated Depreciation
Buildings
Equipment
Infrastructure
Improvements
Total Accum. Depr-Water and Sewer

Net Capital Assets-Water and Sewer

Primary Government

Beginning Ending
Balance Balance
September 30, 2009 Additions Retitements September 30, 2010
$ 496,589 - - % 496,589

3,224,781 - - 3,224,781
4,071,292 156,497 (17,475) 4210314
1,080,139 - - 1,080,139
28,348,783 - - 28,348,783
37,221,584 156,497 (17,475) 37,360,606
(1,280,438) (65,719) ; (1,346,157)
(2,419,426 (205,449) 17,475 {2,607,400)
(527,345) (48,445) - {575,790)
(15,733,021) (282,835) ; (16,015,856)
(19,960,230 (602,448) 17,475 (20,545,203)
§ 17,261,354 (445,951) . 16,815,403
$ 2,909,589 21,393 - 2,930,982
300,909 - - 300,909
3,117,334 144,990 ; 3,262,324
15,108,841 618,528 - 19,727,369
6,032,032 4,938,467 - 10,970,499
31,468,705 5,723,378 - 37,192,083
(108,324) (6,018) . (114,342)
(2,805,890) (104,494) ; (2,910,384)
(8,587,718) (340,048) - (8,927,766)
(1,822,401) (217,861) : (2,040,262)
(13,324,333) (668,421) - (13,992,754)
18,144,372 5,054,957 - 23,199,329




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

F. CAPITAL ASSET ACTIVITY (continued)

Ptimary Government

Beginning Ending
Balance Balance
Septembet 30, 2009 Additions Retirements September 30, 2010
Golf Course Fund
Land $§ 397,138 $ - $ - $ 397,138
Infrastruchure 658,399 - - 658,399
Buildings 318,586 - - 318,586
Improvements- other 461,775 - - 461,775
Machinery and Equipment 271,721 7,754 - 279,475
Totals- Golf Course 2,107,619 . 1,754 - 2,115,373
Less Accumulated Depreciation
Infrastructure {130,606) {43,893 - (174,499)
Buildings ' (74,031) (31,859) ) (105,890)
Improvements- other {81,212) (33,051 - (114,263)
Machinery and Equipment {66,371) (27,948) - {94,319
Totals- Golf Course (352,220) (136,751) - (488,971)
Net Capital Assets- Golf Course 1,755,399 {128,997 - 1,626,402
Business-Type Activities
Capital Assets, Net $ 19,899,771 $ 4925960 $ - $ 24.825,731

e ———— p————e e
e e T

G. CERTIFICATES OF OBLIGATION

On December 14, 2005, the City received proceeds from the issuance of Certificates of Obligation (CO’s) totaling
$6,965,000. These CO’s are due and payable between February 15, 2006 and February 15, 2025, The CO's carty
variable intetest rates of between 3.00% and 4.75%. The proceeds of these CQO’s are to be used Fot water system
improvements.

On February 20, 2007, the City teceived the proceeds from the issuance of certificates of obligation (CO’s) totaling
$2,250,000. These CO’s are due and payable between February 15, 2008 and February 15, 2027, The CO's carty
an interest rate of 4,25%. The proceeds of these CO’s were used for the purchase and improvement of Palo Duro
Creek Golf Course.
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FOR THE YEAR ENDED SEPTEMBER 30, 2010

G. CERTIFICATES OF OBLIGATION (continued)

Qutstanding Principal Outstanding
Oblipations Payments Obligations
October 1, 2009 during 2010 September 30, 2010
Water $ 5,995,000 $ 265,000 3 5,730,000
Golf Course 2,144,000 81,000 2,063,000
Total ¢ 8,139,000 % 346,000 g 7,793,000
Accrued Interest  Interest Interest Interest Accrued Interest
Payable due for  Capitalized  expensed Payabie
Qctober 1, 2009 VEAL for year for year  Sceptember 30, 2010
Water 3 33494 § 260916 § 262,323 § - ¥ 32,087
Golf Course 11,390 89,399 - 89,829 10,960
Total $ 44,884 § 350315 % 262323 $ 489,829 § 43,047

H.

