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To the Board Members, Honorable Mayor, and Citizens of the City of Pharr, Texas:
This report consists of management’s representations concerning the finances of the Pharr Economic Development
Corporation II, Inc. (PEDC). Consequently, management assumes full responsibility for the completeness and
reliability of all of the information presented in this report. To provide a reasonable basis for making these
representations, management of the PEDC has established a comprehensive internal control framework that is
designed both to protect the government’s assets from loss, theft, or misuse and to compile sufficient reliable
information for the preparation of the PEDC‘s financial statements in conformity with Generally Accepted
Accounting Principles (GAAP). Because the cost of internal controls should not outweigh their benefits, the PEDC’s
comprehensive framework of internal controls has been designed to provide reasonable rather than absolute
assurance that the financial statements will be free from material misstatement. To the best of our knowledge and
belief, the enclosed financial statements and schedules are accurate in all material respects and are reported in a
manner designed to present fairly the financial position and results of operations of the various account groups of the
PEDC.
The goal of the independent audit was to provide reasonable assurance that the financial statements of the PEDC for
the fiscal year ended September 30, 2016, are free of material misstatement. The independent audit involved
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements; assessing
the accounting principals 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 PEDC’s financial statements for the fiscal year ended September 30,
2016, are fairly presented in conformity with GAAP. The independent auditor’s report is presented just before the
Management’s Discussion and Analysis (MD&A) and the financial section of this report.
GAAP require that management provide a narrative introduction, overview, and analysis to accompany the basic
financial statements in the form of MD&A. This letter of transmittal is designed to complement MD&A and should
be read in conjunction with it. The PEDC’s MD&A can be found immediately following the report of the
independent auditors.
On November 10, 2008 via ordinance O-2008-49, the PEDC was approved by citizen vote and ratified by the PEDC
Commission to receive ½ percent (the City of Pharr receives 1 ½ percent) of sales tax. PEDC 4b is reported as a
blended component unit of the City of Pharr since the City of Pharr appoints all board members, can remove board
members at will, and must approve PEDC’s budget and plan of work.
ECONOMIC CONDITION AND OUTLOOK
Pharr is strategically located in the middle of the Rio Grande Valley of South Texas, only minutes from the Mexico
border. Today with a healthy economy and steady growth, Pharr is the hub of transportation for the region and a
major gateway for NAFTA-oriented businesses. It is strategically located to reap the benefits of explosive growth in
commerce and trade. The Pharr area offers a top-quality workforce on both sides of the border. Many visitors enjoy
the diversity of Pharr’s culture, business and people with its variety and retail outlets, residential neighborhoods and
cultural events – Pharr’s rich heritage is unwavering. The spirit of tradition and a strong sense of community are
flourishing in Pharr. Over the last 10 years, Pharr has experienced unprecedented growth and economic
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FINANCIAL SECTION

Independent Auditor’s Report

INDEPENDENT AUDITOR’S REPORT
To the Board of Directors of the
Pharr Economic Development Corporation II, Inc.
Report on the Financial Statements
We have audited the accompanying financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of the Pharr Economic Development Corporation II, Inc., as of and for the year ended
September 30, 2016, and the related notes to the financial statements, which collectively comprise the Pharr Economic
Development Corporation II, Inc.’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.
Auditor’s 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 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 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 auditor’s 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 entity’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 entity’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.
Opinions
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities, each major fund, and the aggregate remaining fund information of the Pharr
Economic Development Corporation II, Inc., as of September 30, 2016, and the respective changes in financial position, for
the year then ended in accordance with accounting principles generally accepted in the United States of America.
Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management’s discussion and
analysis and budgetary comparison information, as listed 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
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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.
The budgetary comparison information is the responsibility of management and was derived from and relates 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 budgetary
comparison information is fairly stated in all material respects in relation to the basic financial statements as a whole.
Other Information
Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
Pharr Economic Development Corporation II, Inc.’s basic financial statements. The introductory section is presented for
purposes of additional analysis and is not a required part of the basic financial statements.
The introductory has 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.
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated February 15, 2017, on our
consideration of the Pharr Economic Development Corporation II, Inc.’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 internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards in considering the Pharr
Economic Development Corporation II, Inc.’s internal control over financial reporting and compliance.

Oscar R. Gonzalez, CPA & Associates, PLLC
Certified Public Accountant
Pharr, Texas
February 15, 2017
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Management’s Discussion & Analysis (MD&A)

Pharr Economic Development Corporation II, Inc.
Management’s Discussion & Analysis
As management of the Pharr Economic Development Corporation II, Inc. (PEDC), we offer readers of the PEDC’s
financial statements this narrative overview and analysis of the financial activities of the PEDC for the fiscal year
ended September 30, 2016.
FINANCIAL HIGHLIGHTS


Total net position for PEDC is $13.81 million. This is an increase of $1.67 million, or a change of (14%)
from last fiscal year’s net position.

OVERVIEW OF THE FINANCIAL STATEMENTS
This discussion and analysis are intended to serve as an introduction to the PEDC’s basic financial statements. The
PEDC’s basic financial statements comprise of 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.
Government-Wide Financial Statements
The government-wide financial statements are designed to provide readers with a broad overview of the PEDC’s
finances, in a manner similar to a private-sector business.
The Statement of Net Position presents information on all of the PEDC’s assets and liabilities, with the difference
between the two 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 PEDC is improving or deteriorating.
The Statement of Activities presents information showing how the PEDC’s net position changed during the most
recent fiscal 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. 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
vacation leave).
Both of the government-wide financial statements distinguish functions of the PEDC that are principally supported
by taxes. The governmental activities of the PEDC serve to improve the citizen’s quality of life and assist in
brining/creating jobs to the city of Pharr, TX.
Fund Financial Statements
A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for
specific activities or objectives. The PEDC, like other governmental economic development entities, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the
PEDC can be divided into four categories: governmental funds, proprietary funds, fiduciary funds, and discretely
presented component units.
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 resources that can be spent, as well as on
balances of resources that can be spent available at the end of the fiscal year. Such information may be useful in
evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements.
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Pharr Economic Development Corporation II, Inc.
Management’s Discussion & Analysis
By doing so, readers may better understand the long-term impact of the government’s near-term financing
decisions. Both the governmental funds Balance Sheet and the governmental funds Statement of Revenues,
Expenditures, and Changes in Fund Balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.
The PEDC maintains one major (General) and zero non major governmental funds. Information for the major funds
is presented separately in the governmental funds Balance Sheet and in the governmental funds Statement of
Revenues, Expenditures, and Changes in Fund Balances for the General Fund and the 4b fund, which is considered
to be a major fund due to its importance to the PEDC.
The PEDC adopts an annual appropriated budget for the General fund. A budgetary comparison statement has been
provided for the fund to demonstrate compliance with this budget.
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 fund financial statements.

