UPPER NECHES RIVER
MUNICIPAL WATER AUTHORITY

ANNUAL FINANCIAL REPORT

FOR THE YEAR ENDED
SEPTEMBER 30, 2025



Upper Neches River Municipal Water Authority

Annual Financial Report
For The Year Ended September 30, 2025

TABLE OF CONTENTS
Page Exhibit
FINANCIAL SECTION
Annual Filing Affidavit ‘ 1
Independent Auditors’ Report on Financial Statements 2-3
Management's Discussion and Analysis (Required Supplementary Information) 4-9
Basic Financial Statements
Government-Wide Financial Statements:
Statement of Net Position and Governmental Funds Balance Sheet 10 A-1
Statement of Activities and Governmental Funds Statement of Revenues,
Expenditures, and Changes in Fund Balances 11 A-2
Reconciliation of the Governmental Funds Balance Sheet
to the Statement of Net Position 12 A-3
Reconciliation of the Statement of Revenues, Expenditures, and Changes in
Fund Balances of Governmental Funds to the Statement of Activities 13 A-4
Notes to the Financial Statements 14-21
Required Supplementary Information:
Budgetary Comparison Schedule:
General (Operation) Fund 22 B-1

Note to the Required Supplementary Information 23



B-S-T-W

BOLTON, SULLIVAN, TAYLOR & WEBER, L.L.P.
CERTIFIED PUBLIC ACCOUNTANTS

P.O.Box826 & Palestine, Texas 75802 o 1023 N.Mallard Street o  Palestine, Texas 75801
Phone (903)729-2229 ¢  Fax (903)729-3123 ¢  Website www.bstwcpa.com

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Upper Neches River Municipal Water Authority
Palestine, Texas

Opinions

We have audited the accompanying financial statements of the governmental activities and each major fund
of Upper Neches River Municipal Water Authority (Authority) as of and for the year ended September 30,
2025, and the related notes to the financial statements, which collectively comprise the Authority’s basic
financial statements as listed in the table of contents.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and each major fund of the Upper Neches River Municipal
Water Authority as of September 30, 2025, and the respective changes in financial position for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Basis for Opinions

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Our responsibilities under those standards are further described in the Auditor's Responsibilities
for the Audit of the Financial Statements section of our report. We are required to be independent of the
Authority, and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements
relating to our audit. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinions.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for 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.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about the Authority’s ability to continue as
a going concern for twelve months beyond the financial statement date, including any currently known
information that may raise substantial doubt shortly thereatter.



Board of Directors of
Upper Neches River Municipal Water Authority

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes
our opinions. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore
is not a guarantee that an audit conducted in accordance with generally accepted auditing standards will
always detect a material misstatement when it exists. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control. Misstatements are considered
material if there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgement made by a reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards, we:
e Exercise professional judgement and maintain professional skepticism throughout the audit.

o ldentify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such procedures
include examining, on a test basis, evidence regarding the amounts and disclosures in the financial

statements.

e Obtain an understanding of internal control relevant to the audit 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 Authority’s internal control. Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the

financial statements.

e Conclude whether, in our judgement, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the Authority’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matters

that we identified during the audit.
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information on pages 4-9 and page 22 be presented to
supplement the basic financial statements. Such information is the responsibility of management and,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited procedures to
the required supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our inquiries,
the basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Rolton, Sullivan, T@/or & Weber, L.LP,

Palestine, Texas
January 12, 2026
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Upper Neches River Municipal Water Authority
Management’s Discussion and Analysis (unaudited)

Year Ended September 30, 2025

This section of the Upper Neches River Municipal Water Authority (Authority) annual financial report presents
our discussion and analysis of the Authority’s financial performance during the fiscal year ended September
30, 2025. Please read it in conjunction with the Authority’s financial statements, which follow this section.

OVERVIEW OF THE FINANCIAL STATEMENTS

In June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No. 34, “Basic
Financial Statements - Management's Discussion and Analysis - for State and Local Governments.” The
objective of this Statement is to enhance the understandability and usefulness of the external financial
reports of state and local governments to the citizenry, legislative and oversight bodies, and investors
and creditors.

The Authority is a quasi-governmental agency created by the 53rd Texas Legislature, Regular Session,
1953, as a conservation and reclamation district pursuant to and as authorized by Section 59 of Article
XVI of the Texas Constitution. The statute creating the Authority (Article 8280-157) established the
powers and mission of the Authority to store, control, conserve, protect, distribute and utilize storm and
floodwaters and unappropriated flow of the Neches River and its tributaries as are located within Smith,
Cherokee, Anderson and Henderson counties. In accordance with Statement No. 34, the Authority is
considered a special-purpose government engaged in only governmental activities.

This annual report consists of three parts - management’s discussion and analysis (this section), the
basic financial statements and required supplementary information.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data. The statements are followed by a section of required
supplementary information that further explains and supports the information in the financial statements.

The remainder of this overview section of management’s discussion and analysis explains the structure
and contents of each of the statements.

Government-Wide Statements

The government-wide statements report information about the Authority as a whole using accounting
methods similar to those used by private-sector companies. The Statement of Net Position includes all
of the government’s assets and liabilities. All of the current year's revenues and expenses are accounted
for in the statement of activities regardless of when cash is received or paid.

The two government-wide statements report the Authority’s net position and how it has changed. Net
position, the difference between the Authority’s assets and liabilities, is one way to measure the
Authority’s financial health or position. Over time, increases or decreases in the Authority’s net position
is an indicator of whether its financial health is improving or deteriorating, respectively.



Page 2 of 6

OVERVIEW OF THE FINANCIAL STATEMENTS (concluded)

Fund Financial Statements

The fund financial statements provide more detailed information about the Authority’s most significant
funds - not the Authority as a whole. Funds are accounting devices that the Authority uses to keep track
of specific sources of funding and spending for particular purposes.

