



































CITY OF SANTA FE, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2008

This section of the City of Santa Fe, Texas’ annual financial report presents management’s discussion
and analysis of the City’s financial performance during the fiscal year that ended on September 30,
2008. Please read it in conjunction with the basic financial statements and the accompanying notes to
basic financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

e The assets of the City exceeded its liabilities at the close of the fiscal year ending September
30, 2008 by $20,879,535 (net assets). Of this amount, $1,547,010 (unrestricted net assets) may
be used to meet the government’s ongoing obligations in accordance with the City’s fund
designation and fiscal policies, $283,163 is for restricted uses, and $19,049,363 are capital
assets, net of related debt.

e The City’s total net assets increased by $4,033,891 compared to a decrease of $81,657 in the
prior year. This large increase in the current fiscal year is due mainly to street and drainage
infrastructure contributions from municipalities ($4,152,236) and subdivision developers
($146,000) for a total amount of $4,298,236. Please see Table 2, page 8 for a more detailed
analysis of the change in net assets.

¢ In contrast to the government-wide statements, the fund statements reported a combined fund
balance at year-end of $1,942,166, an increase of $244,470 from the prior year. Of this
amount, $1,656,126 is available for use at the City’s discretion.

e The City’s total capital lease debt increased by a net of $83,292 during the current fiscal year
due to the incurring of new debt of $292,634 less principal payments of $209,342.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended as an introduction to the City of Santa Fe, Texas basic
financial statements. The City’s basic financial statements are comprised of three components: (1)
government-wide, financial statements, (2) fund financial statements, and (3) notes to the basic
finanicial statements. ThisTeport also contains Required Supplementary Information along with related
notes and Other Supplementary Information in addition to the basic financial statements themselves.

Government- Wide Financial Statements

The government-wide financial statements are comprised of the Statement of Net Assets and the
Statement of Activities. These two statements are designed to provide readers with a broad overview
of the City’s finances utilizing the full accrual method of accounting, in a manner similar to a private-
sector business. Under the full accrual method of accounting, transactions are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of rclated cash flows. Thus,
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assets, liabilities, revenues and expenses are reported in these statements for some items that will only
result in cash flows in future fiscal periods.

The Statement of Net Assets presents information on all of the City’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position of the City is improving or deteriorating.
This statement combines and consolidates governmental funds current financial resources (short term
spendable resources) with capital assets and long-term obligations.

The Statement of Activities presents information showing how the City’s net assets changed during the
fiscal year. All of the current year revenues and expenses are taken into account regardless of when
cash is received or paid. Thus, revenues and expenses are reported in the statement for some items that
will only result in cash flows in future fiscal periods.

Both government-wide financial statements distinguish functions of the City that are principally
supported by taxes and governmental revenues (governmental activities) from other functions that are
intended to recover all or a significant portion of their costs through user fees and charges (business-
type activities).

e Governmental activities include most of the City’s basic services (general government
administration, tax, community service, judicial/police, fire marshal, public safety, library,

streets, parks, and community center). Property taxes, sales taxes, and franchise fees primarily
finance these activities.

e The City does not have any business-type activities.

The government-wide financial statements can be found on pages 16 through 18 of this report.

Fund Financial Statements

The fund financial statements focus on current available resources and are organized and operated on
the basis of funds, each of which is defined as a fiscal and accounting entity with a self-balancing set
of accounts established for the purpose of carrying on specific activities or attaining certain objectives
in accordance with special regulations, restrictions or limitations. The City uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the
City are governmental fund types.

Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide
financial statements, the governmental funds financial statements utilize the modified accrual basis of
accounting, which focuses on near-term inflow and outflow of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Comparing the information
presented for governmental funds with the information presented for governmental activities in tho
government-wide financial statements will help the reader to better understand the long-term impact of
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the government’s near-term financing decisions. The governmental funds balance sheet, statement of
revenues, expenditures, and changes in fund balances include a reconciliation to provide such
comparison.

The City maintains two governmental funds. Information is presented separately in the governmental
funds balance sheet and the governmental fund statement of revenues, expenditures, and changes in
fund balance for the General Fund, which is a major fund. The City also reports their federal grant
programs as Special Revenue Funds. These Special Revenue Funds do not meet the criteria for a
major program, but the City believes the activities in this fund are significant since they are funded by
federal grant money.

The governmental fund financial statements can be found on pages 19 through 26 of this report.

Notes to Basic Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in
the government-wide and fund financial statements. The Notes to Basic Financial Statements can be
found immediately following the basic financial statements on pages 27 through 54.

Required Supplementary Information

In addition to the basic financial statements and accompanying notes, this report presents certain
required supplementary information related to budgetary comparative information for the General
Fund and Special Revenue Fund. It also includes the Schedule of Funding Progress of the City’s
retirement plan. Notes to Required Supplementary Information are also included in this section.

The Required Supplementary Information can be found on pages 55 through 64 of this report.

Other Supplementary Information

This section presents information, in the form of schedules, which support the information in the basic
financial statements. This information can be found on pages 65 through 73 of this report.

G

FINANCIAL ANALYSIS OF THE CITY AS A WHOLE
(GOVERNMENT- WIDE FINANCIAL ANALYSIS)

As noted earlier, net assets may serve over time as a useful indicator of the City’s financial position.
In the case of the City, assets exceeded liabilities by $20,879,535 at the close of the current fiscal year.

As shown in Table 1, as of September 30, 2008, the largest portion of the City’s net assets (91.2%)
reflects its investments in capital assets (e.g. land, buildings, equipment, improvements, radios,
vehicles, computers, furniture and fixtures, and infrastructure), less any related debt used to acquire
those assets that is still outstanding. The City uses these capital assets to provide services to citizens.
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The fund balance of the City’s General Fund increased by $244,470 during the current fiscal year.
Key factors are as follows:

$48,164 in expenditures over revenues — revenues were $4,504,208 (117.1%) more than in the
prior fiscal year and expenditures increased by $4,566,759 (119.1%). Property, sales tax,
franchise and contract fees, and municipal fines and cash bond forfeits generated slightly more
income than the prior year. Intergovernmental revenues attributed to the large increase in
revenues during the current fiscal year. This increase was a result of $4,152,236 in
contributions received from municipalities in the form of streets and drainage infrastructure.
Other revenues also generated an additional $146,000 in the form of street contributions from
developers within the City. Expenditures related to general government administration,
community services, judicial/police, fire marshal, library, and principal and interest payments
on debt increased. Expenditure decreases were noted in streets, parks, and the community
center. Capital outlay expense increased $4,261,815 from the prior year. The majority of this
increase ($4,298,236) was a contribution of street and drainage infrastructure from
municipalities and developers within the City. The significant increase in capital outlay
expense was offset by an equal amount of intergovernmental revenues and other revenues as
mentioned above.

$292,634 in other financing sources — this resulted from a capital lease for three 2008 Ford
Police Interceptors with mobile video systems, one 2008 U13 Ford Expedition, one dash mount
mobile radio, two New Holland tractors with boom level control mowers, and OSSI computer —
aided dispatch software license.

