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February 6, 2019

To the Honorable Mayor, Members of the City Council, and Citizens of the City of Webster:

It is with great pleasure that I present to you the Comprehensive Annual Financial Report (CAFR) of the City of
Webster, Texas (the “City”) for the fiscal year ended September 30, 2018. The responsibility for both the accuracy
of the presented information and the completeness and fairness of the presentation of the data, including all
disclosures, rests with the City. To the best of my knowledge and belief, the enclosed data is accurate in all
material respects and is reported in a manner designed to present fairly the end result of operations of the various
funds of the City. All disclosures necessary to enable the reader to gain an understanding of the City’s financial
activities have been included.

Management assumes full responsibility for the completeness and reliability of the information contained in this
report, based upon a comprehensive framework of internal controls that it has established for this purpose. Because
the cost of internal control should not exceed anticipated benefits, the objective is to provide reasonable, rather
than absolute, assurance that the financial statements are free from any material misstatements. Management’s
Discussion and Analysis (MD&A) immediately follows the independent auditors’ report and provides a narrative
introduction, overview, and analysis of the basic financial statements. MD&A complements this letter of
transmittal and should be read in conjunction with it.

Profile of the Government

The City of Webster was considered a village from 1879 until 1958, the year it was incorporated. Webster’s
population grew from 329 in 1960 to almost 12,000 today. The City adopted a council-manager form of
government in 1994. Policymaking and legislative authority are vested in the City Council, consisting of the
Mayor and six council members who are elected at large to serve staggered three-year terms. The City Council
is responsible for passing ordinances, adopting the budget, appointing committees, and hiring the City Manager.
The City Manager is responsible for carrying out the policies of the City Council; overseeing the day-to-day
operations of the City; and hiring the department directors, subject to Council approval.

The City provides a full range of municipal services as authorized by ordinance and the City Charter. This includes
public safety (police and fire protection), public works (construction and maintenance of streets and parks),
community development (permitting, planning, and recreation services), general government activities (City
administration), and utilities (water and wastewater treatment and distribution). The reporting units are the City’s
funds, all of which are included in this report. The Webster Economic Development Corporation is reported as a
component unit for which the City is financially accountable.



Webster maintains a budgetary control system to ensure expenditures are made in accordance with the annually
adopted budget and the City Charter. The legal level of budgetary control is established at division levels within
individual funds. Expenditures for each division shall not exceed the adopted budget for the division.

Local Economy

Only twenty-five miles from downtown Houston, the City is ideally located halfway between Houston and
Galveston on Interstate 45. Accordingly, the economy of the City is directly tied to activity in the Greater Bay
Area Houston region. Webster is a center for excellence within the healthcare community, proven by the
concentration of medical facilities in the City. Directly to the east of the City lies NASA’s Johnson Space Center,
a major employer and popular tourist destination.

The unemployment rate for the Houston metropolitan area declined to 4.1% from 4.8% one year ago. This is
indicative of the strong growth in the Houston economy overall. Retail sales surged by twelve percent over 2017.
Property values have increased by three percent as both residential and commercial development continues
throughout the area.

Fiscal year 2017-18 brought some good news in economic development. Listed below are just a few of the
highlights.

= Costco Wholesale Corporation opened its 156,000 square foot retail facility in October 2018.

= Construction commenced on the 150,000 square foot showroom for American Furniture Warehouse.

= Exclusive Furniture is building a 50,000 square foot store along Interstate 45.

= Concrete is being poured for a new thoroughfare to facilitate development on the City’s south side.

Major Initiatives

The largest revenue source in the General Fund is sales tax. While sales tax collection is extremely difficult to
predict, the Fiscal Year 2018-19 Annual Budget anticipates revenue to rise by an additional four percent over the
gains that were seen in 2018. Most of the increase in sales tax can be attributed to Costco Wholesale and Exclusive
Furniture. The opening of American Furniture Warehouse may come too late in the fiscal year to have a material
effect on revenues. The Webster Economic Development Corporation has also aggressively ramped up its
business recruitment and retention efforts.

Another large source of revenue is the ad valorem tax. The City’s 2018 taxable property value rose 3.4% above
the adjusted 2017 value. The Fiscal Year 2018-19 Annual Budget reflects a property tax rate of $0.34794 per
$100 of valuation, 9.6% greater than the $0.31725 tax rate that was adopted for 2017.

General Fund expenditures are expected to rise by eight percent to $23,483,970. Two Telecommunications
Operator positions will be added to assist with the increased call volume during peak hours of operation. A new
Project Manager position will aid in the coordination and direction of numerous construction projects. The City
Manager Division will get the administrative support that it needs with the addition of an Administrative Assistant
position. Appropriations in the Fire Operations Division grow to add a second ambulance for twelve hours per



day. Significant maintenance projects in the public works budget include overlaying the pavement at Professional
Park; replacing sidewalks along Bay Area Boulevard; remodeling office space; and installing a power supply to
the west side of the service center.

Certificates of Obligation were issued in 2018 to finance the engineering and design portion of the 42-inch water
line replacement project that extends from the Southeast Water Purification Plant in Houston through the City of
Webster. The plant, along with the line being replaced, provides the City with all of its water. Annual debt
payments, however, fell slightly after the City redeemed the outstanding balance of revenue bonds that were issued
in 2008. The Utility Fund continues its major maintenance projects at the wastewater treatment plant.

Long-term Financial Planning

A Capital Improvements Program adopted by City Council reflects $35 million of general government and utility
projects to be completed over the next five years. Major projects include the construction of the NASA Bypass
Extension and an east-west shared use path, along with the repair of several streets. The plan also incorporates
the addition of water and sewer lines along new thoroughfares. The five-year Capital Improvements Program
reflects the issuance of $17 million in new debt.

The City of Webster and the Webster Economic Development Corporation have committed financial resources
towards the development of Edgewater, a commercial and residential area within the City. Economic development
incentives have also been offered to certain businesses. Details of these can be found in Note IV.E. and Note
IV.G. of this report.

Relevant Financial Policies

The City has followed a policy of maintaining a reserve level of not less than 25%, or three months of operational
expenditures, for all City operating funds in the event of emergencies, financial recessions, and other unforeseen
circumstances. The City’s dependence upon sales tax adds substantial volatility to its revenue stream. Therefore,
City Council approved a fund balance level of at least 33% for the General Fund and the Webster Economic
Development Corporation. At September 30, 2018, all operating funds are compliant with this policy.

Independent Audit

The City Charter requires an independent audit of the accounts of the City by an independent auditor. Belt Harris
Pechacek, LLLP, Certified Public Accountants, have issued an unmodified (“clean”) opinion on the City of
Webster’s financial statements for the year ended September 30, 2018. The independent auditors’ report is located
at the front of the financial section of this report.

Awards

The Government Finance Officers’ Association (GFOA) awarded the City a Certificate of Achievement for
Excellence in Financial Reporting for its Comprehensive Annual Financial Report for the fiscal year ended
September 30, 2017. This represents the 30™ consecutive year the City has received the award. In order to be
awarded the Certificate of Achievement, the City published an easily readable and efficiently organized



Comprehensive Annual Financial Report. The Certificate of Achievement is held for a period of one year only.
This report satisfies both generally accepted accounting principles and applicable legal requirements. I believe
our current Comprehensive Annual Financial Report continues to meet the Certificate of Achievement
requirements, and I am submitting it to GFOA to determine its eligibility for another certificate.

The City also received GFOA’s Distinguished Budget Presentation Award for its Fiscal Year 2017-18 Annual
Budget. In order to qualify for the Distinguished Budget Presentation Award, the City’s budget document was
judged according to its compliance with specific guidelines established by GFOA. These guidelines help ensure
that the City of Webster’s budget is proficient as an operations guide, financial plan, policy document, and
communication device. The City has submitted its Fiscal Year 2018-19 Annual Budget to GFOA to determine its
eligibility for another certificate. I believe it continues to meet the Distinguished Budget Presentation Award
criteria.

Acknowledgements

I would like to thank the Mayor, members of the City Council, and the City Manager for their strong leadership
and support that help make this report possible. I would also like to thank the entire staff of the Finance Division
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Respectfully submitted,

A et

William Michael Rodgers, CPA
Director of Finance
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INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and
City Council Members of the
City of Webster, Texas:

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund, and the aggregate remaining fund
information of the City of Webster, Texas (the “City”), as of and for the year ended September 30, 2018, and the
related notes to the financial statements, which collectively comprise the City’s basic financial statements as listed
in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

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

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

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

Houston - Austin - Bellville -+ Woodville @ AICPA
3210 Bingle Rd., Ste. 300, Houston, TX 77055 // P:713.263.1123 // info@txauditors.com // www.texasauditors.com " GAQC Member



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 discretely presented component
unit, each major fund, and the aggregate remaining fund information of the City as of September 30, 2018, and the
respective changes in financial position and, where applicable, cash flows thereof for the year then ended, in
accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matter
Change in Accounting Principle

In 2018, the City adopted new accounting guidance, Governmental Accounting Standards Board Statement No.
75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions. Our opinion is not
modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis, budgetary comparison information, schedules of changes in net pension and total OPEB
liability and related ratios, and the schedule of contributions, identified as Required Supplementary Information
on the table of contents, be presented to supplement the basic financial statements. Such information, although
not a part of the basic financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the
Required Supplementary Information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, combining statements and schedules,
and statistical section are presented for purposes of additional analysis and are not required parts of the financial
statements.

