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CITY OF AMARILLO

Y

OFFICE OF THE
CITY MANAGER

January 20, 2015

To the Honorable Mayor and City Council,
City of Amarillo,
Amarillo, Texas

Ladies and Gentlemen:

We are pleased to present the Comprehensive Annual Financial Report (CAFR) for the City of
Amarillo (the City) for the year ended September 30, 2014 in compliance with Article III, Section 27 of
the City Charter. The purpose of the report is to provide the Mayor, City Council, City Staff, citizens,
bond holders, and other interested parties with useful information concerning the City's operations and
financial position. The City is responsible for the accuracy, completeness, and faimess of the data
presented in this report.

To the best of our knowledge, the following report is accurate in all material respects. It has been
prepared in accordance with standards prescribed by the Governmental Accounting Standards Board
(GASB), the Government Finance Officers Association of the United States and Canada (GFOA) and
other rule-making bodies. We believe the report contains all disclosures necessary for the reader to
understand the City's financial affairs.

The City Manager, through his appointee, the Assistant City Manager for Financial Services, is
responsible for establishing and maintaining an internal control structure to ensure that the assets of the
government are protected from loss, theft or misuse, as well as to ensure that adequate and reliable
accounting data are compiled to allow for the preparation of accurate financial statements in conformity
with accounting principles generally accepted in the United States of America. This internal control
structure is designed to provide reasonable, but not absolute, assurance that these objectives are met, and
it is continually modified to accommodate new technology and other changing conditions. The concept
of reasonable assurance recognizes that (1) the cost of the control should not exceed the benefits likely to
be derived, and (2) the valuation of costs and benefits requires estimates and judgments by management.
In our opinion, the City employs sound accounting and control policies that fulfill these responsibilities.

As a recipient of federal and state financial assistance, the City is also responsible for ensuring
that an adequate internal control structure is in place to ensure compliance with applicable laws and
regulations related to those programs. In our opinion, the City employs an appropriate level of control
and review procedures to ensure compliance with all applicable requirements.

We believe that this report is accurately and fairly presented, and that all disclosures necessary to
enable the reader to gain an understanding of the City's financial activities have been included.

Independent audits are an essential element of financial control and accountability. The City
Charter requires an annual audit to be made of the financial records of the City by a Certified Public
Accountant selected by the City Council. The City has complied with this requirement and the auditors'
opinion has been included in this report. The auditors performed their examination in accordance with
generally accepted auditing standards and stated that, in their opinion, the financial statements are
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presented fairly, in all material respects, in conformity with accounting principles generally accepted in
the United States of America.

The City is required to undergo an annual single audit in conformity with the provisions of the
Single Audit Act of 1984 and U.S. Office of Management and Budget Circular A-133. Information
related to the City's single audits, including the Schedule of Expenditures of Federal Awards and the
auditors' reports on the internal control structure and compliance with applicable laws and regulations are
included in separate federal and state "single audit" reports.

Following the report of the independent auditors is Management's Discussion and Analysis
(MD&A). Although the Securities and Exchange Commission has required public companies to present
the MD&A for many years, this requirement is now promulgated by Statement No. 34. The objective of
the MD&A is to provide an objective and easily readable analysis of the government's financial activities
based on currently known facts, decisions, or conditions. The Statement specifies the topics that must be
included in the MD&A, and we believe that our presentation is in conformity with this standard.

Profile of the City of Amarillo:

The City of Amarillo is geographically located within the boundaries of both Potter and Randall
Counties in the center of the Panhandle of Texas and now contains an area of 102.09 square miles.
Located on Interstate Highway 40 at the crossroads of a number of other highways and railroad lines, the
City is the trade, banking, transportation, medical services, and marketing center of the entire Panhandle,
as well as for portions of New Mexico, Oklahoma, Colorado, and Kansas. The estimated 2014 population
is 198,402.

In accordance with its current Charter, adopted in 1913, the City of Amarillo operates under a
council-manager form of government. As the legislative body, the City Council is responsible for
enacting all ordinances, resolutions, and regulations governing the City, as well as for appointing the
members of the various statutory and ordinance boards and for appointing the City Manager. As chief
administrator, the City Manager is responsible for enforcement of the laws and ordinances, as well as for
supervising all offices and departments created by the City Council.

The City provides the full range of municipal services normally associated with a municipality,
including police and fire protection, street paving and maintenance, traffic engineering, enforcement of
building and sanitary codes, a civic center complex, parks, golf courses, swimming pools and other
recreational facilities, and five public libraries. The City provides solid waste collection and disposal
services and operates a transit system, which operations are accounted for as general governmental
functions. The City maintains the water and sewer systems, an international airport, and effective
October 1, 2012, the City established a drainage utility system, the operations of which are all accounted
for as enterprise funds.

Overview of the Financial Reporting Entity:

In accordance with governmental accounting standards, various governmental entities with which
we have relationships were evaluated to determine whether they should be reported in the City's
combined financial statements as a part of its reporting entity. Based on standards established by the
GASB, an entity should be considered to be part of the City's reporting entity if it is concluded that the
nature and significance of the relationship between the City and the entity is such that exclusion would
cause the City's financial statements to be misleading or incomplete.

Based on the accounting standards, the financial affairs of the Amarillo Hospital District, the
Amarillo Economic Development Corporation, the Amarillo-Potter Events Venue District, the Amarillo
Local Government Corporation, the Amarillo Housing Finance Corporation and the Amarillo Health
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Facility Corporation are reported as component units in the City's financial statements. The Amarillo
Local Government Corporation was created in FY 2011/12. The Amarillo Local Government Corpora-
tion's mission is to oversee the construction and operation by contract of the Downtown Convention
Hotel, parking garage, and multiple-purpose event venue on land leased by the Local Government
Corporation from the City. The City appoints the Amarillo Local Government Corporation Board,
approves their budget, and is the only funding source for the Corporation. The Amarillo Hospital District
is a separate political subdivision of the state of Texas, but is considered part of the City's financial
reporting entity because the City Council appoints the District's Board of Managers and has final
authority over its budget. Similarly, the Amarilio Economic Development Corporation is organized as a
nonprofit corporation under the laws of the state of Texas, but is included in the financial statements
because of the City Council's authority to select its Board of Directors and approve its budget. The
Amarillo-Potter Events Venue District, approved by the voters on January 17, 1998, is considered part of
the City's financial reporting entity because the City's Mayor appoints four of the seven members of the
District's Board of Directors. Moreover, through a facility lease agreement, the City has financial
responsibility with respect to the Venue District's debt service payment(s) if the related tax revenues were
not sufficient to make the payment(s). However, only summarized information regarding these entities is
presented in our financial statements. Complete financial statements are available in separately issued
reports for each of these entities.

The affairs of the Amarillo Housing Finance Corporation are included in our financial reporting
entity because of the City Council's appointment of its Board of Directors. The activities of this
corporation are limited to issuance of housing bonds under provisions of the Texas Housing Finance
Corporation Act, and its bonds are not general obligations of either the corporation or the City. It does
not publish separate financial statements. The Amarillo Health Facility Corporation Board of Directors is
appointed by the City Council. The purpose of the corporation is to authorize the issuance of bonds to
providers of health care services in order to finance the acquisition, construction, and improvement of
facilities. These bonds are not general obligations of either the corporation or the City. Since none of the
component unit operations are integral to the operations of the City, their affairs are segregated from the
financial presentation of the primary government. As provided by the new accounting model, the
aggregate component unit information is reflected "discretely” in the city-wide financial statements.

The City reports TIRZ #1 as a blended Component Unit. TIRZ #1 has a ten-member board. The
City of Amarillo appoints three board members, Potter County appoints three members and Amarillo
College, Amarillo Independent School District, Amarillo Hospital District and the Panhandle
Groundwater District each appoint one board member. While TIRZ #1 revenues can be pledged to
support debt, only the City can issue the debt and pledge the TIRZ #1 revenue. Moreover, the City
Council created the TIRZ #1 and has final approval authority on the budget and all TIRZ #1 projects.

Operating and Capital Budgets:

Budgetary controls serve two main purposes. First, the annual appropriated budget approved by
the City Council satisfies our legal obligation to review and adopt an annual budget. Second, budgetary
controls provide management with an effective means of managing the financial activities of a particular
function or department. Activities of the general fund, debt service funds, and major grants in existence
at the beginning of the fiscal year, internal service funds, enterprise funds, and other special revenue
funds are included in the annual budget. The General Fund, Debt Service Fund, Compensated Absences,
Public Health Fund, Law Enforcement Officers Standards and Education Training (LEOSE), Local
Seized Property Fund, Court Technology Fund, Court Security Fund, and the Public Improvement Dis-
tricts budgets are legally adopted and represent appropriation of funds. The internal service fund budgets
and enterprise fund budgets are for management purposes only and do not represent appropriations.
Grants included in the budget are estimates included for presentation purposes only to give the budget
reader a better understanding of the financial scope of the entire organization. Budgets are adopted for
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grant funds at the time formal acceptance of the grants is made by the City Council, such budgets
generally being adopted for the time period covered by each grant.

The City prioritizes the funding of capital projects on the basis of five-year capital improvement
plans. A capital improvement is any expenditure for the purchase, construction, replacement, expansion,
or major renovation of the physical assets of the City when the project is relatively expensive (more than
$25,000), long-term, and permanent. Some common examples are streets, libraries, traffic signal systems,
fire stations, specialized equipment, and water and sewer lines. Capital needs of less than $25,000 (minor
replacement items) are provided for in the department's annual budget. The first year of the five-year
plan is the City's annual capital budget, which is approved by the City Council, along with the annual
operating budget. Capital Improvement expenditures are controlled by means of individual project
appropriations, and all funds needed to complete a project are reserved no later than the inception of the
project.

As an enhancement of budgetary controls over expenditures, the City also maintains an
encumbrance accounting system, which assures that adequate funds are set aside as commitments are
made in the form of purchase orders. Open encumbrances for both purchase orders and construction
contracts are reported as reservations of fund balances at year-end.

Budget and Financial Reporting:

The City of Amarillo was awarded the Certificate of Achievement for Excellence in Financial
Reporting for our 2012/13 Comprehensive Annual Financial Report (CAFR). In order to be awarded a
Certificate of Achievement, a governmental unit must publish an easily readable and efficiently organized
CAFR. Moreover, the CAFR must satisfy generally accepted accounting principles, applicable legal
requirements, and the Government Finance Officers Association's (GFOA) program standards.

A Certificate of Achievement is valid for a period of one year only. We believe our current
report continues to conform to program requirements, and we are submitting it to the review process of
GFOA to determine its eligibility for another certificate.

In addition, the City also received the GFOA's Distinguished Budget Presentation Award for its
annual budget document. In order to qualify for the Distinguished Budget Presentation Award, the
government's budget document was judged to be proficient in several categories, including as a policy
document, a financial plan, an operations guide, and a communications device. Our latest budget has
been submitted for review, and we expect that our budget will earn the GFOA's Distinguished Budget
Presentation Award.