GENERAL FUND BUDGETARY HIGHLIGHTS

The budget is prepared in accordance with budgetary policies approved by the City Council. The
budget is prepared in accordance with accounting principles generally accepted in the United States of
America by the City Manager and approved by the City Council following a public hearing.

The following is a brief review of the budgetary changes from the original to the final bﬁdget.'

A net increase in the revenue budget of $165,753. Some of the significant budget increases
resulted from sales tax ($§42,000), other revenues ($19,465), and funding for the Substance
Abuse and Mental Health Services (SAMHSA); Drug Free Communities Support Program
($119,312). Intergovernmental revenues were decreased ($15,024).

The other financial sources comprised of capital lease contracts and appropriated fund balance

-were also increased by $313,314.

A net increase in the budget tor expenditures of $478,887. Some of the significant increases
and decreases can be summarized as follows:
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department ($113,660) and street department ($61,908). But actual expenditures were more
than the final budget in the Substance Abuse and Mental Health Services (SAMHSA); Drug
Free Communities Support Program ($46,398) and capital expenditures ($4,215,652). The
large amount of actual capital expenditures exceeded the budget as a result of contributions of
street and drainage infrastructure from municipalities and developers within the City.

e Final budgeted amounts projected no increase or decrease in fund balance. However, the actual
net change in the fund balance was an increase of $244,470.

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets
The City of Santa Fe’s investment in capital assets for its governmental activities as of September 30,
2008, amounts to $19,402,321, net of accumulated depreciation. This investment in capital assets

includes land, buildings, building improvements, computers, equipment, furniture and fixtures,
infrastructure, radios, and vehicles.

Table 3 - Capital Assets
Governmental Activities

2008 2007
Land _ $ 250,048 $ 250,048
Buildings ‘ . 681,068 681,068
Building improvements 222912 222912
Computers 265,699 165,776
Equipment 1,097,168 955,673
Furniture and fixtures 11,164 11,164
Improvements (other than buildings) 69,462 48,705
Infrastructure _ ‘ 26,279,667 23,820,488
Infrastructure improvements 2,771,750 . 859,862
Radios .. . s 40,751 C hend5,156.
Vehicles 688,843 " 598275
Total Capital Assets 32,378,532 27,649,127
Less: Accumulated depreciation ’ (12,976,211) (12,150,676)
Total capital assets, net of depreciation $ 19,402,321 $ 15,498,451

Some of the City’s major capital asset events in the current fiscal year were:

e The General Fund purchased capital assets during the 2007-2008 fiscal year amounting to
$436,566. The more significant purchases were infrastructure street improvements ($78,227),
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In considering the budget for the 2008/09 fiscal year, the City Council and management considered the
following factors: :

e The City’s largest source of revenue in the'generél fund is sales tax. The city projects a
marginal increase from the prigr year budget of $1,275,000 to $1,380,000, or 8 percent.
e

e The City’s second largest source of revenue in the general fund is the ad valorem taxes. The
City’s 2008 tax rate increased $0.0122 cents from $0.2992 to $0.3114 per $100 valuation, and
consists entirely of maintenance and operations (M&O) with no debt service (I&S). The
taxable value for 2008 is $441,829,950, an increase of $8,046,050 from last year’s value of
$433,783,900. The value of new improvements and new personal property located in the City is
$6,887,141 constituting 85 percent of the increase in taxable value.  The City Council
established a tax freeze on the property tax amount imposed on the residence homesteads of
disabled individuals and individuals age 65 and older. The value of properties under the tax
ceiling 1s $67,393,070 or 15 percent of the taxable value, as compared to last year’s value of
$65,499,123, or 15 percent of the taxable value.

e Other significant general revenues are building and permit fees and municipal court fines. The
budget projection for license and permit fees for 2008/09 is steady at $137,400, consisting
mainly of $115,000 in development-related fees as compared to $97,000 from development
fees projected in fiscal year 2007/08. 'Municipal court fine budgeted revenues are expected to
increase by about 25 percent, from $220,000 to $275,000 projected for the new fiscal year.
Efforts to improve long-term collections are proving successful through the use of technology
and programs designed to increase the collection rate.

e As current interest rates remain flat, budgeted interest earnings are projected to remain the
same as fiscal year 2007/08 at $75,000.

e For the 2008/09 fiscal year, the City appropriated $264,544 of the available fund balance for
general fund spending. This leaves $1,488,828 in estimated reserves, which is about 34.9
percent of general fund appropriations. The City’s policy is to maintain general fund reserves
of a least 3 months operatmg expenses, estlmated to be $1,064,675 for the 2008/2009 fiscal
year; or 25 percent of operating &xpenses.” - Y7-r

o If all budget estimates are realized, the total general fund unreserved fund balance is projected
to be $1,488,828 at September 30, 2009, an increase from last year’s projection of $1,341,299.

The City’s financial management policies set the guideline to maintain the fund balance and net assets
of the city at levels sufficient to protect the creditworthiness as well as its financial position from
unforeseeable emergencies.
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B. Basic Financial Statements

General

The City’s basic financial statements include both government-wide (reporting the City as a whole) and fund financial
statements (focusing on the City’s major funds). Both the government-wide and fund financial statements categorize
primary activities as either governmental or business type. The City’s judicial and police protection, parks, library, streets,
public safety, community center, community services, special projects, and general administrative services are classified as

governmental activities. The City of Santa Fe does not operate any business-type activities.

Government-Wide Statements:

In the government-wide Statement of Net Assets information is reported on all the non-fiduciary activities of the primary
government and its legally separate component unit. For the most part, the effect of interfund activity has been removed
from this statement. The statement of net assets presents the governmental activities in a column on a consolidated basis
and a full accrual, economic resource basis, which incorporates long-term assets and receivables as well as long-term debt
and obligations. The City’s net assets are reported in three parts — invested in capital assets, net of related debt; restricted
net assets; and unrestricted net assets. When an expense is incurred for purposes for which both restricted and unrestricted
net assets are available, the City’s policy is to apply restricted net assets first.

The government—wide Statement of Activities also reports on all the non-fiduciary activities of the primary government and
its legally separate component unit. The Statement of Activities demonstrates the degree to which the direct expenses of a
given function or identifiable activity is offset by program revenues. Direct expenses are those that are clearly identifiable
with a specific function or identifiable activity. The City does not allocate indirect costs. Program revenues include (1)
charges to customers or applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a
given function or segment and (2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among program revenues are
reported instead as general revenues.