Government-Wide Financial Analysis
As noted earlier, net position may serve over time as a useful indicator of a government’s financial position. In the
case of the PEDC, assets exceeded liabilities by over 13.81 million at the close of the fiscal year.
The PEDC’s condensed Statement of Net Position along with last fiscal year’s numbers is presented for comparison
in the table is located below:
PEDC Net Position
Table 1 – Dollars in Thousands

Governmental
Activities
2016

Assets
Current and other assets
Capital assets
Total assets
Liabilities
Long-term liabilities
Other liabilities
Total liabilities
Net Position
Net Invested in capital assets,
net of related debt
Restricted
Total net position
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2015

$15,005.9
1,450.0
$16,455.9

$14,332.2
1,988.6
$16,320.7

$44.1
2,612.7
$2,656.9

$1,957.5
2,223.3
$4,180.8

$1,450.0
12,363.0
$13,813.0

$1,988.6
10,151.4
$12,140.0

Pharr Economic Development Corporation II, Inc.
Management’s Discussion & Analysis
By far the largest portion of the PEDC’s net position 12.36 million reflects its restricted funds for Economic
Development. At the end of the current fiscal year, the PEDC is able to report positive balances in all categories of
net position for the government as a whole. The same situation held true for the prior fiscal year.
The PEDC’s Changes in Net Position along with last fiscal year’s numbers are presented for comparison in
the following table below:
PEDC Changes in Net Position
Table 2 – Dollars in Thousands

Governmental
Activities
2016

Revenues
Program Revenues:
Charges for services
General Revenues:
Sales tax
Other
Total Revenues

$

25.0 $

2015

53.2

4,195.2
1,783.5
6,003.7

4,077.7
108.3
4,239.2

Expenses:
General governmental
Total Expenses

4,180.7
4,180.7

15,193.2
15,193.2

Excess of revenues
over expenditures

1,823.0

(10,954.01)

Net change in fund balance

1,823.0

(10,954.0)

12,169.0
(179.0)

23,094.3
-

$ 13,813.0 $

12,140.0

Fund Balance- beginning
Prior period adjustment
Net position - ending

BUDGETARY HIGHLIGHTS
The operating revenues were $283,023 more than budgeted mainly because of sales tax. Expenditures were $1.8
million less than budget.
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Pharr Economic Development Corporation II, Inc.
Management’s Discussion & Analysis
CAPITAL ASSET ADMINISTRATION
The PEDC’s investment in capital assets (net of accumulated depreciation) for its governmental activities amounts
to $1.45 million. This investment in capital assets includes land, buildings and system improvements, and
machinery and equipment. The total decrease in the PEDC’s investments in capital assets for the current fiscal year
was $538 thousand, or (-27%). This decrease was due to the sale of land and buildings.
PEDC’s Capital Assets
(Net of depreciation)
Table 3- Dollars in Thousands
Governmental
Activities
2016
2015
Land
$ 369.2 $ 480.1
Building and improvements
397.51
764.62
Other improvements
636.05
688.66
Machinery and equipment
47.31
55.24
$ 1,450.0 $ 1,988.6
Additional information on the PEDC’s capital assets can be found in the Notes to the Financial Statements in this
report under section III-Detailed Notes on Funds and Component Units, subsection D-Capital Assets.
ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES







City of Pharr’s partnership with South Texas College will establish a Regional Law Enforcement Center in
2016 that is expected to have an economic impact of about $9 million.
The continuous growth of the Pharr Town Center will help increase jobs and sales taxes.
New infrastructure Bridge Projects and improvements inside the Port of Entry will streamline the truck/cargo
inspection process, allowing for better flow and maximum efficiency; and more crossing revenue as
consequence.
The continued increase of produce crossings through Pharr will allow for further development of cold
storage/distribution facilities, as more company expansions are breaking ground in South Pharr.
Continued truck volumes despite the downturn in the oil and gas industry is a testament of the future
potential for the bridge, as truck crossings continue on the incline year after year.
Peso devaluation on the other hand, its s negative factor that might affect the City’s sales tax in the future.

REQUESTS FOR INFORMATION
This financial report is designed to provide a general overview of the PEDC’s finances for all those with an interest
in the PEDC’s finances. Questions concerning any of the information provided in this report or requests for
additional financial information should be addressed to PEDC, Office of the Finance Director, P.O. Box 1729,
Pharr, TX 78577.
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Basic Financial Statements

PHARR ECONOMIC DEVELOPMENT CORPORATION II, INC.
A COMPONENT UNIT OF THE CITY OF PHARR, TX
STATEMENT OF NET POSITION
SEPTEMBER 30, 2016
Pharr
Economic
Development
Corporation II
ASSETS
Current assets:
Cash
Receivables (net of allowance
for uncollectibles)
Prepaid Items
Land available for sale
Total current assets
Noncurrent assets:
Restricted assets:
Cash
Notes Receivables
Capital assets not being depreciated:
Land
Capital assets net of accumulated
depreciation:
Buildings
Improvements other than buildings
Machinery and equipment
Total non-current assets
Total assets

$

815,845
788,380
57,500
11,452,802
13,114,527

356,803
2,360,234
369,154

397,501
636,049
47,305
4,167,046
17,281,572

LIABILITIES
Current liabilities:
Accounts payable and other
current liabilities
Unearned Revenue
Interest Payable
Due within one year
Total current liabilities
Noncurrent liabilities:
Due in more than one year, net
Total non-current liabilities
Total liabilities

655,689
156,062
2,612,733
3,424,484
44,129
44,129
3,468,612

NET POSITION
Net Invested in capital assets
Restricted for:
Economic Development

1,450,009

Total net position

$

The notes to the financial statements are an integral part of this statement
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12,362,950
13,812,959

PHARR ECONOMIC DEVELOPMENT CORPORATION II, INC.
A COMPONENT UNIT OF THE CITY OF PHARR, TX
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2016
Net (Expense)
Revenue and Changes
in Net Position

Functions/Programs
Primary government:
Governmental activities:
General government
Total governmental activities

Program Revenues
Operating
Grants and
Contributions

Charges for
Service

Expenses

Primary Government
Capital
Grants and
Contributions

Governmental
Activities

$

2,771,647
2,771,647

$

25,030
25,030

$

-

$

-

$

(2,746,617)
(2,746,617)

Total primary government $

2,771,647

$

25,030

$

-

$

-

$

(2,746,617)

$

4,195,195
30,440
641,585
863,758
(1,311,418)
4,419,560
1,672,943
12,140,019
13,812,959

General revenues:
Sales taxes
Investment earnings
Gain on sale of land available for sale
USDA Grant
Other
Net City Contributions
Total general revenues and transfers
Change in net position
Net position - beginning
Net position - ending

The notes to the financial statements are an integral part of this statement
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PHARR ECONOMIC DEVELOPMENT CORPORATION II, INC.
A COMPONENT UNIT OF THE CITY OF PHARR, TX
BALANCE SHEET - GOVERNMENTAL FUNDS
SEPTEMBER 30, 2016
Pharr
Economic
Development
Corporation II
ASSETS
Cash
Receivables (net of allowance for
uncollectible):
Sales tax
Notes
Other
Prepaid Items
Land available for sale
Restricted assets:
Cash
Total assets