DEBT SERVICE REQUIREMENTS - BONDS AND CAPITAL LLEASES

Debt service requitements for the water and sewer CO’s ate as follows:

Yeat Ended

September 30,
2011
2012
2013
2014
2015

2016 - 2020

2021 - 2025

Total

Water and Sewer Obligations

. Total
Principal Intesest Requitements
$ 275,000 $ 249388 S 524,388
285,000 237,435 522,435
300,000 224,924 524,924
315,000 211,775 526,775
325,000 198,122 523,122
1,465,000 775,411 2,240,411
2,765,000 309,178 3,074,178
$ 5,730,000 $ 2,206,233 § 7,936,233
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H. DEBT SERVICE REQUIREMENTS - BONDS AND CAPITAL LEASES (continued)

The debt service requirements for the CO’s issued for the purchase of the golf course are as follows:

Golf Course Obligations

Year Fnded Total
September 30, Principal Intetest Reguirements
2011 3 85,000 % 85,871 § 170,871
2012 88,000 82,195 170,195
2013 92,000 78,370 170,370
2014 97,000 74,354 171,354
2015 101,000 70,146 171,146
2016 - 2020 570,000 281,605 851,605
2021 - 2025 704,000 146,668 850,668
2026 - 2027 326,000 13,982 339,982
Total § 2,063,000 $ 833,191 ¥ 2,896,191

The City assumed the lease on the golf carts when it purchased the golf course. This lease is an operating lease
that terminates in April 2011, The required lease payments ate as follows:

Year Ended Lease Payments
September 30, Due
2011 $ 28,224
Toral $ 28,224
L. EMPLOYEES’ RETIREMENT PLAN

Plan Description

The City provides pension benefits for all of its full-time employees through a non-traditional, joint contributory,
hybrid defined benefit plan in the statewide Texas Municipal Retitement System (TMRS), one of 827 cutrently
administered by TMRS, and agent multiple-employer public employee retirement system,

Benefits

Benefits depend upon the sum of the employee’s contributions to the plan, with interest, and the City-financed
monetaty credits, with interest. At the date the plan began, the City granted monetary credits for service rendered
before the plan began of a theotretical amount equal to two times what would have been contributed by the
employee, with intetest, prior to establishment of the plan, Monetary credits for setvice since the plan began are
200% of the employee's accumulated contributions. In addition, the City can grant as often as annually anather
type of monetary credit referred to as an updated service ctedit, which is a theotetical amount which, when
added to the employee’s accumulated conttibutions and the monetary credits for service since the plan began,
would be the total monetary ctedits and employee contributions accumulated with interest if the current employec
contribution rate and City matching percent had always been in existence and if the employee’s salary had always
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I. EMPLOYEES’ RETIREMENT PLAN (continucd)

been the average of his salary in the last three years that are one year befote the effective date. At tetirement, the
benefit is calculated as if the sum of the employee’s accumulated contributions with interest and the cmployer-
financed monetary credits with intetest were used to purchase an annuity.

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

Deposit Rate: 7%
Matching Ratio: 2to1

Members can retire at age 60 and above with 5 ot mote years of service or with 20 yeats of service regardless of
age. The plan also provides death and disability benefits. A member is vested aftet 5 years, but he must leave his
accumulated contributions in the plan. If a member withdraws his own money, he is not entitled to the employet-
financed monetaty credits, even if he was vested.

Contributions
Under the state law governing TMRS, the actuary annually determines the City contdbution rate. This rate conststs of

the normal cost contribution rate and the pror service cost contribution rate, both of which are calculated to be a level
petcent of payroll from yeur to year. The normal cost contribution rate Anances the currently accruing monetary credits
due to the City matching percent, which are the obligation of the City as of an employees retirement date, not at the time
the employee’s contributions are made. The normal cost contribution tate is the actuatially determined percent of
payroll necessaty to satisfy the obligation of the City to each employee at the time his/her retitement becomes effective.
The prior service contribution rate amortizes the unfunded (averfunded) actuarial liability (asset) over the remainder of
the plan’s 25-year amortization petiod. The unit credit actuadal cost method is used for determining the City
contribution rate. Both the employees and the City make contributions monthly. Since the City needs to know its
contribution rate in advance for budgetary purposes, there is a one-yeat delay between the actuatial valuation that serves
as the basis for the rate and the calendar year when the rate goes into effect, (l.e. December 31, 2008 valuation is
effective for rates beginning January 2010)
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. EMPLOYEES’ RETIREMENT PLAN (continued)