Fund Financial Statements:

Fund financial statements include a Balance Sheet and a Statement of Revenues, Expenditures and Changes in Fund
Balances for all major governmental funds and non-major funds aggregated. Each fund is accounted for by providing a
separate set of self-balancing accounts that comprises its assets, liabilities, reserves, fund equity, revenues, and
expenditures/expenses. An accompanying schedule is presented to reconcile and explain the differences in fund balances
and changes in fund balances as presented in these statements to the net assets and changes in net assets presented in the
Government-wide financial statements. The City has presented all major funds that meet the qualifications of GASB
Statement No. 34. In addition, the City has also presented all special revenue funds as major funds because the City
believes the financial position and activities of these funds is significant since they are funded by féderal grant money. The
City will repart the General Fund and the Special Revenue Funds as major funds no non-major funds exist to be
aggregated into a single column called “Other Governmental Funds.” tha s

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The Government—Wide Financial Statements are reported using the economic resources measurement focus and the accrual
basis of accounting. Accordingly, all of the City’s assets and liabilities, including capital assets, as well as infrastructure
assets, and long-term liabilities, are included in the accompanying Statement of Net Assets. The Statement of Activities
presents changes in net assets. Under the accrual basis of accounting, revenues are recognized in the period in which they
are earned while expenses are recognized in the period in which the liability is incurred; regardless of the timing of related
cash flows. Property taxes are recognized as revenues in the year for which they are levied. Grants and similar revenues
are recognized when all eligibility requirements imposed by the provider have been met.

Governmental Fund financial statements are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. With this measurement focus, only current assets, current liabilities, and fund
balances are generally included on the balance sheet. Revenues are recognized as soon as they are both measurable and
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available. Revenues are considered to be available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the City considers revenues to be available if they are
collected within sixty days of the end of the current fiscal period. The City records property tax revenues and municipal
court fines on the cash basis until year end, at which time receipts received within sixty days of year end are accrued and
the remaining amount deferred until they become available. Sales taxes, which are subsequently remitted to the City, are
recognized as revenues and receivables when collected by the authorized agents. Franchise tax revenue is also recognized
by the City as revenue in the year it is measurable and available. Licenses and permit fees, fines and forfeits, and
miscellaneous other revenues are recorded as revenue when received in cash because they are generally not measurable
until actually received. For intergovernmental revenues related to expenditure — driven grants, revenues are recognized
when the expenditure is made. Revenues from general purpose grants are recognized in the period to which the grant
applies. Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However, debt
service expenditures are recorded only when payments are due. Allocation of costs, such as depreciation and amortization,
are not recognized in governmental funds.

Deferred Revenue is reported when potential revenue does not meet both the “measurable” and “available” criteria for
recognition in the current period. Deferred revenues also arise when resources are received by the government before it has
legal claim to them, as when grant monies are received prior to the incurrence of qualifying expenditures. In subsequent
periods, when both recognition criteria are met, or when the government has legal claim to the resources, the liability for
deferred revenue is removed from the balance sheet and revenue is recognized.

The funds of the financial reporting entity are described below:

Governmental Funds:

The focus of the governmental funds’ measurement (in the fund statements) is upon determination of financial
position and changes in financial position (sources, uses, and balances of financial resources) rather than upon net
income. The following is a description of the governmental funds of the City:

General Fund - the general fund is the primary operating fund of the City and is always classified as a
major fund. It accounts for all financial resources and transactions not required to be accounted for in
another fund.

Special Revenue Fund — special revenue funds are used to account for the proceeds of specific revenue
sources that are legally restricted to expenditures for special purposes. All special revenue funds of the City
are classified as major funds.

Substance Abuse and Mental Health Services (SAMHSA); Drug Free Communities Support
Program - this special revenue fund is used to reduce substance abuse among youth; help
community coalitions strengthen collaboration; enhance intergovernmental communication and
coordination; énable communities to conduct data — driven research — based prevention plarining;
and provide communities with technical assistance, guidance, and financial support.

HOME Investment Partnerships Program — this special revenue fund is used to provide
homeowner occupied assistance to qualifying individuals who have significant housing needs
related to the rehabilitation and reconstruction of their principal residence.

Federal Emergency Management (FEMA) Public Assistance Grant; Hurricane Ike — this special
revenue fund is used to provide disaster relief associated with Hurricane Ike.

Texas Community Development Block Grant (TxCDBG) Supplemental Fund Program — this

special revenue fund will provide water system improvements including first-time service to
Southwest Santa Fe near the Runge Park area.

29









CITY OF SANTA FE, TEXAS

NOTES TO BASIC FINANCIAL STATEMENTS
(CONTINUED)

SEPTEMBER 30, 2008

requires expend them, or (2) use unrestricted revenues collected in the General Fund to finance various programs accounted
for in other funds in accordance with budgetary authorizations.

L. Compensated Absences

Annual vacation leave, according to a graduated scale based on years of employment is credited to employees as of January
1 annually. While it is the intent of the City that all earned vacation will be taken within a twelve month period by the
employee, unused vacation hours can be deferred to the next 12 month period subject to approval by appropriate
management. If an employee terminates after January 1 but before their anniversary date, unearned vacation may be owed
to the City and is subject to deduction from the employee’s final check. If an employee terminates after January 1 and after
their anniversary date, additional vacation may be owed to the terminating employee.

Sick leave benefits are also provided to all eligible, regular employees at a rate of eight hours per month of service, or
ninety six hours per year. Eligible part-time employees accrue sick leave benefits at one-half the rate of full time
employees. Unused sick leave benefits are allowed to accumulate to a maximum of 180 days. Upon termination of an
employee in good standing, the payment of accrued sick leave benefits may be authorized up to one-third of the lesser of (a)
the accumulated, unused sick leave, or (b) ninety days. The City also has adopted policies of compensatory time to comply
with the Fair Labor Standards Act as amended in 1985. These policies provide limits to the accumulation of compensatory
time and also provide that time not used will be paid in cash in accordance with the Act.

To the extent that the City’s obligation is attributable to employees’ services already rendered and it is probable that the
City will compensate the employees for the benefits through paid time off or some other means, vacation and compensatory
time benefits are accrued as liabilities (on a government-wide basis) as employees earn the benefits. On a fund financial
statement basis for the governmental funds, only matured liabilities and liabilities expected to be liquidated with current
assets are accrued. Sick leave benefits are accrued as a liability as employees earn the benefits, but only to the extent that it
is probable that the City will compensate the employees through cash payments conditioned on the employees’ termination
or retirement. All compensated absences are liquidated through the General Fund.

M. Long-Term Obligations

All long-term obligations of the City of Santa Fe relate directly to governmental fund activities. The City has no
proprietary fund operations or business—type resources.

In the government—wide financial statements, all long-term debt to be repaid from governmental resources is reported as
liabilities in the applicable governmental activities statement of net assets.

In the fund financial statements, long-term debt is not reported as liabilities in the fund financial statements. The debt
proceeds are reported as other financing sources and payment of principle and interest reported as expenditures.

N. Equity Classifications . -
In the government-wide financial statements, net assets are classified in the following categories:

o [nvested in capital assets, net of related debt —-This category groups all capital assets, including
infrastructure, into one component of net assets. Accumulated depreciation and the outstanding balances of
debt that are attributable to the acquisition, construction or improvement of these assets reduce this category.

e  Restricted net assets —This category presents external restrictions imposed by creditors, grantors,
contributors or laws or regulations of other governments and restrictions imposed by law through
constitutional provisions or enabling legislation.

o Unrestricted Net Assets — This category represents the net assets of the City, which are not restricted for any
project or other purpose. A deficit will require future funding.

