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INDEPENDENT AUDITORS’ REPORT

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

We have audited the accompanying financial statements of the governmenta! activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Bay City, Texas
{the “City") as of and for the year ended September 30, 2010, which collectively comprise the City's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of
the City's management. Our responsibility is to express opinions on these financial statements based on
our audit. We did not audit the financial statements of the Bay City Gas Company, which statements
reflect total assets of $5,241,521 as of March 31, 2010, and total revenues of $2,981,136 for the year then
ended. Those statements were audited by other auditors whose reports have been fumished to us, and
our opinion on the financia! statements, insofar as it relates to the amounts included in the component unit
column, is based solely on the reports of the other auditors.

We conducted our audit in accordance with auditing standards and standards generally accepted in the
United States of America applicable to financial audils contained in Governmenf Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit fo obtain reasonable assurance about whether the basic financial statements are free of
material misstatement. The financial statements of the Bay City Gas Company were not audiled in
accordance with Government Auditing Standards. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit and the repart of other auditors provide
a reasonable basis for our opinions.

In our opinion, based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, each major fund, and the aggregate remaining fund information of
the City as of September 30, 2010, and the respective changes in financial position and cash flows, where
appiicable, thereof for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Governmenf Auditing Standards, we have also issued our report dated
March 3, 2011, on our consideration of the City’s internal control over financial reporting and 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 interpal control over financiaf reparting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or cn compliance. That report is an integral part of an audit performed in accordance with
Govemment Auditing Standards and should be read in conjunction with this report in considering the results

of our audit.

FAEMBERS OF
AMERWC AM INSTITUTE OF CERTIFIED PURLC ACCOUNTANTS
TExaS SOCIETY OF CERTIFIED FUBLT ACCCUNTANTS



The Honorable Mayor and Members
of the City Council

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and budgetary comparison information on pages 3 through & and 55 through 56
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 stalements in an appropriate
operational, economic, or histerical context. We have applied certain limited procedures to the reguired
supplementary informaticn 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 lo express an opinion or provide any assurance.

Qur audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Cify's financial statements as a whole. The combining and individual majer and nonmajor
fund financial statements and schedules are presented for purposes of additional analysis and are not a
required part of the financial statements. The combining and individual major and nonmajor fund financial
statements and schedules are the responsibility of management and were derived from and relate directly
to the underlying accounting and other records used to prepare the financial statements. The information
has been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the 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 financial statements as a whole.

Hlnsioon, (Ualdhep + Lot 20

March 3, 2011



CITY OF BAY CITY, TEXAS
MANAGEMENT'S DISCUSSION AND ANALYSIS
Seplember 30, 2010

As management of the City of Bay City, Texas (the "City"), we offer readers of the City's financial statements this
narrative overview and analysis of the financial activities of the City for the fiscal year ended September 30, 2010.

FINANCIAL HIGHLIGHTS

s The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $27,888,623
{nef assefs). Of this amount, $5,337,630 (unrestricled nef assefs) may be used ta meet the City's
ongoing obligations to citizens and creditors,

* As of the close of the current fiscal year, the City’'s governmental funds reported combined ending fund
balances of $7,212,540, an increase of $2,054,810 from the prior year. At the end of the current fiscal
year, unreserved fund balance for the General Fund was $1,708,708, or 20.22% of total General Fund
expenditures. The increase in fund balance for the City’s governmental funds is aftributable to the 2010
debt issue.

« The City's total net assets of the business-type activities increased $1,158,975, or 10.94%. The increase
in the Water and Sewer Fund increased by $820,885, the Sanitation Fund increased by $230,696 and the

Alrport Fund increased by $107,584,

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City's basic financial statements. The
City's basic financial statements are comprised of three components: 1) government-wide financial statements,
2) fund financial statements, and 3) notes to financial statements. This report also contains other supplemental
information in addition to the basic financial statements themselves.

Organization and Flow of Financial Section Information

Independent Auditors’ Report |
Provides the opinion of the Independent Auditors on the fair
L presentalion of the basic financial statements.

Management's Discussion and Analysis
This supplementary inforrmation is required for stale and local govemment
financial statements and is inlended to provide a namative infroduction
and analysis.
Pages 310 9

Government-wide Financial Fund Financial Statements
Statements

Provides information on Provides information on the

govemmental and business-fype
activities of the primary
govemment,

Pages 1010 13

financial position of specific funds
of the primary govermment.

Pages 14 to 23

Notes to Financial Statements
Provides a summary of significant accounting policies and relaled disclosures.
Pages 24 to 54




OVERVIEW OF THE FINANCIAL STATEMENTS - (Continued)

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad cverview of the City's
finances, in 8 manrer similar to a private-sector business.

Statement of Net Assets

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

Statement of Activities

The statement of activities presents information showing how the City's net assets changed during the most
recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future fiscal periods {i.e., uncollected taxes and

eamed but unused vacation leave}.

Both of the government-wide financial statements distinguish functions of the City that are principally supported
by taxes and intergovernmental revenues (governmental activities) from other functions that are intended to
recover all or a significant partion of their costs through user fees and charges (business-type activities). The
governmental activities of the City include general government, public safety, pubiic works, construction for
outside parties, public activities and recreation, and culturat arts and public benefits. The business-type activities
of the City include water and sewer, sanitation and airport services.

Fund Financial Statements

A fund is a grouping of refated accounls that is used fo maintain control over resources that have been
segregated for specific activities or objeclives. 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 two categories: governmental funds or proprietary funds.

Governmental Funds

Governmental funds are used to account for essentially the same functions reported as governmental activities in
the government-wide financial statements. However, unlike the government-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows of spendable resources, as well
as on balances of spendable resources available at the end of the fiscal year. Such information may be useful in
evaluating a government's near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmenta! activities in the government-wide financial statements. By doing so, readers may better understand
the long-term impact of the government’s near-term financing decisions. Both the governmental fund balance
sheet and the governmental fund statement of revenues, expenditures, and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental activities.

The City maintained nine individual governmental funds during the 2008-2010 fiscal year. [nformation is
presented separately in the governmental funds balance sheet and in the governmental funds statement of
revenues, expenditures, and changes in fund baiances for the General Fund, Community Construction Projects
Fund, 2010 Capital Acquisition Fund, 2009 Capital Acquisition Fund, and the Community Development
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OVERVIEW OF THE FINANCIAL STATEMENTS - (Continued}

Governmental Funds - {Continued)

Corporation which are considered major funds. Data from the other four governmental funds are combined into a
single, aggregated presentation.

The City adopts an annual apprepriated budget for its General Fund and Debt Service Fund. A Schedule of
Revenues, Expenditures, and Changes in Fund Balances - Budget and Actuai has been provided to demonstrate
compliance with the appropriated budgets.

Proprietary Funds

Proprietary funds provide the same type of information as the government-wide financial statements, only in a
more detailed format. The propdetary fund financial statements provide information for the water/wastewater
utility service, the sanitation services, and the airport cperation; which are considered to be majer funds of the

City.

Notes to Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
governmant-wide and fund financial statements.

Other Information

in addition to the basic financial statements and accompanying notes, required supplementary information is
included which presents a hudgetary comparison schedule for the City's General Fund.

The combining statements referred to earlier in connection with nonmajor governmental funds are presented
immediately following the required supplementary information,

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a usefu! indicator of a government’s financial position. In the
case of the City, net assets exceeded liabilities by $27,888,623 at the close of the fiscal year 2010Q.

By far, the largest portion of the City's net assets (78.80%) reflects its investment in capilal assets (i.e., iand,
buildings, machinery and equipment), less a related debt used to acquire those assets that is still outstanding.
The City uses these capital assets to provide services to its citizens; consequently, these assets are not available
for future spending. Although the City’s investment in its capital assets is reported net of related debt, it should be
noted that the resources needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities.



GOVERNMENT-WIDE FINANCIAL ANALYSIS - {Continued)

City of Bay City, Texas
Net Assets

Governmental Business-type
Activities Activities __ Total

2010 2009 2010 2009 2010 2009

Current and other assets $ 8685096 § 5877005 § 2512155 § 3,228,711 $ 11,197,251 $ 9105714

Capilal assets (net) 22,905,138 23,206,704 16,285,160 16,561,583 39,190,298 39,768,587
Other nencurrent assets 179,539 121,443 576,638 599,329 766,177 720,772
Total assets _ 31,788,773 29,205,152 19,373,953 20,365,923 51,143,726 49,595,075
Current liabilities 2,086,196 1,535,668 2,604 1186 3,422 375 4,690,312 4,958,043
Nencyrrent liabilities 13,545,82 11,113,796 5,018,918 6,358,252 13,564‘791_ 17,472,048
Total liabilities 15,632,069 12,640 464 7,623,034 9,780,627 23,255,103 _ 22,430,091

invested in capital assets,

net of related debt 12,166,490 11,607 535 9,836,242 9,380,238 22,002,732 20,897,773
Resfricted - - 548,261 530,241 548,261 530,241
Unrestricted 3,971,214 5,048,153 1,366,416 688,817 5,337,630 _ 5736870

Total net assets $ 16,137,704 $ 16,555,688 $ 11,750,918 $ 10,609,256 §$ 27888623 § 27,164,984

The balance of unrestricted net assets, $5,337,630, may be used to meet the government's angoing obligations to
its citizens and creditors.

At the end of the current fiscal year, the City is able to report positive balances in all categories of net assets for
the primary government as a whole.



GOVERNMENT-WIDE FINANCIAL ANALYSIS - (Continued)

Govermnmental activities decreased the City's net assets by $3766,578. Business-type activities increased the
City's net assets by $1,158,975.

City of Bay City, Texas

Changes in Nef Assets

REVENUES
Pragram revenues:
Charges for services
Operating grants and
contributions
Capilai grants and
coniributions
General revenues;
Property taxes
Sales laxes
Franchise laxes
Other taxes
Unrestricted investment
earnings
Miscellaneous

Total revenues

EXPENSES
General government
Pubiic safety
Public works
Const. for oulside parties
Public activilies and rec.

Cultural arts and pub. ben,

Interest on long-term debt
Water and sewer
Sanitation

Airport
Total expenses

Change in net assets
before transfers

Transfers
Change in net assets
Nel assets - beginning,
as restated

Net assels - ending

Governmental Business-type
Adlivilies Activities Total

2010 2009 2010 2008 2010 20089
$ 2698689 $ 610628 $ 8,108680 % 5,720,771 $ 10807369 $ 6,331,399
439,912 2,172,387 - 361,082 439,912 2,533,469
- - 726,097 - 726,097 -
3,414,585 3,059,879 - - 3.414,585 3,059,879
3,086.482 4,607,569 - - 3,986,482 4,607,569
860,750 756,851 - - 860,750 756,851
432,144 459,088 - - 432,144 469,088
14,401 26,808 4,478 9,838 18,879 36,448
1,014,427 514,177 17,225 185,058 1,031,652 699,235
12,861,390 12,217,388 8,856,480 6,278,550 _ 21,717,870 18,493,038
2,112,518 2,473,385 - - 2,112,518 2,473,385
3,771,477 4,099,853 - - 3,771,477 4,099,853
2,340,844 2,849,343 - - 2,340,844 2,849,343
2,320,411 - - - 2,320,411 -
1,929,843 1,788,850 - - 1,928,843 1,788,850
643,792 1,259,604 - - 643,792 1,259,694
583,214 381,608 - - 583,214 381,608
- - 5,258,532 4,706,783 5,258,532 4,706,783
- - 1,952,979 113,833 1,952,979 113,933
- - 411,863 397,202 411,863 357,202
13,702,099 12,852,733 7,623,374 5,217,918 21,325,473 18,070,651
{840,709) (635,345) 1,233,106 1,058,632 392,397 423,287
74,131 (B42.299) (74,131} 842,299 - -
{766,578) (1,477,644) 1,158,975 1,800,931 392,397 423,287
16,904,282 18,381,926 10,591,944 8,691,013 27,496,226 27,072,839

$ 16,137,704 $ 16,904,282 § 11,750,919 § 10,591,944

$ 27888623 § 27496226




FINANCIAL ANALYSIS OF THE CITY’S FUNDS

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

Governmental Funds

The focus of the City's governmental funds is to provide information on near-term inflows, outflows, and balances
of spendable resources. Such information is useful in assessing the City's financing requirements. In particular,
unreserved 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 of the end of the current fiscal year, the City's governmental funds reported combined ending fund balances of
$7,212,540, an increase of $2,054,810 from the prior year.

Approximately 99.66% of this total amount, $7.187,716 constitutes unreserved fund balance, which is available
for spending at the City's discretion. The remainder of fund balance of $24,824 or .34% is reserved to indicate
that it is not available for new spending because it has already been cermmitted for prepaid expenditures.

The General Fund is the chief operating fund of the City. At the end of the current fiscal year, unreserved fund
balance was 51,708,708. Unreserved fund balance represents 20.22% of total Generat Fund expenditures.

The fund balance of the City's General Fund increased by $158,961 during the current fiscal year. The increase
was primarily due to the increase in tax revenue.

Proprietary Funds

The City's proprietary funds provide the same fype of information found in the government-wide financial
statements, but in more detail.

Unrestricted net assets of the Water and Sewer Fund at the end of the current fiscal year amounted to $89,237,
which is a decrease of $781,697 from the prior year. Unrestricted net assets of the Sanitaticn Fupd amounted to

$(16,559) at the end of the current fiscal year, which is an increase of $242,728 from the prior year. Unrestricted
net assets of the Airport Fund amounted to $88,738 at the end of the current fiscal year, which is an increase of

$11,570 from the prior year.
CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The City's investment in capital assets for its governmental and business-type activities amounts to $39,190,298
(net of accumulated depreciation) at the end of the current fiscal year. This investment in capital assets includes
land, buildings and improvements, vehicles, machinery and equipment, water and sewer system, and land
structured facilities. The total decrease in the City's investment in capital assets was 1.48%.

City of Bay City, Texas
Capital Assets (Net of Depreciation)

Govermnmental Business-type
Activities Activities Total
2010 2009 2010 2009 2010 2009
Land $ 1874437 % 1731627 § 381,117 % 381,117 & 2255554 % 2112744
Construction in progress 1,181,298 536,634 186,443 924,139 1,370,741 1,460,773
Buildings and improvements 5,198,187 5,627,721 480,760 453,218 5,678,047 6,080,839
Machinery and equipment 1,994,686 1,578,431 3,035,698 3,198,515 5,030,384 5,176,946
Infrastructure 12,656,530 13,338,889 12,198 142 11,604,894 24,854,672 24,943,783
Total $ 22,905,138 § 23,213,302 § 16,285,160 $ 16561883 § 36,160,298 § 39,775,185

Additional information on the City’s capital assets can be found in Note 5 of this report.

