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City Of B Ingleside

February 26, 2005

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

The Finance Department is pleased to submit the Comprehensive Annual Financial Report for the
City of Ingleside, Texas for the fiscal year ended September 30, 2004.

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 resuits 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 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, an organizational
chart and a copy of the Certificate of Achievement for Excellence in Financial Reporting from the
Government Finance Officers Association for the year ended September 30, 2003. 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 auditor’s
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 inciudes

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 Guerra, Kieschnick, Cross &
Lovvorn, L.L.P., 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, 2004 are free of material misstatement. The independent audit
involve 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 rendering an
unqualified opinion that the City of Ingleside’s financial statements for the fiscal year ended
September 30, 2004, are 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.

iv
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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 and City Attorney. As chief administrative
officer, 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 and payments on outstanding debt.

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 that 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 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 City's
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 prepared by both the City Manager
and the Finance Director. 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 amounts within departments; however, any revisions that alter the total expenditures of
a department must be approved 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 the City Council and 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. Revenue budgets are reviewed monthly.

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 only 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

The City of Ingleside is home for the Naval Station Ingleside. Naval Station Ingleside is the
Navy’s Center of Excellence for Mine Warfare. All military functions related to mine warfare are
carried out at Naval Station Ingleside. The coastal mine hunters and mine countermeasure ships
are deployed from Ingleside on a regular basis. Currently, twenty (20) of the Navy’s newest mine
countermeasures ships, coastal mine hunters and MCM commands consider Ingleside home.

In addition to being the deepest Navy port in the Guif of Mexico, Naval Station ingleside is ideally
positioned land wise with flexibility for expansion within and outside the base. Currently, Naval
Station Ingleside is working in conjunction with the City to bring the local United States Coast
Guard to Ingleside. Naval Station Ingleside will continue to develop even more so as the “Mine
Warfare Center of Excellence.”

In addition, the City of Ingleside is a bedroom community for the larger City of Corpus Christi,
which is to our 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

influence, the City continues to see a steady population growth. The current population is 9,388,
which reflects an increase of 65% from the 1990 census.
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The City also benefits from a well-educated and affluent workforce. Ingleside’s medial household
effective buying income of $37,789 compares favorably to $34,836 for San Patricio County and

$39,927 for Texas. The workforce is also very educated with 72% of the adult population having
continued their education beyond high school.

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

. One of the fastest growing cities in South Texas, Ingleside is the second largest in
San Patricio County.

. Building activity continues to be very strong.
. Ingleside continues to attract some of the nation’s largest corporations:
> United States Navy
> Kiewit Offshore Services
> Dupont
> Gulf Marine Fabricators
» OxyChem
> Air Liquide America LP
o Total taxable value for all residential and commercial property in the City of Ingleside
exceeded $233 million for fiscal year 2003, a 7.3% increase from the previous year.
. Sales tax collections continue to increase by approximately 5%.
ASSESSED PROPERTY VALUATIONS SALES TAX COLLECTIONS

Valuation in Millions

Collections in Thousands

1999 2000 2001 2002 2003 1999 2000 2001 2002 2003
Tax Roll Year Fiscail Year

Future Economic Outlook

The La Quinta Trade Gateway, a deepwater marine terminal currently under development, will be

Texas’ newest container facility. This will provide cost effective connections with markets
worldwide.

Three LNG terminals are being considered for the local community. LNG is the liquid form of the
natural gas residents and businesses are utilizing. Natural gas is a primary source of fuel for
many industries and for generation of electricity. These additional LNG facilities will provide
additional economic benefits in creating new jobs and generating tax revenues.

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.

Vil



The City has made the following substantial improvements and additions:

. Soccer Complex

J Softball Fields

. Cove Harbor Park

. Live Oak Park

. Swimming Pool

. Senior Citizens Center

The City is in the process of building a youth recreational center in the downtown area as well as
completing the Whitney Lake Bird Sanctuary Project. New soccer fields and other recreational
related activities will be completed in early 2005 at the Simmons Park. Future development of a
new City administrative complex is in the early planning stages.

The Department of Defense through May 16, 2005 is undertaking the internal data gathering and
analytic process necessary to formulate Base Realignment Closure recommendations. The
official list is not expected to be made public before September 9, 2005. Naval Station Ingleside
may be included in the next round of BRAC. Ingleside’s economy may be affected in later years
should the base close; however, with the location of the land and facilities adjacent to water, it is
expected that another entity will purchase this location rather quickly.

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 with ValueBank, Ingleside Branch, Ingleside, Texas expires September 30, 2005.

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 2004 was $53,030
compared to $87,672 in 2003.

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 maintained by the Finance Department and a third
party financial institution. Collateral is reviewed monthly 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:

. . Worker's Compensation

. General Liability
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. Law Enforcement Liability

. Public Official Errors and Omissions
o Automobile and Physical Damage
. 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 794 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 will 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, 2003, in
funding 82% 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.

Employee Health Plan

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

Post Employment Health Care Benefits

In addition to providing pension benefits, the City provides certain health care benefits for retired
employees at the retired employee’'s expense. Substantially all of the City's employees may
become eligible for those benefits if they reach normal retirement age while working for the City.
There is no direct cost to the City associated with this benefit. In addition, under the Consolidated
Omnibus Budget Reconciliation Act (COBRA), the City provides health care benefits to eligible
former employees and eligible dependents.

OTHER INFORMATION

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada (GFOA) awarded
a Certificate of Achievement for Excellence in Financial Reporting to the City of Ingleside for its
Comprehensive Annual Financial Report for the fiscal year ended September 30, 2003. The
Certificate of Achievement is a prestigious national award--recognizing conformance with the
highest standards for preparation of state and local government finance reports.

in order to be awarded a Certificate of Achievement, a government unit must publish an easily
readable and efficiently organized comprehensive annual financial report (CAFR), whose
contents conform to program standards. Such CAFR must satisfy both generally accepted
accounting principles and applicable legal requirements.



A Certificate of Achievement is valid for a period of one year only. The City of Ingleside has
received this prestigious award for the last two consecutive years. We believe our current report
continues to conform to the Certificate of Achievement program requirements, and we are
submitting it to GFOA.
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GUERRA, KIESCHNICK, CROSS & LOVVORN, L.L.P.
500 N. Shoreline — Suite 800
Corpus Christi, Texas 78471-0301

Independent Auditor’s Report

The Honorable Mayor,
Members of City Council
City of Ingleside, 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 City
of Ingleside, as of and for the year ended September 30, 2004, which collectively comprise the
City’s basic financial statements as listed in the table of contents. These financial statements are
the responsibility of City of Ingleside 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 and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. 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 respective financial position of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Ingleside, as of
September 30, 2004, and the respective changes in financial position and cash flows, where
applicable, thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

As described in Note 1.B., the City has implemented a new financial reporting model, as required
by the provisions of GASB Statement No. 34, Basic Financial Statements—and Management’s
Discussion and Analysis—for State and Local Governments, as of September 30, 2004.

In accordance with Government Auditing Standards, we have also issued our report dated
February 18, 2005, on our consideration of the City of Ingleside’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts,
and grants. That report is an integral part of an audit performed in accordance with Government

Auditing Standards and should be read in conjunction with this report in considering the results of
our audit.

The management’s discussion and analysis and budgetary comparison information are not a
required part of the basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However,
we did not audit the information and express no opinion on it.



Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Ingleside’s basic financial statements. The introductory section,
combining and individual nonmajor fund financial statements, and statistical tables are presented
for purposes of additional analysis and are not a required part of the basic financial statements.
The combining and individual nonmajor fund financial statements have been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, are
fairly stated in all material respects in relation to the basic financial statements taken as a whole.
The introductory section and statistical tables have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we express no opinion on
them.

b,wMu., Ketathniedo. Obiaws wHprrase

February 18, 2005



CITY OF INGLESIDE, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2004
(UNAUDITED)

The discussion and analysis of the City of Ingleside’s financial performance provides an overview
and analysis of the City’s financial activities for the fiscal year ended September 30, 2004. It
should be read in conjunction with the accompanying transmittal letter and the accompanying
basic financial statements. This discussion and analysis does not include comparative data for
prior years, as this information is not available for the first year of implementation of
Governmental Accounting Standards Board (GASB) Statement Number 34. Future years will
include, when available, comparative analysis of government-wide data.

FINANCIAL HIGHLIGHTS

3 The assets of the City of Ingleside exceeded its liabilities at the close of the fiscal
year ending September 30, 2004 by $17.8 million(net assets). Of this amount, $1.7
million (unrestricted net assets) may be used to meet the government’s ongoing
obligations to citizens and creditors.

. The City of Ingleside’s total net assets increased by $0.9 million for the year ended
September 30, 2004. The increase in net assets can be attributable to the cultural
and recreation improvements including the construction in progress.

. As of September 30, 2004, the City of Ingleside’s governmental funds reported
combined ending fund balances of $645 thousand dollars.

. The City’s total bonded debt decreased by $770 thousand dollars.

OVERVIEW OF THE FINANCIAL STATEMENTS

The discussion and analysis serves as an introduction to the City of Ingleside’s basic financial
statements. The City of Ingleside’s basic financial statements are comprised of three
components: government-wide financial statements, fund financial statements and notes to the
financial statements. This report also contains other supplementary information in addition to the
basic financial statements themselves.

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the City of Ingleside’s finances, in a manner
similar to a private-sector business.

The Statement of Net Assets presents information on all of the City of Ingleside’'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 of Ingleside is improving or deteriorating. This statement combines and consolidates
governmental funds’ current financial resources (short-term spendable resources) with capital
assets and long-term obligations. Other nonfinancial factors should also be taken into
consideration, such as changes in the City’s property tax base and the condition of the City’s
infrastructure (i.e. roads, drainage improvements, storm and sewer lines, etc.), to asses the
overall health or financial condition of the City.

The Statement of Activities presents information showing how the City’s net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of when cash is received or paid.



Thus, revenues and expenses are reported in this statement for some items that will only result in
cash flows in future fiscal periods (e.g., uncollected taxes and earned but not used vacation
leave). Both the Statement of Net Assets and the Statement of Activities are prepared utilizing

the accrual basis of accounting as opposed to the modified accrual basis used in prior reporting
models.

In the Statement of Net Assets and the Statement of Activities, the City is divided into three kinds
of activities:

. Governmental Activities—Most of the City's basic services are reported here,
including the police, fire, library, building and inspections, sanitation, code
enforcement, parks and recreation and general administration. Property taxes, sales
taxes and franchise fee finance most of these activities.

o Business type Activities—The City charges a fee to customers to help it cover all or
most of the cost of certain services it provides. The City’'s water and sewer system
are reported here.

. Blended Component Units—The City of Ingleside Development Corporation was
formed to promote economic development within the City and to administer the
distribution of the proceeds of any development bonds issued and certain
development sales taxes received on behalf of the City. Due to the financial
interdependency of the Corporation, it is a blended component unit reported as a
special revenue fund.

Reporting the City’s Most Significant Funds
Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds—not
the City as a whole. Some funds are required to be established by state law and by bond
covenants. However, the City establishes many other funds to help it control and manage money
for particular purposes or to show that it is meeting legal responsibilities for using certain taxes,
grants and other money. The City's two kinds of funds—governmental and proprietary—utilize
different accounting approaches.

o Governmental Funds—The majority of the City’s basic services are reported in
governmental funds, which focus on how money flows into and out of those bunds
and the balances left at year-end that are available for spending. These funds are
reported using an accounting method identified as the modified accrual basis of
accounting, which measures cash and all other financial assets that can readily be
converted into cash. The governmental fund statements provided a detailed short
term view of the City's general governmental operations and the basic services it
provides. Governmental fund information helps determine whether there are more or
fewer financial resources that can be spent in the near future to finance City's
programs. By comparing information presented for governmental funds with similar
information presented for governmental activities in the government-wide statements,
readers may better understand the long term effect of the government’s near term
financing decisions. The relationships or differences between governmental activities
(reported in the Statement of Net Assets and the Statement of Activities) and
governmental funds is detailed in a reconciliation following the fund financial
statements.

The City of Ingleside maintains seven individual governmental funds. Information is
presented separately in the Governmental Funds Balance Sheet and in the
Governmental Funds Statement of Revenues, Expenditures, and Changes in Fund
Balances for the General Fund, which is the only governmental major fund. Data



from the other six governmental funds are combined into a single, aggregated
nonmajor fund presentation. Individual fund data for each of these nonmajor

governmental funds is provided in the form of combining statements elsewhere in this
report.

. Proprietary funds—The City charges customers for the services it provides. These
services are generally reported in the proprietary funds. Proprietary funds are
reported in the same way that all activities are reported in the Statement of Net
Assets and the Statement of Activities. In fact, the City’'s enterprise fund (a
component of proprietary funds) is identical to the business type activities that are
reported in the government-wide statements but provides more detail and additional
information, such as cash flows, for proprietary funds. The Internal service fund (the
other component of proprietary funds) is utilized to report activities that provide
supplies and services for the City's other programs and activities, such as the City’s
self-funded insurance fund. Because these services benefit primarily governmental
type functions, its cost has been included in the governmental type activities in the
government-wide financial statements.

Notes to the Financial Statements

These 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 immediately following the basic financial statements.

Other Information

In addition to basic financial statement and accompanying notes, this report presents certain
required supplementary information concerning the City’s progress in funding its obligation to
provide pension benefits to the employees and budgetary comparative information for the general
fund.

THE CITY AS A WHOLE—Government-wide Financial Analysis

This is the first year that the City of Ingleside has presented its financial statements under the
new reporting model required by GASB 34. Because this reporting model changes significantly
both the recording and presentation of financial data, the City has not restated the prior year fiscal
year for the purpose of providing comparative information for the MD&A. [n future years, when
prior year information is available, a comparative analysis of government-wide data will be
included in this report.

The City’'s combined net assets were $17.8 million as of September 30, 2004. Analyzing the net
assets and net expenses of governmental and business-type activities separately, the business
type activities net assets are $11.3 million. This analysis focuses on the net assets (Table 1) and
revenues and expenses of the City’s governmental and business type-activities (Table 2).

By far the largest portion of the City's net assets (77 percent) reflects its investment in capital
assets (e.g. land, buildings, machinery, equipment, and furniture), less any related debt used to
acquire those assets that is still outstanding. The City uses these capital assets to provide
services to citizens; consequently, these assets are not available for future spending. Although
the City's investment in its capital assets is reported net of related debt, it should be noted that
the resources needed to repay this debt must be provided from other sources, since the capital
assets themselves cannot be used to liquidate these liabilities.



