
































CITY OF ROYSE CITY, TEXAS
MANAGEMENT DISCUSSION AND ANALYSIS

SEPTEMBER 30, 2020

As management of the City of Royse City (“City”), we offer the readers of the City’s financial statements
this narrative overview and analysis of the financial activities of the City for the fiscal year ended September
30, 2020. We encourage readers to read the information presented here in conjunction with additional
information that we have furnished in the City’s financial statements, which follow this narrative.

Financial Highlights

The assets and deferred resources outflows of the City exceeded its liabilities and deferred
resources inflows at the close of the fiscal year by $43,897,478 (net position). Of this amount,
$12,932,871 (unrestricted net position) may be used to meet the government’s ongoing obligations
to citizens and creditors. A total of $20,955,394, or 47% of total net position, is invested in capital
assets which does not directly generate revenue and is not available to generate liquid capital. Net
position restricted for specific purposes totals $10,009,213 or 23% of total net position.

The City’s total net position increased by $8,499,969 primarily due to investment in capital assets.

As of the close of the current fiscal year, the City’s governmental funds reported combined ending
fund balance of $17,663,829, a decrease of $442,702 or 2.4%, in comparison with the prior year.
Approximately 21% of total fund balance, or $3,766,197, is available for spending at the City’s
discretion (unassigned fund balance).

At the close of the current fiscal year, the unassigned fund balance for the General Fund was
$3,766,197 or 41% of total General Fund expenditures. The increase in the total General Fund
balance is largely due to increased revenues in growth related categories such as property tax,
sales tax, and permit collections combined with conservative spending across departments.

The City’s total long-term debt increased by $2,185,000, or 7.5% during the current fiscal year.

Overview of Financial Statements

This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements.
The City’s basic financial statements consist of three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. The basic financial
statements present two different views of the City through the use of government-wide statements and fund
financial statements. In addition to the basic financial statements, this report contains other supplemental
information that will enhance the reader’s understanding of the financial condition of the City.
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Basic Financial Statements

The first two statements (pages 19-21) in the basic financial statements are the Government-wide
Financial Statements. They provide both short and long-term information about the City’s financial status.

The next statements (pages 22-32) are Fund Financial Statements. These statements focus on the
activities of the individual parts of the City’s government. These statements provide more detail than the
government-wide statements. There are two parts to the Fund Financial Statements: 1) the governmental
fund statements and 2) the proprietary fund statements.

The next section of the basic financial statements is the notes (beginning on page 33). The notes to the
financial statements explain in detail some of the data contained in those statements. After the notes,
required supplemental information (page 57) is provided to show budgetary information for the General
Fund, and to provide details about the funding progress and contribution for the pension plan.
Supplemental Information (pages 63-100) is also included to provide combining non-major fund financial
statements and budgetary comparisons.

Government-wide Financial Statements

The government-wide financial statements are designed to provide the reader with a broad overview of the
City’s finances, similar in format to a financial statement of a private-sector business. The government-
wide statements provide short and long-term information about the City’s financial status as a whole.

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

The Statement of Activities presents information showing how the City’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, revenue and expenses are
reported 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 the government-wide statements are divided into three categories: 1) governmental activities; 2)
business-type activities; and 3) component unit. The governmental activities include most of the City’s
basic services such as public safety, public services, parks and recreation, and general administration.
Property taxes, sales taxes and franchise fees finance most of these activities. The business-type activities
are those that the City charges a fee to customers to help it cover all or most of the cost of certain services
it provides. The City’s water and sewer system activity are reported as business-type activities. The final
category is the component unit. The City includes one separate legal entity in its report — the Royse City
Community Development Corporation. Although legally separate, this “component unit” is important
because the City is financially accountable for them.