In the Fund financial statements, reserved fund balances are not available for appropriations because the City will use these
resources within the next budgetary period or they have been legally segregated for specific purposes.
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Unreserved/Designated fund balances indicate that portion of fund balance for which the City has tentative plans than can
be increased, reduced, or eliminated by action of City Council or Management. Unreserved/Undesignated fund balances
are that portion of fund balance that is available for appropriation and expenditure in future periods, or if a deficit, for
which future funding will be required.

O. Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make certain estimates and assumptions that affect the reported amounts of certain assets;

liabilities, revenues, expenditures, expenses, and other disclosures. Accordingly, actual results could differ from those
estimates.

NOTE 2 - DEPOSITS AND INVESTMENTS
Policy

The City’s Investment Policy specifies that depository services must be approved by City Council. The City Manager and
City Secretary/Treasurer are designated as investment officers of the City and are responsible for investment decisions and
activities. All deposits and investments of City funds shall be secured by pledged collateral. The collateralization level
will be 102 per cent of market value of principal and accrued interest on the deposits or investments less an amount insured
by FDIC. In accordance with its investment policy, the City manages its exposure to declines in fair market values by not
investing in instruments that have a maturity of longer than one year. As of September 30, 2008, all of the City’s
investments were invested for a period of one year or less. It is the City’s policy to limit its investments to investment types
with an investment quality rating not less than AAA by a nationally recognized rating agency. Investment pools must be
continuously rated no lower than AAA or AAA-m or at an equivalent rating by at least one nationally recognized rating
service. The investments of the City are in compliance with the Council’s investment policy. The City did not have any
derivative investment products during the current year. All significant legal and contractual provisions for investments and
deposits were complied with during the year. Investments at year end are representative of the types of investments
maintained by the City during the year.

Deposits

Deposits were with the contracted depository bank in interest bearing accounts which were secured at the balance sheet date
by FDIC coverage and pledged by U. S. Government securities. The pledge agreement requires that the City have a first
and prior lien on the securities to the extend of its funds on deposit and that none of the securities can be pledged or
subjected to any lien other than that of the City. The City’s deposits are categorized below to indicate the level of risk
assumed by the City as of September 30, 2008:

1. Insured or collateralized with securities held by the City or by its agent in the City’s name.
Collateralized #itlisecurities held by the pledging financial institution’s trust department or agent in the
City’s name.

3. Uncollateralized or collateralized with securities held by the pledging financial institution or by its trust
department or agent, but not in the City’s name.

For deposits, custodial credit risks is the risk that in the event of bank failure, the City’s deposits may not be returned
to it. Protection of City cash and deposits is provided by the Federal Deposit Insurance Corporation (FDIC) as well
as qualified securities pledged by the financial institutions holding the assets. By law, financial institutions must
collateralize all public deposits.

At year-end, the City’s carrying amount of deposits was $844,893 and the bank balance was $876,773. Of this bank
balance, $100,000 is covered by federal depository insurance. The remaining balance $776.773 was collateralized with
securities held by the pledging financial institution or by its trust department or agent, but not in the City’s name (Risk
Category 3).

At year end, the carry value of cash and cash equivalents (which approximated fair value) consisted of:
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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. These TexPool balances are not evidenced by securities
that exist in physical or book entry form and, accordingly, are not categorized by credit risk. However, the nature of these
funds requires that they be used to purchase investments authorized by the Texas Public Funds Investment Act. The
primary objective of these investment pools is to provide a safe environment for the placement of public funds in short-
term, fully collateralized investments. . -

*
Credit risk is the risk that an issuer or counterparty to an investment will not fulfill its obligations. To minimize credit
risks, TexPool’s investment policy allows the portfolio’s investment manager to only invest in obligations of the U.S.
Government, its agencies, and instrumentalities; repurchase agreements; no-load AAAm money market mutual funds
registered with the Securities and Exchange Commission, and securities lending program.

Interest rate risk is the risk that changes in interest rates will adversely affect the value of an investment. TexPool’s
portfolio has low interest rate risk due to restrictions on weighted average maturity and maximum maturity of any one
investment. TexPool’s investment manager will maintain the weighted average maturity of the portfolio at sixty (60) days
or less, no fixed rate security will exceed 397 days in maturity, and no variable rate note will exceed 24 months in maturity.
The investment manager is required to maintain a stable $1.00 net asset value and must take immediate action if the net
asset value of the portfolio falls below $0.995 or rises above $1.005. These limitations are designed to minimize interest
rate risk.

LOGIC — The City is a participant in a Local Government Investment Cooperative (LOGIC) that has been organized in
conformity with the Interlocal Cooperation Act, Chapter 791 of the Texas Government Code, and operates under the Public
Funds Investment Act, Chapter 2256 of the Texas Government Code. The Cooperative’s governing body is a five member
Board of Directors in which two are advisory board members. The Cooperative offers various investment alternatives for
Texas Government Entities. Currently, the Board has authorized one portfolio, “LOGIC I, which is available to
participants. The City of Santa Fe participates in the LOGIC I Portfolio which seeks preservation of principal, liquidity,
and current income through investment in a diversified portfolio of short-term marketable securities. In order to comply
with the Public Funds Investment Act, all portfolios will maintain a AAA or equivalent rating from at lease one nationally
recogunized rating agency. The Logic Portfolio has been assigned a rating of AAAm by Standard & Poor’s. An explanation
of the significance of such ratings may be obtained from Standard & Poor’s, 1221 Avenue of the Americas, New York,
New York 10041.

The City of Santa Fe had $584,489 invested in LOGIC I as of September 30, 2008, at a 3.4976% average annual rate of
return. The LOGIC I Portfolio is cormprised of the following eligible investments:

1. Obligations of the United States or its agencies and instrumentalities with a maximum ﬁnal stated maturity
of 397 days for fixed securities and 24 months for variable rate notes;

2. Other obligations, the principal of and interest on which are unconditionally guaranteed or insured by the
Unites States with a maximum maturity of 13 months;

3. Repurchase agreements with a defined termination date not to exceed 95 days, secured by obligations of the
United States or its agencies and instrumentalities, or other obligations on which the principal and interest
are unconditionally guaranteed or insured by the United States, which are collateralized fully;

4. Securities and Exchange Commission registered money market funds authorized by the Public Funds
Investment Act and rated in the highest rating category by at lease one nationally recognized rating agencys;
and

5. Commercial paper that has a stated maturity of 270 days or fewer from the date of its issuance that is rated
A-1 or P-1 or equivalent by two nationally recognized rating agencies or that is rated A-1 or P-1 or
equivalent by one nationally recognized rating agency and is fully secured by an irrevocable letter of credit
issued by a bank organized and existing under the laws of the United States or any state.
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NOTE 7 - INTERFUND TRANSFERS

Interfund transfers are transactions between funds transferring funds out of one fund to support the operations of another
fund. The transfers made during the year were made from unrestricted revenues collected in the General Fund to finance
various grant program expenditures accounted for in the Special Revenue Fund. Upon receipt of reimbursements from the
appropriate state or federal agencies, the Special Revenue Fund transferred the funds back to the General Fund.