$

815,845

693,679
2,360,234
94,601
57,600
11,452,802
356,803
15,831,564

LIABILITIES AND FUND BALANCE
Liabilities:
Accounts payable
Total liabilities

655,689
655,689

DEFERRED INFLOW OF RESOURCES
Deferred notes

2,360,234
2,360,234

Total deferred inflow of resources
Fund balances:
Nonspendable:
Inventory
Unassigned:
Total fund balances
Total liabilities, deferred inflow of resources
and fund balances

The notes to the financial statements are an integral part of this statement
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11,452,802
1,362,839
12,815,644
$

15,831,566

PHARR ECONOMIC DEVELOPMENT CORPORATION II, INC.
A COMPONENT UNIT OF THE CITY OF PHARR, TX
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO THE STATEMENT OF NET POSITION
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Amounts reported for governmental activities in the statement of net position are different because:
Total fund balances - governmental funds balance sheet
(1)

$ 12,815,644

When capital assets that are to be used in governmental activities are purchased,
the cost of those assets are reported as expenditures in governmental funds.
However, the statement of net position includes those capital assets among the
assets of the Pharr Economic Development Corportation II as a whole
Cost of capital assets
Accumulated depreciation

2,062,260
(612,251)
1,450,009

(2)

Certain accrued obligations not normally expected to be liquidated with
expendable available financial resources unless they are due for payment
in the current period. The difference in compensated absences from last
year to this year is recorded in the statement of activities.

Current
Long-term

(14,710)
(44,129)
(58,839)

(3)

Long term liabilities are not included in govermental fund balance sheets,
since they normally won't be expected to be liquidated with current
expendable available financial resources.
Note payable

(2,598,023)
(2,598,023)

(4)

Accrued interest payable are not reported in governmental balance
sheet but are recognized in statement in net position, up to total
Interest payable:

(156,062)
(156,062)

(5)

Because some EDC loan receivables will not be collected for some time
after the city's fiscal year ends, they are not considered as "available"
revenues in the governmental funds and are considered deferred in
governmental funds.
Deferred notes:
2,360,234
2,360,234

Net position of governmental activities - statement of net position

The notes to the financial statements are an integral part of this statement
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$ 13,812,959

PHARR ECONOMIC DEVELOPMENT CORPORATION II, INC.
A COMPONENT UNIT OF THE CITY OF PHARR, TX
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Pharr
Economic
Development
Corporation II
REVENUES
Taxes:
Sales
Fees and charges:
Other
Interest income
Intergovernmental
Other

$

4,195,195
.
25,030
30,440
368,126
43,314
4,662,105

Total revenues
EXPENDITURES
Current:
Personnel services
Supplies and Materials
Contractual Services
Debt Service:
Principal
Interest
Total Expenditures

463,535
14,612
3,800,711
769,221
129,971
5,178,049

Excess (deficiency) of revenues
over (under) expenditures

(515,944)

OTHER FINANCING SOURCES (USES)
Contributed capital
Financing / Debt Funds
Gain on Sale of Inventory
Total other financing sources
and uses

700,000
641,585
1,341,585

Net change in fund balance
Fund balance - beginning
Prior Year Adjustment

825,641
12,168,966
(178,963)

Fund balance - ending

$

The notes to the financial statements are an integral part of this statement
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12,815,644

PHARR ECONOMIC DEVELOPMENT CORPORATION II, INC.
A COMPONENT UNIT OF THE CITY OF PHARR, TX
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Amounts reported for governmental activities in the statement of activities are different because:
Net change in fund balances - total governmental funds
(1)

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. This
is the amount by which capital outlays exceeded depreciation in the
current period
Capital assets purchases
Depreciation expense

$

825,641

(581,186)
153,532
(427,654)

(2)

Repayment of Note Principal is reported as an expenditure in governmental
funds. For PEDC as a whole, however, the principal payments reduce the
liabilities in the statement of net position and do not rsult in an expense in
the statement of activities.
Note payable:

769,221
769,221

(3)

Certain accrued obligation not normally expected to be liquidated
with expendable available financial resources unles the are due
for payment in the current period. Compensated absences is
recorded in the statement of assets.
Current Year
Prior Year

(58,840)
79,281
20,441

(4)

Governmental funds report note receivable payments as revenue
under the measurement focus of current financial resources.
Statement of activities recognizes this only as a reduction
of a receivable.

48,408
48,408

(5)

Accrued interest payable is not reported in governmental funds
but is recognized in governmnet wide financials.
Current Year Accrual
Interest payable:

280,823
156,062
436,885

Rounding
Change in net position of governmental activities - statement of activities

The notes to the financial statements are an integral part of this statement
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$

1
1,672,943

Notes to the Financial Statements

Pharr Economic Development Corporation II, Inc.
A Component Unit of the City of Pharr, Texas
NOTES TO FINANCIAL STATEMENTS
September 30, 2016

I.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

General Statement

Pharr Economic Development Corporation II, Inc. – (PEDC) is incorporated in the state of Texas as a nonprofit
corporation under the provisions of the Development Corporation Act of 1979. Voted by the citizens of Pharr on
November 4, 2008 and ratified by the City Commission on November 10, 2008 via ordinance O-2008-49, the PEDC was
authorized to receive the sales tax revenues. PEDC was organized on behalf of the City of Pharr, Texas (City) to
administer a special .5% sales tax for the specific purpose of the enhancement of quality of life projects as well as the
promotion and development of commercial, industrial, and manufacturing enterprises to promote and encourage
employment and the public welfare. Sales taxes are collected under Section 4B of the Development Corporation Act of
1979 for these purposes.
B. Reporting Entity
GASB Statement No 14, The Financial Reporting Entity, as amended by GASB Statement No. 39, Determining Whether
Certain Organizations Are Component Units, provide guidance for determining which governmental organizations
should be included within the reporting entity. GASB Statement No. 14 sets forth financial accountability as the basic
criterion for inclusion of a governmental unit in a governmental reporting entity. Financial Accountability is defined as
appointment of a voting majority of the component unit’s board and either the ability to impose will by the primary
government or the possibility that the component unit will provide a financial benefit to or to impose a financial burden
on the primary government. Because of the primary government’s ability to impose its will on the PEDC, it is included
as a blended component unit within the City’s audited annual financial report and is an integral part, thereof. The PEDC
is a blended component unit of the City. The reason it is a blended component unit is because the City appoints all
PEDC board members and can remove them at will, therefore, the PEDC board is substantially the same as the City
governing body. Separate financial statements issued by the City can be obtained by request at the following address:
City of Pharr, TX
Attn: Finance Director
P.O. Box 1729
Pharr, TX 78577
C.

