CITY OF LA PORTE, TEXAS
COMPREHENSIVE ANNUAL FINANCIAL REPORT

For the fiscal year ended
September 30, 2008

Prepared by:

Department of Finance






City of La Porte
Comprehensive Annual Financial Report
For the Fiscal Year Ended September 30, 2008

TABLE OF CONTENTS

INTRODUCTORY SECTION
Letter of Transmittal
Organization Chart
GFOA Certificate of Achievement
List of Elected Officials

FINANCIAL SECTION
Independent Auditors' Report
Management’s Discussion and Analysis
Basic Financial Statements:
Government-wide Financial Statements:
Statement of Net Assets
Statement of Activities
Fund Financial Statements:
Balance Sheet — Governmental Funds
Reconciliation of the Governmental Funds Balance Sheet to
Statement of Net Assets
Statement of Revenues, Expenditures and Changes in
Fund Balances — Governmental Funds
Reconciliation of the Statement of Revenues, Expenditures, and Changes
In Fund Balances of Governmental Funds to the Statement of Activities
Statement of Net Assets — Proprietary Funds
Statement of Revenues, Expenses and Changes in
Fund Net Assets — Proprietary Funds
Statement of Cash Flows — Proprietary Funds
Notes to the Financial Statements
Required Supplementary Information:
Texas Municipal Retirement System Schedule of Funding Progress
Schedule of Revenues, Expenditures, and Changes in Fund
Balances — General Fund
Schedule of Revenues, Expenditures, and Changes in Fund
Balances — Grant Special Revenue Fund
Notes to the Required Supplementary Information
Combining Financial Statements — Nonmajor Governmental Funds:
Combining Balance Sheet — Nonmajor Governmental Funds
Combining Statement of Revenues, Expenditures and
Changes in Fund Balances — Nonmajor Governmental Funds
Schedules of Revenues, Expenditures, and Changes in
Fund Balances — Budget and Actual:
Street Maintenance Sales Tax Fund
Community Investment Special Revenue Fund
Hotel/Motel Occupancy Tax Special Revenue Fund
Tax Increment Reinvestment Zone One Special Revenue Fund
Section 4B Sales Tax Fund
Transportation and Other Infrastructure Fund
1998 General Obligation Bonds Fund
2000 Certificate of Obligation Bonds Fund
2000 General Obligation Bonds Fund

Page

10
11

15
17

27
28

30
33
34

37
38

40
42
45

77
78

79
81

84
88

93
94
95
96
97
98
99
100
101
102



City of La Porte
Comprehensive Annual Financial Report
For the Fiscal Year Ended September 30, 2008

TABLE OF CONTENTS

2002 General Obligation Bonds Fund
2004 General Obligation Bonds Fund
2005 General Obligation Bonds Fund
2005 Certificate of Obligation Bonds Fund
2006 Certificate of Obligation Bonds Fund
2006 General Obligation Bonds Fund
Debt Service Fund

2007 Certificate of Obligation Bonds Fund
Capital Projects Fund

Supplementary Individual Fund Financial Statements and Schedules — General Fund

Schedule of Revenues — Budget and Actual
Schedule of Expenditures — Budget and Actual
Combining Financial Statements — Nonmajor Enterprise Funds:
Combining Statement of Net Assets
Combining Statement of Revenues, Expenses and Changes in Fund Net Assets
Combining Statement of Cash Flows
Combining Financial Statements — Internal Service Funds:
Combining Statement of Net Assets
Combining Statement of Revenues, Expenses and Changes in Fund Net Assets
Combining Statement of Cash Flows
Capital Assets Used in the Operation of Governmental Funds:
Schedule by Source
Schedule by Function and Activity
Schedule of Changes by Function and Activity

STATISTICAL SECTION

Net Assets by Component

Changes in Net Assets

General Government Tax Revenues by Source

Fund Balances of Governmental Funds

Changes in Fund Balances of Governmental Funds
Assessed Value and Estimated Actual Value of Taxable Property
Property Tax Rates - Direct and Overlapping Governments
Principal Property Taxpayers