Some funds are required by State law, to demonstrate compliance, and by bond covenants. The Board
of Directors establishes other funds to control and manage money for particular purposes or to show that
it is properly using certain grants.

All of the Authority’s services are included in governmental funds, which focus on (1) how cash and other
financial assets that can readily be converted to cash flow in and out, and (2) the balances left at year-
end that are available for spending. Consequently, the governmental fund statements provide a detailed
short-term view that helps you determine whether there are more or fewer financial resources that can
be spent in the near future to finance the Authority’s programs. Because this information does not
encompass the additional long-term focus of the government-wide statements, we provide additional
information on subsequent pages that explains the relationship (or differences) between them.

FINANCIAL HIGHLIGHTS

«  The Authority’s total combined net position was $20,246,280 as of September 30, 2025, which
represents an increase of $407,095 or 2.05% from the previous year. Current amounts invested in
capital assets comprise 59% of total net position as compared to 61% last year. Total liabilities
increased by $973,484 during the year primarily as a result of payables related to work performed on
the gatehouse renovation prior to year-end. The increase in liabilities was also caused by the amounts
due to other governments increasing as actual expenditures were further from budgeted expenditures
when compared to the previous year.

« During the year, the Authority’s activities reported $160,279 of net program revenue. General
revenues of $246,816, primarily consisting of investment income, contributed to an overall increase
in net position of $407,095.

+  The General (Operation) Fund reported an ending fund balance of $6,467,551, which increased by
$420,611. The ending fund balance now represents 398% of total General Fund expenditures of
$1,626,913.

+ The Capital Projects (Capital and Contingency Reserve) Fund reported an ending fund balance of
$1,689,541 which increased by $56,165 this year primarily as a result of interest income and a
positive fair market value adjustment of investments.



FINANCIAL ANALYSIS OF THE AUTHORITY AS A WHOLE

Current and other assets

Noncurrent assets:
Capital assets being depreciated
Less accumulated depreciation
Capital assets not being depreciated
Total Assets

Currentliabilities
Total Liabilities

Net Position:
Invested in capital assets
Unrestricted
Total Net Position

Summary of Net Position
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Increase

2025 % 2024 % (Decrease)
$ 9,500,336 44% $ 8,047,805 40% $ 1,452,531
14,041,452 65% 14,037,469 70% 3,983
(7,233,893) (33%) (7,074,732) (35%) (159,161)
5,236,662 24% 5,153,436 25% 83,226
21,544,557 100% 20,163,978 100% 1,380,579
1,298,277 100% 324,793 100% 973,484
1,298,277 100% 324,793 100% 973,484
12,044,221 59% 12,116,173 61% (71,952)
8,202,059 41% 7,723,012 39% 479,047
$ 20,246,280 100% $ 19,839,185 100% $ 407,095

The Authority’s overall total net position increased by $407,095 or 2.05% during the 2025 fiscal year. This
increase is a result of revenues exceeding expenses as discussed in more detail in the Summary of

Changes in Net Position below.

Net investment in capital assets decreased $71,952 in the current year as a result of an increase in the
accumulated depreciation contra account.

Summary of Changes in Net Position

Increase
2025 % 2024 % (Decrease)
Revenues:
Water contract payments $1,543,349 73% $1,014,854 58% $ 528,495
Recreation and land use 176,765 9% 183,824 11% (7,059)
Water sales 110,402 5% 60,861 4% 49,541
Other operating 28,814 1% 32,965 2% (4,151)
Interestincome 296,837 14% 268,646 16% 28,191
Netincrease (decrease) in
fair value of investments (50,021) (2%) 180,768 10% (230,789)
Gain (loss) on disposition of
fixed assets - - (1,504) (1%) 1,504
Total Revenues 2,106,146 100% 1,740,414 100% 365,732
Expenses:
Capital outlay 628,771 37% 92,531 8% 536,240
General administration and
depreciation 1,070,280 63% 1,082,405 92% (12,125)
Total Expenses 1,699,051 100% 1,174,936 100% 524,115
NetIncrease (Decrease)in
Net Position $ 407,095 $ 565478 $ (158,383)
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FINANCIAL ANALYSIS OF THE AUTHORITY AS A WHOLE (concluded)

The Authority’s total revenues were $2,106,146 of which 73% comes from municipal water contract
payments. General revenues decreased to $246,816, while current net program revenues exceeded
program expenses by $160,279. For the year, the Authority’s net position increased by $407,095. Total
revenues increased by $365,732, or 21.01%, primarily due to an increase in municipal water contract
payments. Investment income, reported as general revenues, decreased by $202,598 as a result of a
required GASB fair market value adjustment.

Total expenses increased by 44.61%, or $524,115 as a result of several factors. Capital outlay expenses
increased from the prior year by $536,240 primarily due to continued work on the gatehouse renovation.
Special services expenses decreased from the prior year by $26,411 due to a decrease in legal
assistance being required. Routine repair and maintenance on multiple Authority assets decreased
$8,345 from the previous year and insurance and bonds increased by $3,142. Depreciation expense
increased by $5,309, other contractual services increased by $9,701 and other net expenses remained

relatively steady, increasing by $4,479.

In accordance with the Authority's enabling statute, the Authority currently operates the following facilities
or performs the following functions.

Lake Palestine (Blackburn Crossing Dam)

Lake Palestine is a 25,000 surface acre water supply reservoir created by construction of a dam at
Blackburn Crossing on the main stem of the Neches River. The reservoir was constructed as a public
water supply for cities and other population centers, industry, irrigation and other beneficial uses.

The reservoir is permitted by the State of Texas to yield 238,000 acre-feet of water per annum for the
above uses. (1 acre-foot = 325,850 gallons)

Rocky Point Dam

The Authority also owns and operates a small channel dam on the main stem of the Neches River
approximately 25 river miles downstream from Blackburn Crossing and serves as the raw water diversion
reservoir for the City of Palestine.

