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City Of B Ingleside

February 10, 2010

The Honorable Mayor, City Council and City Manager
City of Ingleside
Ingleside, Texas

This report represents the Annual Financial Report for the City of Ingleside, Texas for the fiscal year
ended September 30, 2009.

This report is published to provide the City Council, City Staff, our citizens, our bondholders and other
interested parties with detailed information concerning the financial condition and activities of the City
government. Responsibility for both the accuracy of the presented data and the completeness and fairness
of the presentation, including all disclosures, rests with the City.

To the best of our knowledge and belief, the enclosed data is accurate in all material respects, and is
organized in a manner designed to fairly present the financial position and results of operations of the
City as measured by the financial activity of its various funds. We also believe that all disclosures
necessary to enable the reader to gain the maximum understanding of the City’s financial affairs have
been included.

The City Staff is pleased to submit the Annual Financial Report for the City of Ingleside, Texas, for the
fiscal year ended September 30, 2009.

THE REPORT

This report is presented in three sections: Introductory, Financial and Statistical. The Introductory
Section includes this transmittal letter, a listing of the City Officials, and an organizational chart. The
Financial Section includes a Management Discussion and Analysis (MD&A), basic financial statements
and combining and individual fund statements and schedules, as well as the Independent auditors’ report
on the basic financial statements. This letter of transmittal is designed to complement and should be read
in conjunction with the MD&A. The City of Ingleside’s MD&A can be found immediately following the
report of the independent auditors. The Statistical Section includes financial and demographic
information, usually presented on a multi-year basis that is relevant to a financial statement reader.

The City of Ingleside’s financial statements have been audited by Ernest R. Garza & Company, P.C.; a
firm of licensed certified public accountants. The goal of the independent audit was to provide
reasonable assurance that the financial statements of the City of Ingleside for the fiscal year ending
September 30, 2009 are free of material misstatement. The independent audit involves examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements; assessing the
accounting principles used and significant estimates made by management; and evaluating the overall
financial statement presentation.



The independent auditor concluded, based upon the audit, that there was a reasonable basis for the fiscal
year ending September 30, 2009 financial statements to be considered to be fairly presented in
conformity with generally accepted accounting principles for governments as prescribed by the
Governmental Accounting Standards Board and other professional promulgations, as applicable.

CITY PROFILE
Location

The City of Ingleside is the second largest city in population in San Patricio County. Located on the
eastern tip of San Patricio County, Ingleside is 18 miles from Corpus Christi, about 150 miles south of
San Antonio and 225 miles southwest of Houston. The City encompasses approximately 15.0 square
miles of land within the City’s corporate boundary. Ingleside is about 75% developed.

Ingleside was incorporated on June 18, 1951 under the provisions of the laws for the State of Texas. The
City adopted the council-manager form of government where the Mayor and six council members are
elected on a rotating schedule on an at-large basis with the adoption of the City Charter on November 7,
1995. After 2009, members are elected under a place system. The City Council and Mayor are
responsible for enacting ordinances, resolutions, and regulations governing the City, appointing members
of various statutory and advisory boards, the City Manager is responsible for enforcement of laws and
ordinances, and appoints and supervises the heads of departments of the City organization.

Services Provided

Services provided by the City under the general governmental functions include police and fire
protection, street maintenance, library services, public improvements, planning and zoning, engineering,
traffic control, parks operation and maintenance, code enforcement, and general and administrative
services. A private firm provides solid waste collection and disposal services under a contract with the
City. In addition, water and sewer services are provided under an Enterprise Fund concept, with user
charges set by the City Council to ensure adequate coverage of operating expenses, payments on
outstanding debt and reserves.

The Ingleside Development Corporation (IDC) is considered to be a blended component unit of the City.
A seven-member board of directors, of which four may be active council members, governs this legally
separate entity. The function of the IDC is to oversee the appropriations of funds collected under the
special sales tax for economic devélopment, including the payment of debt service for the projects
approved by the voters. The operational and capital budget must be approved by the City Council.

