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

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated January 25, 
2017 on our consideration of Port Neches-Groves Independent School District's internal control over financial 
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant 
agreements and other matters. The purpose of that report is to describe the scope of our testing of internal 
control over financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance. That report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering Port Neches-Groves Independent School 
District's internal control over financial reporting and compliance. 

W:""",~=""" ~ G-?~-~ 
West, Davis & Company, LLP 
Austin, Texas 
January 25, 2017 
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Port Neches-Groves Independent School District 
 

MANAGEMENT'S DISCUSSION AND ANALYSIS 
 
 
 
MANAGEMENT'S DISCUSSION AND ANALYSIS 
 
In this section of the Annual Financial and Compliance Report, we, the managers of Port Neches-Groves 
Independent School District (the District), discuss and analyze the District's financial performance for the 
fiscal year ended August 31, 2016.  Please read it in conjunction with the independent auditors' report on 
page 2, and the District's Basic Financial Statements, which begin on page 11.  All amounts, unless 
otherwise indicated, are expressed in thousands of dollars. 
 
 
USING THIS ANNUAL REPORT 
 
This annual report consists of a series of financial statements.  The government-wide financial statements 
include the Statement of Net Position and the Statement of Activities (on pages 11 and 12).  These provide 
information about the activities of the District as a whole and present a longer-term view of the District's 
property and debt obligations and other financial matters.  They reflect the flow of total economic 
resources in a manner similar to the financial reports of a business enterprise.  Fund financial statements 
(starting on page 13) report the District's operations in more detail than the government-wide statements 
by providing information about the District's most significant funds.  For governmental activities, these 
statements tell how services were financed in the short term as well as what resources remain for future 
spending.  They reflect the flow of current financial resources, and supply the basis for tax levies and the 
appropriations budget.  The remaining statements, fiduciary statements, provide financial information 
about activities for which the District acts solely as a trustee or agent for the benefit of those outside of 
the district. 
 
The notes to the financial statements (starting on page 22) provide narrative explanations or additional 
data needed for full disclosure in the government-wide statements or the fund financial statements. 
 
The sections labeled TEA Required Schedules and Federal Awards Section contain data used by 
monitoring or regulatory agencies for assurance that the District is using funds supplied in compliance 
with the terms of grants. 
 
 
Reporting the District as a Whole 
 
The Statement of Net Position and the Statement of Activities 
 
The analysis of the District's overall financial condition and operations begins on page 11.  Its primary 
purpose is to show whether the District is better off or worse off as a result of the year's activities.  The 
Statement of Net Position includes all the District's assets and liabilities at the end of the year while the 
Statement of Activities includes all the revenues and expenses generated by the District's operations during 
the year.  These apply the accrual basis of accounting which is the basis used by private sector companies. 
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All of the current year's revenues and expenses are taken into account regardless of when cash is received 
or paid.  The District's revenues are divided into those provided by outside parties who share the costs of 
some programs, such as grants provided by the U.S. Department of Education to assist children with 
disabilities of from disadvantaged backgrounds (program revenues), and revenues provided by the 
taxpayers or by TEA in equalization funding processes (general revenues).  All the District's assets are 
reported whether they serve the current year or future years.  Liabilities are considered regardless of 
whether they must be paid in the current or future years. 
 
These two statements report the District's net position and changes in them.  The District's net position 
(the difference between assets and liabilities) provide one measure of the District's financial health, or 
financial position. Over time, increases or decreases in the District's net position are one indicator of 
whether its financial health is improving or deteriorating.  To fully assess the overall health of the District, 
however, you should consider nonfinancial factors as well, such as changes in the District's average daily 
attendance or its property tax base and the condition of the District's facilities.  
 
In the Statement of Net Position and the Statement of Activities, we classify the District’s activities as 
Governmental activities: 
  

 Governmental activities–Most of the District's basic services are reported here, including the 
instruction, counseling, co-curricular activities, food services, transportation, maintenance, 
community services, and general administration.  Property taxes, tuition, fees, and state and 
federal grants finance most of these activities.  

 
 
Reporting the District's Most Significant Funds 
 
Fund Financial Statements 
 
The fund financial statements begin on page 13 and provide detailed information about the most 
significant funds–not the District as a whole.  Laws and contracts require the District to establish some 
funds, such as grants received under the No Child Left Behind Act from the U.S. Department of Education.  
The District's administration establishes many other funds to help it control and manage money for 
particular purposes (like campus activities).  The District's two kinds of funds–governmental and 
proprietary–use different accounting approaches. 
 

