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INDEPENDENT AUDITORS’ REPORT

The Honorable Mayor and Members
of City Council
City of Palacios, Texas

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, and each major fund of the City of Palacios, Texas
(the "City"), as of and for the year ended September 30, 2010, which collectively comprise the City’s basic
financial statements as listed in the table of contents. These financial statements are the responsibility of
the City's management. 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 of America. 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 principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our 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 aggregate
discretely presented component unit, and each major fund of the City as of September 30, 2010, and the
respective changes in financial position and cash flows, where applicable, thereof for the year then ended
in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
January 19, 2011, on our consideration of the City’s internal control over financial reporting and our tests
of its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that is to describe the scope of our testing of internal control over financial
reporting and compliance and the resuits of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information on pages 4 through 10 and 44 through 45 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
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The Honorable Mayor and Members
of City Council

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.

Our audit was performed for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, combining and individual major
and nonmajor fund financial statements, and schedules are presented for purposes of additional analysis
and are not a required part of the basic financial statements. The combining and individual major and
nonmajor fund financial statements and schedules have been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, are fairly stated in all material
respects in refation to the basic financial statements taken as a whole. The introductory section has not
been subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we express no opinion on it.

Koo (Wollduag{ Lhodky 27

January 19, 2011



CITY OF PALACIOS, TEXAS
MANAGEMENT'S DISCUSSION AND ANALYSIS

September 30, 2010

As management of the City of Palacios, Texas (the “City”), we offer readers of the City’'s financial statements this
narrative overview and analysis of the financial activities of the City for the fiscal year ended September 30, 2010.

FINANCIAL HIGHLIGHTS

The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $16,117,550
(net assets). Of this amount, $1,254,040 (unrestricted net assets) may be used to meet the City’s
ongoing obligations to citizens and creditors.
As of the close of the current fiscal year, the City’s governmental funds reported combined ending fund
balances of $447,328, an increase of $28,925 from the prior year. At the end of the current fiscal year,
unreserved fund balance for the General Fund was $367,815, or 15.63% of total General Fund
expenditures.

The City’s total debt of business-type activities increased by $1,122,596 or 161.06% during the fiscal
year, ending with a balance of $1,819,617 of which $218,652 is due within one year.

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 financial statements. This report also contains other supplemental

information in addition to the basic financial statements themselves.

Organization and Flow of Financial Section Information

Independent Auditors’ Report
Provides the opinion of the Independent Auditors on the fair
presentation of the basic financial statements.

Management's Discussion and Analysis
This supplementary information is required for state and local government
financial statements and is intended to provide a narrative introduction
and analysis.
Pages 4 to 10

Government-wide Financial Fund Financial Statements
Statements
Provides information on Provides information on the
govemmental and business-type financial position of specific funds
activities of the primary of the primary governments.
govemment.
Pages 11 to 14 Pages 15 to 23

Notes to Financial Statements
Provides a summary of significant accounting policies and related disclosures.
Pages 25 to 43




OVERVIEW OF THE FINANCIAL STATEMENTS - (Continued)

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.

Statement of Net Assets

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

Statement of Activities

The statement of activities presents information showing how the City’s net assets changed during the most
recent fiscal year. All changes in net assets 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 (i.e., 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, public works, health and welfare,
and special services. The business-type activities of the City include water/wastewater and airport services.

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 two categories: governmental funds or proprietary 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 governmenta!l 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 maintained twelve individual governmental funds during the 2009-2010 fiscal year. Information is
presented separately in the governmental funds balance sheet and in the governmental funds statement of
revenues, expenditures, and changes in fund balances for the General Fund which is considered a major fund.
Data from the other eleven governmental funds are combined into a single, aggregated presentation.



OVERVIEW OF THE FINANCIAL STATEMENTS - (Continued)

Governmental Funds - (Continued)

The City adopts an annual appropriated budget for its General Fund. A Schedule of Revenues, Expenditures,
and Changes in Fund Balances - Budget and Actual has been provided to demonstrate compliance with the
appropriated budget.

