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CITY OF
KAUFMAN

January 25, 2010

Honorable Mayor and Members of the City Council
City of Kaufman
Kaufman, Texas

Dear Mayor and Council members

We are pleased to submit to you the Comprehensive Annual Financial Report (CAFR) for fiscal year
October 1, 2008 - September 30, 2009 as required by the Kaufman City Charter. For the eleventh
consecutive year, the Government Finance Officer's Association (GFOA) has awarded the Certificate
for Excellence in Financial Reporting to the City for its FY 2007-2008 CAFR. We intend to submit this
year's report for consideration, as well. It is a great distinction for our community to receive this
award. We believe that the report for FY 2008-2009 also meets the criteria of the Certificate of
Achievement program.

Please note the format for this, and future, comprehensive annual reports for the City. Beginning with
the FY 2002-03 report, the city complied with Governmental Accounting Standards Board Statement
(GASBS) No. 34. The objective is to provide a much broader and detailed analysis of the City's
financial condition and operating results. In addition to the basic financial statements and
supplementary information, you will also find a MD&A, or Management's Discussion and Analysis.
This section of the CAFR presents only objective information, or currently known facts, that is known
by the City's financial managers as of the date of the auditor's report. Generally accepted accounting
principles (GAAP) requires that management provide a narrative introduction, overview, and analysis
to accompany the basic financial statements in the form of MD&A. This letter of transmittal is
designed to complement the MD&A and should be read in conjunction therewith. The City's MD&A
can be found immediately following the report of the independent auditors.

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

Management of the City is responsible for establishing and maintaining internal controls designed to
ensure that the assets of the government are protected from loss, theft or misuse and to ensure that
adequate accounting data are compiled to allow for the preparation of financial statements in
conformity with generally accepted accounting principles. Internal controls are designed to provide
reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable
assurance recognizes that: (1) the cost of a control should not exceed the benefits likely to be derived,
and (2) the valuation of costs and benefits requires estimates and judgments by management.

\
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To the best of our knowledge and belief, the enclosed data is accurate, in all material respects, and is
reported in a manner that presents fairly the financial position and activity of the City of Kaufman. All
disclosures necessary to enable the reader to gain an understanding of the City's financial activities
have been included.

The Kaufman City Charter requires an annual audit by independent certified public accountants. The
accounting firm of Witherspoon, Yeldell & Wilson, P.C. was selected by the City Council to complete
the required audit. The goal of the independent audit is to provide reasonable assurance that the
financial statements of the City for the fiscal year ended September 30, 2009, are free of material
misstatement. The independent audit involved examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements; assessing the accounting principles used and
significant estimates made by management; and evaluating the overall financial statement
presentation. The independent auditor concluded, based upon the audit, that there was a reasonable
basis for rendering an unqualified opinion that the City's financial statements for the fiscal year ended
September 30, 2009, are fairly presented in conformity with GAAP. The independent auditor's report
is presented as the first component of the financial section of this report.

PROFILE OF THE GOVERNMENT

Location and Governmental Structure. The City of Kaufman, established in 1853, is located just
southeast of the Dallas/Fort Worth Metroplex in the North-Central region of the State of Texas. The
Dallas/Fort Worth Metroplex ranks as the top growth area in the State of Texas and one of the top
growth areas in the United States. The City currently has a land area of 9 square miles and a
population of 6,850 (per the North Central Texas Council of Governments). The City is empowered to
levy a property tax on both real and personal property located within its boundaries. The City also has
the power by state statute to extend its corporate limits by annexation, which is done periodically when
deemed appropriate by the City Council. Between 1998 and 2002 the City expanded by 2,340 acres,
or 3.7 square miles. However, in April 2004 the City deannexed approximately 345 acres along F.M.
1836, which was originally annexed in September 1999. In December 2006, the City Council
approved a voluntary annexation of approximately 18 acres of undeveloped land. A retirement
community is planned for future use of this property.

The City of Kaufman, a Home Rule City, has operated under the Council-Manager form of
government since 1987. Policymaking and legislative authority is vested in the City Council, which
consists of a Mayor and six council members. The City Council is responsible for passing ordinances,
adopting the budget, hiring the City Manager, and appointing the City Secretary, City Judge, City
Attorney and Chief of Police. The City Manager is responsible for carrying out the policies and
ordinances of the City Council, overseeing the day-to-day operations of the City, and for appointing
the heads of the city's departments. The City Council is elected on a non-partisan basis. Council
members are elected to two-year staggered terms with three Council members elected every two
years. The Mayor is also elected to two-year terms. All Council members are elected at-large, on a
plurality basis.

Vi
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Services Provided. The City of Kaufman provides a full range of municipal services including police
and fire protection; water, sewer, and solid waste services; recreational and cultural activities; land
planning and zoning/community development; building/code enforcement; and the construction and
maintenance of streets and infrastructure. The city also is financially accountable for a legally
separate economic development corporation, which is reported separately within the city's financial
statements. Additional information on this legally separate entity can be found in Note 1 in the notes
to the financial statements.