Actuaral Valuaton Date 12/31/2009 12/31/2008 12/31/2007 12/31/2006 12/31/2005
Actuaria] Value of Assets $§ 8245929 § 8,327,539 § 10,606,386 $ 10,737426 $ 9,790,394
Actuagal Accrued Liability 12,722 417 12,345,508 14,027,076 12,502,924 11,468,393
64.8% 67.5% 75.6% 85.9% 85.4%
Unfunded Actuarial Accrued
Liability (UAAL) 4,476,488 4,017,969 3,420,690 1,765,498 1,677,999
Annual Covered Paytoll 3,171,707 3,011,369 2,878,250 2,752,542 2,607,233
UAAL as % of Covered
Payroll 141.1% 133.4% 118.8% 64.1% 64.4%
Net Pension Obligation (INPO)
at the Beginning of Period - - - - R
Annual Pension Cost 432,093 425,465 371,532 355,237 355,248
Annual Required Contribution
Contdbutions Made 432,093 425,465 371,532 355,237 355,248
Increase in NPO - - - - -
INPO at the end of the pedod $ - $ - $ - $ - $ -

The City’s total payroll in fiscal year 2010 was $3,694,324 and the City’s contributions were based on covered payroll of
$3,609,665. Both the City and the covered employees made the tequired conttibutions, amounting to $505,353 (14.02%
of covered payroll for the months in calendar year 2009 and 14.00% of covered payroll for January, 2010 through
September, 2010) for the City and $252,677 (7.00%) for the employees.

J. DEFERRED REVENUE

Defetred revenue at year end consisted of the following:

General Fund
Net Tax Revenue 45,437

Total Deferred Revenue 3 45437

K. LITIGATION

The City is not aware of any pending ot threatened litigation as of September 30, 2010 or through the date of this report.
L. SUBSEQUENT EVENTS

The City has evaluated subsequent events through the date of this report, which is the date on which the financial
statements were issued. After year end the city placed an order for 2 new fite trucks. These are to be paid for from
teserves.
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BROWN, GRAHAM & COMPANY

PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS

P. O. Box 873 + Canyon, Texas 79015 * 806-655-2159 « Fax 806-655-2509

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENTAL AUDITING
STANDARDS

INDEPENDENT AUDITOR’S REPOR

The Honorable Quinn Alexander, Mayor
Members of the City Council
City of Canyon, Texas

We have audited the financial statements of the governmental activities, the business-type activities, the apgrepate
discretely presented component unit and each major fund of the City of Canyon, Texas (the City) as of and for the
year ended September 30, 2010, which collectively comptise the City's basic financial statements and have issued
our repott thereon dated Februaty 3, 2011. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Intetnal Control Over Financial Reporting

[n planning and performing our audit, we considered the City’s internal control over financial reporting as a basis
for designing our auditing procedures for the purpose of expressing our opinion on the basic financial staternents,
but not for the purpose of expressing an opinion on the effectiveness of the City’s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the City’s internal control over
financial reporting.

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 misstatements on a
timely basis. A material weakness is a deficiency, ot combination of deficiencies, in intemal control such that there
is a reasonable possibility that a material misstatement in the City’s financial statements will not be prevented, or
detected and cortected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in tlie first
paragraph of this section and was not designed to identify all deficiencies in internal control over fnancial
reporting that might be deficiencies, significant deficiencies or material weaknesses. We did not identify any
deficiencies in internal control over financial reporring that we consider to be material weaknesses, as defined

above.
Compliance

As part of obtaining reasonable assurance about whether the City’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. Fowever, 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 that ate required to be repotted under Governmental Auditing Standards,
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This report is intended for the information of the City Council, the City’s management, federal award agencies and
pass-through entities, and is not intended to be used and should not be used by anyone other than these specified
patties,

Brown, Graham & Company, @, C.

Canyon, Texas
February 3, 2011



II.

CITY OF CANYON, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

Summaty of the Auditor’s Results:
a. The type of teport issued on the financial statements: Unqualified.

b. No intetnal control findings required to be reported in this schedule were disclosed in the audit of the
financial statements.

C. Noncompliance which is material to the financial statements: None

Findings Relating to the Financial Statements which are Requited to be Reported in Accordance with
Generally Accepted Government Auditing Standards:

The audit disclosed no findings tequired to be reported.



