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CITY OF ABILENE

February 18, 2014

Honorable Norm Archibald, Mayor and
Members of the City Council
City of Abilene, Texas

Dear Mayor and Council Members:

| am pleased to submit the Comprehensive Annual Financial Report of the City of
Abilene, Texas, for the fiscal year ended September 30, 2013.

The primary purpose of this report is to provide the City Council, citizens, financial
community, and others with detailed information concerning the financial condition and
performance of the City of Abilene. In addition, this report provides assurance that the
City presents fairly its financial position as verified by independent auditors.

The financial statements include implementation of the Governmental Accounting
Standards Board Statement No. 34, Basic Financial Statements — and Management’s
Discussion and Analysis for State and Local Governments. The reporting model
requires that management provide a narrative introduction, overview, and analysis to
accompany the basic financial statements in the form of the Management'’s Discussion
and Analysis (MD&A). This letter of transmittal is designed to complement it and should
be read in conjunction with the MD&A. The City’s MD&A can be found immediately
following the independent auditor’s report.

The Comprehensive Annual Financial Report

The Comprehensive Annual Financial Report of the City of Abilene, Texas for the fiscal
year ended September 30, 2013, which follows, was prepared by the Finance
Department. The basic financial statements have been audited by Davis, Kinard & Co.,
P.C. an independent audit firm of Certified Public Accountants, whose report is included
herein. This audit satisfies Article VII, Section 96 of the City Charter, which requires an
annual audit of all accounts of the City, be made by an independent certified public
accountant. Additionally, the compliance features of the City's federal and state grant
programs for the year ended September 30, 2013, were audited by the firm of Davis,
Kinard & Co., P. C. lts compliance reports are available under the Federal/State
Financial Assistance section of this report.
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The City Finance Department is responsible for both the accuracy of the presented data
and the completeness and fairness of the presentations, including all disclosures. |
believe the data presented is accurate in all material aspects and is presented in a
manner, which fairly sets forth the financial position and results of operation of the City.
Furthermore, | believe that all disclosures necessary to enable the reader to gain
maximum understanding of the City's financial activity have been included.

These financial statements have been prepared in accordance with generally accepted
accounting principles as prescribed by the Governmental Accounting Standards Board
(GASB).

The Development Corpoeration of Abilene’s financial statements have been discretely
presented as a component unit. Civic Abilene, Incorporated meets the requirements of
a component unit but is excluded based on materiality. Please refer to Note 1 for
further discussion.

All other entities not meeting the criteria for inclusion in the City's financial statements
are non-profit organizations established to promote health, housing, industrial and
educational development for the people of Abilene. These entities represent separate
governmental units from the City and are neither controlled by nor dependent upon the
City. The City has no obligation to finance any debts that may occur. Each separate
entity is financially independent and therefore information on these corporations and
authorities must be obtained directly from the organizations.

Please refer to Note 1, page 30 for the Abilene Reinvestment Zone #1, which is a
blended component unit. The Zone is reported as part of the primary government due
to the City’s trustee capacity over the Zone.

City Profile

Abilene is the county seat of Taylor County and is primarily located in the northern
portion of the county with a small area in Jones County to the north. Located 150 miles
west of Fort Worth and 180 miles west of Dallas, Abilene is the economic, educational,
medical, and cultural center of the west central Texas area.

Manufacturing plants in Abilene and its immediate vicinity produce such products as
industrial boilers/steel fabrication, cookies, soft drinks, soft drink containers, rubber for
retread tires, plastics packaging, wind towers, boats, oil/gas drilling, sprockets and
gears, refined oil products, carbon fibers, pressure vessels, gear boxes, iron powder
cores, and industrial fans. Abilene is the home of three co-educational, liberal aris
universities, two nursing schools, one two-year college, one technical college, and one
pharmacy school. In addition, Abilene State Supported Living Center, which provides
campus-based direct services and support to people with intellectual and developmental
disabilities, owned and operated by the State of Texas Department of Aging and
Disability Services, is located on a 640 acre tract within the City.