Table 1
Summary of Net Assets
At September 30, 2004
(Amounts Expressed in Millions)

Governmental Business-type Total

Activities Activities Primary
Government
Current and other assets $ 13 $ 4.3 $ 56
Capital assets 10.4 12.2 22.6
Total assets 11.7 16.5 28.2
Long-term liabilities
Outstanding 41 46 8.7
Other liabilities 14 6 1.7
Total liabilities 52 5.2 10.4
Net assets:
Invested in capital assets,
Net of related debt 5.8 10.0 15.8
Restricted 3 3
Unrestricted g 1.0 1.7
Total net assets $__65 $§ 113 $ 17.8
Table 2
Governmental and Proprietary Activities
For the year ended September 30, 2004
(in millions)
Governmental Business-Type Total
Activities Activities Government
Revenues
Program Revenues
Charges for services $ 0.8 $ 3.3 $ 4.1
Capital grants and contributions 0.3 0.1 0.4
General Revenues
Taxes 27 - 27
Franchise fees 0.4 - 0.4
Miscellaneous and interest 0.1 - 0.1
Total revenues 4.3 3.4 7.7
Expenses
General government and administration 0.1 - 0.1
Cultural and recreational 1.1 - 1.1
Public safety 1.8 - 1.8
Public works 0.5 - 0.5
Interest on long-term debt 0.2 - 0.2
Water and sewer - 3.0 3.0
Total expenses 3.7 3.0 6.7
Transfers 1.3 (1.3) -
Change in net assets 1.9 (0.9) 1.0
Beginning net assets 4.6 12.2 16.8
Ending net assets $ 6.5 $ 11.3 $ 17.8




Governmental Fund Activities

The City’s General Fund Revenues increased when compared to the prior year by 9.2 percent of
$297,793. Property tax revenue increased due to increased property valuations and the addition
of new property throughout the City. The assessed value of the property in the City increased by
$15.8 million or 7.3 percent as compared to the prior year while the City property tax rate
decreased. In addition to ad valorem property taxes, the City collects sales taxes, franchise
taxes, beverage taxes and other taxes in lieu of ad valorem taxes. Sales tax revenue increased
by $42,263 or 6.2 percent over the previous year due to the continued growth in the local
economy.

Table 3
General Fund Revenues
Year Ended September 30, 2004
{Amounts Expressed in Thousands)

2004 2003 Increase
(Decrease)
Taxes $ 2,422,793 $2,307,436 $ 115,357
Licenses and permits 50,813 91,621 (40,808)
Intergovernmental 284,884 0 284,884
Charges for services 596,998 578,680 18,318
Fines and penaities 108,799 98,781 10,018
Other 65,202 155,178 89,976
Total Revenues $ 3,529,489 $ 3,231,696 $ 297,793

The most significant governmentat fund expenditures for the City were in both public safety and
cultural and recreational. The public safety incurred expenditures of $1,762,902 and cultural and
recreational incurred expenditures of $2,341,316. Police accounted for $1,236,669 in public
safety expenditures of which $1,002,947 was incurred for salary and benefits. Fire accounted for
$132,721 in public safety expenditures, of which $41,082 was incurred for salary and benefits.
Regarding the cultural and recreational expenditures, the Simmons Park, Whitney Lake and the
Senior Center accounted for approximately $1.3 million dollars.

Enterprise Fund Activities

Revenues of the City's Utility Fund were $3.4 million for the fiscal year ending September 30,
2004. Expenses were $3.0 million for the year, resulting in net revenues of $990,551 before
transfers out and depreciation are taken into account. The most significant expense of the Ultility
Fund was $859.3 thousands to purchase water and $644,598 in salaries and benefits.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At the end of the fiscal year 2004, the City of Ingleside had nearly $35.8 million invested in a
broad range of capital assets, including police and fire equipment, buildings, land, park facilities,
roads, bridges, vehicles, and water and sewer lines. (See Table 3 below.) The bulk of the new
additions was for Whitney Lake, Simmons Park, senior citizen, public works warehouse, and



Table 4
Capital Assets before Depreciation
At September 30, 2004

Governmental Business-type
Activities Activities Total

Land $ 3,690,701 $ 329,484 $4,020,185
Buildings and improvements 2,511,876 446,419 2,958,295
Machinery and Equipment 1,791,950 894,008 2,685,958
Infrastructure 5,451,373 0 5,451,373
Furniture and Fixtures 707,699 0 707,699
Water and sewer system 0 18,131,764 18,131,764
Construction in progress 1,102,185 699,894 1,902,079

Total $15.255,784 $20,501,569 $35.857.353

Debt

At year-end, the City of Ingleside had $9.4 million in General Certifications of Obligation and
Revenue Bonds as compared to $10.1 million at the end of the prior fiscal year, a decrease of 0.9
percent as shown in Table 5.
Table 5
Outstanding Debt
At September 30, 2004

Governmental Business-type
Activities Activities Total
General Certificates
of Obligation $ 4,596,000 $ 0 $ 4,596,000
Revenue Bonds 0 4,765,000 4,765,000
Total $ 4,596,000 $ 4,765,000 $ 9,361,000

During the current fiscal year, the City of Ingleside did not issue any additional debt. The City
Charter authorizes the City of Ingleside to issue bonds, when authorized by the voters or the City
Council, for any purpose for which a city may issue bonds under the Constitution and laws of the
State of Texas. The Charter precludes the use of bond proceeds for any other purpose other
than that for which the bonds were sold. At September 30, 2004, the City had no bonds of any
type approved that had not been issued.

The City has maintained its BBB++ rating from Standard & Poor’s Corporation.

The City maintains an employee health plan for employees and dependents which is self-funded
by the City. The City's claims liabilities at the end of September 30, 2004 were $68,894
compared to $58,750 at September 30, 2003.

THE CITY’S FUNDS

At the close of the City's fiscal year on September 30, 2004, the governmental funds of the City
reported a combined fund balance of $645,009. This ending balance includes a reduction in fund
balance of $671 thousand in the City’s General Fund. The primary reason for the General Fund’s
reduction is the expenditures for the Simmons Park development and the other cultural and
recreation improvements made during this fiscal year (Whitney Lake, Senior Citizen Center and



Humble Station) as well as $234,645 expended on various street repair improvements (Parkview,
Eighth and Hultgren).

Other fund balance changes are:

The Ingleside Development fund balance increased by $53,743.

The Hotel-Motel Tax Fund increased by $548.

The Asset Seizures & Forfeitures fund balance decreased by $3,508.

The Debt Service fund balance increased by $31,083.

The Ingleside Development Construction fund decreased by $328,390. This
decrease as for the development and improvements to Avenue K and J.

VVYVVYY

General Fund Budgetary Highlights

During the fiscal year ending September 30, 2004, budget amendments were approved by the
City Council. The actual expenditures on a budgetary basis were $5.3 million dollars compared
to the budget amount of $4.0 million. As previously mentioned, both the cultural and recreation
and street improvements reflect the actual expenditures to be higher than budgeted. The actual
revenues and transfers in, on a budgetary basis, were $4.6 million compared to the budget
amount of $3.8.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The City’s elected and appointed officials considered many factors when setting the fiscal year
2004 budget, tax rates and fees that will be charged for the business-type activities. The total
growth of the City's commercial development and revenues remain on target. Property tax
valuations continue to increase; thus the property tax revenues are still increasing while the tax
rate decreases. Water and sewer utility rates continue to provide adequate revenue for the Utility
fund which allows for monthly transfers from the Utility Fund to the General Fund.