Mission Statement. Our goal is to enhance the quality of life of our citizens by providing a safe,
clean environment through efficient delivery of public services.

Budgetary Controls. The City maintains acceptable budgetary controls. The objective of these
controls is to ensure compliance with legal provisions embodied in the annual appropriated budget
approved by the City Council. Activities of the general fund, debt service fund and enterprise fund are
included in the annual appropriated budget. Project-length budgets are adopted for capital project
funds. The level of budgetary control (i.e., the level at which expenditures cannot legally exceed the
appropriated amount) is established at the fund level.

As demonstrated by the statements and schedules included in the financial section of this report, the
City of Kaufman continues to meet its responsibility for sound financial management.

FACTORS AFFECTING FINANCIAL CONDITION

Property values show moderate growth with a $16,129,709 (8.6%) increase in fiscal year 2003,
$6,869,496 (3.4%) increase in fiscal year 2004, $18,838,708 (8.97%) increase in fiscal year 2005,
$2,156,921 (0.95%) increase in fiscal year 2006, $21,620,006 (9.44%) in fiscal year 2007,
$20,648,965 (8.24%) in fiscal year 2008, and $7,975,906 (2.86%) for fiscal year 2009. Sales tax
collections declined by 4.66% over fiscal year 2008 partially due to the beginning of the recession.
Several new retail outlets opened and should positively impact sales tax revenue in fiscal year 2010,
but we can expect the revenues to be flat, at best for the next six months.

The City continued to monitor revenue and expenditures during the year and make adjustments as
necessary. In fiscal year 2009, the City paid cash for one police patrol car. Most other capital
purchases were put on hold due to the expected drop in revenues from the recession. The budget for
fiscal year 2010 provides for little additional equipment purchases and no pay raises for employees.
The primary goal of the 2010 Budget is to hold the line on expenses until there is a return of a
productive economy. The street improvement program included $300,000 in fiscal year 2006,
$337,000 in fiscal year 2007, $200,000 in fiscal year 2008, and $200,000 in Fiscal Year 2009. This
was reduced even further for 2010 to $175,000.

VI
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Community Development Issues. In FY08-09 work is still continuing on Fantasy Plaza, on Cherry
Street, a development for office and a future restaurant, which started in FY06-07. The exterior of the
building, the parking lot and the landscaping have been installed. The property owner is still working
on the interior of the building. Staff is expecting the suites to start being occupied in FY09-10. The
strip center at 1107 E. Mulberry has begun renovations, since it was purchased late in FY08-09. The
first occupancy will be the Town Laundry and then the Three Way Convenience Store. The new
property owner has begun upgrading the exterior appearance and will continue through FY09-10. In
FY08-09 construction of two kidney dialysis centers were completed, the DaVita on Millennium Drive
and the Fresenius on Old Kemp Highway.

The City of Kaufman Central Business District has seen significant remodeling improvements in this
last fiscal year. The Frankie Janicek’s building at 101 W. Mulberry, which had been considered for
condemnation, now has a new roof and a second floor with windows. The sprinkler permit has been
ready to issue, but the property owner has not picked up the permit. Two apartments above Stevie’s
Barbeque, at 101 N. Jackson, were completed and are ready for occupancy. Sam Lalamia was
issued permits at 114 N. Washington, for four office suites on the second floor. Additionally, another
permit was issued for one apartment unit at the rear of the second floor of 114 N. Washington. All
four office suites have been renovated to match the historic architecture of Maples Hall. The awning
above the Visiting Nurses Association was replaced.

During FY08-09 a total of 285 building permits were issued at a combined value of $5,652,954. The
breakdown is as follows: 3 commercial permits valued at $2,147,500, O residential permits, 63
building remodel permits valued at $2,375,894, 18 demolition permits valued at $47,995 and 201
additional permits valued at $1,081,565. The additional permits include electrical, fences,
foundations/approaches, mechanical, plumbing, signs, storage/garages, swimming pools and
miscellaneous permits.

The First Baptist Church has rezoned their property in the 1900 Block of Fair Street to develop a
church campus complex. The building permit for the 9.645 square feet youth building has been
submitted and reviewed. Staff is waiting for revisions to be submitted for review. Construction should
begin in spring 2010. Additionally, Staff is expecting another building permit from the First Baptist
Church for the second building for an education and daycare center. Falcon Steel has completed one
crane run and will begin construction of the second crane run in the spring of 2010. Dad’s Yellow
Rose Café has completed major renovations and opened for business. Servant’s Bookstore closed
and kitchen renovations were made and reopened as CJ's Restaurant. Rey Reviera has removed
the light/sign pole and upgraded the outer appearance at 501 South Washington.