Proprietary Funds

The City maintains two different types of proprietary funds. Enterprise funds are used to report the same
functions presented as business-type activities in the government-wide financial statements. The City uses
enterprise funds to account for its water/wastewater utility service and for its airport operations. Internal service
funds are an accounting device used to accumulate and allocate costs internally among a government's various
functions. The City’s internal service fund is the Equipment Fund, which is used to account for the costs to
maintain the City’s fleet.

Proprietary funds provide the same type of information as the government-wide financial statements, only in a

more detailed format. The proprietary fund financial statements provide information for the water/wastewater
utility service and the airport operation; which are considered to be major funds of the City.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outside the government.
Fiduciary funds are not reflected in the government-wide financial statements because the resources of those
funds are not available to support the City’s own programs/operations. The accounting used for fiduciary funds is
similar to proprietary funds.

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.

Other Information

In addition to the basic financial statements and accompanying notes, required supplementary information is
included which presents a budgetary comparison schedule for the City’s General Fund.

The combining statements referred to earlier in connection with nonmajor governmental funds are presented
immediately following the required supplementary information.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. In the
case of the City, net assets exceeded liabilities by $16,117,550 at the close of the fiscal year 2010.

By far, the largest portion of the City's net assets (92.22%) reflects its investment in capital assets (i.e., land,
buildings, machinery and equipment), less a related debt used to acquire those assets that is still outstanding.
The City uses these capital assets to provide services to its 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.



GOVERNMENT-WIDE FINANCIAL ANALYSIS - (Continued)

City of Palacios, Texas

Net Assets

Governmental Business-type
Activities Activities Total

2010 2009 2010 2009 2010 2009

Current and other assets $ 939,102 $ 936,120 $ 633634 $ 832,863 $ 1,572,736 $ 1,768,983

Capital assets (net) 1,731,607 1,848,369 15,139,568 4,870,450 16,871,175 6,718,819
Other noncurrent assets 8,570 10,285 40,992 51,241 49,562 61,526
Total assets 2,679,279 2,794,774 15,814,194 5,754,554 18,493,473 8,549,328
Current liabilities 179,373 186,457 434,685 354,650 614,058 541107
Noncurrent liabilities 160,900 196,700 1,600,965 560,000 1,761,865 756,700
Total liabilities 340273 383,157 2,035,650 914,650 2,375,923 1,297,807

Invested in capital assets,

net of related debt 1,534,907 1,627,854 13,328,603 4,231,691 14,863,510 5,859,645
Unrestricted 804,099 783,763 449,941 608,213 1,254,040 1,391,976
Total net assets $2,339,006 $2,411,617 $ 13,778,544 $4,839,904 $ 16,117,550 $ 7,251,521

The balance of unrestricted net assets, $1,254,040, may be used to meet the government'’s ongoing obligations to
its citizens and creditors.

At the end of the current fiscal year, the City is able to report positive balances in all categories of net assets for
the primary government as a whole.



GOVERNMENT-WIDE FINANCIAL ANALYSIS - (Continued)

Governmental activities decreased the City’s net assets by $72,611. Business-type activities increased the City’s

net assets by $8,938,640.

City of Palacios, Texas

Changes in Net Assets

REVENUES
Program revenues:
Charges for services
Operating grants and
contributions
Capital grants and
contributions
General revenues:
Property taxes
Sales taxes
Franchise taxes
Other taxes
Unrestricted investment
earnings
Miscellaneous

Total revenues

EXPENSES
General government
Public safety
Public works
Special services
Health and welfare
Interest on long-term debt
Water and sewer

Airport

Total expenses

Change in net assets before
transfers

Transfers
Change in net assets

Net assets - beginning,
as restated

Net assets - ending

Governmental Business-type
Activities Activities Total
2010 2009 2010 2009 2010 2009

