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February 1, 2011 
 
TO: The Honorable Mayor, Members of the City Council, and the Citizens of Stephenville (the “City”) 
 
Submitted herewith is a copy of the Comprehensive Annual Financial Report (CAFR) for the fiscal year ended 
September 30, 2010.  Responsibility for both the accuracy of the data and the completeness and fairness of 
presentation, including all disclosures, rests with the City.  To the best of our knowledge and belief, the enclosed 
data is accurate in all material respects and is reported in a manner designed to present fairly the financial 
position and results of operations of the City.  All disclosures necessary to enable the reader to gain an 
understanding of the City’s financial activities have been included. 
 
The Governmental Accounting Standards Board (GASB) requires that management provide a narrative 
introduction, overview, and analysis to accompany the basic financial statements in the form of management’s 
discussion and analysis (MD&A).  This letter of transmittal is designed to complement the MD&A and should 
be read in conjunction with it.  The City’s MD&A can be found immediately following the independent 
auditor’s report. 
 
     THE REPORTING ENTITY 
 

The City is a political subdivision and municipal corporation of the State, duly 
organized and existing under the laws of the State and the City’s home rule 
Charter.  The City was incorporated in 1889 and chartered a home-rule city 
under Texas law in 1961.  The City occupies  approximately  11.79  square  
miles and  serves  a  population  of  about  18,150.   The City is empowered by 
state statute to levy a tax on both real and business personal property located 
within its boundaries.  The City also has the power by state statute to extend its 
corporate city limits by annexation, which is done periodically when deemed 
appropriate by the City Council. 
 

The City operates under the mayor-council form of government.  Policy-making and legislative authority are 
vested in a governing council consisting of the mayor and eight (8) Council members.  The City Council is 
responsible for, among other things, passing ordinances, adopting the budget, appointing committees, and hiring 
the City Administrator.  The City Administrator is responsible for carrying out the policies and ordinances of the 
City Council, for overseeing the day-to-day operations of the City, and appointing heads of various departments.  
The Mayor and City Council members serve two (2) year terms.  All elected officials are elected at large. The 
basic financial statements of the City include all governmental activities, organizations and functions for which 
the City is financially accountable as defined by the Government Accounting Standards Board (GASB).  Based 
on these criteria no other governmental organizations are included in this report. 
      
     SERVICES PROVIDED 
      
The City provides a full range of services, including public safety (police, fire, and emergency medical), 
maintenance of streets and infrastructure, sanitation services, maintenance of the treated water distribution 
system and both sanitary and storm sewer collection and transmission systems, recreational activities and 
cultural events, landfill operations, airport facility maintenance as well as general administrative services. 
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ECONOMY AND BUSINESS CLIMATE 
 
The City currently enjoys a fairly stable and diversified economic environment, bolstered by the strength of both 
the Cross Timbers area and the State of Texas.  Local manufacturing includes coated abrasives, oilfield related 
products, cream cheese, fiber gratings and fasteners, metal processing of electrical products, trailer customizing, 
and forging pipe unions.  Tarleton State University provides further economic stability as the largest employer. 
Agriculture is Stephenville’s leading industry with dairy, horse and cattle ranching, and agricultural crop 
production as the major economic contributors. Erath County is the state’s leading milk producer.  Stephenville 
continues to act as a retail and medical hub of the area.  The local unemployment rate of 7.0% continues to 
compare favorably with state and national levels. Property values, sales tax receipts and building activity reflect 
the area’s positive economic climate.     
 
The City’s ability to respond to on-going economic challenges will require careful long-range planning.  The 
City has responded to the economy by fiscal conservatism and implementing operating budget efficiencies that 
have resulted in its maintaining healthy fund balances in its General Fund and Water/Wastewater Funds.  
 
Users of this document are encouraged to read the City’s Fiscal Year 2010-2011 Budget.  The document details 
the City’s long-term goals and financial policies, describes program accomplishments and initiatives, and 
outlines the City’s capital improvement program.  Also available for reference is the City of Stephenville’s 
Comprehensive Plan which was adopted in 2006 and maps out the City’s future strategies. 
 
 
   ACCOUNTING SYSTEM AND BUDGETARY CONTROL 
 
The City’s accounting records for general governmental operations are maintained on the modified accrual 
basis, with the revenues being recorded when available and measurable and expenditures being recorded when 
the services or goods are received and the liabilities incurred.  Accounting records for the City’s utilities are 
maintained on the accrual basis. 
 
In developing and maintaining the City’s accounting system, consideration is given to the adequacy of the 
internal control structure.  Internal accounting controls are designed to provide reasonable, but not absolute, 
assurance regarding: (1) the safeguarding of assets against loss from unauthorized use or disposition; and (2) the 
reliability of financial records for preparing financial statements and maintaining accountability of assets.  The 
concept of reasonable assurance recognizes that: (1) the cost of a control should not exceed the benefits likely to 
be derived; and (2) the evaluation of costs and benefits requires estimates and judgments by management. 
 