B8



CAPITAL ASSETS AND DEBT ADMIN{STRATION - {Continued)

Long-Term Debt

During the 2010 fiscal year, the City had one new debt issue. The 2010 Certificates of Obligation were issued to
provide funds for the acquisition and construction of major capital asset facilities. The City retired $2,199,080 of
the prior outstanding debt issues. The total outstanding debt of the governmental activities, excluding
compensaled absences as of September 30, 2010 amounted to $10,178,431. The total outstanding debt of the
business-type activities, excluding compensated absences, as of September 30, 2010 amounted to $6,448,918.

Additional information on the City's long-term debt can be found in Note 10.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The following factors were considered in preparing the City's budget for the 2010-2011 fiscal year.

A nation-wide economic downturn has impacted consumer spending resulting in state-wide reductions in sales tax
revenues. The total sales tax payments received by the City from the State Comptroller in fiscal year 2010 totaled
$3,986,482. This amount is a decrease of $621,087 or 13.48% compared to the previous year. This decline was
anticipated in the 2010 budget. For fiscal year 2011 the City has budgeted $4,180,000 of sales tax revenue, an

increase of 4.85%.

The certified assessed taxable property valuations for the 2610 tax roll total $660 million with a tax rate of $0.50
per $100 valuation for maintenance and operations and $.045 per $100 of valuation for interest and sinking. The
tax rate increased $0.0156686 over last year. The 2010 budget was the first ever dedicated debt service tax,
thereby establishing a Debt Service fund to provide funding toward the 2039 issue. The City issued the Series
2010 certificates which will also ba funded in part by the debt service tax.

In 2010 the City established the Sanitation Fund which provides solid waste collection services for the City. The
initial year of operation resulted in an increase in the funds net assets of $230,696.

Requests for Information

This financial report is designed to provide a general cverview of the City's finances for all those with an interest
in the City's finances. Questions concerning any of the information provided in this report or requests for
additional financial information should be addressed to the Fipance Office, 1901 Fifth Street, Bay City, Texas

77414,
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Basic Financial Statements




CITY OF BAY CITY, TEXAS
STATEMENT OF NET ASSETS
Sepfember 30, 2010

ASSETS
Current assets
Cash and cash equivalents
Investments
Receivables (net)
Internal balances
Due from other governments
Prepaids :
inventory
Restricted assels
Cash and cash equivalents
Investments
Total current assets

Nancurrent assets
Capital assets
Land and other assets not being
depreciated
Buildings, improvements, and
equipment (net)
Deferred expenses {net)
Tatal noncurrent assets

Total assets

Component
Primary Government Unit
Bay City
Governmental Business-type Gas
Actlivities Activities Total Company
$ 7,251,813 § 1,519,173 8,770,988 $ 1,896,057
- - - 1,259,032
920,304 1,029,071 1,949,375 376,673
55,656 (65,556) - -
351,942 - 351,842 -
B4 824 - 84,824 60,375
20,657 19,467 40,124 589,178
- - - 193,407
- - - 204,921
8,685,096 2,512,155 11,197,251 3,849,643
3,055,735 870,560 3,626,295 4,732
19,849,403 15,714,600 35,664,003 1,387,146
179,538 576,638 756,177 -
23,084,677 16,861,798 39,846 475 1,391,878
31,768,773 19,373,953 51,143,726 5,241,521
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LIABILITIES
Current liabllities
Accounts payable
Accrued expenses
Accrued interest payable
Due to other governments
Depasits
Accrued compensated absences
Unearned revenue
Current portion of long-term obligations
Total current liabilities
Noncurrent liabilities
Noncurrent portion of long-term
obtigations
Total noncurrent liabilities
Total liabilities

NET ASSETS
Invested in capital assets, net of
related debt
Restncted for debt service

Unrestricted net assets

Total net assets

The accompanying notes are an integral part of this statement.

Component

Primary Government Unit
Bay Cily
Governmental Business-type Gas

Aclivities Activities Total Company
$ 623,224 $ 287,261 810,485 $ 141,044
248,637 113,841 362478 1,002
127,641 15,480 143131 -
55,483 13,651 69,114 -
20,958 501,507 §22,505 -
173,611 83,784 237,375 -
- 178,802 178,602 -
836,622 1,430,000 2,266,622 -
2,086,156 2,604,116 4.660,312 142 046
13,545,873 5,018,918 18,564,791 344,855
13,545,873 5,018,918 18,564,791 344,855
15,632,069 7,623,034 23,255,103 487,001
12,166,490 9,836,242 22,002,732 1,391,878
- 548,261 548,261 -
3,971,214 1,366,416 5,337,630 3,362,642
$ 18,137,704 $ 11,750,919 $ 27,888,623 $ 4,754,520
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CITY OF BAY CITY, TEXAS
STATEMENT OF ACTIVITIES
For the year ended September 30, 2010

Program Revenues

Cperating Capital
Charges for Grants and Grants and
Function/Programs Expenses Services Contributions Contributions
Primary Government
Governmental activities
General government $ 2,112,518 % 240650 % 31993 % -
Public safety 3,771,477 406,931 - -
Public works 2,340,844 - 124,833 -
Construction for outside parties 2,320,411 1,847,562 - -
Public activites and recreation 1,929,843 203,546 -
Cultural arts and public benefits 643,792 - 283,086 -
Interest on long-term debt 583,214 - - -
Total governmental activities 13,702,099 2,698,689 439,912 -
Business-type activities
Water and sewer 5,258,532 5,730,656 - 488,124
Sanitation 1,952,979 2,176,550 - -
Airport 411,863 201,474 - 237,973
Total business-type activities 7,623,374 8,108,680 - 726,097
Total primary government $ 21325473 $§ 10,807,369 3 439912 & 726,097
Component Unit
Bay City Gas Company $ 2845256 § 2885282 % - 5 -

General revenues:
Taxes:
Property taxes, levied for general purposes
Property taxes, levied for debt service
Sales taxes
Franchise taxes
Other taxes and fees
Unrestricted investment earnings
Miscellaneous
Transfers
Total general revenues and transfers

Change in net assets
Net assets - beginning, as restated
Net assets - ending

The accompanying notes are an integral part of this statement.
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Net (Expense) Revenue and

Changes in Net Assets - Component
Primary Government Unit
Business- Bay City
Governmental type Gas

Activities Activities Total Company
$ (1,839,875 $ - ¥ (1,839,875) % -
(3,364,546) - (3,364,546} -
(2,216,011} - (2,216,011) -
(472,849) - (472,849) -
(1,726,297) - (1,726,297) -
(360,706) - (360,706) -
_ (583,214) - (583,214) -
(10,563,498} - (10,563,498) -
- 960,248 960,248 -
- 223,571 223,571 -
- 27,584 27,584 -
- 1,211,403 1,211,403 -
(10,563,498) 1,211,403 {9,362 095) . -
- - - 40,026
3,218,039 - 3,218,038 -
196,546 - 196,546 ~
3,986,482 - 3,985,482 -
860,750 - 860,750 -
432,144 - 432,144 -
14,401 4478 18,879 95,854
1,014,427 17,225 1,031,652 -
74,131 (74,131) - -
8,796,920 (52,428) 9,744 492 . 95,854
(766,578} 1,158,975 392,397 135,880
16,904,282 10,591,944 27 496,226 4,618,640
$ 16,137,704 $ 11,750,819 3 27,888623 3 4,754,520

13



CITY OF BAY CITY, TEXAS
BALANCE SHEET
GOVERNMENTAL FUNDS
September 30, 2010

Community 2010
Construction Capital
Projects Acquisition
General Fund Fund
ASSETS
Current assets
Cash and cash equivalents 3 1,929,736 & 522,883 $ 2,754,389
Receivables (net) 637,774 243473 -
Due from other governments 266,530 - -
Due from other funds 42,000 - -
Prepaid expenditures 24,824 - .
Inventory - - -
Total assets 3 2,900,864 3 766,356 3 2,754,389
LIABILITIES AND FUND BALANCES
Liabilities
Accounts payable $ 376,216 % 120,285 3% 31,657
Accrued expenditures 229,175 2,287 -
Security deposits - - -
Due to other governmenis 55,463 -
Accrued interest - - -
Deferred revenue 506,478 - -
Total liabilities 1,167,332 122,572 31,657
Fund balances
Reserved for prepaids 24,824 - -
Unreserved, undesignated reported in: ’
General fund 1,708,708 - -
Special revenue funds - - -
Debt service fund - - -
Capital project funds - 643,784 2,722,732
Total fund balances _ 1,733,532 543,784 2,722,732
Total liabilities and fund balances 3 2500864 3 766,356 % 2,754,389

The accompanying notes are an integral part of this statement.
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2008

Capital Community Other Total
Acquisition Development Governmentai Gavernmental
Fund __ Cerporation Funds Funds

313,899 § 1,469,337 3§ 261,569 7,251,813
- - 39,057 920,304

- 85,412 - 351,042

- - 13,566 55,556

- 60,000 - 84,824

- 20,657 - 20,657

313,898 § 1635406 § 314,182 8,685,096
3B568 39 28810 § 29,888 623,224

- 17,175 - 248,837

- - 20,908 20,958

- - - 55,463

- - 8,917 8,917

- - 8,839 515,317

36,568 45,785 68,642 1,472,556

. - - 24,824

- - - 1,708,708

- 1,589,621 220,577 1,810,198

- - 5431 5,431

277,331 - 19,5632 3,663,379
277,331 1,588,621 245 540 7,212,540
313899 § 1635406 % 314,182 8,685,086
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CITY OF BAY CITY, TEXAS

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE TO NET ASSETS

OF GOVERNMENTAL ACTIVITIES
September 30, 2010

Total governmental fund balances

Amounts reported for governmental activities in the statement of net assels are
different because:

Property taxes, fines and weedy ot receivables will be collected this year, but are
not available socn enough to pay for the current period’s expenditures, and
therefare are deferred in the funds.

Capital assets used in governmental activities are reported as expenditures in
governmental funds when purchased or constructed. The cost of these assets is
$39,930,312 and the accumulated depreciation is $17,025,174.

Other noncurrent assets (for example, debt issuance costs) used in governmental
activities are not financial resources, and therefore are not reported in
governmental funds. The cost of these assets is $194,478 and the accumulated
amortization is $14,939.

Long-term liabilities are not due and payable in the current period and therefore
are not reporied as liabilities in the funds. Long-term liabilities at year-end consist
of:

Bonds and certificates payable

Notes payable

Accrued interest payable

Capital leases payable

Compensated absences

Net assets of governmental activities

The accompanying nctes are an integral part of this statement.
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$ 7,212,540

515,317

22,905,138

179,539

$ {10,353,042)
(3,913,401)
(118,724)
(116,052)

(173611) _(14,674,830)

$ 16,137,704



CITY OF BAY CITY, TEXAS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
For the year ended September 30, 2010

Community 2010
Censtruction Capital
Projects Acquisition
General Fund Fund

REVENUES
Taxes % 7,105,667 % - 3 -
Licenses and permits 9,813 - -
Fines and forfeitures 402,318 -
Fees and charges for services 308,136 1,847,562 -
Intergovernmental 156,826 - -
Inyvestment income 5,352 - 2,197
Miscellaneous 834,289 1,600 -
Total revenues 8,822,401 1,849,162 2,197
EXPENDITURES
Current

General government 1,859,213 - -

Public safety 3,692,061 - -

Public works 1,050,523 - -

Public activities and recreation 1,182,124 - -

Cultural arts and public benefits 98,675 - -
Debt service

Bond issuance costs - - 90,183

Principal retrement 334,719 - -

Interest and fiscal charges 231,929 - -
Capital outlay - 2,182,641 407,022
Total expenditures 8,449,244 2,182 641 497,205
Excess {deficiency) of revenues
over expenditures 373,157 (333,479) {495,008)
OTHER FINANCING SOURCES (USES)
Debt issuance - - 3,300,000
Transfers in 75,145 144,760 -
Transfers out (291,341) - (82,260)
Total other financing sources (uses) {216,196) 144,760 3,217,740
Net change in fund balances 156,961 (188,719} 2,722,732
Fund balances at beginning

of year, as restated 1,576,571 832.503 -
Fund balances at end of year $ 1,733,632 $ 643,784 $ 2,722,732

The accompanying notes are an integral part of this statement.
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2009

Capital Community Other Totai
Acquisition Development Governmental Governmental
Fund Corporation Funds Funds

- 8 834182 § 607,080 $ 8,646,929

. - - 9,813

- - 402,318

- 64,960 65,000 2,286,558

- - - 156,826

B74 5,345 633 14,401

- 221,026 117,618 1,174,632

874 1,225,512 791,231 12,691,377

- 254,977 - 2,114,190

- - - 3,692,061

- - - 1,050,523

- 412,553 - 1,594,677

- - 545117 643,792

- - - 90,183

- 219,512 217,500 771,731

- 172,299 80,162 484,390

821,888 - 157,600 3,569,151
821,888 _ 1,059,341 1,000,379 14,010,698
{821,014) 166,171 (209,148) (1,319,321)
- - - 3,300,000

- - 290,327 510,232
- - (62,500) (436,101)

- - 227,827 3,374,131
{821,014} 166,171 18679 2,054,810
1,098,345 1,423,450 226,861 i 5,157,730
277,331 3 1,583,621 3 245540 8 7,212 540
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CITY OF BAY CiTY, TEXAS

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES TO THE STATEMENT OF ACTIVITIES

Forthe year ended September 30, 2010

Total net change in fund balances - governmental funds

Amounts reported for governmental activities in the statement of activities are
different because:

Current year capital outlays are expenditures in the fund financial statements, but
they should be shown as increases in capital assets in the government-wide
financial statements. The net effect of removing the 2008/2010 capital outlays is
to ingrease net assets.

The net effect of various transactions involving capital assets (i.e. transfers,
adjustments, and dispositions) is to decrease net assets.

Depreciation is not recognized as an expense on the governmental funds since it
does not require the use of current financial resources. The net effect of the
current year's depreciation is to decrease net assets.

Current year proceeds and payments on long-term debt are other financing
sources and expenditures in the fund financial statements, but they serve to
increase or reduce long-term liabilties in the government-wide financial
statements. In the current year, these amounts consist of,

Proceeds of certificates

Bond and certificate principal retirement

Note payabie principal retirement

Capital lease principal retirement

Because some property taxes will not be collected for several months after the
City's fiscal year ends, they are not considered "available” revenues ard are
deferred in the governmental funds. Similarly, other revenues are not currently
available at year-end and are not reported as revenue in the governmental funds.

