CITY OF INGLESIDE, TEXAS
COMPREHENSIVE ANNUAL F INANCIAL REPORT

FOR THE YEAR ENDED SEPTEMBER 30, 2007

PREPARED BY

City of Ingleside
City Manager

Jim Gray
City Manager






CITY OF INGLESIDE, TEXAS
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE YEAR ENDED SEPTEMBER 30, 2007

TABLE OF CONTENTS
INTRODUCTORY SECTION
Letter of Transmitta]
List of Principal Officials
Organizational Chart
FINANCIAL SECTION

Independent Auditors' Report
Management's Discussion and Analysis
Basic Financial Statements
Statement of Net Assets
Statement of Activities
Balance Sheet — Governmental Funds
Reconciliation of the Governmental Funds Balance Sheet to the Statement of Net Assets
Statement of Revenues, Expenditures, and Changes in Fund Balance — Governmental Funds
Reconciliation of the Governmental Funds Statement of Revenues, Expenditures, and
Changes in Fund Balances to the Statement of Activities
Statement of Revenues, Expenditures and Changes in Fund
Balance — Budget and Actual - General Fund
Statement of Net Assets — Proprietary Funds
Statement of Revenues, Expenses, and Changes in Fund Net Assets — Proprietary Funds
Statement of Cash Flows — Propriety Funds

Notes to the Financial Statements
Required Supplementary Information

Notes to Required Supplemental Information
Texas City and City Retirement System Schedule of Funding Progress

Combining and Individua] Fund Statements and Schedules as Supplementary Information
Comparative Balance Sheet — General Fund
Schedule of Revenues and Other Sources — Budget (GAAP Basis) and
Actual — General Fund
Schedule of Expenditures — Budget (GAAP Basis) and
Actual - Non-Major Funds
Combining Balance Sheet — Nonmajor Funds
Combing Statement of Revenue, Expenditures and Changes in Fund
Balance - Nonmajor Funds

16

19
21

31
32
34
35
36
37
38
40
42
43

46

70

71

79

80

82
86

87



CITY OF INGLESIDE, TEXAS
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE YEAR ENDED SEPTEMBER 30, 2007

Special Revenue Funds

Combining Balance Sheet -Nonmajor Special Revenue Funds
Combining Statement of Revenues, Expenditures and Changes in Fund
Balances — Nonmajor Special Revenue Funds
Ingleside Development Fund
Comparative Balance Sheet
Schedule of Revenues, Expenditures, and Changes in
Fund Balance — (GAAP Basis) and Actual
Hotel-Motel Tax Fund
Comparative Balance Sheet
Schedule of Revenues, Expenditures, and Changes in
Fund Balance - (GAAP Basis) and Actual
Texas Capital Fund Grant
Comparative Balance Sheet
Comparative Schedule of Revenues, Expenditures, and Changes in
Fund Balance — (GAAP Basis) and Actual
Asset Seizures and Forfeitures Fund
Comparative Balance Sheet
Comparative Schedule of Revenues, Expenditures, and Changes in
Fund Balance — (GAAP Basis) and Actual

Debt Service Fund
Comparative Balance Sheet
Schedule Revenues, Expenditures and Changes in F und Balance — Budget and
Actual

Capital Projects Fund
Comparative Balance Sheet
Comparative Schedule of Revenues, Expenditures, and Changes in
Fund Balance

Ingleside Development Home Grant Fund
Comparative Balance Sheet
Comparative Schedule of Revenues, Expenditures, and Changes in
Fund Balance

Ingleside Development SCBA Grant Fund
Comparative Balance Sheet
Comparative Schedule of Revenues. Expenditures, and Changes in
Fund Balance

Proprietary Funds
Enterprise Funds
Comparative Statement of Net Assets Proprietary
Funds — Utility Funds
Schedule of Operating Revenues and Expenses by Fund — Utility Fund
Comparative Statement of Cash Flows — Utility Funds

2

90

91

92

93

94

95

96

97

98

99

102

103

106

107

108

109

110

111

116
118
119



CITY OF INGLESIDE, TEXAS
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE YEAR ENDED SEPTEMBER 30, 2007

g
o
€D

Internal Service Fund
Comparative Statement of Net Assets — Self-Funded
Insurance - Internal Service F und 122
Comparative Schedule of Revenues, Expenses, and C hanges in
Fund Net Assets — — Self-Funded Insurance

- Internal Service Fund 123
Comparative Statements of Cash F lows - Self-Funded Insurance
- Internal Service Fund 124