All internal control evaluations occur within the above framework.  We believe that the City’s internal controls 
adequately safeguard assets and provide reasonable assurance of proper recording of financial transactions. 
 
The annual budget serves as the foundation of the City’s financial planning and control.   The City Council 
formally adopts the budget and legally appropriates available monies for activities of the General Fund, 
Enterprise Funds, Special Revenue Funds, the Debt Service Fund and Capital Improvements. 
 
No later than August 1st, the City Administrator submits to the City Council a proposed budget which provides a 
complete plan for the fiscal year commencing October 1.   The budget includes proposed expenditures and the 
means of financing them.  The proposed budget is made available for public inspection and a public hearing is 
held to allow for citizen comment.  After the public hearing, the Council may make changes to any item in the 
budget, except those fixed by law.  No later than September 23, the budget is legally enacted via an ordinance 
which sets the limit on expenditures during the fiscal year.  Additional expenditures may be authorized in the 
case of grave public necessity to meet unusual and unforeseen conditions which could not have reasonably been 
foreseen at the time the budget was adopted. 
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The level of budgetary control (that is, the level at which expenditures cannot legally exceed the appropriated 
amount) is at the departmental level; however, expenditures are monitored monthly at the department level to 
insure financial accountability by department directors.  Management control of budgets is further maintained at 
the line item level within the department.  The City also maintains an encumbrance accounting system to further 
accomplish budgetary control.  Under the City’s financial policies, encumbered amounts in the General Fund at 
year end lapse and balances flow forward as undesignated fund balance.  Encumbrances are generally re-
appropriated as a part of the following year’s budget.  As demonstrated by the statements and schedules 
included in the financial section of this report, the City continues to meet its responsibility for sound financial 
management.  
 

RELEVANT FINANCIAL POLICIES 
 

Debt Management.   The City has been funding its capital program from a combination of current revenues, 
capital debt and surplus working capital since 1996.  The FY 09/10 annual debt service supported tax rate 
requirements are $.0673 per $100 of taxable assessed property value, well below the statutory legal limit of 
$2.50 per $100 of taxable assessed property value. 
 
Cash Management.   The City utilizes its bank depository contract and its investment policy in the management 
of all cash.  Under the bank depository contract, the City operating account earns the bank’s public fund interest 
rate.  During the fiscal year ended September 30, 2010, the average rate on the operating account balances was 
.11 percent.  The City’s investment policy embraces current state regulations on the investment of public funds 
and authorizes the City to invest in certificates of deposits from the bank depository, direct obligations of the 
United States Government, obligations of an agency of the United States Government and local government 
investment pools.  The combination of these investment vehicles provided a weighted average return of .26 
percent over the fiscal year.  The City requires that all deposits be collateralized with securities held in joint 
accounts at First Financial Bank of Stephenville. Collateral is monitored monthly to ensure that the market value 
of the pledged securities equals or exceeds the related deposit or investment balance.  Investments are always 
executed delivery-versus-payment method.  That is, funds are not wired or paid until verification has been made 
that the correct security has been received.  Securities are held on behalf of the City by the City’s agent.  All 
collateral shall be subject to verification and audit by the Finance Director and the City’s independent auditors. 
 
Tax Appraisal/Collection Responsibilities.   Under Texas law enacted in 1979, and subsequent revisions of the 
State Property Tax Code, the appraised value of taxable property in Stephenville is established by the Erath 
County Appraisal District.  The City of Stephenville and other taxing jurisdictions in Erath County provide a 
pro-rata share of the budgeted expenditures incurred by the Appraisal District, based on individual levy.  Erath 
County Tax Assessor-Collector provides tax collection services for the City and other taxing jurisdictions in 
Erath County.     
 
Risk Management.   The City currently maintains third-party coverage for workers’ compensation, general 
liability, automobile liability, public officials (errors and omissions) liability, law enforcement liability, and 
property damage by participating in a statewide, joint, self-insurance pool operated by the Texas Municipal 
League (TML) Intergovernmental Risk Pool. The City purchases insurance with limits of $2 million per 
occurrence.  Risk management within the City is a joint effort of all City department heads in coordination with 
the City’s property and casualty insurance provider.  Under a contractual arrangement, the City’s facilities, 
procedures and claims are reviewed and evaluated by the loss prevention representative with the insurance 
provider.  The representative and department heads address areas of needs as identified through both external 
and internal analysis.  In an effort to prevent and/or minimize the risk, management promotes safety and 
awareness programs through employee training in the form of films, courses and on-site instruction. 
 