Property taxes
Other revenues

Some items reported in the statement of activities do not require the use of
current financial resources and therefore are not reported as expenditures in
governmental funds. These activities consist of:

Net increase in debt issue costs
[Increase in accrued interest
Decrease in bond premium
Increase in compensated absences

Charnge in net assets of governmental activities

The accompanying notes are an integra! part of this statement.
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$ 2,054810
1,474,571
(337)
{1,782,398)
$ (3,300,000}
462,500
266,340
B 53,845 (2,517,315)
47,032
(19,492) 27,540
75,244
(118,724)
23,885
(3,854) (23,449)

$ {766,578}



CITY OF BAY CITY, TEXAS
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
September 30, 2010

ASSETS
Current assets
Cash and cash equivalents
Receivables (net)
Due from other funds
Inventory
Total current assets
Naoncurrent assets
Land and other assets not being
depreciated
Buildings, improvements, and
equipment {net}
Deferred expenses (net)
Tatal noncurrent assets

Total assets

LIABILITIES
Current liabilities
Accounts payable
Accrued expenses
Pue fo cther funds
Due lo other governments
Accrued interest payable
Customer deposits
Accrued compensated absences
Deferred revenue
Current portion of bonds and certificates
payable
Total current liabllities
Noncurrent liabilities
Bonds and certificates payable (net)
Tota! noncurrent liabilities

Total liabilities
NET ASSETS

Invested in capital assets, net of related debt

Restricted for debt service
Unrestrictad net assets

Total net assets

Business-type Activities

Water
and Sewer Sanitation Airport Tatal

1435316 % 42,054 41,803 1,619,173
982,696 - 46,375 1,029,071
- 187,119 - 187,119
- 2,271 17,196 18,467
2,418,012 231,444 105,374 2,754,830
357,155 - 213,405 570,560
12,308,016 2,536,982 869,602 15,714,600
482,024 94 614 - 576,638
_ 13147195 2,631,596 1,083,007 16,861,758
15,565,207 2,863,040 1,188,381 15,616,628
202,034 76,708 8,519 287,261
B9 697 21,467 28677 113,841
200,675 42,000 - 242675
55 13,696 - 13,651
9,671 5,819 - 15,490
496,502 - 4,605 501,507
58,504 4,425 835 63,764
- 178,602 - 178,602
1,205000 225,000 - 1,430,000
2,262,638 567 617 16,636 2,846,791
2,915,541 2,103,377 - 5,018,918
2,915,541 2,103,377 - 5018918
5178,079 2,670,994 16,636 7.865,709
8,544,630 208,605 1,083,007 9,836,242
548,261 - - 548,261
1,294,237 {16,558) 88,738 1,366,416
$ 10,387,128 % 192,046 1,171,745 11,750,518

The accompanying notes are an integral part of this statement.
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CITY OF BAY CITY, TEXAS

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS

PROPRIETARY FUNDS
For the year ended September 30, 2010

OPERATING REVENUES
Charges for services

Rents and miscellaneous fees
Total operating revenues

OPERATING EXPENSES
Water and sewer system
Sanitation expenses
Ajrport expenses
Depreciation

Total operating expenses

Operating income (loss) before
nonoperating revenues (expenses)
and contributions and transfers

NONOPERATING REVENUES (EXPENSES)
tnvestment income

Miscellaneous income

Interest and fiscal charges

Total nonoperating revenues (expenses)

Income (loss) before contributions and transfers

Contributions and transfers
Capital contributions
Transfers in
Transfers out

Total contributions and transfers
Change in net assets
Total net assets at beginning of year, as restated

Total net assets at end of year

Business-type Activities

Water
and Sewer Sanitation Airport Total

$ 5658696 3 2,176,550 % 133,137 % 7,968,383
71,960 - 68,337 140,297

__ 5,730,656 2,176,550 201,474 8,108,680
4,212,888 - - 4,212,888

- 1,586,188 - 1,586,188

- - 304,699 304,689
787,225 282,991 107,164 1,177,380
5,000 113 1,869,179 411863 7,281,155
730,543 307,371 (210,389) 827,525
4,304 174 - 4478

10,274 6,951 - 17.225
(258,419) (83,800) - (342,219)
(243,841) (76,675) - {320,5186)
486,702 230,696 (210,389) 507,009
488,124 - 237,973 726,097
98,700 - 80,000 178,700
(252,831) - - {252,831)
333,993 - 317,973 651,866
820,695 230,696 107,584 1,158,975

9 566,433 {38 650) 1,064,161 10,591,944

$ 10,387,128 182,046 % 1171746 % 11,750,919

The accompanying notes are an integral part of this statement.
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CITY OF BAY CITY, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

Far the year ended September 30, 2010

CASH FLOWS FROM QOPERATING ACTIVITIES

Cash received from customers

Cash paid to suppliers for goods and services

Cash paid to employees for services

Net cash provided (used) by operating
activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES

Transfers (to} from other funds

Borrowings (repayments) to other funds

Miscellaneous income (expense)

Increase {decrease) in customer deposits

Net cash provided (used) by noncapital
financing activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES

Acquisition and censtruction of capital assets

Principal paid on long-term debt

Interest paid

Net cash provided (used) by capital and
related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Investment income
Net cash provided (used} by

investing activities

Net increase (decrease) in cash and cash
eguivalents

Cash and ¢ash eguivalents at beginning of year

Cash and cash equivalents at end of year

Business-type Activities

Water
and Sewer Sanitation Airport Total

$ 5722336 $2176667 $ 199377 $ 8,098,380
(2,132,668) {1,447,239) {185,081) (3,764,988)
(2,047,904) {107,039) (70,176) (2,225,119)
1,541,764 622,389 (55,880) 2,108,273
(154,131) - 80,000 (74,131)
14,586 (458,000) - (443,414)
10,274 6,951 - 17,225
54,985 - 135 55,130
(74,276) {451,049) 80,135 {445,190)
{106,248) (600,411) - (706,659)
(1,195,000) (217,500) - {(1,412,500)
{133,921) (74.065) - {207,986)
(1,435,169) (891,976) - (2,327,145)
4,304 174 - 4,478
4,304 174 - 4,478
36,623 (720,462) 24,255 (659,584)
1,398,693 762,516 17,548 2,178,757
$ 1435318 & 42,054 % 41,803 $ 1,519,173
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RECONCILIATION OF OPERATING INCOME
TO NET CASH PROVIDED {(USED) BY
OPERATING ACTIVITIES

Operating income (loss)

Adjustments to reconcile operating income to
net cash provided by operating activities

Depreciation and amortization

Bad debt expense

Changes in assets and liabilities
(Increase} decrease in accounts receivable
(Increase) decrease in inventory
Increase (decrease) in accounts payable
Increase (decrease) in accrued expenses
Increase (decrease) in unearned revenues

Increase (decrease) in compensated absences

Total adjustments

Net cash provided (used) by
operating activities

Noncash capital and related financing activities

Assets acquired from contributions

Business-type Acfivilies

The accompanying notes are an integral part of this statement.
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Water
and Sewer Sanitation Airport Total
$ 730,543 307,371 $ (210,389) $ 827,525
787,225 293,504 107,164 1,187,893
30,922 - 20,909 51,831
(8,320) 5,000 (2,099) (5,419)
- (2,271) 22,992 20,721
8,956 (17,069) 6,518 {1,595)
- 35,063 (207} 34,855
- (3,634) - (3,634)
{7,562) 4,425 {768) (3,905)
811,221 315,018 154,509 1,280,748
$ 1,541,754 622389 3% (65880) $ 2,108,273
$ 488,124 3 237,973
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Notes to Financial Statements







CITY OF BAY CITY, TEXAS
NOTES TO FINANCIAL STATEMENTS
September 30, 2010

NOTE 1:

SLMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A

Reporting Entity

The City of Bay City, Texas (the "City") is an independent pelitical subdivision of the State of Texas
governed by an elected council and a mayor and is considered a primary government. As required
by generally accepted accounting principles (GAAP) in the United States of America, these financial
statements have been prepared based on considerations regarding the potential for inclusion of
component units, which are other entities or organizations that are financially accountable to the
City. Blended component units, although legally separate entities, are, in substance, part of the
government's operations, and as a resuit, data from these units are combined with data of the
primary government. The City considers the Bay City Community Development Corporation a
blended component unit. Discretely presented compenent units, on the other hand, are reportedin
a separate column in the government-wide statements to emphasize that they are legally separate
from the primary government. Based on these considerations, the City’s financial stalements
include the Bay City Gas Company as a discretely presented compoenent unit. The City's blended
compenent unit has a September 30 year-end and the City's discretely presented component unit
has a March 31 year-end. No other entities have been included in the City's reporting entity.
Additionally, as the City is considered a primary governmant for financial reporting purposes, its
activities are not considerad a part of any other governmental or other type of reporting entity.

Considerations regarding the potential for inclusion of other entities, organizations or functions in
the City's financial reporting entity are based on criteria prescribed by GAAP. These same criteria
are evaluated in considering whether the City is a part of any other governmental or other type of
reporting entity. The overriding elements associated with prescribed criterfa considered in
determining that the City’s financial reporting entity status is that of a primary government are thatit
has a separately elected governing body; it is legally separate; and it is fiscally independent of other
state and local governments. Additionally prescribed criteria under GAAP include considerations
pertaining to crganizations for which the primary government is financially accountable; and
considerations pertaining to organizations for which the nature and significance of their relationship
with the primary government are such that exclusion would cause the reporting entity’s financial
statements to be misleading or incomplete, Thea component units discussed below are included in
the City's reporting entity because of the significance of their operational or financial relationships

with the City.

Blended Component Unit

Bay City Community Cevelopment Corporation

The Bay City Community Development Corporation (the “Corporation”) has been included in the
reporting entity as a blended component unit. In 1994, the Corporation was created by the City
under the Texas Development Corporation Act of 1879 for the purpose of promioting, and
developing commercial, industrial and manufacturing enterprises and fo promote and encourage
employment and public welfare within the City. The Board of Directors consists of seven members,
four of which are appointed by the City Council. Services provided by the Corporation almost
exclusively berefit the City in that the development of the area within the community increases the
tax bases, resulting in additional tax revenue to the City. City Council approval is required for
annual budgets and borded debt issuance. In the event of dissolution, net assets of the
Corporation shall be conveyed to the City. The operations of the Corporation are presented as a
governmental fund type.
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NOTE 1:

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

A

Reporting Entity - (Continued)

Discretely Presented Component Unit

Bay City Gas Company

The Bay City Gas Company {the “Gas Company’) has been included in the reporting enlity as a
discretely presented component unit. The Gas Company provides for the distribution of natural gas
services throughout the City, is controlled by a permanent three-person board, which was originally
appointed by Victor LeTulle, who contributed the gas distribution system to the City in 1938. The
board is comprised of twe lifetime members with the City's mayor serving as the third member. The
beard is self-perpetuating with the lifetime members appointing their successors. The board is
responsible for the daily operations and policies of the gas utility. The Gas Company is not
separately incorporated and utilizes the City's municipal exemption from property, income and sales
tax.

Historically, the Gas Company has made contributions from ils profits to the City for capital
improvements. Also included as part of these contributions are gas services to City facilities and
volunteer firemen, which are not billed by the Gas Company. For the year ended March 31, 2010
these contributions totaled $404,000. Complete financial statements for the Gas Company may be
obtained from its administrative offices.

Government-wide and Fund Financial Statemenls

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all nonfiduciary activities of the City and its component
unit. For the most part, the effect of interfund activity has been removed from these statements.
Governmental activities, which normally are supported by taxes, and intergovernmental revenues
are reported separately from business-type activities, which rely to a significant extent on fees and
charges for support. Likewise, the primary government is reportad separately from its legally
separate component units.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include: 1) charges o
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general
revenues.

Separate financial statements are provided for governmental funds and proprietary funds. Major

individual governmenta! funds and major individual enterprise funds are reported as separate
columns in the fund financial statements.
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NOTE 1:

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

C.

Measurgment Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund financiat
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues
in the year for which they are levied. Grants and similar items are recognized as revenue as soon
as all eligibility requirements imposed by the provider have been met.

Gavernmental fund financial statements are reporied using the current financial resources
measurement focus and the medified accrual basis of accounting. Revenues are recoghized as
sopon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon encugh thereafter to pay liabilities of the current
period. Fer this purpose, the City considers revenues to be available if they are collected within 60
days of the end of the current fiscal period. Expenditures generally are recorded when a liabiiity is
incurred, as under accrual accounting. However, debt service axpenditures, as well as
expenditures related to compensated absences and claims and judgments, are recorded only when

payment is due.

Property taxes, franchise taxes, fines, and interest associated with the current fiscal period are all
considered to be susceptible {o accrual and so have been recognized as revenues of the current
fiscal period. All other revenue items are considered to be measurable and available only when
cash is received by the City.

The City reports the following major governmental funds:

The General Fund is the City’s primary operating fund . It accounts for all financial resources
of the general government, except those required to be accounted for in another fund.

The Capital Project Funds account for financial resources to be used for the acquisition or
construction of major capital facilities (other than those financed by proprietary funds). The
City has four Capital Project Funds, three of which have been reported as major funds, The
Community Construction Projects Fund is used to account for the various construction
prajects within the City. The 2010 Capital Acquisition Fund is used to account for the
proceeds and expenditures of the 2010 debt issue. Finally, the 2008 Capital Acquisition Fund
is used fo account for the expenditures related to the 2009 debt issue.

The Community Development Corporation accounts for tha resources used to finance
commurity and economic development projects within the City. The principal source of
revenue of this fund are sales taxes.

The City reports the following major proprietary funds:

Enterprise Funds are usad to account for operations; 1) that are financed and operatedin a
manner similar to private business enterprises - where the intent of the governing body is that
the costs (expenses, including depreciation) of providing goods or services to the general
public on a continuing basis be financed or recovered primarily through user charges, or
2) where the governing body has decided that pericdic determination of revenues earned,
expenses incurred, and/or net income is appropriate for capital maintenance, pubiic policy,
management control, accountability, or other purposes.
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NOTE 1:

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

C.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation - (Continued)

The Water and Sewer Fund accounts for the activities of the City related to its sewage
treatment plant and water distribution system.

The Sanitation Fund accounts for the operation ofthe City’s sanitation service. The principal
sources of revenues are charges to customers.

The Airport Fund accounts for the operation of the City's airport.
Additionally, the City reports the following fund types:

The Special Revenue Funds account for the proceeds of specific revenue sources that are
legally restricted to expenditures for specified purposes,

The Debt Service Fund accounts for the resources accumulated and payments made for
principal and interest on long-term general obligation debt of governmental funds.

Private-sector standards of accounting and financial reporting issued priar to December 1, 1989,
generaliy are followed in both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with ar contradict guidance of GASB. Governments also
have the option of following subsequent private-sector guidance for their business-type activities
and enterprise funds, subject to this same limitation. The City has elected not to fallow subsequent
private-sector guidance.

As a general rule the effect of interfund activity has been eliminated fram the government-wide
financial statements. Exceptions to this general rule are charges between various functions of the
City. Elimination of these charges would distort the direct costs and program revenues reported for
the various functions concerned.