Our most significant financial achievement this year is affirmation by Standard & Poor's of the
City's General Obligation and the Water & Sewer Revenue Bond debt AAA rating. The City was rated a
AAA debt rating from Standard & Poor's on the Drainage Utility System. The City enjoys a Moody's
ratings of Aal on both the City's General Obligation debt and Water & Sewer Revenue bonds. The AAA
rating is the Standard & Poor's highest rating debt rating. The Aal Moody's rating is one-third step below
Standard and Poor's.

Cash Management and Investments:

State statutes govern the City's investment policies as well as the City's own written investment
policy and strategy. In accordance with state law and the City Investment Policy, the City's investment
objectives are to preserve capital, to provide liquidity, and to optimize earnings within the constraints of
capital preservation and liquidity. City funds are deposited in an FDIC-insured bank located within the
City. Permissible investments include the following:
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1. Interest-bearing accounts and bank money market accounts at the City's authorized depository.
Certificates of deposit including CDARS (Certificate of Deposit Accounts Registry Service).

2. Obligations of the United States or its agencies and instrumentalities. The investment in agencies
and instrumentalities is limited to 75% of the portfolio.

3. No-load money market mutual funds that are continuously rated AAA or AAAm by at least one
nationally recognized rating agency have a dollar-weighted, average-stated maturity of 90 days or
less and seek to maintain a stable net asset value of $1 per share.

4. Taxable municipal securities rated not less than AA- or its equivalent by a nationally recognized
rating agency. The total investment in taxable municipal securities would be limited to 10% of
the portfolio. To the extent that the investment in taxable municipal securities is not fully utilized
in the portfolio, the unused portion can be invested in agencies' securities in addition to the 75%
limit.

The City will not employ any investment strategy that is inherently risky and will not invest in
any securities that are inherently risky. Prohibited securities include mortgage-backed securities that pay
only interest, mortgage-backed securities that pay only principal, obligations where the interest rate is
determined by an index that adjusts opposite to changes in a market index, obligations related to foreign
currency or foreign market interest rates or indices, and obligations with maturities greater than five
years.

The City's demand deposits, time deposits, and certificates of deposit balances that exceed FDIC
insurance are collateralized by securities held by the Federal Reserve. The City uses third-party
safekeeping for its investment securities.

The City began using a securities lending program in 2005 as a means of increasing investment
income. Securities are lent to select brokerage firms for which collateral is received that exceeds the fair
value of such investments during the period of the loan. Collateral may be cash or high-quality securities.
Securities loans are initially collateralized at 102% of the fair value of the securities lent; the collateral
cannot fall below 100% during the duration of the loan. Cash collateral received from the borrower is
invested by the lending agent, as an agent for the City, in short-term investments including money market
mutual funds. These short-term investments are included as investments in the statement of net position
for governmental type funds and on the balance sheet of proprietary funds. The City records a
corresponding liability for the return of the cash collateral held for securities lending in the statement of
net position for governmental type funds and on the balance sheet of proprietary funds. Since the asset
and corresponding liability are equal, the impact on net position would be zero. At September 30, 2014,
there was no cash collateral held for the securities lending program and, therefore, there was no
adjustment to investments and the corresponding liability.

Long-term Financial Planning:

As mentioned above, in conjunction with our annual operating budget, we develop a five-year
capital improvements estimate. When feasible, the City uses pay-as-you-go financing for capital. When
debt is needed to finance capital assets, the City strives to schedule bond issues so that level payments are
made over no more than the useful life of the assets. Historically, the excess of revenues over
expenditures are earmarked for future capital needs, and the available resources of the general fund are
transferred to capital project funds during the budgetary process.



Recent Debt Issuances:

While the City historically uses available funds from the excess of revenues over expenditures to
provide for its major capital improvement needs, our capital needs exceeded our ability to generate
internal funds for capital. Starting in 2007, we had several debt issuances.

Our new air terminal was funded with approximately $23 million from grants, approximately $8
million from Airport reserves, and $16.1 million in certificates of obligation (COs). While these
certificates have an ad valorem tax pledge, it is the City's intention to repay the certificates from an
Airport Passenger Facility Charge (PFC). The Federal Aviation Administration (FAA) approved the new
$4.50 PFC in 2008. The PFC, along with some future entitlement funds, should be sufficient to service
the Airport COs, and the City should not have to levy a tax to support this debt in the future.

Our Potter County Well Field came into service in FY 2012/13. The well field is capable of
producing up to 22 million gallons of water per day. Eventually, the well field can be expanded to
produce up to 40 million gallons per day. The Potter County Well Field project is the largest single
capital project in our history. The Potter County Well Field is a new water supply for the City of
Amarillo. The new well field will be able to supply the City's current water needs without using our
surface allocation from Lake Meredith and provide for future growth. The Water & Sewer System
committed $5.7 million to the well field. In 2009, we were successful in obtaining funds from the Texas
Water Development Board (TWDB) in two issuances to complete the project through the Water
Infrastructure Fund (WIF) program. In both issuances, the TWDB purchased the City's COs and is the
only bondholder. The first issuance was for $38,885,000 and the City received an overall interest rate of
2.10% on 20-year debt. The City increased its Water & Sewer Rates by 10% to service the debt. In the
second issuance, the City received 1.97% on $47.4 million on 20-year debt.

We added a high service pump station to our water treatment plant. The project was shovel ready
and qualified as a "green" project due to the projected energy savings. Using current pricing, the new
pump station should save approximately $200,000 in electricity. The City was also able to take advantage
of the American Recovery and Reinvestment Act (ARRA) along with funding from Texas Water
Development Board. The City issued $18,075,000 in COs at zero percent interest. The project was
substantially complete at the end of calendar year 2011. The City had to increase water and sewer rates
by 10% in 2010/11 for the increased debt service on the Potter County Well Field project and the high
service pump station.

2010 Certificates of Obligation:

The City also received funding from the Texas Department of Transportation (TXxDOT) for a
much-needed bridge over the BNSF railroad tracks at the intersection of S.E. Third Avenue and Grand
Street. Grand Street is one of the main north-south arterial streets for the east side of Amarillo. When the
Grand Street crossing is blocked due to rail traffic, the other main north-south arterial, Eastern Street, is
often also blocked. The bridge remedies the problem on Grand Street and even helps relieve congestion
on Eastern Street, as well. The project cost approximately $5.67 million, with most of the funding
coming from the Amarillo MPO and TxDOT Amarillo District ARRA funds (about $4.2 million). The
balance of the project cost was paid from City funds. Potter County contributed $241,000 to the project.
The City issued $1,392,000 of Recovery Zone Build America Bonds, Series 2010 for its portion of the
project cost. These bonds were issued with a true interest cost of 3.194%. The City's portion of the
project was approximately $1.2 million; the balance of the bond proceeds will be used for street
improvement projects within the Recovery Zone.

With the Recovery Zone Build America Bonds, the City receives an interest credit of 45% of the
interest paid for each interest payment made. This credit was used in calculating the above, 3.194% true
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interest cost. These credits are not exempt from the "fiscal cliff" legislation and were reduced slightly.
However, the issue size is so small that it did not significantly impact the tax rate for debt service.

2011 Certificates of Obligation:

During January 2011, the City issued the 2011A COs in the amount of $3,750,000 and the 2011B
COs in the amount of $2,210,000. The proceeds from the 2011A issue are for improvements to the Ross
Rogers Golf Course. These certificates have a continuing tax pledge, but the City anticipates the issue
will be repaid from golf course improvement and renovation fees. The proceeds from the 2011B issue are
for improvements in the TIRZ #1. These issues have a continuing tax pledge, but the City anticipates the
issue will be repaid from revenue generated from the TIRZ #1.

2011 Water & Sewer Revenue Bonds:

In August 2011, the City issued $16.3 million in Water & Sewer Revenue Bonds. The bonds
were issued to purchase additional water rights adjacent to the City's existing water rights in Roberts
County. The City purchased 32,350 acres of water rights in Ochiltree County, which is north of the City's
existing water rights in Roberts County. When the City develops these rights, the City will have a very
large contiguous area to develop.

2012 Debt Issuances:

On December 12, 2012, the City closed on two debt issues. The first debt issue is $6,260,000 in
Combination Tax and Drainage Utility Revenue COs. The 2012A issue is mainly for drainage improve-
ments on Farmers Avenue. The City is leveraging state funds and the state will participate with
approximately $1.7 million for paving improvements on the Farmers project. There should still be some
remaining funds for other drainage improvements. In addition to the tax pledge, the Drainage COs have
an unlimited net pledge of the Drainage Utility System of 1.25 times net revenue. The City intends to
fund the debt entirely from the Drainage Utility and not levy a property tax for the COs. Thus, the debt is
structured similar to the City's Water & Sewer revenue debt. The City needed the tax pledge because
there had not been one full month of Drainage Utility revenue when the debt was issued. However, the
City needed to fund the Farmer's project or risk losing state funding.

The second issue in 2012 is to purchase rolling stock for our municipal garage. Rolling stock
replacement was delayed during the recent economic downturn. The 2012B issue has a five-year maturity
and the proceeds will be used to purchase rolling stock with at least a five-year life. The 2012B issue is
for $2,790,000 in Combination Tax and Sanitation Revenue COs. The COs have a $1,000 limit pledge of
Sanitation Revenues and a property tax pledge. The City intends to pay for the COs from Municipal
Garage Rental Revenues and not levy a tax for the debt.

Using the CO structure, the City got very attractive rates on the debt. The 2012A issuance has a
20-year maturity and has a true interest cost of 1.763%. The 2012B has a five-year maturity and has a
true interest cost of 0.686%.

2013 Water and Sewer Revenue Bonds:

On July 10, 2013, the City issued the Waterworks and Sewer System New Series 2013 Revenue
Bonds in the amount of $1,310,000. The series has a ten-year maturity and a true interest cost of 0.39%.
The proceeds will be used to fund the design of the Osage to Arden Road pipeline.

2014 Debt Issuances:

During 2014, the City had four debt issuances. This first was the issuance of the Waterworks and
Sewer System Revenue bonds New Series 2014 CWSRF in the amount $8.495 million. These bonds
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were issued thru the Clean Water State Revolving Fund program of the Texas Water Development Board.
This series has a 20-year maturity with a true interest cost of 1.94%. These funds will be used for the
design and construction of Georgia Street Interceptor project. This project will eliminate a lift station and
ensure proper operation of the collection system in the area. This bond issue will also fund the planning
and design for the replacement of lift station 32.