 
 



  iv

INDEPENDENT AUDIT 
 
The City’s financial statements have been audited by Pattillo, Brown and Hill LLP, Independent Certified Public 
Accountants.  The goal of the independent audit was to provide reasonable assurance that the financial 
statements of the City for the fiscal year ended September 30, 2010, are free of material misstatements.  The 
independent audit involved examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements; assessing the accounting principles used and significant estimates made by management; 
and evaluating the overall financial statement presentation.  The independent auditor concluded, based upon the 
audit, that there was a reasonable basis for rendering an unqualified opinion that the City’s financial statements 
for the fiscal year ended September 30, 2010, are fairly presented in conformity with GAAP.  The independent 
auditor’s report is presented as the first component of the financial section of this report. 
 

AWARDS 
 
The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate 
of Achievement in Financial Reporting to the City of Stephenville for its Comprehensive Annual Financial 
Report for the fiscal year ended September 30, 2009.  
 
The Certificate of Achievement is a prestigious national award recognizing conformance with the highest 
standards for preparation of state and local government financial reports.  This award was the 25th consecutive 
year that the City of Stephenville has achieved this prestigious award.  In order to be awarded a Certificate of 
Achievement, a government unit must publish an easily readable and efficiently organized comprehensive 
annual financial report.  This report must satisfy both generally accepted accounting principles and applicable 
legal requirements. 
 
A Certificate of Achievement is valid for a period of one year only.  We believe our current comprehensive 
annual financial report continues to meet the Certificate of Achievement Program’s requirements and we are 
submitting it to GFOA to determine its eligibility for another certificate. 
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INDEPENDENT AUDITORS’ REPORT 
 
 
To the Honorable Mayor and 
   Members of City Council 
City of Stephenville, Texas 
 
 
 We have audited the accompanying financial statements of the governmental activities, the 
business-type activities, each major fund, and the aggregate remaining fund information of City of 
Stephenville, Texas, as of and for the year ended September 30, 2010, which collectively comprise the 
City’s basic financial statements as listed in the table of contents.  These financial statements are the 
responsibility of the City of Stephenville’s management.  Our responsibility is to express opinions on 
these financial statements based on our audit. 
 
 We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States.  Those standards require that we plan 
and perform the audit to obtain reasonable assurance about whether the financial statements are free of 
material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements.  An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation.  We believe that our audit provides a reasonable basis for our opinions. 
 
 In our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position of the governmental activities, the business-type activities, each major 
fund, and the aggregate remaining fund information of the City of Stephenville, Texas, as of September 
30, 2010, and the respective changes in financial position and cash flows, where applicable, and the 
budgetary comparison for the General Fund for the year then ended in conformity with accounting 
principles generally accepted in the United States of America. 
 
 In accordance with Government Auditing Standards, we have also issued our report dated 
January 21, 2011, on our consideration of the City’s internal control over financial reporting and on our 
tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and 
other matters.  The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on the 
internal control over financial reporting or on compliance.  That report is an integral part of an audit 
performed in accordance with Government Auditing Standards, and should be read in conjunction with 
this report in considering the results of our audit.  
 
 
 
 
 

1 
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 Accounting principles generally accepted in the United States of America require that the 
management's discussion and analysis on pages 3 through 11 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. 
 

Our audit was conducted for the purpose of forming opinions on the financial statements that 
collectively comprise the City’s financial statements as a whole. The introductory section, combining 
and individual nonmajor fund financial statements and schedules, and statistical section are presented for 
purposes of additional analysis and are not a required part of the financial statements. The 
accompanying schedule of expenditures of federal awards is presented for purposes of additional 
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations, and is also not a required part of the financial statements. 
The combining and individual nonmajor fund financial statements and schedules and the schedule of 
expenditures of federal awards are the responsibility of management and were derived from and relate 
directly to the underlying accounting and other records used to prepare the financial statements. The 
information has been subjected to the auditing procedures applied in the audit of the financial statements 
and certain additional procedures, including comparing and reconciling such information directly to the 
underlying accounting and other records used to prepare the financial statements or to the financial 
statements themselves, and other additional procedures in accordance with auditing standards generally 
accepted in the United States of America. In our opinion, the information is fairly stated in all material 
respects in relation to the financial statements as a whole. 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 it. 
 

 
 
 
January 21, 2011 
 
 



MANAGEMENT’S 
DISCUSSION AND ANALYSIS 



THIS PAGE LEFT BLANK INTENTIONALLY 



 3 

Management's Discussion and Analysis 
 
 
 
As management of the City of Stephenville, we offer readers of the City's financial statements this 
narrative overview and analysis of the financial activities of the City for the fiscal year ended September 
30, 2010.  We encourage readers to consider the information presented here in conjunction with 
additional information that we have furnished in our letter of transmittal, which can be found in the 
introductory section of this report.   
 