$ 100523 $ 76,918 $ 1,949,320 $ 1,940,715 $ 2,049,843 $2,017,633
55,506 28,709 - - 55,506 28,709

- 62,389 9,399,438 157,252 9,399,438 219,641
1,150,478 1,023,272 - - 1,150,478 1,023,272
391,631 381,716 - - 391,631 381,716
146,694 145,482 - - 146,694 145,482
23,228 32,637 - - 23,228 32,637
2,361 6,995 2,674 7,936 5,035 14,931
183,110 256,999 47,584 71,511 230,694 328,510
2,053,531 2,015,117 11,399,016 2,177,414 13,452,547 4,192,531
692,744 726,266 - - 692,744 726,266
1,148,741 1,046,553 - - 1,148,741 1,046,553
565,798 710,680 - - 565,798 710,680
180,850 156,161 - - 180,850 156,161
63,484 57,987 - - 63,484 57,987
10,800 15,418 - - 10,800 15,418

- - 1,820,662 1,536,431 1,820,662 1,536,431

- - 103,439 91,793 103,439 91,793
2,662,417 2,713,065 1,924,101 1,628,224 4,586,518 4,341,289
(608,886) (697,948) 9,474,915 549,190 8,866,029 (148,758)
536,275 707,838 (536,275) (707,838) - -
(72,611) 9,890 8,938,640 (158,648) 8,866,029 (148,758)
2411,617 2,401,727 4,839,904 4,998,552 7,251,521 7,400,279
$2,339,006 $2411617 $ 13,778,544 $4,839,904 $16,117,550 $ 7,251,521




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.

As of the end of the current fiscal year, the City’s governmental funds reported combined ending fund balances of
$447,328, an increase of $28,925 from the prior year.

Approximately 96.86% of this total amount, $433,269 constitutes unreserved fund balance, which is available for
spending at the City’s discretion. The remainder of fund balance of $14,059 or 3.14% is reserved to indicate that
it is not available for new spending because it has already been committed for inventory.

The General Fund is the chief operating fund of the City. At the end of the current fiscal year, unreserved fund
balance was $367,815. Unreserved fund balance represents 15.62% of total General Fund expenditures.

The fund balance of the City's General Fund increased by $60,468 during the current fiscal year. The increase
was primarily due to the increase in tax revenue.

Proprietary Funds

The City’s proprietary funds provide the same type of information found in the government-wide financial
statements, but in more detail.

Unrestricted net assets of the Water and Sewer Fund at the end of the current fiscal year amounted to
$(970,858), which is a decrease of $1,325,051 from the prior year. Unrestricted net assets of the Airport Fund
amounted to $128,842 at the end of the current fiscal year, which is a decrease of $125,178 from the prior year.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The City’s investment in capital assets for its governmental and business-type activities amounts to $16,871,175
(net of accumulated depreciation) at the end of the current fiscal year. This investment in capital assets includes
land, buildings and improvements, vehicles, machinery and equipment, water and sewer system, and land
structured facilities. The total increase in the City’s investment in capital assets was 151.10% (a 6.32% decrease
for governmental activities and a 210.85% increase in business-type activities).

City of Palacios, Texas
Capital Assets (Net of Depreciation)

Governmental Business-type
Activities Activities Total
2010 2009 2010 2009 2010 2009
Land $ 357,286 $ 357,286 $ 7,373 $ 7373 $ 364,659 $ 364,659
Construction in progress - - 94,354 - 94,354 -
Buildings and improvements 611,210 627,214 665,976 756,420 1,277,186 1,383,634
Machinery and equipment 416,355 483,997 3,453 7,181 419,808 491,178
Land structured facilities 346,756 379,872 365,504 389,809 712,260 769,681
Water and sewer system - - 14,002,908 3,709,667 14,002,908 3,709,667
Total $1,731,607 $1,848,369 $ 15,139,568 $4,870,450 $ 16,871,175 $6,718,819