Government-Wide and Fund Financial Statements

The government-wide financial statements include the statement of net position and the statement of activities. These
statements report information on all of the non-fiduciary financial information for the PEDC. The effect of interfund activity,
with the City has been removed from these statements.
The statement of activities demonstrates the degree to which the direct expenses of a given program are offset by program
revenues. Direct expenses are those that are clearly identifiable with a specific function or program. Program revenues
include 1) charges to customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given program and 2) operating or capital grants and contributions that are restricted to meeting the operations
or capital requirements of a particular program. Taxes and other items not properly included among program revenues are
reported instead as general revenues.
D.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The financial statements of the PEDC are prepared in accordance with generally accepted accounting principles (GAAP).
The PEDC’s reporting entity applies all relevant GASB pronouncements and applicable FASB pronouncements and
Accounting Principles Board (APB) opinions issued on or before November 30, 1989, unless they conflict with GASB
pronouncements. The PEDC’s reporting entity does not apply FASB pronouncements or APB opinions issued after
November 30, 1989.
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Pharr Economic Development Corporation II, Inc.
A Component Unit of the City of Pharr, Texas
NOTES TO FINANCIAL STATEMENTS
September 30, 2016

I.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – (continued)

D.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation – (continued)

Governmental fund financial statements are reported using the current financial resources measurement focus and are
accounted for using the modified accrual basis of accounting. Under the modified accrual basis of accounting, revenues are
recognized when susceptible to accrual; i.e., when they become both measurable and available. “Measurable” means the
amount of the transaction can be determined and “available” means collectible within the current period or soon enough
thereafter to be used to pay liabilities of the current period, for this purpose, PEDC considers revenues to be available if they
are collected within 60 days of the end of the current fiscal year, sales taxes collected and held by the state at year-end on
behalf of the government are also recognized as revenue. All other governmental fund revenues are recognized when
received.
When both restricted and unrestricted resources are available for use, it is the PEDC’s policy to use restricted resources first,
then unrestricted resources as needed.
E.

Fund Types and Major Funds

Governmental Funds
The PEDC reports the following major governmental funds:


F.

General Fund – PEDC’s primary fund. This fund is used to account for all financial resources not reported
in other funds.

Assets, Liabilities and Net Position or Equity

1. Cash and Investments
Cash of all funds, including restricted cash, are pooled into common pooled accounts in order to maximize investment
opportunities. Each fund whose monies are deposited in the pooled cash accounts has equity therein, and interest earned on
the investment of these monies is allocated based upon relative equity at month end. An individual fund’s pooled cash are
available upon demand and are considered to be “cash equivalents” when preparing these financial statements. All
investments are recorded at fair value based on quoted market prices. Fair value is the amount at which a financial instrument
could be exchanged in a current transaction between willing parties.
2. Receivables and Payables
All sales taxes and other receivables are shown net of an allowance of uncollectible. There was no allowance for
uncollectible at September 30, 2016.
3. Capital Assets
Capital assets, which include property, plant, and equipment, are reported in the governmental activities column in the
government-wide financial statements. All capital assets are valued at historical cost or estimated historical cost if actual
historical is not available. Donated assets are valued at their fair market value on the date donated. Repairs and maintenance
are recorded as expenses. Renewals and betterments are capitalized. Interest has not been capitalized during the construction
period on property, plant and equipment.
Assets capitalized have an original cost of $5,000 or more and over three years of useful life. Depreciation has been
calculated on each class of depreciable property using the straight-line method. Estimated useful lives are as follows:

- 14 -

Pharr Economic Development Corporation II, Inc.
A Component Unit of the City of Pharr, Texas
NOTES TO FINANCIAL STATEMENTS
September 30, 2016

I.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – (continued)

F.

Assets, Liabilities and Net Position or Equity – (continued)
Buildings
Infrastructure
Improvements
Water and Sewer System
Machinery and Equipment

30 Years
30 Years
30 Years
30-50 Years
3-15 Years

4. Compensated Absences
The liability for compensated absences reported in the government-wide statements consists of unpaid accumulated annual
leave balances. The PEDC’s policy allows employees to accumulate unused sick leave and extra compensation time on an
unlimited basis and vacation leave based on the number of years of full time employment with the PEDC in accordance with
the following chart:

Years of Employment
0-19 Years
20 & Over

Pro-Rata Accrual Rate per Month
10 hours (15 days per year)
13.33 hours (20 days per year)

Nonexempt employees may accumulate no more than a maximum of two years allotment of vacation leave as set above.
Exempt employees can accumulate more than the maximum. Sick leave may be accrued but will not be paid out to
employees that leave before retirement.
5. Long-Term Obligations
In the government-wide financial statements, long-term debt and other long-term obligations are reported as liabilities. In the
fund financial statements, long-term liabilities are not recorded in the governmental funds as the payment of the obligations
will not be made by current financial resources. The governmental fund financial statements recognize the proceeds of debt
as other financing resources.
6. Restricted Assets
The proceeds and required reserves of debt issuances are recorded as restricted assets as they are restricted for debt service
and/or capital projects, payments and/or purchases.
7. Net Position / Fund Equity
In the fund financial statements, governmental funds report reservations of fund balance for amounts that are not available or
are legally restricted by outside parties for use for a specific purpose.
8. Estimates
The preparation of financial statements in accordance with generally accepted accounting principles requires the use of
estimates by management.
9. Fund Balance
The PEDC has adopted GASB 54 as part of its fiscal year ending September 30, 2012. Implementation of GASB 54 is
required of all cities for the fiscal year ending in 2012. The intention of the GASB is to provide a more structured
classification of fund balance and to improve the usefulness of fund balance reporting to the users of the PEDC’s financial
statements. The reporting standard establishes a hierarchy for fund balance classifications and the constraints imposed on the
uses of those resources. GASB 54 provides for two major types of fund balances which are non-spendable and spendable.
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Pharr Economic Development Corporation II, Inc.
A Component Unit of the City of Pharr, Texas
NOTES TO FINANCIAL STATEMENTS
September 30, 2016

I.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – (continued)

F.

Assets, Liabilities and Net Position or Equity – (continued)

9.

Fund Balance – (continued)

Non-spendable fund balances are balances that cannot be spent because they are not expected to be converted to cash or they
are legally or contractually required to remain intact. Examples of this classification are prepaid items, inventories, noncurrent advances to other funds that not expected to be collected in the next fiscal year, and the principal (corpus) of an
endowment fund. The PEDC does not have any non-spendable funds.
In addition to non-spendable fund balance, GASB 54 has provided a hierarchy of spendable fund balances, based on a
hierarchy of spending constraints.
-Restricted: Fund balances that are constrained by external parties, constitutional provisions, or enabling legislation.
The PEDC’s restricted funds are from sales tax revenues, which are legally restricted to expenditures for a particular
purpose.
-Committed: Fund balances that contain self-imposed constraints of the government from its highest level of decision
making authority. The responsibility to commit funds rests with the PEDC governing members, their board members.
Committed amounts cannot be used for any other purpose unless the governing board removes those constraints by
taking the same type of formal action. The PEDC does not have any committed funds
-Assigned: Fund balances that contain self-imposed constraints of the government to be used for a particular purpose.
The responsibility to assign funds rests with the Executive Director. The only funds assigned relate to the accumulation
of funds for a capital project the improvement of a PEDC building.
-Unassigned: Fund balance of the general fund that is not constrained for any particular purpose. This is also where
negative amounts from the other categories of fund balance are recognized.
When an expense is incurred for purposes for which both restricted and unrestricted net assets are available, the PEDC
typically first applies restricted resources, as appropriate opportunities arise, but reserves the right to selectively defer the use
thereof to a future project or replacement equipment acquisition. When expenditure is incurred for which committed,
assigned, or unassigned fund balances are available, the PEDC considers amounts to have been spent first out of assigned,
then unassigned, and finally committed funds.
II.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A.