Property Tax Levies and Collections

Ratios of Outstanding Debt by Type

Ratios of General Bonded Debt Outstanding

Direct and Overlapping Governmental Activities Debt

Legal Debt Margin Information

Pledged Revenue Coverage

Demographic and Economic Statistics

Principal Employers

Full-time Equivalent City Government Employees by Function
Operating Indicators by Function

Capital Asset Statistics by Function

103
104
105
106
107
108
109
110
111
113
114
115
121
122
123
124
125
126
127
128
130
131
133
134

137
138
140
142
144
146
148
150
151
152
154
155
156
158
159
160
161
162
164



INTRODUCTORY SECTION






CITY OF LA PORTE

Established 1892

February 25,2009

To the Honorable Mayor, Members of the Governing Council and Citizens of the City of La Porte,
Texas:

The Finance Department and City Manager's Office are pleased to submit the Comprehensive
Annual Financial Report for the City of La Porte, Texas for the fiscal year ended September 30,
2008. This report is published to provide the City Council, City staff, our citizens, our bondholders
and other interested parties with detailed information concerning the financial condition and
activities of the City government.

This report consists of management’'s representations concerning the finances of the City of La
Porte. Consequently, management assumes full responsibility for the completeness and reliability
of all of the information presented in this report. To provide a reasonable basis for making these
representations, management of the City has established a comprehensive internal control
framework that is designed both to protect the government’'s assets from loss, theft or misuse and
to compile sufficient reliable information for the preparation of the City of La Porte’s financial
statements in conformity with GAAP. Because the cost of internal controls should not outweigh
their benefits, the City of La Porte’'s comprehensive framework of internal controls has been
designed to provide reasonable rather than absolute assurance that the financial statements will be
free from material misstatement. As management, we assert that, to the best of our knowledge and
belief, this financial report is complete and reliable in all material respects.

The City of La Porte’s financial statements have been audited by Pattillo, Brown & Hill, LLP, a firm
of licensed certified public accountants. The goal of the independent audit was to provide
reasonable assurance that the financial statements of the City of La Porte for the fiscal year ended
September 30, 2008 are free of material misstatement. The independent audit involved examining,
on a test basis, evidence supporting the amount and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management and
evaluating the overall financial statement presentation. The independent auditor concluded, based
upon the audit, that there was a reasonable basis for rendering an unqualified opinion that the City
of La Porte’s financial statements for fiscal year ended September 30, 2008, are fairly presented in
conformity with GAAP. The independent auditor's report is presented as a component of the
financial section of this report.
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The independent audit of the financial statements of the City of La Porte included a federally
mandated “Single Audit” designed to meet the special needs of federal grantor agencies. The
standards governing Single Audit engagements require the independent auditor to report not only
on the fair presentation of the financial statements, but also on the audited government’s internal
controls and compliance with legal requirements, with special emphasis on internal controls and
legal requirements involving the administration of federal awards. These reports are available in
the City of La Porte’s separately issued Single Audit Report.

GAAP requires that management provide a narrative introduction, overview and analysis to
accompany the basic financial statements in the form of Management’s Discussion and Analysis
(MD&A). This letter of transmittal is designed to complement MD&A and should be read in
conjunction with it. The City of La Porte’s MD&A can be found immediately following the report of
the independent auditors.

Profile of the City

The City of La Porte, incorporated in 1892, is located in the southeast quadrant of Harris County
and is bounded on the north by the Houston ship channel, on the east by Galveston Bay and the
south by the Bayport channel. The City of La Porte currently encompasses 19 square miles and
serves a population of 35,518.

The City is a home rule city operating under the Council-Manager form of government. Policy-
making and legislative authority are vested in a governing council consisting of the mayor and eight
other members. The city council is responsible, among other things, for passing ordinances,
adopting the budget, appointing committees and hiring both the City Manager and Attorney. The
City Manager is responsible for carrying out the policies and ordinances of the City Council, for
overseeing the day-to-day operations of the City and for appointing the heads of various
departments. The Council is elected on a non-partisan basis. The Mayor and Council members
serve three-year staggered terms. Six of the council members are elected by district. The Mayor
and the two remaining council members are elected at large.