Trapper and Sabrina Barnes have submitted a site plan that has been approved by the Planning and
Zoning Commission and will be going to City Council to remove the existing house at 506 S.
Washington (former location of Arctic Air) to develop a new 3,900 square foot building for their new
heating/air conditioning business. The Kaufman County Appraisal District is purchasing property in the
Millennium Business Park to develop their new offices in 2010. The Kaufman Physical Therapy is
also looking to relocate in the Millennium Business Park.
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Construction was completed on the Kaufman Annex Sewer Phase |l project funded by the Texas
Water Development Board. This project involved the remaining annexed areas along the south side
of Hwy 175 and along FM 1836. This project also involved other wastewater infrastructure
improvements within the City. These included the upgrade of two sanitary sewer lift stations (Alton
Street and Shannon Street) and gravity line replacements on Clay Street, Grove Street and Lewis
Drive.

The Texas Department of Transportation (TxDot) has completed construction of the Mulberry Street
water line project. The total project cost exceeded the original estimate of $304,000. The total
completed project cost was $481,690 with overages being due to higher bids than expected and
participation in the cost of right of way for drainage. The Kaufman Economic Development
Corporation paid $100,000 toward this project with the City funding the remaining $381,690.
Completion of the pavement reconditioning is scheduled to be complete in March 2010.

Construction is also complete on the 2006/2007 TCDP Sanitary Sewer Grant. This grant funding
increased to $340,000. This project will replace the much needed sewer mains and manholes on
South Jefferson Street from South Street to the Hwy 175 service road. The City will match this with
$73,610 for a project total of $413,610.

Two emergency sewer repairs that involved the replacement of sewer mains and manholes occurred
on South Houston Street between Second and Seago Street, the other occurred on East First North
from Jefferson to Monroe. The total cost of both projects was $103,766.

The City was awarded a 2008-2009 TCDP Sanitary Sewer Grant. This project includes the
replacement of sewer mains, manholes and service lines on South Jackson Street from Second to
Ann, South Houston from Second to Seago and East First North from Washington to Wilson.
However, due to the previous emergency line replacements this project had to be amended to remove
parts of South Houston and East First North and added South Clay from Seago to Mulberry. The total
estimated project cost is $341,710 with the grant funding $283,000 and the City matching $58,710. At
this time, the project amendments are pending approval from State and Federal authorities.

Compensation Plan/Personnel. Overall staffing of the city in fiscal year 2009 was 63 full-time, two
seasonal and 1 part-time personnel. Total budgeted payroll with benefits was $3,341,193 of the
Fiscal Year 2009 budget. A generous benefit package is provided to employees including vacation,
holiday, sick pay and 100% employer paid health benefits for employees. In fiscal year 2007, health
reimbursement accounts (HRAs) were established for full time employees and funded by the City at
the level of $30 per month for each employee. Funding of the HRA accounts continued at the same
level for fiscal year 2009. However, in fiscal year 2010, the funding level was increased to $60 per
month for each employee. The City provides Texas Municipal Retirement System (TMRS) to their
employees, with a contribution rate of 7% (effective October 2007), 2 to 1 match, 5 year vesting,
updated service credits and a 20-year retirement plan.
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The City funded a 4.5% pay increase for all city employees in fiscal year 2006, 4% across the board
pay increase in fiscal year 2007 and a 4% increase in 2008. The Council recognizes the importance
of hiring and maintaining a responsible workforce and approved an across the board 2% pay increase
plus a merit increase for Fiscal Year 2008. Most employees realized a 5 to 5 %2% overall pay increase
effective October 1, 2007. In an effort to remain competitive with surrounding areas, the City Council
also implemented a compensation study in fiscal year 2008. That plan resulted in a three year phase
in for adjusting employee salaries to market. The first year was implemented in 2009 with salaries
being adjusted 5.9% on an average. Unfortunately, step two of implementation was put on hold for
fiscal year 2010 due to the downturn in the economy. The City Council opted to forgo raises as a way
to maintain fiscal year 2009 staffing levels.

Cash Management. Cash temporarily idle during the year was invested in demand deposits,
certificates of deposit, Texpool and TexStar investment pools. The average yield on investments,
except for the pension trust fund, was 0.25% on checking accounts (15% of portfolio), 1.3% on
certificates of deposit (20% of portfolio) and 0.81% on investment pools (65% of portfolio).

The city’s investment policy complies with the Public Funds Investment Act. The policy is designed to
ensure the safety of its principal in the overall portfolio as the foremost objective. Accordingly,
deposits are either insured by federal depository insurance or collateralized. The investment policy is
reviewed and updated annually, as applicable. The current depository contract is with American
National.

Risk Management. The city currently maintains third party insurance coverage to minimize all
financial risks. Risk management programs are in place to minimize risk in the areas of workers’
compensation, general liability, public officials and employees’ liability, police officer liability and
property and fleet/equipment liability and damage.

Pension Benefits. The city provides pension benefits to all of its full-time employees through a
nontraditional, joint contributory, defined contribution plan in the state-wide Texas Municipal
Retirement System (TMRS), an agent multiple-employment public employee retirement system. The
pension plan is administered and accounted for by TMRS rather than by the City.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officer's Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the City of Kaufman for its
comprehensive annual financial report for the fiscal year ended September 30, 2008. This was the
eleventh consecutive year that the government has achieved this prestigious award. In order to be
awarded a Certificate of Achievement, a government must publish an easily readable and efficiently
organized comprehensive annual financial report. This report must satisfy 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
comprehensive annual financial report 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.