Militarily, Abilene and Dyess Air Force Base share a very important association within
the development and well being of the community. Dyess is the home for the 7" Bomb
Wing of the Air Combat Command (ACC), which flies the B1-B bomber. Dyess is also
home for the 317™ Air Lift Group of Air Mobility Command, which flies the C-130.
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The City of Abilene provides a full range of services to the citizens of the community.
These services include police and fire protection, economic development, solid waste
services, health and social services, public improvements, streets and traffic control,
planning and zoning, water and sewer, transit system, airport, libraries, zoo, parks, and
recreation facilities as well as general administrative services. The Abilene Transit
System is operated under contract to provide transportation services within the City of
Abilene. The City owns fwenty (20) buses, thirty (30) para-transit vehicles, and two (2)
trolleys. This contractual relationship is reported in the Enterprise Fund. The Abilene
Municipal Golf Course is operated under contract to provide management services.

The City was incorporated in 1883 with an original Charter of 1911 and the current 1962
Charter was amended in May of 1897. The City operates under the Council/Manager
form of government with the Mayor chosen at large and six (6} council members, three
(3) elected from the north side and three (3) from the south side of the T & P railroad
tracks. The Mayor and Council Members serve three (3) year staggered terms. The
Mayor and City Council appoint the City Manager, the City Attorney, the City Secretary,
and the Municipal Judge. The City is a Home Rule City with all powers granted to home
rule cities by the constitution and laws of the state of Texas. The Council enacts
legislation, adopts budgets, and determines policies of the City of Abilene. The City
Manager, who is appointed by the City Council, executes the laws and administers the
government of the City.

All funds included within the Financial Section of this report are considered to be
financially accountable by the City and its elected and appointed officials. The financial
statements of the City include all governmental activities, business-type activities,
organizations, and functions as required by generally accepted accounting principles.
The criteria considered in determining which activities to be reported include: The
organization’s legal status, appointment of the organization’s boards, the City's ability fo
impose its will on the organization, the ability to impose a financial benefit/burden on the
City, and fiscal dependency by the organization on the City. The criteria used by the
City for including activities in preparing its financial statements are in conformity with
Governmental Accounting Standards Board (GASB) Statement 14, “The Financial
Reporting Entity,” as amended by Statement 61.

Economic Condition and Qutlook

Property values in the City had a slight increase in 2014. Net taxable values have
increased from $5.0 billion to $5.2 billion, or 2.4%.

For the FY 2014 period of October through February, sales tax revenue is above
FY 2013 by .51%, but below the proposed budgeted amount by 1.46%. Originally staff
estimated that the FY 2014 sales tax budget would increase by 2%.

Total overall general fund revenues for FY 2013 exceeded staffs’ estimates by 2.2%.

According to the Texas Workforce Commission’s Texas Labor Market Review
publication, unemployment in Abilene is lower than the state-wide average. Afthe end
of December 2013, Abilene's rate was 4.4% compared to the state rate of 5.6%. Total
civilian labor force for December 2013 was 85,700 compared to December 2012 of
84,300.
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During the past several years, industrial and commercial development has consisted
mostly of expansion of existing operations in the community.

To improve traffic flow and traffic control in the I-20/Hwy 351/Enterprise Dr.
development area, DCOA is collaborating with Texas Department of Transportation
(TxDOT) on an extension of Enterprise Dr. from Hwy 351 to E Lowden Rd. In late 2013,
DCOA purchased 1.86 acres of land from Region 14 Education Service Center and
began road construction in December 2013. TxDOT is in the process of conducting a
traffic study to model the corridor and consider different traffic flow scenarios, which
may include a new traffic signal at the Enterprise Dr. intersection. This will also shorten
the route Coca Cola Refreshments USA’s trucks drive between the manufacturing plant
on Enterprise Dr. and its warehouse on the 1-20 access road, thereby improving the
company's efficiency and reducing operating costs.