The combining statements and schedules are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial statements
and certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally accepted
in the United States of America. In our opinion, the combining statements and schedules are fairly stated in all
material respects in relation to the basic financial statements as a whole.
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The introductory and statistical sections have not been subjected to the auditing procedures applied in the audit of
the basic financial statements and, accordingly, we do not express an opinion or provide any assurance on them.

o
@ELT %RRIS @;ZCHACEK, LLLP

R

Belt Harris Pechacek, LLLP
Certified Public Accountants
Houston, Texas

February 6, 2019
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CITY OF WEBSTER, TEXAS

MANAGEMENT’S DISCUSSION AND ANALYSIS
For the Year Ended September 30, 2018

The purpose of the Management’s Discussion and Analysis (MD&A) is to give the readers an objective and easily
readable analysis of the financial activities of the City of Webster, Texas (the “City”) for the year ended
September 30, 2018. The analysis is based on currently known facts, decisions, or economic conditions. It
presents short and long-term analysis of the City’s activities, compares current year results with those of the prior
year, and discusses the positive and negative aspects of that comparison. Please read the MD&A in conjunction
with the transmittal letter at the front of this report and the City’s financial statements, which follow this section.

THE STRUCTURE OF OUR ANNUAL REPORT

Components of the Financial Section

Management’s Basic Financial Required
Discussion and Statements Supplementary
Analysis i Information
Independent Government- Fund Financial Component Unit Notes to the
Auditors’ Report Wide Financial Statements Financial Financial
Statements Statements Statements
Summary Detail

The City’s basic financial statements include (1) government-wide financial statements, (2) individual fund
financial statements and (3) notes to the financial statements. This report also includes supplementary information
intended to furnish additional detail to support the basic financial statements themselves.

Government-Wide Statements

The government-wide statements report information for the City as a whole. These statements include
transactions and balances relating to all assets, including infrastructure capital assets. These statements are
designed to provide information about cost of services, operating results, and financial position of the City as an
economic entity. The Statement of Net Position and the Statement of Activities, which appear first in the City’s
financial statements, report information on the City’s activities that enable the reader to understand the financial
condition of the City. These statements are prepared using the accrual basis of accounting, which is similar to the
accounting used by most private-sector companies. All of the current year’s revenues and expenses are taken into
account even if cash has not yet changed hands.

The Statement of Net Position presents information on all of the City’s assets, liabilities, and deferred
outflows/inflows of resources, with the difference reported as net position. Over time, increases or decreases in
net position may serve as a useful indicator of whether the financial position of the City is improving or
deteriorating. Other nonfinancial factors, such as the City’s property tax base and the condition of the City’s
infrastructure, need to be considered in order to assess the overall health of the City.

13



CITY OF WEBSTER, TEXAS

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
For the Year Ended September 30, 2018

The Statement of Activities presents information showing how the City’s net position changed during the most
recent year. All changes in net position are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows — the accrual method rather than modified accrual that is
used in the fund level statements.

The Statement of Net Position and the Statement of Activities divide the City’s financials into two classes of
activities:

1. Governmental activities — Most of the City’s basic services are reported here, including: general
government (City council, City secretary, City manager, finance, municipal court, human
resources, and economic development), public safety (police, fire, and emergency management),
community development (permitting, planning, and recreation), and public works (construction
and maintenance of streets and parks). Interest payments on the City’s debt are also reported
here. Sales tax, property tax, franchise taxes, municipal court fines, and permit fees finance most
of these activities.

2. Business-type activities — Services involving a fee for those services, which include the City’s
water distribution, wastewater collection/treatment, and drainage maintenance, are reported here.

The government-wide financial statements include not only the City itself (known as the primary government),
but also a legally separate economic development corporation, the Webster Economic Development Corporation
(WEDC), for which the City is financially accountable. Financial information for this component unit is reported
separately from the financial information presented for the primary government itself.

The government-wide financial statements can be found after the MD&A.
Fund Financial Statements

Funds may be considered as operating companies of the parent corporation, which is the City. They are usually
segregated for specific activities or objectives. The City uses fund accounting to ensure and demonstrate
compliance with finance-related legal reporting requirements. The two categories of City funds are governmental
and proprietary.

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 year. Such information may be useful in
evaluating the City’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 govermmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better understand
the long-term impact of the government’s near-term financing decisions. Both the governmental fund balance
sheet and the governmental fund statement of revenues, expenditures, and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental activities.

14



CITY OF WEBSTER, TEXAS

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
For the Year Ended September 30, 2018

The City maintains 11 individual governmental funds. Information is presented separately in the governmental
fund balance sheet and in the governmental fund statement of revenues, expenditures, and changes in fund
balances for the general fund, hotel occupancy tax fund, and the certificates of obligation (C.0.) series 2018,
which are considered to be major funds. Management has elected to present the debt service fund as major fund
with singular presentation rather than aggregated with the other nonmajor funds. Data from the other seven
governmental funds are combined into a single, aggregated presentation.

The City adopts an annual appropriated budget for its general fund. A budgetary comparison schedule has been
provided for the general fund to demonstrate compliance with this budget.

Proprietary Funds

The City maintains two types of proprietary funds: enterprise and internal service funds. Enterprise funds are
used to report the same functions presented as business-type activities in the government-wide financial
statements. The City uses an enterprise fund to account for its operations in water distribution, wastewater
collection/treatment, and drainage maintenance, along with its water and wastewater impact fees and water
construction projects. The basic proprietary fund financial statements can be found in the basic financial
statements of this report.

Internal service funds are an accounting device used to accumulate and allocate costs internally among the City’s
various functions. The City uses internal service funds to account for its equipment replacement program,
information technology department, and employee benefit program. Because these services predominantly
benefit governmental rather than business-type functions, they have been included within governmental activities
in the government-wide financial statements.

Notes to Financial Statements

The notes to the financial statements provide additional information that is essential to a full understanding of the
data provided in the government-wide and fund financial statements. The notes are the last section of the basic
financial statements.

Other Information

In addition to basic financial statements, MD&A, and accompanying notes, this report also presents certain
Required Supplementary Information (RSI). The RSI includes budgetary comparison schedules for the general
fund and hotel occupancy fund, schedules of changes in net pension liability and related ratios for the Texas
Municipal Retirement System (TMRS), schedule of contributions for TMRS, and schedules of changes in total
OPEB liability and related ratios for the City’s other post-employment healthcare benefits. RSI can be found after
the basic financial statements.
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CITY OF WEBSTER, TEXAS

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
For the Year Ended September 30, 2018

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net position may serve over time as a useful indicator of the City’s financial position. For the
City, assets and deferred outflows of resources exceed liabilities and deferred inflows of resources by
$89,261,227 as of September 30, 2018 in the primary government. Compared to the prior year, the overall
financial position of the City has increased by $10,729,450.

The largest portion of the City’s net position (63.1 percent) reflects its investments in capital assets (e.g., land,
City hall, police station, fleet equipment, streets, drainage systems, as well as the public works facilities), less any
debt outstanding used to acquire those assets. The City uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the City’s investment in its capital
assets is reported net of related debt, it should be noted that the resources needed to repay this debt must be
provided from other sources, since the assets themselves cannot be used to liquidate these liabilities.

Statement of Net Position

The following table reflects the condensed Statement of Net Position:

Total
Governmental Business-Type Primary
Activities Activities Government
2018 2017 2018 2017 2018 2017

Current and other assets $ 34338844 $§ 27226872 $§ 14979829 § 11,868372 $§ 49318673 § 39,095,244
Capital assets, net 54,016,562 48,317,828 19,180,636 20,206,300 73,197,198 68,524,128

Total Assets 88,355,406 75,544,700 34,160,465 32,074,672 122,515,871 107,619,372
Deferred charge on refunding 198,125 285,887 22,363 24,095 220,488 309,982
Deferred outflows - pension 1,835,661 3,203,599 153,281 297,181 1,988,942 3,500,780
Deferred outflows - OPEB 57,228 7,268 6,986 887 64,214 8,155

Total Deferred Outflows

of Resources 2,091,014 3,496,754 182,630 322,163 2,273,644 3,818 917

Long-term liabilities 24,769,240 23,561,421 7,035,422 6,912,007 31,804,662 30,473,428
Other liabilities 1,276,201 1,294,143 813,164 568,066 2,089,365 1,862,209

Total Liabilities 26,045,441 24,855,564 7,848,586 7,480,073 33,894,027 32,335,637
Deferred inflows - pension 1,310,393 147,401 94,159 14,416 1,404,552 161,817
Deferred inflows - grants 229,709 409,058 - - 229,709 409,058

Total Deferred Inflows

of Resources 1,540,102 556,459 94,159 14,416 1,634,261 570,875

Net Position:
Net mvestment

in capital assets 43,367,530 36,391,591 13,056,170 14,377,497 56,423,700 50,769,088
Restricted 6,487,498 7,095,149 6,030,890 5,148,438 12,518,388 12,243,587
Unrestricted 13,005,849 10,142,691 7,313,290 5,376,411 20,319,139 15,519,102

Total Net Position $ 62,800,877 § 53629431 § 26400350 $ 24902346 § 89261227 $ 78,531,777

A portion of the primary government’s net position, $12,518,388 or 14.0 percent, represents resources that are
subject to external restriction on how they may be used. These restrictions include monies accounted for in
special revenue funds for which the use is legally restricted, monies restricted for debt service, and capital project
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CITY OF WEBSTER, TEXAS

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
For the Year Ended September 30, 2018

funds that represent unspent debt proceeds at the fund level. The remaining balance of unrestricted net position,
$20,319,139 or 22.8 percent, may be used to meet the City’s ongoing obligation to citizens and creditors.