The City of La Porte provides a full range of services, including police and fire protection, the
construction and maintenance of streets and other infrastructure and recreational activities and
cultural events. Certain services are provided through a legally separate Water Authority, which
functions, as a blended component unit and in essence, is a department of the City of La Porte,
and, therefore, has been included as an integral part of the City of La Porte’s financial statements.
Additional information on the Water Authority and other blended component units can be found in
Note 1.B. of the notes to the financial statements.

The City's accounting records for general governmental operations are maintained on a modified
accrual basis, with the revenues being recorded when available and measurable and expenditures
being recorded when the services or goods are received and the liabilities are incurred.
Accounting records for the City’s utilities and other proprietary activities are maintained on the
accrual basis.

The annual budget serves as the foundation for the City of La Porte’s financial planning and
control. Budgetary control has been established at the fund level. All agencies of the City of La
Porte are required to submit requests for appropriation to the City Manager on or before May 26 of
each year. The City Manager uses these requests as the starting point for developing a proposed
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budget. The City Manager then presents this proposed budget to council for review prior to
August. The council is required to hold a public hearing on the proposed budget and to adopt a
final budget by no later than August. The appropriated budget is prepared by fund, function (e.qg.,
public safety) and department (e.g., police). The directors are given latitude to approve transfers of
appropriations within a department. Transfers of appropriations between funds, however require
the special approval of the city council. Budget-to-actual comparisons are provided in financial
reports for each individual governmental fund for which an appropriated annual budget has been
adopted. For the general fund, this comparison is presented on page 78 as part of the required
supplementary information. For governmental funds, other than the general fund, with
appropriated annual budgets, this comparison is presented in the governmental fund subsection of
this report, which starts on page 82.

Factors Affecting Financial Condition

The information presented in the financial statements is perhaps best understood when it is
considered from the broader perspective of the specific environment within which the City of La
Porte operates.

Local economy. The City of La Porte is located in the southeast quadrant of Harris County, which
is a 1,723 square mile county is a leading oil, gas and petrochemical areas. The County has more
than 3,200 manufacturing plants, the nation’s largest concentration of petrochemical plants, the
third largest United States seaport and is a corporation management center. A significant part of
the County’s major employers, manufacturers, education and financial institutions are located in
Houston, the County seat. The Texas Medical Center, located in Harris County, is one of the
nation’s largest, providing medical care and educational opportunities. The county’s 64 hospitals
have over 17,000 beds of which 4,600 are in the Texas Medical Center. Higher education facilities
includes: University of Houston, Rice University, Texas Southern University, St. Thomas University
and Houston Baptist College, all offering full four-year as well as postgraduate programs. The
Lyndon B. Johnson Space Center is also located here.

Located some 20 miles southeast of Houston on Galveston Bay in Harris County are the three
communities that make up the La Porte Bayshore Area: La Porte, Morgan’s Point and Shoreacres.
The area has a combined population of approximately 40,000. Though much of the image of this
area is industrial, the La Porte-Bayshore area is still characterized by an expanse of resort homes.
Because of this, and the metropolitan advantages of Houston, La Porte is one of the few
communities in the Gulf Coast area that offers this favorable combination.

Future planning. The La Porte 2020 Comprehensive Plan is a 20-year master plan adopted by
the City Council to guide policy decisions relating to the physical and economic development of the
community. In general, the plan indicates how the community desires to develop and redevelop
over the course of the next twenty years. The comprehensive plan is a physical plan; it is long-
range, comprehensive and states the goals, objectives and policies of the local government. The
comprehensive plan provides clear direction through specific statements of action to achieve the
desired results envisioned by citizens and the leadership of the community.