Capital Assets Used in Operation of Government Funds

Comparative Schedules — By Source 126
Schedule by Function and Activity 127
Schedule of Changes by Function and Activity 128

INTERNAL CONTROL AND COMPLIANCE/
SINGLE AUDIT SECTION

Report on Compliance and on Internal Control Over Financial Reporting
Based on an Audit of Financial Statements Performed in Accordance

with Governmental Auditing Standards 131
Schedule of Prior F indings 133
Schedule of F indings and Questioned Costs of Federal Awards 137
Schedule of Corrective Action 139

Report on Compliance with Requirements Applicable
to Each Major Program and Internal Control

Over Compliance in Accordance with OMB Circular A-133 141
Schedule of Federal Financial Awards 144
Notes on Accounting Policies for Federal Awards 146

STATISTICAL SECTION AND SUPPLEMENTAL INFORMATION

Table Page
Multi-year and Other Financial and Demographic Information:
Government-wide Expenses by Function 148

I

Government-wide Revenues 2 150
General Government Expenditures by Function — Last Ten Years 3 152
General Government revenues by Source — Last Ten Years 4 154
Assessed Valuations, Tax Levies, and Tax Rate Distributions - Last Ten Years 5 156
Assessed and Estimated Actual Values of Taxable Property - Last Ten Year 6 157
Schedule of Taxes Levied, Collected, and Receivable 7 158
Ratio of Net General Bonded Debt to Assesses Value and

Net Bonded Debt Per Capita — Last Ten Years 8 160
Property Tax Rates — All Direct and Overlapping Governments

(per $100 Assessed Valuation) ~ Last Ten Years 9 162
Computation of Legal Debt margin 10 163

Computation of Direct and Overlapping Debt 11 164

(o)



STATISTICAL SECTION AND SUPPLEMENTAL INFORMATION — Continued -

Ratio of Annual Debt Service Expenditures of all General, Special
Revenue and Debt Service Funds
Revenue Bond Coverage — Last Ten Years
Demographic Statistics
Principal Taxpayers
Insurance and Bond Coverage
Miscellaneous Statistical Data
Water Purchases and Sales — Last Ten Years
Number of Active Accounts at Close of Year — Last Ten Years
Top Ten Utility Customers
Debt Service Requirements by Years-General Long-Term Debt Service Requirements
Debt Service Requirements by Years-Utility Debt Service Requirements
Debt Service Requirements by Years-Combination Tax and Limited Pledge Revenue-1997-A
Debt Service Requirements by Years-Combination Tax and Limited Pledge Revenue-1997
Debt Service Requirements by Years-Combination Tax and Limited Pledge Revenue-2007
Debt Service Requirements by Years-General Obligation Refunding Bonds, Series 2003
Debt Service Requirements by Years-Utility System Revenue Bonds, Series 2000
Debt Service Requirements by Years-Water Works and Sewer System Revenue Bonds
Series 2002 and Series 2002-A

Table

12
13
14
15
16
17
18
19
19

Page

165
166
167
168
169
170
171
172
172
173
174
175
176
177
178
179

180



INTRODUCTORY SECTION






City Of B Ingleside

January 8, 2008

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

This report represents the Comprehensive Annual Financial Report for the City of Ingleside, Texas for
the fiscal year ended September 30, 2007.

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 Department is pleased to submit the Comprehensive Annual Financial Report for the City
of Ingleside, Texas, for the fiscal year ended September 30, 2007.

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 ended
September 30, 2007 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.
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The independent auditor concluded, based upon the audit, that there was a reasonable basis for the fiscal
year ended September 30, 2007 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 14.2 square
miles of land within the City’s corporate boundary. Ingleside is about 90% 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. 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 Pravided

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 development, including the payment of debt service for the projects
approved by the voters for the purpose. 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
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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
estimates and judgments by management.

All internal control evaluations occur within the above framework. We believe that the C ity’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 C ity 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 may be
authorized, by ordinance and by adoption of the City Council, to expend limited amounts which are
included within the budget. Expenditures over this amount 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. While the
reduction of the TRAN debt from $1,845,000 to $1,375,000 is significant, a change in the City’s bond
rating will probably not occur until progress towards the 25% annual expenditure goal is demonstrated.

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 un tapped resource through cooperative efforts
with various government agencies and developers. During this past year, Helix Energy Solutions has
begun construction of a new deepwater pipeline fabricating facility which is expected to have capital
outlay of over $20 million and create more than 50 new jobs.