Operation and maintenance (O & M) of Lake Palestine and Blackburn Crossing Dam is the major cost
center of the Authority as well as typically generating over 65% of the Authority’s annual revenue. The
cities of Dallas, Tyler and Palestine have long-term contracts for the majority of the yield of Lake Palestine
for municipal use. Tyler and Palestine are currently taking water. Dallas projects beyond 2025 as a target
to commence diversion.

Support of water oriented recreational activities on Lake Palestine accounts for approximately 9.5% of
the annual operating cost, or approximately $155,000, of General Fund expenditures.

The Authority administers for the State of Texas the OSSF (On-Site Sanitation Facility) program on the
marginal lands of Lake Palestine. The Authority is the authorized agent for issuing permits for sanitary
sewer disposal systems in accordance with applicable statutes and local codes. The Authority currently
has over 4,200 valid disposal permits in place and issued approximately 51 new and replacement permits
this year.

The activity is performed by contract with the State of Texas in accordance with regulations promulgated
by the Texas Commission on Environmental Quality (TCEQ).

The Authority is free of long-term debt, financing O & M and capital expenditures from current funds.
Funding sources are current services, which bear a fee, interest earnings, and revenues from long-term
water purchase contracts which provide for funding of a prescribed portion of annual operation costs.
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CAPITAL ASSET AND LONG-TERM DEBT ACTIVITY

As of September 30, 2025, the Authority’s total investment in capital assets was $19,278,114. These
capital assets are comprised of land, construction in progress, dam and spillway, buildings and
equipment. The amount of net capital assets decreased by $71,952 or 0.597%, during FYE 2025 primarily
due to depreciation.

Major capital asset events during the current fiscal year included the following:

e New office furniture was acquired for the office of the administrative secretary for $3,983.

e The initial engineering phase and the bidding phase for the Intake Tower Gate Replacement
were completed for $83,226. This is recorded as construction in progress until the project is
complete and in service.

As noted earlier, the Authority currently does not have any bonds payable outstanding. Capital projects
are scheduled based on urgency of need and an effort to maintain a relative uniform funding pattern.
Peaks in funding cycles occur only when required by a regulatory agency or priority operating need.
During the past ten years, the 2020-2022 dam renovation has been the only major capital project
completed. A major renovation of the gatehouse began during the 2023 fiscal year and is projected to be
completed during the 2026 fiscal year.

More information on capital assets is available in footnotes to the Basic Financial Statements.
FINANCIAL ANALYSIS OF THE AUTHORITY’S FUNDS

An analysis of changes in major governmental funds’ revenues and expenditures, as well as significant
differences in balance sheets, follows.

The Authority’s General (Operation) Fund is the primary and largest operating fund. Total revenues were
up by $394,825 or 23.9%. Investments increased $665,636 from the previous year due to an increase in
the number of investments held, which was slightly offset by a negative GASB fair market value
adjustment. The General Fund's interest income increased $46,389 due to a slight rise in interest rates
and the overall increase in investments. Water contract payments increased $528,495, along with total
expenditures, in accordance with the water supply agreements. Expenditures increased during the
current year 51.9% to $1,626,913, largely due to the current year having additional expenditures for
the gatehouse reconstruction. The Operation Fund saw a net increase in fund balance of $420,611.

Total assets of the Operation Fund were up $1,394,095, or 21.9%, as a result of expenditure-driven
revenues from the cities of Dallas, Palestine and Tyler coming in closer to budget while expenses came
in $677,807 below budget. Total liabilities increased $973,484, or 299.7%, largely as a result of accounts
payable related to work performed on the Intake Tower Gate Replacement project prior to September
30, 2025. City revenues received beyond budgeted expenditures are required to be returned to the
cities, and the related liability for this also contributes to the increase in liabilities. There was no
deferred revenue for the current year.

The Authority’s other fund, the Capital Projects (Capital and Contingency Reserve) Fund, has been
established to fund and account for the acquisition and construction of special major capital facilities. As
of September 30, 2025, the fund balance increased $56,165 to $1,689,541 resulting from interest income
and a fair market value adjustment to investments.

Capital and Contingency Reserve Fund assets and liabilities were relatively unchanged during the year.
GENERAL (OPERATION) FUND BUDGETARY HIGHLIGHTS

During the current year, the General (Operation) Fund budget was not amended. Actual expenditures
were less than total appropriations by $677,807, primarily due to unexpended salaries, supplies, special
services, and maintenance. The difference was also the result of the bidding and initial engineering phase
of the gatehouse renovation being completed under budget. Expenditure driven water contract revenues
were accordingly down and under budget by $642,248.

-8-
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ECONOMIC FACTORS, NEXT YEAR’S BUDGET AND OTHER MATTERS

General (Operation) Fund spending increases in the 2025-2026 budget from $1,626,913 to $3,327,376
which represents a 105% increase. The increase is a result of funding being provided for: legal and
engineering services to address current and future water rights; the filling of vacant employee positions;
the purchase of a front-end loader tractor attachment; the repairs to piers at the fishing pier and the ramp
piers; construction and engineering costs for the replacement of gate valves and repair of channel pipe
for the dam to Palestine. Total revenue is projected to increase by $1,487,286 or 73%, accordingly. Water
contract payments are anticipated to increase by $1,596,461 as a result of budgeted expenditure
increases. If these estimates are realized, the Authority's General (Operation) fund balance would
increase by $207,434. No significant economic indicators were taken into account when adopting the
budget for 2025-2026.

The Capital Projects (Capital and Contingency Reserve) Fund 2025-2026 budget reflects an additional
$400,000 of expenditures related to water rights issues in the Upper Neches Basin and finding a favored
alternative for the Fastrill Reservoir project including filing a permit application for Upper Neches run-of-
river water. Budgeted 2025-2026 revenues are projected to be less than expenditures by $370,000. No
significant economic indicators were taken into account when adopting the budget.