The second debt issue was $6.08 million of Drainage Utility Revenue Bonds with a true interest
cost of 3.23% including maturities through 2034. This issue is mainly for the T-Anchor Excavation
project. The third issue was Tax Note, Series 2014 with a true interest cost of 0.916% and maturities
through 2019 to purchase rolling stock for the City's Municipal Garage. As mentioned previously, during
the economic downturn the City delayed the replacement of rolling stock. This issue will allow the City
to replace existing equipment. The funding for this issue will be from the Municipal Garage fund. The
final issue was the 2014 COs of $2.26 million with a 20-year maturity and 3.22% interest to pay for park
improvements. This issue will be funded by assessments to the property owners of the Colonies Public
Improvement District and the Greenways Public Improvement District.

Our Local Economy:

Historically, major industries of the area include grains, cattle, beef processing, natural gas, oil,
helium and other petroleum by-products, refining operations, and nuclear weapons processing. These
industries are still very important to Amarillo; however, Amarillo has a more diverse economy. Food
processing, defense industry, manufacturing, distribution, traffic and transportation, general retail, bank-
ing, criminal justice, medical facilities, administrative and back-office operations, and higher education
are all important industries in Amarillo.

Amarillo is also a regional trade center for a very large five-state region. Thus, retail sales,
banking, and medical services are significant activities in Amarillo. Moreover, because of Amarillo's
central location in the United States and being traversed by 1-40, I-27, and State Highway 287, traffic and
transportation and travel and tourism are important industries to Amarillo.

Natural gas and petroleum are major industries in the City of Amarillo and the Panhandle. There
was a slight decrease in the price of oil compared to last year. According to the Amarillo Economic
Analysis, prepared by Amarillo National Bank, September 2014 oil was at $99.25 per barrel compared to
September 2013 at $103.68 per barrel last year. Natural gas prices decreased compared to last year.
Natural gas was at $3.57 per mmbtu last year compared to $3.25 per mmbtu at September 2014, Since
we are both a producer and a consumer of natural gas, part of our economy benefits from lower gas prices
while it is detrimental to another part of our economy. Decreases in natural gas prices mean lower royalty
payments to landowners, but it also means lower energy costs for our area farmers that use natural gas for
irrigation and other industries.

While there is some benefit to lower oil and gas prices to the economy in general, changes in oil
and gas prices have a direct impact on drilling activity in the Panhandle. At September 2009, there were
29" active drilling rigs in the Panhandle compared to 74 at September 2010 and 78" at September
2011. In September 2012, there were 75 active drilling rigs compared to 80 in 2013 and 67 in 2014 .

According to the Texas Cattle Feeders Association, our cattle feeding area produces about
6,000,000 fed cattle annually, which is about 28% of the nation's beef. Cattle prices remained stable in
2013 but improved for 2014. Fed cattle prices were $123 per hundredweight at both September 2012 and
2013, compared to $158 per hundredweight at September 20149,

Dairies have become major industries in the Panhandle. September 2014 milk prices increased to
$22.65 per hundredweight as compared to $18 per hundredweight a year ago”. The majority of principal
area crops cannot be grown without irrigation and natural gas is the main fuel used for irrigation. The
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major crops grown in the Panhandle are wheat and corn. The corn crop is strong but prices are down at
$3.99M per bushel compared to $5.20" last year.

Wheat was at $8.48 per bushel at September 2012 compared to $6.85 per bushel at September
2013 and $5.95 per bushel at September 2014, At September 2010, wheat had significantly increased
to $6.37" per bushel and continued to increase to $7.67 per bushel at September 2011. Wheat was only
at $3.94"" per bushel at September 2009 and $6.43" per bushel at September 2008.

Cotton is down 20%. Cotton was at $66.90"" cents per pound at September 2014 compared to
$83.36( cents per pound at September 2013 and $70.40 cents per pound in 20120, At September 2011,
cotton was at $94" cents per pound compared to $87.14) cents per pound in 2010 and $53.5® cents per
pound in 2009. Historically, cotton has been grown south of Amarillo. However, new hybrids can be
grown in our area.

Our Economic Development Corporation:

In 1989, Amarillo citizens approved a 2 percent sales tax dedicated to the promotion of economic
development initiatives through the procurement of industrial, manufacturing, distribution, and regional
wholesaling projects which result in new jobs and capital investment in Amarillo. The Amarillo Eco-
nomic Development Corporation (AEDC) was created by the citizenry to manage these funds, thereby
marshalling in programs to diversify and grow our local economy. The AEDC became fully operational
when the first tax proceeds were received in June 1990. The half-cent sales tax is expected to generate
approximately $19 million in revenues during FY 2014/15.

The AEDC is the primary economic development engine of the Amarillo community, responsible
for industry growth and job creation through business attraction and retention initiatives. In 1989, the
citizenry of Amarillo approved a measure to increase the sales tax rate by one-half cent to be dedicated to
economic development programs. The vote proved to be a proactive one, as Amarillo was only the
second city in Texas to approve the sales tax for economic development in the first year the program was
made available through the Texas Legislature. Throughout its 25-year history, the AEDC has made
investments in more than 100 projects across a variety of industries, building a "Portfolio of Success" for
the Amarillo community. According to a recent 25-year look-back study performed by The Perryman
Group, the annual economic activity stemming from the companies which have received investment from
the AEDC include $5.5 billion in gross product and 54,141 permanent jobs to the Amarillo area. The
Perryman Group also estimates the gains in business activity associated with AEDC-assisted companies
lead to major increases in tax receipts to local entities of $198.3 million per year. Moreover, these
economic impacts represent about 44.4% of the entire Amarillo economy and 62.8% of the incremental
growth since the inception of the economic development sales tax.

The mission of the AEDC is to ATTRACT businesses to Amarillo which offer highly skilled,
highly paid positions, to EXPAND and RETAIN existing local businesses in Amarillo, and to CREATE a
business environment conducive to entrepreneurship. The AEDC targets companies whose primary
function is to produce goods or services that are then sold outside of the immediate trade area, thereby
introducing new monies into the local economy. This strategy is met by implementing aggressive
business recruitment programs, local business retention and expansion programs, and promoting the
AEDC and Amarillo, Texas, brands worldwide. The AEDC focuses on the following target industries
across all programs: Aviation/Aerospace, Business/Financial Services, Diversified Manufacturing and
Assembly, Distribution/ Transportation/Logistics and Food Technologies. These strategies have served
Amarillo well. POLICOM Corporation ranked Amarillo #137 out of 381 Metropolitan Statistical Areas in
its 2014 Economic Strength Rankings. This position is up 173 places from 2004, making Amarillo #10 in
Texas for economic growth and resilience.
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In 2014, the AEDC ushered through the catalyst project aimed at the revitalization of downtown
Amarillo. The AEDC began construction on a new, $9 million facility for Coca-Cola within Amarillo
CenterPort Business Park. The relocation of Coca-Cola was the most instrumental play to jumpstart the
downtown revitalization efforts because of the location of the company's downtown operations as the site
for the future Multi-Purpose Event Venue (MPEV). The remainder of the downtown projects were
contingent upon the relocation of Coca-Cola for the future MPEV. The AEDC successfully facilitated the
retention of 120 jobs for MWI Veterinary Supply Co. within the Amarillo community. This involved
$1.6 million in construction of major improvements to an existing AEDC-owned facility accompanied
with a long-term capital lease. The AEDC purchased the Commerce Building for the future West Texas
A&M University Amarillo Center. The 100,000-square-foot structure located in downtown Amarillo will
be re-purposed to become the University's permanent downtown Amarillo site and service center for the
community. A staple of the relationship between the AEDC and West Texas A&M University is the
EnterPrize Challenge, a local business plan competition funded by the AEDC and facilitated by the WT
Enterprise Center. The 19th Annual EnterPrize Challenge awarded five grants totaling $500,000 to new
and emerging companies expected to create more than 120 new jobs and make substantial investments in
the regional economy. To date, 69 businesses have received cash grants totaling more than $4.1 million,
resulting in 657 new jobs and $117.3 million in new revenue to the Amarillo economy. The Texas
Panhandle Regional Development Corporation (TPRDC) is the small business financing arm of the
AEDC. This certified development company approved seven small business administration 504 loans
totaling more than $6.0 million, which leveraged $14.9 million in bank financing and $5.3 million in
owner equity. For the year, this program was responsible for the creation of 57 new jobs. TPRDC also
funded four loans in 2014 totaling $4.5 million.

Major Industries and Employers:

The Amarillo Chamber of Commerce lists 29 employers with 400 or more employees in
Amarillo. This is a very diverse group of employers consisting of governmental entities, manufacturing,
defense, industry, food processing, healthcare, general retail, traffic and transportation, energy companies,
public utilities, higher education, financial services, retirement services, the travel industry, and computer
services®.,

Two of our largest employers are in the defense industry: Bell Helicopter and CNS Pantex. The
Pantex Plant, located 17 miles northeast of Amarillo, in Carson County, is charged with maintaining the
safety, security and reliability of the nation's nuclear weapons stockpile. The Pantex Plant is managed
and operated by CNS Pantex for the U.S. Department of Energy/National Nuclear Security Administra-
tion. The Pantex mission is Securing America as the NNSA'S production integrator and provider of the
nuclear deterrent to the Department of Defense; serving the Nuclear Security Enterprise through our
highly reliable people, processes, infrastructure, and business systems. Pantex Engineering has provided
technology solutions for the manufacturing, evaluation, and testing of nuclear explosives, joint test beds,
and other special nuclear materials. As the nation's primary site for assembly and disassembly of nuclear
weapons, Pantex also provides major support through the External Mission Center to the DoD and the
United Kingdom (UK) Ministry of Defense @ Approximately 3,112 people are employed at Pantex ®,

In 1998, Bell Helicopter announced its decision to locate its V-22 Tiltrotor Assembly Center in
Amarillo, Texas. The initial capital investment by the AEDC was $30,000,000 for the construction of a
world-class facility. Over the past 15 years, the invested amount in the Bell Helicopter Amarillo
Assembly Center by the AEDC on behalf of the Amarillo community has surpassed $120,000,000,
resulting in a campus of more than 1.5 million square feet under roof. The company has diversified its
product offerings out of the Amarillo Assembly Center due to the significant level of support the
community has provided. Bell Helicopter's Amarillo Assembly Center builds the revolutionary V-22
Osprey, the UH-1 Huey, and the formidable AH-1 Cobra. The AEDC has issued a series of bonds to
finance the project. Under the terms of the lease, Bell's lease payment is abated so long as they meet local



compensation and spending requirements. Amarillo is very proud of Bell Helicopter and the continued
success their company has created for the region.

According to a September 27, 2012 Globe News article, Bell Helicopter will also build the new
Relentless 525 civilian helicopter in Amarillo. According to Bell officials, building the Relentless 525
helicopter in Amarillo will help stabilize the plant's work force even if military aircraft production slows.
Potential uses for the aircraft include offshore oil and gas exploration, firefighting, emergency medical
flights, paramilitary operations and hauling corporate VIPs. In 2013, City officials approved a $4.2
million AEDC investment in the new plant. Textron, Bell's parent company, will pump the remaining
$22.8 million into the new 249,000-square-foot production plant at the Assembly Center adjacent to Rick
Husband Amarillo International Airport. The design and construction of this state-of-the-art facility was
completed in late 2013.