Additional information on the City’s capital assets can be found in Note 5 of this report.
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CAPITAL ASSETS AND DEBT ADMINISTRATION - (Continued)

Long-Term Debt

During the 2010 fiscal year, the City did not incur any new debt issues. The City retired $130,000 of the prior
outstanding debt issue, the 2004 general obligation refunding bonds. The amount that is outstanding at year-end
totals $560,000. The City also retired $34,100 of the tax notes issued in 2008 for the purchase of the new City
Hall. The amount outstanding on the tax notes total $196,700. The bonds mature in 2014 and the tax notes
mature in 2015. In the 2010 fiscal year, the City was deeded certain water and sewer improvements that were
constructed by a developer. The City has agreed to reimburse the developer certain costs that were incurred in
the construction of the improvements. The net amount owed to the developer at year end was $1,250,965.

Additional information on the City’s long-term debt can be found in Note 10.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The following factors were considered in preparing the City’s budget for the 2010-2011 fiscal year.

The total sales tax payments received by the City from the State Comptroller in fiscal year 2010 totaled $389,557.
This amount is an increase of $10,455 or 2.05% over the previous year, indicating a fairly stable pattern (growing
pattern) in the retail economy.

The certified assessed taxable property valuations for the 2010 tax roll total $165,982,971 with a tax rate of
$0.813160 per $100 valuation. The tax rate increased $0.08599 over last year. $0.782470 was allocated for
maintenance and operations, and $0.03069 was allocated for interest and sinking (debt service). The projected
total property tax due is $1,288,598 for the 2010 tax year.

Of the $1,288,598 of projected 2010 property tax due, and using a 93% collection rate, $113,189 is projected to
be collected from the newly annexed Beachside subdivision. Of the $113,189 projected collection, $84,892 would
be payable to the developer of the Beachside subdivision as per the City’s development agreement.

The development agreement provides that in exchange for the developer’s financing and extending of the off site
water and sewer lines to the development, the City agreed to reimburse 75% of collected tax revenue and tap
fees generated from the development site until the total reimbursement amount equals the extension costs. The
amount of $1,405,101 was agreed upon by the developer and the City for the extension of the water and sewer
lines. As of the end of the fiscal year, $142,664.72 had been reimbursed leaving a balance of $1,262,456.28.

It is important to note that only taxes and fees actually collected will be subject to reimbursement and that funds
reimbursed will only be generated from the development site.

At the time of adoption of the 2010-2011 fiscal year budget, planning for the issuance of approximately $3.5
million of Certificates of Obligation was under development and not included in the budget. The proceeds of
these Certificates of Obligation are to be used to finance the construction of a new water well, ground storage
tank, water main replacements, water tower rehabilitation, and necessary improvements at the wastewater
treatment plant.

The revenue needed to fund this debt is to be derived solely through increases in the water and sewer rates
under a revised rate structure that encourages water conservation.

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 requests for
additional financial information should be addressed to the Finance Office, 311 Henderson Avenue, Palacios,
Texas 77465.

10



CITY OF PALACIOS, TEXAS
STATEMENT OF NET ASSETS
September 30, 2010

Component
Primary Government Unit
Palacios
Economic
Governmental Business-type Development
Activities Activities Total Corporation
ASSETS
Current assets
Cash and cash equivalents $ 264,178 $ 427,551 $ 691,729 $ 163,821
Receivables (net) 469,988 240,352 710,340 2,850
Internal balances 107,016 (107,016) - -
Due from other governments 83,861 - 83,861 26,620
Inventory 14,059 72,747 86,806 -
Total current assets 939,102 633,634 1,572,736 193,291
Noncurrent assets
Capital assets
Land and other assets not being
depreciated 357,286 101,727 459,013 -
Buildings, improvements, and
equipment (net) 1,374,321 15,037,841 16,412,162 -
Deferred expenses (net) 8,570 40,992 49,562 -
Total noncurrent assets 1,740,177 15,180,560 16,920,737 -
Total assets 2,679,279 15,814,194 18,493,473 193,291