The government-wide financial statements are on pages 19-21 of this report.
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Fund Financial Statements

The fund financial statements provide a more detailed look at the City’s most significant funds. A fund is a
self-balancing set of accounts that is used to maintain control over resources that have been segregated
for specific activities or objectives. Some funds are required to be established by state law and by bond
covenants. However, the City Council establishes many other funds to help it control and manage funds
for particular purposes or to show that it is meeting legal responsibilities for using certain taxes, grants, and
other money. The City of Royse City, like other state and local governments, uses fund accounting to
ensure and reflect compliance with finance-related legal requirements, such as the General Statutes or the
City’s budget ordinance. All of the funds of the City can be divided into two categories: governmental funds
and proprietary funds.

Governmental Funds — Governmental funds are used to account for those functions reported as
governmental activities in the government-wide financial statements. Most of the City’s basic services are
accounted for in governmental funds. These funds focus on how assets can be readily converted into cash
flow in and out, and what monies are left at year-end that will be available for spending in the next year.
Governmental funds are reported using an accounting method called modified accrual accounting which
provides a short-term spending focus. As a result, the governmental fund financial statements give the
reader a detailed short-term view that helps him or her determine if there are more or less financial
resources available to finance the City’s programs. The relationship between governmental activities
(reported in the Statement of Net Position and the Statement of Activities) and governmental funds is
described in a reconciliation following the fund financial statements.

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 government-wide financial statements. By doing so, readers may
better understand the long-term impact of the government’s near-term financing decisions. Both the
governmental fund balance sheet and the governmental fund Statement of Revenues, Expenditures, and
Changes in Fund Balances provide a reconciliation to facilitate this comparison between governmental
funds and governmental activities.

The City adopts an annual budget for its General Fund and Debt Service Fund, as required by the General
Statutes. The budget is a legally adopted document that incorporates input from the citizens of the City,
the management of the City, and the decisions of the Council about which services to provide and how to
pay for them. It also authorizes the City to obtain funds from identified sources to finance these current
period activities. The budgetary schedule provided for the General Fund demonstrates how well the City
complied with the budget ordinance and whether or not the City succeeded in providing the services as
planned when the budget was adopted. The Budgetary Comparison Schedule for the General Fund uses
the modified accrual basis of accounting and is presented using the same format, language, and
classifications as the legal budget document. The schedule shows four columns: 1) original budget; 2) the
final budget as amended by the Council; 3) the actual resources, charges to appropriations, and ending
balances in the General Fund; and 4) the difference or variance between the final budget and the actual
resources and charges. The Governmental Fund financial statements can be found on pages 22-27 of this
report. The General Fund Budgetary Comparison Schedule can be found on page 58.
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Proprietary Funds — The City charges customers for the services it provides, whether to outside customers
or to other units within the City. These services are generally reported in the proprietary funds. Proprietary
funds are reported in the same way all activities are reported in the Statement of Net Position and the
Statement of Activities. In fact, the City’s proprietary funds provide the same type of information as the
government-wide financial statements, only in more detail, such as cash flows.

The City of Royse City maintains one individual proprietary fund: the Water and Sewer Fund.
The basic proprietary fund financial statements can be found on pages 30-32 of this report.

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. The notes to
the financial statements start on page 33 of this report.

Required Supplemental Information — In addition to the basic financial statements and accompanying
notes, this report presents certain required supplementary information concerning the progress in funding
its obligation to provide pension benefits to its employees. This information begins on page 57 of this report.

The combining statements and budgetary comparison schedules for the nonmajor governmental funds can
be found on pages 63-100 of this report.
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Government-Wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a government’s financial position.
The City’s combined net position was $43,897,478 as of September 30, 2020. This analysis focuses on
the net position (Table 1) and changes in net position (Table 2) of the City’s governmental and business-
type activities.

