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Independent Auditors' Report

The Honorable Members of City Council
City of Bellmead, Texas:

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
City of Bellmead, Texas (the City) as of and for the year ended September 30, 2005, 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 conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
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 provides a reasonable basis for our opinions,

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the City of Bellmead, Texas as of
September 30, 2005, and the respective changes in financial position and cash flows, where
applicable, for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

Management’s discussion and analysis on pages ii through ix is not a required part of the basic
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December 14, 2005

i
An Independent Member of the BDO Seidman Allianee



Management’s Discussion and Analysis

The management of the City of Bellmead, Texas (the City) offers the following overview and analysis
of the City’s financial statements and financial activities for the fiscal year ended September 30, 2005.
It should be read in conjunction with the City’s financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

* The assets of the City exceeded liabilities at the close of the most recent fiscal year by
$15,934,399 (net assets). Of this amount, $3,756,305 (unrestricted net assets) may be used to
meet the government's ongoing obligations to citizens and creditors in accordance with fund
designation and fiscal policies. In the prior year, the City’s assets exceeded its liabilities as of
September 30, 2004 by $14,338,049. Of this amount, $3,124,676 (unrestricted net assets) could
have been used to meet the City’s ongoing obligations to citizens and creditors in accordance
with the City’s fund designation and fiscal policies.

* The City’s investment in capital assets, net of debt, increased $1,065,493 from the prior year.

* As of September 30, 2005, the City of Bellmead’s governmental funds reported ending fund
balances of $6,779,746. Of this amount, $1,667,644 is unreserved undesignated fund balance in
the general fund available for use within the City’s fund designation and fiscal policies. In the
prior year, the City’s governmental funds reported ending fund balances of $6,655,243. Of this
amount, $1,486,215 was unreserved undesignated fund balance in the general fund available for
use within the City’s fiscal policies.

* At September 30, 2005, the restricted net assets of the governmental activities are $4,831,999, of
which $3,827,996 were restricted for economic development and $723,122 were restricted for
culture and recreation. In the prior year, restricted net assets of the governmental activities were
$4,934,354 of which $4,076,725 were restricted for economic development and $622,508 were
restricted for culture and recreation.

* As of September 30, 2005, the City of Bellmead’s enterprise fund reported ending fund net
assets of $6,703,095. Of this amount, $1,713,152 are unreserved fund net assets available for
use with the City’s fund designation and fiscal policies. In the prior year, the City’s enterprise
funds reported ending fund net assets of $6,551,434. Ofthis amount, $1,307,984 was unreserved
fund net assets available for use with the City’s fiscal policies.

* The total cost of the City’s programs represents the inclusion of the City Council’s funding
priorities including: employee compensation and insurance, maintenance of the water system,
and equipment for maintenance and operations.

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 include three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report

also contains other supplementary information in addition to the basic financial statements.
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Government-wide financial statements. The government-wide financial statements are designed to

provide readers with a broad overview of the City’s finances, in a manner similar to a private-sector
business.

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.

The statement of activities presents information showing how the government'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.

Both of the government-wide financial statements distinguish functions of the City that are principally
supported by citations, sales tax, street tax, and intergovernmental revenues (governmental activities)
from other functions that are intended to recover all or a significant portion of their costs through user
fees and charges (business-type activities). The governmental activities of the City include general
government, public safety, economic development, culture and recreation, and highways and streets.
The business-type activities of the City include a water distribution operation and sewer services.

The government-wide financial statements can be found on pages 1 and 2 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The City, like other state
and local governments, uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. All of the funds of the City can be divided into two categories:
governmental funds and proprietary funds.

Governmental funds. Governmental funds are used to account for essentially the functions reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, government 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 governmental 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 basic governmental fund financial statements can be found on pages 3 and 4 of this report.
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Proprietary funds. The City maintains one type of proprietary fund. Enterprise funds are used to
report the same functions presented as business-type activities in the government-wide financial
statements. The City uses enterprise funds to account for its water distribution operations and sewer
services.

Proprietary fund financial statements provide the same type of information as the government-wide
financial statements, only in more detail.

The basic proprietary fund financial statements can be found on pages 6 through 9 of this report.

Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 10 through 27 of this report.

Government-wide Financial Analysis

Net assets. The City’s combined net assets were $15,934,399 at September 30, 2005, which is a slight
increase from September 30, 2004. (See Table A-1) The largest portion of the City’s net assets,
$7,007,850, reflects its investment in capital assets (e.g., land, buildings and improvements,
equipment, and water and sewer facilities), less any related debt used to acquire those assets. The City
uses these capital assets to provide services to citizens; consequently, these assets are nof 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.

Table A-1
City of Bellmead
Net Assets
Governmental Business Type
Activities Activities Total
200 2004 200 200 2005 2004

Current and
other assets $ 7,227,356 7,104,185 2,629,597 2,170,453 9,856,953 9,274,638
Capital assets 4,296,152 3,113,670 5,030,797 5.378.101 _9.326,949 8.491.771

Total assets 11,523,508 10,217.855 7,660,394  7.548.554 19,183,902 17,766,409

Long-term
liabilities 1,765,000 2,078,101 312,409 471,313 2,077,409 2,549,414
Other liabilities _ 527,204 353,139 644,890 525.807 1,172,094 878.946

Total liabilities _2,292.204 2,431,240 957,299 997.120 3.249,503 3.428.360
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City of Bellmead

Net Assets
(Continued)
Governmental Business Type
Activities Activities Total
2005 2004 2005 2004 2005 2004

Net assets:
Invested in capital
assets, net of
related debt 2,356,152 1,035,569 4,651,698 4,906,788 7,007,850 5,942,357
Restricted 4,831,999 4,934,354 338,245 336,662 5,170,244 5,271,016
Unrestricted 2.043.153 1,816,692 1,713,152 1,307,984 3.756,305 3.124.676

Total net assets$ _9,231,304 7,786,615 6,703,095 551 15,934,399 14,338,049

As of September 30, 2005, the City has positive balances in all three categories of net assets, both for
the government as a whole as well as separately for its governmental and business-type activities.