Statement of Activities

The following table provides a summary of the City’s changes in net position:

Total
Governmental Business-Type Primary
Activities Activities Government
2018 2017 2018 2017 2018 2017

Revenues
Program revenues:

Charges for services $ 2,270,423 § 1,902,661 § 6,005,041 $ 5,102,070 $ 8,275,464  § 7,004,731

Operating grants and contributions 1,219,729 1,120,533 - - 1,219,729 1,120,533

Capital grants and contributions 8,260,014 1,732,351 - - 8,260,014 1,732,351
General revenues:

Ad valorem taxes 6,327,334 5,531,228 - - 6,327,334 5,531,228

Sales taxes 13,410,874 11,798,915 - - 13,410,874 11,798,915

Franchise and local taxes 1,208,514 1,215,747 - - 1,208,514 1,215,747

Other taxes 2,136,761 1,825,145 - - 2,136,761 1,825,145

Investment earnings 391,521 117,515 181,103 30,696 572,624 148,211

Other revenues 220,554 149,689 901,364 530,527 1,121,918 680,216

Gain on disposal of capital assets - 48,974 - - - 48,974

Total Revenues 35,445,724 25,442,758 7,087,508 5,663,293 42,533,232 31,106,051
Expenses

General government 4,231,926 4,373,967 - - 4,231,926 4,373,967

Public safety 12,735,131 13,499,815 - - 12,735,131 13,499,815

Public works 4,451,450 4,403,146 - - 4,451,450 4,403,146

Community development 4,567,713 4,502,088 - - 4,567,713 4,502,088

Interest and fiscal agent

fees on long-term debt 478,058 356,135 - - 478,058 356,135

Water - - 2,516,141 2,328,079 2,516,141 2,328,079

Wastewater - - 2,525,584 2,486,477 2,525,584 2,486,477

Drainage - - 297,779 330,592 297,779 330,592

Total Expenses 26,464,278 27,135,151 5,339,504 5,145,148 31,803,782 32,280,299
Increase (Decrease) in Net Position

Before Transfers 8,981,446 (1,692,393) 1,748,004 518,145 10,729,450 (1,174,248)

Transfers In (Out) 250,000 250,000 (250,000) (250,000) - -
Change in Net Position 9,231,446 (1,442,393) 1,498,004 268,145 10,729,450 (1,174,248)
Beginning Net Position 53,629,431 55,071,824 24,902,346 24,634,201 78,531,777 79,706,025
Ending Net Position $ 62860877 $ 53,629431 § 26400350 $§ 24902346 $ 89261227 $ 78,531,777
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CITY OF WEBSTER, TEXAS

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
For the Year Ended September 30, 2018

Graphic presentations of selected data from the summary tables follow to assist in the analysis of the City’s
activities.

Governmental Activities - Expenses

Public works
Public safety 16.8%
48.1%
Communi ty
development
17.3%
General Interest and
government fiscal agent fees
16.0% on long-term
debt
1.8%

Governmental Activities - Revenues

Sales taxes

37.8% .
Franchise and local

taxes

Ad valorem taxes

17.9% \

Capital grants and —
contributions
23.3%

Investment earnings
1.1%

Other revenues

Operating grants 0.6%

and contributions Charges for services
3.4% 6.4%

Business-Type Activities - Revenues and Expenses
$7,000,000
$6,000,000 -
$5,000,000
$4,000,000
$3,000,000
$2,000,000 i
$1,000,000 ——

.

® Operating revenues

® Operating ex penses
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CITY OF WEBSTER, TEXAS

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
For the Year Ended September 30, 2018

Governmental Activities

For the year ended September 30, 2018, revenues from governmental activities totaled $35,445,724. Property and
sales tax revenues continue to be the City’s largest revenue sources. Sales tax revenue increased by $1,611,959
due to an increase in the sale of furniture, flooring, and other items that must be replaced after a disaster as well as
strong growth in the Houston economy overall. Property taxes increased compared to the prior year by $796,106
as the result of higher assessed values of properties and in increase in the property tax rate. Capital grants and
contributions increased $6,527,663 due to the construction in progress in the Destination Development and the
Genesis Boulevard projects contributed by the WEDC.

For the year ended September 30, 2018, expenses for governmental activities totaled $26,464,278, which was a
decrease of $670,873 compared to the prior year. Expenses related to public safety saw the greatest decrease as
Hurricane Harvey clean up costs were incurred in the prior year.

Business-Type Activities

The City’s business-type activities include the operations of providing water, wastewater, and drainage services.
In comparison to the prior year, charges for services increased by $902,971 or 17.70 percent due to increases in
consumption along with increases in the rates for utility services in fiscal year 2018. Total costs increased by
$194,356 or 3.78 percent due mainly to maintenance costs related to the City’s treatment plant.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, fund accounting is used to demonstrate and ensure 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 financial condition. In
particular, unassigned fund balance may serve as a useful measure of the City’s net resources available for
spending at the end of the year.

The City’s governmental funds reflect a combined fund balance of $28,409,229. Of this, $75,304 is nonspendable
consisting of prepaid items and inventory, $3,048,289 is assigned, $11,237,021 is restricted for various purposes,
and $14,048,615 remains as the portion unassigned.

There was an increase in the combined fund balance of $6,801,493 from the prior year. Compared to the prior
year, revenues increased $3,452,250 due mainly to increases in property tax revenues, sales taxes, other taxes, and
construction-related permits. Expenditures were comparable to the prior year with an increase of $106,920. The
City’s fund balance policy for the general fund is a minimum four-month reserve. The general fund’s unassigned
fund balance of $14,055,800 is $7,230,154 over the minimum. Due to the volatility of sales tax revenue and the
City’s dependence upon it, maintaining a fund balance above the minimum is prudent.

There was an increase of $1,495,838 in the general fund balance, bringing ending fund balance to $14,405,374.
Revenues increased $3,148,434 compared to the prior year. As mentioned above, there were increases in
revenues from property taxes, sales taxes, other taxes, and permits compared to the prior year due to rising
property values and economic expansion. Expenditures increased $173,104 from the prior year due to increases
in genera]l government and public works. The general fund also had an increase in interfund transfers out for
capital projects.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
For the Year Ended September 30, 2018

There was a decrease of $108,360 in the debt service fund balance, bringing ending fund balance to $702,809.
The decrease is a result of interest payments on newly issued debt.

The hotel occupancy tax fund experienced a decrease in fund balance of $541,488. Community development
costs were over $2 million as a result of a partnership agreement with Space Center Houston.

The C.O. series 2018, a new major fund for 2018, saw an increase in fund balance of $4,753,336 due to the
issuance of certificates of obligation in the amount of $5,040,000 to provide funding for construction, renovation,
and equipment of various City facilities; construction of an animal shelter; road and street repairs; and costs of
issuance.

Proprietary Funds

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

Revenues from charges for water increased during the year by 22.6 percent due to an increase in consumer
consumption. Charges for wastewater increased, as well, by 15.2 percent due to an increase in customer
consumption. Drainage charges increased in comparison to the prior year by 2.2 percent. Operating expenses

were comparable to the prior year with an increase of 2.3 percent. The overall increases in operating revenues
and impact fees contributed to the increase in ending net position of $1,482,477.

GENERAL FUND BUDGETARY HIGHLIGHTS

Actual revenues were $319,743 more than budgeted revenues for 2018.

Actual expenditures were less than budgeted expenditures by $1,146,081. All functions had positive budget
variances, which were largely the result of conservative budgeting practices.

CAPITAL ASSETS

At September 30, 2018, the City’s governmental activities funds had invested $54,016,562 in a variety of capital
assets and infrastructure, net of accumulated depreciation. This represents a net increase of $5,698,734.

Major capital asset events during the year included the following:

e Construction in progress for Rocket/Destination Development project of $3,537,323

e Construction in progress for Genesis project of $4,622,330

e Completion of sidewalks along Kobayashi of $159,023

e Various public works and public safety vehicles for $337,053
More detailed information about the City’s capital assets is presented in note III. C. to the financial statements.
LONG-TERM DEBT

At the end of the current year, the City had total bonds and certificates of obligation outstanding of $20,865,000.
Of this amount, $8,940,000 was general obligation debt, while certificates of obligation accounted for
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
For the Year Ended September 30, 2018

$11,925,000. During the year, the City retired early the outstanding balance on water and sewer revenue bonds,
series 2008. Additionally, the City issued certificates of obligation series 2018A and 2018B in the amounts of
$5,040,000 and $1,975,000, respectively, to fund various governmental capital activity, as well as engineering and
design costs related to replacement of a 42-inch water line project.

More detailed information about the City’s long-term liabilities is presented in note III. D. to the financial
statements.