Table 1
Net Position
Governmental Business-Type Total Primary
Activities Activities Government
2020 2019 2020 2019 2020 2019
Currentand other assets $20,802,834 $19,727,682  $14,153,399 $11,173,162 $34,956,233 $30,900,844
Capital assets 21,437,753 17,289,074 20,612,338 21,115,366 42,050,091 38,404,440
Total assets 42,240,587 37,016,756 34,765,737 32,288,528 77,006,324 69,305,284
Deferred resources outflows 1,140,317 1,086,283 254,611 243,376 1,394,928 1,329,659
Current liabilities 2,498,550 1,022,738 1,087,492 1,172,095 3,586,042 2,194,833
Long-term liabilities 19,314,822 20,812,942 10,863,909 11,896,241 30,178,731 32,709,183
Total liabilities 21,813,372 21,835,680 11,951,401 13,068,336 33,764,773 34,904,016
Deferred resources inflows 640,989 264,222 98,012 69,196 739,001 333,418
Net Position:
Netinvestmentin capital assets 9,518,571 7,720,088 11,436,823 10,816,298 20,955,394 18,536,386
Restricted 5,301,986 4,058,390 4,707,227 3,432,105 10,009,213 7,490,495
Unrestricted 6,105,986 4,224,659 6,826,885 5,145,969 12,932,871 9,370,628
Total Net Position $20,926,543 $16,003,137 $22,970,935 $19,394,372 $43,897,478 $35,397,509

Forty-Eight percent (48%) of the City’s net position reflects its investment in capital assets (e.g., land,
buildings, machinery and equipment) less any related debt used to acquire those assets that is still
outstanding. The City uses these capital assets to provide services to citizens; consequently, these assets
are not available for future spending. Although the City’s investment in its capital assets is reported net of
related debt, it should be noted that the resources needed to repay this debt must be provided from other
sources, since the capital assets cannot be used to liquidate these liabilities.

An additional portion of the City’s net position (23%) represents resources that are subject to external
restrictions on how they may be used. The remaining balance of unrestricted net position $12,932,871 or
29% may be used to meet the government’s ongoing obligations to citizens and creditors.
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Governmental Activities

Governmental activities increased the City’s net position by $4,923,406. Key elements of this increase are

as follows in Table 2.

Revenues:
Program Revenues:
Charges for services

Operating grants and contributi
Capital grants and contribution:

General Revenues:
Property taxes
Sales taxes
Franchise taxes
Hotel/Motel taxes
Beverage taxes
Investmentincome
Gain on sale of capital asset
Miscellaneous
Total Revenues

Expenses:

Program Expenses
General government
Public safety
Public works
Public services
Community development
Culture and recreation
Environmental services
Interest on long-term debt
Water and sewer

Total Expenses

Change in net position
before transfers

Transfers

Total change in net position

Net position - October 1
Prior Period Adjustments
Net position - September 30

Table 2
Change in Net Position

Governmental Business-Type Total Primary
Activities Activities Government

2020 2019 2020 2019 2020 2019
$ 3,850,792 $ 2,253,907 $ 7,954,042 $ 6,957,498 $11,804,834 $ 9,211,405
452,549 52,841 - - 452,549 52,841
593 234,324 1,510,125 908,850 1,510,718 1,143,174
6,246,392 5,586,269 - - 6,246,392 5,586,269
3,171,624 2,533,439 - - 3,171,624 2,533,439
584,774 556,063 - - 584,774 556,063
71,204 98,052 - - 71,204 98,052
13,270 10,908 - - 13,270 10,908
250,969 345,066 104,053 171,516 355,022 516,582
(90,554) 753 - - (90,554) 753
298,899 287,288 125,787 91,042 424,686 378,330
14,850,512 11,958,910 9,694,007 8,128,906 24,544 519 20,087,816
2,780,744 2,543,019 - - 2,780,744 2,543,019
4,265,332 3,718,000 - - 4,265,332 3,718,000
762,373 859,775 - - 762,373 859,775
805,028 875,476 - - 805,028 875,476
726,868 635,250 - - 726,868 635,250
246,757 254,039 - - 246,757 254,039
234,314 254557 - - 234,314 254 557
500,935 450,517 - - 500,935 450,517
- - 5,722,197 6,006,427 5,722,197 6,006,427
10,322,351 9,590,633 5,722,197 6,006,427 16,044,548 15,597,060
4,528,161 2,368,277 3,971,810 2,122,479 8,499,971 4,490,756