-9-
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EXHIBIT A-1

UPPER NECHES RIVER MUNICIPAL WATER AUTHORITY
STATEMENT OF NET POSITION AND
GOVERNMENTAL FUNDS BALANCE SHEET
SEPTEMBER 30, 2025

General Capital Total
(Operation) Projects Governmental Adjustments Statement of
Fund Fund Funds (Exhibit A-3)  Net Assets
ASSETS
Cash and cash equivalents $ 10949004 $ 173,319 $ 1,268,223 $ - $ 1,268,223
Accrued interest receivable 89,028 40,135 129,163 - 129,163
Investments 6,581,896 1,476,087 8,057,983 - 8,057,083
Accounts receivable - - - 57,063 57,053
Allowance for estimated uncollectible
accounts receivable - B - (28,478) (28,478)
Prepaid expenses - - - 16,392 16,392
Capital assets (net of accumulated
depreciation): - - - - -
Land - B - 5,153,436 5,153,436
Dam and spillway - - - 6,389,614 6,389,614
Buildings and structures - - - 254,140 254,140
Equipment, machinery and vehicles - - - 139,268 139,268
Office furniture, fixtures and
equipment - - - 24 537 24,537
Construction in Progress - - - 83,226 83,226
Total Assets $ 7,765,828 $ 1,689,541 $ 9,455,369 $ 12,089,188 § 21,544,557
LIABILITIES
Accounts payable $ 586,140 $ -3 586,140 $ - $ 586,140
Accrued liabilities 69,889 - 69,889 - 69,889
Due to other governments 642,248 - 642,248 - 642,248
Total Liabilities 1,298,277 - 1,298,277 - 1,298,277
FUND BALANCES/NET ASSETS
Assigned to capital projects - 1,689,541 1,689,541 (1,689,541) -
Unassigned 6,467,551 - 6,467,551 (6,467,551) -
Total Fund Balances 6,467,551 1,689,541 8,157,092  (8,157,092) -
Total Liabilities and Fund Balances $ 7,765,828 $ 1,689,541 $ 9,455,369
Net Position:
Net Investment in Capital Assets 12,044,221 12,044,221
Unrestricted 8,202,059 8,202,059
Total Net Position $ 20,246,280 $20,246,280

The accompanying notes are an integral part of this statement.
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EXHIBIT A-2

UPPER NECHES RIVER MUNICIPAL WATER AUTHORITY
STATEMENT OF ACTIVITIES AND GOVERNMENTAL FUNDS STATEMENT OF
REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
FOR THE YEAR ENDED SEPTEMBER 30, 2025

General Capital Total
(Operation) Projects Governmental Adjustments Statement of
Fund Fund Funds (Exhibit A-4) Activities
Expenditures/Expenses:
Administrative $ 912,881 $ -3 912,881 $ (1,762) $ 911,119
Capital outlay 714,032 - 714,032 (85,261) 628,771
Depreciation - - - 159,161 159,161
Total expenditures/expenses 1,626,913 - 1,626,913 72,138 1,699,051
Program revenues:
Water sales 110,402 - 110,402 - 110,402
Concession fees 87,401 - 87,401 1,846 89,247
Site leases and easements 86,907 - 86,907 611 87,518
City of Palestine water contract payments 208,733 - 208,733 - 208,733
City of Dallas water contract payments 792,366 - 792,366 - 792,366
City of Tyler water contract payments 542,250 - 542,250 - 542,250
Water quality order revenue 7,650 - 7,650 - 7,650
Other operating revenue 21,164 - 21,164 - 21,164
Total program revenues 1,856,873 - 1,856,873 2,457 1,859,330
Net program revenue (expense) 160,279
General revenues:
Interest on investments 261,726 35,111 296,837 - 296,837
Net Increase (decrease) in the fair
value of investments (71,075) 21,054 (50,021) - (50,021)
Gain (Loss) on the Disposal of Assets - - - - -
Total general revenues and transfers 190,651 56,165 246,816 - 246,816
Total revenues and transfers 2,047,524 56,165 2,103,689 2,457 2,106,146
Excess (deficiency) of revenues and
transfers in over (under) expendifures
and transfers out 420,611 56,165 476,776 (476,776) -
Change in net position - - - 407,095 407,095
Fund balances/net position - beginning of
year 6,046,940 1,633,376 7,680,316 12,158,869 19,839,185

Fund balances/net position - end of year $6,467,551 $ 1,689,541 $ 8,157,092 $12,089,188 $20,246,280

The accompanying notes are an integral part of this statement.
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EXHIBIT A-3

UPPER NECHES RIVER MUNICIPAL WATER AUTHORITY
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION
SEPTEMBER 30, 2025

Total fund balances - governmental funds balance sheet $ 8,157,092

Amounts reported for governmental activities in the statement of net position
("SNP") are different because:

Capital assets used in governmental activities are not reported in the funds. 12,044,221

Net accounts receivable unavailable to pay for current period expenditures. 28,575
Prepaid expenditures using current financial resources for future periods

are not reported in the funds. 16,392

Net position of governmental activities - statement of net position $ 20,246,280

The accompanying notes are an integral part of this statement.

12-



EXHIBIT A-4
UPPER NECHES RIVER MUNICIPAL WATER AUTHORITY
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2025

Net changes in fund balances - total governmental funds $ 476,776

Amounts reported for governmental activities in the statement of activities
("SOA") are different because:

The depreciation of capital assets used in governmental activities is not reported in the funds. (159,161)
Acquisition of capital assets used in governmental activities is not reported in the funds. 87,209
Certain current year revenue unavailable to pay for current year expenditures in the funds. 28,575
Prior year revenue now available to pay for fund expenditures. (28,066)
Prepaid expenditures using current financial resources for future periods
are not reported in the funds. 16,392
Prior year prepaid expenditures reported as expenses in the current year SOA. (14,630)
Change in net position of governmental activities - statement of activities $ 407,095

The accompanying notes are an integral part of this statement.
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UPPER NECHES RIVER MUNICIPAL WATER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED SEPTEMBER 30, 2025

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following summary of Upper Neches River Municipal Water Authority’s (Authority) more significant
accounting policies is presented to assist the reader in interpreting the financial statements. These policies,
as presented, should be viewed as an integral part of the accompanying financial statements.