Current underlying ratings on debt issues are as follows:

Standard and
Poor's
General obligation bonds AA+

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The Webster City Council has adopted its annual budget and property tax rate for its fiscal year that begins on
October 1, 2018. The budget includes total resources of $45,696,470 and expenditures of $40,460,500, including
the activity of the WEDC. Both of these amounts are greater than the originally adopted budget for fiscal year
2017-18. Growth in both sales and property taxes contribute to the increase in revenue. The $1,236,000 spike in
personnel costs is due to the addition of four positions and pay increases for employees. Governmental debt
service expenditures rise by $589,000 after the issuance of certificates of obligation to finance the purchase of two
fire engines, the construction of an animal shelter, and the renovation of City facilities. Offsetting these increases,
expenditures in the Hotel Occupancy Tax Fund fall by $1,550,000 after the fulfilment of a gift agreement with
Space Center Houston during 2018. Capital expenses in the Equipment Replacement Fund surge by $736,000 to
acquire 26 items.

Property values within the City jumped 3.4% above the adjusted 2017 taxable values to $2.108 billion. The
property tax rate increases from $0.31725 to $0.34794 per $100 of taxable value to accumulate an additional
$866,000 for both operations and debt service. Sales tax revenue is predicted to rise by $791,000, or four percent,
with the opening of Costco Wholesale and Exclusive Furniture. Utility rates are essentially unchanged for fiscal
year 2018-19.

The booming economy can also be demonstrated by the area’s unemployment rate, which has decreased from
4.8% in 2017 to 4.1% in 2018. A record level of annual sales tax revenue is being reported for the fiscal year just
ended. Rising property values are expected to continue. The WEDC’s “Destination Development” project is
coming to fruition as road construction will facilitate the opening of American Furniture Warehouse and other
development in the future.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the City’s finances. Questions concerning this
report or requests for additional financial information should be directed to Director of Finance, City Hall, 101
Pennsylvania, Webster, TX; telephone 281-316-4102; or for general City information, visit the City’s website at
www.cityofwebster.com.
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CITY OF WEBSTER, TEXAS

STATEMENT OF NET POSITION
September 30, 2018

ASSETS

Cash and cash equivalents

Investments

Receivables (net of allowance for
uncollectible)

Internal balances

Prepaid items

Inventory

Due from primary government

Capital assets:
Nondepreciable
Net depreciable capital assets
Total Assets

DEFERRED OUTFLOWS OF RESOURCES
Deferred charge on refunding
Deferred outflows - pension
Deferred outflows - OPEB
Total Deferred Outflows of Resources

LIABILITIES
Accounts payable and
accrued liabilities
Due to component unit
Customer deposits
Accrued interest payable
Unearned revenue
Noncurrent liabilities:
Long-term liabilities due within
one year
Long-term liabilities due in more
than one year
Total Liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred inflows - pension
Deferred inflows - grants
Total Deferred Inflows of Resources

NET POSITION
Net investment in capital assets
Restricted for:
Debt service
Enabling legislation
Construction/capital improvements
Economic development
Unrestricted
Total Net Position

See Notes to Financial Statements.

Primary Government

Governmental Business-Type Component
Activities Activities Total Unit
$§ 19,168,070 $ 8,739,215 27,907,285 § 11,622,861
9,418,853 5,212,200 14,631,053 -
3,441,060 826,376 4,267,436 718,566
(195,377) 195,377 - -
2,482,874 6,661 2,489,535 -
23,364 - 23,364 -
- - - 106,955
14,168,418 139,737 14,308,155 2,814,414
39,848,144 19,040,899 58,889,043 -
88,355,406 34,160,465 122,515,871 15,262,796
198,125 22,363 220,488 110,791
1,835,661 153,281 1,988,942 -
57,228 6,986 64,214 -
2,091,014 182,630 2,273,644 110,791
1,054,275 289,689 1,343,964 1,350,608
- 106,955 106,955 -
10,400 399,936 410,336 -
21,696 16,584 38,280 14,662
189,830 - 189,830 -
3,454,405 405,274 3,859,679 668,094
21,314,835 6,630,148 27,944,983 9,777,868
26,045,441 7,848,586 33,894,027 11,811,232
1,310,393 94,159 1,404,552 -
229,709 - 229,709 -
1,540,102 94,159 1,634,261 -
43,367,530 13,056,170 56,423,700 2,814,414
706,622 664,093 1,370,715 136,446
5,780,876 - 5,780,876 -
- 5,366,797 5,366,797 3,115,517
- - - 7,831,150
13,005,849 7,313,290 20,319,139 (10,335,172)
$ 62,860,877 § 26,400,350 89,261,227  § 3,562,355
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CITY OF WEBSTER, TEXAS

STATEMENT OF ACTIVITIES
For the Year Ended September 30, 2018

Program Revenues

Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions  Contributions

Primary Government
Governmental Activities
General government
Public safety
Public works
Community development
Interest and fiscal agent fees
Total Governmental Activities
Business-Type Activities
Water
Wastewater
Drainage
Total Business-Type Activities
Total Primary Government

Component Unit

Webster Economic Development Corporation
Total Component Unit

See Notes to Financial Statements.

$ 4,231,926 $ 391,105 $ 1,030,030  § -
12,735,131 1,038,825 189,699 -
4,451,450 - - 8,260,014
4,567,713 840,493 - -
478,058 - - -
26,464,278 2,270,423 1,219,729 8,260,014
2,516,141 2,829,763 - -
2,525,584 2,840,383 - -
297,779 334,895 - -
5,339,504 6,005,041 - -

$ 31,803,782 § 8,275,464 § 1,219,729 § 8,260,014
$ 11,006,454 - 8 106,955  §$ -
$ 11,006,454 - 3 106,955  § -

General Revenues:
Ad valorem taxes
Sales taxes

Franchise and local taxes

Other taxes

Investment earnings

Other revenues
Transfers

Total General Revenues and Transfers

Change in Net Position
Beginning Net Position
Ending Net Position
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Net (Expense) Revenue and Changes in Net Position

Primary Government

Governmental Business-Type Component
Activities Activities Total Unit
$ (2,810,791) % - 8 (2,810,791) 8§ -
(11,506,607) - (11,506,607) -
3,808,564 - 3,808,564 -
(3,727,220) - (3,727,220) -
(478,058) - (478,058) -
(14,714,112) - (14,714,112) -
- 313,622 313,622 -
- 314,799 314,799 -
- 37,116 37,116 -
- 665,537 665,537 -
(14,714,112) 665,537 (14,048,575) -
- - - (10,899,499)
- - - (10,899,499)
6,327,334 - 6,327,334 -
13,410,874 - 13,410,874 4,470,291
1,208,514 - 1,208,514 -
2,136,761 - 2,136,761 -
391,521 181,103 572,624 250,188
220,554 901,364 1,121,918 -
250,000 (250,000) - -
23,945,558 832,467 24,778,025 4,720,479
9,231,446 1,498,004 10,729,450 (6,179,020)
53,629,431 24,902,346 78,531,777 9,741,375
$ 62,860,877 $ 26,400,350 $ 89,261,227 $ 3,562,355
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CITY OF WEBSTER, TEXAS

BALANCE SHEET
GOVERNMENTAL FUNDS
September 30, 2018
Hotel
Debt Occupancy C.O. Series
General Service Tax 2018
ASSETS
Cash and cash equivalents $ 5,039,488  § 702,549  § 5235214  $ 2,565,709
Investments 7,283,258 - - -
Receivables (net of allowance
for uncollectible) 3,159,824 36,160 109,121 24
Due from other funds 19,266 - - -
Prepaid items 51,940 - - 2,430,934
Inventory 23,364 - - -
Total Assets $ 15577,140 § 738,709 § 5,344,335 $ 4,996,667
LIABILITIES
Accounts payable and
accrued liabilities $ 764,428 § - 8 14 S 243,331
Customer deposits 10,400 - - -
Due to other funds 3,007 - - -
Unearned revenue 98,974 - - -
Total Liabilities 876,809 - 14 243,331
DEFERRED INFLOWS OF RESOURCES
Unavailable revenue - property taxes 65,248 35,900 - -
Unavailable revenue - grants 229,709 - - -
Total Deferred Inflows of Resources 294,957 35,900 - -
FUND BALANCES
Nonspendable:
Prepaid items 51,940 - - -
Inventory 23,364 - - -
Restricted for:
Debt service - 702,809 - -
Construction/capital improvements - - - 4,753,336
Enabling legislation - - 5,344,321 -
Assigned to:
Special revenue - - - -
Capital projects - - - -
Other post-employment benefits 274,270 - - -
Unassigned 14,055,800 - - -
Total Fund Balances 14,405,374 702,809 5,344,321 4,753,336
Total Liabilities, Deferred Inflows of
Resources, and Fund Balances $ 15,577,140 § 738,709 $ 5,344,335  § 4,996,667

See Notes to Financial Statements.
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Nonmajor Total
Governmental Governmental
Funds Funds
$ 2,685,578 $ 16,228,538

519,464 7,802,722

32,266 3,337,395

- 19,266

- 2,482,874

- 23,364

$ 3,237,308 $ 29,894,159
$ 7,468 $ 1,015,241
- 10,400

19,266 22,273

7,185 106,159

33,919 1,154,073

- 101,148

- 229,709

- 330,857

- 51,940

- 23,364

- 702,809

- 4,753,336

436,555 5,780,876
198,916 198,916
2,575,103 2,575,103

- 274,270

(7,185) 14,048,615
3,203,389 28,409,229

$ 3,237,308 $ 29,804,159




(This page intentionally left blank.)
28



CITY OF WEBSTER, TEXAS
RECONCILIATION OF THE BALANCE SHEET
OF GOVERNMENTAL FUNDS TO THE

STATEMENT OF NET POSITION
September 30, 2018

Total fund balances — total governmental funds $ 28,409,229

Amounts reported for governmental activities in the Statement of Net Position are
different because:

Capital assets used in governmental activities are not current financial resources
and, therefore, not reported in the governmental funds.
Capital assets — nondepreciable 14,168,418
Capital assets — net depreciable 39,848,144

Other long-term assets are not available to pay for current period expenditures
and, therefore, are reported as unavailable revenue in the governmental funds. 101,148

Internal service funds are used by management to charge the costs of certain
capital assets to individual funds. The assets and liabilities of the internal
service funds are included in the governmental activities in the Statement of
Net Position. 4,344,253

Some liabilities, including bonds payable and net pension liability, are not reported as
liabilities in the governmental funds.