The budget for fiscal year 2005 will allow the fund balances in the governmental funds as well as
the business activity funds to increase. The cultural and recreation improvements all will be
completed in fiscal year 2005 in which 85% of the expenditures were reflected in the current
financial statements for the year ending September 30, 2004.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and investors and
creditors with a general overview of the City’s finances and to show the City’s accountability for
the money it receives from all sources. [f you have questions about this report or need additional
financial information, contact Terry LeBlanc, Jr., CPM, Finance Director, at the City of Ingleside,
P.O. Drawer 400, Ingleside, Texas 78362.
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CITY OF INGLESIDE, TEXAS - Exhibit 1
GOVERNMENT - WIDE STATEMENT OF NET ASSETS
SEPTEMBER 30, 2004

Primary Government

See accompanying notes to basic financial statements.
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Governmental Business-type
Activities - Activities . _Total
ASSETS
Cash and Texpool Accounts 582,132 180,500 762,632
Receivables and Allowances:
Accounts
Ad valorem taxes {net) 166,487 - 166,487
Assessments and Fees 87,369 8,605 95,974
Water & Wastewater Billings - 539,789 539,789
Miscellaneous 66,535 3,471 70,006
Hotel-Motel Tax 20,871 -- 20,871
Aliowance for Uncoliectible Accounts - (21,978) (21,978)
Inventory 38,882 88,411 127,293
Due From Other Governmental Agencies
Sales Taxes 141,085 - 141,085
Parks and Wildlife 235,515 - 235,515
Other 52,772 - 52,772
Internal Balances (254,701) 254,701 -
Prepaid items 86,016 - 86,016
Capitalized Bond and Other Debt Issuance Costs 97,506 186,976 284,482
Restricted Assets:
Cash and Texpool Accounts - 3,040,083 3,040,083
Capital Assets:
Land 3,690,701 329,484 4,020,185
Buildings and Improvements 2,511,876 446,419 2,958,295
Machinery and Equipment 1,791,950 909,984 2,701,934
Water and Sewer System - 18,115,789 18,115,789
Furniture and Fixtures 707,699 - 707,699
Infrastructure 5,451,373 - 5,451,373
Construction in Progress 1,102,185 699,894 1,802,079
Accumulated Depreciation (4,858,199) (8,296,660) (13,154,859)
TOTAL ASSETS 11,718,054 16,485,468 28,203,522
LIABILITIES
Accounts Payable 441,285 171,785 613,070
Accrued Interest 24,828 35,055 59,883
Accrued Liabilities - 9,329 9,329
Payable from Restricted Assets:
Deposits - 161,265 161,265
Current Portion of Long Term Debt - 189,388 189,388
Noncurrent Liabilities:
Due within one year 623,894 64,100 687,994
Due in more than one year 4,081,838 4,539,970 8,621,808
TOTAL LIABILITIES 5,171,845 5,170,892 10,342,737
NET ASSETS
Invested in Capital Assets, net of Related Debt 5,801,584 10,021,851 15,823,435
Restricted for:
Debt Service 82,274 269,409 351,683
Unrestricted _ 662,351 1023316 1685667
TOTAL NET ASSETS 6,546,209 11,314,576 .. 17,860,785




CITY OF INGLESIDE, TEXAS
GOVERNMENT-WIDE STATEMENT OF ACT/VIT/ES
FOR THE YEAR ENDED SEPTEMBER 30, 2004

Program Activites ] ~ Expenses

Governmental Activities
General Government

and Administration 122,394
Cultural and Recreational 1,080,436
Public Safety 1,803,509
Public Works 453,417
Interest on Long Term Debt 209423

Total Governmental Activites 3,669,179

Business-Type Activities:

Water and Sewer . 3,029,565
Total Business-Type Activities 3,029,565
Totai Government 6,698,744

General Revenues:

Transfers

Program Revenues

Fees, Finesand Operating o Capitéi
Charges for Grants and Grants and
_Services _ Contributons  Contributions
2,826 - -
18,878 - 284,884
194,725 - -
559,945 -- 17,500
7834 - 302,384
3,259,835 _ _._ 139,601
3,259,835 - ) 139,601
] 4036209 = oo .2341,985
Taxes:
Ad Valorem
Sales
Occupancy
In-Lieu
Other

Franchise Fees
Investment Earnings
Miscellaneous

Total General Revenues and Transfers
Change in Net Assets

Net Assets at Beginning of Year
Net Assets at End of Year

The accompanying notes to financial statements are an integral part of this statement.
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Exhibit 2

Net (Expenses) Revenue
and Changes in Net Assets

Governmental Business-type

Activities Activities ~~ Total
(119,568) - (119,568)
(776,674) - (776,674)
(1,608,784) - (1,608,784)
124,028 - 124,028
_(209423) T (209,423)
_ (2,590,421) - B (2,590,421)
- 369,871 369,871
,,,,,,,, - 369871 369,871
_ (2590421) 369,871 (2,220,550)
1,789,971 - 1,789,971
725,903 - 725,903
70,085 - 70,085
102,899 - 102,899
6,186 - 6,186
366,634 - 366,634
19,662 33,369 53,031
40,637 - 40,637

1,346,407 (1,346,407) -
4,468,384 (1,313,038) 3,155,346
1,877,963 (943,167) 934,796
4,668,246 12,257,743 16,925,989
5,546,209 11,314,576 .. 17,860,785
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CITY OF INGLESIDE, TEXAS Exhibit 3
BALANCE SHEET

GOVERNMENTAL FUNDS

SEPTEMBER 30, 2004

Other Total
Governmental Governmental
General Funds Funds
ASSETS o
Cash and Texpool Accounts 238,248 341,643 579,891
Receivables and Allowances:
Accounts
Assessments and Fees 87,369 - 87,369
Miscellaneous 66,535 -- 66,535
Hotel-Motel Tax - 20,871 20,871
Inventory 38,882 - 38,882
Due From Other Governmental Agencies
Sales Taxes 141,085 - 141,085
Parks and Wildlife 235,515 - 235,515
Other - 52,772 52,772
Ad Valorem Taxes 171,018 56,180 227,198
Allowance for Uncollectible Taxes (44,401) (16,310) (60,711)
Due From Other Funds 254,080 147,091 401,171
Prepaid Items 86,016 - 86,016
TOTAL ASSETS 1,274,347 602,247 1,876,594
LIABILITIES AND FUND BALANCE
Accounts Payable 420,100 21,185 441,285
Due to Other Funds 470,378 153,435 623,813
Deferred Revenues 126,617 o 39,870 166,487
TOTAL LIABILITIES 1,017,005 214490 1,231,585
FUND BALANCE
Reserve for Inventory 38,882 - 38,882
Reserve for Prepaid ltems - 86,016 - 86,016
Reserve for Public Safety -- 3,454 3,454
Reserve for Tourism and Development -- 317,071 317,071
Reserve for Debt Service -- 67,232 67,232
Unreserved
Undesignated ’ 132,354 - 132,354
TOTAL FUND BALANCE 257,252 387,757 645,009
TOTAL LIABILITIES AND FUND BALANCE 1,274,347 602,247 ... 1,876,594
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CITY OF INGLESIDE, TEXAS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO STATEMENT OF NET ASSETS

SEPTEMBER 30, 2004

Total fund balance - total governmental funds $

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

Capital assets used in governmental activities are not reported
in the funds.

Property taxes receivable unavailable to pay for current period
expenditures are deferred in the funds.