Interfund transfers during the year ended September 30, 2008 were as follows:

Interfund
Funds Transfers In Transfers Out
General Fund $ 1,136,685 § 1,136,685
Special Revenue Fund 1,136,685 1,136,685
Total $ 2,273370 % 2,273,370

NOTE 8 — RISK MANAGEMENT

During the normal course of business, the City is exposed to various risks of loss related to torts, theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. The City’s risk management
program encompasses obtaining property and liability insurance through Texas Municipal League (TML), an
Intergovernmental Risk-Pool. This pool is a risk-sharing pool providing insurance coverage to 2,638 Texas municipalities
and other governmental units as of September 30, 2008. The risk pool is governed by a Board of Trustees which consists of
15 members, plus 3 ex-officio non-voting members, either elected or appointed in the manner specified per the TML
bylaws. Each member of the Board must be either an employee or official of the governing body of an employee member
of the Pool. The Board controls the operations of the risk pool and has various powers and duties as specified per the
bylaws. Audited financial information for each risk pool may be obtained from the Chief Financial Officer, Texas
Municipal League Intergovernmental Risk Pool, P.O. Box 149194, Austin, Texas 78714-9194. The City has not had any
significant reduction in insurance coverage and the amounts of insurance settlements have not exceeded insurance coverage
for any of the last three years. During the year ended September 30, 2008, the City paid out of its General Fund net
premiums of approximately $47,067 for provisions of various liability, property, and casualty insurance. The City has
various deductible amounts ranging from $1,000 to $10,000 on various policies. TML will pay damages and claims subject
to the limits of liability and stated deductible amounts per the approved declarations of coverage. Amounts over the stated
limits of liability become the responsibility and risk of the City. Claim liabilities are recorded when it is probable that a
loss has occurred and the amount of the loss can be reasonably estimated. At year-end, the City did not have any
significant probable claims. .

The City also provides workers compensation insur#hce on its employees through TML. TML “covers workers
compensation claims up to the statutory limit. The City has no deductible for these claims. During the fiscal year ended
September 30, 2008, the City contributed out of its General Fund premiums of approximately $65,155 for workers
compensation. The contributed amount is based on the City’s estimated payroll applied to a classification rate determined
by TML, times the City’s experience modifier and fund discount. Workers compensation is subject to change when audited
by TML. At year-end September 30, 2008, the City believed the amounts paid would not change significantly from the
amounts recorded.

The Texas Municipal League Intergovernmental Employee Benefits Pool (TML-IEBP) provides the city’s health, dental,
and long-term disability insurance coverage for eligible employees and their dependents. The City pays 100 percent of the
premiums for the employee’s coverage. The employee may choose to insure their dependents under the medical and dental
plans. The employee is respansihle faor 100 percent of the cast of the dependent preminms and the preminme are payrall-
deducted each pay period. The City does not retain any risk of loss on health, dental, and long-term disability.
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Hartford Life Insurance Company provides the city’s life and accidental death and dismemberment insurance coverage for
eligible employees and their dependents. The City pays 100 percent of the premiums for the employee’s coverage which is
two times an employee’s annual salary. The employee may choose to add supplemental life insurance for themselves and
for their dependents. The employee is responsible for 100 percent of the cost of the supplemental insurance premiums and
the premiums are payroll-deducted each pay period. The City does not retain any risk of loss on life and accidental death
and dismemberment.

NOTE 9 — CONTINGENT LIABILITIES
Grants

The City receives financial assistance from federal, state, and local government agencies in the form of grants. The
disbursements of funds received under these programs generally require compliance with terms and conditions specified in
the grant agreements and are subject to audit by the grantor agencies. Any disallowed claims resulting from such audits
could become a liability of the General Fund. However, in the opinion of management, any such disallowed claims will not
have a material effect on the financial statements included herein or on the overall financial position of the City of Santa Fe,
Texas at September 30, 2008.

Litigation

The City is party to various legal proceedings, which normally occur in the course of governmental operations. The
financial statements do not include accrual or provisions for loss contingencies that may result from these proceedings.

While the outcome of the above noted proceedings cannot be predicted, due to the insurance coverage maintained by the

City, the City feels that any settlement or judgment not covered by insurance would not have a material adverse effect on
the financial condition of the City.

‘NOTE 10 - TEXAS MUNICIPAL RETIREMENT SYSTEM

Plan Description

The City provides pension benefits for all of its regular full-time employees and regular part-time employees who work at
lease 1,000 hours or more per year through a non-traditional, joint contributor, hybrid defined benefit plan in the state-wide
Texas Municipal Retirement System (TMRS), one of over 827 administered by TMRS, an agent multiple-employer public
employee retirement system. Each of the municipalities has an annual, individual actuarial valuation performed. All
assumptions for the December 31, 2007 valuations are contained in the 2007 TMRS Comprehensive Annual Financial
Report, a copy of which may be obtained upon written request from the TMRS Board of Trustees at P.O. Box 149153,
Austin, Texas, 78714-9153.

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

Members can retire at age 60 and above with 10 or more years of service or with 20 years of service regardless of age. A

member is vested after 10 years. The plan provisions are adopted by the governing body of the City, within the options
available in the state statutes governing TMRS and within the actuarial constraints also in the statutes.
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Contributions

The City of Santa Fe has elected the annually determined contributions rate (ADCR). Under the state law governing
TMRS, the actuary annually determines the City contributions rate. This rate consists of the normal cost contribution rate
and the prior service contribution rate, both of which are calculated to be a level percent of payroll from year to year. The
normal cost contribution rate finances the currently accruing monetary credits due to the City matching percent, which are
the obligation of the City as of an employee’s retirement date, not at the time the employee’s contributions are made. The
normal cost contribution rate is the actuarially determined percent of payroll necessary to satisfy the obligation of the City
to each employee at the time his/her retirement becomes effective. Both the employees and the City make confributions
monthly. Since the City needs to know its contribution rate in advance to budget for it, there is a one-year delay between
the actuarial valuation that is the basis for the rate and the calendar year when the rate goes into effect (i.e. December 31,
2007 valuation is effective for rates beginning January, 2009). The City contributed using the actuarially determined rate of
11.26% for the months of the accounting year in 2007 and 11.72% for the months i the accounting year 2008. The
contribution rate payable by the employee members for the calendar year 2008 is the rate of 7% as adopted by the City
Council of the City of Santa Fe. For the calendar year 2007, the employees’ contribution rate was 7%. The employee and
the City of Santa Fe contribution rates may be changed by the City Council of the City of Santa Fe within options available
in the Texas Municipal Retirement System.