Accrued interest payable (21,696)
Noncurrent liabilities due in one year (3,454,405)
Noncurrent liabilities due in more than one year (21,314,835)
Deferred charge on refunding 198,125
Deferred outflows - pension 1,835,661
Deferred inflows - pension (1,310,393)
Deferred outflows - OPEB 57,228
Net Position of Governmental Activities $ 62,860,877

See Notes to Financial Statements.
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CITY OF WEBSTER, TEXAS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
For the Year Ended September 30, 2018

REVENUES
Ad valorem taxes
Sales taxes
Franchise fees
Other taxes
Licenses and permits
Fines and forfeitures
Charges for services
Intergovernmental
Investment earnings
Contributions
Other revenue
Total Revenues
EXPENDITURES
Current
General government
Public safety
Public works
Community development
Capital Outlay
Debt Service
Principal
Interest and fiscal charges
Bond issuance costs
Total Expenditures

Excess (Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES)
Issuance of debt
Premium on debt issuance
Transfers in
Transfers out
Sale of capital assets
Total Other Financing Sources (Uses)

Net Change in Fund Balances

Beginning Fund Balances
Ending Fund Balances

See Notes to Financial Statements.

Hotel
Debt Occupancy C.O. Series
General Service Tax 2018
8 4478,040 $ 1,812,589 $ - 8 -
13,410,874 - - -
1,178,172 - - -
656,072 - 1,480,689 -
796,789 - - -
890,760 - - -
434,809 - - -
74,425 - - -
194,111 12,407 74,785 23,892
700,000 330,030 -

216,866 - 478 -
23,030,918 2,155,026 1,555,952 23,892
3,815,474 - - -
11,731,420 - - -
3,104,359 - - -
1,825,686 - 2,053,040 -

- - - 528,202

- 1,905,000 - -

- 358,386 - -

- - - 121,245
20,476,939 2,263,386 2,053,040 649,447
2,553,979 (108,360) (497,088) (625,555)
- - - 5,040,000

- - - 338,891

306,400 - - -
(1,376,179) - (44,400) -
11,638 - - -
(1,058,141) - (44,400) 5,378,891
1,495,838 (108,360) (541,488) 4,753,336
12,909,536 811,169 5,885,809 -
$ 14,405,374  § 702,809 $ 5344321 § 4,753,336
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Nonmajor Total
Governmental Governmental
Funds Funds

$ - 3 6,290,629

- 13,410,874

30,342 1,208,514

- 2,136,761

- 796,789

148,065 1,038,825

- 434,809

115,274 189,699

26,533 331,728

- 1,030,030

3,210 220,554

323,424 27,089,212

35,254 3,850,728

154,431 11,885,851

- 3,104,359

- 3,878,726

295,751 823,953

- 1,905,000

- 358,386

- 121,245

485,436 25,928,248

(162,012) 1,160,964

- 5,040,000

- 338,891

1,376,179 1,682,579
(12,000) (1,432,579)

- 11,638

1,364,179 5,640,529

1,202,167 6,801,493

2,001,222 21,607,736

$ 3,203,389 § 28,409,229
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CITY OF WEBSTER, TEXAS
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE

STATEMENT OF ACTIVITIES
For the Year Ended September 30, 2018

Net changes in fund balances — total governmental funds $ 6,801,493
Amounts reported for governmental activities in the Statement of Activities are
different because:
Governmental funds report capital outlays as expenditures. However, in the
Statement of Activities, the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense.
Depreciation (3,271,245)
Capital outlay 709,965
Capital contributions from component units and developers are not reported as
revenues in the governmental funds. 8,260,014
Revenues in the Statement of Activities that do not provide current financial resources
are not reported as revenues in the funds. 36,705
The issuance of long-term debt (e.g., bonds, leases, certificates of obligation)
provides current financial resources to governmental funds, while the
repayment of the principal of long-term debt consumes the current financial
resources of governmental funds. Neither transaction, however, has any
effect on net position. Also, governmental funds report the effect of
premiums, discounts, and similar items when it is first issued, whereas
these amounts are deferred and amortized in the Statement of Activities.
Principal repayments 1,905,000
Issuance of debt (5,040,000)
Premium on debt issued issued (338,891)
Amortization of deferred charges (2,240)
Accrued interest 3,813
Compensated absences (75,793)
Net pension liability 2,362,543
Net OPEB liability (106,201)
Amortization of deferred outflows - pension (3,075,333)
Amortization of deferred inflows - pension 544,403
Amortization of deferred outflows - OPEB 49,961
Internal service funds are used by management to charge the costs of certain capital assets
and information technology services to individual funds. The net revenue (expense) is
reported with governmental activities. 467,252
Change in Net Position of Governmental Activities $ 9,231,446

See Notes to Financial Statements.
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CITY OF WEBSTER, TEXAS

STATEMENT OF NET POSITION

PROPRIETARY FUNDS
September 30, 2018
Business-Type Governmental
Activities Activities
Utility Internal
Fund Service Funds
ASSETS
Current Assets
Cash and cash equivalents $ 8,739,215  § 2,939,532
Investments 5,212,200 1,616,131
Receivables, net 826,376 103,665
Due from other funds 2,063 944
Prepaid expenses 6,661 -
Total Current Assets 14,786,515 4,660,272
Noncurrent Assets
Capital assets:
Nondepreciable 139,737 -
Depreciable capital assets 39,644,382 5,199,500
Less: accumulated depreciation (20,603,483) (3,683,441)
Total Capital Assets (Net) 19,180,636 1,516,059
Total Noncurrent Assets 19,180,636 1,516,059
Total Assets 33,967,151 6,176,331
DEFERRED OUTFLOWS OF RESOURCES
Deferred charge on refunding 22,363 -
Deferred outflows - pension 153,281 38,564
Deferred outflows - OPEB 6,986 1,457
Total Deferred Outflows of Resources 182,630 40,021
LIABILITIES
Current Liabilities
Accounts payable and accrued liabilities 289,689 39,034
Accrued interest payable 16,584 -
Unearned revenue - 83,671
Current portion of compensated absences 80,952 18,726
Customer deposits 399,936 -
Due to component unit 106,955 -
Current portion of bonds payable (net of deferred charges) 324,322 -
Total Current Liabilities 1,218,438 141,431
Noncurrent Liabilities
Compensated absences 16,671 4,533
Net pension liability 695,336 198,176
Total OPEB liability 95,634 19,952
Bonds payable (net of deferred charges) 5,822,507 -
Total Noncurrent Liabilities 6,630,148 222,661
Total Liabilities 7,848,586 364,092
DEFERRED INFLOWS OF RESOURCES
Deferred inflows - pension 94,159 19,010
Total Deferred Inflows of Resources 94,159 19,010
NET POSITION
Net investment in capital assets 13,056,170 1,516,059
Restricted for debt service 664,093 -
Restricted for construction/capital improvements 5,366,797 -
Unrestricted 7,119,976 4,317,191
Total Net Position 26,207,036 $ 5,833,250
Adjustment to reflect the consolidation of internal
service fund activities related to enterprise funds 193,314
Net position of business-type activities $ 26,400,350

See Notes to Financial Statements.
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CITY OF WEBSTER, TEXAS
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS
For the Year Ended September 30, 2018

Business-Type Governmental
Activities Activities
Utility Internal
Fund Service Funds
OPERATING REVENUES
Water charges $ 2,829,763  $ -
Wastewater charges 2,840,383 -
Drainage charges 334,895 -
Penalties and reconnect fees 32,702 -
Charges for services - 4,003,502
Other revenue 53,300 10,900
Total Operating Revenues 6,091,043 4,014,402
OPERATING EXPENSES
Personnel 1,438,144 2,799,284
Supplies 623,781 11,258
Maintenance 1,068,244 59,341
Services 719,892 228,514
Depreciation 1,202,868 755,387
Total Operating Expenses 5,052,929 3,853,784
Operating Income (Loss) 1,038,114 160,618
NONOPERATING REVENUES (EXPENSES)
Investment earnings 181,103 59,793
Interest expense (302,102) -
Impact fees 815,362 -
Gain on sale of capital assets - 26,801
Total Nonoperating Revenues 694,363 86,594
Income Before Transfers 1,732,477 247,212
TRANSFERS
Transfers (out) (250,000) -
Change in Net Position 1,482,477 247,212
Beginning Net Position 24,724,559 5,586,038
Ending Net Position $ 26,207,036 $ 5,833,250
Change in net position before adjustment $ 1,482,477
Adjustment to reflect the consolidation of internal
service fund activities related to enterprise funds 15,527
Change in net position of business-type activities $ 1,498,004

See Notes to Financial Statements.
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CITY OF WEBSTER, TEXAS
STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS (Page 1 of 2)
For the Year Ended September 30, 2018