Changes in Net Assets. The City’s total revenues were $7,409,211. Property taxes comprise 9.95% or
$737,535 of the City’s revenue. Sales tax revenue comprises 31.45% or $2,330,564 of the City’s
revenue. In addition, $2,371,770 or 32.01% comes from charges for services; water and sewer fees of
$2,248,683 comprise 94.81% of the charges for services.

For the prior year, the City’s total revenues were $6,999,464. Property taxes comprise 10.13% or
$709,279 of the City’s revenue. Sales tax revenue comprises 33.11% or $2,317,489 of the City’s
revenue. In addition, $2,375,619 or 33.94% comes from charges for service; water and sewer fees
comprise 94.41% or $2,242,802 of the charges for service.

- ] i _ _ 5. . i N
Total Revenue 2004-2005 |
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taxes, $234,114 "i
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Interest income,
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Franchise taxes,
$493,154

Charges for
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$2,371,770 |

Property taxes,
§737,535

contributions,
$779,831



The total cost of all programs and services for September 30, 2005 was $5,812,861. For the prior year
ended September 30, 2004, the total cost of all programs and services was $5,494,022.

o : I i -
Total Expenses 2004-2005

Interest on long-
termdebt,
$104,473 I

Economic
development, -
$387,389 |

Culture and
recreation, -
$365,616

Highw ays and
streets, $642,666

government, '

| General
$705,160

Charges for
services,
$2,003,585

Public safety,
$1,603,971

. S . - i /

Governmental Activities

* The City was able to lower its property tax rate from .310254 to .305184 per $100 valuation
due to higher property appraisals and continued commercial growth.

® During 2005, the City acquired a 43 acre tract of land for economic development.

e During 2005, the City expended approximately $629,000 for infrastructure of its economic
development and for assistance in locating a Home Depot in the City which will open in 2006.

o The City has awarded a contract for the construction of a new municipal service center at a cost
of $830,000.

o The City has approved plans to remodel the civic center at an estimated cost of $270,000.

Business-type Activities

o The City continued to repair and maintain water and sewer lines at a cost of $239,000.
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Table A-2
City of Bellmead

Statement of Activities

Governmental Activities Business-type Activities Total Total
2005 2004 2005 2004 2005 2004
Revenues:
Program revenues:
Charges for
services $ 123,087 132,817 2,248,683 2,242,802 2,371,770 2,375,619
Operating grants 779,831 436,881 - - 779,831 436,881
Capital grants 106,545 40,686 - 226,500 106,545 267,186
General revenues:
Property taxes 737,535 709,279 - - 737,535 709,279
Sales taxes 2,330,564 2,317,489 - - 2,330,564 2,317,489
Franchise taxes 493,154 453,605 - - 493,154 453,605
Hotel/motel
taxes 234,114 224,484 - - 234,114 224,484
Investment
carnings 169,508 68,410 41,563 13,114 211,071 81,524
Miscellaneous 144.627 133,397 - - 144.627 133,397
Total revenues 5.118.965 4,517.048 2.290.246 2.482.416 _7.409.211 6.999.464
Expenses:
General
government 705,160 747,551 - - 705,160 747,551
Public safety 1,603,971 1,496,600 - - 1,603,971 1,496,600
Highways and
streets 642,666 641,130 - - 642,666 641,130
Economic
development 387,389 217,131 - - 387,389 217,131
Culture and
recreation 365,616 299,489 - - 365,616 299,489
Interest on long-
term debt 104,474 108,053 - - 104,474 108,053
Water and sewer - - 2,003,585 1.984.068 2,003.585 1,984,068
Total expenses 3.809.276 3,509,954 2.003.585 1,984.068 5,812,861 5.494.022
Increase (decrease)
in assets before
transfers 1,309,689 1,007,094 286,661 498,348 1,596,350 1,505,442
Transfers 135.000 (348.624) (135.000) 348.624 - -
Changes in
net assets 1,444,689 658,470 151,661 846,972 1,596,350 1,505,442
Net assets,
beginning
of year 7.786.615 7.128.145 6.551.434 5.704 462 14.338.049 12.832.607
Net assets,
endofyear  $ 9231304 7786615 6703095 6551434 15934399  14.338.049
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Analysis of the City’s Operations — Table A-2 provides a summary of the City’s operations for the
year ended September 30, 2005. Governmental activities increased the City's net assets by $1,444,689.
The business-type activities increased net assets by $151,661.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS AND BUDGETARY HIGHLIGHTS

Governmental Funds

In the current year, actual expenditures, as compared to prior year actual expenditures, increased by
$1,116,014. The significant changes in actual expenditures reflected increases in public safety
expenditures of $180,992 and economic development of $716,898. On the other hand, actual resources
available were $605,465 or 13.41% greater than the actual resources available in the prior year.
Notable increases in actual resources were as follows: fines and fees increased by $166,430,
intergovernmental revenue increased $138,646, investment earnings increased $101,098, and
miscellaneous revenue (various grants) increased by $114,928.

Proprietary Fund

For the current year, actual expenses, as compared to prior year actual expenses, increased by $21,285
or 1.1%. On the other hand, actual revenues in the current year were $84,814 or 4% greater than the
actual revenues in the prior year. The notable increase in actual revenues was the result of an increase
in water usage due to less rainfall in the current year than in the prior year.

General Fund Budgetary Highlights

The original budget for the general fund was amended during the year. For fiscal year 2004-2005,
revenues exceeded budgetary estimates and expenditures, including transfers, were more than
budgetary estimates.

Actual expenditures, as compared to budget expenditures, decreased $71,878. The most significant
variance resulted from actual expenditures being less than budgeted in general government of
$137,652. On the other hand, actual resources available were $219,838 greater than budgeted
resources. Notable increases in actual over-budgeted revenues were as follows: fines and fees
increased by $85,253 and miscellaneous revenues increased $118,080 due to several grants received
for the fire department.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

During the year ending September 30, 2005, the City’s component unit spent $1,148,023 for
governmental capital asset additions. Of the total governmental additions, $471,000 represented the
purchase of a 43 acre tract of land for economic development and $628,985 represented infrastructure

developed for locating a Home Depot within the City. Additionally, the City spent $143,905 for
enterprise capital asset additions during the year ending September 30, 2005.
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» Total gross governmental capital assets as of September 30, 2005 are $7,102,173. For the prior
year, gross governmental capital assets were $5,696,626.