 
FINANCIAL HIGHLIGHTS 
  

 The assets of the City exceed its liabilities as of September 30, 2010, by $56,101,635 
(net assets).  Of this amount, $12,892,813 (unrestricted net assets) may be used to 
meet the City’s ongoing obligations to citizens and creditors in accordance with the 
City’s fund designation and fiscal policies. 

 
 The City's total net assets increased by $1,672,794.  The majority of this increase is 

attributable to capital grants and excess revenue over expenditures. 
 
 As of the close of the current fiscal year, the City's governmental funds reported 

combined ending fund balances of $8,791,442, a decrease of $685,815 over the prior 
year.  The decrease in combined ending fund balances is attributable to use of surplus 
funds for capital projects.  Approximately 99% of this total amount, $8,689,027 is 
available for spending at the government’s discretion (unreserved fund balance). 

 
 As of September 30, 2010, unreserved fund balance for the General Fund was 

$7,196,152 or 66 percent of total General Fund expenditures.  Negative variances in 
budgeted revenues with positive variances in expenditures resulted in an overall 
planned decrease to the General Fund balance of $166,211. 

 
 The City’s total bond debt decreased by $2,072,000 (8%) during the current fiscal 

year as a result of principal retirement. 
 
 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This discussion and analysis are intended to serve as an introduction to the City of Stephenville's basic 
financial statements.  The City's basic financial statements comprise three components: 1) government-
wide financial statements, 2) fund financial statements, and 3) notes to the financial statements.  This 
report also contains other supplementary information in addition to the basic financial statements 
themselves. 
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Government-wide Financial Statements.  The government-wide financial statements are designed to 
provide readers with a broad overview of the City's finances, in a manner similar to a private-sector 
business. 
 
The Statement of Net Assets presents information on all of the City's assets and liabilities, with the 
difference between the two reported as net assets.  Over time, increases or decreases in net assets may 
serve as a useful indicator of whether the financial position of the City of Stephenville is improving or 
deteriorating.  The government-wide financial statements can be found on pages 12 – 13 of this report. 
 
The Statement of Activities presents information showing how the City's net assets changed during the 
most recent fiscal year.  All changes in net assets are reported when the underlying event giving rise to 
the change occurs, regardless of the timing of related cash flows.  Thus, revenues and expenses are 
reported in this statement for some items that will only result in cash flows in future fiscal periods (e.g., 
uncollected taxes and earned but unused compensation absences).  Both the Statement of Net Assets and 
the Statement of Activities are prepared utilizing the accrual basis of accounting as opposed to the 
modified accrual basis used in prior reporting models. 
 
Both of the government-wide financial statements distinguish functions of the City that are principally 
supported by taxes and intergovernmental revenues (governmental activities) from functions that are 
intended to recover all or a significant portion of their cost through user fees and charges (business-type 
activities).  The governmental activities of the City include general government, public safety, streets, 
library, cemetery, culture and recreation, and community development.  The business-type activities of 
the City include water, wastewater, storm water drainage, solid waste, and airport operations. 
 
Reporting the City’s Most Significant Funds 
 
Fund Financial Statements.  A fund is a grouping of related accounts that is used to maintain control 
over resources that have been segregated for specific activities or objectives.  Fund financial statements 
provide detailed information about the most significant funds, not the City as a whole.  Establishment of 
some funds is required by state laws or bond covenants.  However, the City Council established other 
funds to help control and manage money for particular purposes or as evidence of meeting legal 
responsibilities for using certain taxes, grants and other money.  All of the funds of the City can be 
divided into two categories:  governmental funds and proprietary funds. 
 
Governmental Funds.  The majority of the City’s basic services are reported in governmental funds, 
which focus on how money flows into and out of those funds and the available balances at year-end.  
These funds are reported using an accounting method identified as the modified accrual basis of 
accounting, which measures cash and all other financial assets that can readily be converted to cash.  
The governmental fund statements provide a detailed short-term view of the City’s general government 
operations and the basic services it provides.  Governmental fund information helps the reader determine 
whether there has been an increase of decrease in financial resources that can be spent in the near future 
to finance the City’s programs.  By comparing information presented for governmental funds with 
similar information presented for governmental activities in the government-wide financial statements, 
readers may better understand the long-term impact of the government’s near-term financing decisions.  
The relationship or differences between governmental activities (reported in the Statement of Net Assets 
and the Statement of Activities) and governmental funds are detailed in a reconciliation following the 
fund financial statements.  The basic governmental fund financial statements can be found on pages 14 – 
16 of this report.  
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A budgetary comparison statement has been provided for the General Fund to demonstrate compliance 
with the annual appropriated budget.  Data for the other governmental funds are combined into a single, 
aggregated presentation.  Individual fund data for each of these nonmajor governmental funds is 
provided in the form of combining fund statements and schedules elsewhere in this report. 
 