Budgetary Data

1. Budget Policy and Practice
The PEDC follows the procedures outlined below in establishing budgetary data reflected in the financial statements:
Annual budgets are legally adopted for all PEDC funds with revenue and expense/expenditure activity. The PEDC
follows the City Charter, which states that between sixty (60) and ninety (90) days prior to the end of the fiscal year,
the City Manager is required to submit to the Board of Commissioners a proposed operating budget for the fiscal
year commencing the following October 1. The operating budget includes the proposed expenditures/expenses and
the proposed method to finance them.
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Pharr Economic Development Corporation II, Inc.
A Component Unit of the City of Pharr, Texas
NOTES TO FINANCIAL STATEMENTS
September 30, 2016

II.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY – (continued)

A.

Budgetary Data – (continued)

1.

Budget Policy and Practice – (continued)
Dates for public hearings, the purpose of which are to obtain taxpayers' comments, are set by the Board of
Commissioners at the time the budget is submitted to that body. The Board of Commissioners may add to, subtract
from or change appropriations, but may not change the form of the proposed budget. Any changes must be within
the revenue and reserves estimated as available by the City Manager. Prior to September 25 of each year, the budget
is legally enacted through the passage of an ordinance.
The appropriated budget is prepared by fund, function, and department. The City’s department head’s may make
transfers of appropriations between/within a department in the same fund with the City Manager’s approval.
Transfers of appropriations between funds require the approval of the Board of Commissioners. The legal level of
budgetary control (i.e., the level at which expenditures may not legally exceed appropriations) is the fund level.
At any time during the fiscal year, the City Manager can reallocate expenditures within a fund without the approval
of the Board of Commissioners. However, any revisions to the budget which increase the total budgeted
expenditures/expenses within any fund must be approved by the Board of Commissioners of the City.

B.

Budget Basis of Accounting

The PEDC prepares its annual budget on a basis (budget basis), which slightly differs from generally accepted accounting
principles (GAAP Basis). The budget and all transactions are presented in accordance with the PEDC’s method (budget
basis) in the Statement of Revenues, Expenditures and Changes in Fund Balances – Budget and Actual – General Fund to
provide a meaningful comparison of actual results with the budget. The major differences between budget and GAAP basis
are debt service transactions and the recording of bond/loan proceeds.
C.

Finance-Related Legal and Contractual Provisions

In accordance with GASB Statement No. 38, “Certain Financial Statement Note Disclosures”, violations of finance-related
legal and contractual provisions, if any, are reported below, along with actions taken to address such violations:
Violation
None

Action Taken
Not applicable

III. DETAILED NOTES ON FUNDS AND COMPONENT UNITS
A.

Deposits and Investments

1. Deposits
PEDC's funds are required to be deposited and invested under the terms of a depository contract and investment policy
pursuant to state statute. The depository bank deposits for safekeeping and trust with its agent approved pledged securities
authorized by Chapter 2257 Collateral for Public Funds of the Government Code in an amount sufficient to protect PEDC
funds on a day-to-day basis during the period of the contract. The pledge of approved securities is waived only to the extent
of the dollar amount of Federal Deposit Insurance Corporation (FDIC) insurance.
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Pharr Economic Development Corporation II, Inc.
A Component Unit of the City of Pharr, Texas
NOTES TO FINANCIAL STATEMENTS
September 30, 2016
III. DETAILED NOTES ON FUNDS AND COMPONENT UNITS – (continued)
A.

Deposits and Investments – (continued)

1.

Deposits – (continued)

At September 30, 2016, the carrying amount of all of the PEDC’s deposits was $776,578. The PEDC has one depository
account: Lone Star National Bank (LSNB).
LSNB Depository Account
Bank Balance
Insured
$
250,000
Security collateral issued by pledging bank’s trust department in the PEDC’s name
699,843
(Over-insured)/over-collateralized
(173,265)
Total Deposits
$
776,578

Custodial credit risk is the risk that in the event of a bank failure, the PEDC’s deposits may not be returned to it. The PEDC
has a policy of maintaining contact with the trust department of its depository agency to eliminate all custodial credit risk. As
of September 30, 2016, the PEDC’s bank balance was not exposed to custodial credit risk and was over-insured and overcollateralized.
Restricted cash is defined as the cash balances restricted by the funder for a specific purpose. Restricted cash of $356,803 on
September 30, 2016, are federal funds restricted by the USDA and EDA for the PEDC to loan business low interest loan.
2. Investments
The PEDC is required by Government Code Chapter 2256, The Public Funds Investment Act (“Act”), to adopt, implement,
and publicize an investment policy. That policy must be written, primarily emphasize safety of principal and liquidity,
address investment diversification, yield, and maturity and the quality and capability of investment management, and include
a list of the types of authorized investments in which the investing entity’s funds may be invested, and the maximum
allowable stated maturity of any individual investment owned by the entity.
The Act requires an annual audit of investment practices. Audit procedures in this area conducted as a part of the audit of the
general purposes financial statements disclosed that in the areas of investment practices, management reports and establish
appropriate policies. The PEDC adheres to the requirements of the Act. Additionally, investment practices of the PEDC are
in accordance with local policies.
Due to the extremely low interest rates, the PEDC does not have any investments other than savings accounts in LSNB at
September 30, 2016. The PEDC’s depository provides a greater savings rate (a floor of .2%) according to the depository
contract entered into. The funds are available immediately as needed.
Analysis of Specific Deposit and Investment Risks:
GASB Statement No. 40 requires a determination as to whether the PEDC was exposed to the following specific investment
risks at year end and if so, the reporting of certain related disclosures:
a.

Interest Rate Risk
This is the risk that changes in interest rates will adversely affect the fair value of an investment. At year end, the
PEDC was not exposed to interest rate risk. The PEDC’s investment policy states that no investment shall exceed 24
months in maturity. By limiting the exposure of its investments, the PEDC reduces its risk to the rising or decreasing
interest rates.

- 18 -

Pharr Economic Development Corporation II, Inc.
A Component Unit of the City of Pharr, Texas
NOTES TO FINANCIAL STATEMENTS
September 30, 2016
III. DETAILED NOTES ON FUNDS AND COMPONENT UNITS – (continued)
A.

Deposits and Investments – (continued)

2.

Investments – (continued)

b.