Business-Type Governmental
Activities Activities
Utility Internal
Fund Service Funds
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers and users $ 6,042,486 $ -
Receipts from interfund charges for equipment replacement - 711,175
Receipts from interfund charges for information technology - 844,579
Receipts from interfund charges for employee benefits - 2,468,113
Payments to suppliers (2,216,056) (2,765,086)
Payments to employees (1,389,384) (312,506)
Net Cash Provided by Operating Activities 2,437,046 946,275
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Impact fees 815,362 -
Transfers to other funds (250,000) -
Net Cash Provided by Noncapital Financing Activities 565,362 -
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition and construction of capital assets (177,204) (538,485)
Proceeds from issuance of debt 2,089,938 -
Principal paid on debt (1,785,000) -
Interest paid on debt (313,110) -
Proceeds from sale of capital assets - 26,801
Net Cash (Used) by Capital and Related Financing Activities (185,376) (511,684)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments 892,673 497,754
Purchase of investments (3,184,231) (519,338)
Interest on investments 181,103 59,793
Net Cash Provided (Used) by Investing Activities (2,110,455) 38,209
Net Increase in Cash and Cash Equivalents 706,577 472,800
Beginning Cash and Cash Equivalents 8,032,638 2,466,732
Ending Cash and Cash Equivalents 3 8,739,215  § 2,939,532
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CITY OF WEBSTER, TEXAS
STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS (Page 2 of 2)
For the Year Ended September 30, 2018

Business-Type Governmental
Activities Activities
Utility Internal

Fund Service Funds

Reconciliation of Operating Income (Loss)
to Net Cash Provided (Used) by Operating Activities

Operating income (loss) $ 1,038,114  $ 160,618

Adjustments to Reconcile Operating Income (Loss) to

Net Cash Provided by Operating Activities:

Depreciation 1,202,868 755,387

Changes in Operating Assets and Liabilities:

(Increase) Decrease in Current Assets:
Accounts receivable (95,921) (74,206)
Due from other funds (1,976) 1,837
Prepaid expenses 103 -
Deferred outflows 138,646 44,725

Increase (Decrease) in Current Liabilities:
Accounts payable and accrued liabilities 90,779 303
Compensated absences 15,684 5,528
Unearned revenue - 83,671
Customer deposits 47,364 -
Due to component unit 106,955 -
Net pension liability (199,165) (49,883)
Total OPEB liability 13,852 2,890
Deferred inflows 79,743 15,405

Net Cash Provided by Operating Activities $ 2,437,046 § 946,275

See Notes to Financial Statements.
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CITY OF WEBSTER, TEXAS

NOTES TO FINANCIAL STATEMENTS
For the Year Ended September 30, 2018

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Reporting Entity

The City of Webster, Texas (the “City”) was incorporated under the laws of the State of Texas in 1958.
The City has operated under a “Home Rule Charter” which provides for a Council-Manager form of
government since January 15, 1994.

The City Council is the principal legislative body of the City. The City Manager is appointed by a
majority vote of the City Council. The City Manager is responsible for the appointment and removal of
department directors and employees, supervision and control of all City departments, preparation of the
annual budget, and other affairs of the City.

The City provides the following services: general government (City council, City secretary, City
manager, finance, municipal court, human resources, and economic development); public safety (police,
fire, and emergency management); community development (permitting, planning, and recreation); public
works (construction and maintenance of streets and parks); and water, wastewater, and drainage services.

The City is an independent political subdivision of the State of Texas governed by an elected council and
a mayor and is considered a primary government. The Webster Economic Development Corporation,
although legally separate, is considered part of the reporting entity. No other entities have been included
in the City’s reporting entity. As the City is considered a primary government for financial reporting
purposes, its activities are not considered a part of any other governmental or other type of reporting
entity.

Considerations regarding the potential for inclusion of other entities, organizations, or functions in the
City’s financial reporting entity are based on criteria prescribed by generally accepted accounting
principles. The elements considered in determining that the City’s financial reporting entity status is that
of a primary government are that it has a separately elected governing body, it is legally separate, and it is
fiscally independent of other state and local governments. Additionally, prescribed criteria under
generally accepted accounting principles include considerations pertaining to organizations for which the
primary government is financially accountable and considerations pertaining to organizations for which
the nature and significance of their relationship with the primary government are such that exclusion
would cause the reporting entity’s financial statements to be misleading or incomplete.

Discretely Presented Component Unit

Webster Economic Development Corporation

Webster Economic Development Corporation (WEDC) has been included in the reporting entity as a
discretely presented component unit. In 1999, the City formed the WEDC, which was created by voters
approving an additional sales tax.

State law allows the WEDC to collect sales tax to assist in the promotion and development activities of
the City. The WEDC began receiving sales tax in March 2000.

The WEDC was created by the City under the Texas Development Corporation Act of 1979 for the
purpose of promoting, assisting, and enhancing economic and development activities on behalf of the
City. The Board of Directors is appointed by and serves at the discretion of the City Council. City
Council approval is required for annual budgets and bonded debt issuance. In the event of dissolution, net
position of the WEDC shall be conveyed to the City. Separate financial statements of the WEDC may be
obtained from the Finance Department of the City.
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CITY OF WEBSTER, TEXAS

NOTES TO FINANCIAL STATEMENTS (Continued)
For the Year Ended September 30,2018

B. Government-Wide Financial Statements

The government-wide financial statements (i.e., the Statement of Net Position and the Statement of
Activities) report information on all of the activities of the primary government and its component unit.
Governmental activities, which normally are supported by taxes and intergovernmental revenues, are
reported separately from business-type activities, which rely to a significant extent on fees and charges to
external customers for support. Likewise, the primary government is reported separately from certain
legally separate component units for which the primary government is financially accountable.

C. Basis of Presentation — Government-Wide Financial Statements

While separate government-wide and fund financial statements are presented, they are interrelated. The
governmental activities column incorporates data from governmental and internal service funds, while
business-type activities incorporate data from the City’s enterprise funds. Separate financial statements
are provided for governmental funds and proprietary funds.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are payments in lieu of taxes where the amounts are reasonably
equivalent in value to the interfund services provided and other charges between the City’s water and
wastewater functions and various other functions of the City. Elimination of these charges would distort
the direct costs and program revenues reported for the various functions concerned.

D. Basis of Presentation — Fund Financial Statements

The fund financial statements provide information about the City’s funds. Separate statements for each
fund category — governmental and proprietary — are presented. The emphasis of fund financial statements
is on major governmental and enterprise funds, each displayed in a separate column. All remaining
governmental and enterprise funds are aggregated and reported as nonmajor funds.

The City reports the following governmental funds:

The general fund is used to account for and report all financial resources not accounted for and
reported in another fund. The principal sources of revenues include local property taxes, sales and
franchise taxes, licenses and permits, fines and forfeitures, and charges for services. Expenditures
include general government, public safety, public works, and community development. The general
fund is always considered a major fund for reporting purposes.

The debt service fund is used to account for and report the payment of interest and principal on all
general obligation bonds and other long-term debt of the City. The primary source of revenue for debt
service is local property taxes. The debt service fund is considered a nonmajor fund for reporting
purposes; however, the City has chosen to report it as a major fund.

.The special revenue funds are used to account for and report the proceeds of specific revenue sources
that are restricted or committed to expenditure for specified purposes other than debt service or capital
projects. The special revenue funds include the hotel occupancy tax fund, public safety fund,
municipal court program fund, grant fund, and the PEG channel fund. The special revenue funds are
considered nonmajor funds for reporting purposes; however, the City has chosen to report the hotel
occupancy tax fund as a major fund. The hotel occupancy tax fund’s major revenue source is hotel
occupancy tax.
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CITY OF WEBSTER, TEXAS

NOTES TO FINANCIAL STATEMENTS (Continued)
For the Year Ended September 30,2018

The capital project funds are used to account for and report financial resources that are restricted,
committed, or assigned to expenditure for capital outlays, including the acquisition or construction of
capital facilities and other capital assets. The capital project funds include the street construction fund,
other capital projects fund, general projects fund, and the certificate of obligation (C.O.) series 2018
fund. The C.O. series 2018 fund is considered a major fund while the remaining capital project funds
are considered nonmajor for reporting purposes.

The City reports the following enterprise fund:

The utility fund is used to account for the operations that provide water and wastewater collection,
wastewater treatment operations, and drainage. The services are financed and operated in a manner
similar to private business enterprises where the intent of the governing body is that the costs
(expenses including depreciation) of providing goods or services to the general public on a continuing
basis will be financed or recovered primarily through user charges. The utility fund is considered a
major fund for reporting purposes.

Additionally, the City reports the following fund type:

Internal service funds account for services provided to other departments of the City, or to other
governments, on a cost reimbursement basis. The equipment replacement fund is used to account for
equipment replacement and maintenance services. The information technology fund accounts for
technology services. The employee benefit fund is used to account for insurance provided to City
employees.

During the course of operations, the City has activity between funds for various purposes. Any residual
balances outstanding at year end are reported as due from/to other funds and advances to/from other
funds. While these balances are reported in fund financial statements, certain eliminations are made in the
preparation of the government-wide financial statements. Balances between the funds included in
governmental activities (i.e., the governmental and internal service funds) are eliminated so that only the
net amount is included as internal balances in the governmental activities column. Similarly, balances
between the funds included in business-type activities (i.e., the enterprise funds) are eliminated so that
only the net amount is included as internal balances in the business-type activities column.