» Total gross enterprise capital assets as of September 30, 2005 were $10,254,779. For the prior
year, gross enterprise capital assets were $10,110,874.

Additional information on the City’s capital assets can be found in Note 8 to the financial statements
on pages 19 — 21 of this report.

Long-Term Debt

At September 30, 2005, the City had $2,319,099 in bonds and notes outstanding. As of September 30,
2004, the City had $2,549,414 in bonds and notes outstanding.

The decrease in long-term debt during 2005 results from scheduled repayments of existing debt. No
new long-term debt was incurred during 2005.

Additional information on the City’s long-term debt can be found in Note 9 to the financial statements
on pages 22 - 23 of this report.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

o The City’s adopted tax rate in effect for fiscal year 2006 is .296354, a reduction from the
current year’s tax rate.

* Net appraised value in effect for the fiscal year 2006 is $247,774,534, a 4.0% increase from the
net appraised value during the current year of $23 8,236,847.

* The City expects an increase in sales tax revenue in fiscal 2006 due to the opening of a Home
Depot and the recent expansion of Sam’s Wholesale Club. The cost of the remodeling of the
City’s Municipal Service Center and Civic Center is expected to be provided from existing
funds.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

Requests for Information

This financial report is designed to provide a general overview 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 Office of the City Manager,
City of Bellmead, 3015 Bellmead Drive, Bellmead, Texas 76705.
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City of Bellmead, Texas

Statement of Net Assets

September 30, 2005

Assets

Cash and cash equivalents

Accounts receivable, net

Inventories

Due from other funds

Restricted cash and cash equivalents

Capital assets not being depreciated:
Land
Construction in progress

Capital assets, net of accumulated depreciation:
Buildings and improvements
Water and sewer facilities
Equipment

Total assets

Liabilities

Accounts payable
Accrued liabilities
Due to other funds
Accrued interest
Customer deposits payable
Noncurrent liabilities:
Due within one year
Due in more than one year
Total liabilities

Net Assets

Invested in capital assets, net of related debt
Restricted for:

Court sccurity and technology

Debt service

Capital projects

Economic development

Culture and recreation
Unrestricted

Total net assets

See accompanying notes to financial statements.

Govemnmental ~ Business-type

Activities Activities Total
6,781,465 1,980,079 8,761,544
420,804 294,394 715,198
15,679 16,878 32,557
9,408 - 9,408
- 338,246 338,246
1,947,022 24,869 1,971,891
670,145 - 670,145
361,340 3,679 365,019
- 4,628,696 4,628,696
1,317,645 373,553 1,691,198
11,523,508 7,660,394 19,183,902
178,074 281,651 459,725
166,238 78,176 244 414
- 9,408 9,408
7,892 - 7,892
- 208,965 208,965
175,000 66,690 241,690
1,765,000 312,409 2,077,409
2,292,204 957,299 3,249,503
2,356,152 4,651,698 7,007,850
24,866 - 24,866
256,015 42,416 298,431
- 295,829 295,829
3,827,996 - 3,827,996
723,122 - 723,122
2,043,153 1,713,152 3,756,305
9,231,304 6,703,095 15,934,399
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Assets

Cash and cash equivalents
Receivables:

Taxes

Other
Due from other funds
Inventories

Total assets

Liabilities and Fund Balances

Liabilities:
Accounts payable
Accrued liabilities
Due to other funds
Deferred revenue
Other

Total liabilities

Fund balances:

Reserved for:
Inventories
Drug enforcement
Debt service
Cultural activities
Public safety
Court technology

Unreserved:
Designated for street improvements
Undesignated

Unreserved, reported in nonmajor:
Special revenue fund
Capital projects fund

Total fund balances

Total liabilities and fund balances

City of Bellmead, Texas

Balance Sheet -

Governmental Funds

September 30, 2005

Amounts reported for governmental activities in the statement of net

assets are different because:

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds.

Other long-term assets are not available to pay for current period
expenditures and, therefore, are deferred in the funds.

Long-term liabilities are not due and payable in the current
period and therefore, are not reported in the funds

Net assets of governmental activities

See accompanying notes to financial statements.

Bellmead Other Total
Development Governmental Governmental

General Corporation Funds Funds
$ 2,758,862 3,729,979 292,624 6,781,465
190,170 60,538 70,945 321,653
22,495 76,301 355 99,151
118,199 - - 118,199
15,679 - - 15,679
$ 3,105,405 3,866,818 363,924 7,336,147
$ 120,394 38,678 19,002 178,074
166,238 - - 166,238
105,927 144 2,720 108,791
71,053 - 24,353 95,406
- - 7,892 7,892
463,612 38,822 53,967 556,401
15,679 - - 15,679
2,047 - - 2,047
- - 231,662 231,662
723,122 - - 723,122
2,419 - - 2,419
20,400 - - 20,400
210,482 - - 210,482
1,667,644 3,827,996 - 5,495,640
- - 80,700 80,700
- - (2,405) (2.405)
2,641,793 3,827,996 309,957 6,779,746

$ 3,105,405 3,866,818 363,924

4,296,152
95,406
(1,940,000)

$

9,231,304



City of Bellmead, Texas

Statement of Revenues, Expenditures and Changes in Fund Balances -

Revenues

Property taxes
Sales taxes
Franchise taxes
Hotel/motel taxes
Licenses and permits
Intergovernmental
Parks and recreation fees
Fines and fees
Investment earnings
Micellaneous

Total revenues

Expenditures
Current:
General government
Public safety
Highways and streets
Economic and physical development
Culture and recreation
Debt service:
Principal
Interest and other charges
Capital outlay
Total expenditures

Excess (deficiency) of revenues
over expenditures

Other financing sources (uses)
Transfers in
Transfers out

Total other financing sources (uses)

Net change in fund balances
Fund balances, beginning

Fund balances, ending

Governmental Funds

Year Ended September 30, 2005

Bellmead Other Total
General Development Governmental Governmental
Fund Corporation Funds Funds

$ 555,597 - 182,335 737,932
1,559,857 770,707 - 2,330,564
493,154 - - 493,154
234,114 - - 234,114
81,134 - - 81,134
47,064 - 250,326 297,390
41,953 - - 41,953
485,253 - - 485,253
65,632 98,815 5,061 169,508
202,080 43 415 2,885 248,380
3,765,838 912,937 440,607 5,119,382
737,348 - - 737,348
1,615,322 - - 1,615,322
688,834 - - 688,834

- 1,161,666 277,610 1,439,276
354,118 - - 354,118
- - 138,101 138,101

- - 104,474 104,474

- - 52,406 52,406
3,395,622 1,161,666 572,591 5,129,879
370,216 (248,729) (131,984) (10,497
60,000 - 200,000 260,000
(125,000) - - (125,000)
(65,000) - 200,000 135,000
305,216 (248,729) 68,016 124,503
2,336,577 4,076,725 241,941 6,655,243
$ 2,641,793 3,827,996 309,957 6,779,746

See accompanying notes to financial statements.