Credit Risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. The ratings of
securities by nationally recognized agencies are designed to give an indication of credit risk. At year end, the PEDC
was not exposed to credit risk.

c.

Custodial Credit Risk
Deposits and investments are exposed to custodial credit risk if they are not covered by depository insurance and the
deposits and investments are uncollateralized, collateralized with securities held by the pledging financial institution, or
collateralized with securities held by the pledging financial institution’s trust department or agent but not in the PEDC’s
name. At year end, the PEDC was not exposed to custodial credit risk. See Note III A.1 for more information on this
risk.

d.

Concentration of Credit Risk
This risk is the risk of loss attributed to the magnitude of a government’s investment in a single issuer. At year end, the
PEDC was exposed to concentration of credit risk, but highly collateralized. The PEDC follows the City’s investment
policy. With the City’s investment policy, diversification is stressed. The PEDC was in compliance with its
diversification investment guidelines. Although LSNB makes up 100% of the investment portfolio, the funds were fully
collateralized by pledged securities.

e.

Foreign Currency Risk
This is the risk that exchange rates will adversely affect the fair value of an investment. At year end, the PEDC was not
exposed to foreign currency risk.

B.

Prior Year Adjustments

Prior year adjustments were made to correct payables for fiscal year 2015-2016 totaling ($178,963). Adjustments
reduced fund balance for the year ending September 30,2016.
C.

Receivables

Receivables for the PEDC at September 30, 2016, were as follows:

Governmental Activities

General
Sales tax
Notes
Other

$

693,679
2,360,234
94,701

Net total receivable

$

3,148,614
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III. DETAILED NOTES ON FUNDS AND COMPONENT UNITS – (continued)
D.

Payables

Payables for the PEDC at September 30, 2016, were as follows:

Governmental Activities

General
Vendors
Salaries and Benefits
City of Pharr-Economic Development

$

56,890
603
598,197

Total Payables

$

655,689

E. Capital Assets
Capital asset activity for the year ended September 30, 2016 was as follows:
Beginning

Ending

Balance

Increases

Decreases

Adjustments

Balance

Capital assets, not being depreciated:
Land and right of way

$

Total capital assets, not being depreciated

480,062

$

--

$

110,908

$

-

$

369,154

480,062

--

110,908

-

369,154

581,186.00

Capital assets, being depreciated:
Buildings

1,328,356

--

-

747,170

Improvements other than buildings

801,596

--

-

-

801,596

Machinery and equipment

144,340

--

-

-

144,340

2,274,292

--

581,186.00

-

1,693,106

261,534.00

Total capital assets, being depreciated
Less accumulated depreciation for:
Buildings

563,741

47,462

Improvements other than buildings

112,938

52,609

Machinery and equipment

89,103

7,932

Total accumulated depreciation

765,782

108,002

Total Capital assets, being depreciated, net
Component Unit-Blended capital assets, net

$

1,508,510
1,988,572

$

(108,002)
(108,002)

Depreciation expense was charged to functions of the primary government as follows:
Governmental Activities
General Government
Total Governmental Activities

$
$

108,002
108,002
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-

349,669

-

-

165,547

-

-

97,035

-

612,250

261,534.00
$

319,652.00
430,560

$

-

$

1,080,856
1,450,010

Pharr Economic Development Corporation II, Inc.
A Component Unit of the City of Pharr, Texas
NOTES TO FINANCIAL STATEMENTS
September 30, 2016
III. DETAILED NOTES ON FUNDS AND COMPONENT UNITS – (continued)
F.

Long-Term Obligations

The following schedule summarizes the changes in long-term debt during the year ended September 30, 2016:
Beginning
Balance
Governmental Activities
Accrued Compensated Absences
LSNB Note Payable
Total Governmental Activities

$
$

Additions

79,281
2,634,988
2,714,269

$
$

Retirements

700,000
700,000

$

20,442
736,965
757,407

$

Ending
Balance

Adjustments
$

-

$

--

$

58,839
2,598,023
2,656,862

$

Due Within
One Year
$
$

14,710
2,598,023
2,612,733

1. Note Payable
Long-term note payable outstanding at September 30, 2016 is comprised of the following:
The following is a summary of changes in long-term debt obligations of the City for the year ended September 30, 2016:

Original
Issuance
$

4,642,500

Issuer

Name

Lone Star National Bank Industrial Park

Payment
Installments
Annual

Installments
Lowest
Highest
$ 446,604

$ 446,604

Interest Rates
Lowest
Highest
4.50%

4.50%

Payment
Through

Current
Balance

11/15/2019

$ 2,598,023

Debt service requirements for note payable at September 30, 2016 are as follows:

Year Ended
Septmeber 30, 2016
2017
2018

G.

Principal
$
2,612,733
44,129
$
2,656,862

Governmental Activities
Interest
$
$
-

$
$

Total
2,612,733
44,129
2,656,862

Restricted Assets

The balance of $81,186 of restricted cash for the PEDC as of September 30, 2016 is due to grant restrictions associated with
the funds. They must be used for low interest small business loans.
IV. OTHER INFORMATION
A.

Risk Management

The PEDC is exposed to various risks of loss related to torts, theft of, damage to, and destruction of assets, errors and
omissions, injuries to employees (workman’s compensation), and natural disasters. The PEDC is included in the City’s
insurance policy. During the fiscal year, the City obtained general liability coverage at a cost that is considered to be
economically justifiable by joining together with other governmental entities in the State as a member of the Texas Municipal
League Intergovernmental Risk Pool (TML). TML is a self-funded pool operating as a common risk management and
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IV. OTHER INFORMATION – (continued)
A.

Risk Management – (continued)

Insurance program. The City pays an annual premium to TML for its above insurance coverage. The agreement for the
formation of TML provides that TML will be self-sustaining through member premiums and will reinsure through
commercial companies for claims in excess of acceptable risk levels; however, each category of coverage has its own level of
reinsurance. The City continues to carry commercial insurance for other risks of loss. There were no significant reductions
in commercial insurance coverage in the past fiscal year and settled claims resulting from these risks have not exceeded
coverage in any of the past three fiscal years. A copy of TML’s Comprehensive Annual Report may be obtained by request
at the following address:
Texas Municipal League
1821 Rutherford Lane, Suite 400
Austin, TX 78754-5128
1. Health Care Coverage
The PEDC is included in the City’s health care coverage. During the fiscal year, employees of the City were covered by a
health insurance plan (the Plan) with Blue Cross Blue Shield of Texas (BCBST). BCBST is A Division of Health Care
Service Corporation, a Mutual Legal Reserve Company, an Independent Licensee of the Blue Cross and Blue Shield
Association. The City pays for 100% of the employees insurance cost and 50% of the employee’s dependent’s insurance
cost. The City paid premiums of $275 per month per employee and $495 for employee with dependents to the Plan.
Employees, at their option, authorized payroll withholdings to pay premiums for dependents. All premiums were paid to a
licensed insurer. The Plan was authorized by Article 3.51-2, Texas Insurance Code and was documented by contractual
agreement.

