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WELCOME TO
THE CITY OF HUNTSVILLE, TEXAS

The City of Huntsville is a political subdivision and municipal corporation of the State, duly organized and existing under the laws
of the State, including the City’s Home Rule Charter. The City was incorporated January 30, 1845 and first adopted its Home
Rule Charter on September 28, 1968. The City operates under a Council/Manager form of government, where the Mayor and
eight Council members are elected for staggered two-year terms. The City Council formulates operating policy for the City while
the City Manager is the chief administrative officer. The City of Huntsville is the county seat and principal commercial center of
Walker County, located on Interstate 45, approximately 70 miles north of Houston, 170 miles southeast of Dallas, and
approximately 130 miles west of the Louisiana state line. The City's 2010 census was 38,548, a 10% increase from the 2000

census. Population estimates include inmates within the Texas Department of Criminal Justice (TDCJ) system.

Amarillo

Corpus Christi
Laredo




Walker County is in an east Texas County with an economy based on Sam Houston State University, the state prison system,
lumbering, and agribusiness. Principal sources of agricultural income include cattle, horses, cotton, grain, and timber. Minerals
produced in the county include gas, sand, stone, and gravel. The 2010 census for the county was 67,861, an increase of 10%

from the 2000 census. The Sam Houston National Forest covers 53,461 acres of Walker County.

Huntsville State Park is located within the national forest and on the outskirts of Huntsville. Nearby, Lake Livingston and Lake
Conroe also provide recreational facilities for residents and visitors. Other tourism attractions include the Sam Houston Memorial
Museum and Park Complex, located near SHSU, and the Visitors Center, located at the Sam Houston statue site. “A Tribute to
Courage,” the Sam Houston Statue, was designed and constructed by artist David Adickes. He dedicated the statue to the City of
Huntsville on October 22, 1994. It is the world’s tallest statue of an American Hero, at 67 feet tall, standing upon a 10-foot sunset

granite base.

Huntsville is the headquarters for TDCJ, which is the only state agency located outside of the capital. Five of its prison units are
located within the city limits, and there are two additional units located outside the city limits (over 13,000 inmates are housed in

the area with TDCJ employment over 6,000 within Walker County).

Founded in 1879 and named in honor of the most important figure in Texas history, Sam Houston State University (SHSU) is the
third oldest public university in Texas. With a current enrollment of over 17,291 students and over 3,300 employees, the
university has been one of the fastest growing universities in the state. Founded as the first teacher training institution in the
southwest, the campus comprises 272 acres, including part of the original home site of the Houston family. With five colleges
(Arts and Science, Business, Criminal Justice, Education, and Humanities and Social Science), the university offers seventy-nine

undergraduate degree programs, fifty-four masters’ programs, and five doctoral programs.

According to the United States Census Bureau, the 2008 per capita income for Walker County was $27,130 per household,
compared to the state median of $39,967. The Bureau of Labor Statistics reported 25,084 persons employed in Walker County in
2009. Fifty-one percent (51.1%) of the population is between the ages of 18 to 44, and seventy-eight percent (78.2%) over the
age of 25 has a high school degree or higher level of education. The Walker County unemployment rate in December, 2010 was

8%.

Other governmental presence in Huntsville includes Region VI Educational Service Center, Gulf Coast Trades Center, Sam
Houston State Park and non-profit Sam Houston National Forest, and the various units of local government and state field offices.
The large governmental presence keeps the unemployment rate low, but also places much greater pressure on the property tax

rate and utility rates.
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%qs& Huntsville

Incorporated in 1845 under the Republic of Texas

March 29, 2012

Hongrable Mayor and City Council members, Citizens
City of Huntsville
Huntsville, Texas 77340

The Comprehensive Annual Financial Report {(CAFR) of the City of Huntsville, Texas, for the fiscal year ended September 30, 2011 is

presented herein. Disclosures necessary to enable the reader to gain an understanding of the City of Huntsville’s financiat activities have
been included. The Contents of the CAFR is the responsibility of Management of the City of Huntsville.

Financial Statement Overview

The CAFR is presented in four sections: introductory, financial, other supplementary information, and statistical. The introductory section
includes this transmittal letter, the City's organizational chart, and a list of principal officials. The financial section includes the basic
financial statements and the combining financial statements, budgetary comparison schedules, the other supplementary information
section, capital asset schedules, and federal and state awards reports and schedules. The statistical section includes selected financial
and demographic information, generally presented on a multi~year basis. This report includes all city funds.

The report is in the eighth compliance year under Rule 34 as established by the Governmental Accounting Standards Board (GASB31).
Under this rule, an entity-wide statement of net assets is presented with depreciation of assets. Under the nule, statements are presented
on a govemment-wide and Fund statement basis. Both the govenment-wide and the Fund Financials present information supporting the
other, and the Fund Financials provide additional information not reported government-wide.