ASARCO was organized in 1899 as American Smelting and Refining Company. Originally a
consolidation of a number of lead-silver smelting companies, the Company has evolved over the years
into an integrated producer of copper and other metals. Asarco's Amarillo Copper Refinery is among the
world's most modern. The refinery is recognized internationally as an important producer and supplier of
copper. The Company's Amarillo Copper Refinery in Amarillo together with the SX/EW plants at the
Ray and Silver Bell mines produce approximately 375,000,000 pounds of refined copper per year.
ASARCO employs 350®) workers in Amarillo.

Other manufacturing operations in Amarillo include Owens Corning Fiberglass, which employs
about 475® people. Owens Corning produces fiberglass for building products. Amarillo Gear has been
in continual operation in Amarillo since 1917 and manufactures the largest range of spiral bevel right-
angle gear drives in the world since 1934. Amarillo Gear is a Marmon Walter/Berkshire Hathaway Com-
pany "% and employs 1939,

International Paper Company produces containerboard packaging in Amarillo and employs 1309
people. Tech Spray specializes in cleaners, coatings, and other chemicals and tools that improve effi-
ciency, safety, and performance®. Crouse-Hinds is a division of Copper Industries. Cooper Crouse-
Hinds has grown into a diversified worldwide provider of electrical products that perform reliably and

safely in harsh and hazardous environments.

Food distribution is also an important industry to Amarillo. Affiliated Foods employs 960
workers in its facility. Ben E. Keith, a distributor of food service products, employs 250% persons. One
of our largest single employers is also in the food industry. Tyson Foods has 3,678® employees operat-
ing its plant in northeast Amarillo.

Both ranching and cattle feeding are important to our area. There are several advantages to cattle
feeding operations in our area. The area's central location reduces transportation costs. There are locally
grown feed grains and volume shipments from the Midwest which ensure a plentiful supply of feed.
Relatively mild winters and good summer weather have helped the three-state area earn its reputation as
"Cattle Feeding Country." Local lenders in the area understand the industry and are willing partners.
According to the Texas Cattle Feeders Association, 28% of the nation's beef is produced in the Texas
Panhandle. Both Cactus Feeders and Friona Industries are headquartered in Amarillo. Cactus Feeders
has ten large-scale cattle feed yards across the Texas high plains and southwest Kansas. Since its
founding in 1975, Cactus Feeders has grown into a $750 million company that employs approximately
500 people. Cactus Feeders is the world's largest privately owned cattle feeding operation @, Founded in
1962, Friona Industries owns four feed yards in northwestern Texas with a feeding capacity of more than
290,000 head of cattle ™.

Amarillo is a regional medical center for a five-state geographic region and the health care
industry is one of the largest employers in Amarillo. The Harrington Regional Medical Center in
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Amarillo was the first specifically designated city hospital district in Texas. From the beginning, the
Medical Center was planned to include health care, the training of doctors and nurses, and medical
research programs. The Harrington Regional Medical Center had 410-acre campus and was supported by
the Don and Sybil Harrington Regional Medical Center at Amarillo. The Medical Center's affiliated
members include resident (on-campus) and non-resident (off-campus) patient care, patient service
research, and education facilities. Each of these members provides vital services to our area®.

The Medical Center complex is home to several of our major employers: Baptist St. Anthony's
Health Care System (BSA) with 2,900® employees and Northwest Texas Healthcare System (NWTHS)
with 1,490® employees. Both BSA and NWTHS offer integrated acute care hospitals. BSA offers a full
range of medical and surgical services at their 450-bed' acute care patient facility located within the
Harrington Regional Medical Center. BSA is also a partner in Physicians Surgical Hospitals, LLP, which
offers two additional acute care hospital facilities near the Medical Center'.  For 2014, BSA is the
largest taxpayer.

NWTHS is a designated tertiary care and teaching institution, academically affiliated with Texas
Tech University, licensed for 385 acute beds, 90 behavioral health beds, and 10 newly designated
rehabilitation beds. The emergency department is a certified as an Advanced (Level-III) Trauma Center,
treating approximately 50,000 patients per year. Comprised of the main hospital, children's hospital,
heart hospital, and an affiliated free-standing surgical hospital, NWTHS also serves as a regional
treatment center, providing emergent life flight services to patients within the Texas Panhandle. NWTHS
is one of our largest taxpayers(ls).

Our VA Medical Center employs approximately 1,000® people. The Amarillo VA Health Care
System, a division of the Southwest VA Health Care Network, provides primary specialty and extended
care of the highest quality to veterans throughout the Texas and Oklahoma panhandles, eastern New
Mexico, and southern Kansas. Approximately 25,000 patients are treated annually. The health care
system maintains 55 acute care inpatient beds for general medical, surgical, and intensive care. Geriatric
and extended care is provided in the 120-bed skilled nursing home care unit. A modern ambulatory care
center and medical arts building facilitates the delivery of primary care, specialty care, and preventive
health services. The Amarillo VA Health Care System also ensures health care is accessible to those
veterans residing in rural areas through three community-based outpatient clinics located in Lubbock,
Childress, Dalhart, and Clovis, New Mexico®. The VA offers a wide array of mental health services,
including substance use treatment and programs for the homeless. The VA also boasts an intensive
mental health case management program.

Other large medical employers include the Texas Panhandle Centers Behavioral & Developmen-
tal with 436® employees, the Plum Creek Specialty Hospital with 1879 employees, Panhandle Eye
Group with 200%) employees, the Amarillo Diagnostic Clinic with 190% employees, Family Medicine
Centers with 250%” employees, Amarillo Heart Group with 150®) employees, the Don & Sybil Harrington
Cancer Center with 165% employees, Regence Health Network with 165® employees and Physicians
Surgical Hospitals with 123®) employees.

Mild weather, excellent medical facilities, and low living costs make Amarillo an excellent
location for retirement living. There are several large retirement communities in Amarillo including Park
Central Retirement Community with 700®) employees, Ussery-Roan Texas State Veterans Home with
120® employees, Bivins Memorial, the Craig Methodist Retirement Community with 140®) employees,
and Ware Living Center 1409, ‘

Administrative and back-office operations are also included among Amarillo's major employers.
American International Group (AIG) provides fixed annuity products through financial institutions in the
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United States. The company was founded in 1944 and is based in Amarillo, Texas. AIG employs about
1,1359 people locally.

For 30 years, Insurance Management Services (IMS) has been a leader in Health Benefit
Administration for employer groups of all sizes. IMS is locally owned and operated exclusively out of
Amarillo ™ and employs 100®. IMS started as a small business with manual claims administration and
has evolved into a full-service, third-party administrator with 45,000 covered lives 6%,

Major retail stores draw customers from a wide region into our city. Amarillo is currently home to
four Wal-Mart supercenters and a Sam's Club. Wal-Mart employs a total of 1,300®) people and Sam's
Club employs 240®. United Supermarkets is a large employer and employs a total of 53 8¢ in their seven
stores in Amarillo. Tootn Totum has several convenience stores in Amarillo and employs 815%.
Founded in 1968, Hastings is a leading multimedia entertainment retailer that combines the sale of new
and used books, videos, video games and CDs, and trends and consumer electronics merchandise, with
the rental of videos and video games in a superstore format. Hastings currently operates 126 superstores,
averaging approximately 24,000 square feet, primarily in medium-sized markets throughout the United
States. Hastings also operates three concept stores, Sun Adventure Sports, located in Amarillo, Texas,
and Lubbock, Texas, and TRADESMART, located in Littleton, Colorado™. The Hastings retail chain
headquarters is located in Amarillo and has 570® employees.

Customer support and back office operations are also large employers. SITEL has telemarketing
services in Amarillo and employs 300®). ANConnect has 324®) employees. Maxor National Pharmacy
Services Corporation is a pharmacy benefit management company headquartered in Amarillo and has
240® employees. The American Quarter Horse Association is also headquartered in Amarillo and

employs 230, The Atmos Energy customer support center in Amarillo employs 3309

Amarillo also serves as a regional banking center. Bank of America, Citibank, Chase, and Wells
Fargo have branches in Amarillo, along with regional banks and local banks. The banking industry is
very important to Amarillo and banks are some of our larger employers. Amarillo National Bank is on
our list of top ten taxpayers and employs approximately 663%. Happy State Bank employs 5989,
Herring Bank employs 125® and Bank of America employs 1059,

The Texas Department of Criminal Justice has two prison units in Amarillo and is a major
employer. The two prisons provide 1,274 jobs.

Higher education is a major employer in the Amarillo area. Our community college, Amarillo
College, offers both vocational training and associate degree programs and has 1,642® employees. Texas
Tech University has a large presence in our community. The Texas Tech Health Science Center in
Amarillo has both a medical school and pharmacy school in Amarillo and employs 946®. Texas Tech
University provides training in our community for medical doctors eaming specialty accreditation in
family medicine. Texas Agrilife Research & Extension Center employs 108 . West Texas A&M Uni-
versity in nearby Canyon, which is a part of the Texas A&M University System, employs 730 full-time
employees(3). West Texas A&M also has a campus in Amarillo.

As mentioned earlier, the oil and gas industry is important in the Panhandle and energy companies
are also major employers. Valero Energy Corp. employs 105® and Davidson Oil Company employs
1379

The traffic and transportation industry has been important to Amarillo from its beginning in 1887.
Amarillo was founded near a bend in the Fort Worth and Denver (FW&D) Railroad tracks, which were
under construction. The Burlington Northern Santa Fe Railroad is still one of our major employers with
900® employees. Trucking is also important to Amarillo. Kimrad Transport, LP, Baldwin Distributing
Services, Inc, and Plains Transportation, Inc. are also in the trucking industry; Kimrad employs 2159
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Baldwin employs 165 and Plains employs 101®). Support for the trucking industry is a larger employer
in Amarillo and includes companies like Amarillo Truck Center, which employs 112®, Summit Truck
Group, and Bruckner's.

Today, Amarillo's airport has the third longest commercial runway in the world. There are
numerous direct daily flights from Amarillo to major hub airports having direct flights to foreign
countries. You can get to Dallas-Ft. Worth Regional Airport in one hour; Houston Intercontinental in
about an hour and a half, Denver International in an hour, Las Vegas in two hours, and LAX in four
hours. Amarillo is a hub for major highways that connect to the rest of the region: 1-40 to Oklahoma
City and Albuquerque, U.S. 287 to Dallas and Fort Worth, and U.S. 87 to Denver”. Because of
Amarillo's location on Interstate 40, Interstate 27, and State Highway 287, along with attractions in and
nearby Amarillo, hospitality and tourism are significant industries. Approximately eight million people
travel through Amarillo annually, dining in almost 500 local restaurants. The Amarillo hotel industry has
60 hotels with almost 6,000 rooms to rent.