The contract between the City and the licensed insurer is renewable July 1, and terms of the coverage and premium costs are
included in the contractual provision. A copy of BCBST’s Comprehensive Annual Report may be obtained by request at the
following address:
Health Care Service Corporation
300 East Randolph Street
Chicago, Illinois 60601-5099
B.

Commitments

The PEDC has the following outstanding commitments:
Program
Commitment To

Amount
Pending

Taipei Chinese Restaurant Corp.* $
Universal Metal Products
Total $

25,000
15,726
40,726

*Agreement of 60 months of operations not to exceed $5,000 anually
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IV. OTHER INFORMATION – (continued)
C.

Pension Plan

1. Plan Description
The PEDC is included as part of the City’s pension plan. The City provides pension benefits for all of its full-time
employees through a nontraditional, joint contributory, hybrid defined benefit plan in the state-wide Texas Municipal
Retirement System (TMRS), an agent multiple-employer public employee retirement system. The plan provisions that have
been adopted by the City are within the options available in the governing state statutes of TMRS. More detail of the City’s
plan is included in the City’s CAFR.
1.

Plan Description – (continued)

TMRS issues a publicly available comprehensive annual financial report that includes financial statements and required
supplementary information (RSI) for TMRS; the report also provides detailed explanations of the contributions, benefits and
actuarial methods and assumptions used by TMRS. This report may be obtained by writing to TMRS, P.O. Box 149153,
Austin, TX 78714-9153 or by calling 800-924-8677; in addition, the report is available on TMRS’s website at
www.TMRS.com.
The plan provisions are adopted by the governing body of the City, within the options available in the state statutes governing
TMRS. Plan provisions for the City were as follows:

Employee deposit rate
Matching ratio (city to employee)
Years required for vesting
Service retirement eligibility
(express as age/ years of service)
Updated service credit
Annuity Increase (to retirees)

D.

Plan Year 2014
7.1%
2 to 1
5

Plan Year 2015
6.9%
2 to 1
5

60/5, 0/20
0%
0% of CPI

60/5, 0/20
0%
0% of CPI

Land available for sale

During FY 2011-2012, the City and PEDC entered into an agreement to buy land for economic development purposes. As of
September 30, 2015, the City has purchased a total of $31,392,239 in land with $280,799 in demolition cost. On February
2012, the City Commission approved to contribute all land that has been purchased to the PEDC, the transfer of all land titles
were completed as of September 30, 2013. As of September 30, 2016, the cost plus improvements on land purchased for this
purpose totaled $11,643,500. Per GASB standards, land available for sale should be recorded at the lower of cost or net
realizable value (NRV). The City obtained appraisals for the land during as of September 30, 2016 which indicated that the
land was worth $6,485,412 less than the original purchase price, a loss of this amount was reported on the financial
statements as a special item. The balance of land available for development is recorded as Land Available for Sale in the
PEDC fund.
The details of the land transactions are stated on the following table:
Appraised
Value

Jackson Development Project
Produce Park

Acquired
Price

Recorded
Amount

$

5,165,000
$
12,796,294
$ 5,165,000
6,478,500
10,289,020
6,478,500
$ 11,643,500
$
23,085,314
$ 11,643,500
* A loss of $6,370,697 was recorded on September 30, 2013
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Purchase/(Sold)

$
$

(190,698)
(190,698)

Remaining
Balance

$ 4,974,302
6,478,500
$ 11,452,802

Land Available
9.30.16

$
$

4,974,302
6,478,500
11,452,802
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September 30, 2016
IV. OTHER INFORMATION – (continued)
D.
E.

Land available for sale– (continued)
New Accounting Principles

In fiscal year 2015, the City adopted five new statements of financial accounting standards issued by the Governmental
Accounting Standards Board (GASB):




a.

Statement No 72, Fair Value Measurement and Application
Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are Not within the
Scope of GASB Statement 68, and Amendments to Certain Provisions of GASB Statements 67 and 68
Statement No. 76. The Hierarchy of General Accepted Accounting Principles for State and Local Governments
Statement No. 79, Certain External Investment Pools and Pool Participants

Statement No. 72 addresses accounting and financial reporting issues related to fair value measurements. The definition
of fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. This statement provides guidance for determining a fair value
measurement for financial reporting purposes.
This Statement generally requires investments to be measured at fair value. An investment is defined as a security or
other asset that (a) a government holds primarily for the purpose of income or profit and (b) has a present service
capacity based solely on its ability to generate cash or to be sold to generate cash. Investments not measured at fair value
continue to include, for example, money market investments, 2a7-like external investment pools, investments in life
insurance contracts, common stock meeting the criteria for applying the equity method, unallocated insurance contracts,
and synthetic guaranteed investment contracts. A government is permitted in certain circumstances to establish the fair
value of an investment that does not have a readily determinable fair value by using the net asset value per share
(or its equivalent) of the investment.
This Statement requires measurement at acquisition value (an entry price) for donated capital assets, donated works of
art, historical treasures, and similar assets and capital assets received in a service concession arrangement. These assets
were previously required to be measured at fair value. This Statement requires disclosures to be made about fair value
measurements, the level of fair value hierarchy, and valuation techniques. Governments should organize these
disclosures by type of asset or liability reported at fair value. It also requires additional disclosures regarding investments
in certain entities that calculate net asset value per share (or its equivalent).
The requirements of this Statement are effective for financial statements for periods beginning after June 15, 2015.
Earlier application is encouraged.
City of Pharr holds Land Available for Sale recorded at Fair Value in compliance with GASB No. 72

b.

Statement No. 73 objective of this Statement is to improve the usefulness of information about pensions included in the
general purpose external financial reports of state and local governments for making decisions and assessing
accountability. This Statement results from a comprehensive review of the effectiveness of existing standards of
accounting and financial reporting for all postemployment benefits with regard to providing decision-useful information,
supporting assessments of accountability and inter-period equity, and creating additional transparency.
This Statement establishes requirements for defined benefit pensions that are not within the scope of Statement No. 68,
Accounting and Financial Reporting for Pensions, as well as for the assets accumulated for purposes of providing those
pensions. In addition, it establishes requirements for defined contribution pensions that are not within the scope of
Statement 68. It also amends certain provisions of Statement No. 67, Financial Reporting for Pension Plans, and
Statement 68 for pension plans and pensions that are within their respective scopes.
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Pharr Economic Development Corporation II, Inc.
A Component Unit of the City of Pharr, Texas
NOTES TO FINANCIAL STATEMENTS
September 30, 2016
IV. OTHER INFORMATION – (continued)
E.