Amounts reported as program revenues include: 1) charges to customers or applicants for goods,
services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions, including special assessmants. Internally dedicated resources are reported as
general revenues rather than as program revenues, Likewise, ganeral revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund's principal ongoing operations. The principal
operating revenues of the City's enterprise funds and internal service funds are charges to
customers for sales and services. The Water and Sewer Fund also recognizes as operating
revenue the portion of tap fees intended to recover the cost of connecting new customers to the
system. Operating expenses for enterprise funds and intemal service funds include the cost of
sales and services, administrative expenses, and depreciation on capital assets. All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City's policy to use
restricted resources first and then unrestricted resources as they are needed.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOLNTING POLICIES - {Continued)

D. Budgets and Budgetary Accounting

The City follows these procedures in establishing the budgetary data reflected in the financial
statements.

Annual appropriated budgets are adopted for the General Fund and Debt Service Fund using the
same basis of accounting as for financial reporting. Allannual appropriations lapse at year-end.
Expenditures may not legally exceed budgeted appropriations at the department level.
Expenditure requests, which would require an increase in the total budgeted appropriations must
be approved by City Councii through a formal budget amendment. At any time in the fiscal year,
the Council may make emergency appropriations to meet a pressing need for public expenditure
in order to protect the public health, safety, orwelfare. The Council has the power to transfer any
unencumbered funds aflocated by the budget from one activity, function or department, to another
activity function, or department, to re-estimate revenues and expenditures, and to amend the
budget.

Management has the authority to transfer available funds allocated by the budget from one
function or activity to another function or activity within the same department.

In cooperation with the department heads of the City, the City Finance Director prepares an
annual budget for the General Fund, certain Special Revenue Funds and the Debt Service Fund
for the ensuing fiscal year, in a form and style as deemed desirable by Council. The budgets, as
adopted must set forth the appropriations for services, functions, and activities of the various City
departments and agencies, and shall meet all fund requirements provided by law and applicable
band covenants.

E. Deposits and investments

The City's cash and cash equivalents are considered to be cash on hand, demand deposits, and
short-term investments with original maturities of three months or less from the date of acquisition.

The City may invest its excess funds in any instruments authorized by the Public Funds investment
Act of Texas. Investments autharized under this Act include, but are not limited to, the following:
Obligations of the United States or its agencies and instrumentalities; direct obligations of the State
of Texas or its agencies and instrumentalities; collateralized morigage obligations directly issued by
a federal agency or instrumentality af the United States, the underlying security for which is
guaranteed by an agency or instrumentality of the United States; other obligations, the principal and
interest of which are unconditionally guaranteed orinsured by, or backed by the full faith and credit
of, the State of Texas ar the United States ar their respective agencies and instrumentalities;
certificates of deposit issued by a state or financial institution domiciled in the State of Texas which
is guaranteed or insured by the Federal Deposit Insurance Corporation (FDIC) or otherwise
secured, and certain repurchase agreements.

As of September 30, 2010, the City has adopted a formal investrnent palicy.
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NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

F.

Receivables and Payables

Activity between funds that arerepresentative of lending/borrowing arrangements outstanding at the
ond of the fiscal year are referred fo as “due toffrom other funds”. Any residual balances
outstanding beftween the governmental activities and businass-type activities are reported in the
government-wide financial statements as “internal balances”.

All trade and property tax receivables are shawn net of an allowance for uncollectibles. Property tax
receivables include unpaid property taxes at year-end along with penalties and interest assessed on
these unpaid taxes. The allowance on the unpaid property taxes is equal to 10% of the outstanding
properly laxes and the aliowance on the penaities and interest is equal to 70% of the assessed
amount.

Inventory and Prepaid Items

Inventory is valued at the lower of cost (first-in, first-out) or market. Estimated cost is used when
actual cost figures are not available. The costs of governmental fund-type inventories are recorded
as expenditures when purchased rather than when consumed.

Certain payments to vendors reflect costs applicable to future accounting perieds. These payments
are repored as deferred expenditures (governmental funds) or prepaid expenses {proprietary
funds) in the fund financial statements and as deferred expenditures/expenses in the government-
wide financial statements.

Capital Assets

Capital assets, which include property, plant and equipment, are reported in the applicable
governmental or business-type activities columns in the government-wide statement of net assets.
The City defines capital assets as assets with an initial, individual cost of more than $5,000 and an
estimated useful life in excess of one year. Such assets are recorded at historical cost or estimated
historicalcost if purchased or construcied. Donated capital assets are recorded at estimated fair

market value at the date of denation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest is capitalized on capital assets of business-type aclivities when acquired with tax-exempt
debt. The amount of interest to be capitalized is calculated by offsetting interest expense incurred
during the period of construction until completion of the project with interest earned on invested

proceeds over the same period.

Property, plant, and equipment of the primary government is depreciated using the straight-line
method over the following estimated useful lives:

Assels Years
Buildings 39
Improvements other than buildings 35
Water and wastewater distribution system 25-50
Machinery and equipment 5-15
Public domain infrastructure 25-50
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NOTE 1:

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - {Continued)

K.

Compensated Absences

The City allows twelve days sick leave per year for each full-time employee and further allaws each
employee to accumulate an unlimited numkber of days of sick leave. Upon terminaticn, there is no
provision 1o pay the employee for accumulated sick days.

The City's employees earn vacation which may be either taken or accumulated, up to certain
amounts. Only earned leave is paid upon termination or retirement. A liability for this amount is
reported in governmental funds only if they have matured, for example, as a result of employee
resignations and retirements.

All compensated absencas pay is accrued when incurred in the government-wide and proprietary
fund financial statements.

Long-Term Obligations

In the government-wide financial statements, and in proprietary fund types in the fund financial
statements, long-term debt and ather long-term obligations are reported as liabilities in the
applicable gavernmental activities, business-type activities, or proprietary fund type statement of net
assets. Bond premiums and discounts, as well as issuance costs, are deferred and amortized over
the life of the bonds using the effective interest methed. Bonds payable are reported net of the
appiicable bond premiurn cr discount. Bond issuance costs are reported as deferred charges and
amortized over the term of the related debt. Losses or gains on refunding are capitalized and
amartized over the shorter life of the new issuance or the life on existing debt.

In the fund financial statements, governmental fund types recognize band premiums and discounts,
as well as bond issuance costs, during the current pericd. The face amount of debt issued is
reported as ather financing sources. Premiums received on debt issuances are reported as other
financing sources while discounts on debt issuances are reported as other financing uses.
Issuance costs, whether or not withheld from the actual debt proceeds recelved, are reponed as
debt service expenditures.

Fund Equity

In the fund financial statements, governmental funds report reservations of fund halance for
amounts that are not available for appropriation or are legally restricted by cutside parties for use
for a specific purpose. Besignations of fund balance, if any, represent teptative management plans
that are subject to change.

Use of Estimates

The preparation of the government-wide and fund financial statements in conformity with generally
accepted accounting principles requires the City to make estimates and assessments that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of financial statements and the reported amounts of revenues and expenditures during the
reporting peried. Accordingly, actual results could differ from those estimates.
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NOTE 2: STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY
Budgetary Compliance
There were seven departments where expenditures exceeded the amount appropriated during the fiscal
year 2009-2010.
Final Negative
General Fund - Department Budqet Actual Variance
City secretary $ 115,365 3 134,561 3 (19,196)
Administration and council 187,548 194,388 (6,850)
Municipal court 228,485 246,864 {18,375)
Police 3,382,324 3,453,801 (71.477)
City service center 56,629 63,851 (7,222)
Library 267,570 282,363 (14,793)
Debt service principal 324,719 334,719 (10,000}
These expenditures were funded by an available fund balance in the General Fund.
NOTE 3: DEPOSITS AND INVESTMENTS

The City's funds are required fo be deposited and invested under the terms of a depository contract
pursuant to the Texas Public Funds Investment Act. The depository bank pledges securities which
comply with state law and these securities are held for safekeeping and trust with the City’s and the
depository bank’s agent bank. The pledge of approved securities is waived only to the extent of the
depository bank’s dollar amount of FDIC insurance.

As of Septernber 30, 2010, the City had the following investments:

Weighted Average
Investment Type Amortized Cost Maturity {Days)

Public Funds Investrment Pool
TexPoal 3 5,403,796 34

The pool operates in a manner consistent with the Securities and Exchange Commission’s (SEC)
Rule 2(a){7) of the Investment Company Act of 1940 but is not registered with the SEC as an investment
company. [nstead, the regulatory oversight for the pool is the State of Texas. The pool uses amortized
cost rather than market value o report net assets fo compute share prices. Accordingly, the fair value of
the position in these pools is the same as the value of the shares in each poal.

Interest Rate Risk

In accordance with the City's investment policy, the City manages its exposure to declines in fair values by
limiting the weighted average maturity of its investment portfolio to less than one year from the time of
purchase. TexPool's weighted average maturity cannot exceed 60 days.
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NOTE 3:

DEPOSITS AND INVESTMENTS - {Centinued)

Credit Risk

The investment pool operates in full compliance with the Public Funds Jnvestment Act. TexPool is rated
AAAmM by Standard & Poor's.

Concentration of Credit Risk

The City's investment policy requires that the investment portfolio shall be diversified in terms of
investment instruments, maturity scheduling, and financial institutions ta reduce the risk of iss resulting
from over concentration of assets in a specific ¢lass of investments, specific maturity, or specific user, At
year-end, the City was not exposed to concentration of credit risk.

Custodial Credit Risk - Deposits

In the case of deposits, this is the risk that in the event of a bank failure, the City’s deposits may not be
returned to it. The City's investment policy reguires that deposits at financial institutions be insured by the
FDIC and/or collateralized by securities pledged to the City by the depesitery in an amount equal to at least
110 percent of the camrying value of deposits held. During the fiscal year and at year-end, all deposits held in
the depository bank were fully collateralized and therefore the City was not expased to custodial credit risk.

Custodial Credit Risk - Investrnents

or an investment, this is the risk that, in the event of the fallure of the counterparty, the City will not be
able to recover the value of its investments or collateral securities that are in the possession of an outside
party. All of the City’s investments are invested in TexPocl and it has ne custedial credit risk.
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NOTE 4:

RECEIVABLES

Receivahles at September 30, 2010, consist of the following:

Community
Construction
Projects Water Airport Nonmajor
General Fund and Sewer Fund Funds Total
Gross receivables:
Accounts 3 68189 $ 243473 $1,030968 $ 61760 3 - 31,404,380
Ad valorem taxes 771,850 - - - 11,053 782,903
Franchise taxes 60,733 - - - 60,733
Other 2,374 - - - 30,218 32,592
Tota! gross
receivables 903,146 243,473 1,030,968 61,760 41,271 2,280,618
Less: allowances 265,372 - 48,272 15,385 2214 331,243
Total net receivables $ 637,774 $ 243473 3 982696 § 46376 § 39,057 $1,.949375

The City's governmental funds report deferred revenue in connection with receivables for revenues that
are not considered to be available to liquidate liabilities of the current period. The governmental funds
also defer revenue recognition in connection with resources that have been received, but not yet earned.
At the end of the current fiscal year, the various components of deferred revenue and unearned revenue
reported in the governmental funds were as follows:

Unavailable _Unearned Total
General Fund
Ad valorem taxes § 506,478 $ - $ 506,478
Debt Service Fund
Ad valorem taxes 8,839 - 8,839
3 B1537 & - § 515317

The City's property taxes are Fewed annually on Qctober 1¥ on the basis of the Appraisal District's
assessed values as of January 1% of that calendar year. Appraised values are established by the
Appraisal District at market value and assessed at 100% of appraised value. The City's properly taxes
are hilled and collected by the Matagorda County Tax Office and are due and payable on January 31*.
Such taxes are applicable to the fiscal year |n which they are levied and become delinquent with an
enforceable lien on the property on January 1° * of the subsequent calendar year.

For the current year, the City levied property taxes of $0.52934 per $100 of assessed valuation, for

maintenance and operations, $0.49334 and interest and sinking, $0.030. The resulting adjusted total tax
levy was $3,421,270 on the total adjusted taxable vaiuation of $646,327,508 for the 2009 tax roll.
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NOTE 5:

CAPITAL ASSETS

The City's capital assets activity for the year ended September 30, 2010, was as follows:

Capital assets, not being depreciated
Land
Construction in progress

Total capital assets not being depreciated

Capital assets, being depreciated
Machinery and equipment
Buildings
Infrastructure

Total capital assets being depreciated

Less accumulated depreciation for
Machinery and equipment
Buildings
Infrastructure

Total accumulated depreciation

Total capital assels being depreciated, net

Governmental activities capital assets, net

Business-type activities

Capital assets, not being depreciated
Land
Construction in progress

Total capital assets not being depreciated

Capital assets, being depreciated
Machinery and equipment
Buildings and improvements
Infrastructure

Total capital assets being depreciated

Less accumulated depreciation for
Machinery and equipment
Buildings and improvements
Infrastructure

Total accumulated depreciation

Total capital assets being depreciated, net

Business-type activities capital assets, net

34

Beginning Ending

Balance Increases Decreases Balance
$ 1,731,627 1428610 $ - $ 1,874,437
536,634 925,350 280,686 1,181,298
2,268,261 1 ,068,160_ 280,686 3,065,735
5,746,915 406,411 219,937 5933,389
7.958,159 - - 7,958,159
22,702,343 280,686 _ - 22,883,029
36,407,417 687,097 216937 36,874,577
3,768,484 389,819 219,600 3,938,703
2,330,438 429 534 - 2,759,972
9,363,454 963,045 - 10,326,499
_15,462,3?6 1,782,398 219,600 17,025,174
20,945,041 (1,085,301) 337 19,849,403
$23,213302 $ (27,141) $ 281,023  $22,905,138
$ 381,117 % - 3 - % 3s1117
924,139 189,443 924,139 189,443
1,305,256 189,443 924130 570,56_0
5,847,425 205,753 81,916 5,871,262
819,423 200,939 - 1,020,362
22,358,491 1,228661 - 23,587,152
£,025,33§ 1,635,353 81,916 30,578,776
2,648,910 368,570 819156 2,935,564
366,205 173,397 - 539,602
10,753,597 635,413 - 11,389,010
13,768,712 1,177,380 81,916 14,864,176
15,256,627 457,873 - 15,714,600
$16,661.883 $ 647416 $ 924138 $16,285,160




NOTE §:

NOTE 6.

CAPITAL ASSETS - (Continued)

Depreciation expense was charged to functions/programs of the City as follows:

Governmental activities

General government $ 21,009
Public safety 137,829
Public works 1,288,394
Public activities and recreation 335,166
Total depreciation expense - governmental activities $1,782,358
Business-type activities
Water and sewer $ 787225
Sanitation 282,991
Airport 107,164
Total deprecialion expense - business-type activities $ 1,177,380

EMPLOYEES' RETIREMENT PLAN

A.