Amarillo has an amusement park and an art museum. The American Quarter Horse Museum is
located on Interstate 40. The Panhandle Plains State Historical Museum is in nearby Canyon, Texas.
Palo Duro Canyon and the Alibates Flint Quarry are also nearby. Wonderland Amusement Park is located
in north Amarillo.

Two of the larger employers are engineering firms. Talon/LPE is a full-service environmental
consulting and engineering corporation and employs 110®, while Zachry Engineering Inc. employs
1629, The construction industry is also a mazjor employer. J. Lee Milligan, Inc. employs 225% and L. A.
Fuller & Sons Construction Inc. employs 150 people.

In summary, Amarillo's local economy is broadly diversified. While Amarillo has several large
industries and employers, no single industry or employer dominates the Amarillo economy.

Current Economic Climate and Trends:

Amarillo has fared much better than most cities during the recent recession. We had neither a
reduction in service nor any reduction in available hours to our citizens. In 2011, the City's Water &
Sewer revenue debt was upgraded to AAA by Standard & Poor's and in 2014 the City's Drainage Utility
revenue debt was rated AAA by Standard & Poor's. Amarillo is one of the few cities that has AAA
General Obligation debt, AAA Water & Sewer revenue debt AAA Drainage Utility revenue debt by
Standard & Poor's.

The recovery has been most dramatic on our sales tax. We had another record high in 2013/14
besting the previous record in 2012/13 fiscal year. Our 2013/14 sales tax was $54.4 million compared to
$52.1million in 2012/13. However, the City feels that a portion of the increased sales tax receipts is
directly related to the May 2013 hail storm event. In preparing the 2014/15 budget, the City included a
3% increase over a "normalized" current year for a budget estimate of $54.8 million. Generally, sales tax
is erratic on a month-to-month basis, with some months exceeding their corresponding previous year
month and some months being down compared to their corresponding previous year month. Amarillo
also had another record year in hotel occupancy tax revenue. Our 2013/14 hotel tax revenue was over
$5.9 million compared to last year's revenue of $5.7 million.

Employment remains stable. Amarillo's unemployment rate is 4.0% compared to 4.8% last year
and 4.4% the year before”. However, Amarillo's unemployment was better than the state of Texas at
5.3%, and our national unemployment at 6.1%9,

We had another good year in our water and sewer fund. Rates were increased by 2%. Rates were
increased in the prior two fiscal years by 11% with 6% in 2011/12 and 5% in 2012/13 which funded the
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debt service portion of the CRMWA water rights and the City of Amarillo water rights purchase.
2011/12 water and sewer revenue was $70.81 million in utility sales and service revenue and operating
income of $22.3 million. After nonoperating costs of $1.5 million, the water and sewer fund netted $20.3
million (including $3.8 million gain on sale of property) compared to $16.3 million in 2012/13.

Our property tax base continues to grow. Moreover, the base did not decrease during the
recession. As of January 2013, we had $10.7 billion in value compared to approximately $10.5 billion the
previous year. In 2013/14, the City had $214 million in new property values compared to $143 million in
2012/13.

Building increased in the 2013/14 fiscal year. The City had $237.7 million in permits compared
to $213.9 million in 2012/13. Commercial permits increased to $112.4 million in 2013/14 compared to
$66.4 million in 2012/13, but residential permits decreased. Residential permits were at $125.3 million in
2012/13 compared to $147.5 million in 2012/13. The City experienced a significant hail storm event in
May 2013, roofing permits increased from $5.3 million in 2011/12 to $132.1 million in 2012/13 and to
$112.5 million in 2013/2014.

For our 2013/14 budget, property tax rate increased by $0.02 to $0.34009 2013/14 as compared to
2012/13 rate of $0.32009 per $100 of taxable values. With $0.01 of the tax increase to fund ten additional
police officer positions, the Council also designated an additional $0.01 increase to be used to enhance
employee compensation.

Amarillo continues to enjoy strong sales tax receipts and increasing property values. Amarillo
has a very good quality of life and a lot of opportunity. Amarillo has a strong diversified economy with
plenty of jobs. We have major employers and industries for professionals, skilled craftsman, and
laborers. Amarillo has the best-funded Economic Development Corporation in the state and Chamber of
Commerce to help attract and retain industry and support tourism. Amarillo has great public education
and higher education. Amarillo has excellent medical facilities and very nice retirement facilities. We
are well represented by national, regional, and local banks. Retail availability is diverse and strong in
Amarillo; anything you need and most everything you want can be found in Amarillo. We have
amusement parks, regional parks, and neighborhood parks. We have sports teams, museums, area lakes,
and other attractions. In short, Amarillo is a great place to live and work.

We wish to thank the Mayor and members of the City Council for their responsible manner of
conducting the financial operations of the City.

Yours very truly,

Michelle Bonner W. Jdtrett Atkinson
Assistant City Manager for Financial Services City Manager
City of Amarillo, Texas City of Amarillo, Texas
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CONNOR ® McMILLON ¢ MITCHELL® SHENNUM <!
CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

Independent Auditor's Report

The Honorable Mayor and Members of the City Council
City of Amarillo, Texas

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City of Amarillo, State of Texas (the City) as of and for the year ended
September 30, 2014, and the related notes to the financial statements, which collectively comprise the
City's basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

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

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 City's preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the City's
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of
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the City as of September 30, 2014, and the respective changes in financial position and, where applicable,
cash flows thereof for the year then ended in accordance with accounting principles generally accepted in
the United States of America.

Emphasis of Matter

As described in Notes 1 and 23 to the basic financial statements, in 2014 the City adopted new accounting
guidance, GASB Statement No. 65, Items Previously Reported as Assets and Liabilities. Our opinion is
not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis, budgetary comparison information, and schedules of funding progress on pages 5
through 22, page 106, and 107 through 109 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 stan-
dards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management's responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.

Other Information

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

The combining statements, schedules and other information, and supplementary information are the
responsibility of management and were derived from and relate directly to the underlying accounting and
other records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated in all material respects in
relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we do not express an opinion or provide any
assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 20,
2015 on our consideration of the City's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial



reporting and compliance and the results of that testing, and not to provide an opinion on intemal 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 City's internal control over financial
reporting and compliance.

Connov INetVdlon 7vitehall, S hommunns ELLC,

Amarillo, Texas
January 20, 2015



MANAGEMENT'S DISCUSSION AND ANALYSIS

This section of the City of Amarillo's (City) Comprehensive Annual Financial Report (CAFR) presents an
overview, through Management's Discussion and Analysis (MD&A), of the City's financial activities and
performance during the fiscal year ended September 30, 2014. As the management of the City of
Amarillo, we offer readers of these financial statements this narrative overview and analysis of the
financial activities of the City for the fiscal year ended September 30, 2014.

Financial Highlights:

The assets and deferred outflows of resources of the City exceeded its liabilities and deferred
inflows of resources at the close of the most recent fiscal year by $819.51 million (net position).
Of this amount, $717.37 million is invested in capital assets and infrastructure net of related debt.
Of this amount, $15.79 million is restricted for debt service and other purposes. The remaining
$86.35 million is unrestricted net position.

The City's total net position increased by $33.77 million before the prior period adjustment of
$(3.940) million. Of this amount, $6.55 million increase is attributable to governmental
activities, and an increase of $27.22 million is attributable to net operating revenues of the
business-type activities, which revenues are attributable to rates/fees established to fund both
current operating needs and future development.

As of the close of the current fiscal year, the City's governmental funds reported a combined
ending fund balance of $111.79 million. The General Fund's fund balance increased by $4.22
million. The increase in fund balance for capital projects funds was $5.85 million. This increase
was a result of construction that will not be completed until future years on general construction
and civic improvement projects. Decreases in other governmental funds, which include many
grants and special revenue funds, were approximately $626,000.

At the end of the current fiscal year, the fund balance for the General Fund was $55.9 million, or
34.9% of total general fund expenditures. Expenditures and transfers out of the General Fund
were $159.4 million, which amounts included transfers of general revenues to capital outlay,
compensated absences, internal service funds, grant funds, and other funds which carry out
general governmental operations. The General Fund remains in good financial condition with
unassigned fund balance of $54.4 million.

General Fund revenues had a marked increase over the previous fiscal year. The City recorded a
record level of sales tax collections for fiscal year 2014. Total sales tax collections exceeded
$54.4 million. Sales tax receipts have remained very strong for several years; however, the City
feels that the record increase for the 2013/14 fiscal year includes receipts directly related to the
May 2013 hail storm. The City has seen record receipts in building permits, $2.4 million and
landfill charges, $3 million. When preparing the 2014/15 budget the estimates include a 3%
increase over a "normalized" current year. The City continues to see strong sales tax collections
into the first quarter of the 2014/15 fiscal year, however, at slightly lower levels than the 2013/14
year as anticipated in the budget preparation. Management keeps a close watch on sales tax col-
lections to assist in making changes during the year, if needed. The City also had a record year
for hotel occupancy tax revenue in 2013/14, recording slightly over $5.9 million.

On January 22, 2014 the City issued the Waterworks and Sewer System New Series Revenue
Bonds, Series 2014 in the amount of $8,495,000. The Series bonds mature annually through
2033 in principal amounts ranging from $355,000 to $495,000 and provide for interest rates
ranging from 0.00% to 2.62%. The proceeds will fund the design and construction of the Georgia
Street Interceptor project. This project will eliminate a lift station and ensure proper operation of
the collection system in the area. This bond issue will also fund the planning and design for the



replacement of Lift Station 32. Included in this financing is an additional amount of $441,131 of
loan forgiveness for a total project of $8.9 million.

e During 2012 the City Council approved the creation of a Drainage Utility Fund to be used for
drainage improvements. The drainage fund is one of three enterprise type funds and revenues and
expenditures are kept separate from all other City operations. The residential rate structure
included small, typical and large classifications. The typical classification represents fifty percent
of parcels in the City with a monthly fee of $2.51. All nonresidential properties are billed at
$2.51 for every 2,800 square feet of impervious cover on the property. Assessments began
October 1, 2012, and for the first year, this new fee generated approximately $4.99 million in
additional revenue. For fiscal year ending September 30, 2014, the drainage utility fund had a net
position of $5.5 million.

e On April 1, 2014 the City closed on two debt issues. The first debt issued was $6,080,000 in
Drainage Utility Revenue, Series 2014. The 2014 issue is mainly for drainage improvements on
Martin Road. The 2014 bonds have a final maturity of August 15, 2034. The bonds are subject
to mandatory redemption in annual amounts ranging from $200,000 to $410,000 and provide for
interest rates ranging from 2.00% to 3.75% The bonds have an unlimited net pledge of the
Drainage Utility System of 1.25 times net revenue.

e On April 1, 2014 the City also issued the Combination Tax and Revenue Certificates of
Obligations, Series 2014 in the amount of $2,260,000 for the purpose of financing enhancements
of the park facilities in the Greenways Public Improvement District (§725,000) and the Colonies
Public Improvement District ($1,535,000), respectively. Debt Service is to be funded out of
special assessments on properties within each District. The principal and interest are payable in
semi-annual installments at rates ranging from 2.000% to 3.625%, and the certificates are subject
to mandatory redemption in annual amounts ranging from $65,000 to $155,000. The final
maturity is August 15, 2034.

e On February 25, 2014 the City issued Tax Notes, Series 2014 in the amount of $2,650,000. The
Notes have a five-year life and are payable in semi-annual installments with interest rates ranging
from 0.20% to 2.00%. This issue will be used to fund roll stock in the Municipal Garage fleet.