City of Bellmead, Texas

Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of
Governmental Funds to the Statement of Activities

Year Ended September 30, 2005

Net change in fund balances - total governmental funds $ 124,503

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

Govemnmental funds report capital outlays as expenditures. However, in the statement

of activities, the cost of those assets is allocated over their estimated useful lives as

depreciation expense. This is the amount by which depreciation expense ($297,256)

exceeded capital asset additions ($1,479,757) in the current period. 1,182,502

In the statement of activities, only the gain on the sale of capital assets is reported.

However, in the governmental funds, the proceeds from the sale increase financial

resources. Thus, the change in net assets differs from the change in fund balance

by the cost of the capital assets sold. (20)

Property tax revenues in the statement of activities that do not provide current
financial resources are not reported as revenues in the funds, (397)

Repayment of bond principal is an expenditure in the governmental funds, but the

repayment reduces long-term liabilities in the statement of net assets. 138,101
Change in net assets of governmental activities $ 1,444,689

See accompanying notes to financial statements.



City of Bellmead, Texas

Statement of Revenues, Expenditures and Changes in Fund Balance -

Revenues

Property taxes
Sales taxes
Franchise taxes
Hotel/motel taxes
Licenses and permits
Intergovernmental
Parks and recreation fees
Fines and fees
Investment earnings
Micellaneous

Total revenues

Expenditures:
Current:
General government
Public safety
Highways and streets
Culture and recreation
Total expenditures

Excess (deficiency) of revenues

over expenditures

Other financing sources (uses):

Transfers in
Transfers out

Total other financing sources (uses)

Net change in fund balance

Fund balance, beginning

Fund balance, ending

Budget and Actual - General Fund

Year Ended September 30, 2005

Budgeted Amounts
Actual Variance with
Original Final Amounts Final Budget
577,000 554,000 555,597 1,597
1,500,000 1,542,000 1,559,857 17,857
472,000 467,000 493,154 26,154
226,000 232,000 234,114 2,114
60,500 81,500 81,134 (366)
50,000 100,000 47,064 (52,936)
56,500 50,500 41,953 (8,547)
300,000 400,000 485,253 85,253
30,000 35,000 65,632 30,632
44,900 84,000 202,080 118,080
3,316,900 3,546,000 3,765,838 219,838
921,700 875,000 737,348 137,652
1,446,500 1,506,500 1615322 (108,822)
573,200 676,000 688,834 (12,834)
392,900 410,000 354,118 55,882
3,334,300 3,467,500 3,395,622 71,878
(17,400) 78,500 370,216 291,716
- - 60,000 60,000
(75,000) (25,0000  (125,000) (100,000)
(75,000) (25,000) (65,000) (40,000)
(92,400) 53,500 305,216 251,716
2,336,577 2,336,577 2,336,577 -
$ 2244177 2,390,077 2,641,793 251,716

See accompanying notes to financial statements.



City of Bellmead, Texas
Statement of Net Assets -
Proprietary Fund
September 30, 2005
Business-type Activities -
Enterprise Fund
Water and
Sewer Fund
Assets

Current assets:
Cash and cash equivalents
Accounts receivable (net of allowance
for uncollectibles of $30,480):
Accounts
Other
Inventories
Restricted cash
Total current assets

Noncurrent assets:
Capital assets:
Land
Buildings and improvements
Water and sewer facilities
Equipment
Less accumulated depreciation
Total capital assets (net of accumulated depreciation)

Total noncurrent assets
Total assets

Liabilities

Current liabilitics:

Accounts payable

Accrued wages

Due to other funds

Customer deposits payable

Revenue bond and note payable

Total current liabilities

Noncurrent liabilities:
Revenue bond and note payable

Total liabilities

Net Assets
Invested in capital assets, net of related debt
Restricted for:
Debt service
Capital projects
Unrestricted

Total net assets

See accompanying notes to financial statements.

$ 1,980,079

287,441
6,953
16,878
338,246
2,629,597

24,869
13,711
9,124,338
1,091,861
(5,223,982)
5,030,797

5,030,797

7,660,394

281,651
78,176
9,408
208,965
66,690
644,890

312,409

957,299

4,651,698
42,416
295,829
1,713,152

5__6703,095



City of Bellmead, Texas

Statement of Revenues, Expenses and Changes in Fund Net Assets -
Proprietary Fund

Year Ended September 30, 2005

Business-type Activities-

Enterprise Fund

Water and
Sewer Fund
Operating revenues:
Charges for sales and services:
Water sales $ 1,488225
Sewer charges 626,805
Turn-on fees 33,942
Water and sewer tap fees 6,899
Chipper fees 38,959
Other 7,749
Total operating revenue 2,202,579
Operating expenses:
Salaries and benefits 623,650
System repair and maintenance 237,123
Auto and equipment maintenance 65,683
Supplies 103,168
Office expense 25,495
Professional fees 50,620
Utilities 277,339
Bad debts 11,327
Depreciation 491,209
Insurance 21,294
Miscellaneous 94,654
Total operating expenses 2,001,562
Operating income 201,017
Nonoperating revenues (expenses):
Interest and miscellaneous 87,667
Interest expense and fiscal charges (2,023)
Total nonoperating revenue (expenses) 85,644
Income before transfers 286,661
Transfers out (135,000)
Change in net assets 151,661
Total net assets - beginning 6,551,434
Total net assets - ending $ 6,703,095

See accompanying notes to financial statements.