The City is presently negotiating with a developer for the creation of the City of Ingleside Tax Increment
Reinvestment Zone Number 1 to facilitate the construction of a 2,300 unit residential community which
will include a golf coarse and light commercial development adjacent to the City’s water front on Corpus
Christi Bay. The proposed development is projected to provide more than $800,000,000 of additional tax
basis when fully developed.

In addition, the City of Ingleside is a bedroom community for the larger City of Corpus Christi, which is
to the South. As such, our economic development is largely related to providing a high quality of life for
the families that reside here. Because of the quality of life and the naval as well as industrial influence,
the City continues to see a steady population growth. The current population of 11,232 reflects an
increase of 20% from the 2000 census. '

The City also benefits from a well-educated and affluent workforce. Ingleside’s medial household
effective buying income of $42,649 compares favorably to $38,295 for San Patricio County and $41,275
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 One of the fastest growing cities in South Texas, Ingleside is the second largest in San Patricio
County.

e Building activity continues to be very strong.
e Ingleside continues to attract some of the nation’s largest corporations:

United States Navy
Kiewit Offshore Services
Dupont

Guif Marine Fabricators
OxyChem

Cheniere Energy

Air Liquide America LP

O O 0 O 0 O O

e Total taxable value for all residential and commercial property in the City of Ingleside exceeded
$310.3 million for fiscal year 2006, a 7.27% increase from the previous year.

e Sales tax collections have increase by more than 6% for the most recent year and more than 17%
over the past two years. However, the pending base closure could negatively impact future
collections.
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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.

The City has made the following substantial improvements and additions:
® Recreational (Skate/Basketball/Soccer) Complex (N.O. Simmons Park)
e Softball Fields
e Cove Harbor Park
¢ Live Oak Park
e Swimming Pool
® Senior Citizens Center
* Youth Recreational Center (Humble Station)
* Bird Sanctuary (Whitney Lake Project)

Ingleside’s economy will be affected by the pending 2009 base closure. 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. A regional planning process is being utilized to manage the closure of the base
and it appears the Port of Corpus Christi, the owner of the base property, has initiated an extensive
research process addressing how best to redevelop the property. In addition to the closure of the primary
facility, the closure of the 155 acre EMR facility justified the creation of a Local Redevelopment
Authority which is pursuing funding sources to help the community and surrounding region adjust to the
closure of the base and the EMR facility.

In addition to the loss of jobs resulting from the base closure, the departure from the community of the
large number of military volunteers could have a negative impact on the number of volunteer firefighters.
If the number of volunteers drops below acceptable levels, it may be necessary to explore a combination
of paid and volunteer fire fighters.

Cash Management

The City awards its depository contract through ofticial bidding procedures for a two-year period with an
option to extend the contract for an additional three years. The current depository contract with Value
Bank, Ingleside Branch, Ingleside, Texas, was renewed during the post period on November 11, 2006 for
options periods extending for several years.

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 2007 was $129,501 compared to $46,702 in 2006 and
$53,990 in 2005.
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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 is periodically obtained at a third party financial institution. 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
of property by providing proper insurance coverage, safety training and safety assessment. Insurance
coverage at a minimum includes:

e  Worker’s Compensation
e General Liability
e Law Enforcement Liability
e Public Official Errors and Omissions
e Automobile and Physical Damage
e  Windstorm Damage
Pension Plan

The City of Ingleside provides pension benefits for all of its employees except for firefighters through a
nontraditional, joint contributory, hybrid defined benefit plan in the statewide Texas Municipal
Retirement System (TMRS), one of 821 administered by TMRS, an agent multiple-employer public
employee retirement system.

Under the state law governing TMRS, the actuary annually determines the City contribution rate to
ensure that the plan wilt be able to fully meet its obligations to retired employees on a timely basis. As a
matter of policy, the City of Ingleside fully funds each year's annual required contribution to the pension
plan as determined by the actuary. As a result of the City of Ingleside’s conservative funding policy, the
City has succeeded as of December 31, 2006, in funding 77.7% of the present value of the projected
benefits earned by employees. The remaining unfunded amount is being systematically funded over 25
years as part of the annual required contribution calculated by the actuary.

Emplovee Health Plan

The City maintains an employee health plan for employees and dependents, which is self-funded by the
City. Revenues are recognized from payrol! deductions and from the City’s contributions. The City
utilizes a third party administration for its employees and eligible dependents’ medical and dental care
benefits.