The assets and liabilities of internal service funds are included
in governmental activities in the SNA.

Other long-term liabilities which are not due in the current period
are not reported in the funds

Payables for bond principal which are not due in the current
period are not reported in the funds.

Payables for bond interest which are not due in the current
period are not reported in the funds.

Bond issuance cost to be amortized over the life of the debt

Net assets of governmental activities - statement of net assets $ _ 6,546,209
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645,009

10,397,585

166,487
(98,712)
(40,838)

(4,596,000)

(24,828)
97,506



CITY OF INGLESIDE, TEXAS

STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS

YEAR ENDED SEPTEMBER 30, 2004

REVENUES
Taxes
Licenses and Permits
Intergovernmental
Charges for Services
Fines and Penalties
Interest
Other

TOTAL REVENUES

EXPENDITURES

Current
General Administration
Cultural and Recreational
Public Safety
Public Works

Debt Service
Principal Retirement
Interest and Fiscal Charges

TOTAL EXPENDITURES

EXCESS (DEFICIENCY) OF
REVENUES OVER EXPENDITURES

OTHER FINANCING SOURCES (USES)
Transfers from Other Funds

Transfer to Other Funds

EXCESS (DEFICIENCY) OF REVENUES AND OTHER
SOURCES OVER EXPENDITURES AND OTHER USES

FUND BALANCE, beginning of year

FUND BALANCE, end of year

Other Total
Governmental Governmental
_ General Funds ~ Funds
2,422,793 654,151 3,076,944
50,813 -- 50,813
284,884 17,500 302,384
596,998 - 596,998
108,799 -- 108,799
12,104 7,558 19,662
53,098 7,303 60,401
_.3,529,489 _ 686512 4,216,001
508,389 -- 508,389
1,943,059 398,257 2,341,316
1,752,072 10,830 1,762,902
1,094,732 17,500 1,112,232
- 555,000 555,000
- 199,856 199,856
5,298,252 1,181,443 6,479,695
(1,768,763) (494,931) (2,263,694)
1,098,000 248,407 1,346,407
(670,763) (246,524) (917,287)
928,015 634,281 1,562,296
257,252 387,757 645,009
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CITY OF INGLESIDE, TEXAS

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

THE STATEMENT OF ACTIVITIES

YEAR ENDED SEPTEMBER 30, 2004

Net change in fund balance - total governmental funds

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

Capital outlays are not reported as expenses in the SOA.

The depreciation of capital assets used in governmental activities
is not reported in the funds.

Certain property tax revenues are deferred in the funds. This is the
change in these amounts this year.

Repayment of bond principal is an expenditure in the funds but is
not an expense in the SOA.

(Increase) decrease in accrued interest from beginning of period
to end of period.

The net revenue (expense) of internal service funds is reported
with governmental activities.

Bond issuance costs and similar items are amortized in the
SOA but not in the funds.

Change in net assets of governmental activities - statement of activities
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(917,287)

2,515,184
(309,831)
(15,266)
555,000
1,709
59,730

(11,276)

1,877,963




CITY OF INGLESIDE, TEXAS
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
SEPTEMBER 30, 2004

ASSETS

Current Assets:
Cash and Cash Equivalents
Receivables and Allowances
Accounts
Water and Wastewater Billings
Assessments
Other
Allowance for Uncollectible Accounts
Due from General Fund
Bond Issue Cost (Net)
Inventory

Total Current Assets

Restricted Assets:

Cash and Cash Equivalents
Revenue Bond Construction
Revenue Bond Reserve
Sinking Fund - Bonds

Capital Assets
Land
Construction in Progress
Buildings
Water System
Sewer System
Vehicles
Furniture and Equipment

Total Capital Assets

Less Accumulated Depreciation
Net Capital Assets

TOTAL ASSETS

The accompanying notes to financial statements are an integral part of this statement.

Business-Type
Activities
Enterprise
Fund

Utility

~ Fund

180,500

539,789
8,605
3,471

(21,978)

460,755

186,976
88,411

Governmental
Activities-
Internal
Service

. Fund

2,241

1,446,529

2,581,286
269,409
189,388

3,040,083

329,484
699,894
446,419
5,470,592
12,645,197
725,156
184828

20,501,570

(8,296,660)

12,204,910

_ 16,691,522

Exhibit 5



CITY OF INGLESIDE, TEXAS
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
SEPTEMBER 30, 2004

LIABILITIES

Current Liabilities
Accounts Payable
Accrued Liabilities
Compensated Absences
Due to General Fund
Capital Leases Payable
Currrent Portion of Revenue Bonds Payable

Total Current Liabilities

Liabilities (Payable from Restricted Assets):
Customer Meter Deposits

Long-Term Liabilities
Capital Leases Payable
Revenue Bonds Payable
Total Long-Term Liabilities

Total Liabilities

NET ASSETS

Invested in Capital Assets, Net of Related Debt
Restricted for:

Revenue Bond Retirement
Unrestricted

Net Assets

The accompanying notes to financial statements are an integral part of this statement.

Business-Type

Exhibit 5
continued

Activities Governmental
Enterprise Activities-
~_ Fund internal
Utility Service
_Fund _Fund
171,785 -
44,384 68,894
9,187 -
206,053 32,059
14,302 -
230,000 -
675,711 100,953
161,265 -
4,970 -
__.._483%000 -
4,539,970 -
5376946 100,953
10,021,851 -
269,409 -
1,023,316 (98,712)
_....11,314,576 (98,712)




CITY OF INGLESIDE, TEXAS Exhibit 6
STATEMENT OF REVENUES, EXPENSES AND

CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS
YEAR ENDED SEPTEMBER 30, 2004

Business-Type

Activities Governmental
Enterprise Activities-
~ Fund Internal
Utility Service
_Fund __Fund
OPERATING REVENUES
Total Operating Revenues 3,259,835 325,141
OPERATING EXPENSES
Personnel Costs 644,598 -
Contracted Services 459,076 -
Supplies 88,844 -
Maintenance 122,293 --
Self Insurance Claims -- 265,411
Other Operating Expenses 23,557 --
Water Purchased 859,350 -
Depreciation 575,895 -
Amortization 11,416 -
Total Operating Expenses 2,785,029 265,411
Net Operating Income 474,806 59,730
NON-OPERATING REVENUES (EXPENSES)
Grant Income 139,601 -
Interest Income 33,369 -
Interest and Fiscal Charges ~ (244,536) -
Net Non-Operating Revenues (Expenses) ___(71,566) -
Income Before Transfers 403,240 59,730
Transfers out (1,346,407) -
Change in Net Assets (943,167) 59,730
NET ASSETS BEGINNING OF YEAR 12,257,743 ~(158,442)
NET ASSETS END OF YEAR 11,314,576 __(98,7112)

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

YEAR ENDED SEPTEMBER 30, 2004

Cash flow from operating activities:
Cash received from customers
Cash received from other funds for services
Cash payments to suppliers for goods and services
Cash payments to employees for services
Cash payments for loss claims
Cash payments to other funds for services
Net cash provided by operating activities

Cash flows from noncapital financing activities:
Transfers to other funds

Cash Flows from Capital and Related Financing Activities:

Grant Proceeds

Principal Payment on bonds
Bond Issuance Cost

Interest and Fiscal Charges Paid
Purchase of Capital Assets
Bond Proceeds

Net Cash Used for Capital and Related Financing Activities

Cash Flows from Investing Activities - Interest Income

Net Increase (Decrease) 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:

(Increase) Decrease in Accounts Receivable (Net)

(Increase) Decrease in Due from Other Funds

(Increase) Decrease in Due From Other Governments

(Increase) Decrease in Inventory

Increase (Decrease) in Accounts Payable
Increase (Decrease) in Accrued Liabilities
Increase (Decrease) in Due to Other Funds
Increase (Decrease) in Capital Leases Payable

Increase (Decrease) in Compensated Absences

Increase (Decrease) in Deferred Revenue
Increase (Decrease) in Customer Deposits
Net Cash Provided by Operating Activities

Business-Type
Activities
Enterprise

Exhibit 7

Governmental
Activities -
Internal
Service
Fund

3,245,389
(1,349,120)
(659,643)

240,141

(255,267)

1,236,626

(15,126)

(1,346,407)

139,602
(215,000)
(244,536)
(768,043)

T (1,087,977)

33,369

(1,164,389)

4,384,972

(15,126)

17,367

3,220,583

2,241

474,806

575,895
11,416

(14.446)
(19,934)
61,973
(13,503)
(71.733)
(10,190)
206,053
19,272

2,752

14,265

59,730

1,236,626

The accompanying notes to financial statements are an integral part of this statement.
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CITY OF INGLESIDE, TEXAS

NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2004

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A

Reporting Entity

The City of Ingleside, Texas, (the “City””) was incorporated on June 18, 1951 under the provisions
of the laws for State of Texas. The City Operates under a charter with a Council-Manager type of
government where the Mayor and six Council members are elected on a rotating schedule on an at
large basis. The City provides the following services: public safety (police and fire), highways
and streets, sanitation, waterworks, cultural and recreation, public improvements, planning and
zoning, and general and administrative services. In evaluating how to define the City for financial
reporting purposes, management has considered all potential component units. As required by
generally accepted accounting principles, these financial statements present the City and its
component units, entities for which the City is considered financially accountable. Blended
component units, although legally separate entities are, in substance, part of the City operations
and so data from these units are combined with data of the City. If applicable, discretely presented
units are reported in a separate column in the combined financial statements to emphasize they are
legally separate from the City.

Blended Component Unit

The City of Ingleside Development Corporation (the Corporation) was formed to promote
economic development within the City and to administer the distribution of the proceeds of
any development bonds issued and certain development sales taxes received on behalf of
the City. The City Council appoints a seven-member board of directors of which four are
council members. The operational and capital budget must be approved by the City
Council. Due to the financial interdependency of the Corporation, it is a blended component
unit reported as a special revenue fund. The Corporation does not issue separate financial
statements. Additional financial information can be obtained at City Hall.

Discretely Presented Component Unit
There are no component units, which require discrete presentation.

Related and Jointly Governed Organizations
Organizations that are administered by separate boards or commissions provide services
within the City. However, the City is not financially accountable for these organizations.
Therefore, they are not component units of the City, even if the City Council could appoint
a voting majority of the organizations’ board. Consequently, financial information for the
Coastal Bend Council of Governments and the Ingleside Chamber of Commerce are not
included in these financial statements.

The City complies with Generally Accepted Accounting Principles (GAAP). The City’s reporting
entity applies all relevant Governmental Accounting Standards Board (GASB) pronouncements.
Proprietary funds apply Financial Accounting Standards Board (FASB) pronouncements and
Accounting Principles Board (APB) opinions issued on or before November 30, 1989, unless
those pronouncements conflict with or contradict GASB pronouncements, in which case, GASB
prevails.
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NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2004

B. Implementation of New Accounting Standards

In fiscal year 2004, the City adopted three new statements of financial accounting standards and
one new interpretation issued by the Governmental Accounting Standards Board (GASB):

e Statement No. 34—Basic Financial Statements—and Management’s Discussion and
Analysis—for State and Local Governments

e Statement No. 37—Basic Financial Statements—and Management’s Discussion and
Analysis—for State and Local Governments: Omnibus

e Statement No. 38—Certain Financial Statement Disclosures

e Interpretation No. 6—Recognition and Measurements of Certain Liabilities &
Expenditures in Governmental Fund Financial Statements

As a result, an entirely new financial presentation format has been implemented.

C. Basis of Presentation

The government-wide financial statements (the statement of net assets and the statement of
activities) report information on all of the activities of the City. The effect of interfund activity,
within the governmental and business-type activities columns, 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
program are offset by program revenues. Direct expenses are those that are clearly identifiable
with a specific program. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given program
and 2) operating or capital grants and contributions that are restricted to meeting the operational or
capital requirements of a particular program. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Fund Financial Statements:

The City segregates transactions related to certain functions or activities in separate funds in order
to aid financial management and to demonstrate legal compliance. Separate statements are
presented for governmental and proprietary activities. These statements present each major fund
as a separate column on the fund financial statements; all non-major funds are aggregated and
presented in a single column.

Governmental funds are those funds through which most governmental functions typically are

financed. The measurement focus of governmental funds is on the sources, uses and balance of
current financial resources. The City has presented the following major governmental funds:
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General Fund-

The General Fund is the main operating fund of the City. This fund is used to account for all
financial resources not accounted for in other funds. All general tax revenues and other receipts
that are not restricted by law or contractual agreement to some other fund are accounted for in this
fund. General operating expenditures, fixed charges and capital improvement costs that are not
paid through other funds are paid from the General Fund.

Proprietary Funds are accounted for using the economic resources measurement focus and the
accrual basis of accounting. The accounting objectives are determinations of net income, financial
position and cash flow. All assets and liabilities are included on the Statement of Net Assets. The
City has presented the following major proprietary funds:

Utility Fund-

The Utility Fund is used to account for the provision of water and sewer services to the residents
of the City. Activities of the fund include administration, operations and maintenance of the water
and sewer system and billing and collection activities. The fund also accounts for the
accumulation of resources for, and the payment of, long-term debt principal and interest for water
and sewer debt. All costs are financed through charges to utility customers with rates reviewed
regularly and adjusted if necessary to ensure integrity of the funds.

Additionally, the City reports the following fund types:
Internal Service Fund-

The Self-Funded Insurance Internal Service Fund is used to account for the provision of group
health and dental insurance coverage for all City employees.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. Operating
expenses for the proprietary funds include the cost of personal and contractual services, supplies
and depreciation on capital assets. All revenues and expenses not meeting this definition are
reported as non-operating revenues and expenses.

D. Measurement Focus/Basis of Accounting

Measurement focus refers to what is being measured; basis of accounting refers to when revenues
and expenditures are recognized in the accounts and reported in the financial statements. Basis of
accounting relates to the timing of the measurement made, regardless of the measurement focus
applied.

The government-wide statements and fund financial statements for proprietary funds are reported
using the economic resources measurement focus and the accrual basis of accounting. The
economic resources measurement focus means all assets and liabilities (whether current or non-
current) are included on the statement of net assets and the operating statements present increases
(revenues) and decreases (expenses) in net total assets. Under the accrual basis of accounting,
revenues are recognized when earned, including unbilled water and sewer services which are
accrued. Expenses are recognized at the time the liability is incurred.
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Governmental fund financial statements are reported using the current financial resources
measurement focus and are accounted for using the modified accrual basis of accounting. Under
the modified accrual basis of accounting, revenues are recognized when susceptible to accrual;
i.e., when they become both measurable and available. “Measurable” means the amount of the
transaction can be determined and “available” means collectible within the current period or soon
enough thereafter to be used to pay liabilities of the current period. The City considers property
taxes as available if they are collected within 60 days after year-end. A one-year availability
period is used for recognition of all other Governmental Fund revenues. Expenditures are recorded
when the related fund liability is incurred. However, debt service expenditures, except for interest
payable accrued at the debt issuance date for which cash is received with the debt proceeds, as
well as expenditures related to compensated absences are recorded only when payment has
matured and will be payable shortly after year-end.