Fehr Foods, Inc. continues to expand its operations, producing and merchandising
cookies through its platforms in Texas and Oklahoma which are sold in 43 U.S. states,
Mexico, and Panama. During 2013, Fehr Foods made facility improvements, upgraded
equipment and purchased additional manufacturing equipment at a total capital cost of
$2.4 million. Fehr Foods currently employs 321 in Abilene and 97 in Marietta, OK.
They have reduced their voluntary turnover from well over 100%/yr to 59%/yr in 2012
and are aiming to reduce it further in 2013. Fehr Foods competed corporate-wide and
was approved for a major expansion into cracker production. Rather than construct an
addition to its manufacturing plant on N. 1st St., the company purchased the former
Sam’s Club facility on S. 1st St. This new project will increase employment by 105 jobs,
over and above the existing Abilene employment level. The company will invest a total
of $30 million for purchase, capital improvements, and equipment. Fehr Foods also
recently expanded into more warehouse space in the DCOA-owned complex at 4109
Vine St. to accommodate its growth.

The Five Points Business Park located in far west Abilene is an important asset for
Abilene’s industrial development and a useful tool in the DCOA’s arsenal for recruitment
of new and expansion of existing industry. The Park’s location on 1-20 with rail service
available could potentially become very desirable. On the east side of the Park, at the
corner of Marigold St. and Wall St., are about 25 acres of developable land, which was
recently cleared to make it readily available to prospects on a short-time fuse for
purchase and development. Tucker Energy Services purchased 11.5 acres of land on
the west side of the Park for the construction of a site for its expansion into Abilene,
offering oilfield services. If the Cline Shale play is as prolific as hoped, the company will
quickly expand into phase 2 purchase of 23 more acres of land and construction of
several more structures, plus installation of a rail spur.

Because there is a severe lack of rail-served industrial properties in Abilene, the DCOA
is in the process of developing a master plan for expansion of rail service into the Park,
which will include the construction of Polaris Dr. extending northward from Five Points
Parkway to Marigold St. The grading required for construction will open up two more
fots in the Park that otherwise are not developable due to their location and topography.

CarbonlITE Recycling recently signed an agreement to occupy the 100,000 sq ft
industrial shell building in Five Points Business Park known as “Spec 3". A local
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architectural firm is working on plans for finish-out of the structure so the company may
process used plastic bottles into bottle-grade PET resin flakes and pellets that can then
be used to manufacture new plastic beverage boftles and other products. CarbonLITE
will invest $35 million in equipment and create 90 new jobs.

With the recession contributing to tighter funding for early stage biotech companies,
there has been an increased demand to reduce costs, which is helping create demand
for virtual companies. Virtual companies contract out most of their research and
business functions, which also creates demand for university Contract Research
Organizations (CROs) to perform those tasks. Texas Tech University Health Sciences
Center School of Pharmacy (TTUHSC SOP) provides R&D services to virtual and
regular companies via a CRO managed by the TTUHSC SOP through The Center for
Immunotherapeutic Research and Product Development (now called Experimmune) at
Abilene Laboratories (Ab Labs). This will become a source of jobs, as well as provide
internships and faculty training opportunities. The DCOA approved a 3-year contract
with TTUHSC SOP through The Center for provision of life sciences services from
Abilene Laboratories to private and public sector customers and establishment of a
CRO.

Hendrick Health System completed construction of a 37,000 square foot facility, which
houses the Texas Tech University Health Sciences Center (TTUHSC) Anita Thigpen
Perry School of Nursing-Abilene permanently as an addition to the School of Pharmacy
— Abilene building at the corner of Pine and North 17" Streets. The new facility houses
the successful fraditional two-year and one-year Second Degree accredited Bachelor of
Science degree (BSN) track. The new facility also houses a state-of-the-art Simulation
Center. This Center technology is so advanced that it will facilitate not only healthcare
learning for students, but will also enhance educational research capabilities to improve
the quality of health care in the Abilene community.