CITY OF CANYON, TEXAS
SCHEDULE OF STATUS OF PRIOR FINDINGS
FOR THE YEAR ENDED SEPTEMBER 30, 2010

‘There were no control deficiencies, significant deficiencies, material weaknesses, findings, or questioned costs in the
prior year. Therefore, there is nothing to report on this schedule.



CITY OF CANYON, TEXAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED SEPTEMBER 30, 2010

There were no control deficiencies, significant deficiencies, material weaknesses, findings, ot questioned costs in the
cutrent year; therefore, no corrective action plan is required.



BROWN, GRAHAM & COMPANY
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To the Mayor, City Commission,
and Randy Criswell, City Manager, of the City of Canyon, Texas

In planning and performing our audit of the financial statements of the governmental activities, business-type
activities, discretely presented component unit, each major fund and the aggregate remaining fund information of
the City of Canyon, Texas (City) as of and for the year ended September 30, 2010, in accordance with auditing
standards generally accepted in the United States of America, we considered the City's internal control over
financial reporting (internal control) as a basis for designing our auditing procedures 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's internal control. Accordingly, we do not express an opinion on the effectiveness of the City'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 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.

Our consideration of internat control was for the limited purpose described in the first paragraph and was not
designed to identify all deficiencies in internal control that might be significant deficiencies or material weaknesses
and, therefore, there can be no assurance that all such deficiencies have been identified. We did not identify any
deficiencies in internal control that we consider to be material weaknesses.

This communication is intended solely for the information and use of management, the city commission, and
others within the organization, and is not intended to be and should not be used by anyone other than these
specified partfes.

Brown , Graham & Company, PC

Canyon, Texas
February 3, 2011
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BROWN, GRAHAM & COMPANY

PROFESSIONAL CORPORATION
CERTIFIED PUBLIC ACCOUNTANTS

P. 0. Box 873 - Canyon, Texas 79015 * 806-655-2159 * Fax R06-655-2509

February 3, 2011

To the Mayor and City Commission
City of Canyon, Texas

We have audited the financial statements of the governmental activities, the business-type activities, discretely
presented component unit, each major fund, and the aggregate remaining fund information of the City of Canyon,
Texas (City) for the year ended September 30, 2010. Professional .standards require that we provide you with
information about our responsibilities under generally accepted auditing standards, as well as certain information
related to the planned scope and timing of our audit. We have communicated such information in our letter to you
dated June 8, 2010. Professional standards also require that we communicate to you the following information
related to our audit.

Sianificant Audit Findings

Quatitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the City are described in Note 1 to the financial statements. No new accounting
policies were adopted and the application of existing policies was not changed during the years ended September
30, 2010. We noted no transactions entered into by the City during the year for which there is a lack of
authoritative guidance or consensus. All significant transactions have been recognized in the financial statements
in the proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management's knowledge and experience about past and current events and assumptions about future events.
Certain accounting estimates are particularly sensitive because of their significance to the financial statements
and because of the possibility that future events affecting them may differ significantly from those expected. The
most sensitive estimate affecting both the City's generai fund and proprietary funds were:

Management's estimate of useful lives and depreciation on property, plant and equipment is based on

experience and knowledge of the assets. We evaluated the key factors and assumptions used to develop

estimated useful lives and depreciation in determining that it is reasonable in relation to the financial
" statements taken as a whole.

Certain financial statement disclosures are particularly sensitive because of their significance to financial
statement users. Again, the disclosure of depreciation and remaining basis in property, plant and equipment as
disclosed in Note F is particularly sensitive. It appears that all factors were reasonably considered in making this
disclosure,

Difficuties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.
Corrected and Uncorrected Misstalements

Professional standards require us to accumulate all known and likely misstatements identified during the audit,
other than those that are trivial, and communicate them to the appropriate level of management. Management
has corrected all such misstatements. In addition, none of the misstatements detected as a resuit of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

AMARILLO « AUSTIN - CANYON -+ DIMMITT -+ GEORGETOWN +« PAMPA « SPEARMAN .« TILIA



Disagreements with Management

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

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated February 3, 2011.

Management Consuitations with Other Independent Accountants

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

Other Audit Findings or Issues

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

retention.

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

Very truly yours,

Brown, Graham e Company, P.C.