Further, certain activity occurs during the year involving transfers of resources between funds. In fund
financial statements, these amounts are reported at gross amounts as transfers in/out. While reported in
fund financial statements, certain eliminations are made in the preparation of the government-wide
financial statements. Transfers between the funds included in governmental activities are eliminated so
that only the net amount is included as transfers in the governmental activities column. Similarly,
balances between the funds included in business-type activities are eliminated so that only the net amount
is included as internal balances in the business-type activities column.

E. Measurement Focus and Basis of Accounting

The accounting and financial reporting treatment is determined by the applicable measurement focus and
basis of accounting. Measurement focus indicates the type of resources being measured such as current
financial resources or economic resources. The basis of accounting indicates the timing of transactions or
events for recognition in the financial statements.

The government-wide and proprietary fund financial statements are reported using the ecomomic

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

The governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon as
they are both measurable and available. Revenues are considered to be available when they are collectible
within the current period or soon enough thereafter to pay liabilities of the current period. For this
purpose, the City considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to compensated absences
and claims and judgments, are recorded only when payment is due. General capital asset acquisitions are
reported as expenditures in governmental funds. Issuance of long-term debt and acquisitions under capital
leases are reported as other financing sources.

Property taxes, sales taxes, franchise taxes, licenses, and interest associated with the current fiscal period
are all considered to be susceptible to accrual and so have been recognized as revenues of the current
fiscal period. Entitlements are recorded as revenues when all eligibility requirements are met, including
any time requirements, and the amount is received during the period or within the availability period for
this revenue source (within 60 days of year end). Expenditure-driven grants are recognized as revenue
when the qualifying expenditures have been incurred and all other eligibility requirements have been met,
and the amount is received during the period or within the availability period for this revenue source
(within 60 days of year end). All other revenue items are considered to be measurable and available only
when cash is received by the City.

F. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position/Fund Balance

1. Cash and Cash Equivalents

The City’s cash and cash equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of acquisition. For the purpose
of the statement of cash flows, the proprietary fund types consider temporary investments with maturity
of three months or less when purchased to be cash equivalents.

2. Investments

Investments, except certain investment pools, commercial paper, money market funds, and investment
contracts, are reported at fair value. The investment pools operate in accordance with appropriate state
laws and regulations and are reported at amortized cost. Money market funds, which are short-term
highly liquid debt instruments that may include U.S. Treasury and agency obligations and commercial
paper that have a remaining maturity of one year or less upon acquisition, are reported at amortized cost.
Investments in nonparticipating interest earning contracts, such as certificates of deposits, are reported at
cost. Investment income is allocated back to the respective funds based on each fund’s equity in the
investment.

The City has adopted a written investment policy regarding the investment of its funds as defined in the
Public Funds Investment Act, Chapter 2256, Texas Government Code. In summary, the City is
authorized to invest in the following: direct obligations of the U.S. Government, fully collateralized
certificates of deposit and money market accounts, and statewide investment pools.
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3. Inventories and Prepaid Items

The costs of governmental fund type inventories are recorded as expenditures when the related liability is
incurred (i.e., the purchase method). Certain payments to vendors reflect costs applicable to future
accounting periods (prepaid expenditures) and are recognized as expenditures when utilized.

4. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items), are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. In accordance with GASB Statement No. 34,
infrastructure has been capitalized retroactively. Capital assets are defined by the City as assets with an
initial, individual cost of more than $5,000 and an estimated useful life in excess of four years. Such
assets are recorded at historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at acquisition value at the date of donation. Major outlays for capital assets
and improvements are capitalized as projects are constructed.

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.

Property, plant, and equipment of the primary government, as well as the component unit, are depreciated
using the straight-line method over the following estimated useful years:

Estimated
Asset Description Useful Life
Vehicles 4 to 20 years
Furniture and equipment 5to 15 years
Infrastructure 10 to 50 years
Water and wastewater system 10 to 40 years
Buildings and improvements 5 to 50 years

5. Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of resources,
represents a consumption of net position that applies to a future period(s) and so will not be recognized as
an outflow of resources (expense/expenditure) until then. The City has four items that qualify for
reporting in this category on the government-wide Statement of Net Position. A deferred charge on
refunding results from the difference in the carrying value of refunded debt and its reacquisition price.
This amount is deferred and amortized over the shorter of the life of the refunded or refunding debt.
Deferred outflows of resources are recognized for the difference between the projected and actual
investment earnings on the pension plan assets. This amount is deferred and amortized over a period of
five years. Deferred charges have been recognized for employer pension and OPEB plan contributions
that were made subsequent to the measurement date through the end of the City’s fiscal year. These
amounts are deferred and recognized as a reduction to the net pension or OPEB liability during the
measurement period in which the contributions were made. Deferred charges have been recognized for
changes in actuarial assumptions. This amount is deferred and amortized over the average of the expected
service lives of pension and OPEB plan members.

45



CITY OF WEBSTER, TEXAS

NOTES TO FINANCIAL STATEMENTS (Continued)
For the Year Ended September 30, 2018

In addition to liabilities, the statement of financial position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of resources,
represents an acquisition of net position that applies to a future period(s) and so will not be recognized as
an inflow of resources (revenue) until that time. The City has two items that qualify for reporting in this
category in the government-wide Statement of Net Position. A deferred inflow has been recognized as a
result of differences between the actuarial expectations and the actual economic experience of the City’s
defined benefit pension plan. This amount is deferred and amortized over the average of the expected
service lives of pension plan members. Additionally, the City has deferred outflows related to a grant in
which approval has not been provided by the grantee as of the end of the fiscal year for disaster-related
expenses. At the fund level, the City has only one type of item, which arises only under a modified
accrual basis of accounting, that qualifies for reporting in this category. Accordingly, the item,
unavailable revenue, is reported only in the governmental funds balance sheet. The governmental funds
report unavailable revenues from property taxes and grants. These amounts are deferred and recognized
as an inflow of resources in the period that the amounts become available.

6. Compensated Emplovee Absences

It is the City’s policy to permit employees to accumulate earned but unused vacation, sick pay benefits,
and compensatory time. Amounts accumulated may be paid to employees upon termination of
employment or during employment in accordance with the City’s personnel policy. The estimated
amount of compensation for services provided that is expected to be liquidated with expendable,
available financial resources is reported as an expenditure and a fund liability of the governmental fund
that will pay it when it matures or becomes due. Amounts of vested or accumulated vacation leave that
are not expected to be liquidated with expendable, available financial resources are maintained separately
and represent a reconciling item between the fund and government-wide presentations.

7. Long-Term Obligations

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 liabilities in the applicable governmental
activities, business-type activities, or proprietary fund type Statement of Net Position. Bond premiums
and discounts are deferred and amortized over the life of the bonds using the effective interest method, if
material. Bonds payable are reported net of the applicable bond premium or discount.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as
- well as bond issuance costs, during the current period. The face amount of debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing sources while
discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not withheld
from the actual debt proceeds received, are reported as debt service expenditures.

The property tax rate is allocated each year between the general and debt service funds. The full amount
estimated to be required for debt service on general obligation debt is provided by the tax along with the
interest earned in the debt service fund. Although a portion of the general obligation debt was directly
related to the purchase of water and sewer infrastructure, the debt service expenditures are included in the
governmental fund financial statements as they are expected to be paid from debt service tax revenues
instead of water system revenues.

Assets acquired under the terms of a capital lease are recorded as liabilities and capitalized in the
government-wide financial statements at the present value of net minimum lease payments at inception of
the lease. In the year of acquisition, capital lease transactions are recorded as other financing sources and
as capital outlay expenditures in the applicable fund. Lease payments representing both principal and
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interest are recorded as expenditures in the general fund upon payment with an appropriate reduction of
principal recorded in the government-wide financial statements.

8. Net Position Flow Assumption

Sometimes the City will fund outlays for a particular purpose from both restricted (e.g., restricted bond or
grant proceeds) and unrestricted resources. In order to calculate the amounts to report as restricted net
position and unrestricted net position in the government-wide and proprietary fund financial statements, a
flow assumption must be made about the order in which the resources are considered to be applied. It is
the City’s policy to consider restricted net position to have been depleted before unrestricted net position
is applied.

9. Fund Balance Flow Assumptions

Sometimes the City will fund outlays for a particular purpose from both restricted and unrestricted
resources (the total of committed, assigned, and unassigned fund balance). In order to calculate the
amounts to report as restricted, committed, assigned, and unassigned fund balance in the governmental
fund financial statements, a flow assumption must be made about the order in which the resources are
considered to be applied. It is the City’s policy to consider restricted fund balance to have been depleted
before using any of the components of unrestricted fund balance. Further, when the components of
unrestricted fund balance can be used for the same purpose, committed fund balance is depleted first,
followed by assigned fund balance. Unassigned fund balance is applied last.

10. Fund Balance Policies

Fund balances of governmental funds are reported in various categories based on the nature of any
limitations requiring the use of resources for specific purposes. The City itself can establish limitations on
the use of resources through either a commitment (committed fund balance) or an assignment (assigned
fund balance).

Amounts that cannot be spent because they are either not in spendable form or legally or contractually
required to be maintained intact are classified as nonspendable fund balance. Amounts that are externally
imposed by creditors, grantors, contributors, or laws or regulations of other governments or imposed by
law through constitutional provisions are classified as restricted.