City of Bellmead, Texas

Statement of Cash Flows -
Proprietary Fund

Year Ended September 30, 2005

Cash flows from operating activities:
Receipts from customers and users
Payments to suppliers
Payments to employees
Net cash provided by operating activities

Cash flows from noncapital financing activities:
Transfer out
Net cash used in noncapital
and financing activities

Cash flows from capital and related financing
activities:
Acquisition of capital assets
Principal paid on general obligation bonds
Interest paid on general obligation bonds
Net cash used in capital and related
financing activities

Cash flows from investing activities:
Interest received
Net cash provided by investing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, at beginning of year

Cash and cash equivalents, at end of year

Reconciliation of operating income to net cash
provided by operating activities
Operating income
Adjustments to reconcile operating income to
net cash provided by operating activities:
Depreciation
Amortization
Change in assets and liabilities:
Account receivables, net
Due from other funds
Inventories
Accounts payables
Other liabilities

Net cash provided by operating activities

See accompanying notes to financial statements.

Business-type Activities-
Enterprise Fund
Water and Sewer

Fund

$ 2215150
(831,026)
(576,767)

807,357

(135,000)

(135,000)

(143,904)
(92,214)
(2,023)

(238,141)
87,667
87,667

521,883
1,796,442

S__2318325

$ 201,017

491,209
1,604

12,571
41,566
6,998
(10,002)
62,394

S___ 807357



10
City of Bellmead, Texas

Notes to Financial Statements

September 30, 2005

(1) Summary of Significant Accounting Policies

(2)

(b)

Reporting entity

The City of Bellmead, Texas (the City) is a home-rule municipal corporation
organized and existing under the provisions of the Constitution of the State of Texas.
The City operates under a Council-Manager form of government and provides the
following services: general government, public safety (police and fire), highways and
streets, economic development, and culture and recreation.

Generally accepted accounting principles require financial statements to present the
government and its component units, entities for which the government is considered
financially accountable. Based on these criteria, the Bellmead Development
Corporation (the Corporation) has been included as a blended component unit.
Blended component units, although legally separate entities, are, in substance, part of
the government’s operations and, therefore, data from these units are combined with
data of the primary government. The Corporation is responsible for certain economic
development expenditures benefiting all citizens of the government and is financed by
a portion of sales tax revenue and is governed by a board comprised of members of
the government’s council. The Corporation has a September 30 year-end and is
reported as a special revenue fund. Complete financial statements of the Corporation
may be obtained from the City of Bellmead.

Government-wide and fund financial statements

The government-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the nonfiduciary activities of the
primary government. 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.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function or segment. Program revenues
include 1) charges to 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.
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City of Bellmead, Texas

Notes to Financial Statements
(Continued)

(1)  Summary of Significant Accounting Policies (continued)

©

Government-wide and fund financial statements
sovermment-wide and fund financial statements

Separate financial statements are provided for governmental funds and proprietary
funds. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements.

(c) Measurement 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
financial statements. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows. Grants and
similar items are recognized as revenue as soon as al| eligibility requirements imposed
by the provider have been met.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the current
period or soon enough thereafter to pay liabilities of the current period. For 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 liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to claims and judgments, are recorded
only when payment is due.

Property taxes, city sales and use taxes, franchise taxes, and interest associated with
the current fiscal period are all considered to be susceptible to accrual and have been
recognized as revenues of the current fiscal period. Fines and miscellaneous revenues
are considered to be measurable and available only when cash is received by the City.

The City reports the following major governmental funds:
General Fund - The general fund is the City’s primary operating fund. It is used

to account for all financial resources of the general government except those
required to be accounted for in another fund.
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City of Bellmead, Texas

Notes to Financial Statements
(Continued)

(1)  Summary of Significant Accounting Policies (continued)

(c) Measurement focus, basis of accounting
and financial statement presentation (continued)

Bellmead Development Corporation — The Bellmead Development Corporation is
a blended component unit which is reported as a special revenue fund that
accounts for sales tax revenue that is to be used for certain economic
development expenditures benefiting all citizens of the City.

The City reports the following major proprietary fund:

Water and Sewer Fund - The water and sewer fund accounts for the activities of
the water distribution system, the sewage treatment plant, sewage pumping
stations and collection systems.

Private-sector standards of accounting and financial reporting issued prior to
December 1, 1989 are generally followed in both the government-wide and
proprietary fund financial statements to the extent that those standards do not conflict
with or contradict guidance of the Governmental Accounting Standards Board.
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 follow subsequent private-sector guidance.

As a general rule, the effect of interfund activity has been eliminated from the
government-wide financial statements.

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. Internally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, general revenues
include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating
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 water and sewer
enterprise funds are charges to customers for sales and services. The water and
sewer funds also recognize as operating revenue the portion of tap fees intended to
recover the cost of connecting new customers to the system. Operating expenses for
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City of Bellmead, Texas

Notes to Financial Statements
(Continued)

(1) Summary of Significant Accounting Policies (continued)

(©

(d)

(e)

Measurement focus, basis of accounting
and financial statement presentation (continued)

the enterprise 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 nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City’s
policy to use restricted resources first, then unrestricted resources as they are needed.

Deposits and investments

For purposes of the statement of cash flows, the City considers all highly liquid
investments (investments with original maturities less than 90 days, including
restricted assets) to be cash equivalents.

State statues authorize the City to invest in obligations of the United States or its
agencies and instrumentalities and state or local governments, commercial paper,
Buaranteed investment contracts, repurchase agreements, and certain governmental
investment pools. The City’s local investment policy limits the City to invest in
obligations of the United States or its agencies and instrumentalities, certificates of
deposit, money market mutual funds, and local government investment pools.

Investments are reported at fair value. The governmental investment pools operate in
accordance with appropriate state laws and regulations. The reported value of the
pools is the same as the fair value of the pool shares.

Receivables and payables

Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “due to/from other
funds” or “advances to/from other funds.” All other outstanding balances between
funds are reported as “due to/from other funds.” Any residual balances outstanding
between the governmental activities and business-type activities are reported in the

government-wide financial statements as “internal balances.”