Abilene Regional Airport continues to make improvements to better serve Abilene and
the West Central Texas region by offering many of the services found at larger airports,
while maintaining the convenience of a smaller airport. Revenue passenger
enplanements for FY 13 were up approximately 9%. The Airport continues to market the
service here to our prospective customers in the region. Abilene and the West Central
Texas region are served with up to eight (8) daily departures and arrivals by American
Eagle with service to/from Dallas/Fort Worth International. Airport staff continues to
monitor our market area’s travel trends to ensure that we meet the needs of our
customers with appropriate air service. The Airport completed one major capital project
in early 2013: Taxiway C Reconstruction (Phase 2 of 2). In FY 14, reconstruction of
Taxiways M, N and P began and should be complete by the end of the fiscal year. In
addition, the airport will complete the application for continuing the Passenger Facility
Charge program, which primarily reimburses the city for our AlIP grant match; also,
design and planning for other capital projects continue.

Overall, the economy is projected to continue to improve at a nominal rate for FY 14.
Major Initiatives

The Abilene City Council approved a long-range financial plan for the City's
infrastructure and capital needs in May 1891. The program allows issuance of
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certificates of obligation to meet the pressing needs of minor infrastructure
improvements. The City will issue certificates based upon the maturity of prior debt thus
holding the tax rate for debt at a constant level.

Financial Policy

The City Council adopted the following Financial Policy on May 23, 1984, and amended
the policy on February 9, 1995. The City of Abilene adheres to the Financial Policy for
conducting the financial management of the City. The established long-range policies
regarding financial management are to exercise a discipline which allows the City to
retain a sound financial condition; strive o retain the best possible rating on bonds;
provide future generations with the ability to borrow capital for construction of facilities
without severe financial burden; and give recognition to the community's needs and
ability to pay. These goals are accomplished in the following manner:;

» Prudent budgeting and effective budget control. The operating budgets will provide
sufficient funding levels for ongoing maintenance of the infrastructure. Budget
replacement of capital equipment as the need arises. (Office machines,
automobiles, heavy equipment, etc.)

* The securing and/or approval of federal and state assistance will be based on
established criteria. Such criteria is:

What benefit does the project have to the community as a whole,

What future impact will the City be responsible for due to the acceptance of
the funding, and

How does the project relate to the Strategic Management Plan and/or other
future plans of the organization.

o Private grants and donations will be actively pursued and will be subject to the same
criteria as federal and state funds.

« Passing a share of the cost of extending utilities and improvements in subdivisions
to property owners of the subdivisions rather than to the general public.

e Providing working capital in ali funds sufficient to meet current operating needs.
» Funding Equipment Replacement at the required level.

+ Pay as you go financing of capital improvements where feasible while planning for
capital improvements on a five year basis and updated annually.

o Attempting to schedule bond issues so that an equal principal amount is retired each
year over the life of the issue producing a total debt service schedule with a
declining balance each year.

¢ The intent of this paragraph is to assure that the taxpayers of the City receive full
benefit of "qualified” status on debt issued and not subsidize the interest expense of
other debt issuers utilizing corporations created by the City on their behalf. Any
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differential in interest expense to the City between "qualified" and "non-qualified” tax
exempt debt status that results from debt issued through corporations established by
the City Council will be born by those issuers of debt. The differential will be
prorated among the issuers utilizing the corporations based on the amount of debt it
issues to total debt issued by all corporation issuers during the calendar year. Any
differential in the City's cost shall be calculated by the City's financial advisor based
on market conditions on the date of the City sale of debt.

e The Minor Improvement Program will encompass basic capital needs whereby the
amount of debt issued is equal to the amount of debt retired while maintaining the
same tax rate for debt. The basic capital needs include streets, bridges, traffic
control, parks, localized drainage/creek cleaning, and police/fire equipment. All
projects will be financed through Certificates of Obligation or Contractual Obligations
as appropriate.