Xl
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For the third time, the 2009 Business Plan (fiscal year 2009 budget) received the Distinguished
Budget Presentation Award from the GFOA. This award is the highest level of recognition in
governmental budgeting. The City believes its 2010 Business Plan continues to meet award
requirements and is submitting it to GFOA for review.

The preparation of the comprehensive annual financial report on a timely basis was made possible by
the dedicated services of the entire staff of Witherspoon, Yeldell & Wilson, P.C. and the Finance
Director of the City of Kaufman.

In closing, the members of the City Council are to be commended for their interest and support in
planning and conducting the financial operations of the city in a responsible and progressive manner.

UeCs T

Curtis S Jo Ann Talbot
City Manager Assistant City Manager

Sincerely

Xl
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Witherspoon, Yeldell & Wilson

CERTIFIED PUBLIC ACCOUNTANTS (A PROFESSIONAL CORPORATION))

Members of American Institute of Certified Public Accountants / Members of Private Companies Practice Section

Gary D. Witherspoon, CPA / Greer Yeldell, CPA / Glen D. Wilson, CPA / Misty Culpepper, CPA
Mary E. Coile, CPA / Brooke Farmer, CPA / Glenda Valek, CPA / Joyce Reeve, CPA

INDEPENDENT AUDITOR'S REPORT

To the City Council
City of Kaufman, Texas

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the discretely presented component unit, each major fund, and the
aggregate remaining fund information of City of Kaufman, Texas, as of and for the year ended
September 30, 2009, which collectively comprise the City's basic financial statements as listed
in the table of contents. These financial statements are the responsibility of City of Kaufman,
Texas’ management. Our responsibility is to express opinions on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund
information of the City of Kaufman, Texas, as of September 30, 2009, and the respective
changes in financial position and, where applicable, cash flows thereof and the respective
budgetary comparison for the General Fund for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

The management’s discussion and analysis on pages 3 through 10 is not a required part of the
basic financial statements but is supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did
not audit the information and express no opinion on it.

611 SOUTH CLAY « P.O. BOX 1087 + ENNIS, TEXAS 75120
972-878-2611 « (FAX) 972-878-0580 + www.wywcpa.com



City Council
Page Two

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

1}
L) B cagpooun, Yeltloed + &) ilygui, P .
Witherspoon, Yeldell & Wilson, P.C.
Certified Public Accountants

January 21, 2010



CITY OF
KAUFMAN

MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Kaufman, we offer readers of the City’s financial statements this
narrative overview and analysis of the financial activities of the City for the fiscal year ended
September 30, 2009. Readers are encouraged to consider the information presented here in
conjunction with additional information furnished in the letter of transmittal, which can be found on
pages VI-XII of this report.

FINANCIAL HIGHLIGHTS

* The assets of the City of Kaufman exceeded its liabilities at the close of the most recent fiscal year
by $15,150,709 (net assets). Of this amount, $4,443,612 (unrestricted net assets) may be used to
meet the government’s ongoing obligations to citizens and creditors in accordance with the City's
fund designation and fiscal policies.

* The City’s total net assets increased by $13,998.

* As of the close of the current fiscal year, the City of Kaufman's governmental funds reported
combined ending fund balances of $2,951,604. Over 91% of this total amount, $2,686,266 is
unreserved and available for use within the City’s designation and policies.

* At the end of the current fiscal year, unreserved fund balance for the general fund was $1,876,268
or 58% of the total general fund expenditures.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City's 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 financial statements. This

report also contains other supplementary information in addition to the basic financial statements
themselves.

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

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.
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The Statement of Activities presents information showing how the City’s net assets changed during
the most recent fiscal year. All changes in net assets are reported when the underlying event giving
rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and
expenses are reported in this statement for some items that will only result in cash flows in future
fiscal periods (e.g., uncollected taxes and earned but unused compensated absences).

Both of the government-wide financial statements distinguish functions of the City that are principally
supported by taxes and intergovernmental revenues (governmental activities) from functions that are
intended to recover all or a significant portion of their costs through user fees and charges (business-
type activities). The governmental activities of the City include general government, public safety,
streets, and cultural and recreational. The business-type activities of the City include water and sewer
operations.

The government-wide financial statements include not only the City itself (known as the primary
government), but also a legally separate economic development corporation for which the City is
financially accountable. Financial information for this component unit is reported separately from the
financial information presented for the primary government itself. Complete financial statements for
the Corporation may be obtained at the City's administrative office.

The government-wide financial statements can be found on pages 11-12 of this report.

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. The City, like
other state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. All of the funds of the City can be divided into two categories-
governmental funds and proprietary funds.

Governmental Funds. 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, governmental fund financial statements focus on current
sources and uses of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in evaluating a government’s near-term
financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund statements
of revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.