The Notes are subject to mandatory redemption in annual amounts ranging from $430,000 to
$455,000.

Overview of the Financial Statements:

Effective October 1, 2001, the City adopted the provisions of Statement No. 34 issued by the Govern-
mental Accounting Standards Board (GASB). The financial presentation promulgated by that statement
is very different from the governmental financial presentation that was generally accepted before the issu-
ance of Statement No. 34. This discussion is intended to serve as an introduction to the City's basic
financial statements presented in conformity with this accounting standard.

The City's basic financial statements are comprised of three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. This report also con-
tains 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 finances of the City in a manner similar to a private-sector
business.

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



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, revenues and expenses are
reported in this statement for some items that will not result in cash flows until future fiscal periods (e.g.,
uncollected taxes).

Both of the government-wide financial statements distinguish governmental activities — functions of the
City that are principally supported by taxes and intergovernmental revenues — from business-type
activities — functions of the City that are intended to recover all or a significant portion of their costs
through user fees and charges. The governmental activities of the City include public safety, streets and
traffic, culture and recreation, solid waste, transit, urban redevelopment and tourism, as well as general
government and staff services. The business-type activities of the City include a water and sewer system,
drainage utility, and an international airport.

In addition to the financial statements of the City, the government-wide financial statements include
information concerning six legally separate entities that are part of the City's financial reporting entity
because of the City's oversight responsibility for their affairs. These entities include Amarillo Hospital
District, Amarillo Economic Development Corporation, Amarillo-Potter Events Venue District, Amarillo
Housing Financial Corporation, Amarillo Health Facilities Corporation, and Amarillo Local Government
Corporation. This information is presented separately from that of the primary government (the City of
Amarillo) because such component units are not legally or functionally an integral part of the City.

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 City like other state and
local governments uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the City can be divided into three categories: government funds,
proprietary funds, and fiduciary funds.

Government funds: Governmental funds are used to account for essentially the same functions reported
as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Accordingly, these statements do not reflect capital assets or long-term debt,
and they report capital outlay as opposed to depreciation and report proceeds and principal reductions of
long-term debt as sources and expenditures which increase or decrease fund balance. Such statements are
useful in evaluating a government's near-term financial 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 statement. By doing
so, readers may better understand the long-term impact of the government's near-term financing deci-
sions. 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.

In addition to a general fund, the City maintains special revenue funds, two debt service funds, ten capital
projects funds, and one permanent fund. These funds have been categorized as either major or non-major
based on the significance of their financial position or operations. For the current fiscal year, manage-
ment has determined that the General Fund and the Capital project funds meet the criteria for major fund
classification.

The City adopts annual appropriated budgets for most funds, other than funds controlled by the five-year
capital improvement program or funds controlled by project-length grant budgets.



Proprietary funds: The City maintains three different types of proprietary funds. Enterprise funds are
used to report the same functions presented as business-type activities in the government-wide financial
statements. The City uses enterprise funds to account for its water and sewer system, the drainage utility
system, and for its international airport. Internal service funds are an accounting device used to accumu-
late and allocate costs internally among a governmental entity's various functions. The City uses internal
service funds to account for its fleet of vehicles, its management information systems, and its general and
employee health self-insured programs. Because over 80% of these services benefit governmental
functions as opposed to business-type functions, their net position and unallocated (investment) earnings
have been included with governmental activities in the government-wide financial statements.

Fiduciary funds: Fiduciary funds are used to account for resources held for the benefit of parties outside
of the government. Fiduciary funds are not reflected in the government-wide financial statements be-
cause the resources of those funds are not available to support the City's own programs. The accounting
used for fiduciary funds is much like that used for proprietary funds. The fiduciary fund statements can
be found on pages 38 and 39 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.

Other information: As the budgetary comparison schedules of the major governmental funds are not a
part of the basic financial statements, this information is presented after the footnotes as required
supplementary information. This report also presents required supplementary information concerning the
City's progress in funding its obligation to provide pension benefits to its firefighters through the Fire-
men's Retirement and Relief Fund and its other employees through the Texas Municipal Retirement
System and its progress in funding other postemployment benefits.

Government-Wide Financial Analysis:

Changes in assets over time may serve as a useful indicator of a government's financial position. Prior to
the effective date of Statement No. 34 issued by the Governmental Accounting Standards Board, capital
assets used in governmental fund activities were accounted for in a "general fixed assets group of
accounts" and were not depreciated. Effective with its adoption of Statement No. 34 as of October 1,
2001, the City computed the accumulated depreciation on all governmental activity capital assets, includ-
ing infrastructure. Therefore, changes in assets of both governmental and business-type activities,
including capital assets as well as current assets, provide meaningful information to the reader. The table
below reflects the City's net position as of September 30, 2014 compared to the prior year (in thousands):

Governmental Activities Business-type Activities Total Percent
2014 2013 2014 2013 2014 2013 2014
Current assets $182,784 $ 173,670 $ 79,294 $ 71,042 $ 262,078 $ 244,712 2051%
Noncurrent assets 3,331 2,153 40,575 26,620 43,906 28,773 3.44%
Capital assets 367,312 363,844 604,429 599,324 971,741 963,168 76.04%
Total assets $ 553,427 $ 539,667 $ 724,298 $ 696,986 $ 1,277,725 $1,236,6563 100.00%
Deferred outflows of resources $ - % - $ 1967 $ - $ 1,967 § - 0.00%
Current liabilities $§ 24798 $ 22,159 $ 25205 $ 22,151 $ 50003 $ 44310 10.89%
Noncurrent liabilities 167,299 162,205 241,904 238,432 409,203 400,637 89.11%
Total liabilities $192,097 $ 184,364 $ 267,109 $ 260,583 $ 459,206 $ 444,947 100.00%
Deferred inflows of resources $ - § - $ 977 § 2,028 $ 977 § 2,028 0.00%
Net position:
Netinvestmentin capital assets $330,139 $ 329,551 $ 387,228 $ 371,302 $ 717,367 $ 700,853 87.54%
Resenrved/restricted 8,860 9,038 6,932 5,879 15,792 14,917 1.93%
Unrestricted 22,331 16,714 64,018 57,194 86,349 73,908 10.54%
Total net position $361,330 $ 355,303 $ 458,178 § 434,375 $ 819,508 §$§ 789,678 100.00%




The City's net position increased by $33.77 million during the current fiscal year before the prior period
adjustment of $(3.940) million. The following table reflects the elements of this change:

City of Amarillo, Texas - Changes in Net Position
(in thousands)

Governmental Activities Business-type Activities Total Percent
2014 2013 2014 2013 2014 2013 2014
Revenues
Program revenues
Charges for senices $ 47,730 $ 46,316 $ 91,818 $ 85,707 $ 139,548 $ 132,023 47.30%
Operating grants
and contributions 20,748 20,150 - - 20,748 20,150 7.03%
Capital grants
and contributions 8,032 9,573 6,407 2,745 14,439 12,318 4.89%
General revenues:
Property taxes 39,329 36,426 - - 39,329 36,426 13.33%
Other taxes 79,388 75124 - - 79,388 75,124  26.90%
Insurance recover/cost 623 - 20 698 643 698 0.22%
Investment earnings, etc 675 567 304 238 979 805 0.33%
Total revenues 196,525 188,156 98,549 89,388 295,074 277,544 100.00%
Expenses:
General/staff senices 14,426 16,196 - - 14,426 16,196 5.52%
Public safety 92,149 93,496 - - 92,149 93,496 3527%
Streets/ftraffic 20,236 20,897 - - 20,236 20,897 7.74%
Culture and recreation 25,226 26,496 - - 25,226 26,496 9.65%
Solid waste 13,812 13,950 - - 13,812 13,950 5.29%
Transit 5,073 5615 - - 5,073 5615 1.94%
Tourism/urban development 14,301 15,589 - - 14,301 15,589 5.47%
Inform ation technology 3,468 2,848 - - 3,468 2,848 1.33%
Interest on long-term debt 2,046 2,139 - - 2,046 2,139 0.78%
Water and sewer - - 56,986 60,199 56,986 60,199 21.81%
Drainage utility - - 2,384 1,745 2,384 1,745 0.91%
Airport - - 11,187 10,564 11,197 10,564 4.29%
Total expenses 190,737 197,226 70,567 72,508 261,304 269,734 100.00%
Excess (deficiency) before transfers 5,788 (9,070) 27,982 16,880 33,770 7.810
Transfers 761 672 (761) (672) - -
Change in net position 6,549 (8,398) 27,221 16,208 33,770 7.810
Net position, beginning 355,303 361,086 434,375 418,167 789,678 779,253
Prior period adjustment (see Note 1) (522) 2,615 (3,418) - (3,940} 2,615
Net position, beginning, as restated 354,781 363,701 430,957 418,167 785,738 781,868
Net position, ending $361,330 § 355,303 $ 458,178 § 434,375 $ 819,508 § 789,678

Governmental activities: The net position of the Governmental Activities was $361.33 million. Of this
amount, approximately $330.14 million is net investment in capital assets. Restricted net position of
approximately $341,000 and $8.51 million is restricted for debt service and other purposes, respectively.
This leaves an unrestricted net position for Government Activities of $22.33 million. Net position of the
Business-type Activities, which are comprised of the Water and Sewer Fund, Drainage Utility Fund, and
the Airport Fund totaled $458.18 million. The unrestricted net position of the Business-type Activities is
used to provide working capital and fund capital projects.

The increase in net position for the Governmental Activities is attributable to a much lower allocated cost
of postemployment benefits required under GASB 45 due to changes made to the City's health plan
during the 2013/14 fiscal year. Additional increases in net position were attributable to increased sales
tax collections, hotel/motel tax collections, and increased building permits and landfill charges related to
the May 2013 hail storm.