395,245 300,000 (395,245) (300,000) - -
4,923,406 2,668,277 3,576,565 1,822,479 8,499,971 4,490,756
16,003,137 13,372,136 19,394,370 17,621,900 35,397,507 30,994,036
- (37,276) - (50,007) - (87,283)
$20,926,543 $16,003,137  $22,970,935 $19,394,372 $43,897,478 $35,397,509
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Revenues by Source — Governmental Activities
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Program revenues were $4.29 million, compared to $2.54 million in fiscal year 2019. The breakdown of
the change is as follows:

e Overall, charges for services increased $1.59 million largely due to timing of permit revenue related
to new development project starts.

e Operating grants and contributions increased $399,708 and capital grants and contributions
decreased $233,732.

e General revenues increased from $9,417,838 in fiscal year 2019 to $10,546,578 in fiscal year 2020
due to increased sales tax receipts and new growth related to ad valorem tax and permit revenue.

Overall, governmental activities expenses were $10.3 million, an increase of $732,500.

11
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Business-Type Activities

Revenues of the City’s business-type activities were $9.46 million for the fiscal year ended September 30,
2020. Revenues increased approximately $1.5 million or 20% as compared to the prior fiscal year, due to
a increased development activity and customer growth. Expenses for the City’s business-type decreased
$284,230 due to capital projects in prior year.

Revenues by Source — Business-Type Activities
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Financial Analysis of the City’s Funds

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements.

Governmental Funds — The focus of the City’s governmental funds is to provide information on near-term
inflows, outflows and balances of spendable resources. Such information is useful in assessing the City’s
financing requirements. In particular, unrestricted fund balances (unassigned, assigned and committed)
may serve as a useful measure of a government’s net resources available for spending in the next fiscal
year.

At the end of the current fiscal year, the City’s governmental funds reported combined ending fund balances
of $17,663,829. Within this total, $12,980,316 is restricted for specific legal requirements, such as debt
covenants, and $917,316 has been committed and assigned to specific types of expenditures. Unassigned
fund balance is $3,766,197 and can be used for any lawful purpose.

The General Fund is the chief operating fund of the City. The fund balance of the City’s general fund
increased by $132,650 during the current fiscal year. As a measure of the general fund’s liquidity, it may
be useful to compare the unassigned fund balance to total general fund expenditures. Unassigned fund
balance represents 41% of total general fund expenditures.

The debt service fund has a total fund balance of $1,349,671, all of which is restricted for the payment of
debt service.

Proprietary Funds — The City’s proprietary funds provide the same type of information found in the
government-wide financial statements, but in more detail. Unrestricted net position of the proprietary fund
at the end of the fiscal year were $6,826,885 compared to $5,145,969 in the prior year.

Capital Asset and Debt Administration

Capital Assets — At the end of the fiscal year 2020, the City had $42 million (net of accumulated
depreciation) invested in a broad range of capital assets, including land, buildings, police and fire
equipment, park facilities, roads and water and sewer lines (Table 3). This amount represents a net
increase (including additions and deletions) of $3.6 million over the prior fiscal year.

Major capital asset transactions during the year include road and waterline construction, purchase
replacement vehicles, park improvements and fire station construction.

13
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Table 3

Capital Assets at Year-End

(net of accumulated depreciation)

Governmental Business-Type Total Primary
Activities Activities Government
2020 2019 2020 2019 2020 2019

Land 2,159,796 2,210,507 1,484,387 1,371,632 3,644,183 3,582,139
Construction in progress 1,790,537 698,727 14,816 - 1,805,353 698,727
Buildings and improvements 15,140,711 13,352,940 - 392 15,140,711 13,353,332
Machinery and equipment 2,346,709 1,026,900 96,194 117,012 2,442,903 1,143,912
Infrastructure - - 19,016,941 19,626,330 19,016,941 19,626,330
Total 21,437,753 17,289,074 20,612,338 21,115,366 42,050,091 38,404,440

More detailed information about the City’s capital asset activity is present in Note III.D. to the financial

statements.