™



Component

Primary Government Unit
Palacios
Economic
Governmental Business-type Development
Activities Activities Total Corporation
LIABILITIES
Current liabilities
Accounts payable $ 78,905 $ 89,002 167,907 $ 219
Accrued expenses 32,053 17,443 49,496 1,816
Accrued interest payable - 1,608 1,508 -
Due to other governments 11,019 - 11,019 -
Customer meter deposits - 108,080 108,080 -
Accrued compensated absences 21,596 8,652 30,248 67
Payable to developer - 75,000 75,000 -
Current portion of long-term obligations 35,800 135,000 170,800 -
Total current liabilities 179,373 434,685 614,058 2,102
Noncurrent liabilities
Noncurrent portion of long-term
obligations 160,900 1,600,965 1,761,865 -
Total noncurrent liabilities 160,900 1,600,965 1,761,865 -
Total liabilities 340,273 2,035,650 2,375,923 2,102
NET ASSETS
Invested in capital assets, net of
related debt 1,534,907 13,328,603 14,863,510 -
Unrestricted net assets 804,099 449,941 1,254,040 191,189
Total net assets $ 2,339,006 $ 13,778,544 16,117,550 $ 191,189

The accompanying notes are an integral part of this statement.
12




CITY OF PALACIOS, TEXAS
STATEMENT OF ACTIVITIES
For the year ended September 30, 2010

Program Revenues

Operating Capital
Charges for Grants and Grants and
Function/Programs Expenses Services Contributions Contributions
Primary Government
Governmental activities
General government $ 692,744 3 15,927 % 1,250 $ -
Public safety 1,148,741 82,463 - -
Public works 565,798 2,133 54,256 -
Special services 180,850 - - -
Health and welfare 63,484 - - -
Interest on long-term debt 10,800 - - -
Total governmental activities 2,662,417 100,523 55,506 -
Business-type activities
Water and sewer 1,820,662 1,874,969 - 9,399,438
Airport 103,439 74,351 - -
Total business-type activities 1,924,101 1,949,320 - 9,399,438
Total primary government $ 4586518 $ 2049843 § 55506 $§ 9,399,438
Component Unit
Palacios Economic Development Corporation  $ 94,923 $ -3 - 9 -

General revenues:
Taxes:

Property taxes, levied for general purposes

Sales taxes
Franchise taxes
Other taxes and fees
Unrestricted investment earnings
Miscellaneous
Transfers

Total general revenues and transfers
Change in net assets
Net assets - beginning

Net assets - ending

The accompanying notes are an integral part of this statement.
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Net (Expense) Revenue and

Changes in Net Assets Component
Primary Government Unit
Palacios
Business- Economic

Governmental type Development

Activities Activities Total Corporation
$ (675,567) $ - (675,567) $ -
(1,066,278) - (1,066,278) -
(509,409) - (509,409) -
(180,850) - (180,850) -
(63,484) - (63,484) -
(10,800) - (10,800) -
(2,506,388) - (2,506,388) -
- 9,453,745 9,453,745 -
- (29,088) (29,088) -
- 9,424,657 9,424,657 -
(2,506,388) 9,424 657 6,918,269 -
- - - (94,923)
1,150,478 - 1,150,478 -
391,631 - 391,631 130,544
146,694 - 146,694 -
23,228 - 23,228 -
2,361 2,674 5,035 974
183,110 47,584 230,694 10,650
536,275 (536,275) - -
2,433,777 (486,017) 1,947,760 142,168
(72,611) 8,938,640 8,866,029 47,245
2,411,617 4,839,904 7,251,521 143,944
$ 2,339,006 $ 13,778,544 16,117,550 $ 191,189
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CITY OF PALACIOS, TEXAS
BALANCE SHEET
GOVERNMENTAL FUNDS
September 30, 2010