Proprietary Funds.   The City charges customers for the services it provides through service delivery 
agreements to outside customers or through customer service agreements within the City.  These 
services are generally reported in proprietary funds.  Proprietary funds are reported in the same manner 
that all activities are reported in the Statement of Net Assets and the Statement of Activities.  In fact, the 
City’s enterprise funds (a component of proprietary funds) are identical to the business-type activities 
that are reported in the government-wide statements, but with additional detail and information, such as 
cash flows.  Individual proprietary fund data is found on pages 20 – 23 of this report. 
 
The City maintains one type of proprietary fund-Enterprise Funds.  Enterprise Funds are used to report 
the same functions presented as business-type activities in the government-wide financial statements.  
The City uses the Enterprise Funds to account for water, wastewater, storm water drainage, solid waste, 
and airport operations.  All activities associated with providing such services are accounted for in these 
funds, including administration, operation, maintenance, debt service, capital improvements, billing and 
collection.  The City’s intent is that costs of providing the services to the general public on a continuing 
basis is financed through user charges in a manner similar to a private enterprise. 
 
Notes to the Financial Statements.  The notes provide additional information that is essential to a full 
understanding of the data provided in the government-wide and funds financial statements.  The notes to 
the financial statements can be found on pages 24 – 45 of this report. 
 
Other Information.  In addition to the basic financial statements and accompanying notes, this report 
also presents certain required supplementary information in the form of combining fund statements and 
schedules for nonmajor funds.  These are presented immediately following the notes to the financial 
statements beginning on page 46 of this report. 
 
 
THE CITY AS A WHOLE 
 
GOVERNMENT WIDE FINANCIAL ANALYSIS 
 
The City’s combined net assets were $56,101,635 as of September 30, 2010, an increase of 3.2% 
compared to fiscal year ending 2009.  As noted earlier, net assets may serve over time as a useful 
indicator of a government's financial position. Analyzing the net assets and net expenses of 
governmental and business-type activities separately, the business-type activities net assets are 
$30,955,525, an increase of $774,476 over prior year.  The governmental activities net assets are 
$25,146,110, an increase of $987,919 over prior year.  The analysis focused on the net assets and 
changes in general revenues of the City’s governmental and business-type activities.    
 
By far, the largest portion of the City's net assets (75 percent) reflects its investments in capital assets 
(e.g., land, buildings, machinery, equipment and infrastructure) less any outstanding debt 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 capital assets themselves cannot be used to liquidate these liabilities.         
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An additional portion of the City’s net assets, $1,120,974, represents resources that are subject to 
external restrictions on how they may be used.  The remaining balance of unrestricted net assets, 
$12,892,813, may be used to meet the government’s ongoing obligations to citizens and creditors. 
 
As of September 30, 2010, the City is able to report positive balances in all three categories of net assets, 
both for government as a whole, as well as for its separate governmental and business-type activities. 
 

2010 2009 2010 2009 2010 2009

Current and other assets 9,730,170$         10,303,819$       6,728,514$         8,804,442$         16,458,684$       19,108,261$        

Capital assets 18,990,167      17,663,994      48,029,873      47,802,186      67,020,040      65,466,180       

        Total assets 28,720,337      27,967,813      54,758,387      56,606,628      83,478,724      84,574,441       

Liabilities 606,286           507,717           846,996           1,728,998        1,453,282        2,236,715         

Noncurrent liabilities 2,967,941        3,301,905        22,955,866      24,696,581      25,923,807      27,998,486       

        Total liabilities 3,574,227        3,809,622        23,802,862      26,425,579      27,377,089      30,235,201       

Net assets:
   Invested in capital assets,
        net of related debt 16,763,870      18,471,335      25,323,978      23,495,495      42,087,848      41,966,830       
   Restricted 429,976           434,394           690,998           710,870           1,120,974        1,145,264         

   Unrestricted 7,952,264        5,252,462        4,940,549        5,974,684        12,892,813      11,227,146       

   

        Total net assets 25,146,110$       24,158,191$       30,955,525$       30,181,049$       56,101,635$       54,339,240$        

Governmental Activities Business-type Activities Totals

 
 
 
The same held true for the prior fiscal year.  Overall, the City had an increase in net assets of 
$1,672,794. 
 
Governmental Activities.  The City’s total revenues for governmental activities increased from the 
previous year by $737,595 or 6%.  General revenues decreased $349,225, which is down 3% when 
compared to the prior year.  The ad valorem tax revenue increased $60,599 or 2%.  This increase was 
due to an increase in net assessed taxable value from $890 million in the prior fiscal year to $896 million 
in the current fiscal year.  Also, the tax rate increased by $.0085 to $.4435 per $100 assessed valuation. 
 