The report is in its first year of compliance with GASE 54. Under this rule, Governmentat fund balances are designated in restricted,
committed, or assigned categories, according to levels established under statue, judicial decrees council or internal administrative
commitments. '

The govemment-wide statements report on the city as a whole using the accrual basis of accounting. The statements are comprised of a
Statement of Net Assets and a Statement of Activities with supplemental information provided in the Fund statements. The Statement of
Met Assets reports changes in assets, presenting all assets and liabilities of the city. The Statement of Activities presents revenues and
expenses by function, demonstrating how those assets have changed, and distinguishes activities supported by user fees compared with
those supported by taxes and intergovernmental transfers. The statements distinguish between traditional governmental activities and

business-type activities.

Fund financial statements are reported using the modified accrual basis of accounting under traditional fund accounting principles. More
detailed information is presented about significant {major) and non-major funds. The funds are divided among governmental, enterprise,
internal service (business-type or proprietary funds), and agency funds. The Fund financial statements focus on current or near-current
inflows and outflows and available balances. Proprietary fund information presented in this manner reinforces information provided in the
government-wide statements for business-type activities.

The Management's Discussion and Analysis section preceding the financial statements provides an analysis of the financials and
highlights changes from the prior year. Both the government-wide and the government fund financial focus are presented.

FINANCE

1212 Avenue M » Huntsville, TX 77340-4608 » §356,291,5440 » 936.291.5489 fax * www.ci.huntsville.tx.us

Our vision for the City of Huntsville is a community that is beautiful, historic, cufturally
diverse, affordable, safe, and well planned with great opportunity for our citizens.




City Services

The City provides police and fire protection, solid waste services, maintenance of streets and utility infrastructure, wastewater and
water services, parks, a public library, and cultural services. Water is provided to the community by a combination of water produced
from City owned and operated water wells and from a surface water treatment plant in partnership with the Trinity River Authority of
Texas. The costs associated with operations of the surface water treatment plant are shown as an expense of the Water Fund.
Street activities and operations are accounted for in the Street Fund.

Priorities and Objectives

Council expanded recycling to new areas within the city. Infrastructure improvements were continued to underserved areas. Health
insurance and wellness initiatives were researched and costs were increased to dependents.

Primary priorities were to review the health insurance and retirement program, and to present options to reduce costs and unfunded
liabilities while maintaining affordable benefits comparable with other governmental and commercial entities in the city. Options and
payment methods were selected increasing the city’s funding ratio from 59% to 85%.

Grant applications were significantly expanded through the city’s Community Development division. Projects undertaken include:

e A neighborhood stabilization grant of $1,050,000 that was awarded to the City for the construction of twelve
houses for qualified first time homebuyers. Properties are being acquired for the project.

e A“HOME” grant that was awarded for $513,516 to revitalize owner occupied housing. Six homes were completed
in the project.

e The City was awarded a FEMA grant of $11.1 million for drainage restoration along Town Creek, contingent on
release of federal funding. An engineering study is being completed.

e The expansion of the city library was complete with more than double the space. Funded with publicly voted
bonds, significant contributions funded shelves and furniture.

Maintaining current tax rates were achieved and the base water and sewer rates. The tax rate was lowered in 2010 just under a
penny to the effective rate. Water rates were increased accordingly to the rate study financial plan, providing capital funding on an
annual basis, effective next fiscal year.

A medical trust for retirees was implemented under GASB 45 and a $1,500,000 contribution was funded to the irrevocable trust.

Disaster and Hazard Preparation
Huntsville and most parts of Texas incurred damage from forest fires throughout the summer. Labor was expended on relief efforts

near the City and other communities. As part of the continued relief effort, the City prepared fire lanes around key structures, and
housing developments.

Summary of Financial Activities

Meeting council objectives of a balanced budget and balancing operating revenues versus expenditures, the fund balances of all
major operating funds increased. Project expenditures were concluded for the following:

Funding and engineering study for new water well
Major repairs to existing water wells

Engineering study for the Town Creek drainage project
Library expansion and renovation

The fiscal year represented the sixth year that the budget was presented balanced between revenues and expenditures in each major
operating fund, including the General Fund. The City received higher permit fees due to apartment building and retiree development
in the year, with some return to normalcy after the slowdown in construction. The General Fund posted a net increase of $81,152.
The Street Fund budget was balanced, and the fund balance decreased by ($651,229). Expenditures exceeded revenue by



$191,208 and transfer for capital reduced balance by $460,021. Anticipated franchise revenue from additional electric usage fees
increased revenue to the Street Fund. The 2009-2010 fiscal year was the first full year with the additional fee adding approximately
$380,000 to revenue.