ASSETS

Current assets
Cash and cash equivalents
Receivables (net)
Due from other governments
Due from other funds
Inventory

Total assets

LIABILITIES AND FUND BALANCES
Liabilities

Accounts payable

Accrued expenditures

Due to other funds

Due to other governments

Deferred revenue

Total liabilities

Fund balances
Reserved for inventory

Unreserved, undesignated reported in:

General fund
Special revenue funds
Total fund balances

Total liabilities and fund balances

Other Total
Governmental Governmental

General Funds Funds
190,301 $ 73,877 $ 264,178
466,177 3,811 469,988
83,861 - 83,861
189,335 4,025 193,360
14,059 - 14,059
943,733 81,713 1,025,446
67,656 - 67,656
32,053 - 32,053
4,025 10,658 14,683
5,418 5,601 11,019
452 707 - 452,707
561,859 16,259 578,118
14,059 - 14,059
367,815 - 367,815
- 65,454 65,454
381,874 65,454 447 328
943,733 $ 81,713 $ 1,025,446

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

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE TO NET ASSETS

OF GOVERNMENTAL ACTIVITIES
September 30, 2010

Total governmental fund balances

Amounts reported for governmental activities in the statement of net assets are
different because:

The Internal Service Fund is used by the City to account for the costs of
equipment owned by the City. The assets and liabilities of the Internal Service
Fund are included in governmental activities in the statement of net assets.

Property taxes, fines and weedy lot receivables will be collected this year, but are
not available soon enough to pay for the current period's expenditures, and
therefore are deferred in the funds.

Capital assets used in governmental activities are reported as expenditures in
governmental funds when purchased or constructed. The cost of these assets is
$6,192,034 and the accumulated depreciation is $4,622,485.

Other noncurrent assets (for example, debt issuance costs) used in governmental
activities are not financial resources, and therefore are not reported in
governmental funds. The cost of these assets is $12,000 and the accumulated
amortization is $3,430.

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

Tax notes payable
Compensated absences

Net assets of governmental activities

The accompanying notes are an integral part of this statement.
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(196,700)
(21,596)

$ 447,328

79,148

452,707

1,569,549

8,570

(218,296)

$ 2,339,006



CITY OF PALACIOS, TEXAS

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

For the year ended September 30, 2010

Other Total
Governmental Governmental
General Funds Funds

REVENUES
Taxes 3 1,754,662 $ 15,259 $ 1,769,921
Licenses and permits 15,927 - 15,927
Intergovernmental 1,250 4,256 5,506
Charges for services 1,042 - 1,942
Fines and forfeitures 72,722 4,156 76,878
Investment income 2,070 278 2,348
Miscellaneous 149,000 32,140 181,140
Total revenues 1,997,573 56,089 2,053,662
EXPENDITURES
Current

General government 616,506 14,000 630,506

Public safety 1,008,667 210 1,008,877

Public works 452,328 13,342 465,670

Special services 180,850 - 180,850

Health and welfare 51,893 - 51,893
Debt service

Principal retirement 34,100 - 34,100

Interest and fiscal charges 9,085 - 9,085
Total expenditures 2,353,429 27,5652 2,380,981
Excess (deficiency) of revenues
over expenditures (355,856) 28,537 (327,319)
OTHER FINANCING SOURCES (USES)
Transfers in : 457,893 - 457,893
Transfers out (41,569) (60,080) (101,649)
Total other financing sources (uses) 416,324 (60,080) 356,244
Net change in fund balances 60,468 (31,543) 28,925
Fund balances at beginning of year 321,406 96,997 418,403
Fund balances at end of year $ 381,874 $ 65,454 $ 447 328

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

Amounts reported for governmental activities in the statement of activities are
different because:

The Internal Service Fund is used by the City to account for the costs of
equipment owned by the City. The net loss of the Internal Service Fund is
reported with governmental activities.