The essential objectives of the comprehensive plan are as follows:

X3
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It is a plan to guide the future physical development and redevelopment of the community;

The time frame is long, extending over a twenty-year horizon;

It encompasses a large geographic area including the corporate limits and ETJ of the

community;

% Itis general in nature, allowing some issues to be resolved and many decisions to be made;

« It articulates ideas in a framework of goals and objectives, policies and actions, and plans
and projects;

« It is intended foremost, to serve as a continuing guide to decision-making, to provide a

common direction and to provide stability as issues are addressed and future decisions are

made.
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Residential Development. Neighborhoods are one of La Porte’s greatest assets as they form a
foundation for a sound quality of life. The City is made up of several distinct neighborhood areas,
each with somewhat different physical characteristics such as the age of housing, street
configuration, and the sizes of structures and lots. Much of the City’s overall image and identity is
due to the unique character of its neighborhoods and these distinguishing features should, therefore,
be preserved. Neighborhoods that are safe, well maintained and have character will maintain
property values and thus maintain a sound neighborhood environment and a stable residential tax
base.

The attractive appearance and environmental quality of existing and future low-density residential
neighborhoods should be protected and improvements made where necessary to maintain the value
of properties and enhance the quality of life. As the city continues to develop it is important that the
integrity of the neighborhoods is preserved and the value and enjoyment of property is maintained
and enhanced.

Goals for residential development:

3
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Consider programs to revitalize and rehabilitate existing housing where needed.

Meet the future housing needs by providing for a variety of housing options.

Encourage the rehabilitation or replacement of substandard housing.

Promote a standard of home ownership encouraging well-maintained residential properties.
Preserve the integrity of existing neighborhoods and create livable and safe neighborhood
environments.

Protect the attractive appearance and environmental quality of existing neighborhoods and
make necessary improvements to maintain the value of properties and enhance the quality
of life.
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Beautification and Conservation. Citizens have expressed great interest for enhancing the
visual appearance of La Porte and the redevelopment and reinvestment in Downtown, along major
corridors and in nonresidential areas. Through public involvement it is apparent that citizens
visualize attractive shopping centers, livable neighborhoods, landscaped roadways, pleasant
places to walk and an enhanced quality of life. They want successful shopping areas that appeal
to shoppers. They see the opportunities in downtown to create a destination that combines a lively
entertainment district in a historically significant area, retail stores interspersed with restaurants
and professional offices and a blend of residential units as well.



Goals for Beautification:

+« Improve the community character to make it a more desirable place to live, work and visit.

« Improve the aesthetic visual environment through enhancement of site design, signage,
roadways, parking areas, open space and landscaping.

+ Invest in Downtown to establish a vibrant mix of places to work, live and visit, with shops,
restaurants, entertainment and a variety of dwelling units.

Redevelopment Strategy. Urban redevelopment efforts require cooperative action to encourage
new and sustained private investment and to provide supporting rehabilitation of public
infrastructure. A key part of the process is determining what strategic actions the community
should take to achieve its redevelopment goals and objectives. Successful redevelopment will
often require cooperation and coordination between agencies at different levels of government as
well as non-profit community organizations. This should include coordination of physical
improvements with social service programs, which aim to enhance the health and economic
capacity of residents in targeted neighborhoods.

Redevelopment Goals:

+ Stabilize and improve the quality of neighborhoods and other areas in decline by attracting
renewed private investment activity.
+ Revitalize the City’'s historic downtown area.

Cash management policies and practices. Cash temporarily idle during the year was invested
in demand deposits and obligations of the U.S. Treasury. The maturities of the investments range
from 30 days to 2 years, with an average maturity of 14.32 months. The average yield on
investments was 3.32% for the government. Investment income includes appreciation in the fair
value of investments. Increases in fair value during the current year, however, do not necessarily
represent trends that will continue; nor is it always possible to realize such amounts, especially in
the case of temporary changes in the fair value of investments that the City intends to hold to
maturity.

Pension and other post employment benefits. The City of La Porte is a member of a cost
sharing multiple employer pension system administered by the State of Texas for its emergency
services employees.

The City of La Porte also provides pension benefits for its non emergency services employees.
These benefits are provided through a state-wide plan managed by Texas Municipal Retirement
System (TMRS). The City of La Porte has no obligation in connection with employee benefits
offered through this plan beyond its annual contractual payment to TMRS.