Annual Pension Cost

For the City of Santa Fe accounting year ending September 30, 2008, the annual pension cost for the TMRS plan for its
employees was $274,908 and the actual contributions were $274,908. The annual required contributions were actuarially
determined as a percent of the covered payroll of the participating employees. The December 31, 2007, actuarial valuation

is the most recent valuation.

Actuarial Valuation Information

Actuarial valuation date 12/31/05 12/31/06 12/31/07
Actuarial cost method Unit Credit Unit Credit Projected Unit Credit
Amortization method Level Percentage Level Percentage Level Percentage

of Payroll of Payroll of Payroll
Amortization period (in years) 25 years - open period 25 years - open period 30 years - closed period
Asset valuation method Amortized cost Amortized cost Amortized cost

Actuarial assumptions:

Investment rate of return 7.00% 7.00% - 7.00%

Projected salary increases None None " Varjes by age & service -,
Inflation at s 3.50% 3.50% 3.00%"
Cost-of-living adjustments None None 2.1% (3.0% CPI)

Since its inception, TMRS has used the Unit Credit actuarial funding method. This method accounts for liability accrued as
of the valuation date, but does not project the potential future liability of provisions adopted by a city. Two-thirds of the
cities participating in TMRS have adopted the Updated Service Credit and Annuity Increases provisions on an annually
repeating basis. For the December 31, 2007 valuation, the TMRS Board determined that the Projection Unit Credit (PUC)
funding method should be used, which facilitates advance funding for future updated service credits and annuity increases
that are adopted on an annually repeating basis. In addition, the Board also adopted a change in the amortization period
from a 25-year “open” to a 25-year “closed” period. TMRS Board of Trustee rules provide that, whenever a change in
actuarial assumptions or methods results in a contribution rate increase in an amount greater than 0.5%, the amortization
period will be increased to 30 years, unless a city requests that the period remain at 25 years. For cities with repeating
features, these changes would likely result initially in higher required contributions and lower funded ratios; however, the
funded ratio should show steady improvement over time. To assist in this transition to higher rates, the Board also
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approved an eight-year phase-in period, which will allow cities the opportunity to increase their contributions gradually
(approx. 12.5% each year) to their full rate (or their required contribution rate).

If the changes in actuarial funding method and assumptions had not been adopted for the 2007 valuation, the city’s
unfunded actuarial accrued liability would have been $1,597,249 and the funded ratio would have been 63.7%.

In addition, TMRS is currently working on its legislative package for 2009. There is a possibility that the investment rate
of return (IRR) assumption of 7% would need to be lowered if desired legislation for the 2009 season is unsuccessful.
Maintaining a 7% IRR assumption is contingent in part on the continued diversification of the TMRS portfolio, from an
almost exclusive bond portfolio to a portfolio that includes equities as well. If state legislation needed to facilitate the
continued diversification is not enacted, TMRS may have to revisit the continued diversification of the portfolio and
consider reducing the assumed IRR. A reduction in the IRR would result in increased actuarial accrued liabilities, thus
causing further increases in city contribution rates, following the December 31, 2009 actuarial valuation.

Trend Information for the Retirement Plan for the Employees of
The City of Santa Fe, Texas

Accounting Year Annual Pension Percentage of Net Pension
Ending - September 30 Cost (APC) APC Contributed Obligation

1999 $95,203 100.00% $0

2000 $101,996 100.00% $0

2001 $127,543 100.00% $0

2002 $142,496 100.00% $0

2003 $139,310 100.00% $0

2004 $138,141 100.00% $0

2005 $208,605 100.00% $0

2006 $241,789 100.00% $0

2007 $239,497 100.00% $0

2008 $274,908 100.00% 30

Funded Status and Funding Progress

The following is funded status information for the City of Santa Fe as of December 31, 2007, the most recent actuarial
valuation date:

Unfunded UAAL asa
Actuarial Value of ~ Actuarial Accrued . (Overfunded) Annual Covered Percentage of
Assets Liability (AAL) AAL (UAAL) | Funded Ratio . Payroll Covered Payroll
(2) @ (b-a) (axb) _ (9 ([b-a]*c)
§ 2,799,348 § 5,203,197 § 2,403,849 53.8% h) 2,124,360 113.2%

The schedule of finding progress, presented as required supplementary information (RSI) following the notes to basic
financial statements, presents multiyear trend information about whether the actuarial value of plan assets is increasing or
decreasing over time relative to the actuarial liability for benefits.

NOTE 11 - SUBSEQUENT EVENTS
The City of Santa Fe passcd Resolution #2009-29 at thelr 1tegular Countcil mieeling on October 9, 2008, This resolution
authorized a line of credit for cash flow purposes in an amount not to exceed $2,000,000. These borrowed funds will be

used to pay expenses related to disaster recovery operations related to Hurricane Ike. Any amounts borrowed shall be
repaid immediately upon receipt of funds reimbursed to the City by the Federal Emergency Management Public Assistance
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The Corporation is governed by a board of seven directors. All directors are appointed by the City Council of the City of
Santa Fe for a term of two years. The City of Santa Fe shall approve all programs and expenditures of the corporation and
shall annually review any financial statements of the corporation. The powers of the corporation shall be subject at all
times to the contrel of the city’s governing body and the city has the authority to alter the schture orgamzatlon programs,

or activities of the devélopment corporation at any time.

The Board of Directors of the Corporation signed an Administrative Services Agreement with the City of Santa Fe to
provide administrative and program support services to the Economic Development Corporation as requested by the Board
of Directors. The purpose of the agreement is to have the City implement, administer, and carry out the duties that an
executive director would have in administering the economic programs and to manage and administer such affairs of the
Economic Development Corporation. The agreement is for a period of one year and payments shall be made in one-fourth
increments and due at the end of each calendar quarter.

The Corporation is exempt from federal income tax as an organization described in Section 501C (3) of the Internal
Revenue Code. The State Comptroller’s office has treated Section 4B development corporations as exempt from state and
local sales tax and state franchise tax.

A - 1. Reporting Entity

In accordance with Governmental Accounting Standards Board Statement No. 14, “The Financial Reporting Entity,” the
Corporation’s basic financial statements must present the reporting entity which consists of the primary government,
organizations for which the primary government is financially accountable and other organizations for which the nature and
significance of their relationship with the primary government are such that exclusion could cause the Corporation’s basic
financial statements to be misleading or incomplete. The basic criteria used to determine component units is (1) the
selection of the governing authority, (2) designation of management, (3) ability to significantly influence operations, (4)
accountability for fiscal matters, (5) budgetary and taxing authority, and (6) funding and debt responsibility. Based on
these criteria, the Corporation did not have any component units that should be included in the accompanying basic
financial statements. However, the Corporation is considered to be, and is reported as, a component unit of the City of
Santa Fe, Texas.