 Governmental funds–Most of the District's basic services are reported in governmental funds.  
These use modified accrual accounting (a method that measures the receipt and disbursement of 
cash and all other financial assets that can be readily converted to cash) and report balances that 
are available for future spending.  The governmental fund statements provide a detailed short-
term view of the District's general operations and the basic services it provides.  We describe the 
differences between governmental activities (reported in the Statement of Net Position and the 
Statement of Activities) and governmental funds in reconciliation schedules following each of the 
fund financial statements.  

 
 Proprietary funds–The District reports the activities for which it charges users (whether outside 

customers or other units of the District) in proprietary funds using the same accounting methods 
employed in the Statement of Net Position and the Statement of Activities.  The internal service 
funds report activities that provide supplies and services for the District's other programs and 
activities–such as the District's self-insurance programs.  The District, at present, maintains one 
internal service fund, the Workers’ Compensation Insurance Fund. 
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The District as Trustee 
 
Reporting the District's Fiduciary Responsibilities 
 
The District is the trustee, or fiduciary, for money raised by student activities and scholarship programs.  
All of the District's fiduciary activities are reported in separate Statements of Fiduciary Net Position and 
Changes in Fiduciary Net Position on pages 20 and 21.  We exclude these resources from the District's 
other financial statements because the District cannot use these assets to finance its operations. The District 
is only responsible for ensuring that the assets reported in these funds are used for their intended purposes. 
 
 
GOVERNMENT-WIDE FINANCIAL ANALYSIS 
 
Our analysis focuses on the net position (Table I) and changes in net position (Table II) of the District’s 
governmental and business-type activities. 
 
Net position of the District's governmental activities increased from $34 million to $38.6 million.  
Unrestricted net position – the part of net position that can be used to finance day-to-day operations 
without constraints established by debt covenants, enabling legislation, or other legal requirements – was 
$16.2 million at August 31, 2016.  This increase in governmental net position was a result of increase ad 
valorem property tax collections $3 million and state revenue $2 million. 
 
 
 

2016 2015

Current and other assets 30,770 27,715
Capital assets 121,283 125,512

Total assets 152,053 153,227

Deferred Outflow Related to Pensions 5,002 1,005

Long-term liabilities 113,626 115,427
Other liabilities 4,234 3,776

Total liabilities 117,860 119,203

Deferred Inflow Related to Pensions 645 1,060

Net position:
Invested in capital assets, net of related debt 18,881 17,263
Restricted 3,456 2,025
Unrestricted 16,213 14,681

Total net position 38,550 33,969

Activities

Table I
  Port Neches-Groves Independent School District

NET POSITION
in thousands

Governmental
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2016 2015

Revenues:
Program revenues:

Charges for services 1,659 1,718
Operating grants and contributions 3,451 3,573

General revenues:
 Maintenance and operations taxes 25,908 24,393

Debt service taxes 11,389 10,652
State aid - formula grants 12,750 9,134
Investment Earnings 230 -45

 Miscellaneous 3,631 4,126
Total Revenues 59,018 53,551

Expenses:
Instruction, curriculum and media services 30,997 28,933
Instructional and school leadership 2,593 2,436
Student support services 3,561 3,299
Child nutrition 2,715 3,032
Extracurricular activities 2,111 2,044
General administration 1,143 1,040
Plant maintenance and security 7,256 7,500
Data processing services 690 627
Community services 23 22
Debt services 3,022 5,202
Recapture payments 0 0
Other Intergovernmental charges 326 356

Total Expenses 54,437 54,491

Change in Net Position 4,581 (940)

Table II
 Port Neches-Groves Independent School District

CHANGES IN NET POSITION
in thousands

Activities
Governmental

 
 
 
NET PENSION LIABILITY (GASB 68) 
 

The District’s net pension liability at year end totaled $8.7 million 
 
A more detailed discussion of the District’s pension plan is in Note H the financial statements.
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THE DISTRICT'S FUNDS 
 
As the District completed this annual period, its governmental funds (as presented in the balance sheet on 
page 13) reported a combined fund balance of $23.6 million, which is $2.7 million more than last year's 
total of $20.9 million.  This was primarily a result of increases in state revenue. 
 