The City maintains ten individual governmental funds. Information is presented separately in the
Governmental Fund Balance Sheet and in the Governmental Fund Statement of Revenues,
Expenditures, and Changes in Fund Balances for the General Fund which is considered to be major
fund. Data from the other nine funds are combined into a single, aggregated presentation. Individual
fund data for each of these non-major governmental funds is provided in the form of combining
statements elsewhere in this report.
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The City adopts an annual appropriated budget for its general fund. A budgetary comparison
statement has been provided for the general fund to demonstrate compliance with this budget.

The basic governmental fund financial statements can be found on pages 13-16 of this report.

Proprietary Funds. The City maintains one type of proprietary fund. The enterprise fund is used to
report the same functions presented as business-type activities in the government-wide financial
statements. The City uses the enterprise fund to account for its water and sewer operations.

Proprietary funds provide the same type of information as the government-wide financial statements,
only in more detail. The proprietary fund financial statements provide separate information for the
Water and Sewer fund since it is considered to be a major fund of the City.

The basic proprietary fund financial statements can be found on pages 17-19 of this report.

Notes to the 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 the financial statements can be found on pages 20-41 of this report.

Other Information. In addition to the basic financial statements and accompanying notes, this report
also presents combining statements referred to earlier in connection with non-major governmental
funds. Combining and individual statements and schedules can be found on pages 42-48 of this
report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of the City of Kaufman, assets exceeded liabilities by $15,150,709 as of
September 30, 2009.

A large portion of the City’'s net assets (68%) reflects its investments in capital assets (e.g., land,
construction in progress, buildings, improvements, machinery and equipment and infrastructure), less
any debt used to acquire those assets that is still outstanding. The City uses these capital assets to
provide service to citizens; consequently these assets are not available for future spending. Although
the City’s investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities.



CITY OF KAUFMAN'S NET ASSETS

Governmental Business-Type
Activities Activities Total
2009 2008 2009 2008 2009 2008
Current and other assets  $ 3,340,560 $ 3,450,827 $ 2,072,141 $ 3,077,362 $ 5,412,701 $ 6,528,189
Capital assets 4,308,713 4,508,450 13,321,027 13,029,415 17,629,740 17,537,865
Total assets 7,649,273 7,959,277 15,393,168 16,106,777 23,042,441 24,066,054
Long term liabilities 2,261,411 2,349,081 5,190,012 5,633,179 7,451,423 7,982,260
Other liabilities 241,628 268,987 198,681 678,096 440,309 947,083
Total liabilities 2,503,039 2,618,068 5,388,693 6,311,275 7,891,732 8,929,343
Net assets:
Invested in capital assets,
net of related debt 2,159,116 2,241,774 8,170,514 8,288,607 10,329,630 10,530,381
Restricted 43,570 263,071 333,897 324,576 377,467 587,647
Unrestricted 2,943,548 2,836,364 1,500,064 1,182,319 4,443,612 4,018,683
Total net assets $ 5,146,234 $ 5,341,209 $10,004,475 $ 9,795,502 $ 15,150,709 $ 15,136,711

Certain reclassifications have been made to the prior year data to conform with the current year
presentation.

An additional portion of the City’s net assets (2%) represents resources that are subject to external
restriction on how they may be used. The remaining balance of unrestricted net assets $4,443,612
may be used to meet the government’s ongoing obligation to citizens and creditors.

At the end of the current fiscal year, the City is able to report positive balances in all three categories
of net assets, both for the government as a whole as well as for its separate categories —
governmental and business-type activities.

Analysis of the City’s Operations. The following table provides a summary of the City’s operations
for the year ended September 30, 2009. Governmental activities decreased the City’s net assets by
$194,975. Business-type activities increased the City’s net assets by $208,973, accounting for the
total growth in net assets.



CITY OF KAUFMAN'S CHANGES IN NET ASSETS

Governmental Business-Type
Activities Activities Total

2009 2008 2009 2008 2009 2008

Revenues:

Program revenues:
Charges for services $ 375613 $ 348,793 $ 2,488,509 $ 2,407,206 $ 2,864,122 $ 2,755,999
Operating grants and

contributions 204,767 141,528 - - 204,767 141,528
Capital grants and
contributions 88,480 - 258,056 181,944 346,536 181,944
General revenues:
Property tax 1,776,057 1,712,812 - - 1,776,057 1,712,812
Sales tax 1,089,696 1,142,915 - - 1,089,696 1,142,915
Franchise tax 426,761 402,485 - - 426,761 402,485
Hotel occupancy tax 38,575 38,511 - - 38,575 38,511
Alcoholic beverage tax 4,581 4,884 - - 4,581 4,884
Investment earnings 30,236 82,046 21,147 55,570 51,383 137,616
Miscellaneous 57,092 96,346 99,449 109,656 156,541 206,002
Total revenues 4,091,858 3,970,320 2,867,161 2,754,376 6,959,019 6,724,696
Expenses:
General government 803,190 804,317 - - 803,190 804,317
Public safety 2,092,090 1,936,885 - - 2,092,090 1,936,885
Streets 802,630 552,602 - - 802,630 552,602
Cultural and
recreational 321,217 328,352 - - 321,217 328,352
Interest on long-
term debt 98,130 97,919 - - 98,130 97,919
Water - - 1,598,350 1,739,303 1,598,350 1,739,303
Sewer - - 1,229,413 819,494 1,229,413 819,494
Total expenses 4,117,257 3,720,075 2,827,764 2,558,797 6,945,021 6,278,872
Increase in net assets
before transfers (25,399) 250,245 39,397 195,579 13,998 445,824
Transfers (169,576) (331,270) 169,576 331,270 - -
Increase in net asset (194,975) (81,025) 208,973 526,849 13,998 445,824
Net assets - beginning 5,341,209 5,422,234 9,795,502 9,268,653 15,136,711 14,690,887
Net assets - ending $ 5,146,234 $ 5,341,209 $ 10,004,475 $ 9,795,502 $ 15,150,709 $ 15,136,711