A — 2. Basic Financial Statements
General

The Corporation’s basic financial statements include both government—wide (reporting the Corporation as a whole)
and fund financial statements (focusing on the Corporation’s major funds). Both the government-wide and fund
financial statements categorize primary activities as either governmental or business type. The Corporation’s
activities are all governmental in nature and no business type actlvmes ex1st

-

Government-Wide Statements:

In the government-wide Statement of Net Assets information is reported on all the non-fiduciary activities of the
government. For the most part, the effect of interfund activity has been removed from this statement. The statement
of net assets presents the governmental activities in a column on a consolidated basis and a full accrual, economic
resource basis, which incorporates long-term assets and receivables as well as long-term debt and obligations. The
Corporation’s net assets are reported in two parts — invested in capital assets, net of related debt and restricted net
assets for infrastructure improvements.

The government-wide Statement of Activities also reports on all the non-fiduciary activities of the government. The
Statement of Activities demonstrates the degree to which the direct expenses of a given function or identifiable
activity is offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function
or identifiable activity. The Corporation does not allocate indirect costs. Program revenues include (1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a
given function or segment (2) grants and contributions that are restricted to meeting the operational or capital
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requirements of a particular function or segment. Taxes and other items not properly included among program
revenues are reported as general revenues.

Fund Financial Statements:

Fund financial statements include a Balance Sheet and a Statement of Revenues, Expenditures and Changes in Fund
Balances for all major governmental funds and nonmajor funds aggregated. The Corporation only has one major
fund (General Fund) and no nonmajor funds. Each fund is accounted for by providing a separate set of self-
balancing accounts that comprises its assets, liabilities, reserves, fund equity, revenues, and expenditures/expenses.
A statement is presented in the basic financial statements to reconcile and explain the differences in fund balances
and changes in fund balances as presented in these statements to.the net assets and changes in net assets presented in
the Government-Wide financial statements.

A — 3. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The Government—Wide Financial Statements are reported using the economic resources measurement focus and the accrual
basis of accounting. Accordingly, all of the Corporation’s assets and liabilities, including capital assets, as well as
infrastructure assets, and long-term liabilities, are included in the accompanying Statement of Net Assets. The Statement of
Activities presents changes in net assets. Under the accrual basis of accounting, revenues are recognized in the period in
which they are earned while expenses are recognized in the period in which the liability is incurred; regardless of the timing
of related cash flows.

Governmental Fund Financial Statements are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. With this measurement focus, only current assets, current liabilities, and fund
balances are generally included on the balance sheet. Revenues are recognized as soon as they are both measurable and
available. Revenues are considered to be available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the Corporation considers revenues to be available if
they are collected within sixty days of the end of the current fiscal period. The Corporation records sales tax, which is
subsequently remitted, as revenues and receivables when collected by the authorized agents.

The funds of the financial reporting entity are described below:

Governmental Funds:

The focus of the governmental funds’ measurement (in the fund statements) is upon determination of financial
position and changes in financial position (sources, uses, and balances of financial resources) rather than upon net
income. The following is a description of the governmental funds of the Corporation:

General Fund — the general fund is the primary operating fund of the Corporation and is always classified as
a mdjor fund. It accounts for all financial resources and transactions not required to be accounted for n.
another fund.

A —4. Cash and Cash Equivalents

The Economic Development Corporation’s cash and cash equivalents are comprised of demand deposits.

A — 5. Investments

The Economic Development Corporation follows the same investment policy that has been adopted by the City of Santa Fe.
This policy sets forth specific investment guidelines to insure safety, liquidity, diversification, yield, and public trust. The

investments authorized by the policy, which is guided by state law, generally include: obligations of the United States of
Armnerica or its agencies and instrumentalities; direct obligations of the State of I'exas or its agencies and instrumentalities;

fully collateralized certificate of deposits; and other obligations, in which the principal and interest are unconditionally
guaranteed or insured by, or backed by the full faith and credit of, the State of Texas or the United States of America or
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Deposits

The Corporation’s deposits were with the contracted depository bank in interest bearing accounts. The deposits are not
commingled with the City of Santa Fe funds. All amounts are subject to various State statutes that exist to secure the safety
of public funds. A pledge agreement exists that requires the Corporation to have a first and prior lien on the securities to
the extent of its funds on deposit and that none of the securities can be pledged or subjected to any lien other than that of
the Corporation. The Corporation’s deposits are categorized below to indicate the level of risk assumed by the Corporation
as of September 30, 2008:

1: Insured or collateralized with securities held by the Corporation or by its agent in the Corporation’s name.

2:  Collateralized with securities held by the pledging financial institution’s trust department or agent in the
Corporation’s name.

3: Uncollateralized or collateralized with securities held by the pledgmg ﬁnanmal institution or by its ftrust
department or agent, but not in the Corporation’s name.

For deposits, custodial credit risk is the risk that in the event of bank failure, the Corporation’s deposits may not be
returned to it. Protection of Corporation cash and deposits is provided by the Federal Deposit Insurance Corporation
(FDIC) as well as qualified securities pledged by the financial institutions holding the assets. By law, financial institutions
must collateralize all public deposits.

At year-end, the Corporation’s carrying amount of deposits was $1,611 (all considered cash and cash equivalents) and the
bank balance was $1,778. The total bank balance is covered by $100,000 of federal depository insurance (Risk Category
1). The Corporation does not have any petty cash at the year-end.

Investments

TexPool — The Corporation is a participant.in a Texas Local Government Investment Pool (TexPool), an external
investment pool that has been organized in conformity with the Interlocal Cooperation Act, Chapter 791 of the Texas
Government Code, and the Public Funds Investment Act, Chapter 2256 of the Texas Government Code. These two Acts
provide for the creation of public funds investments pools and permit eligible governmental entities to jointly invest their
funds in authorized investments. The State Comptroller of Public Accounts exercises oversight responsibility over
TexPool.  Oversight includes the ability to significantly influence operations, designation of management and
accountability for fiscal matters. Additionally, the State Comptroller has established an advisory board composed of both
participants in TexPool and other persons who do not have a business relationship with TexPool. The Advisory Board
members review the investment policy and management fee structure. Finally, TexPool is rated AAAm by Standard &
Poors. As a requirement to maintain the rating, weekly portfolio information must be submitted to Standard & Poors, as
well as the office of the Comptroller of Public Accounts for review. In addition to its annual review by an independent
auditor, TexPool is subject to review by the State Auditor and the Internal Auditor of the Comptroller’s Office. Results of
these annual reviews may be obtained from TexPool Part1c1pant Services, Lehman Brothers 600 Travis Street, Suite 7200,
Heuston, Texas 77002, - o, _;-:"

The Economic Development Corporation had $1,236,757 invested in TexPool as of September 30, 2008, at a 3.2323%
average annual rate of return. TexPool’s portfolio is managed by Lehman Brothers, Inc. and Federated Investors, Inc.
(“Lehman and Federated”), and the assets are safekept in a separate custodial account at State Street Bank in the name of
TexPool. Its portfolio is made up of the following:

1. Obligations of the United States Government, its agencies and instrumentalities with a maximum final maturity of
397 days for fixed rate securities and 24 months for variable rate notes.