The accompanying bar chart entitled Expenses vs. Revenues — Governmental Activities — reflects the
extent to which each of the major governmental functions of the City is supported by revenues designated
for that purpose. These revenues include charges for services, intergovernmental revenues, and citizen
participations and contributions. Charges for services include fees of the solid waste disposal utility and



transit system, revenues of the auditorium-coliseum complex and park department, and permits, licenses,
and fines. For the current year, expenses of the governmental functions were $190.74 million. Program
revenues consisting of charges for services, operating grants, and capital grants were in total amount of
$76.51 million, resulting in a net cost of governmental functions in the amount of $114.23 million to be
supported by general revenues of the City which include property taxes and sales tax revenue. General
revenues and transfers totaled $120.77 million. General revenues, program revenues, and transfers
combined were $197.28 million representing total revenues derived from governmental activities.

The chart below titled Expenses vs. Revenues — Governmental Activities — shows the expenses and
revenues by activity. For most activities, expenses exceed revenues. General revenues such as sales tax
and property taxes are used to fund most of the governmental activities.
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The accompanying pie chart entitled Revenues by Source — Governmental Activities — reflects the major
components of both revenues as described above of $197.28 million excluding transfers of $761,000.
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Business-type activities: Business-type activities, which include the Water and Sewer Fund, Drainage
Utility Fund and the Airport Fund, increased the City's net position by $27.2 million. The increase in net
position for the Business-type Activities is attributable to increased revenue in the Water and Sewer Fund,
and the newly implemented drainage utility fees. Operating net income of the Water and Sewer Fund
remained very strong at $21.86 million compared to $22.29 million in the previous fiscal year. The
operating income remains high due to increased water and sewer rates, as well as continued drought
conditions. Net position for the Water and Sewer Fund increased by $23.7 million. Airport net position
increased by $1.2 million, which is mainly attributable through operating revenues and passenger facility
charge revenue. The Drainage Utility Fund net position increased by $2.7 million. The Drainage Utility
Fund was approved in late fiscal year 2011/12 and had assessment income starting October 1, 2012. The
Drainage Utility Fund had net operating income of $3.3 million for the second year of operation.

87.54% of the City's net position for the Business-type Activities is net investment in capital assets (land,
buildings, pipelines, streets, and runways, etc.). Management reviews the use of these assets on an
ongoing basis and determines whether any should be disposed of. All of these assets are either being used
in current City operations or, as in the case of underground water rights, are being held for planned future
use.

$6.93 million of the assets represent resources that are subject to external restrictions on how they may be
used. These restrictions primarily represent accounts established in accordance with bond covenants
together with bond proceeds held pending construction expenditures. Other restrictions include amounts
to be spent in accordance with grant agreements. The balance of net position is available to meet the
City's ongoing obligations to citizens and creditors.

Water and Sewer System: Water metered sales increased slightly by $638,126. Water revenues are
unpredictable because they are affected by the amount and timing of local rainfall. During 2013/14, the
Texas Panhandle was still experiencing drought conditions; however, the conditions were not as severe as
was experienced in 2010 through 2013. With the increase in water volume sold combined with rate in-
creases implemented for fiscal year 2011/12, 2012/13 and 2013/14 and a new rate tier for high
consumption, residential customers increased water sales. Changes in water usage have little effect on
sewer revenues; however, this revenue source increased by $604,918 due to rate changes and growth
within the City.

Airport: The Airport has been in process of expanding facilities, and the Federal Aviation Administration
funds a significant part of the cost of this expansion. While the Airport generally attempts to operate on a
break-even basis, its net position increased by $1.2 million. This increase is attributable to increased
operating revenues made up of the terminal building revenue which includes the parking garage revenue.
The passenger facility charge is approved to collect up to $19.2 million, which will be used to pay back
certificate of obligation bonds issued on September 3, 2009 in the amount of $16.14 million. During
2013/14, the Airport collected $1.40 million in passenger facilities charges, which is $68,268 less than the
previous year. Airport operating revenues increased slightly from $7.54 million to $7.70 million. Operat-
ing revenues are derived from airlines, fees and commissions and other building rentals.

Drainage Utility: The Drainage Utility Fund completed the second year of operation and recorded
operating revenues of $5.5 million with $2.2 million in operating expenses resulting in net operating
income of $3.3 million. Operating income will be used to service drainage debt that was issued during
2012/13 and 2013/14. The total outstanding debt at year-end for the Drainage Utility Fund was $11.48
million. Operating income will also be used to fund drainage projects, many of which are in the design
and engineering stages at the end of this fiscal year. The fund did complete its first capital improvement
on Farmers Ave. with a cost in excess of $4.0 million.
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Financial Analysis of the City's Funds:

Government funds: The focus of the financial statements of governmental funds is to provide infor-
mation on near-term inflows, outflows, and balances of spendable resources. Such information is useful
in assessing the City's financing requirement. In particular, unassigned fund balance may serve as a
useful measure of a government's net resources available for spending at the end of the fiscal year. As
management has long adhered to a policy of financing construction out of unreserved fund balances
available after all current needs have been met, these balances also serve as an indication of the amounts
available for expansion or replacement of infrastructure and other capital improvements.

At the end of the current fiscal year, the City's governmental funds reported combined ending fund
balances of $111.79 million, an increase of $9.45 million from the prior year. Beginning in fiscal year
ending September 30, 2011, the City implemented and began reporting the fund balance structure under
guidelines established by GASB 54. GASB 54 requires the fund balances of governmental funds be
segregated into five major components. These are: Non-spendable, Restricted, Committed, Assigned and
Unassigned. Of the total fund balances, approximately half has been designated by management for
specific purposes and is being accounted for in governmental funds established to control the expenditure
of the funds for designated purposes. These funds consist primarily of the Capital Project Funds and the
Compensated Absences Fund, which were established to currently fund the City's liability under its sick
and annual leave policy. The balance is available to fund current expenditures or to fund future capital
improvement or operating needs. All of this unassigned fund balance is accounted for in the General
Fund, which is the primary operating fund of the City. At the end of the current fiscal year, the total fund
balance of the General Fund was $55.9 million, of which $54.4 million was unassigned.

The fund balance of the General Fund increased by $4.2 million during the current year. The fund bal-
ance of the Capital Projects Funds increased by $5.9 million. This increase includes dollars allocated to
uncompleted projects. The capital projects funds had assigned fund balances of $38.6 million at Septem-
ber 30, 2014. These funds are assigned for construction projects in progress and for projects currently in
the planning stages and in the City's five-year capital plan.

The HUD Programs Fund accounts for funds administered by the City for the U.S. Department of Hous-
ing and Urban Development, including block grants, housing assistance, and various smaller low-income
programs. Most of the grants awarded to the City are expenditure driven; thus, for most programs,
revenues equal expenditures.

Proprietary funds: The financial statements of the Proprietary Funds provide information for the two
types of funds — the Business-type (Enterprise) Funds and the Internal Service Funds. The Internal
Service Fund financial statements reflect a net position deficit of $53.3 million. The purpose of Internal
Service Funds is to provide services within a government on a break-even basis. Funds classified as
Internal Service are: Municipal Garage, Information Services, Risk Management and Employee Insur-
ance. The net income or loss from these Internal Service Funds has been allocated back to the using
departments or funds for the city-wide financial statements. The unrestricted net position of the Internal
Service Funds is generally used to replace capital assets. Net position of the Internal Service Funds
decreased by $2.2 million due in large part of recording the liability and related expense in compliance
with GASB 45 for postemployment health benefits in the Employee Insurance Fund. The GASB 45
liability increased by $1.6 million for the fiscal year ending September 30, 2014. The recording of this
liability in the Employee Insurance Fund has created the overall deficit in net position for the Internal
Service Funds as a whole. In January 2013, the City began prefunding a portion of its Other Postemploy-
ment Benefits (OPEB) liability via an irrevocable multi-employer OPEB trust (PEB Trust) in additional
to pay as you go costs. During 2014 and 2015, the City has made significant plan design changes.
Effective January 1, 2015, all Medicare eligible retirees will be transitioned to a private Medicare
supplement plan and will no longer be covered on the City-sponsored plan. The City intends to provide a
monthly stipend of $150 to assist retirees in the payment of the supplement premium. These changes
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have reduced the unfunded actuarial accrued liability and, correspondingly, the Annual OPEB Cost from
$22.9 million to $8.2 million. Net position for the Municipal Garage Fund, Information Services Fund,
and Risk Management Fund remain positive and provide adequate resources for ongoing operations.

The accounting principles applied to these funds are similar to that of the private sector. Consequently,
with the exception of the allocation of Internal Service Fund losses to business-type activities, the net po-
sition and changes in net position of the Enterprise Funds in these financial statements is identical with
the net position and changes in net position in the city-wide financial presentation.

Capital Assets and Debt Administration:

Capital assets: The City's investment in capital assets as of September 30, 2014, was $971.74 million,
net of accumulated depreciation. The following tabulation summarizes the City's capital assets at Sep-
tember 30, 2014:

City of Amarillo, Texas - Capital Assets
(in thousands - net of depreciation)

Governmental Activities Business-type Activities Total
2014 2013 2014 2013 2014 2013

Land, easments and water rights $ 20297 § 14,200 $ 86,027 $ 87,682 $ 106,324 $ 101,882
Infrastructure 137,998 140,649 - - 137,998 140,649
Library resources 4,686 4,660 - - 4,686 4,660
Water and sewer other - - 418,078 392,764 418,078 392,764
Airport facilities - - 72,564 75,669 72,564 75,669
Buildings and other improvements 165,103 151,626 - - 155,103 151,626
Equipment and vehicles 31,155 28,645 1,925 2,208 33,080 30,853
Construction in progress 18,073 24,064 25,835 41,001 43,908 65,065

Total capital assets $ 367,312 $ 363,844 $ 604429 $ 599,324 $ 971741 $ 963,168

For this purpose, the vehicles, management information systems, and other assets of the Internal Service
Funds are classified as assets used in government activities. Refer to Note 6 in the Notes to Basic
Financial Statements for additional information related to capital assets.

The City of Amarillo attempts to fund its capital needs on a pay-as-you-go basis to the extent possible.
The City from time to time will borrow funds in order to complete significant infrastructure projects. The
City attempts to take advantage of favorable interest rates and use debt only when conditions are
favorable. Note 11 to the financial statements discloses in detail the debt activities of the City. In addi-
tion, a Combined Schedule of Outstanding Debt Issuances is provided in the supplemental section of the
CAFR. The following table shows the City's total principal amounts outstanding under bond agreements
as of September 30, 2014:

City of Amarillo, Texas - Outstanding Debt
(in thousands)

Governmental Actlvities _ Business-type Actlvities Total
2014 2013 2014 2013 2014 2013

General obligation bonds $ 4601 § 5,016 $ - 8 - $ 4601 § 5,016
Certificates of obligation 19,530 20,600 85,830 90,695 105,360 111,295
Special assessment debt 10,244 8,340 - - 10,244 8,340
Municipal garage revenue bonds 4,080 2,330 - - 4,080 2,330
Water and sewer revenue bonds - - 52,365 46,970 52,365 46,970
Water authority debt - - 83,303 88,399 83,303 88,399
Drainage utility revenue bonds - - 11,485 5,820 11,485 5,820
Airport - - 9,755 11,135 9,755 11,135

Total outstanding debt $ 38455 § 36,288 $ 242,738 $ 243,019 $ 281193 $ 279,305
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Refer to Notes 10 and 11 in the Notes to Basic Financial Statements for additional information related to
long-term debt and other commitments.