The revenues susceptible to accrual are property taxes, franchise fees, licenses, charges for
service, interest income and intergovernmental revenues. Sales taxes collected and held by the
state at year-end on behalf of the government are also recognized as revenue. All other governmental fund
revenues are recognized when received, as they are deemed immaterial.

E. Encumbrances

Encumbrances represent commitments related to unperformed contracts for goods and services.
Encumbrance accounting under which purchase orders, contracts and other commitments for the
expenditure of resources are recorded to reserve that portion of the applicable appropriation is not
utilized by the City’s accounting system. Encumbrances outstanding at year end are reported as
reservations of fund balances and do not constitute expenditure or liabilities wuntil the
commitments are honored by inclusion in the subsequent year’s budget. There are no significant
encumbrances outstanding at September 30, 2004.

F. Cash and Investments

Cash and Investments are deposited and invested under the terms of a depository contract. The
depository bank deposits for safekeeping and trust with a third-party bank, approved pledged
securities as authorized by Chapter 2257 Collateral for Public Funds of the Government Code in
an amount sufficient to protect City funds on a day-to-day basis during the period of the contract.

The pledge of such securities is waived only to the extent of the depository bank’s dollar amount

of Federal Deposit Insurance Corporation (“FDIC”) Insurance. Texas statutes authorize the City
to invest in:

1. Obligations of the U.S. Treasury or its agencies and instrumentalities.
2. Direct obligations of the State of Texas or its agencies.

3. Other obligations, the principal of and interest on which are unconditionally guaranteed or
insured by the State of Texas or the United States.

4. Obligations of states, agencies, counties or cities rated A or better by a national investment
rating firm.
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5. Certificates of deposit that are insured by the Federal Deposit Insurance Corporation or secured
by obligations having a market value of at least the principal amount of the certificates.

6. Fully collaterized direct repurchase agreements
For purposes of the statement of cash flows, the enterprise and internal service funds consider cash

on hand, demand deposits, and short-term investments with original maturities of three months or
less when purchased to be cash and cash equivalents.

G. Prepaid Items
Prepaid balances are for payments made by the City in the current year to provide services

occurring in the subsequent fiscal year, and the reserve for prepaid items has been recorded to
signify that a portion of fund balance is not available for other subsequent expenditutes.

H. Inventories
Inventories in the Proprietary Funds are valued at cost, which approximates market, using the first

in/first out (FIFO) method. The costs of governmental fund type inventories are recorded as
expenditures when consumed rather than when purchased.

I. Interfund Receivables and Payables

Any residual balances outstanding between the governmental activities and business-type
activities are reported in the governmental-wide financial statements as “internal balances.”

J.  Transactions Between Funds

Legally authorized transfers are treated as interfund transfers and are included in the results of
operations of both Governmental and Proprietary Funds.

The City allocates to the Proprietary funds an indirect cost percentage of information technology
services and salaries and wages and related costs of personnel who perform administrative
services for those funds but are paid through the General Fund along with other indirect costs
deemed necessary for their operations.

K. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets, are reported in
the applicable governmental or business-type activities columns in the government-wide financial
statements and in the fund financial statements for proprietary funds. All capital assets are valued
at historical cost or estimated historical cost if actual historical cost is not available. Donated
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assets are valued at their fair market value on the date donated. Repairs and maintenance are
recorded as expenses. Renewals and betterments are capitalized. Interest has not been capitalized
during the construction period on capital assets.

Assets capitalized have an original cost of $5,000 or more and over three years of useful life.
Depreciation has been calculated on each class of depreciable property using the straight-line
method. Estimated useful lives are as follows:

Buildings 10-50 Years
Water and Sewer System 20-50 Years
Infrastructure 20-30 Years
Machinery and Equipment 5-10 Years
Improvements 10-20 Years
Vehicles 5-10 Years

L. Compensated Absences

In proprietary fund types, accumulated unpaid compensated absences are accrued when incurred.
The accruals are reported as liabilities and expenses for the year incurred. The liability in the
governmental fund types is recorded only in the Government-wide Financial Statements. The
amount expected to be paid from current resources is not considered to be significant. The City
allows employees to accumulate up to a maximum of 960 hours of sick leave. However, sick days
do not vest, and accordingly, employees can be paid sick leave only when sick. Since an
employee’s right to receive compensation for future absences is contingent upon the absences
being caused by future illnesses and since amounts cannot be reasonably estimated, a liability for
unused sick leave is not recorded in the financial statements. Up to 15 days of accumulated earned
vacation will be paid to an employee upon termination.

M. Net Assets and Fund Equity

In the government-wide financial statements and proprietary funds financial statements, net assets
are reported in three categories: net assets invested in capital assets, net of related debt; restricted
net assets; and unrestricted net assets. Net assets invested in capital assets, net of related debt
represents capital assets less accumulated depreciation less outstanding principal of related debt.
Net assets invested in capital assets, net of related debt does not include the unspent proceeds of
capital debt. Restricted net assets represent net assets restricted by parties outside of the City
(such as creditors, grantors, contributors, laws, and regulations of other governments). All other
net assets are considered unrestricted.

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.

N. Use of Estimates

The preparation of basic financial statements in conformance with GAAP requires management to
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make estimates and assumptions that affect the amounts reported in the basic financial statements
and accompanying notes. Actual results may differ from those estimates.

2. CASH AND INVESTMENTS
Cash

At year end, the carrying amount of City deposits was $304,775 and the bank balance was $350,320.
The bank balance at September 30, 2004 was entirely covered by FDIC insurance and by pledged
collateral held by a third party bank in the City’s name. The City’s deposits were collateralized in
accord with Texas Law at all times during the year ended September 30, 2004, except for the month of
January, 2004. No losses were incurred.

The cash deposits held at financial institutions can be categorized according to three levels of risk.
These three levels of risk are as follows:

Category 1 - Deposits which are insured or collateralized with securities held by the City or
by its agent in the City's name.

Category 2 - Deposits which are collateralized with securities held by the pledging
financial institution's trust department or agent in the City's name.

Category 3 - Deposits which are not collateralized or insured.

Based on these three levels of risk, all of the City’s cash deposits are classified as category 2.

Investments

TexPool investments are not categorized, in accordance with GASB Statement No. 3, because they are
not evidenced by securities that exist in physical or book entry form.

TexPool investments as of September 30, 2004 were $3,497,939. The State Comptroller of Public
Accounts is the sole officer, director and shareholder of the Texas Treasury Safekeeping Trust
Company, which is authorized to operate TexPool. The Comptroller maintains oversight of the
services provided to TexPool. In addition, the TexPool Advisory Board advises on TexPool’s
Investment Policy and approves any fee increases. As required by the Public Funds Investment Act,
the Advisory Board is composed equally of participants in TexPool and other persons who do not have
a business relationship with TexPool who are qualified to advise TexPool. Finally, TexPool is rated
AAAm by Standard and Poors. As a requirement to maintain the rating, weekly portfolio information

must be submitted to Standard and Poors, as well as the office of the Comptroller of Public Accounts
for review.