The Authority’s financial statements are prepared in accordance with generally accepted accounting
principles (GAAP). The Governmental Accounting Standards Board (GASB) is responsible for establishing
GAAP for state and local governments through its pronouncements (Statements and Interpretations).
The more significant accounting policies established in GAAP and used by the Authority are discussed
below.

Reporting entity. The Upper Neches River Municipal Water Authority was created in 1953 as a special-
purpose conservation and reclamation district by the 53rd Texas Legislature (House Bill 579-053) and
amended in 1955 by the 54th Texas Legislature (House Bill 405-1955) by authority of Section 59, Article
XVI, of the Constitution of the State of Texas. (Article 7880-7 V.A.T.C.S. 21 and Article 8280-157 Revised,

V.AT.C.S. 21A).

The Authority is subject to supervision by the Texas Commission on Environmental Quality under Texas
Water Code § 12.081 and audit requirements of Chapter 50, Texas Water Code. The Authority is controlled
by a three member Board of Directors. Each director is appointed by the Governor, with the advice and
consent of the Senate, and serves a six year term.

As required by GAAP, the financial statements of the reporting entity include those of Upper Neches River
Municipal Water Authority (the primary government). Component units are entities for which the Authority
is considered to have oversight responsibility. Oversight responsibility is defined by the following criteria:
selection of governing authority, designation of management, the ability of the Authority to significantly
influence operations, financial interdependency and accountability for fiscal matters. Based on the
foregoing criteria, there are no separate component units included in the financial statements of the

Authority.

On December 20, 1979, the Board of Directors of the Authority passed a resolution authorizing and
approving the creation of a nonprofit industrial development corporation to act on its behalf. The charter
for the Upper Neches River Municipal Water Authority Industrial Development Corporation was issued on
January 7, 1980. As of September 30, 2025, the Corporation was inactive.

-14-
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Basic Financial Statements - Government-Wide Statements. The Authority’s basic financial statements
include both government-wide (reporting the Authority as a whole) and fund financial statements (reporting
the Authority’s major funds). Both the government-wide and fund financial statements categorize primary
activities as a single-program governmental type.

The government-wide Statement of Net Position column is reported on a full accrual, economic resource
basis, which recognizes all long-term assets and receivables as well as long-term debt and obligations.
The Authority’s net position can be reported in three parts-net investment in capital assets; restricted net
position; and unrestricted net position. When both restricted and unrestricted resources are available for
use, the Authority first utilizes restricted resources to finance qualifying activities.

The government-wide Statement of Activities reports both the gross and net cost of the Authority’s function.
The net costs are normally covered by general revenue (interest income, etc.). The Authority does not
allocate indirect costs and has eliminated transfers between governmental funds.

This government-wide focus is more on the sustainability of the Authority as an entity and the change in
the Authority’s net position resulting from the current year's activities.

Basis of Presentation - Fund Accounting. The accounts of the Authority are organized on the basis of
funds, each of which is considered a separate accounting entity. The operations of each fund are
accounted for with a separate set of self-balancing accounts that comprise its assets, liabilities, fund equity,
revenues, and expenditures. Government resources are allocated to and accounted for in individual funds
based upon the purposes for which they are to be spent and the means by which spending activities are
controlled. The following fund categories and fund types are used by the Authority:

Governmental Fund Types. These are the funds through which governmental functions typically are
financed. The funds included in this category are as follows:

The Operation Fund serves a purpose corresponding to that of the general fund in an ordinary
municipality. It is used to account for all of the general revenues of the Authority not specifically
collected for other Authority funds and for the expenditures relating to the rendering of general services
by the Authority.

The Capital Projects (Capital and Contingency Reserve) Fund is used to account for the acquisition
and construction of major capital facilities.

Basis of Accounting. Basis of accounting refers to when revenues and expenditures or expenses are
recognized in the accounts and reported in the financial statements. Basis of accounting relates to the
timing of the measurement made, regardless of the measurement focus applied.

All governmental fund types are accounted for using the modified accrual basis of accounting. Their
revenues are recognized when they become measurable and available to finance the operations of the
current year. Those revenues susceptible to accrual are water contract payments, limited use permits,
concession fees and interest revenue. Water contract payments are based on reimbursement of operation
and maintenance expenditures. Interest revenue is accrued to the date of maturity of the underlying
investment. It is considered available since it is reflected in the market value of the investment. Other
receipts are recognized as revenues when received in cash.

Intergovernmental revenues received as reimbursements for specific purposes or projects are recognized
based upon the expenditures recorded.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Expenditures are generally recognized under the modified accrual basis of accounting when the related
fund liability is incurred. Exceptions to this general rule are as follows:

(a) Disbursements for the purchase of materials, supplies and the purchase of assets providing future
benefits are considered as expenditures.

(b) Interest on long-term debt is not accrued, but is recorded as an expenditure when due.