The committed fund balance classification includes amounts that can be used only for the specific
purposes determined by a formal action of the City’s highest level of decision-making authority. The
City Council is the highest level of decision-making authority for the City that can, by adoption of an
ordinance prior to the end of the fiscal year, commit fund balance. Once adopted, the limitation imposed
by the ordinance remains in place until a similar action is taken (the adoption of another ordinance) to
remove or revise the limitation.

Amounts in the assigned fund balance classification are intended to be used by the City for specific
purposes but do not meet the criteria to be classified as committed. By resolution, the City Council has
also authorized the City Manager and Director of Finance to assign fund balance. Assignments of fund
balance by the City Manager and Director of Finance do not require formal action by the City Council;
however, each assignment must be approved by both authorized officials before the item can be presented
in the financial statements. The City Council may also assign fund balance as it does when appropriating
fund balance to cover a gap between estimated revenue and appropriations in the subsequent year’s
appropriated budget. Unlike commitments, assignments generally only exist temporarily. In other words,
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an additional action does not normally have to be taken for the removal of an assignment. Conversely, as
discussed above, an additional action is essential to either remove or revise a commitment.

The City strives to maintain an unassigned fund balance of not less than 25 percent of the budgeted
operational expenditures in all City funds. Due to the volatile nature of a majority of its revenues, it is not
deemed excessive for the City to maintain an unassigned fund balance in the general fund and WEDC at
levels greater than 33 percent of the budgeted operational expenditures. The purpose of this unassigned
balance is to alleviate significant unanticipated budget shortfalls and to ensure the orderly provisions of
services to citizens. Should unassigned fund balance fall below the goal or have a deficiency, the City
will seek to reduce expenditures prior to increasing revenues to replenish fund balance within a
reasonable timeframe.

11. Estimates

The preparation of financial statements, in conformity with generally accepted accounting principles,
requires management to make estimates and assumptions that affect the reported amounts of assets,
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenditures/expenses during the reporting period. Actual results
could differ from those estimates.

12. Pensions

For the purposes of measuring the net pension liability, deferred outflows of resources, and deferred
inflows of resources related to pensions and pension expense, information about the fiduciary net position
of the Texas Municipal Retirement System (TMRS) and additions to/deductions from TMRS’s fiduciary
net position have been determined on the same basis as they are reported by TMRS. For this purpose,
plan contributions are recognized in the period that compensation is reported for the employee, which is
when contributions are legally due. Benefit payments and refunds are recognized when due and payable
in accordance with the benefit terms. Investments are reported at fair value.

13. Other Post-employment Benefits

The City participates in a single-employer, unfunded, defined benefit group-term life insurance plan
operated by TMRS known as the Supplemental Death Benefits Fund (SDBF). The City elected, by
ordinance, to provide group-term life insurance coverage to both current and retired employees. The
funding policy for the SDBF program is to assure that adequate resources are available to meet all death
benefit payments for the upcoming year. Benefit payments are treated as being equal to the City’s yearly
contributions for retirees.

14. Comparative Data

Comparative total data for the prior year have been presented only for schedules of revenues,
expenditures, and changes in fund balance — budget and actual in order to provide an understanding of the
changes in the financial position and operations of these funds.

G. Revenues and Expenditures/Expenses

1. Program Revenues

Amounts reported as program revenues include 1) charges to customers or applicants who purchase, use,
or directly benefit from goods, services, or privileges provided by a given function or segment and 2)
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grants and contributions (including special assessments) that are restricted to meeting the operational or
capital requirements of a particular function or segment. All taxes, including those dedicated for specific
purposes, and other internally dedicated resources are reported as general revenues rather than as
program revenues.

2. Property Taxes

Property taxes are levied during September of each year, are due upon receipt of the City’s tax bill, and
become delinquent on February 1 of the following year. The City’s tax lien exists from January 1 (the
assessment date) each year until the taxes are paid. The penalties and interest accumulate on the unpaid
accounts until July 1, at which time the delinquent accounts are turned over to the tax attorney for legal
action. A penalty of six percent and interest of one percent are added to delinquent taxes on February 1.
The interest continues to accumulate on the account at one percent per month, but the penalty remains at
a maximum of 12 percent until paid. An additional penalty of 20 percent is added in July for attorney
costs. There are no discounts allowed on taxes.

3. Proprietary Funds Operating and Nonoperating Revenues and Expenses

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. The principal operating revenues of
the enterprise fund and internal service funds are charges to customers for sales and services. The
enterprise fund also recognizes as operating revenue the portion of tap fees intended to recover the cost of
connecting new customers to the system. Operating expenses for the enterprise fund and internal service
funds include the cost of sales and services, administrative expenses, and depreciation on capital assets.
All revenues and expenses not meeting this definition are reported as nonoperating revenues and
expenses.

II. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Annual budgets are adopted on a basis consistent with generally accepted accounting principles (GAAP)
except the capital projects funds, which adopt a project length budget. The original budget is adopted by
the City Council prior to the beginning of the year. The legal level of control in the approved budget is
the division leve] within a fund. The City Manager may transfer appropriations within a division without
seeking the approval of City Council, but changes to the total appropriation for a given division can only
be enacted by the Mayor and Council through a budget amendment ordinance. Appropriations lapse at
the end of the year, excluding capital project budgets. Supplemental budget appropriations were made
during the year.

Encumbrances represent the estimated amount of expenditures ultimately to result when unperformed
contracts (in progress at year end) are completed. Such encumbrances do not constitute expenditures or
liabilities because the commitments will be reappropriated and honored during the subsequent year.

A. Deficit Fund Balance

The grant fund reported a deficit fund balance of $7,185 as of year end. The deficit will be eliminated
upon meeting all eligibility criteria for the grant in the next fiscal year.
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III. DETAILED NOTES ON ALL FUNDS
A. Deposits and Investments

As of September 30, 2018, the City had the following investments:

Weighted Average
Investment Type Fair Value Maturity (Years)
U.S. agencies $ 12,612,557 0.44
External investment pools 11,682,525 0.00
Total fair value $ 24,295,082
Portfolio weighted average maturity 0.23

Fair Value Measurements

GASB Statement No. 72, Fair Value Measurement and Application establishes an authoritative definition
of fair value, sets a framework for measuring fair value, and requires additional disclosures about fair
value measurements. The City categorizes the fair value measurements of its investments based on the
hierarchy established by GAAP. The fair value hierarchy categorizes the inputs to valuation techniques
used to measure fair value into three levels.

e Level 1 inputs are quoted prices (unadjusted) for identical assets or liabilities in active markets that
a government can access at the measurement date.

e Level 2 inputs are inputs, other than quoted prices included within Level 1, that are observable for
an asset or liability, either directly or indirectly.

» Level 3 inputs are unobservable inputs for an asset or liability.

The fair value hierarchy gives the highest priority to Level 1 inputs and the lowest priority to Level 3
inputs. If a price for an identical asset is not observable, the City will measure fair value using another
valuation technique that maximizes the use of relevant observable inputs and minimizes the use of
unobservable inputs. The City does not have any investments that are measured using level 1 or level 3
inputs.

50



CITY OF WEBSTER, TEXAS

NOTES TO FINANCIAL STATEMENTS (Continued)
For the Year Ended September 30, 2018

At September 30, 2018, the City had the following recurring fair value measurements:

Fair Value
Measurements
Using
Significant
Other
Observable
September 30 Inputs
2018 (Level 2)
Investments by Fair Value Level
U.S. Government Agency Bonds/Notes
Federal Home Loan Bank $ 6,623,417 $ 6,623,417
Federal Home Loan Mortgage Corporation 1,307,694 1,307,694
Federal Home Discount Notes 1,380,932 1,380,932
Federal National Mortgage Association 999,470 999,470
Federal Farm Credit Bank 1,007,738 1,007,738
Treasury Bill 1,293,306 1,293,306

Total $ 12,612,557 $§ 12,612,557

Interest rate risk. In accordance with its investment policy, the City manages its exposure to declines in
fair values by structuring the investment portfolio so that securities mature to meet cash requirements for
ongoing operations and invest operating funds primarily in short-term securities.

Credit risk. The City’s investment policy limits investments in money market mutual funds rated as to
investment quality not less than “AAA” by Standard & Poor’s. As of September 30, 2018, the City’s
investments statewide investment pools included Texas CLASS, TexPool, and TexSTAR which were
rated “AAAm” by Standard & Poor’s. All other investments are guaranteed (either express or implied)
by the full faith and credit of the United States government or the issuing U.S. agency. More specifically,
the U.S. agency securities held by the City as of September 30, 2018 consist of a variety of bonds and
discount notes issued by the Federal Home Loan Bank, Federal Home Loan Mortgage Corporation, and
the Federal Farm Credit Bank. These investments were rated “AA+” by Standard & Poor’s.

Concentration of credit risk. The City’s investment policy does not allow for an investment in any one
security type or financial institution that is in excess of 50 percent of the portfolio’s total investments.

Custodial credit risk — deposits. In the case of deposits, this is the risk that in the event of a bank failure,
the City’s deposits may not be returned to it. The City’s investment policy requires funds on deposit at
the depository bank to be collateralized by securities with a collective market value of at least 102
percent. As of September 30, 2018, market values of pledged securities and FDIC coverage exceeded
bank balances.

Custodial credit risk — investments. For an investment, this is the risk that, in the event of the failure of
the counterparty, the City will not be able to recover the value of its investments or collateral secu