Plan Description

The City provides pension benefits for all of its full-time employees through a non-raditional, joint
contributory, hybnd defined benefit plan in the state-wide Texas Municipal Retirement System
{TMRS), an agent multiple-employer public employee retirement system.

Benefits depend upon the sum of the employee's contributions to the plan, with interest, and the
City-financed monetary credits, with interest. At the date the plan began, the City granted monetary
credits for service rendered before the plan began of a theoretical amount equal to two times what
would have been contributed by the employee, with interest, prior to establishment of the plan.
Monetary credits for service since the plan began are a percent (100%, 150%, or 200%) of the
employee's accumulated contributions. In addition, the City can grant, as often as annually, another
type of monetary credit referred to as an updated service credit which is a theoretical amount which,
when added to the employee’s accumulated confributions and the monetary credits for service
since the plan began, would be the total monetary credits and employee contributions accumutated
with interest if the current employee contribution rate and the City matching percent had always
been in existence and if the employee’s salary had aiways been the average of his salary in the last
three years that are one year before the effective date. At retirement, the benefitis calculated as i
the sum of the empioyee's accumulated contributions with interest and the employer-financed
monetary credits with interest were used to purchase an annuity.

The plan pravisions are adopted by the governing body of the City, within the options available in
the state statutes governing TMRS and within the actuartal constraints also in the statules.
Members can retire at age 60 and above with five or more years of service or with twenty years of
service regardless of age. A member is vested after five years.
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NOTE §:

EMPLOYEES' RETIREMENT PLAN - (Continued)

B. Contributicns

The contribution rate for the employees is 5%, and the City matching percent is currently 2 to 1,
both as adopted by the governing body of the Cily. Under the state law governing TMRS, the
actuary annually determines the Cily contribution rate. This rate consists of the narmal cost
contribution rate and the prier service contribution rate, both of which are calculated to be a level
percent of payroll from year to year. The normal cost contribution rate finances the currently
accruing monetary credits due to City matching percent, which are the obligation of the City as ofan
employee's retirement date, not at the time the employee's contributions are made. The normal
cost contribution rate is the actuarially determined percent of payroll necessary to satisfy the
obligation of the Cily to each employee at the time his retirement becomes effective. The prior
service contribution rate amortizes the unfunded actuarial liability cver the remainder of the plan's
25-year amortization period. The unit credit actuarial cost method is used for determining the City
contribution rate. Both the employees and the City make contributions monthly. Since the City
needs to know its contribution rate in advance for budgetary purposes, there is a one-year delay
between the actuarial valuation that is the basis for the rate and the calendar year when the rate
goes into effect (i.e., December 31, 2007, valuation is effective for rates beginning January 2009).

C. Annual Pension Cost

For the employer's fiscal year ending September 30, 2010, the annual pension cost for the TMRS
ptan for its employees was $635,670, and the actual contributions were $3635,670. The net pension
obligation at the beginning and end of the fiscal year was zero.

D. Actuarial Valuation Information

Following is a tabular summary of actuarial valuation information for the December 31, 2009,
December 31, 2008 and December 31, 2007, valuation dates:

Actuarial Valuation Information

12131107 12/31/08 12/31/09
Actuarial cost method projected unit projected unit Projected unit
credit credit credit
Amortization method level percent of level percent of level percent of
payroll payroll payroll
Amortization period in
years 30 - closed 29 - closed 28 - closed
Asset valuation method amortized cost amortized cost 10-year smoothed
market
Investment return 7.00% 7.50% 7.50%
Projected salary varies by age and varies by age and varies by age and
increases service service service
Inflation 3.00% 3.00% 3.00%
Cost of living adjustments 2.1% 2.1% 2.1%

E. Trend Information
Information for the three most recent actuarial valuations for the TMRS plan follows:
Contributions Required and Contributions Made

Annual Percentage of
Year Ended Pension APC Net Pension
September30 Cost (APC) __ Contributed Obligation
2010 $635,670 100% $ -
2009 529,444 100% -
2008 489,207 100% -
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NOTE 6: EMPLOYEES' RETIREMENT PLAN - (Continued)
E.  TIrend Information - (Continued)
o Schedule of Funding Progress _
Actuarial UAAL as of
Actuarial Actuarial Accrued Unfunded Annual Percentage
Valuation Value of Liability AAL Funded Covered of Covered
Date Assets {AAL) __(UAAL) Ratio Payroll Payrell
(@) (b) (b-a) (a/b) (c) {(b-a)c)
12/31/09 $11,881,037  $17,718,960 $5,737,923 67.62% $6,061,315 94.66%
12/31/08 11,436,920 16,659,204 5,222,284 68.65% 5,501,961 94.92%
12/31407 11,448,750 16,548,570 5,087,820 69.15% 5436124 93.78%
12/31/06 11,966,670 15,066,481 3,099,811 79.43% 4,851,045 63.90%
All assumptions for the December 31, 2009 valuations are contained in the 2009 TMRS
Comprehensive Annual Financial Report, a copy of which may be obtained by writing to P.O. Box
149153, Austin, Texas 78714-9153.
NOTE7: SUPPLEMENTAL DEATH BENEFIT PLAN
The City also participates in the cost sharing multiple-employer defined benefit group-term life insurance
plan operated by TMRS known as the Supplemental Death Benefits Fund (SDBF). The City elected, by
ordinance, to pravide group-term life insurance coverage to both current and retired employees. The City
may terminate caverage under and discontinue participation in the SDBF by adopting an ordinance before
November 1% of any year to be effective the following January 1%,
The death benefit for aclive employees provides a lump-sum payment approximately equai to the
employee’s annual salary (calculated based on the employee’s actual earnings, for the 12-month period
preceding the month of death); retired employees are insured for $7,500; this coverage is an “other
postemployment benefit’, or OPEB.
The City contributes to the SDBF at a contractually required rate as determined by an annual actuarial
valuation. The rate is equal to the cast of providing one-year term life insurance. The funding policy for
the SDBF program is to assure that adeguate resources are available to meet all death benefit payments
for the upccming year; the intent is not to pre-fund retired term life insurance during employees’ entire
careers.
The City's contributions to the TMRS SDBF for the years ended 2010, 2009, and 2008 were $20,807,
$21.214, and $20,657, respectively, which equaled the reguired contributions each year.
NOTE 8: TEXAS EMERGENCY SERVICES RETIREMENT SYSTEM

Plan Description

The Fire Fighters Pension Commissioner is the administrator of the Texas Emergency Services
Retirement System (TESRS), a cost sharing multiple-employer pension system established and
administered by the State of Texas (the "State”) to provide pension benefits for emergency services
personnel! who serve without significant monetary remuneration. TESRS is considered a component unit
of the State of Texas financial reporting entity and is included in the State’s financial reports as a pension
trust fund. At August 31, 2010, there were 198 memters of fire or emergency services departments
participating in TESRS. Eligible participants include volunteer emergency services personnel who are
members in good standing of a participating department,

37



NOTE 8: TEXAS EMERGENCY SERVICES RETIREMENT SYSTEM

Plan Description - (Continued)
At August 31, 2010, TESRS membership consisted of:

Retirees and Beneficiaries Currently Receivirg Benefits 2,152

Terminated Participants Entitled to Benefits but not yet
receiving them 2,105
Active Participants {vested and nonvested) _ 4359
8616

Senate Biil 411, 65" Legislature, Regular Session (1877), created TESRS, and established the applicable
benefit provisions. The 79" Legislature, Regular Session {2005) recadified the provisions and gave the
TESRS Board of Trustees authority to establish vesting requirements, contribution levels, benefit
formulas, and eligibility requirements by board rule. The benefit provisions include retirement benefits as
well as death and disability benefits. Members are 50% vested after the tenth year of service, with the
vesting percent increasing 10% for each of the next five years of service so that a member becomes

100% vested with 15 years of service.

Upon reaching age 55, each vested member may retire and receive a monthly pension equal to his vested
percent mulfiplied by six times the governing body's average monthly contribution over the member's
years of qualified service. For years of service in excess of 15 years, this monthly benefit is increased at
the rate of 8.2% compounded annually.

On and off duty death benefits and on duty disability benefits are dependent on whether or not the
member was engaged In the performance of duties at the time of death or disability. Death benefits
include a lump sum amount and continuing monthly payments to a members surviving spouse and
dependent children.

Funding Policy

Contribution provisions were originally established by Senate Bill 411, 85" Legisiature, Regular Session
{(1977) and were amended by board rule in 2006. No contributions are required by individual members of
paricipating departments. The governing bodies of participating departments are required te contibute at
least the minimum prescribed amount per month for each active member and may contribute more.
Additional contributions may be made by a governing body to pay for granting credit for service before the
departrment began participating in TESRS (prior service). The State may aiso be required to make annual
contributions up to a limited amount to make TESRS actuarially sound.

Apnual Required Contributions

The contribution requirement per active emergency services personnel member per manth is not
actuarially determined. Rather, the mipimum contribution provisions were set by board rule. For the fiscal
year ending August 31, 2010, total contributions (dues and prior services) of $2,875,103 were paid into
TESRS by the political subdivisions served by the member volunteer emergency services personnel. The
State did not appropriate any:maximum State confribution for the fiscal years ending August 31, 2010 and
2011. Total contributions made were equal to the contributions required by the State statute and equal to
the contributions required based on the August 31, 2008 actuarial valuation.
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NOTE 8:

TEXAS EMERGENCY SERVICES RETIREMENT SYSTEM - {Continued)

Asset valuation methed

Investment return

Annual Required Contributions - (Continued}

The purpeose of ihe bienntal actuarial valuaticn is to test the adequacy of the contribution arrangement to
determine if it is adeguate to pay the benefits that are promised. The actuaria! valuation as of
August 31, 2010, revealed the adequacy of the expected contributions from the pefitical subdivisions
{dues and prior service contributions) together with the actual State appropriations for the fiscal year
ending August 31, 2010 ($502,941 to help pay the System’'s administrative expenses) and with the
assumed continuation of fegislative appropriations of 1) the maximum State contribution amount in future
years as )5 necessary for the TESRS lo have a 30-year amorization period, and 2) approximately
$500,000 each year to help pay for TESRS's administrative expenses, Expected contributions for the
fiscal year ending August 31, 2011, are less than the contributions required because of the lag in time
between an actuarial valuation that shows the need for maximum State contribution amounts and the

appropriation process.

Without the expected future annual contributions from the State, the System would have an inadequate
contribution arrangement.

Actuarial Valuation Information

Following is a tabular summary of actuarial valuation information for the August31, 2010 and
August 31, 2008, valuation dates:

Actuarial Valuation Information

8/31/08 3 8/31/10
Actuarial cost method entry age entry age
Amortization method level dollar, open level dollar, open
Amortization period in years 6 years 30 years

market value smoothed by a 5-year
deferred recognition method with
an 80% - 120% corridor on
market value

7.75%, net of expenses

market value smoothed by a 5-year
deferred recognition method with
a 90% - 110% corridor on market
value

8.00%, net of expenses

Projecied salary increases n/a n/a
Inflation 3.50% 3.50%
Cost of living adjustment none none

Required Supplementary |nformation
Schedule of Funding Progress

Acluarial
Accrued UAAL
Actuarial Acluarial Liability" Unfunded Total per
Valuation Value of (AAL) - AAL Funded Members Member
Date ___ Assels Entry Age (UAAL) Ratio Covered Coverad
(@ (b) (b)-{a) {a/b) © (b-a)(c)
8/31/20086 $42 268,305 $5R8,052,828 $15,814,523 72.8% 8,061 L 1,862
873120082 60,987 157 84,227 341 3,240,184 95.0% 8,254 393
8/3172010° 64,113,803 79,953,216 15,835,412 B80.2% 8,708 1,819
Notes:

' The actuarial accrued liability is based upon the entry age actuarial cost method
? Changes in actuarial assumptions and methods, as well as benefit and contribution provisions, were first

reflected in this valuation.
% Changes in actuarial assumptions were reflected in this valuation.



NOTE 8: TEXAS EMERGENCY SERVICES RETIREMENT SYSTEM - (Continued)

Required Supplementary Information - (Continued)

State contributions to the City's plan for the fiscal year 2010 has been deemed insignificant to the financial
statements. Therefore, no amounts have been recognized as revenues and expenditures during the

period.
. Three-Year Trend Information - State-wide
Annual
Fiscal Year Ending Required Actual Percentage
August31 _Contributions Contributions _Contributed
2008 $ 3,160,764% $ 11,239,339" 356%
2009 2,698.271° 2,608,271 100%
2010 2,875,103° 2,875,103 100%
Notes:

! Includes a state contribution of $8,800,000.
? Based on the August 31, 2006, actuarial valuation.
*Based on the August 31, 2008, actuarial valuation.

NOTE 9: _ RISK MANAGEMENT

The Cily is exposed to various risks of lass encompassed in the areas of general liabilities, workers’
compensation claims, and employee health related expenses. The City has purchased general liability
and workers' compensation insurance to cover potential losses inthose areas. The City has entered into
interlocal agreements with the Texas Municipal League Intergovernmental Risk Poo! for general liability
and workers' compensation coverage. Through the payment of contributions to the Texas Municipal
League Intergovernmental Risk Poo!, the City has transferred these risks to the pool. The City has not
retained any risks other than the deductible and is covered up to the limits of coverage after the
deductible. Settlements of claims did not exceed insurance coverage for any of the past three years.

The City has also entered into an interlocal agreement with the Texas Municipal League Group Benefits
Risk Pool for health insurance for its employees. The City pays the health care premiums for City
employees. Employees have the option of paying dependent coverage via payroll deductions. The City
has no liability for any claims incurred by participants in this plan.
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NOTE 10: LONG-TERM DEBT

A. Changes in Long-Term Liabilities

Long-term liability activity for the year ended September 30, 2010, was as follows:

Beginning Ending Due Within
Balance Additions  Reductions Balance One Year
Governmentat activities
Bonds and certificates payable
General obligation bonds $ 4920,000 % - % 245000 3 4,675,000 % 255,000
Certificates of obligation 2,500,000 3,300,000 217,500 5,582,500 285,000
Plus deferred amounts:
Bond premium 119,427 - 23,885 85,542 -
Total bonds and certificates
payable 7,536,427 3,300,000 486,385 10,353,042 550,000
Notes payable 4,179,741 - 266,340 3,913,401 230,036
Capital leases 169,897 - 53,845 116,062 56,586
Compensated absences 169,757 3,864 - 173,611 173,611
Total governmental activity
long-term liabilities $12,058,822 $3,303854 $ BO06570 $14,556,106 351,010,233
Business-type activities
Bonds and certificates payable
General obligation bonds $ 5,220,000 $ - $1,195000 $ 4,025,000 $1,205,000
Certificates of obligation 2,500,000 - 217,800 2,282,500 225,000
Plus deferred amounts:
Bond premium 50,874 114,329 23,885 141,418 -
Total bonds and certificates
payable 7,770,974 114,325 1,436,385 6,448,918 1,430,000
Compensated absences 67,669 - 3,905 83,764 63,764
Total business-fype activity
long-term liabilities $ 7,838643 § 114,329 $1,440290 $ 6512682 $1,493,764

General Obligation Bonds

The City issues general obligation bonds to provide funds for the acquisition and construction of
major capital facilities. General obligation bonds are direct obligations and pledge the full faith and
credit of the City. The bonds have been issued for both governmental and business-type actlivities.