Beginning with fiscal year 2011, the Authority implemented GASB Statement 54 “Fund Balance Reporting
and Governmental Fund Type Definitions”. This Statement provides more clearly defined fund balance
categories to make the nature and extent of the constraints placed on a government'’s fund balance more
transparent. The following classifications describe the relative strength of the spending constraints placed
on the purposes for which resources can be used:

e Nonspendable fund balance - amounts that are not in a spendable form (such as inventory) or are
required to be maintained intact;

» Restricted fund balance - amounts constrained to specific purposes by their providers (such as
grantors, bondholders and higher levels of government), through constitutional provisions, or by
enabling legislation;

e Committed fund balance - amounts constrained to specific purposes by a government itself, using its
highest level of decision-making authority; to be reported as committed, amounts cannot be used for
any other purpose unless the government takes the same highest level action to remove or change
the constraint;

¢ Assigned fund balance - amounts a government intends to use for a specific purpose; intent can be
expressed by the governing body or by an official or body to which the governing body delegates the
authority;

e Unassigned fund balance - amounts that are available for any purpose; positive amounts are reported
only in the operation fund.

Assigned fund balance is established by the general manager through approval by the Board of Directors
as intended for the specific purpose of major capital projects.

When fund balance resources are available for a specific purpose in mare than one classification, it is the
Authority’s policy to use the most restrictive funds first in the following order: restricted, committed,
assigned and unassigned as they are needed.

Capital Assets. The accounting treatment over capital assets depends on whether the assets are reported
in the government-wide or fund financial statements.

In the government-wide financial statements, capital assets purchased or acquired with an original cost at
or over the capitalization threshold set by the Board of Directors are accounted for as capital assets.
Capital assets are valued at historical cost, or estimated historical cost if actual is unavailable, except for
donated capital assets which are recorded at their estimated fair value at the date of donation.

Public domain ("infrastructure") capital assets consist of certain improvements other than buildings,
including roads, curbs and gutters, streets and sidewalks, and drainage systems.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (concluded)

Depreciation of all exhaustible fixed assets is recorded as an expense in the Statement of Activities, with
accumulated depreciation reflected in the Statement of Net Position. Depreciation is provided over the
assets’ estimated useful lives using the straight-line method of depreciation. The range of estimated useful
lives and capitalization thresholds by type of asset, with an estimated life greater than 12 months, are as

follows:

Estimated Capitalization
Asset Class Useful Lives Threshold
Land and improvements - $ 1,000
Buildings and improvements 80 10,000
Other facilities and improvements 25 1,000
Infrastructure 50 1,000
Infrastructure: Dam, spillway 100 100,000
Personal property - transportation
equipment: Vehicles 10 5,000
Watercraft 2040 5,000
Heaw mobile equipment 10 5,000
Personal property - mechanical
equipment 25 10,000
Personal property - office equipment 25 1,000
Computer equipment 10 1,000

In the fund financial statements, capital assets used in governmental fund operations are generally
accounted for as capital outlay expenditures of the governmental fund upon acquisition.

Compensated Absences. The Authority's policy in regard to vacation pay provides for two weeks paid
vacation after one year of service, three weeks paid vacation after 10 years of service, and four weeks
paid vacation after 20 years of service. Vacation time can be accumulated for up to two years. As of
September 30, 2025, $59,857 has been recorded in the Operation Fund representing accrued vacation
pay. Sick leave practice does not provide for any accumulation of sick leave benefits.

Management's Use of Estimates. The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make certain
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the balance sheet date, as well as, reported amounts of revenues and
expenses during the reporting period. Estimates were used to determine depreciation expense, allowance
for doubtful accounts, and recreational manpower and related overhead allocation. Actual results may

differ from these estimates.
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CASH AND INVESTMENTS

Deposits. The carrying amount of the Authority's checking deposits, money market funds, and certificates
of deposit with maturities less than one year, with financial institutions at September 30, 2025, was
$1,268,223 and the bank balance was $1,413,894. The Authority's cash deposits at September 30, 2025,
were covered by Federal Deposit Insurance Corporation ("FDIC") insurance, Securities Investor Protection
Corporation ("SIPC"), or by pledged collateral held by the Authority's agent banks in the Authority's name.

Investments. Investments with a maturity of less than one year when purchased, including negotiable
certificates of deposit, are stated at cost. Investments with a maturity greater than one year when
purchased are stated at fair value. The Authority categorizes its fair value measurements within the fair
value hierarchy established by generally accepted accounting principles. The hierarchy is based on the
valuation inputs used to measure the fair value of the asset. Level 1 inputs are quoted prices in active
markets for identical assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are

significant unobservable inputs.
The Authority has the following recurring fair value measurements as of September 30, 2025:
1.) U.S. Treasury Securities of $4,716,526 are valued using quoted market prices (Level 1 inputs)

Additionally, the Authority had $3,341,457 invested in short-term U.S. Treasury Securities as of September
30, 2025, which are stated at cost.

Funds of the Authority may be invested and reinvested by the Board of Directors or its authorized
representative only in strict compliance with its Investment Policy and the Public Funds Investment Act.

The Authority is allowed to invest in: (1) Direct obligations of the United States, specifically, U.S. Treasury
Bills, U.S. Treasury Notes and U.S. Treasury Bonds; (2) Obligations of agencies and instrumentalities of
the United States with certainty of cash flows; and (3) Certificates of Deposit issued by a depository
institution that has a main office or branch in Texas and that are collateralized in accordance with Texas
State Law (Public Funds Investment Act), and are guaranteed or insured by the Federal Deposit Insurance

Corporation.

GASB Statement No. 40 requires a determination as to whether the Authority was exposed to the following
specific investment risks at year end and if so, the reporting of certain related disclosures:

(@) Credit Risk. Credit Risk is the risk that an issuer or other counterparty to an investment will not
fulfill its obligations. At year end, the Authority was not significantly exposed to credit risk.

(b) Custodial Credit Risk. Deposits are exposed to custodial credit risk if they are not covered by
depository insurance and the deposits are uncollateralized, collateralized with securities held by
the pledging financial institution, or collateralized with securities held by the pledging financial
institution’s trust department or agent but not in the Authority’s name.