¢ The Major Improvement Program will encompass major new construction such as
large facilities, flood control, and other major infrastructure improvements. All
projects will be approved through bond elections. A plan of major improvements that
would require a bond election will be reviewed at least every three years. The
identified needs would determine when a bond election would be needed.

¢ Financial accounting and reporting in accordance with methods prescribed by the
Governmental Accounting Standards Board and the Government Finance Officers
Association and making such reports available to bond rating agencies and other
financially interested organizations.

¢ Achieving and maintaining a fund balance equivalent to three (3) months' operating
costs of the general operating budget, at 95% liquidity, which should be sufficient to
provide financing for necessary projects and meet unanticipated contingencies such
as lawsulits, tax roll tie-ups, severe fluctuations in sales of the City owned utilities
and other fiscal emergencies.

Accounting System and Budgetary Controls

The City's accounting system is conducted on the current financial resources
measurement focus and the modified accrual basis of accounting for all Governmental
Funds (General, Special Revenue, Debt Service, and Capital Projects), and the fund
financial statements have been prepared on this basis. Under this basis, expenditures
are recorded when liabilities are incurred; and revenues are recorded when they
become measurable and available as net current assets. The economic resources
measurement focus and the accrual basis of accounting is followed for the Enterprise
and Internal Service Funds. Those fund financial statements are presented on that
basis. Under the accrual basis, revenues are recognized in the accounting period in
which they are earned. Expenses are recorded when a liability is incurred.

At least thirty (30) days prior to the beginning of each fiscal year, the City Manager
submits to the City Council a proposed budget for the fiscal year beginning on the
following October 1. The operating budget, which represents the financial plan for the
ensuing fiscal year, includes proposed expenditures and the means of financing them.
Public hearings are conducted at which all interested persons' comments concerning
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the budget are heard. The budget for the next fiscal year is legally enacted by the City
Council through passage of an ordinance not later than the twenty-fifth day of the last
month prior to the beginning of the fiscal year.

Appropriations are legally adopted at the department level. Budgetary controls are
maintained at the major category of expenditure level within each operating division. All
anticipated expenditures are budgeted for control purposes. Encumbered appropriations
are reporied as a reservation of fund balance at September 30, 2013. All unencumbered
appropriations lapse at year end.

Internal Controls

Internal accounting controls are designed to provide reasonable, but not absolute,
assurance of the safeguarding of assets against loss from unauthorized use or
disposition and reliable financial records for preparing financial statements and
maintaining accountability for assets. The concept of reasonable assurance recognizes
that the cost of a control should not exceed the benefits likely to be derived.

All internal control evaluations occur within the above framework. The Finance
Department staff believes the City's internal control structure adequately ensures
compliance with laws and regulations and reasonable assurance for safeguarding of
assets.

In addition to the financial accounting system, the City exercises internal control through
an Internal Auditor. The Internal Auditor reviews City practices to ensure the adequacy
of internal controls and compliance with established policies. The City implemented a
Fraud, Waste, and Abuse Policy and Report Form to assist in fraud detection.

General Governmental Functions

All eligible property within the City is subject to assessment, levy, and collection of a
continuing, direct ad valorem tax sufficient to provide for the payment of principal and
interest on outstanding bonds within the limits prescribed by law, and the payment of
operation and maintenance costs as approved by the City Council. Under State law
and provisions of the City Charter, the City is limited to a maximum tax rate of $2.50 per
$100 assessed valuation. As shown below the tax rate adopted by the City Council has
historically been substantially lower than the maximum provided by law.

A comparison of taxes, together with allocations to the General Fund and the Debt
Service Funds are as follows:

2013 2012 2011 2010 2009
General Fund Operating 04937 0.4837 0.4758 0.4693 04693
General Debt Service 0.1923 0.2085 0.2174 0.2239 0.2161

Total Tax Rate 0.6860 0.6932 0.6932 06932 006854

Deht Administration

The City's outstanding bond debt at September 30, 2013, is $97,345,000. This includes
$35,745,000 for the lvie Pipeline project that is supported by a 60¢ per 1,000 gallon
surcharge.
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