General Fund Budgetary Highlights

The primary purpose of the General Fund is to account for general revenues such as property taxes, sales
taxes, and other taxes and expenditures related to essential city functions and programs. The General
Fund is comprised of multiple departments that carry out many of the City's essential functions from
street repair and maintenance, traffic, fire and police protection, sanitation collection and disposal, and
other administrative functions just to name a few.

General Fund Revenues: The total General Fund revenues budgeted for fiscal year 2013/14 was
$156,441,908. Certain reclassifications of interdepartmental reimbursements are made from the approved
budget for financial reporting purposes. Actual sales tax revenue accounts for 33.28% of the General
Fund total revenue excluding transfers. Sales tax revenues were budgeted for $52.5 million. Actual sales
tax revenues for 2013/14 were $54.4 million. Sales tax revenues exceeded expected budgeted amounts by
$1.9 million. Sales tax receipts have been very strong for several years; however, the 2013/14 receipts
were up significantly from the prior year. During May 2013 the City experienced a significant hail storm
event. The City has seen a significant increase in Sales Tax, Building Permits, and Landfill Collection.
The City's 2014/15 budget estimate anticipates strong revenue levels; however, the budget has been
adjusted in anticipation of more normal collection period for these revenue streams. Another major
component of General Fund revenues is ad valorem property taxes. As detailed on page 147, General
Fund ad valorem tax collections were budgeted at $32.03 million. Actual ad valorem taxes were $32.63
million. Other General Fund revenues are comprised of charges for services, business taxes, fines and
forfeitures, investment earnings, and miscellaneous revenues. In total, the actual General Fund revenues
exceeded budgeted revenues by $7.1 million. The attached chart shows the major sources of total General
Fund revenues as summarized on page 106:

General Fund Actual Revenues
Fiscal Year 2013/2014 Actual
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In the above graph you can see the growth rate of the General Fund property tax revenue (ad valorem tax
collections) in contrast with the growth rate of sales tax revenue. The sales tax revenue, despite a
nationwide slow economic recovery, has faired well and has a healthy, positive trend line. The City
management keeps a watchful eye on the monthly sales tax to spot any flattening trends that might
develop. Ad valorem tax revenues show an increase mainly due to increased property values. The tax
rate in effect for the year ending September 30, 2014 was $0.34009 which is a $0.02 increase over the
prior year's rate of $0.32009. The total value of properties on the tax roll is now approximately $10.7
billion.

General Fund Expenditures: The total General Fund operating expenditure budget excluding fund
transfers for fiscal year 2013/14 was $151.6 million. Total actual expenditures and appropriations against
the operating budget for 2013/14 were $147.3 million. This resulted in underspending the budget by $4.3
million. Police and Fire protection combined account for approximately 46% of the General Fund ex-
penditure budget. Operating transfers to Capital Projects Funds and other funds were budgeted for $12.7
million.
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Actual General Fund transfers to capital projects funds during the year were $12.37 million. The follow-
ing chart shows the breakdown by functional area of the General Fund actual expenditures for 2013/14:

General Fund Expenditures
Fiscal Year 2013/2014
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The City's primary source of funding the annual General Fund CIP program is through reallocation of
excess revenues and unspent monies from the preceding fiscal year. The goal is to maintain an adequate
level of fund balance or reserves within the General Fund for contingencies and operations and to allocate
any excess funds to the capital improvement program.

Economic Factors and Next Year's Budget and Rates

The 2014/15 budget is a balanced budget, based on conservative revenue estimates, a low ad valorem tax
rate, and complies fully with all relevant state and local requirements. The City Council increased the
property tax rate by $0.005 to $0.34509 per $100 valuation. The tax increase allows the City to address
additional police officer positions and increased staffing for Animal Management and Welfare. This
budget takes many positive strides forward for Amarillo. With the addition of seven police officer
positions, the City continues to work toward a recommended staffing level for the Police Department of
two officers per 1,000 population. Additional overtime budget funding in the Fire Department will
provide for Advanced EMT training of nine additional firefighters. The City has made great strides
toward improving Animal Management and Welfare operations including the addition of nine positions,
four during the 2013/14 fiscal year and five additional positions for the 2014/15 fiscal year. The budget
also includes a restructure of the Department and enhancements to the facility. The budget further
provides for continued improvements to our streets, water system, wastewater system, parks, and core
services. This budget addresses internal City efforts such as the Information Technology division and the
City fleet.

The City is very pleased with the sales tax receipts for the 2012/13 year. The 2012/13 sales tax receipts
represented an all-time record collection year. We included a revised budget of $54 million in sales tax
receipts for the 2013/14 fiscal year, which is up $1.5 million over the original budget. This represented

16



an increase for 2013/14 that goes above and beyond the record set the prior year as noted above. How-
ever, the City feels that a portion of the increased sales tax receipts is directly related to the May 2013 hail
storm event. In preparing the 2014/15 budget, we have included a 3% increase over a "normalized"
current year for a budget estimate of $54.8 million. The City of Amarillo is heavily reliant upon the sales
tax and the continued upward trends contribute greatly to the ability to address staffing concerns and
compensation issues.

The sales tax is the City's largest revenue source. Amarillo has long enjoyed a history of steadily
increasing sales tax, which has offset our low property tax rate. However, for the 2008, 2009, and 2010
fiscal years, the City saw flat or declining sales tax receipts. We were very pleased to report that the
$51.7 million sales tax receipts received for the 2012/13 fiscal year were the highest ever at that point.
We estimated an increase in sales tax receipts for the 2013/14 fiscal year at $54 million and an estimated
budget for the 2014/15 fiscal year at $54.8 million. Even so, the sales tax budget of $54.8 million for the
2014/15 fiscal year is not sufficient alone to fund the budgets for Public Safety. The City relies on
multiple-revenue sources to fund General Fund operations.

Property and Sales Taxes

Amarillo continues to maintain the second lowest ad valorem tax rate among similarly sized cities in the
State. The 2014/15 ad valorem tax rate is $0.34509 per $100 valuation, which is a $0.005 (1/2 cent)
increase over the prior year.

The total value of properties on the tax roll is now approximately $11.1 billion and the value of frozen or
capped properties is approximately $1.7 billion. This results in a taxable value for the City of
approximately $9.3 billion. The loss in taxable value due to the increase in frozen properties for the year
is $17.6 million. That amount must be made up through either new growth in the tax roll, increased
appraisal value of non-capped properties, or through adjustments in the overall tax rate. For the 2014/15
budget, the revenue lost from frozen taxes is $1,001,220 or 2.7% of the current ad valorem tax levy. In
2013, Amarillo experienced $340 million in total growth of all property. Of this amount, $187 million
was new property added to the tax roll.

The City Council determined funding issues as the number one strategic goal. During this budget, City
staff analyzed and reviewed the fund levels including property tax levels and projected sales tax receipts.
As discussed earlier, after three years with the same property tax rate, the City Council increased the
property tax rate by $0.01 to $0.32009 for the 2011/12 fiscal year and by $0.02 in the 2013/14 fiscal year
and by $0.005 in the 2014/15 fiscal year. Even with the increase, our $0.34509 tax rate is one of the low-
est rates in the State. It is interesting to note that while the property tax rate and associated levy is often
in the public eye, it raises less revenue than is required to operate only the Amarillo Police Department
for the upcoming fiscal year.

Franchise Fees, User Fees and Charges

During this budget, City staff analyzed and reviewed the fund levels. During the 2010/11 fiscal year, the
City issued water and sewer bonds to fund water rights purchases, as well as participating in a CRMWA
debt issue for the purchase of ground water rights. Funding of this debt service necessitated an 11%
increase in the water and sewer rates. This rate increase was implemented over two budget cycles. Thus,
rates were increased by 6% in the 2011/12 budget and we included a 5% increase to follow for the
2012/13 fiscal year budget. In the 2013/14 fiscal year, the City included a 2% rate increase. For the
2014/15 fiscal year, the City has included an increase in the fourth tier rates from $4.65 to $5.00 per 1,000
gallons. This rate increase only affects those customers that use over 50,000 gallons a month. The water
rate structure is designed so that customers who only use water for domestic use still have very reasonable
rates. A residential 10,000 gallon water user will have a monthly rate of $28.62, which is very low
compared to other Texas cities.
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For 2014/15, we have included an increase for the residential solid waste customers from $15.00 monthly
to $15.40. Revenue from the electricity and gas franchise fees is projected to increase for the 2014/15
fiscal year from these sources.

CONSOLIDATED BUDGET

Our 2014/15 fiscal year budget is $295,087,777, which is a 1.0% or $2,980,229 decrease compared to our
2013/14 budget of $298,068,006.

The areas of specific increase/decrease in this budget are:

FY 2013/14 FY 2014/15 % Change
General Fund M&O $ 163,198,265 $ 173,731,298 6.5%
Water & Sewer M&O 43,733,976 46,878,105 7.2%
Capital Improvement Projects 58,441,659 44,277,813 -24.2%
Special Revenue M&O 19,879,800 21,146,090 6.4%
Municipal Garage M&O 9,553,462 9,806,879 2.7%
Insurance M&O 25,237,495 26,235,461 4.0%
Debt Service 25,234,744 25,397,971 0.6%
Airport M&O 6,688,180 6,791,953 1.6%
Drainage Utility M&O 1,994,043 2,417,037 21.2%
Info Technology M&O 4,576,311 4,758,062 4.0%
Capital Transfers 351,265 304,400 -13.3%
Less Interfund Transfers (60.821.194) (66.657,292) -9.6%
Total Budget 3 298,068.006 3 295,087,777 —-1.0%

Municipal government is a service provision business and the predominant expense category in our
budget is always personnel and associated employee salaries and benefits expense. Personnel costs
comprise 48% or $141.8 million of our 2014/15 net budget. The second largest category is Capital
Improvement Projects of $44.3 million or 15% of our budget. The third highest category of expenses is
Debt Service, which accounts for 9% or $25.4 million of our budget. Debt service expenditures include
all funds. The largest category increase in the FY 2014/15 budget is the General Fund.

Employee Staffing

The 2014/15 budget consists of 2,131 permanent and 330 part-time employee positions. Permanent posi-
tions have increased by 41 positions o