Long-Term Debt — At year end, the City had $27.7 million in long-term debt outstanding, a $2.3 million, or
7.6% decrease in comparison with the prior year — as shown in Table 4.

Table 4

Outstanding Debt at Year-End

Governmental Business-Type Total Primary
Activities Activities Government
2020 2019 2020 2019 2020 2019

General obligation bonds $3,595,000 $3,935,000 $4,930,000 $5,550,000 $8,525,000 $9,485,000
Certificates of obligation 12,773,000 13,652,000 5,397,000 5,743,000 18,170,000 19,395,000
Unamortized premium (discount) 750,120 814,260 237,364 266,614 987,484 1,080,874
Capital lease - - - 13,397 - 13,397
Total $17,118,120 $18,401,260 $10,564,364 $11,573,011 $27,682,484 $29,974,271

More detailed information about the City’s long-term obligations is presented in Note IlI.F. to the financial

statements.
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Economic Factors and Next Year’s Budgets and Rates

Fiscal 2020 continued to be dominated by residential growth and interest in additional subdivision
development despite the pandemic. Waterscape continued building in Phase 2 of its 1000 lot subdivision;
Parkside Village completed multiple phases of 400+ lot subdivision, including an extension of a major
thoroughfare in the southwestern sector of town. Hines Acquisitions entitled a 1000+ lot subdivision and
will began construction of Phase 1, including extension of waterline along SH66. Multiple smaller
subdivisions are in various phases of the development process and one near 1000 acre development,
Bearpen Creek, continues to work through entitlements to bring a premier mixed use development to Royse
City.

When the global pandemic began in March 2020, the City Council and management immediately took
action to freeze open positions, defer capital projects and restrict department spending as emergency
declarations were issued by the Governor, County Judges and Mayor. The Royse City business and
commercial climate proved it is strong and resilient. Sales tax did not decline, even in the height of the
closures. Builders continued to pull new home permits. Hiring resumed for budgeted open positions,
however conservative and limited department spending continued.

Royse City has enjoyed a thriving downtown for several years; where the small town community and
relationships are fostered and maintained — a true illustration of “A Friendly Touch of Texas.” Royse City
is a designated Texas Main Street City and is recognized as a nationally accredited program. A number of
small businesses and restaurant make Main Street home. FY2020 showed truly how much the Royse City
community supports Main Street businesses. Within weeks of state-wide closures, the Royse City
Community Development Corporation had a business continuity program in place and was issuing funds
to support retention of employees. No restaurants or retail establishments went out-of-business.

The FY21 Annual Budget was being prepared in the height of the pandemic. As uncertainty was constant,
City Council continued the cautious and conservative approach to departmental budgets for FY21. Annual
merit raises were put on hold, while two full-time firefighter positions and one police officer were funded
incrementally over the fiscal year as strategic targets and milestones were achieved. Capital funding was
approved, but held for mid-year review to confirm revenues were on target.

The largest single revenue source in the fiscal year 2021 General Fund Budget is property taxes, which
account for 46% of total revenues. Assessed property values in Royse City increased $70 million from the
prior year, including $47.6 million in new property entering the tax roll for the first time. Council maintained
the tax rate at $0.6215 per $100 valuation tax rate for fiscal year 2021. Sales tax revenue remains the
City’s second largest revenue source, making up 30% of General Fund Revenues. Sales tax was budgeted
flat as uncertainty related to the pandemic remained prevalent at time of budget adoption.

Water/Sewer Fund expenditures were projected to increase 8% in fiscal year 2021 primarily due to
increased water charges, wastewater treatment, capital projects and debt service related to a new issue for
an interceptor project.

Requests for Information

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with
a general overview of the City’s finances and to show the City’s accountability for the money it receives.
Questions about this report or requests for additional financial information should be directed to the Finance
Director, P.O. Box 638, Royse City, Texas 75189.
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