The following table provides a summary of the City’s operations for the year ended September 30, 2010, 
with comparative totals for the year ended September 30, 2009.  Governmental activities increased the 
City’s net assets by $987,919 or 59 percent of the total growth in net assets.  Unrestricted net assets 
decreased by $771,336 or 9 percent. 
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CITY OF STEPHENVILLE’S CHANGES IN NET ASSETS 
 

2010 2009 2010 2009 2010 2009

Revenues:
   Program revenues:
      Charges for services 1,569,968$        1,278,031$        6,232,051$         6,564,355$         7,802,019$         7,842,386$        
      Operating grants  43,417            109,861          17,808             20,062             61,225             129,923          
      Capital grants  
         and contributions 1,602,301       740,974          402,702           249,253           2,005,003        990,227          
   General revenues:
      Property taxes 3,979,542       3,918,943       -                -                3,979,542        3,918,943       
      Sales taxes 4,275,545       4,622,690       -                -                4,275,545        4,622,690       
      Franchise taxes 1,018,036       1,186,650       -                -                1,018,036        1,186,650       
      Other taxes 341,456          372,815          -                -                341,456           372,815          
      Gain on sale of capital assets 323,641          -               -                -                323,641           -                
      Investment earnings 32,294            108,218          6,714               68,079             39,008             176,297          

      Miscellaneous 14,190            124,613          -                7,888               14,190             132,501          

            Total revenues 13,200,390     12,462,795     6,659,275        6,909,637        19,859,665      19,372,432     

Expenses:
   General government 1,412,441       1,309,902       -                -                1,412,441        1,309,902       
   Public safety 6,252,861       6,043,653       -                -                6,252,861        6,043,653       
   Streets 1,426,590       1,210,135       -                -                1,426,590        1,210,135       
   Culture and recreation 2,438,756       2,340,312       -                -                2,438,756        2,340,312       
   Community development 427,769          408,144          -                -                427,769           408,144          
   Interest on long-term 
      debt 141,220          72,220            -                -                141,220           72,220            
   Water and wastewater -               -               5,054,152        4,819,886        5,054,152        4,819,886       
   Storm water drainage -               -               580,590           346,159           580,590           346,159          
   Sanitary landfill -               -               294,407           527,255           294,407           527,255          

   Airport -               -               158,085           170,287           158,085           170,287          

            Total expenses 12,099,637     11,384,366     6,087,234        5,863,587        18,186,871      17,247,953     

Increases in net assets 
   before transfers 1,100,753       1,078,429       572,041           1,046,050        1,672,794        2,124,479       

Transfers 112,834)(          6,771              112,834           6,771)(               -                -                

Change in net assets 987,919          1,085,200       684,875           1,039,279        1,672,794        2,124,479       

Net assets - beginning 24,158,191     23,072,991     30,181,049      28,964,524      54,339,240      52,037,515     

Prior period adjustment -               -               89,601             177,246           89,601             177,246          

Net assets - ending 25,146,110$      24,158,191$      30,955,525$       30,181,049$       56,101,635$       54,339,240$      

Governmental Activities Business-type Activities Totals

 
 
 
Business-type Activities.   Revenues of the City’s business-type activities were approximately $6.7 
million for the fiscal year ended September 30, 2010.  Revenues decreased approximately $250,362 or 
4% compared to the prior fiscal year. Expenses for the City’s business-type activities increased 
approximately $223,647 or 4%.  The increase was primarily due to low turnover staffing levels and 
additional maintenance costs.  Net Assets from business-type activities increased by $774,476 or 3 
percent, from $30,181,049 to $30,955,525, accounting for the other 41 percent of the total growth in net 
assets.  
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FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS 
 
As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. 
 
Governmental Funds.  The focus of the City’s governmental funds is to provide information on near-
term inflows, outflows, and balances of spendable resources.  Such information is useful in assessing the 
City’s financing requirements.  In particular, unreserved fund balance may serve as a useful measure of 
a government’s net resources available for spending at the end of the fiscal year. 
 
As of the end of the current fiscal year, the City’s governmental funds reported combined ending fund 
balances of $8,791,442, a decrease of $685,815 from the prior year.  The decrease in combined fund 
balance is primarily attributable to use of surplus funds for capital projects.  Approximately 99% of this 
total amount, $8,689,027 constitutes unreserved and undesignated fund balance, which is available for 
spending at the City’s discretion.  The remainder of fund balance is reserved, to indicate that it is not 
available for new spending because it has already been committed a) to pay debt service ($93,267), b) to 
liquidate prepaid items ($9,148).   Refer to page 14 of this report for a more detailed presentation of 
governmental fund balances. 
 