Current year capital outlays 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 2009/2010 capital outlays is
to increase net assets.

Depreciation is not recognized as an expense on the governmental funds since it
does not require the use of current financial resources. The net effect of the
current year's depreciation is to decrease net assets.

Current year proceeds and payments on long-term debt are other financing
sources and expenditures in the fund financial statements, but they serve to
increase or reduce long-term liabilities in the government-wide financial
statements. In the current year, these amounts consist of:

Note principal retirement

Because some property taxes will not be collected for several months after the
City's fiscal year ends, they are not considered "available" revenues and are
deferred in the governmental funds. Similarly, other revenues are not currently
available at year-end and are not reported as revenue in the governmental funds.

Some items reported in the statement of activities do not require the use of
current financial resources and therefore are not reported as expenditures in
governmental funds. These activities consist of:

Decrease in debt issue costs
Increase in compensated absences

Change in net assets of governmental activities

The accompanying notes are an integral part of this statement.
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$ 28,925

(50,384)

9,009

(89,197)

34,100

(144)

$ (1,715)
(3,205) (4,920)

$ (72,611)



CITY OF PALACIOS, TEXAS
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
September 30, 2010

ASSETS
Current assets
Cash and cash equivalents
Receivables (net)
Due from other funds
Inventory
Total current assets
Noncurrent assets
Land and other assets not being
depreciated
Buildings, improvements, and
equipment (net)
Deferred expenses (net)
Total noncurrent assets

Total assets

LIABILITIES
Current liabilities
Accounts payable
Accrued expenses
Due to other funds
Accrued interest payable
Customer meter deposits
Accrued compensated absences
Current portion of payable to developer
Current portion of general obligation bonds
Total current liabilities
Noncurrent liabilities
General obligation bonds
Payable to developer
Total noncurrent liabilities

Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Unrestricted net assets

Total net assets

Business-type Activities

Governmental
Activities-

Water Internal Service

and Sewer Airport Total Fund
$ 311425 % 116,126 $ 427,551 $ -
239,902 450 240,352 -
10,658 - 10,658 -
48,098 24 649 72,747 -
610,083 141,225 751,308 -
7,373 94,354 101,727 -
14,759,160 278,681 15,037,841 162,058
40,992 - 40,992 -
14,807 525 373,035 15,180,560 162,058
15,417,608 514,260 15,931,868 162,058
76,619 12,383 89,002 11,249
17,443 - 17,443 -
117,674 - 117,674 71,661
1,508 - 1,508 -
108,080 - 108,080 -
8,652 - 8,652 -
75,000 - 75,000 -
135,000 - 135,000 -
539,976 12,383 552,359 82,910
425,000 - 425,000 -
1,175,965 - 1,175,965 -
1,600,965 - 1,600,965 -
2,140,941 12,383 2,153,324 82,910
14,247,525 373,035 14,620,560 162,058
(970,858) 128,842 (842,016) (82,910)
$ 13276667 $ 501,877 $ 13,778,544 $ 79,148

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

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

PROPRIETARY FUNDS
For the year ended September 30, 2010

OPERATING REVENUES
Charges for services
Rents

Total operating revenues

OPERATING EXPENSES
Water system

Sanitary sewer system

Solid waste

Airport expenses
Miscellaneous

Equipment expenses
Depreciation and amortization

Total operating expenses

Operating income (loss) before
nonoperating revenues (expenses)
and contributions and transfers

NONOPERATING REVENUES (EXPENSES)
Investment income

Connection fees

Miscellaneous income

Nonoperating lease income

Interest and fiscal charges

Total nonoperating revenues (expenses)
Income (loss) before contributions and transfers

Contributions and transfers
Capital contributions
Transfers in
Transfers out

Total contributions and transfers
Change in net assets
Total net assets at beginning of year