All accounts receivable are shown net of an allowance for uncollectibles.
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City of Bellmead, Texas

Notes to Financial Statements
(Continued)

(1) Summary of Significant Accounting Policies (continued)

®

(2

(b

Inventories and prepaid expenses

All inventories are valued at the lower of cost (first-in, first-out) or market.
Inventories are recorded as expenditures when consumed rather than when
purchased.

Certain payments to vendors reflect costs applicable to future accounting periods and

are recorded as prepaid expenses in both government-wide and fund financial
statements.

Restricted assets

Restricted cash accounts in the water and sewer fund are used to report resources set
aside for operations of the Waco Metropolitan Area Regional Sewer System
(WMARSS), as more fully discussed in Note 3.

Capital assets

Capital assets, which include land, buildings and improvements, machinery and
equipment, and infrastructure assets (e.g., roads, bridges, sidewalks, and similar
items), are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. The City has elected to report
general infrastructure assets prospectively from October 1, 2003 as permitted by
GASB Statement No. 34. Capital assets are defined by the City as assets with an
initial, individual cost of more than $1,000 and an estimated useful life in excess of
two years. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation.

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

Capital assets of the City are depreciated using the straight-line method over the
following estimates useful lives:

Assets Years
Buildings and improvements 5-25
Water and sewer systems 5-30

Equipment 3-20
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City of Bellmead, Texas

Notes to Financial Statements
(Continued)

(1) Summary of Significant Accounting Policies (continued)

@

()

1)

(k)

Long-term obligations

In the government-wide financial statements, and in the proprietary fund types in the
fund financial statements, long-term debt and other long-term obligations are
reported as liabilities in the applicable governmental 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 method. Bonds payable are reported net of the
applicable bond premium or discount. Bond issuance costs are reported as deferred
charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums
and discounts, as well as bond issuance costs, during the current period. The face
amount of debt issued is reported as other 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 received, are reported as debt service
expenditures.

Fund equity

In the fund financial statements, governmental funds report reservations of fund
balance for amounts that are not available for appropriation or are legally restricted
by outside parties for use for a specific purpose. Designations of fund balance
represent tentative management plans that are subject to change.

Use of estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of
revenue and expenditures/expenses during the reporting period. Actual results could
differ from those estimates.

Reconciliation of Government-Wide and Fund Financial Statements

The governmental fund balance sheet includes a reconciliation between fund balance of
total governmental funds and net assets of governmental activities as reported in the
government-wide statement of net assets.
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City of Bellmead, Texas

Notes to Financial Statements
(Continued)

Reconciliation of Government-Wide and Fund Financial Statements (continued)

The governmental statement of revenues, expenditures, and changes in fund balances
includes a reconciliation between net changes in fund balances of total governmental funds
and changes in net assets of governmental activities as reported in the government-wide
statement of activities.

Undivided Interest in Waco Area
Metropolitan Area Regional Sewer System

During 2004, the City entered into an agreement with the City of Waco, Texas to acquire a
5.73% undivided interest in the facilities and operations of the Waco Metropolitan Area
Regional Sewer System (WMARSS). The City believes that its purchase and operation of
the system will increase the efficiency and effectiveness of providing sewer treatments
services to its citizens.

Under an interlocal agreement, a WMARSS board was created consisting of the city
managers from each six participating cities. The operation and administration of the system
is subject to joint control by the cities through the WMARSS board; however, a separate
legal entity was not created. The agreement allows the cities to pool resources and share
the costs, risk, and rewards of providing services. Further, each city retains an ongoing
financial interest and ongoing financial responsibility in the operations of the system. The
City has reported its share of assets, liabilities, equity, revenues and expenses that are
associated with this joint activity in its enterprise fund as follows:

Current assets $ 481,708
Capital assets 571,372
Current liabilities (63,670)
Net assets $ 989410
Operating expenses $ (278,636)
Non-operating revenue 20,500
Net income (loss) $ (258,136)

Budgetary Information

The City follows these procedures in establishing the budgetary data reflected in the
financial statements:
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City of Bellmead, Texas

Notes to Financial Statements
(Continued)

Budgetary Information (continued)

* Prior to the beginning of each fiscal year, the City Manager submits to the
City Council a proposed budget in accordance with generally accepted
accounting principles for the fiscal year beginning on the following
October 1. The operating budget includes proposed expenditures and the
means of financing those expenditures.

* Public hearings are conducted at which all interested persons' comments
concerning the budget are heard.

* The budget is legally enacted by the City Council. Budgetary control is
maintained at the fund level.

* Budget revisions are made during the year.

* Formal budgetary integration is employed for the general fund, debt service
fund, and special revenue funds.

* Actual expenditures and operating transfers out may not legally exceed
budget appropriations at the individual fund level.

* Appropriations lapse at the close of the fiscal year to the extent that they
have not been expended or encumbered.

During the year ended September 30, 2005, expenditures exceeded appropriations by
$28,122 in the general fund.

Deposits and Investments

A summary of the City’s cash and cash equivalents follows:

Cash and certificates of deposit in bank $ 2,466,979
Undivided interest in bank deposits held
by another government 454,340
External investment pools 6,178,471
Total cash and cash equivalents $ 9,099,790

At September 30, 2005, the City’s only investment is in external investment pools. The
weighted average maturity of Texas Local Government Investment Pool (TexPool) and
Texas Short Term Asset Reserve Fund (TexSTAR) as of September 30, 2005 is 52 days
and 49 days, respectively.
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Notes to Financial Statements
(Continued)

(5) Deposits and Investments (continued)

Interest Rate Risk. In accordance with its investment policy, the City manages its exposure
to declines in fair value by: (a) structuring the investment portfolio so that securities mature
to meet cash requirements for ongoing operations, (b) investing operating funds primarily
in shorter-term certificates of deposit, securities, money market mutual funds, or
government investment pools, and (¢) diversifying maturities and staggering purchase dates
to minimize the impact of market movements over time. It is the City’s policy not to invest
in securities maturing more than three years from the date of purchase.

Credit Risk. The City’s investment policy limits investments in governmental investment
pools and money market mutual funds to those that are rated no lower than an AAA or an
equivalent rating by at least one nationally recognized rating service. As of September 30,
2005, the City’s investment in TexPool and TexSTAR was rated AAA by Standard &
Poor’s.