Accounting System and Budgetary Control

The City’s accounting records for governmental operations are maintained on a modified accrual basis,
with the revenues being recorded when available and measurable, expenditures being recorded when the
services or goods are received, and the liabilities are incurred. Accounting records for the City’s utilities
and other proprietary activities are maintained on the accrual basis.

In developing and maintaining the City’s accounting system, consideration is given to the adequacy of
the internal control structure. Internal accounting controls are designed to provide reasonable, but not
absolute, assurance regarding: (1) the safeguarding of assets against loss from unauthorized use or
disposition; and (2) the reliability of financial records for preparing financial statements and maintaining
accountability for assets. The concept of reasonable assurance recognizes that: (1) the cost of a control
should not exceed the benefits likely to be derived; and (2) the evaluation of costs and benefits requires
¢siimates and judgments by management.



All internal control evaluations occur within the above framework. We believe that the City’s current
internal accounting controls adequately safeguard assets and provide reasonable assurance of proper
recording of financial transactions.

The City Charter provides that on or before the sixth of August, the City Manager submits to the City
Council a proposed budget and budget message to the City Council for the fiscal year commencing the
following October 1. The budget message is the responsibility of the City Manager. The City Council
shall review the proposed budget and make any appropriate changes prior to publishing the final budget.
The budget is legally enacted through passage of an ordinance on or before September 20. The City
Manager is authorized to transfer budgeted amount within departments; however, any revisions that alter
the total expenditures of a department must be approved by the City Council. The City Manager has
been authorized, by ordinance and by adoption of the City Council, to expend limited amounts which are
included within the budget. Expenditures over $50,000 require authorization by the City Council.

Budgetary control has been established at the individual fund level. Financial reports are produced
showing budget and actual expenditures by line item for the current month and year-to-date and are
distributed monthly to City department supervisors as well as to others upon request.

Individual line items are reviewed and analyzed for budgetary compliance. Personnel expenditures are
monitored and controlled at a position level and capital expenditures are monitored and controlled item
by item.

Following the Spring 2006 liquidity crisis, the City Council adopted certain financial goals for the City in
order to create a better financial foundation and to improve the City’s bond rating. These goals are
basically to accumulate 25% of the City’s annual general and utility expenditures and to re-establish the
City’s Utility Bond Reserves. In December 2007, Standard & Poor’s reviewed its bond rating and
outlook for the City and based upon such review, changed its outlook to positive from stable. During that
time, the City of Ingleside made significant reductions of the TRAN debt from $1,845,000 in 2006, to
$1,375,000 in 2007, to being paid off at the end of the fiscal year 2008. While that is significant, another
change in the City's bond rating occurred during the 2009 fiscal year when the rating was increased to A-
as the City increased its fund balance to meet its financial goals.

ECONOMIC OUTLOOK AND FINANCIAL CONDITION

The information presented in the financial statements is perhaps best understood when it is considered
from the broader perspective of the specific environment within which the City operates.

Regional Economy

San Patricio County is located at the center of the Corpus Christi Bay Area on the Gulf of Mexico.
Linked to Corpus Christi by the Harbor Bridge, the County is part of a two county MSA, which
celebrates being the industrial area in the nation that has clean air, healthy bays and estuaries and
plentiful water supplies. Coupled with abundant land and a young workforce, San Patricio is poised to be
the center of growth in the region. Rail and interstate highway connectivity also link San Patricio County
to Mexican and U.S. markets.



Ingleside’s Position in the Region

As the location of some of the last remaining undeveloped coastline adjacent to a deep water channel, the
City is actively pursuing opportunities to promote this untapped resource through cooperative efforts
with various government agencies and developers.

For 2009, the Ingleside City Council and the Ingleside Development Corporation created a new
department within the City to promote economic development. This department has been funded for two
years by 4B Sales Tax proceeds with the stated goals of attracting and locating new businesses as well as
retaining and expanding existing businesses within the community. Recently completed projects, as well
as other in various stages of development, include:

Helix Energy Solutions, has completed construction of its new deepwater pipeline fabricating facility
which has added to the tax base and begun to add to the local employment of various industrial trades.