The Water Fund had incurred revenue compared to budget of $1.3 million due to the drought condition in the summer. Expenditures
decreased $1,398,492 compared to budget in administration by $1.6 million. Wastewater had an increase in net assets of $1.5
million from operations. Transfers for capital were insignificant. And the Solid Waste Fund net assets increased by $187,994.

On a government-wide basis, net assets for Government activities decreased from $28.9 million to $28.1 million. Net assets for
business-type activities increased from $62.7 million to $65.9 million.

Comprehensive Plan

The City initiated a process for public involvement in the development of a Comprehensive Plan that was completed in two years
prior. Public and committee meetings were held to discuss City issues and priorities, and to finalize strategic objectives and priorities
in developing the plan. Plan changes were made in the map section showing land use areas. The council meets annually to
establish strategic objectives. The plan and the annual strategic planning meeting were incorporated into the budget process.

Economic Development

The City participated in a TIRZ (Tax Increment Reinvestment Zone) with the county pursuant to agreement with the developer. The
TIRZ Fund reimbursed infrastructure costs. In the summer of 2009, Target opened in the developed area. The city anticipates
increased tax appraisals in the development in the upcoming year and continued sales tax growth. In the current year, additional
development in the area was begun with the addition of nine stores now accompanying the Target anchor. The TIRZ fund balance is
$239,000. The City is considering economic development alternatives in the upcoming year for the acquisition of property for future
development.

Tourism, Cultural Services, and Visitors Center

Management of tourism and the Convention and Visitors Bureau operations has been transitioned to the City. The FY 2009-10 was
the first full year of operation under City Management.

A Director of Tourism heads operations of the Visitors Center, gift shop, and tourism expenditures, as well as management of the
Wynne Home Arts Center and Main Street. The newly defined department had expenditures of $561,488 for tourism, $159,103 for
the Arts center, $77,294 for Main Street initiatives, and $185,603 for the Gift shop with total revenues for these divisions of $702,841
(increased from $598,651).

Hotel/motel tax revenue decreased during the recession but is rebounding in the current year.

Capital Projects

Construction—in-progress for enterprise fund projects in the Water and Wastewater Funds are recorded in their respective funds. The
Water Fund recorded $1,104,973 in construction and the Wastewater Fund $1,871,734 in construction. General improvements
totaled $3,699,814. Total new capital projects totaled $6,676,521.

Completed Capital Projects for the fiscal year were:

Boettcher Drive street expansion

Kate Bar Ross Park field lighting

Elkins Lake water extension

Repairs to Water Well # 17

Old Phelps road wastewater extension

2 new generators at water wells, grant funded



Debt Issues

A voter approved general obligation bond for a Northeast fire station was issued for $1,850,000 in February, 2009. A refunding bond
issue, Series 2009 in the amount of $6,405,000 was issued in March, 2009 refinancing the Series 1998 Certificates of Obligation. In
November, 2009 voters had approved the bond for library expansion. The issue was funded in the amount of $3.5 million in 2010.
Contract bonds issued by TRA for the city water plant were refunded in 2010 in the amount of $10,275,000. For the Fiscal year 2011,
the 1997 wastewater debt was refunded in the amount of $4,885.00.

The City issued a $2.0 million water revenue bond in November of 2007 for a water filter project and engineering study of the water
plant. The engineering study was related to updating the water plant. The project would require additional debt with reimbursement
for the engineering study.

The City issued debt in the form of a $1.1 million tax note for seven years for the construction of the Aquatic Center in 2005.
Payments are budgeted in future year's payments from operating revenue and available fund balances. No additional taxes were
levied for the retirement of this debt, with one more payment remaining.

The City had refunded debt in 2005 in the amount of $3,820,000 for a portion of the 2000 street arterial issue. Debt service is funded
in the Debt Service Fund from existing tax levies for the 2000 street certificates of obligation.

Contract Debt

The City pays contract debt as an operating expenditure, representing in a contractual arrangement with the Trinity River Authority
(TRA). The Authority supplies water to and manages the City water intake and treatment plant. With the available interest rate
environment, TRA refunded contract revenue bonds (water series 2010A, 2010B, and 2010C) for lowering water operating costs.

The fund balance for the Debt Service Fund servicing general obligation debt increased $38,170 to $596,149.

Utility and Tax Rates

City Council has actively sought to maintain the ad valorem property tax rates. In FY 1998-99, the ad valorem tax rate was increased
to $0.4300 per $100 assessed valuation to fund a Street Arterial Capital Project. In FY 1999-00, the rate was adjusted to $0.4125
because of an increase in the assessed valuation. The Tax rate adopted in FY 2001-02 was $0.4325, providing additional funds for
the capital streets program. The FY 2002-03 rate was $0.4500, 0.42500 for FY 2003-04, and $0.4375 for FY 2004-05. For FY 2005-
06 the tax rate adopted was $0.4319, a reduction of one-half cent. For FY 2006-07, the adopted tax rate was decreased to $0.4192
and $0.4135 to the FY 2007. The tax rate for FY 2008-09 was $0.4007 has remained unchanged for FY 2009-10 and FY year 2010-
11.