Annual debt service requirements to maturity for general obligation bonds are as follows:

Term Interest Rate Original Amount

Refunding Series 2004 2004 - 2024 3.00% - 4.80% 3 6,000,000
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NOTE 10: LONG-TERM DEBT - (Continued}

General Obligaticn Bonds - (Continued}

Annual debt service requirements to maturity for general obligation refunding bonds are as follows:

Governmental Activities Business-type Activities
Year Principal Interest Principal interest Total
2011 $ 255,000 $ 198,068 $ 1,230,000 $ 120,719 $ 1,801,787
2012 265,000 185,230 1,265,000 83,850 1,799,080
2013 275,000 173,305 1,305,000 45,900 1,799,205
2014 285,000 160,930 225,000 3,710 674,640
2015 295,000 150,812 - - 445 812
2016-2020 1,675,000 572,200 - - 2,247,200
2021-2025 1,625,000 184,803 - - 1,809,803

$4,675,000 $ 16232348 $ 4,025,000 $ 254,179 $ 10,677,527

Combination Tax and Revenue Certiftcates of Cbligation

The City also issues combination tax and revenue certificates of obligation (C.O.'s) to provide funds
for the acquisition and censtruction of major capital facilities payable from the proceeds of an
annual ad valorem tax and further payable from a junior and subgrdinate pledge of the net revenues
of the City's water and sewer system. The C.0O.’s have been issued for both governmental and
business-type activities. C.C.’s currently autstanding are as follows:

Term Interest Rate Criginal Amount

Certificates of Obligation 2009-2019 3.00% - 3.50% $ 2,500,000
2009 Series

Certificates of Obligation ~ 2010-2030 4 50% 3,300,000
2010 Series

Annual debt service requirements to maturity for certificates of obligation are as follows:

_ Governmental Activities Business-type Activities

Year Principal Interest Principal Interest Total

2011 $ 295000 $ 270,638 3 225000 $ 72,638 $ 863,276

2012 340,000 211,238 230,000 65,887 847,125

2013 352,500 199,387 237,500 58,988 848,375

2014 365,000 187,088 245,000 51,862 848,950

2015 377,500 174,338 252,500 44,513 848,851
2016-2020 1,822,500 853,912 1,092,500 85,812 3,664,824
2021-2025 805,000 378,675 - - 1,283,675
2028-2030 1,125,000 156,375 - - 1,281,375

$5582,500 § 2231651 $ 2,282,500 $ 388,800 $ 10,486,451
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NOTE 10: LONG-TERM DEBT - (Cantinued)

Netes Payable

The City has entered into a note payable agreement with Prosperity Bank. The proceeds from this note
payable were used to renovate the 16" Street Swimming Pool. Annual instaliments on this note are
$53,288 with a maturity date of 2017. The note bears interest at 5.074% and has an outstanding balance
of $307,296 at September 30, 2010. The City has entered into an inter-local agreement with the Bay City
Independent School District, in which the Bay City Independent School District is responsible for paying
$16,000 annually of the required instaliments.

The City has also entered into a note payable agreement with Prosperity Bank. The proceeds of this note
were used to purchase various technology equipment. This note bears interest of 5.4%, monthly
payments of $1,377, and a maturity date of 2016, The balance outstanding at September 30, 2010 was
$85,841. The General Fund is responsible for servicing this debt.

The City entered into a note agreement with Wells Fargo Bank. The proceeds from this note were used o
renovate a training facility. Quarterly installments on this note total $87,953. The note bears interest of
4.71% and the outstanding balance at September 30, 2010 was $3,520,163. The Community
Development Corporaticn, a hlended component unit of the City, is responsible for servicing this debt.

Annual debt service requirements to maturity for the notes payable are as follows:

Year Principal Interest Total
2011 $ 280139 § 183,289 $ 463428
2012 293,738 169,782 463,520
2013 307,998 155,617 463,615
2014 322,948 140,764 463,712
2015 338,627 125,192 463,819
2016-2020 1,715,470 374,387 2,089,857
2021-2025 654,481 31,187 685,668

$3913,401 51,180,218 $ 5003619

Capilal Leases

The City entered into a capital lease agreement for the purchase of a fire truck. The capital lease is paid
by the General Fund.

The following is a summary of future lease payments due on the fire truck:

2011 $ 56586 $ 5,807 $ 62493
2012 50,466 3,027 62,483

$ 116,052 ¢ 8,834 $ 124,886
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NOTE 11: INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS

A Interfund Receivables and Payables

At times during the fiscal year the various funds of the City were involved in lransactions that
created interfund receivable and payable belances. These transactions related to such things as
the purchase of goods by one fund on behalf of another and the receipt of revenue in one fund that
belongs to or is designated for another fund. Interfund receivable and payable balances as of
September 30, 2010, were as follows:

Receivable Fund o Payable Fund _ Amount
General Major Business-type % 42,000
Nonrmajor Governrrental Major Business-type 13,558
Major Business-type Major Business-type 187,119
$ 242,675
B. Interfund Transfers

Each year various funds of the City transfer funds to other funds. The most significant of these are
the planned transfers from the City's enterprise funds to specified governmental funds. These
transfers are intended to provide the necessary resources to meet the operating and debt service
obligations of the receiving funds. During the current fiscal year, transfers between funds consisted
of the following:

Transfers In
Cormmunity
Construction Water Nonmajor
General Projects and Sewer Airport Govt,

Transfers Out Fund Fund Fund Fund Funds Total
General $ - 3 - % 88,700 3 80,000 $ 112,841 $291,341
Nonmajor Govt. - 62,500 - - - 62,500
2010 Capital Acq. - 82,260 - - - 82,260
Water and Sewer 75,145 - - - 177,686 252,831

$ 75145 % 144760 3 98,700 3 80,000 $ 290,327 $688,932
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NOTE 12:

RESTATEMENT OF PREVIOUSLY ISSUED STATEMENTS

NOTE 13:

There were various restatements made to the beginning balances of the governmental activities. The net
effect of the restatement resulted in an increase in the beginning net assets of $348,584. The
restatement was necessary to correctly reflect various allowance for uncollectible accounts, recording of
receivables not previously reported and correcting the beginning balance of accrued salaries in the
governmental activities. |n addition, the beginning balance of net asseis was aiso restated in the
business-type activities to correctly reflect the amounts recorded as accrued salaries in the previous year.
This restatement caused a decrease in the beginning balance of $17,532.

ISSUED BUT NON-EFFECTIVE PRONOUNCEMENT

NOTE 14:

GASB Statement No. 54, “Fund Balance Reporting and Governmental Fund Type Definitions,” (the
‘Statement”) was issued in February 2009. The Statement eliminates the requirement to report
governmental fund balances as reserved, unreserved, or designated. It replaces those categories with
five possible classifications of governmental fund balances — nonspendable, restricted, committed,
assigned, and unassigned. The Statement also redefines the governmental funds for clarity and to be
consistent with these new fund balance classifications. The provisions of the Statement are effective for
periods beginning after June 15, 2010,

BAY CITY GAS COMPANY

A. Summary of Significant Accounting Policies

The combined financial statements of Bay City Gas Company (A Component Unitof the City of Bay
City, Texas) (the “Company") have been prepared in conformity with accounting principles
applicable to governmental units which are generally accapted in the United States of America. The
Governmental Accounting Standards Board (“GASB") is the accepted standard sefting body for
establishing governmental accounting and financial reporting principles.

1. Reporting Entity

The Company is @ component unit of the City of Bay City, Texas, and designated profits are
used for capital improvements of the City. The Company is a single purpose government
engaged in a business-type activity. The Cormpany has no oversight responsibility for any other
governmental entity since no entities are considered to be controlled by or dependent upon
them. The Board of Trustees consists of the current Mayor of the City of Bay City, Texas, and
two lifetime members. The surviving life trustee appoints new members. The Board of
Trustees has the authority to significantly influence operations and to hire management. They
are responsible and acceuntable for all fiscal matters.

2. Basis of Presentation, Basis of Accounting, and Measurement Focus

Governments engaged in a single business-type activity present only the enterprise fund
financial statements, as they would cnly mirrer the government-wide statements. The required
statements under GASB No. 34 are the statement of net assets, statement of revenues,
expenses and changes in fund net assets, and statement of cash flows.
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NOTE 14: _BAY CITY GAS COMPANY - (Continued)

A

Summary of Significant Accounting Policies - {Continued)

2. Basis of Presentation, Basis of Accounting, and Measurement Focus - (Continued)

Proprietary fund operating revenues, such as charges for services, result from exchange
transactions associated with the principal activity of the fund. Exchange transactions are those
in which each party receives and gives up essentially equal values. Nonoperating revenues,
such as subsidies and investment earnings, result from nonexchange fransacticns or ancillary
activities.

The Company is a single purpose government and has only one fund to report, the Utility Fund,
which is an enterprise fund.

Proprietary Fund Financial Statements: These financial statements are reported using the
economic resources measurement focus. The proprietary fund financial statements are
reported using the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded at the time liabilities are incurred, regardless of when the related cash

flows take place.

When the Company incurs an expenditure or expense for which both restricted and
unresfricted resources may be used, itis the Company’s pelicy to use restricted resources first,
then unrestricted resources.

Under GASB Statement No. 20, “Accounting and Financial Reporting for Proprietary Funds and
Other Governmental Entities That Use Proprietary Fund Accounting,” all proprietary funds will
continue to follow Financial Accounting Standards Board (FASB) standards issued on or before
November 30, 1989, However, from that date forward, proprietary funds will have the option of
either 1} choosing not to apply future FASB standards ({inciuding amendments of earlier
pronouncements}, or 2) continuing to follow new FASB pronouncements unless they conflict
with GASB guidance. The Company has chosen not to apply future FASB standards.

3. Financial Statement Accounts

a. Cash and Cash Equivalents

For purpeses of the statement of cash flows, highly liquid investments are considered to be
cash equivalents if they have a maturity of three months or less when purchased.

b. !nyentories and Prepaid ltems

The Company recerds purchases of supplies as expenditures, ulilizing the purchase
method of accounting for inventory.

Certain payrments to vendors reflect costs applicable to future acceunting periods and are
recorded as prepaid items.
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NQTE 14: BAY CITY GAS COMPANY - {Continued)

A, Summary of Significant Accounting Pailicies - (Continued)

3. FEinancial Statement Accounts - {Continued)

¢. Capital Assets

Purchased or constructed capital assets are reponted at cost or estimated historicai cost.
Donated fixed assets are recorded at their estimated fair value at the date of the donation.
The cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets’ lives are not capitaiized. A capitalization threshold of $1,000 is

used.

Capitat assets are being depreciated using the straight-line method over the following
estimated useful lives:

Estimated
Assat Class Useful Lives
Utility system 2040
Buildings 40
Furniture and fixtures 7-10
Vehicles 5-10
Equipment 3-10

d. Receivable and Payable Balances

The Company believes that sufficient detail of receivable and payable balances is provided
in the financial statements to avoid the obscuring of significant components by aggregation.
Therefore, no disclesure is provided which disaggregates those balances. The accounts
receivable have been reduced by $31,771 in allowance for uncollectible accounts.

There are no significant receivables which are not scheduled for coilection within one year
of year-end.

e. Use of Estimates

The preparation of financial statements in conformity with GAAP requires the use of
management’s estimates.

4. Budgetary Data

Althcugh proprietary funds are not required to adopt an annual budgef, the Company has
chosen to prepare and adopt annual budgets to aid in planning and monitoring of its activities.
There were some insignificant variances in budget fo actual as shown in the supplementary
schedule. The Company does not adopt amounts to be distributed to the City annually.

B. Deposits and [nvestments

The Company's funds are required to be deposited and invested under the terms of a depository
contract. The depository bank deposits for safekeeping and trust with the Company’s agent bank
approved pledged secunties in an ameunt sufficient to protect Company funds on a day-to-day
basis during the peried of the centract. The pledge of approved securities is waived only to the
extent of the depository bank’s dollar amount of FDIC insurance.
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NOTE 14: BAY CITY GAS COMPANY - (Continted)

B.

Deposits and Investments - {Continued)

Cash Deposits:

At March 31, 2010, the carrying amount of the Company's deposits (cash, certificates of deposit,
and interest-bearing savings accounts included in temparary investments) was $992,956 and the
bank balance was $1,064,109. The Company's cash deposits at March 31, 2010 and during the
year ended March 31, 2010, were entirely covered by FDIC insurance or by pledged collatera) held
by the Company's agent bank in the Company's name.

Investments:

The Company is required by Government Code Chapter 2255, The Public Funds Investment Act, to
adopt, implement, and publicize an investment policy. That policy must be written; primarily
emphasize safely of principal and liquidity; address investment diversification, yield, and maturity
and the quality and cepability of investment management; and include a list of the types of
authorized investments in which the investing entity's funds may be invested; and the maximum
allowable stated maturity of any individual investment owned by the entity.

The Public Funds Investment Act (the “Act”) requires an annual audit of investmen! practices. Audit
procedures in this area conducted as a part of the audit of the general purpose financial statements
disclosed that in the areas of investment practices, management reports and establishment of
appropriate policies, the Company adhered to the requirements of the Act. Additionally, investment
practices of the Company were in accordance with local policies.

The Act determines the types of investments, which are allowabile for the Company. These include,
with certain restrictions, 1) obligations of the U.S. Treasury, certain U.S, agencies, and the State of
Texas, 2) certificates of deposit, 3} certain municipal secunties, 4) money market savings accounts,
5) repurchase agreements, 6) bankers acceptances, 7) mutuat funds, 8) investment pools,
9) quaranteed investment confracts, and 10) comman trust funds.

The Company's investments at March 31, 2610 are shown below.