Investment securities are exposed to custodial credit risk if the securities are uninsured, are not
registered in the name of the government, and are held by either the counterparty of the
counterparty's trust department or agent but not in the Authority’s name.

At year end, the Authority was not exposed to custodial credit risk.

(c) Concentration of Credit Risk. This risk is the risk of loss attributed to the magnitude of a
government's investment in a single issuer. At year end, the Authority was not exposed to a

concentration of credit risk.

(d) Interest Rate Risk. As a means of limiting the Authority's exposure to fair value losses arising from
changing interest rates, the investment policy limits the Authority’s investment portfolio’s weighted
average maturity to less than five years for the Operation Fund and less than three years for the
Capital Projects Fund.
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CAPITAL ASSETS

Capital asset activity for the period ended September 30, 2025, was as follows:

Beginning Ending
Balances Increases Decreases Balances
Govemnmmental activities:
Capital assets not being depreciated:
Land $ 5,153,436 $ - $ - $ 5,153,436
Construction in Progress - 83,226 - 83,226
Total capital assets not being depreciated 5,153,436 83,226 - 5,236,662
Capital assets being depreciated:
Dam and spillway 13,107,805 - - 13,107,805
Buildings and structures 482,496 - - 482,496
Office fumiture, fixtures and equipment 123,245 3,983 - 127,228
Equipment, machinery and vehicles 323,923 - - 323,923
Total capital assets being depreciated 14,037,469 3,983 - 14,041,452
Less accumulated depreciation for:
Dam and spillway 6,582,387 135,805 - 6,718,192
Buildings and strucfures 220,117 8,238 - 228,355
Office furniture, fixtures and equipment 101,142 1,549 - 102,691
Equipment, machinery and wehicles 171,086 13,569 - 184,655
Total accumulated depreciation 7,074,732 159,161 - 7,233,893
Total capital assets being depreciated, net 6,962,737 (155,178) - 6,807,559
Governmental activities capital assets, net $12,116,173 $ (71,952) B - $12,044,221
Current year depreciation was $ 159,161

ACCOUNTS RECEIVABLE

In the government-wide statements, receivables consist of all revenues earned at year-end and not yet
received. Allowances for uncollectible accounts receivable are based upon historical trends.

PENSION PLAN

The Authority maintains the Upper Neches River Municipal Water Authority Employees’ Pension Trust.
The Plan was established in 1972 by the Board of Directors under the provision of the Internal Revenue
Code Section 401(h) and can also be amended by the Board of Directors. On April 21, 2016, the Board of
Directors amended and restated the Plan from a target benefit plan to a profit sharing plan, as authorized
under Internal Revenue Code sections 401(a) and 501(b). The restatement was duly adopted by a majority
of the board and made effective September 1, 2015. Under a profit sharing plan, the Authority contributes
100% of an amount equal to each participant's annual compensation multiplied by a profit sharing
percentage set by the Authority on an annual basis, not to exceed 25%. In contrast to a target benefit plan,
the profit sharing  plan contribution is calculated based on historical compensation as opposed to an
actuarially determined “target benefit”.

All employees are eligible to participate in the plan and enter on the first day following three months of
service in which they are credited with at least 180 hours of service each month. Participants’ interest in
the Authority’s contributions are 100% vested at all times, thereby resulting in no forfeitures of any interest.
The current year pension expense is $105,473 and represents approximately 25% of the Authority's
annual covered payroll. There were 6 participants in the plan as of September 30, 2025.
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WATER SUPPLY AND STORAGE CONTRACT - TYLER, TEXAS

On September 21, 1965, a Water Supply and Storage Contract was made between the Authority and the
City of Tyler, Texas, whereby the Authority agreed to provide approximately 60 million gallons of raw water
per day, in place, for the City. Construction on Stage lll Blackburn Crossing project was completed in 1975.

The Stage Ill construction program was financed jointly by the sale of Authority revenue bonds in the
amount of $7,305,000 (Series 1965 $4,800,000; Series 1970 $2,055,000; Series 1971 $450,000), by
participation of the Water Development Board of the State of Texas, and by monthly payments to the
Authority by the City of Tyler. The City made its final payment under this agreement on March 1, 2001,
and the bonds were paid in full on July 10, 2001. Per the bond indentures, surplus funds from the debt
service funds could be transferred to the Operation Fund. As such, all surplus funds ($355,403) from the
Tyler Contract 1965-1970-1971 Revenue Bond Fund were transferred to the Operation Fund as of October
1, 2001, via a residual equity transfer.

Effective April 1, 2001, the City of Tyler became obligated to pay the Authority for 33-1/3% of the annual
operation and maintenance expenditures of the Lake Palestine reservaoir.

WATER SUPPLY CONTRACT - PALESTINE, TEXAS

On August 25, 1966, a Water Supply Contract was made between the Authority and the City of Palestine,
Texas. Under the agreement, the Authority committed itself to construct a diversion dam on the Neches
River below Lake Palestine, a water purification plant and conveyance facilities required for the delivery
of treated water to the City.

These facilities, completed in 1969, were financed by the sale of revenue bonds in the amount of
$1,650,000, by a grant from the Economic Development Administration of the United States Department
of Commerce, and by monthly payments to the Authority by the City of Palestine. The City made its final
payment under this agreement on November 1, 1999, and the bonds were paid in full on July 10, 2000.
The Water Supply Contract provides that, after all bonds have been fully paid, the Authority will, at the
request of the City of Palestine, transfer title on the water treatment facilities to the City of Palestine. The
Authority deeded the property to the City on October 17, 2000.

In addition, the City of Palestine pays its pro rata part (12.83%) of annual operation and maintenance
expenditures of the Lake Palestine reservoir, effective March 1, 1995, under certain terms and conditions
described in the agreement.