A sales tax increase of ¥ cent dedicated for property tax reduction was approved by voters in August 1987. The City sales tax rate is
1.5%.

The City wastewater rates were adjusted in FY 1992-93 as result of USEPA mandated modifications to the two wastewater treatment
plants and again in FY 1995-96 and FY 1996-97 to fund the Capital Improvements budget. Beginning October 1, 2000, following a
rate study and approval of a capital improvement initiative, water and wastewater rates were adjusted. Solid waste collection charges
and disposal rates were adjusted during 2002, following the Solid Waste Rate Study. Utility rates remained the same for FY 2004-05,
FY 2005-06, FY 2006-07. Solid waste base fess were raised $2.00 in FY 2007-08, with no change for FY 2008-09. Base water and
sewer rates were lowered to $13 from $15. Water, sewer, and Solid Waste rates remained the same is Fiscal year 2010-11. Water
rates were adjusted according to a financial rate plan for the Fiscal Year 2011-2012.

Cash Management

City policy is governed by the laws of the State of Texas. Authorized investments are governed by state code. Demand deposits for
the City are covered by pledged securities in the City’s name at the Federal Reserve Bank pursuant to state law and the City’s
depository contract. Funds needed for daily operations are kept in demand deposits and pools with the remainder invested in
approved short-term agencies and municipal bonds. Investments were diversified into insured and pledged money markets,
government agencies and short term municipals. Base reserves and long term dedicated funds were invested in longer term
instruments up to five years. Consequently, revenue compared to budget increased from the prior year with a one percent portfolio
average.



Budget Process

The Budget process begins with an annual update by council of the strategic objectives and is coordinated with the vision and
objectives formulated by the comprehensive plan. In accordance with these objectives a capital improvement plan is updated for
presentation to council. Departments present budget requests detailed by line items. Supplemental requests are submitted based on
the City's comprehensive strategic plans. The City has initiated performance measures as effectiveness tools which are updated
during the process. The budget is reviewed throughout the year during monthly financial reporting. Amendments are presented to
the City Manager or the Finance Committee according to the policy. Council approves amendments reviewed by the Finance
Committee.

Internal Controls

The City relies on certain internal financial controls as identified in the financial, purchasing, personnel, and fixed asset policies.
Adopted by ordinance, they provide the basis for reliance on the financial statements. Such assurances do not, themselves,
guarantee the prevention of fraud. By monitoring internal controls, the basis of reliance on the financial statement as a fair
presentation in all material respects is provided. The city began a review process of purchasing process controls during the year.
The financial position of governmental and business-type activities of each fund, and the reliance on the compliance with laws,
regulations, contracts, grants, ordinances, and policies is provided.

Independent Audit

The City Charter requires an annual audit by independent certified public accountants. The accounting firm of Kenneth C. Davis and
Company, P.C. was recommended by the City Council Finance Committee and selected by the Council. In addition to meeting the
requirements set forth in State statutes, the audit was also designed to meet the requirements of Government Auditing Standards.
The auditor's report on the general purpose financial statements is in the financial section of this report. The auditor's report on
compliance and on internal control over financial reporting and additional reports are provided in the other supplementary information
section.

Awards

The Government Finance Officers Association (GFOA) of the United States and Canada awarded a Certificate of Achievement for
Excellence in Financial Reporting to the City of Huntsville for its Comprehensive Annual Financial Report (CAFR) for the fiscal year
ended September 30, 2010. This was the 35" year that the City has received this prestigious award. In order to be awarded a
Certificate of Achievement, the governmental body must publish a CAFR with required criteria for management discussion and
analysis in conformity with generally accepted accounting standards under GASB (the Governmental Accounting Standards Board)
and in conformity with GFOA requirements.

This report satisfied both generally accepted accounting principles and applicable legal requirements. A Certificate of Achievement is
valid for a period of one year only. We believe that our current CAFR continues to meet the Certificate of Achievement Program's
requirements, and we are submitting it to the GFOA to determine its eligibility for another certificate. In addition, the City of Huntsville
also received the GFOA's Award for Distinguished Budget Presentation for its annual appropriated budget for the past 25 years. In
order to qualify for the Distinguished Budget Presentation Award, the government's budget document must be judged to be proficient
in several categories including policy documentation, financial planning, and organization. The budget for the fiscal year beginning
October 1, 2011 (FY 2011-12), has been submitted for review.
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