Investment or Investmeni Type Maturity Rating Fair Value % of Portfolio
Certificates of Deposit - Parlicipating <1year FDIC § 489,874 33.46%
Certificates of Deposit - Nonparticipating <1year FDIC 406,036 27.74%
Federal Home Loan Bank > Syears Aaa 85,313 6.78%
Federal Home Loan Morigage > Syears Aaa 100,250 B.85%
Federal National Morigage Assn > Syears Aaa 89,281 B.78%
Indiana Michigan Power Co Notes > Syears Bbb 42 851 2.93%
GE Cap Corp 5r Notes > 5 years Aat 75,850 519%
GNMA Poo! > 5§ years 5,383 037%
Caterpillar Fin Svcs Group A-1 102,686 7.01%
UBS Ag PrdTr IV N/A Bbb- 42,250 2.89%
Total Investments 3 1,463,854 100.00%
Included in Cash:

TexPool N/A Aza 3 857
UBS Money Market Funds N/A Azn B48,204
Edward Jones Money Market Funds N/A Aaam 451,732

§ 1,300,793
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NOTE 14: BAY CITY GAS COMPANY - (Continued)

B,

Deposits and Investments - (Continued)

Analysis of Specific Deposit and Investment Risks:

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

1. Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The ratings of securities by nationally recognized rating agencies are designed to
give an indication of credit risk. The Company policy is to exercise judgment and care, under
circumstances then prevailing, that persons of prudence, discretion and intelligence exercise in
the management of their own affairs, not for speculation but for investment, considering the
probable safety of principal as well as the probable income to be derived. The ratings for
investments owned at year-end are included in the table above.

2. Concentration of Credit Risk

This risk is the risk of loss altributed to the magnitude of a government's investment in a single
issuer. Itis Company policy to diversify investments based on maturity and type of instrument.
The Company policy places no limit on the amount that may be invested in any one issuer. At
year end, the Company had several investments in excess of 5% as shown in the table above.

3. Interest Rate Risk

This is the risk that changes in interest rates will adversely affect the fair value of an
investment. The Campany limits its exposure to interest rate nsk by diversifying its investments
by security type and institution. It restricts maturities to three years on certificates of deposit,
ninety days on maney market mutual funds, less than two years on most other investments,
with the excepticn of abligation of governmental entities or their agencies, which can be up to
thirty years.

Investment Accounting Policy

The Company's general pelicy is to report money market investments and short-term participating
interest-earning investment contracts at amortized cost and to report nonparticipating interest-
earning investment contracts using a cost-based measure. However, if the fair value of an
investment is significantly affected by the impairment of the credit standing of the issuer or by other
factors, it is reported at fair value. All other investments are reported at fair value unless a legal
contract exists which guarantees a higher value. The term “shori-term” refers to investments which
have a remaining term of one year or less at time of purchase. The term "nonparticipating” means
that the investment’s value does not vary with market irterest rate changes. Nonnegotiable
certificates of deposit are examples of nonparticipating interest-earning investment contracts.
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NOTE 14: BAY CITY GAS COMPANY - {Continued)

Public funds investment pools in Texas (the “Pools") are established under the authority of the
Interlocal Cooperation Act, Chapter 79 of the Texas Government Code, and are subject to the
provisions of the Act, Chapter 2256 of the Texas Government Code. Inaddition to other provisions
of the Act designed to promote liquidity and safety of principal, the Act requires Pools to: 1) have an
advisory hoard composed of participants in the pcol and other persons who do not have a business
relationship with the pool and are qualified to advise the pool; 2) maintain a continupus rating of no
lower than ASA or AAA-m or an equivalent rating by at least one nationally recognized rating
service; and 3) maintain the market value of its underlying investment portfolio within one half of

The Company’s investments in the Pools are reported at an amount determined by the fair value
per share of the pool's underlying portfolio, unless the pool is 2a7-like, in which case they are
reported at share vaiue. A 2a7-like pool is one which is not registered with the SEC as an
investment company, but nevertheless has a policy that it will, and does, aperate in @ manner
consistent with the SEC’s Ruie 2a7 of the Investment Company Act of 1940. TexPoolis a 2a7-like
pool governed by the State Comptroller of Public Accounts.

B. Deposits and Investments - (Continued)
Public Funds Inyestment Poals
one percent of the value of its shares.
C. Capital Assets

Capitaf asset activity for the year ended March 31, 2010, was as foilows:

Beginning Enrding
Balances  Increases Decreases _Balances
Business-type activities:
Capital assets, not being depreciated:

Construction in progress 3 - 3 17,790 $ 13058 5 4732
Total capital assets not heing depreciated L - 17,790 13,058 4,732
Capital assels, heing depreciated:

Utility plant 2,076,325 13,058 8,860 2,080,523

Buildings and improvements 522,800 - - 522,800

Equipment 590,181 26,733 240,634 376,280

Vehicles 144,737 - - 144,737

Meters and requlators 729,755 - 729,755 -
Total capital assets being depreciated 4,063,798 39,791 979,249 3,124,340
Less accumulated depreciation for:

Utility plant (1,123,043  (51,681) (1,002) (1,173,732)

Buildings and improvements (259,050) (13,240) - (272,290)

Equipment (256,475)  (19.418) (67,152)  (208,741)

Vehicles (69,228)  (13,203) - (82,431)

Meters and regulators __(475,785) - (475765} -
Total accumulated depreciation (2,183,561}  (97,552) _ (543,919) (1,737.194)
Total capital assets bheing depreciated, net 1,880,237 (57,761} 435,330 1,387,146

Business-type activilies capital assets, net

$1,680,237 § (35,971) § 448388 $1,391,878
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NOTE 14: BAY CITY GAS COMPANY - (Continued)

C.

Capital Agsets - {(Continued)

Depreciation of $97,552 was charged to the enly function of providing natural gas.

Risk Management

The Company is exposed to various risks of loss related le torts, theft, damage or destruction of
assets, errors and omissions, injuries to employees, and natural disasters. During fiscal year 2010,
the Company purchased commercial insurance to cover general liabilities. There were no
significant reductians in coverage in the past fiscal year and there were nec settlements exceeding
insurance coverage for any of the past three fiscal years.

Pension Plan

1.

Plan Description

The Company pravides pensicn benefits for all of its eligible employees by participating in the
City of Bay City's non-traditional, joint centributory, hybrid defined benefit plan with the state-
wide TMRS, an agent, multiple-employer public employee retirement system. The plan
provisions that have been adopted by the Company are within the options available in the
governing state statutes of TMRS.

Since the Company participates with the City of Bay City, information related to the actuarial
valuation of asseis, accrued liability, funded ratio, unfunded liability, covered payrell and
unfunded actuarial liability as a percentage of covered payrell is included in the totals for the
City of Bay City, Texas. This information may be obtained by writing the City of Bay City,
Texas, 1901 5th Street, Bay City, Texas 77414.

TMRS issues a publicly available comprehensive annual financial report that includes financial
statements and required supplementary information (RSI) for TMRS; the report also provides
detailed explanations of the contributions, benefils and actuaria! methods and assumptions
used by the System, This report may be obtained by writing to TMRS, P.O. Box 149153,
Austin, TX 78714-9153 or by calling 800-924-8677; in addition, the report is available on
TMRS's websile at www. TMRS.com.

The plan previsions are adopted by the governing body of the Company, within the options
available in the state statutes governing TMRS. Plan provisions for the Company were as
follows:

Plan Year Plan Year
2008 2009
Employee deposit rate 5.0% 5.0%
Matching ratic (Company to employee) 2t01 2to1
Years required for vesting 5 5
Service retirement eligibility 60/5, D/25 60/5, 0/25

(expressed as agefyears of service)
Updated Service Credit

100% Repeating,

100% Repeating,

Transfers Transfers
Annuity Increase 70% of CPI 70% of CPI
{to retirees) Repeating Repeating
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NOTE 14: BAY CITY GAS COMPANY - {Continued)

E.

Pension Plan - (Continued)

2. Contributions

Under the state Jaw governing TMRS, the contribution rate for each Company is determined
annually by the actuary, using the Projected Unit Credit actuarial cost method. This rate
consists of the normal cost contribution rate and the prior service cost contribution rate, which
is calculated to be a level percent of payroll from year to year. The normal cost contribution
rate finances the portion of an active member’s projected benefit allocated annually; the pricr
service contribution rate amortizes the unfunded (overfunded) actuarial liability (assel} over the
applicable period for that Company. Both the normal cost and prior service contribution rates
include recognition of the projected impact of annually repeating benefits, such as Updated
Service Credits and Annuity Increases.

The Company contributes to the TMRS Plan at an actuarially determined rafe. Both the
employees and the Company make contributions monthly. Since the Company needs to know
its contribution rate in advance for budgetary purposes, there is a one-year delay befween the
actuarial valuation that serves as the basis for the rate and the calendar year when the rate
goes into effect.

The required confribution rates for fiscal year 2008 were determined as part of the
December 31, 2006 and 2007 actuarial valuations. Additional informaticn as of the latest
actuarial valuation, December 31, 2008, also follows:

Valuation Date 12/31/2006 12/31/2007 12/31/2008
Acluarial Cost Method Unit Credit Projected Unit  Projected Unit
Credit Credit
Amortization Methad Level % aof Level % of Level % of
Payroll Payroll Payroli
Remaining Amortization Period 25 years, 30 years, 29 years,
cpen period open period open pericd
Asset Valuation Method amort cost amort cost amort cost
Actuarial Asstimptions:
Investment Rate of Return * 7.0% 7.0% 7.0%
Projected Salary Increases * Varies byage  Variesbyage  Varies by age
and service and service and service
* Includes Inflation at 3.00% 3.00% 3.00%
Cost-of-Living Adjustments N/A 2.1% 2.1%

The current rate is 11.19% of annual covered payroll. The Company’s contributions to the
TMRS for the years ending March 31, 2010, 2009 and 2008 were $47,328, $50,337 and
$45,081, respectively, and were equal to the required contributions for each year.
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NOTE 14: BAY CITY GAS COMPANY - (Continued)

F.

Health Care Coverage

During the year ended March 31, 2010, employees of the Company were covered by a health
insurance plan (the “Plan”). The Cempany paid premiums of $301 per month per employee to the
Plan. Employees, at their optien, authorized payroll withheldings to pay premiums for dependents.
All premiums were paid to a third party administrator, acting on behalf of the licensed insurer. The
Plan was authorized by Article 3.51-2, Texas Insurance Code and was documented by contractual
agreement,

The contract between the Company and the third party administrator is renewable July 1, 2010, and
terms of coverage and premium costs are included in the contractual provisions.

Health Reimbursement Arrangement

In an effort to keep health insurance premiums at a reasonatle level, the Company chose to go with
a higher deductible plan at $4,000 per employee. As a result of the higher deductible, they
estabiished a heaith reimbursement arrangement under Section 105 of the Internal Revenue Code
in which they contribute an actuarial determined amount per month to be used to meet an
employee's deductible beyond the first $1,000 and up to the $4,000 deductible. The Plan may be
terminated by the Company at any time with any excess contributions reverting back to the
Company. The Plan is administered independently of the Company by Total Administrative
Services Corporation.

Restricted Assels

Cash has been restricted for the payment of customer deposits.

Nonmonetary Transactions

It is Company policy to donate gas consumed by City owned property and a fixed amount for
volunteer firemen. At March 31, 2010, the amount of gas at retail pricas consumed by City property
was 332,369 and the fixed amount donated to the City on behalf of the volunteer firemen amounted
to $17,550 for total donated gas of $48,913.

Change in Accounting Policy

The Company has changed its accounting policy from depreciating melers, regulators and
transponders to placing them in inventory and expensing them once they are placed in the system.
The Company feels the cost of the meters, regulators, and transponders individually do not meet
the capitalization threshold. Furthermore, they are pulled from the system, repaired and/or replaced
on a routine basis making it difficult to track for capitalization purposes.

As a result of the change in accounting policy, capital assets were written down $963,750 and

related accumulated depreciation was written down $534,021. The net result of $429,729 is
recorded as prior period adjustment.
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NOTE 14: BAY CITY GAS COMPANY - (Continued)

K. Prior Period Adjustment

The statute of limitations has run on a disputed accounts payable bill from 2003 with Cleco
Corporation. As a result, a prior pericd adjustment of $81,006 has been made to the current year

equity.

As noted in footnote J, a pricr period adjustment of $429,728 has been made to equity as the result
of a change in accounting palicy for meters, reguiators and transponders.
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CITY OF BAY CiTY, TEXAS
MAJOR GOVERNMENTAL FUNDS - GENERAL FUND
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE

BUDGET (GAAP BASIS) AND ACTUAL
For the year ended Seplernber 30, 2010

Variance
Criginal Final Positive
Budget Budget __Actual (Negative)

REVENUES
Taxes

Ad valorem taxes § 3,175,000 % 3,175,000 $ 3179174 $ 4,174

Other taxes 4,090,000 3,952,600 3,926,493 (26,007)
Licenses and permits 9,700 9,700 9,813 113
Fines and forfeitures 252,000 397,500 402,318 4 818
Fees and charges for services 328,200 353,700 308,136 (45,564)
Intergovernmental 71,212 131,454 156,826 25,372
Investment income 12,000 - 5,352 5,352
Miscellanecus 724,670 769,@ 834,289 64,619
Total revenues 8,662,782 8,789,524 8,822 401 32,877
EXPENDITURES
Current

General government 1,805,040 1,825,578 1,855 213 66,365

Public safety 3,530,438 3,630,814 3,692,061 (61,247)

Public works 1,048,492 1,090,455 1,050,523 39,932

Public activities and recreaticn 1,170,482 1,248, 215 1,182,124 66,081

Cultural arts and public benefits 81,500 119,500 88,675 20,825

Debt service 504,1 56 556,766 566,648 (9,882)
Total expenditures 8,150,108 8,571,328 8,449 244 122,084
Excess (deficiency) of revenues over expenditures 512,674 218,196 373,157 154,961
OTHER FINANCING SOURCES (USES)
Transfers in 75,145 75,145 75,145 -
Transfers out {283,341 (293,341) (291,341 2,000
Total other financing scurces (uses) {218,196) (218,196 _ (216,196) 2,000
Net change in fund balance 294 478 - 156,961 156,961
Fund balance at beginning of year, as restated _ 1,576,571 1,676,571 1,576 571 _ -
Fund balance at end of year $ 1,871,049 § 1576571 § 1,733,632 3 156,961

The accompanying notes to required supplementary information are an integral part of this schedule,
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CITY OF BAY CITY, TEXAS
NOTES TQ REQUIRED SUPPLEMENTARY INFORMATION
Sepftember 30, 2010

NOTE 1: BUDGETARY BASIS OF ACCOUNTING

The City annually adopts budgets that are prepared using the modified accrual basis of accounting,
which is consistent with generally accepted accounting principles.