New Accounting Principles – (continued)
The requirements of this Statement extend the approach to accounting and financial reporting established in Statement
68 to all pensions, with modifications as necessary to reflect that for accounting and financial reporting purposes, any
assets accumulated for pensions that are provided through pension plans that are not administered through trusts that
meet the criteria specified in Statement 68 should not be considered pension plan assets. It also requires that information
similar to that required by Statement 68 be included in notes to financial statements and required supplementary
information by all similarly situated employers and non-employer contributing entities.
This Statement also clarifies the application of certain provisions of Statements 67 and 68 with regard to the following
issues:
1) Information that is required to be presented as notes to the 10-year schedules of required supplementary
information about investment-related factors that significantly affect trends in the amounts reported.
2) Accounting and financial reporting for separately financed specific liabilities of individual employers and nonemployer contributing entities for defined benefit pensions.
3) Timing of employer recognition of revenue for the support of non-employer contributing entities not in a
special funding situation.
The requirements of this Statement that address accounting and financial reporting by employers and governmental nonemployer contributing entities for pensions that are not within the scope of Statement 68 are effective for financial
statements for fiscal years beginning after June 15, 2016, and the requirements of this Statement that address financial
reporting for assets accumulated for purposes of providing those pensions are effective for fiscal years beginning after
June 15, 2015. The requirements of this Statement for pension plans that are within the scope of Statement 67 or for
pensions that are within the scope of Statement 68 are effective for fiscal years beginning after June 15, 2015. Earlier
application is encouraged.

c.

Statement No. 76 identifies in the context of the current governmental financial reporting environment—the hierarchy of
generally accepted accounting principles (GAAP). The “GAAP hierarchy” consists of the sources of accounting
principles used to prepare financial statements of state and local governmental entities in conformity with GAAP and the
framework for selecting those principles. This Statement reduces the GAAP hierarchy to two categories of authoritative
GAAP and addresses the use of authoritative and nonauthoritative literature in the event that the accounting treatment for
a transaction or other event is not specified within a source of authoritative GAAP.
This Statement supersedes Statement No. 55, The Hierarchy of Generally Accepted Accounting Principles for State and
Local Governments. The requirements of this Statement are effective for financial statements for periods beginning after
June 15, 2015, and should be applied retroactively. Earlier application is permitted.
The adoption of Statement No. 76 has no impact on the City’s financial statements.

d.

Statement No. 79 addresses accounting and financial reporting for certain external investment pools and pool
participants. Specifically, it establishes criteria for an external investment pool to qualify for making the election to
measure all of its investments at amortized cost for financial reporting purposes. An external investment pool qualifies
for that reporting if it meets all of the applicable criteria established in this Statement. The specific criteria address (1)
how the external investment pool transacts with participants; (2) requirements for portfolio maturity, quality,
diversification, and liquidity; and (3) calculation and requirements of a shadow price. Significant noncompliance
prevents the external investment pool from measuring all of its investments at amortized cost for financial reporting
purposes. Professional judgment is required to determine if instances of noncompliance with the criteria established by
this Statement during the reporting period, individually or in the aggregate, were significant.
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NOTES TO FINANCIAL STATEMENTS
September 30, 2016
IV. OTHER INFORMATION – (continued)
E.

New Accounting Principles – (continued)
If an external investment pool does not meet the criteria established by this Statement, that pool should apply the
provisions in paragraph 16 of Statement No. 31, Accounting and Financial Reporting for Certain Investments and for
External Investment Pools, as amended. If an external investment pool meets the criteria in this Statement and measures
all of its investments at amortized cost, the pool’s participants also should measure their investments in that external
investment pool at amortized cost for financial reporting purposes. If an external investment pool does not meet the
criteria in this Statement, the pool’s participants should measure their investments in that pool at fair value, as provided
in paragraph 11 of Statement 31, as amended
This Statement establishes additional note disclosure requirements for qualifying external investment pools that measure
all of their investments at amortized cost for financial reporting purposes and for governments that participate in those
pools. Those disclosures for both the qualifying external investment pools and their participants include information
about any limitations or restrictions on participant withdrawals.
The requirements of this Statement are effective for reporting periods beginning after June 15, 2015, except for certain
provisions on portfolio quality, custodial credit risk, and shadow pricing. Those provisions are effective for reporting
periods beginning after December 15, 2015. Earlier application is encouraged.
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Required Supplementary Information

PHARR ECONOMIC DEVELOPMENT CORPORATION II, INC.
A COMPONENT UNIT OF THE CITY OF PHARR, TX
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)
FOR THE YEAR ENDED SEPTEMBER 30, 2016

Budgeted Amounts
Original
Final
REVENUES
Taxes:
Sales
Other
Interest income
Intergovernmental
Other
Total revenues

$

EXPENDITURES
Current:
Economic development
Total expenditures
Excess (deficiency) of revenues
over (under) expenditures

Net change in fund balance
Fund balance - beginning
Prior year adjustment
Fund balance - ending

4,056,000 $
44,100
1,300
30,000
355,500
4,486,900

4,056,000 $
44,100
1,300
30,000
355,500
4,486,900

4,195,195 $
25,030
30,440
368,126
43,314
4,662,105

4,486,900
4,486,900

7,011,900
7,011,900

5,178,049
5,178,049

-

OTHER FINANCING SOURCES (USES)
Sale of land/property
Issuance of debt
Total other financing sources
and uses

$

Actual
Budget
Basis

Final
Variance
Budget Basis

139,195
(19,070)
29,140
338,126
(312,186)
175,205

1,833,851
1,833,851

(2,525,000)

(515,944)

2,009,056

2,500,000

2,500,000

641,585
700,000

641,585
(1,800,000)

2,500,000

2,500,000

1,341,585

(1,158,415)

2,500,000
12,168,966
-

(25,000)
12,168,966
-

825,641
12,168,966
(178,963)

14,668,966 $

12,143,966 $

12,815,644 $
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850,641
(178,963)
671,678
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INTERNAL CONTROL / COMPLIANCE SECTION

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors of the
Pharr Economic Development Corporation II, Inc.

We have audited, in accordance with the 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, the financial statements of the governmental activities, each major fund, and the aggregate remaining
fund information of the Pharr Economic Development Corporation II, Inc., as of and for the year ended September 30,
2016, and the related notes to the financial statements, which collectively comprise the Pharr Economic Development
Corporation II, Inc.’s basic financial statements, and have issued our report thereon dated February 15, 2017.
Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Pharr Economic Development
Corporation II, Inc.’s internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Pharr Economic Development Corporation II, Inc.’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the Pharr Economic Development Corporation
II, Inc.’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or employees,
in the normal course of performing their assigned functions, to prevent, or detect and correct, misstatements on a timely
basis. A material weakness is a deficiency, or a combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that
is less severe than a material weakness, yet important enough to merit attention by those charged with governance.
Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not
designed to identify all deficiencies in internal control that might be material weaknesses or, significant deficiencies. Given
these limitations, during our audit we did not identify any deficiencies in internal control that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.
Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Pharr Economic Development Corporation II, Inc.’s financial
statements are free from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provisions was not
an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the results of
that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on compliance. This report
is an integral part of an audit performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other purpose.

Oscar R. Gonzalez, CPA & Associates, PLLC
Certified Public Accountants
Pharr, Texas
February 15, 2017
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