TexPool operates in a manner consistent with the SEC’s Rule 2a7 of the Investment Company Act of
1940. TexPool uses amortized cost rather than market value to report net assets to compute share
prices. Accordingly, the fair value of the position in TexPool is the same as the value of TexPool
shares.

During the year ended September 30, 2004, the City’s only investments were in TexPool.
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3. CAPITAL ASSETS

Capital asset activity for the year ended September 30, 2004, was as follows:

Balance Additions/  Retirements/ Balance
October 1 Completions Adjustments September 30

Governmental Activities:
Capital assets, not being depreciated

Land $ 3,298,188 §$ 392513 § - $ 3,690,701
Construction in Progress - 1,102,185 - 1,102,185
Total capital assets, not being depreciated 3,298,188 1,494,698 - 4,792,886
Capital assets, being depreciated
Building and Improvements 2,335,311 176,565 - 2,511,876
Machinery and Equipment 1,662,571 129,379 - 1,791,950
Furniture and Fixtures 707,699 - - 707,699
Infrastructure 4,736,830 714,543 - 5,451,373
Total capital assets, being depreciated 9,442 411 1,020,487 - 10,462,898
Less accumulated depreciation for:
Buildings and Improvements (461,909) (54,563) - (516,472)
Machinery and Equipment (691,818) (129,216) - (821,034)
Furniture and Fixtures (39,192) (20,008) - (59,200)
Infrastructure (3,355,450) (106,044) - (3,461,494)
Total accumulated depreciation (4,548,369) (309,831) - (4,858,200)
Total capital assets, being depreciated, net 4 894,042 710,656 - 5,604,698
Governmental activities capital assets, net $ 8,192,230 $2,205354 § - $10,397,584

Business-type Activities:
Capital assets, not being depreciated

Land $ 329484 § - $ - $ 329,484
Construction in Progress 164,082 535,812 - 699,894
Total capital assets, not being depreciated 493,566 535,812 - 1,029,378
Capital assets, being depreciated
Buildings 358,032 88,387 - 446,419
Water System 5,423,840 46,752 - 5,470,592
Sewer System 12,596,819 48,378 - 12,645,197
Vehicles 705,039 20,117 - 725,156
Furniture and Equipment 156,231 28,596 - 184,827
Total capital assets, being depreciated 19,239,961 232,230 - 19,472 191
Less accumulated depreciation for:
Buildings (153,211) (27,899) - (181,110)
Water System (2,403,018) (141,840) - (2,544,858)
Sewer System (4,535,738) (330,329) - (4,866,067)
Vehicles (556,358) (59,712) - (616,070)
Furniture and Equipment (72,440) (16,115) - (88,555)
Total accumulated depreciation (7,720,765) (575,895) - (8,296,660)
Total capital assets, being depreciated, net 11,519,196 (343,665) - 11,175,531
Business-type activities capital assets, net $ 12,012,762 $ 192,147 § - $12,204,909
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Depreciation expense was charged as direct expense to programs of the primary government as follows:

Governmental activities:

General government and administration $ 11476
Public Safety 155,443
Public Works 116,680
Cultural and recreational 26,232

Total depreciation expense - Governmental activities $ 309,831

Business-type activities:

Water $ 204,609
Sewer 371,286

Total depreciation expense - Business-type activities $ 575,895

4. LONG-TERM DEBT

At September 30, 2004, bonds payable consisted of the following individual issues:

Governmental ~ Business-Type

1997-A Combination Tax and Limited Pledge Revenue Certificates
of Obligation, due in annual installments through February 1, 2017,
bearing interest rates of 4.6% to 5.35%. (Original Debt $1,000,000) $ 830,000 $ -

1997 Combination Tax and Limited Pledge Revenue Certificate
of Obligation, due in annual installments through February 1,2037,
bearing interest rates of 4.875%. (Original Debt $951,000) 891,000 -

2000 Utility System Revenue Bonds, due in annual installments
through February 1, 2020, bearing interest rates of 5.30% to 6.8%.
(Original Debt $2,000,000) - 1,815,000

2002 Combination Tax and Limited Pledge Revenue Certificates
of Obligation, due in annual installments through September 1,2020
bearing interest rates of 4.7% to 5.5%. (Original Debt $1,200,000) 855,000 -

2002 Waterworks and Sewer System Revenue Bonds, due in
annual installments through February 1, 2022, bearing .
interest rates of 2.15% to 4.35%. (Original Debt $2,915,000) - 2,695,000

2002-A Waterworks and Sewer System Revenue Bonds,
due in annual installments through February 1, 2015,
bearing interest rates of 4.75% to 5.9%. (Original Debt $285,000) - 255,000

2003 General Obligation Refunding Bonds, due in annual
installments through February 15, 2012, bearing interest
rates of 2.25% to 3.5%. (Original Debt $2,310,000) 2,020,000 -

Total Bonds Payable $ 4,596,000 § 4,765,000
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LONG-TERM LIABILITIES

The following is a summary of changes in long-term liabilities reported in the government-wide financial

statements for the year ended September 30, 2004:

BALANCE BALANCE DUE WITHIN
OCTOBER 1  ADDITIONS REDUCTIONS SEPTEMBER 30 ONE YEAR
GOVERNMENTAL ACTIVITIES
General Obligation Bonds $2,425,000 $ - $ 405,000 $2,020,000 $405,000
Certificates of Obligation 2,726,000 - 150,000 2,576,000 150,000
Compensated Absences 36,283 4,555 - 40,838 -
Health Claims Liability 58,750 265,411 255,267 68,894 68,894
Total Governmental Activities 5,246,033 269,966 810,267 4,705,732 623,894
BUSINESS-TYPE ACTIVITIES
Revenue Bonds 4,980,000 - 215,000 4,765,000 230,000
Capital Leases - 26,080 6,808 19,272 14,302
Compensated Absences 6,435 2,751 - 9,186 9,186
Total Business-Type Activities 4,986,435 28,831 221,808 4,793,458 253,488
Total Government $10,232,468 $298,797 $1,032,075 $9,499,190 $877,382
The annual requirements for bonds for years subsequent to September 30, 2004, are as follows:
GOVERNMENTAL ACTIVITIES BUSINESS-TYPE ACTIVITIES
YEAR ENDING GENERAL/CERTIFICATE OBLIGATIONS REVENUE BONDS
SEPTEMBER 30 PRINCIPAL INTEREST TOTAL PRINCIPAL INTEREST TOTAL
2005 $ 555,000 $ 178,474 $ 733,474 $ 230,000 $ 212,034 § 442,034
2006 380,000 163,286 543,286 360,000 201,465 561,465
2007 375,000 151,024 526,024 215,000 190,413 405,413
2008 385,000 138,130 523,130 225,000 180,448 405,448
2009 400,000 123,621 523,621 235,000 169,693 404,693
2010-2014 1,200,000 436,822 1,636,822 1,275,000 673,438 1,948,438
2015-2019 590,000 242,300 832,300 1,505,000 343,855 1,848,855
2020-2024 180,000 148,263 328,263 720,000 42,386 762,386
2025-2029 165,000 110,054 275,054 - - -
2030-2034 215,000 63,742 278,742 - - -
2035-2037 151,000 11,091 162,091 - - -
TOTAL $ 4,596,000 $ 1,766,807 $ 6,362,807 $4,765,000 $2,013,732 $6,778,732
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