TexPool is a public funds investment pool created pursuant to the Interlocal Cooperation
Act of the State of Texas. The City has delegated the authority to hold legal title to the
Pool as custodians and to make investment purchases with the City’s funds. The State
Comptroller of Public Accounts exercises oversight responsibility over TexPool. Oversight
includes the ability to significantly influence operations, designation of management and
accountability for fiscal matters. Additionally, the State Comptroller has established an
advisory board composed of both participants in TexPool and other persons who do not
have a business relationship with TexPool. The advisory board members review the
investment policy and management fee structure.

TexSTAR is a Texas public funds investment pool that is co-administered by J.P. Morgan
Chase and First Southwest Asset Management, Inc. TexSTAR is run by a five-member
board comprised of three representatives of eligible governmental entities and one member
designated by each of the co-administrators. TexSTAR currently offers a “Cash Reserve
Fund” which will invest only in authorized investments under the Public Funds Investment
Act with weighted average maturities which cannot exceed 60 days.

TexPool and TexSTAR operate in a manner consistent with the SEC’s Rule 2a-7 of the
Investment Company Act of 1940. TexPool and TexSTAR use amortized cost rather than
market value to report net assets to compute share prices. Accordingly, the fair value of
the position in TexPool and TexSTAR is the same as the value of TexPool shares and
TexSTAR shares.
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Notes to Financial Statements
(Continued)

(6) Property Taxes

The appraisal of property within the City is the responsibility of the McLennan County
Appraisal District (the District). The District is required under the Property Tax Code to
assess all property within the District on the basis of 100% of its appraised value and is
prohibited from applying any assessment ratios. The value of property within the District
must be reviewed every four years.

The City's property tax is levied each October 1 on the assessed value listed as of the prior
January 1 for all real and business personal property located in the City. The net assessed
value upon which the fiscal 2004 levy was based was $23 8,410,612.

Taxes are due by January 31 following the October 1 levy date. Current tax collections for
the year ended September 30, 2005 were 97.6% of the tax levy.

(7) Interfund Balances

Interfund receivables and payable balances at September 30, 2005 are as follows:

Funds Receivable Payable

General fund $ 118,199 105,927
Economic development corporation - 144
Other governmental funds - 2,720
Water and sewer fund - 9,408
Totals $ 118,199 118,199

(8) Capital Assets

Capital asset activity for the year ended September 30, 2005 was as follows:

Balance Balance
October 1, September 30,
2004 Additions Deletions 2005
Governmental activities:
Capital assets,
not depreciated:
Land $ 1,469,144 477,878 - 1,947,022
Construction in progress - 670,145 - 670,145

Total capital assets not
being depreciated 1,469,144 1,148,023 - 2,617,167
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City of Bellmead, Texas
Notes to Financial Statements
(Continued)
(8) Capital Assets (continued)
Balance Balance
October 1, September 30,
2004 Additions Deletions 2005
Governmental activities: (continued)
Capital assets,
being depreciated:
Buildings and
improvements $ 1,043,478 8,048 - 1,051,526
Equipment 3,184,004 323,687 (74,211) 3,433,480
Total capital assets being
depreciated 4,227,482 331,735 (74.211) _4.485.006
Less accumulated
depreciation for:
Buildings and
improvements (653,065) (37,121) - (690,186)
Equipment (1.929.891) (260,135) 74,191 (2,115,835)
Total accumulated
depreciation (2,582,956) (297,256) 74,191 (2,806,021)
Total capital assets,
being depreciated, net 1,644,526 34,479 (20) 1,678,985
Governmental activities
capital assets, net $ 3,113,670 1,182,502 (20) 4,296,152
Business-type activities:
Capital assets,
not depreciated:
Land $ 24,869 - - 24,869
Capital assets,
being depreciated:
Buildings and
improvements 13,711 - - 13,711
Water and sewer
facilities 9,122,930 1,408 - 9,124,338
Equipment 949,364 142,497 - 1,091,861
Total capital assets being
depreciated 10,086,005 143,905 - 10,229,910
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Capital Assets (continued)
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Balance Balance
October 1, September 30,
2004 Additions Deletions 2005
Less accumulated
depreciation for:
Buildings and
improvements $ (9,723) (309) - (10,032)
Water and sewer
facilities (4,101,832) (393,810) - (4,495,642)
Equipment (621,218) (97,090) - (718,308)
Total accumulated
depreciation (4,732,773) (491,209) - (5,223,982)
Total capital assets,
being depreciated, net 5,353,232 (347,309) - 5,005,928
Business-type activities
capital assets, net $ 5378101 -(347.304) S 2,030,797

The City has active construction projects as of September 30, 2005. At year-end, the
City’s construction commitments are as follows:

Utility line relocation
New municipal building

Spent to Remaining
Date Commitments

$ 628,985 101,747

41,160 830.000

$ 670,145 931,747

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

Governmental activities:
General government
Public safety
Highways and streets
Economic development
Culture and recreation

Total depreciation expense — governmental activities

Business-type activities:
Water and sewer

§ 12,067
211,354
42,069
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(Continued)

(9) Long-Term Debt

Long-term debt consists of bonded indebtedness and note payable. The City issues general
obligation bonds to provide funds for the acquisition and construction of major capital
facilities and pledges income derived from the acquired or constructed assets to pay debt
service. General obligation bonds have been issued for the business-type activities.

The following is a summary of changes in long-term debt for the year ended September 30,

2005:
October 1, September 30, Due Within
2004 Additions Retirements 2005 One Year

Governmental activities:
Tax and revenue
certificates of

obligation $ 2,020,000 - (80,000) 1,940,000 175,000
Combination
refunding bonds 58.101 - (58.101) - -

$ 2,078,101 - (138,101) 1,940,000 175,000

Business-type activities:

Combination
refunding bonds $ 31,899 - (31,899) - -
Note payable 439.414 - (60,315) 379,099 66.690

$ _471313 - (92,214) 379,099 66,690

Long-term debt for governmental activities at September 30, 2005 is comprised of the
following:

$2,020,000 series 1999 tax and revenue certificates
of obligation, due in annual installments of $80,000
to 260,000 with interest rates from 4.75% to 5.25% $ 1,940,000

Long-term debt for business-type activities at September 30, 2005 is comprised of the
following:

Note payable to the City of Waco, due in annual
installments of $15,329 to $66,690 with interest at 3.65% $ _379,099



23
City of Bellmead, Texas

Notes to Financial Statements
(Continued)

(9) Long-Term Debt (continued)

Annual debt service requirements to maturity for governmental activities are as follows:

Year Ended

September 30, Principal Interest
2006 $ 175,000 94,708
2007 185,000 85,528
2008 195,000 75,838
2009 200,000 65,866
2010 215,000 55,491
2011-2015 970.000 104.110

$ 1,940,000 481,541

Amounts due within one year for governmental activities amounted to $175,000 at
September 30, 2005.