In the General Fund, the City budgeted for a decrease in the fund balance on a budget basis of $1,028,350 
but due to actual revenues being more than budgeted and actual expenditures being less than budgeted and 
some capital projects not being initiated during the year the fund balance only decreased by $166,211 or 
2% during the current fiscal year.   Sales tax collections decreased by 8% from the previous year but the 
City collected 1% more than budgeted.  Other actual revenues collected were also higher than budgeted:  
1) current year and delinquent property taxes were collected at higher rates than projected to generate 
$37,864;   2) licenses and permit fees were $37,375 more than budgeted;  and  3) service charges were also 
higher than budgeted by $105,575.  Expenditures were lower than budgeted mainly because capital outlays 
were $2,293 lower. 
 
The Capital Projects Fund has a fund balance of $1,155,196, a decrease of 31 percent, all of which is 
restricted for specific construction projects. 
 
The Debt Service Fund has a fund balance of $93,267, a decrease of 3%, all of which is reserved for the 
repayment of debt. 
 
The Special Revenue Funds have a fund balance of $337,679, an increase of one percent, all of which is 
restricted for the special programs defined by revenue source. 
 
Proprietary Funds.  The City's proprietary funds provide the same type of information found in the 
government-wide financial statements, but in more detail. 
 
Unrestricted net assets of the City's Enterprise Funds at the end of the year amounted to $4,940,549.  
The increase in net assets was $774,476.  Other factors concerning the finances of these funds have 
already been addressed in the discussion of the City's business-type activities. 
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General Fund Budgetary Highlights   
 
During the year there was a $501,004 increase in appropriations between the original budget and final 
amended budget.  Following are the main components of the increase: 
 

 $21,000 additional appropriation in public safety for Project 25 Portable Radios. 
 

 $28,000 additional appropriation for consultant services for government and relations. 
  

 $35,000 additional appropriation for Police Dispatch Furniture. 
 

 $70,000 additional appropriation in Fire Department for mandatory overtime. 
 

 $107,000 additional appropriation for street reconstruction. 
 

 $147,000 additional appropriation in public safety to purchase Laptop Computers for 
the patrol cars. 
 

Even with these increases in appropriations, the excess in revenues during the year was sufficient to 
fund these increases without reducing the budgeted General Fund fund balance. 
 
Actual expenditures on a budgetary basis were $10,980,023 compared to the final budget expenditures 
of $11,367,439.  The $387,416 variance was primarily attributable to capital projects not initiated during 
the year due to close monitoring of expenditures by departments and performing better than anticipated.  
Actual revenues on a budgetary basis were $10,580,249 compared to the final budget of $10,513,314.  
The $66,935 variance was due primarily to increases in ambulance revenue and licenses/permit fees. 
 
Capital Assets.  The City's investment in capital assets for its governmental and business-type activities 
as of September 30, 2010, amounts to $67,020,040 (net of accumulated depreciation).  This investment 
in capital assets includes land, buildings, improvements, vehicles and equipment, park facilities and 
infrastructure.   
 
Major capital asset events occurring during the current fiscal year included the following: 
 

 Surface Water Supply Project, $53,656; 
 Sewer Line Replacement, $76,315; 
 Annual Street Reconstruction, $107,325; 
 Water and Sewer Service to Newly Annexed Areas, $174,582; 
 Storm Water Drainage improvements, $359,704; 
 Major Thoroughfare Renovation Project, $670,952; and 
 Bosque River Trail, $1.2 million. 
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CITY OF STEPHENVILLE’S CAPITAL ASSETS AT YEAR-END 
 

2010 2009 2010 2009 2010 2009

Land 2,321,250$         2,328,617$         909,278$            909,278$            3,230,528$         3,237,895$         
Buildings and
   improvements 4,674,820        4,671,420        17,557,688      6,334,727        22,232,508      11,006,147      
Equipment 6,299,906        5,970,863        2,506,836        2,393,219        8,806,742        8,364,082        
Infrastructure 17,389,347      15,288,837      49,736,299      41,944,333      67,125,646      57,233,170      
Construction in 
   progress -                -                76,315             17,359,605      76,315             17,359,605      

Less: accumulated

   depreciation 11,695,156)(      10,595,743)(      22,756,543)(      21,138,976)(      34,451,699)(      31,734,719)(      

Total capital assets 18,990,167$       17,663,994$       48,029,873$       47,802,186$       67,020,040$       65,466,180$       

Governmental Activities Business-type Activities Totals

 
 
Additional information on the City's capital assets can be found on page 35 – 36 of this report. 
 