WATER SUPPLY AND STORAGE CONTRACT - DALLAS, TEXAS

On April 10, 1972, the Authority Board of Directors authorized the issuance of Water Supply Contract
Revenue Bonds, Series 1972, in the principal sum of $9,900,000 for the purpose of purchasing all interests
then held by the State of Texas in Lake Palestine and to provide for necessary repairs, replacements and
betterments to the Lake Palestine reservoir properties. The proceeds of a Water Supply and Storage
Contract between the Authority and the City of Dallas, Texas, were pledged to retire the bonds. The bonds
were paid in full on July 10, 1998.

In addition, the City of Dallas is to pay the Authority the annual amounts required for the operation and
maintenance of the Lake Palestine reservoir properties under certain terms and conditions described in
the agreement. During 2025, the Operation Fund reported $729,366 of revenue, or 36% of the Fund's
total revenues and transfers, from the City of Dallas in accordance with this contract. The continuation of
the Operation Fund is dependent on water contract payments from the City of Dallas.
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COMMITMENTS AND CONTINGENCIES

The Authority is contingently liable in respect to lawsuits and other claims arising from the ordinary course
of its operations. The Authority believes that either there are meritorious defenses to substantially all such
actions or that any liability that may finally be determined, net of insurance, should not have a material effect
on the Authority's financial position at September 30, 2025.

RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts; theft of, damage to, or destruction of assets;
errors or omissions; injuries to employees; and natural disasters. The Authority carries commercial insurance
for Directors’ and Officers’ surety and fidelity liability coverage.

The Authority, along with several other political subdivisions in the State, participates in the Texas Water
Conservation Association Risk Management Fund (Fund), a public entity risk pool. The Authority has
obtained statutory, or unlimited, stop-loss indemnity coverage per occurrence and in aggregate for workers'
compensation liability through this Fund.

The Authority participates in the Fund's "guaranteed cost plan”. Under this plan, these nonassessable
members combine their contributions in the Fund to cover their pooled losses and expenses. The required
contribution for each guaranteed cost member is retrospectively based upon the member's experience-rated
manual contribution affected by a factor for individual loss experience. The Fund obtained specific excess
of loss coverage, in excess of the Fund's self-insured retention, such that Fund members will have no joint
or several liability other than their required contribution.

Settlement claims resulting from these risks have not exceeded insurance coverage in any of the past three
years.
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EXHIBIT B-1

UPPER NECHES RIVER MUNICIPAL WATER AUTHORITY
GENERAL (OPERATION) FUND
BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED SEPTEMBER 30, 2025
Variance with

Final Budget
Budgeted Amounts Positive/
Original Final Actual (Negative)
Revenues:
Water sales $ 65,000 $ 65,000 $ 110,402 $ 45,402
Concession fees 115,000 115,000 87,401 (27,599)
Site leases and easements 82,000 82,000 86,907 4,907
Interest on investments 112,000 112,000 261,726 149,726
Net increase (decrease) in fair value
of investments - - (71,075) (71,075)
City of Palestine water contract payments 295,696 295,696 208,733 (86,963)
City of Dallas water contract payments 1,121,738 1,121,738 792,366 (329,372)
City of Tyler water contract payments 768,163 768,163 542,250 (225,913)
Water quality order revenue 10,000 10,000 7,650 (2,350)
Other operating revenue 19,000 19,000 21,164 2,164
Total Revenues 2,588,597 2,588,597 2,047,524 (541,073)
Expenditures:
Administrative:
Director's fees, salaries and payroll taxes 604,137 604,137 457,556 146,581
Supplies 47,829 47,829 37,632 10,197
Insurance and bonds 12,284 12,284 13,914 (1,630)
Special services 111,750 111,750 75,401 36,349
Meeting, conferences, training and travel 5,500 5,500 3,384 2,116
Professional fees 47,000 47,000 47,000 -
Other contractual services 63,163 63,1863 57,612 5,551
Maintenance:
Dam and spillway structure 40,000 40,000 12,354 27,646
Building, road and street 17,000 17,000 8,837 8,163
Vehicles and equipment 26,000 26,000 18,335 7,665
Pensions 101,311 101,311 105,473 (4,162)
Employees' hospitalization insurance 81,246 81,246 75,383 5,863
Total Administrative 1,157,220 1,157,220 912,881 244,339
Capital outlay:
Machinery, tools and implements 2,500 2,500 2,300 200
Equipment - Vehicles - - (1,949) 1,949
Office furniture and fixtures 5,000 5,000 4,263 737
Dam/lake structures 1,140,000 1,140,000 709,418 430,582
Total Capital outlay 1,147,500 1,147,500 714,032 433,468
Total Expenditures 2,304,720 2,304,720 1,626,913 677,807
Excess (deficiency) of revenues
over (under) expenditures 283,877 283,877 420,611 136,734
Other financing sources (uses):
Total other financing sources (uses) - = = -
Net change in fund balances 283,877 283,877 420,611 136,734
Fund balances - beginning of year 6,046,940 6,046,940 6,046,940 -
Fund balances - end of year $ 67330817 $ 6,330,817 $ 6,467,551 $ 136,734

The accompanying note is an integral part of this statement.
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UPPER NECHES RIVER MUNICIPAL WATER AUTHORITY
NOTE TO THE REQUIRED SUPPLEMENTARY INFORMATION

FOR THE YEAR ENDED SEPTEMBER 30, 2025

Budgetary Data

The budget, which is adopted annually, for the General (Operation) Fund of the Authority is prepared using
the modified accrual basis of accounting. Budgeted expenditures for the current year, as adopted in the
original budget, were not revised by authorization of the Board of Directors this year. The budget was
adopted prior to October 1, 2024.

All unencumbered budget appropriations lapse at the end of each fiscal year. Encumbrances at the end
of the fiscal year must be rebudgeted in the subsequent fiscal year. Fund expenditures may not exceed
budgeted appropriations. Copies of the annual budget are available at Upper Neches River Municipal

Water Authority administration building.
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