NOTE 2: BUDGETARY LEGAL COMPLIANCE

For the year ended September 30, 2010 the City complied with budgetary restrictions at all
departmental levels except the following. The following table details these variances:

Final Negative

General Fund - Department Budget Actual __Variance
City secretary $ 115,385 3 134581 $ (19,198)
Administration and council 187,548 184,398 (6,850)
Municipal court 228,485 246 884 (18,379)
Police 3,382,324 3,453,801 (71.477)
City service center 56,629 63,851 (7,222)
Library 267 570 282 363 {14,793)
Debt service principal 324,719 334,719 (10,000)
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CITY OF BAY CITY, TEXAS
NONMAJOR GOVERNMENTAL FUNDS
COMBINING BALANCE SHEET
Sepftember 30, 2010

Special Revenue Funds

Street
Maintenance
Civic and Disasler Capital
Cultural Arts Recovery Project Debt
Fund Fund Fund Service Total

ASSETS
Cash and cash eguivalents $ 130,728 $ 96961 % 195632 % 14,348 % 261,569
Receivables {net)

Taxes 30,218 - - 8,839 38,057
Due from other funds . - 13,556 - - 13,556
Total assets $ 160946 $ 1105617 3 19,632 § 23187 § 314,182
LIABILITIES AND FUND BALANCES
Liabilities

Accounts payable E 20888 3 - % - % - 3 29,888

Security deposits 20,998 - - - 20,998

Accrued interest - - - 8,917 8,917

Deferred revenue - - - 8,839 8,839
Total liabilities 90,886 - - 17,756 68,642
Fund balances

Unreserved, undesignated 110,060 110,517 19,532 5431 245,540
Total fund balances 110,060 110,617 19,5632 5,431 245,540
Total liabilities and fund balances $ 180946 35 110517 & 18,632 % 23187 % 314,182
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CITY OF BAY CITY, TEXAS

NONMAJOR GOVERNMENTAL FUNDS
COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

For the year ended September 30, 2010

Special Revenue Funds Street
Maintenance
Civic and Disaster Capital Debt
Cultural Arts Recovery Project Service
_ Fund Fund Fund Fund Total

REVENUES
Taxes

Property taxes 3 - 3 - 3 - % 187,707 187,707

Hote! - motel tax 419,373 - - - 419,373
Fees and charges for services 65,900 - - - 65,900
Investment income

interest 574 - - 59 633
Misceillaneous 7,101 110,517 - - 117,618
Total revenues 492,948 110,517 - 187,766 791,231
EXPENDITURES
Current

Cultural arts and public benefits 545,117 - - - 545117
Debt service

Principal - - - 217,500 217,500

Interest and fiscal charges - - - 80,162 80,162
Capital autlay - - 157,600 - 157,600
Total expenditures 545,117 - 157 600 297,662 1,000,379
Excess (deficiency) of revenues

over expenditures (52,169) 110,517 (157,600) (109,896) (209,148}
OTHER FINANCING SOURCES (USES)

Transfers in - - 175,000 115,327 290,327

Transfers out {62,500} - - - (62,500)
Total other financing sources (uses) {62,500} - 175,000 115,327 227827
Net change in fund balances (114,669) 110,517 17,400 5,431 18,679
Fund balances at beginning of year 224,729 - 2,132 - 226,861
Fund balances at end of year $ 110,080 3% 110,517 3 19,632 § 5431 3 245540
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CITY OF BAY CITY, TEXAS

MAJOR GOVERNMENTAL FUNDS - GENERAL FUND

BALANCE SHEET
September 30, 2010

With comparative lotals for September 30, 2009

ASSETS
Cash and cash equivalents
Receivables (net)

Accounts

Taxes
Due from cther governments
Due from other funds
Prepaid expenditures

Total assets

LIABILITIES AND FUND BALANCES
Liabilities

Accounts payable

Accrued expendifures

Due to other funds

Due to other governments

Deferred revenue

Tetal Habilities

Fund balances
Reserved far prepaid expenditures
Unreserved
Undesignated

Total fund balances

Total liabilities and fund balances
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2010 2009

$ 1,929,736 1,607,636
68,189 40,424
569,585 277,077
266,530 240,734
42,000 503,853
24,824 :

§ 2,800,864 2,669,724
3 376216 162,016
229,175 320,668

- 395,373

55,463 .
506,478 215006
1,167,332 1,093,153
24,824 .
1,708,708 1,576,571
1,733,532 1,576,571

$ 2,900,864 2,669,724




CITY OF BAY CITY, TEXAS

MAJOR GOVERNMENTAL FUNDS - GENERAL FUND

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
BUDGET (GAAF BASIS) AND ACTUAL

For the year ended Sepfember 30, 2010

With comparative totals for the year ended September 30, 2009

2010 2009
Variance
Final Positive
Budget Actual {Negative) Actual
REVENUES
Taxes
Property tax $ 3175000 $ 3,179,174 3 4,174 3,059,302
Sales tax 3,060,000 3,052,300 {7,700) 3,455,757
Mixed beverage tax 17,500 13,443 {4,057) 17,984
Franchise tax 875,000 860,750 (14,250} 756,851
Tolal taxes 7,127,500 7,105,667 (21,833) 7,280,854
Other revenues
Licenses and permits 9,700 9,813 113 13,033
Fines and forfeitures 397,500 402,318 4,818 254,034
Fees and charges for services 383,700 308,136 {(45,564) 183,385
Intergovernmental 131,454 156,826 25,372 180,652
Investment income - 5,352 5,352 10,626
Miscellaneous 769 670 834 289 64,619 996,865
Total other revenues 1,662,024 1,716,734 54,710 1,638,585
Total revenues 8,789,524 8,822,401 32,877 8,828,489
EXPENDITURES
General government
City secretary
Personnel services 89,855 104,321 (14,456) 71,064
Supplies 10,720 14,256 {3,536) 5,076
Other services and charges ] 14,790 15,984 (1.194) 6,235
Total city secretary 115,365 134,561 (19,196} 82,375
City general services
Personnel services 12,000 15,685 (3,685) 83,212
Supplies 10,500 6,679 3,821 10,262
Repairs and maintenance 13,000 0,826 3,174 12,995
Other services and charges 985,759 904,206 81,553 680,848
Total general services 1,021,259 936,346 84,863 787,318
Administration and council
Personnel services 177,548 181,462 {3,914) 159,384
Supplies 4,100 6,002 (1,902) 4,725
Repairs and maintenanca 400 297 103 1,243
Other services and charges 5,500 6,637 (1,137} 5.845
Total administration and council 187,548 L 194,398 (6,850) 171,197
(continued)
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CITY OF BAY CITY, TEXAS

MAJOR GOVERNMENTAL FUNDS - GENERAL FUND

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE

BUDGET (GAAP BASIS) AND ACTUAL
For the year ended September 30, 2010

With comparative fofals for the year ended September 30, 2009

EXPENDITURES - {CONTINUED)
General government - {continued)
Human resources
Personnel services
Supplies
Other services and charges
Capital cutlay

Total human resources

Municipaf court
Personnel services
Supplies
Repairs and maintenance
Other services and charges

Tolal municipal court

Finance
Personnel services
Supplies
Repairs and maintenance
Other services and charges
Capital outlay

Total finance

Total general governmeant

Public safety
Police
Personnel services
Supplies
Repairs and maintenance
Other services and charges
Capital outlay

Total police

Fire
Personnel services
Supplies
Repairs and maintenance
Other services and charges
Capital outlay

Total fire

2010 2009
Variance
Final Positive
Budget Actual {Negative) Actual
36,544 27,148 $ 9,396 118,082
6,300 8,238 {1,938) 5,996
1,200 1,885 (685) 1,979
29,000 27,178 1,822 -
73,044 64,449 8,595 126,057
132,085 114,558 17,527 239,361
6,500 6,998 (498} 8,530
3,000 1,808 1,192 2,651
86,900 123,500 {36,600) 58,115
228,485 246 864 {18,379) 308,657
284,777 271,164 13,613 243,318
6,100 5,916 184 5,389
1,000 - 1,000 579
3,000 4473 (1,473) 5387
5,000 952 4,008 -
299,877 282,545 17,332 254673
1,925,578 1,859,213 66,365 1,730,277
3,022,267 3,046,039 (23,772) 2,711,123
89,583 97,488 (7,905) 42,867
29,110 23,752 5,358 26,393
241,364 247,205 (5,841) 238,856
- 39,317 {39,317) 41,943
3,382,324 3,453,801 (71,477) 3,061,182
37,672 36,372 1,300 36,142
11,500 6,738 4,762 10,982
34,500 29,543 4,957 46,219
50,500 57,295 {6,795) 66,912
15,000 15,281 (281) -
149,172 145,229 3,943 160,255
{continued)
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CITY OF BAY CITY, TEXAS

MAJOR GOVERNMENTAL FUNDS - GENERAL FUND

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
BUDGET (GAAP BASIS) AND ACTUAL
For the year ended September 30, 2010

With comparative tolals for the year ended September 30, 2009

EXPENDITURES - (CONTINUED})
Public safety - (continued)
Animal impeundment
Personnel services
Supplies
Repairs and maintenance
Other services and charges

Total animaf impoundment

Total public safety

Public works
Streets
Personnel services
Supplies
Repairs and maintenance
Other services and charges

Total slreets

Total public works

Bublic activities and recreation
City seirvice center
Personnel services
Supplies
Repairs and maintenance
Other services and charges

Total city service center

Parks and recreaticn
Perscnnef services
Supplies
Repairs and maintenance
Other services and charges

Total parks and recreation

Riverside park
Perscnnel services
Supplies
Repairs and maintenance
Other services and charges

Total riverside park
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2010 2009
Variance
Final Positive
Budget Actual (Negative) Actual
78,808 3 74,029 4779 % 66,992
3,700 4,319 (619} 3,875
2,060 873 1,187 1,850
14,750 13,810 940 7,228
99,318 93,031 6,287 79,945
3,630,814 3,692,061 (61,247) 3,301,382
802,780 780,401 22,379 795,945
95,900 83,637 2,263 72,069
155,500 151,643 3,857 141,987
36,275 24,842 11,433 61481
1,090,455 1,050,523 39,932 1,071,482
1,090 455 1,050,523 39,932 1,071,482
36,849 35,791 1,158 34,012
3,000 3,884 (884) 3,280
3,000 6,652 (3,652} 1,855
13,680 17,524 (3,844) 17,206
56,629 63,851 _ (7,222) 56,393
380,200 272,640 107,560 346,705
27,500 36,883 (9,383) 42,363
56,760 69,976 {13,2186) 64,314
258,165 300,707 (42,542) 238,044
722 625 680,206 42,419 691,426
85,525 80,979 4,546 75,652
8,140 8,134 8 9,413
18,420 17,461 959 8,499
43,440 38,491 4,945 36,457
165,525 145,065 10,460 129,821
(continued)



CITY OF BAY CITY, TEXAS

MAJOR GOVERNMENTAL FUNDS - GENERAL FUND

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE

BUDGET (GAAP BASIS) AND ACTUAL
For the year ended Septermber 30, 2010

With comparative fotals for the year ended September 30, 2009

2010 2009
Variance
Final Positive
Budget Actual (Negative) Actual
EXPENDITURES - {CONTINUED)
Public activities and recreation - (continted)
Library
Personnel services 3 267570 § 282,363 3 {14.783) § 245 740
Total library 267 570 282,363 (14,793) 245,740
Teen Court
Personnel services 34,183 - 34,183 28,579
Other services and charges 11,683 10,639 1,044 5,305
Total teen court 45,866 10,639 35,227 34 884
Total public activities and recreation 1,248,215 1,182,124 66,091 1,158,364
Cuitural arts and public benefits
Cultural arts and public benefits
Other services and charges _ 119,500 98,675 20,825 144,610
Total cultural ants and public benefits 119,500 98,675 20,825 144,610
Debt service
Principal 324,719 334.719 (10,000 320,377
Interest and fiscal charges 232,047 231,929 118 246,440
Tolal debt service 556,766 566,648 (9,882) 566,817
Total expenditures 8,671,328 8,449,244 122,084 7,972,932
Excess (deficiency} of revenues
over expenditures 218,196 373,157 154,961 955,557
OTHER FINANCING SOURCES (USES})
Transfers in 75,145 75,145 - 94,947
Transfers put (293,341) (291,341) 2,000 (383,683)
Total other financing sources (uses) (218,196) (216,196} 2,000 (288,736)
Net change in fund balance - 156,961 156,961 666,821
Fund balance at beginning of year, as restated 1,576,571 1,576,571 - 809,750
Fund balance at end of year $ 1,576,571 $ 1733532 $ 156,061 $ 1,576,571
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CITY OF BAY CITY, TEXAS

NONMAJOR GOVERNMENTAL FUND - DEBT SERVICE FUND

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE

BUDGET (GAAP BASIS) AND ACTUAL
For the year ended September 30, 2010

REVENUES

Ad valorem taxes
Current taxes
Panalty and interest

Investment income

Total revenues

EXPENDITURES

Debt service
Principal retiremant
Interest and fiscal charges

Total expenditures

Excess (deficiency) of revenues
over expenditures

OTHER FINANCING SOURCES (USES)
Transfers in

Net change in fund balances
Fund bafances at beginning of year

Fund balances at end of year

2010

Variance

Final Paositive

Budget Actual {Negative)
3 183,335 3 185,876 3 2,541
- 1,831 1,831
- 59 59
183,335 187,766 4,431
217,500 217,500 -
81,162 80,162 1,000
298,662 297 662 1,000
(115,327) (109,896) 5,431
115,327 115,327 -
- 5,431 5,431
3 - 3 5,431 3 5,431
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OVERALL COMPLIANCE AND INTERNAL CONTROL SECTION






HARRISON, WALDROP & UHEREK, L.L.P.
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MAELISSA 1 TERRY, CFA

CERTIFIED PUBLIC ACCOUNTANTS
1071 5 MAN, SUITE 400
VICTORIA. TEXAS 779016147

WOICE [3¢1) 573-3255
FAY: [381}) 573953

REPORT ON INTERNAL GONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Honarable Mayor and Members
of the City Council
City of Bay City, Texas

We have audiled the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the City of Bay City, Texas {the "City") as of and for the year
endad September 30, 2010, which collectively comprise the City’s basic financial statements, and have
issued our repart thereon dated March 3, 2011. 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 Audiling Standards, issued by the Comptroller General of the United

States,

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City's internal control over financial reporting as a
basis for designing our auditing procedures for the purpose of expressing our opinicns on the financial
statements, but not for the purpase of expressing an opinion on the effectivenass of the City's internal
controi over financial reporting. Accordingly, we do not express an opinion cn the effectiveness of the

City's internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a controfl does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect misstatements on a timely basis. A material weakness is a deficiency, or combination of
deficiencies, in internal control such that there is a reasonable possibility that a material misstatement of
the City’s financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was nof designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider o be material

weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinign on comptiance with those
provisions was not an obiective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Audifing Standards.

MEMBERS OF
ARERICAN INSTITUTE OF CERTIFIED FUBLIC ACCCUNTANTS
TEX45 SCCIETY OF CERTIFIED PUBLYT ACC GUNTANTS



The Honorable Mayor and Members
of the City Council

This report is infended solely for the information and use of management, the Mayor and City Council,
others within the organization, and other federal and state awarding agencies and pass-through entities,
and is not intended to be and should not he used by anyone other than these specified parties.

Moo Uhlop + Ll 00
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