 
DEBT ADMINISTRATION 
 
At the end of the current fiscal year, the City had total bonded debt of $25,034,865.  Of this amount, 
$2,605,000 represents bonded debt backed by the full faith and credit of the City, $14,335,000 
represents utility revenue bonds secured by water and sewer revenues and $164,865 represents revenue 
bonds secured by airport revenues, and $7,930,000 secured by storm water drainage revenues.  

 
 

OUTSTANDING DEBT AT YEAR-END 
 

2010 2009 2010 2009 2010 2009

Certificates of
   obligations 2,605,000$          3,065,000$          -$                   -$                   2,605,000$          3,065,000$          
Revenue bonds

   payable -                  -                  22,429,865       24,041,865       22,429,865       24,041,865       

2,605,000$          3,065,000$          22,429,865$        24,041,865$        25,034,865$        27,106,865$        

Governmental Activities Business-type Activities Totals

 
 

The City's General Obligation, Tax and Certificates of Obligation Bond ratings are listed below. 
 

Moody's Standard
Investors Service & Poor's

General Obligation Bonds A3 A+  
 
Additional information on the City’s long term-debt can be found in pages 38 – 41 this report. 
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES 
 
The unemployment rate for the City of Stephenville as of the fiscal year-end was 7.0% compared to the 
prior year rate of 7.1% which may be an indication that the local economy is starting to stabilize.  This 
rate compares favorably with state and national unemployment levels. 
 
Sales tax collections for 2009-2010 were down by 8% compared to the previous year, but collections 
still exceeded budget by $25,500.  With this in mind a conservative approach is being taken in 
determining estimated collections for the upcoming budget year. 
 
The above factors were considered in preparing the City of Stephenville’s budget for the 2010-11 fiscal 
year.  Accordingly, next years’   budget incorporates a $.0165 increase in the property tax rate to $.4600 
per $100 valuation.  Certified taxable property value for 2010 is $882 million.  This is a 1.31% decrease 
over the last year’s values, or $11.7 million.  The largest portion of the decrease is due to the 
reevaluation of existing property.  

 
The City uses reserves from the General Fund to supplement capital projects during the year as needs 
arise and where favorable unit pricing is received on such projects.  Additionally, the City’s Fiscal 
Management Practices call for the designation of any surplus of revenues over expenses at fiscal year-
end as a means of providing resources for major capital projects.  There are ample funds for transfers 
during 2011, should the City Council so desire, and still retain the minimum fund balance provisions 
established by the Fiscal Management Practices. 
 
 
 
REQUESTS FOR INFORMATION 
 
This financial report is designed to provide a general overview of the City's finances for all those with 
an interest in the government's finances.  Questions concerning any of the information provided in this 
report or requests for additional information should be addressed to Walter G. Wood, Director of 
Finance, 298 West Washington, Stephenville, Texas 76401-4257 or call (254) 918-1211. 
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CITY OF STEPHENVILLE, TEXAS 
 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
 

FOR THE YEAR ENDED SEPTEMBER 30, 2010 
 
 
 
1. GENERAL 
 

The Schedule of Expenditures of Federal Awards presents the activity of all applicable federal 
awards programs of the City.  The City's reporting entity is defined in Note 1 of the basic financial 
statements.  Federal awards received directly from federal agencies, as well as federal awards passed 
through other government agencies, are included on the Schedule of Expenditures of Federal 
Awards. 

 
 
2. BASIS OF ACCOUNTING 
 

The Schedule of Expenditures of Federal Awards is presented using the modified accrual basis of 
accounting.  The modified accrual basis of accounting is described in Note 1 of the basic financial 
statements. 

 
 
   



Summary of Auditors' Results

Financial Statements:
   Type of auditors' report issued Unqualified

   Internal control over financial reporting:
      Material weakness(es) identified? No

      Significant deficiency(ies) identified? None reported

   Noncompliance material to financial statements 
      noted? None

Federal Awards:
   Internal control over major programs:
      Material weakness(es) identified? No

      Significant deficiency(ies) identified? None reported

   Type of auditors' report issued on compliance
      for major programs Unqualified

Any audit findings disclosed that are required
   to be reported in accordance with Section
   510(a) of OMB Circular A-133? None

Identification of major programs:

CFDA Number(s) Name of Federal Program or Cluster:
   #20.205    Local Transportation Project - Bosque 

      River Trail

Dollar threshold used to distinguish between type A
   and type B programs $300,000

Auditee qualified as low-risk auditee? No

Findings Relating to the Financial Statements Which
   Are Required to be Reported in Accordance With
   Government Auditing Standards

      None

Findings and Questioned Costs for Federal Awards

      None

FOR THE YEAR ENDED SEPTEMBER 30, 2010

CITY OF STEPHENVILLE, TEXAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

82
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CITY OF STEPHENVILLE, TEXAS 
 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 
 

FOR THE YEAR ENDED SEPTEMBER 30, 2010 
 
 
 
None  
 
   