China based Tianjin Pipe Company, (TPCO) a seamless steel pipe manufacturing facility continues its
plans to locate near to the City. This one billion dollar project will be the largest Chinese project ever
located in the United States. Ingleside is expected to be positively impacted both during construction and
when the plant is completed with additional vendor support businesses and the resulting expanded
workforce.

Tax Increment Reinvestment Zone Number 1 has been created to aid in facilitating the construction of
Live Oak Preserve, a 2,300 unit residential community which includes a golf course and light
commercial development adjacent to the City’s water front on Corpus Christi Bay. The Live Oak
Preserve project is projected to provide more than $900,000,000 of additional tax base when fully
developed.

Redevelopment of Naval Station Ingleside by the Port of Corpus Christi, which is utilizing a master
development approach for the 576 acre facility and the 433 acres of adjacent undeveloped property, is
proceeding with various levels of interest expressed by third parties for portions, or all, of the property.
The City and Port have been working closely together to identify and resolve zoning and infrastructure
issues. In conjunction with those planning efforts, an initiative to construct an Industrial Bypass
Corridor to provide improved access to these regions of the City has been undertaken and is proceeding
to development of “shovel ready” plans. Property owners directly affected by the proposed corridor have
agreed, in principle, with the corridor’s location.

The City benefits from a well-educated and affluent workforce. Ingleside’s medial household effective
buying income of $46,621 compares favorably to $44,120 for San Patricio County and $51,025 for
Texas. The workforce is also very educated with 52% of the adult population having continued their
education beyond high school.

The following facts reflect Ingleside’s economic condition and outlook:

e Home construction continues at a moderate pace.
* Several large corporations have facilities located in, or near, Ingleside including:

o Kiewit Offshore Services
o Dupont

o Gulf Marine Fabricators
o OxyChem

o Air Liquide America LP
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o Helix Energy Corporation
o Tianjin Pipe Company

e Total taxable value for all residential and commercial property in the City of Ingleside exceeded
$328.2 million for fiscal year 2009, an 7.13% increase from the previous year.

e Total sales tax collections have stabilized for the most recent years. However, the pending base
closure and national economy could resulting in a flattening of sales tax revenues. For this
reason, revenues from this sources have been budgeted for the next year at a slightly lower
amount.

Future Economic Qutlook

The City of Ingleside has taken several steps in recent years and continues to move forward on several
projects to improve the quality of life by capitalizing on the natural beauty of the area and preserving
public access to natural areas. During the year, the City expanded its Disc Golf Course at Live Oak Park
by adding an additional 18 holes. With a total of 36 holes, this course is now one of the largest, most
attractive multi-course complexes in the State with several tournaments having already been held and
planned. In addition, the baseball fields at Live Oak Park are now used for regular league play during
much of the year.

Ingleside’s economy has certainly been affected by the closure of Naval Station Ingleside. However,
given the location of the land and facilities adjacent to water, it is expected that another entity or entities
will utilize this location rather quickly. The regional planning process utilized to address the closure of
the base has resulted in significant level of efforts by many stakeholders in the region and resulted in the
creation of Local Redevelopment Authorities to serve as funding vehicles for OEA monies and property
used to assist the region adjust to the closure of the Naval Station.

Cash Management

The City awards its depository contract through official bidding procedures for a two-year period with an
option to extend the contract for an additional three years. The current depository contract is with Frost
National Bank.

The remaining idle cash is invested by City officials in TexPool when the interest rates available at
TexPool are higher than the depository bank. TexPool was created under the Public Funds Investment
Act to provide local governments investment opportunities while protecting principal and liquidity. The
total amount of interest earned across funds in 2009 was $26,310 compared to $102,020 in 2008 and
$129,501 in 2007.

It is the City’s Policy that all demand deposits and time deposits are secured by pledged collateral with a
market value equal to no less than 100% of the deposits less an amount insured by the FDIC. Evidence
of the pledged collateral at a third party financial institution is periodically obtained. Collateral is
reviewed to assure the market value of the securities pledged equals or exceeds the related bank balances.
All collateral is subject to inspection and audit by the City’s independent auditors.

Risk Management

The City of Ingleside risk management program has been implemented in order to minimize or eliminate
any harm to the financial position of the City, any physical injury to employees or potential destruction
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