® Property taxes increased by $63,245 (3.7%) during the year. The majority of this increase is the
product of a 5.2% increase in the net taxable assessed valuation.

* For the most part, decreases in expenses resulted from management imposed budgetary controls
initiated in response to a declining national, state and local economy.

* Charges for services for business-type activities increased by 3.4%, which resulted from an
increase in rates of forty cents (40¢) per 1,000 gallons of water, a $1.50 increase to base fees, and
a pass through ten cent (10¢) rate increase from the City's water supplier, North Texas Municipal
Water District.



FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS

Governmental Funds. The focus of the City of Kaufman's governmental funds is to provide
information on near-term inflows, outflows, and balances of spendable resources. Such information is
useful in assessing the City’s financing requirements. In particular, unreserved fund balance may
serve as a useful measure of a government’s net resources available for spending at the end of the
fiscal year.

As of the end of the current fiscal year, the City of Kaufman’s governmental funds reported combined
ending fund balances of $2,951,604. Approximately 91% of this total amount $2,686,266 constitutes
unreserved fund balance. The remainder of the fund balance is reserved to indicate that it is not
available for new spending because it has already been committed 1) to pay for debt service
($38,378), 2) capital projects ($218,326) and 3) for a variety of other restricted purposes ($8,634).

The general fund is the chief operating fund of the City. At the end of the current fiscal year,
unreserved fund balance of the general fund was $1,876,268, while total fund balance reached
$2,103,178. As a measure of the general fund’'s liquidity, it may be useful to compare both
unreserved fund balance and total fund balance to total fund expenditures. Unreserved fund balance
represents 58% of total general fund expenditures, while total fund balance represents 65% of that
same amount.

In the general fund, the City budgeted for a decrease in the fund balance of $427,284. Due to actual
expenses being less than budgeted, the actual fund balance decrease for fiscal year 2009 was
$58,662.

Proprietary Funds. The City’s proprietary fund statements provide the same type of information
found in the government-wide financial statements, but in more detail.

Unrestricted net assets of the Water and Sewer fund at the end of the year amounted to $1,500,064.
Net assets increased in 2009 by $208,973. Other factors concerning the finances of this fund have
already been addressed in the analysis of the City’s operations.

General Fund Budgetary Highlights — General fund actual revenues of $3,562,822 exceeded
budget revenues of $3,539,016 by $23,806. Following are the main components that experienced an
increase or decrease of actual revenue compared to budgeted revenue:

®* The $52,164 (3.4%) increase in property tax resulted from an increased net taxable assessed
value of 5.2%

® The sales tax decrease of $92,059 (7.8%) is due to decreased local, state and national economic
activity.

Budgeted general fund expenditures of $3,618,850 exceeded actual expenditures of $3,228,242.
This $390,608 positive variance in expenditures was achieved through a series of expenditure
restrictions imposed during the year.



CAPITAL ASSETS

The City of Kaufman'’s investment in capital assets for its governmental and business-type activities
as of September 30, 2009 amounts to $17,629,740 (net of accumulated depreciation). This
investment in capital assets includes land, construction in progress, buildings, improvements,
machinery and equipment, and infrastructure.

Major capital asset events during the current fiscal year included the following:

* Land addition of approximately $88,000 from a developer.
e Completion of water and sewer system additions of approximately $2,550,000.

Capital Assets at Year-End
Net of Accumulated Depreciation

Governmental Business-Type
Activities Activities Total
2009 2008 2009 2008 2009 2008
Land $ 811,680 $ 723,200 $ 549,374 $ 549,374 $ 1,361,054 $ 1,272,574
Construction in progress 14,442 14,442 12,986 1,639,776 27,428 1,654,218
Buildings 498,595 535,564 3,054,392 3,230,130 3,552,987 3,765,694
Improvements 583,261 630,902 9,674,206 7,567,179 10,257,467 8,198,081
Machinery and equipment 791,616 866,923 30,069 42,956 821,685 909,879
Infrastructure 1,609,119 1,737,419 - - 1,609,119 1,737,419

Total $ 4,308,713 $ 4,508,450 $ 13,321,027 $ 13,029,415 $ 17,629,740 $ 17,537,865

Additional information on the City of Kaufman's capital assets can be found in note 4 on pages 30-31
of this report.