Annual debt service requirements to maturity for business-type activities are as follows:

Year Ended

September 30, Principal Interest
2006 $ 66,690 12,625
2007 33,036 10,804
2008 34,555 9,570
2009 35,861 8,285
2010 37,222 6,950
2011-2015 51,629 26,767
2016-2020 61,862 16,450
2021-2025 58.244 4.350

$ 379,099 95,801

Amounts due within one year for business-type activities amounted to $66,690 at
September 30, 2005.

Tax and revenue certificates of obligation and general obligation refunding bonds constitute
direct obligations of the City payable from ad valorem taxes levied, within the limits
prescribed by law, against all taxable property within the City and are additionally payable
from and secured by a limited pledge of surplus net revenues of the City’s waterworks
systems, not to exceed $1,000 each, as provided in the ordinances authorizing the bonds.
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(10) Employee Benefit Plan

(2) Plan Description

The City provides pension benefits for all of its full-time employees through a non-
traditional, joint contributory, hybrid defined benefit plan in the state-wide Texas
Municipal Retirement System (TMRS), one of 801 administered by TMRS, an agent
multiple-employer public employee retirement system. Each of the 80] municipalities
has an annual, individual actuarial valuation performed. All assumptions for the
12/31/04 valuations are contained in the 2004 TMRS Comprehensive Annual Financial
Report, a copy of which may be obtained by writing to P. O. Box 149153, Austin,
Texas 78714-9153,

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 contributions
and the monetary credits for service since the plan began, would be the total monetary
credits and employee contributions accumulated with interest if the current employee
contribution rate and city matching percent had always been in existence and if the
employee’s salary had always been the average of his salary in the last three years that
are one year before the effective date. At retirement, the benefit is calculated as if the
sum of the employee’s accumulated contributions with interest and the employer-
financed monetary credits with interest were used to purchase an annuity.

Members can retire at ages 60 and above with 5 or more years of service or with 25
years of service regardless of age. A member is vested after 5 years. The plan
provisions are adopted by the governing body of the City, within the options available
in the state statutes governing TMRS and with the actuarial constraints also in the
statutes.

(b) Contributions

The contribution rate for the employees is 6%, and the City matching ratio is currently
2 to 1, both as adopted by the governing body of the City. Under the state law
governing TMRS, the actuary annually determines the City contribution rate. This rate
consists of the normal cost contribution rate and the prior service contribution rate,
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(10) Employee Benefit Plan (continued)

(b) Contributions (continued)

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
the City matching percent, which are the obligation of the City as of an 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 City to each employee at the time his/her retirement
becomes effective. The prior service contribution rate amortizes the unfunded
(overfunded) actuarial liability (asset) over 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 3 1, 2004 valuation
is effective for rates beginning January 2006.

Schedule of Actuarial Liabilities and Funding Progress

December 31.

Actuarial valuation date 2004 2003 2002
Actuarial valuation of assets $ 4,045,510 4,064,816 3,795,850
Actuarial accrued liability 4,556,355 4,761,199 4,333,634
Percentage funded 88.8% 85.4% 87.6%
Unfunded actuarial accrued

liability (UAAL) $ 510,845 696,383 537,784
Annual covered payroll 1,833,084 1,836,148 1,903,744
UAAL as a percentage of

covered payroll 27.9% 37.9% 28.2%
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(10) Employee Benefit Plan (continued)

(b) Contributions (continued)

Schedule of Actuarial Liabilities and Funding Progress

(continued)
September 30,
2005 2004 2003
Net pension obligation (NPO)

(NPO) at the beginning of

period $ - - -
Annual pension cost:

Annual required contribution 193,024 181,855 182,738
Contributions made 193,024 181,855 182,738
NPO at the end of period - - -
Actuarial assumptions:

Actuarial cost method - Unit credit
Amortization method - Level percent of payroll
Remaining amortization period - 25 years — open period
Asset valuation method - Amortized cost
Investment rate of return - 7%

Projected salary increases - None

Includes inflation at - 3.5%

Cost-of-living adjustments - None

(11) Commitments and Contingencies

Amounts received or receivable from grant agencies are subject to audit and adjustment by
grantor agencies, principally the federal government. Any disallowed claims, including

26

amounts already collected, may constitute a liability of the applicable funds. The amount, if

any, of expenditures which may be disallowed by the grantor cannot be determined at this

time although the City expects such amounts, if any, to be immateria].

There are other claims and pending actions incident to normal operations of the City.

the opinion of the City management based on consultation with the City's attorney, the

statements.
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(12) Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
The City has joined together with other governments in the State of Texas to form the
Texas Municipal League Intergovernmental Risk Pool, a public entity risk pool currently
operating as a common risk management and insurance program for liability, property and
workers’ compensation coverages. The City pays a quarterly contribution to the pool for
its insurance coverage. The agreement for formation of the Texas Municipal League
Intergovernmental Risk Pool provides that the Pool will be self-sustaining through member
contributions and will reinsure through commercial companies for claims in excess of
specific limits.

The Texas Municipal League Intergovernmental Risk Pool has published its own financial
report, which can be obtained by writing the Texas Municipal League Intergovernmental
Risk Pool, 1821 Rutherford Lane, Austin, Texas 78754-5128.

(13) Subsequent event

On November 22, 2005, the City approved a construction contract bid to build a new
municipal building for $830,000 and $91,000 for work outside the bid. The new municipal
building is expected to be complete in 2006. The City has approved plans to remodel the
civic center at an estimated cost of $270,000.