2. Fully collateralized repurchase agreements or reverse repurchase agreements (a) with defined termination dates,
(b) secured by obligations of the United States, its agencies, or its instrumentalities, incInding certain mortgage —
backed securities, (¢) that require purchased securities to be pledged to the investing entity, in the entity’s name,
and deposited at the time of investment with the investing entity or a third party, and (d) that are placed through
primary government securities dealers, as defined by the Federal Reserve, or a financial institution doing business
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an employee member of the Pool. The Board controls the operations of the risk pool and has various powers and duties as
specified in its bylaws. Audited financial information for each risk pool may be obtained from the Chief Financial Officer,
Texas Municipal League Intergovernmental Risk Pool, P.O. Box 149194, Austin, Texas 78714-5194.

The City has not had any significant reduction in insurance coverage and the amounts of insurance settlements related to the
City or the Corporation has not exceeded insurance coverage for ay of the last three years. All insurance premiums are
paid by the City of Santa Fe through their General Fund. During’the year ended September 30, 2008, the City paid net
premiums of approximately $47,067 for provisions of various liability, property, and casualty insurance. The City has
coverage deductibles ranging from $1,000 to $10,000 on various policies. TML will pay damages and claims subject to the
limits of liability and stated deductible amounts in accordance with the approved declarations of coverage. Amounts over
the stated limits of liability become the responsibility and risk of the City of Santa Fe or the Economic Development
Corporation. Claim liabilities are recorded when it is probable that a loss has occurred and the amount of the loss can be
reasonably estimated. At year-end, neither the City nor the Corporation had any significant probable claims.

The Corporation does not have any employees, therefore, workers compensation and other employee benefit insurances are
not necessary.

G.- COMMITMENTS & CONTINGENT LIABILITIES

Interlocal Agreement

The Santa Fe Economic Development Corporation approved an interlocal agreement with Galveston County Water Control
and Improvement District No. 8 (WCID No. 8) on August 27, 2003. This agreement specifies that the Corporation and
WCID No. 8 work together for water and sewer development in four designated areas. The Corporation will pay for all
construction and non-construction costs for the laying of water and sewer improvements, including lift stations, in these
four designated areas. The Corporation will also be responsible for all costs associated with repairs and expenses of
enforcement of the contractor’s warranty, including the enforcement of such warranty against any construction bonding or
surety companies, during the first year after completion and acceptance of the project.

After completion and acceptance of the improvements by the Corporation, they will be made available to WCID No. 8 for
use as part of its facilities, along with any land acquisitions and/or right of way acquired by the Corporation necessary for
the project. WCID No. 8 has agreed to assume full responsibility for the maintenance and operation of the project
beginning one year after the completion of the project and its acceptance by the Corporation. Once the project is received
by WCID No. 8, the Corporation ceases to bear any further costs or expenses whatsoever in connection with the project.

The construction and non-construction costs for the laying of water and sewer improvements in the four designated areas

has been completed and all infrastructure improvement assets have been transferred to WCID No. 8 as of September 30,
2008. All the terms and conditions of the interlocal agreement have been satisfied. -

Litigation _ I L

There are no lawsuits pending against the Corporation that would in the opinion of management and legal counsel result in
claims that would have a material effect on the financial statements of the Corporation.

Construction Commitments

The Corporation has a commitment for the construction of significant water and sewer infrastructure improvements. This
commitment is expected to be funded from the proceeds of revenue bonds to be issued. Also see Note C for further
discussion on construction commitments and Note D for details on the Economic Development Revenue Bonds.

Water and Sewer Infrastructure Construction, Improvements, and Relocation Commitment

The Economic Development Corporation approved an interlocal agreement with Galveston County Water Control and
Improvement District No. 8 (WCID No. 8) on August 19, 2008. The Corporation will contribute funds for the construction,
surveying, engineering, and related costs of relocating and adding water and sewer lines to FM 646, Texas State Highway
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BUDGETARY INFORMATION

Annual budgets are legally adopted for the General Fund and Special Revenue Funds on a basis consistent with generally
accepted accounting principles. The City follows the procedures described below in establishing the budgetary data
reflected in the financial statements.

On or before the first meeting of July of each year, the City Manager submits to the Council a proposed budget for the
ensuing fiscal year and the budget message. The Council reviews and makes any appropriate changes to these documents
prior to publishing the final budget. The Council holds a public hearing, not less than ten days subsequent to the time the
budget is filed, to obtain taxpayer comments. At the conclusion of the hearing, the budget is acted upon by Council.
Adoption of the budget constitutes appropriation of the amounts specified in the budget as expenditures from the funds
indicated and constitutes a levy of the proposed property tax contained in the budget.

Expenditures, on the departmental level, should not exceed appropriations. However, the City Manager may transfer any
unencumbered appropriation balance or any portion thereof among programs within a department. By ordinance, the City
Council may transfer all or part of any unencumbered appropriation balance from one department to another. Every
appropriation, except an appropriation for a capital expenditure, shall lapse at the close of the fiscal year to the extent that it
has not been expended or encumbered. An appropriation for a capital expenditure shall continue in force until the purpose
for which it was made has been accomplished or abandoned; the purpose of any such appropriation shall be deemed
abandoned if three years pass without any disbursement from or encumbrance of the appropriation. Additionally, by
ordinance, the City Council may amend the budget to make supplemental appropriations to (1) carry excess cwrent
revenues to a subsequent year, (2) to retire indebtedness, or (3) to fund emergency appropriations due to grave public
necessity, or to meet unusual and unforeseen conditions which could not be reasonable diligent thought and attention have
been included in the original budget.

On December 9, 1993, the City adopted a resolution establishing a budget policy. One provision of the policy allows the
budget to contain a contingency fund not to exceed five percent of the proposed general fund expenditures. This fund may,
at the approval of City Council, be used to fund certain unanticipated expenditures which might arise during the year.

Another provision of the policy addresses fund balance. The City will attempt to maintain a fund balance equal to
approximately three months’ operating expenditures.

The original budget was legally adopted by the City Council on September 13, 2007. Passed, approved, and adopted by the
City Council was Ordinance Number 04-2008 on February 14, 2008, Ordinance Number 11-2008 on June 12, 2008, and
Ordinance Number 16-2008 on August 28, 2008. All of these contain legal budget amendments.

Encumbrances represent commitments related to unperformed contracts for goods or 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 utilized in the governmental funds. Encumbrances outstanding at year-end are
reported as reservations of fund balance and do not constitute expenditures or liabilities because the commitments will be
honored during the subsequent year. Encumbrances lapse at fear-end and are re-appropriated in the ensuing year’s budgét.

For the year ended September 30, 2008, expenditures exceeded appropriations in the following:

General Fund:
Capital expenditures b 4,215,652

There were significant expenditure differences due to recording the conveyance of infrastructure streets and drainage as
capital expenditures. Recording these capital expenditures in the amount of $4,298,236 was offset by an equal amount in
intergovernmental revenues.
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