DEBT ADMINISTRATION

At the end of the current fiscal year, the City of Kaufman had a total bonded debt payable of

$6,865,000, all of which is backed by the full faith and credit of the government.

Outstanding Debt at Year End
Bonds Payable

Governmental Business-Type
Activities Activities Total
2009 2008 2009 2008 2009 2008
Certificates of obligation $ 2,143,065 $ 2,259,419 $ 2,516,935 $ 2,651,581 $ 4,660,000 $ 4,911,000
Tax and revenue refunding
bonds - - 2,205,000 2,530,000 2,205,000 2,530,000
Total $ 2,143,065 $ 2,259,419 $ 4,721,935 $ 5,181,581 $ 6,865,000 $ 7,441,000




The ratings of the City's Combination Tax and Revenue Certificates of Obligation and Combination
Tax and Revenue Refunding Bonds are listed below.

Moody's
Certificates of Obligation Baal
Revenue Bonds Baal

The City's bonds are insured thus holding an Aaa (insured) credit rating from Moody's.

Additional information on the City of Kaufman's long term-debt can be found in note 4 on pages 32-36
of this report.

ECONOMIC FACTORS AND NEXT YEAR’'S BUDGETS AND RATES

In the Fiscal Year 2009-2010 Budget, General Fund revenues are budgeted to decrease by $174,958
or 4.66% from the 2008-2009 budget year with general property taxes making up about $1,520,370 or
42.52% of anticipated general fund revenues. Property values show a $12,385,944 or 4.32%
decrease over the prior year primarily due to the loss of taxable value in personal property. The City
Council adopted a tax rate of $0.6371 per $100 assessed valuation which is an increase of 4.64%
over last year’s rate. The debt service portion of the tax rate increased from $0.0735 to $0.0781 per
$100 of net assessed valuation. A decline in taxable values, loss of two major commercial taxpayers,
and a new expemption for 100% disabled veterans created an increase in the effective tax rate
adopted by the City Council. Sales tax, the second largest revenue source for the General Fund, is
budgeted at $1,079,360 or 30.19% of anticipated general fund revenue. Other major revenue
sources include $1,409,464 from water sales, $1,110,000 from sewer services, and $402,500 from
franchise agreements. Fiscal year 2010 water rates increased by twelve cents (12¢) per 1,000
gallons. Of this increase, seven cents (7¢) was a direct pass thru of increased costs from the City’s
water supplier, North Texas Municipal Water District.

The Fiscal Year 2010 Budget adopted by the City Council included a decrease of $499,563 or 11.96%
in the General Fund Budget and an increase of $108,308 or 4.06% in the Enterprise Fund Budget
when compared to the previous year’s budget. The City continued it's current staffing of 63 full time,
one (1) part time, and two (2) seasonal employees. The City chose to forgo employee raises in an
effort to maintain current staffing. Use of $91,093 unrestricted General Fund balance was approved
for street improvements and other capital expenditures. Use of $128,711 unrestricted Enterprise Fund
balance was approved to pay for improvements at the wastewater treatment plant, for the purchase of
a pickup for the Water Department and provide matching funds for a sewer grant.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the City’s finances for all those with
an interest in the government’s finances. If you have any questions about this report or need any
additional information, contact the City of Kaufman, Attention: Director of Finance at 209 South
Washington  Street, Kaufman, Texas 75142, call (972) 932-2216, or e-mail at
kaufmanfinance@mycvc.net.
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ASSETS
Cash and cash equivalents
Investments
Receivables (net of allowance for
uncollectibles)
Due from primary government
Internal balances
Inventories
Prepaid items
Deferred charges
Restricted assets:
Cash and cash equivalents
Investments
Capital assets:
Non-depreciable
Depreciable (net of accumulated
depreciation)
Total assets

LIABILITIES
Accounts payable and other current
liabilities
Accrued payroll payable
Accrued interest payable
Customer deposits payable
Due to other governments
Due to component unit
Liabilities payable from restricted
assets
Noncurrent liabilities:
Due within one year
Due in more than one year
Total liabilities

NET ASSETS
Invested in capital assets, net of
related debt
Restricted for:
Public safety
Cultural and recreational
Debt service
Unrestricted
Total net assets