Included in this year's total change in fund balance is an increase of $1.2 million in the District's General 
Fund.  Total actual expenditures were $0.8 million less than budgeted. Several factors contributed to the 
savings.  Over the course of the year, the Board of Trustees revised the District's General Fund budget.     
 
 
CAPITAL ASSET AND DEBT ADMINISTRATION 
 
Capital Assets 
 
At year-end, the District had $121.3 million invested in a broad range of capital assets, including facilities 
and equipment for instruction, transportation, athletics, administration, and maintenance.  More detailed 
information about the District's capital assets is presented in Note D to the financial statements.  
 
Debt 
 
At year-end, the District had $98.9 million in bonds outstanding versus $106.3 million last year.    
 
During the year, the District refunded a total of $71.82 million in outstanding debt.  This resulted in 
decrease in aggregate debt service payments of $14 million and an economic gain of $11.4 million. 
 
More detailed information about the District's long-term liabilities is presented in Note F to the financial 
statements. 
 
 
ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES  
 
The District’s Board of Trustees and Superintendent considered many factors when adopting the 2016-17 
budget.  These included the following:   
 

 The District’s enrollment is expected to increase 2 ½%. 
 Taxable values are down less than 1%. 
 The price of oil continues to decrease. 
 Chapter 313 Agreements under the Texas Economic Development Act continue to be a viable 

source of revenue. 
 Federal Grants remain stable. 

  
General Fund revenues are budgeted to remain fairly stable at $40 million.  Even though student 
enrollment is on the rise, which results in increased state revenue, the Comptroller’s values increased 
significantly from 2 years ago, resulting in a loss of state revenue. 
 
General fund expenditures are budgeted to increase by 4%, largely due to a 3% increase in total salaries.  
The tax rate remains at $1.04/$100 of taxable value for maintenance and operations, and $0.40441/$100 
of taxable value for bonded indebtedness. 
 
General fund balance is projected to be $17 million at the end of the 2016-2017 school year, which is 4.8 
months of operating expenditures.  District policy states that a minimum of 3 months is to be maintained. 
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CONTACTING THE DISTRICT'S FINANCIAL MANAGEMENT 
 
This financial report is designed to provide our citizens, taxpayers, customers, investors, and creditors 
with a general overview of the District's finances and to show the District's accountability for the money 
it receives. If you have questions about this report or need additional financial information, contact the 
District's Business Manager at the Port Neches-Groves Independent School District, 620 Avenue C, Port 
Neches, Texas  77651. 
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Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the entity's internal 
control or on compliance. This report is an integral part of an audit performed in accordance with 
Government Auditing Standards in conSidering the entity's internal control and compliance. Accordingly, 
this communication is not suitable for any other purpose. 
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Report on Internal Control Over Compliance 

Management of the Port Neches-Groves Independent School District is responsible for establishing and 
maintaining effective internal control over compliance with the types of compliance requirements referred to 
above. In planning and performing our audit of compliance, we considered the Port Neches-Groves 
Independent School District's internal control over compliance with the types of requirements that could have 
a direct and material effect on each major federal program to determine the auditing procedures that are 
appropriate in the circumstances for the purpose of expressing an opinion on compliance for each major 
federal program and to test and report on internal control over compliance in accordance with the Uniform 
Guidance, but not for the purpose of expressing an opinion on the effectiveness of internal control over 
compliance. Accordingly, we do not express an opinion on the effectiveness of the Port Neches-Groves 
Independent School District's internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a 
federal program on a timely basis. A material weakness in internal control over compliance is a deficiency, 
or combination of deficiencies, in internal control over compliance, such that there is a reasonable possibility 
that material noncompliance with a type of compliance requirement of a federal program will not be 
prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control over 
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a type 
of compliance requirement of a federal program that is less severe than a material weakness in internal 
control over compliance, yet important enough to merit attention by those charged with governance. 

Our consideration of internal control over compliance was for the limited purpose described in the first 
paragraph of this section and was not designed to identify all deficiencies in internal control over compliance 
that might be material weaknesses or significant deficiencies. We did not identify any deficiencies in internal 
control over compliance that we considered to be material weaknesses. However, material weaknesses 
may exist that have not been identified. 

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of 
internal control over compliance and the results of that testing based on the requirements of the Uniform 
Guidance. Accordingly, this report is not suitable for any other purpose. 

w:-~. ~.,.~ ~ G'-P--es 
West, Davis & Company, LLP 
Austin, Texas 
January 25, 2017 
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