Total net assets at end of year

Business-type Activities

Governmental
Activities-

Water Internal Service

and Sewer Airport Total Fund
$ 1874969 $ 42006 $ 1,916,975 $ -
- 32,345 32,345 -
1,874,969 74,351 1,949,320 -
539,276 - 539,276 -
228,379 - 228,379 -
545,720 - 545,720 -
- 87,438 87,438 -
16,211 - 16,211 -
- - - 169,990
464,150 16,001 480,151 60,438
1,793,736 103,439 1,897,175 230,428
81,233 (29,088) 52,145 (230,428)
1,895 779 2,674 13
4,800 - 4,800 -
8,705 11,904 20,609 -
- 22,175 22,175 -
(26,926) - (26,926) -
(11,526) 34,858 23,332 13
69,707 5,770 75,477 (230,415)
9,399,438 - 9,399,438 -
- - - 180,031
(483,680) (52,595) (536,275) -
8,915,758 (52,595) 8,863,163 180,031
8,985,465 (46,825) 8,938,640 (50,384)
4,291,202 548,702 4,839,904 129,532
$ 13276667 $ 501,877 $ 13,778,544 $ 79,148

The accompanying notes are an integral part of this statement.
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CITY OF PALACIOS, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

For the year ended September 30, 2010

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from customers

Cash paid to suppliers for goods and services

Cash paid to employees for services

Net cash provided (used) by operating
activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES

Transfers (to) from other funds

Borrowings (repayments) to other funds

Connection fees

Miscellaneous income (expense)

Increase (decrease) in customer meter deposits

Net cash provided (used) by noncapital
financing activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES

Acquisition and construction of capital assets

Principal paid on long-term debt

Interest paid

Net cash provided (used) by capital and
related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Investment income
Net cash provided (used) by

investing activities

Net increase (decrease) in cash and cash
equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Business-type Activities

Governmental

Activities-

Water Internal
and Sewer Airport Total Service Fund
$ 1897635 $ 74,328 $1,971,963 % -
(1,081,481) (96,409) (1,177,890) (170,908)
(265,032) - (265,032) -
551,122 (22,081) 529,041 (170,908)
(483,680) (52,595) (536,275) 180,031
38,006 - 38,006 559
4,800 - 4,800 -
8,705 34,079 42,784 -
2,077 - 2,077 -
(430,092) (18,516) (448,608) 180,590
- (84,813) (84,813) (23,864)
(130,000) - (130,000) -
(22,566) - (22,566) -
(152,566) (84,813) (237,379) (23,864)
1,895 779 2,674 13
1,895 779 2,674 13
(29,641) (124,631) (154,272) (14,169)
341,066 240,757 581,823 14,169
$ 311425 $ 116126 $ 427,551 3 -
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CITY OF PALACIOS, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

For the year ended September 30, 2010

Business-type Activities

Governmental
Activities-
Water Internal
and Sewer Airport Total Service Fund
RECONCILIATION OF OPERATING INCOME
TO NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES
Operating income (loss) $ 81233 $ (29,088) $ 52145 $ (230,428)
Adjustments to reconcile operating income to
net cash provided by operating activities
Depreciation and amortization 464,150 16,001 480,151 60,438
Changes in assets and liabilities
(Increase) decrease in accounts receivable 22,666 (23) 22,643 -
(Increase) decrease in inventory (4,611) (11,081) (15,692) -
Increase (decrease) in accounts payable (18,772) 2,110 (16,662) (918)
Increase (decrease) in accrued expenses 4,825 - 4,825 -
Increase (decrease) in compensated absences 1,631 - 1,631 -
Total adjustments 469,889 7,007 476,896 59,520
Net cash provided (used) by
operating activities $ 551122 § (22,081) $ 529,041 $ (170,908)

SUPPLEMENTAL DISCLOSURES

Schedule of Noncash Investing and Financing Transactions
Infrastructure improvements contributed by real
estate developer $ 10,650,403

The accompanying notes are an integral part of this statement.
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