CITY OF KAUFMAN, TEXAS
STATEMENT OF NET ASSETS

September 30, 2009

Primary Government

Governmental  Business-type Component
Activities Activities Total Unit

$ 645117 $ 899,053 $ 1,544,170 $ 909,937

2,059,911 358,928 2,418,839 -

451,869 405,097 856,966 -

- - - 60,125

122,604 (122,604) - -

- 77,693 77,693 -

3,442 1,238 4,680 -

57,617 110,811 168,428 -

- 207 207 -

- 341,718 341,718 -

826,122 562,360 1,388,482 413,781

3,482,591 12,758,667 16,241,258 6,511

7,649,273 15,393,168 23,042,441 1,390,354

76,775 93,092 169,867 4,935

23,985 9,161 33,146 -

11,467 15,399 26,866 -

- 73,208 73,208 -

69,276 - 69,276 -

60,125 - 60,125 -

- 7,821 7,821 -

218,817 580,714 799,531 5,485

2,042,594 4,609,298 6,651,892 -

2,503,039 5,388,693 7,891,732 10,420

2,159,116 8,170,514 10,329,630 420,292

4,442 - 4,442 -

750 - 750 -

38,378 333,897 372,275 -

2,943,548 1,500,064 4,443,612 959,642

$ 5,146,234 $ 10,004,475 $ 15,150,709 $ 1,379,934

See accompanying notes to financial statements.
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Function/Program Activities
Primary government:
Governmental activities:
General government
Public safety
Streets
Cultural and recreational
Interest on long-term debt
Total governmental activities
Business-type activities:
Water
Sewer
Total business-type activities
Total primary government

Component unit:
Kaufman Economic Development Corporation
Total component unit

CITY OF KAUFMAN, TEXAS
STATEMENT OF ACTIVITIES
Year Ended September 30, 2009

Program Revenues

Net (Expense) Revenue and
Changes in Net Assets

Operating Capital Primary Government
Charges for Grants and Grants and  Governmental Business Component
Expenses Services Contributions  Contributions Activities Activities Total Unit
$ 803,190 $ 104,309 $ 196,280 - $ (502,601) $ - $ (502,601) $ -
2,092,090 221,431 500 - (1,870,159) - (1,870,159) -
802,630 46,413 - - (756,217) - (756,217) -
321,217 3,460 7,987 88,480 (221,290) - (221,290) -
98,130 - - - (98,130) - (98,130) -
4,117,257 375,613 204,767 88,480 (3,448,397) - (3,448,397) -
1,598,350 1,437,064 - 258,056 - 96,770 96,770 -
1,229,413 1,051,445 - - - (177,968) (177,968) -
2,827,764 2,488,509 - 258,056 - (81,199) (81,199) -
$ 6,945,021 $ 2,864,122 $ 204,767 346,536 (3,448,397) (81,199) (3,529,596) -
$ 144211 $ - $ - - - - - (144,211)
$ 144211 $ - $ - - - - - (144,211)
General revenues:
Property taxes 1,776,057 - 1,776,057 -
Sales taxes 1,089,696 - 1,089,696 363,232
Franchise taxes 426,761 - 426,761 -
Hotel occupancy taxes 38,575 - 38,575 -
Alcoholic beverage taxes 4,581 - 4,581 -
Investment earnings 30,236 21,147 51,383 12,503
Miscellaneous 57,092 99,449 156,541 -
Transfers (169,576) 169,576 - -
Total general revenues 3,253,422 290,172 3,543,594 375,735
Change in net assets (194,975) 208,973 13,998 231,524
Net assets - beginning 5,341,209 9,795,502 15,136,711 1,148,410
Net assets - ending $ 5,146,234 $10,004,475 $ 15,150,709 $ 1,379,934

See accompanying notes to financial statements.




ASSETS

Cash and cash equivalents

Investments

Receivables (net of allowance
for uncollectibles)

Prepaid items

Due from other funds
Total assets

LIABILITIES AND FUND BALANCES
Liabilities:

Accounts payable

Accrued payroll payable

Due to other governments

Due to component unit

Deferred revenue

Total liabilities

Fund balances:
Reserved for:
Public safety
Prepaid items
Cultural and recreational
Debt service
Capital projects
Unreserved:
Designated for contingencies
Designated for park projects
Undesignated
Unreserved reported in nonmajor
Special revenue funds
Capital projects funds
Total fund balances
Total liabilities and fund balances

CITY OF KAUFMAN, TEXAS

BALANCE SHEET
GOVERNMENTAL FUNDS
September 30, 2009

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

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds.

Other long-term assets are not available to pay for current-period expenditures and,

therefore, are deferred in the funds.

Long-term liabilities, including bonds payable and net pension obligation, are not due
and payable in the current period and, therefore, are not reported in the funds.

Net assets of governmental activities
See accompanying notes to financial statements.
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Other Total
Governmental Governmental

General Funds Funds
$ 538,641 $ 106,476 $ 645,117
1,324,747 735,164 2,059,911
425,507 26,362 451,869
3,392 50 3,442
122,604 - 122,604
$2,414,891 $ 868,052 $ 3,282,943
$ 69,002 $ 7,773 $ 76,775
23,985 - 23,985
69,276 - 69,276
60,125 - 60,125
89,325 11,853 101,178
311,713 19,626 331,339
4,442 - 4,442
3,392 50 3,442
750 - 750
- 38,378 38,378
218,326 - 218,326
400,000 - 400,000
10,086 - 10,086
1,466,182 - 1,466,182
- 488,390 488,390
- 321,608 321,608
2,103,178 848,426 2,951,604

$2,414,891 $ 868,052

4,308,713
101,178
(2,215,261)
$ 5,146,234