The City of La Porte also provides postretirement health and dental care benefits for certain
retirees and their dependents. As of the end of the current fiscal year, there were 61 retired
employees receiving these benefits.

Additional information on the City of La Porte’s pension arrangements and post employment
benefits can be found in Notes 6 and 10 in the notes to the financial statements.



Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City for its comprehensive annual
financial report for the fiscal year ended September 30, 2007. This was the twenty-seventh
consecutive year that the City has received this prestigious award. In order to be awarded a
Certificate of Achievement, the City published an easily readable and efficiently organized
comprehensive annual financial report. 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 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.

In addition, the government also received the GFOA's Distinguished Budget Award for its
annual budget document. In order to qualify for the Distinguished Budget Presentation
Award, the government’s budget document was judged to be proficient in several categories,
including as a policy document, a financial plan, an operations guide and a communications
device.

The preparation of this report would not have been possible without the efficient and
dedicated services of the entire staff of the finance and administration department. We
would like to express our appreciation to all members of the department who assisted and
contripatedto the preparation of this report. Credit also must be given to the mayor and city
il for heir unfailing support for mamtamlng the highest standards of professionalism in

Midhael G. Dolby, CPA
City Manager Director of Finance
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Certificate of
Achievement
for Excellence
1n Financial
Reporting

Presented to

City of La Porte
Texas

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
September 30, 2007

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.

President

Gy 42 Z-

Executive Director
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CITY OF LA PORTE

LIST OF ELECTED OFFICIALS

GEORGIA A. MALONE
COUNCIL PERSON
AT LARGE A

MICHAEL MOSTEIT
COUNCIL PERSON
DISTRICT 1

HOWARD EBOW
COUNCIL PERSON
DISTRICT 3

LOUIS RIGBY
COUNCIL PERSON
DISTRICT 5

ALTON PORTER
MAYOR

JOHN BLACK
COUNCIL PERSON
AT LARGE B

CHUCK ENGELKEN
COUNCIL PERSON
DISTRICT 2

TOMMY MOSER
COUNCIL PERSON
DISTRICT 4

MIKE CLAUSEN
MAYOR PROTEM
DISTRICT 6

11



12



FINANCIAL SECTION

13



14



| & 30 |

PATTILLO, BROWN & HILL, L.L.P.

CERTIFIED PUBLIC ACCOUNTANTS B BUSINESS CONSULTANTS

INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and Members
of the City Council
City of La Porte, Texas

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund and the aggregate remaining fund information of City of
La Porte, Texas (the “City”), as of and for the year ended September 30, 2008, which collectively
comprise the City’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the City’s management. Our responsibility is to express opinions
on these financial statements based on our audit.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major
fund and the aggregate remaining fund information of the City of La Porte, Texas, as of September
30, 2008, and the respective changes in financial position and, where applicable, cash flows, thereof
for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

401 WEST HIGHWAY 6 B P. 0. BOX 20725 m WACO, TX 76702-0725 B (254) 772-4901 ® FAX: (254) 772-4920 ® www.pbhcpa.com
AFFILIATE OFFICES: BROWNSVILLE, TX (956) 544-7778 ® HILLSBORO, TX (254) 582-2583
TEMPLE, TX (254) 791-3460 @ WHITNEY, TX (254) 694-4600 @ ALBUQUERQUE, NM (505) 266-5904
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In accordance with Government Auditing Standards, we have issued our report dated February 25,
2009, on our consideration of the City’s internal control over financial reporting and on our tests of
its compliance with certain provisions or laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion
on the internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

The Management’s Discussion and Analysis on pages 17 through 23, Pension System
Supplementary Information on page 75, and budgetary comparison information on pages 76 through
79 are not required parts of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

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

Patridlo Browmn 4 M, L.Lf

February 25, 2009
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CITY OF LA PORTE, TEXAS

Management’s Discussion and Analysis
For the Year Ended September 30, 2008

As management of the City of La Porte, 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, 2007. We
encourage readers to consider the information presented here in conjunction with additional information that we
have furnished in our letter of transmittal, which can be found on pages 3-8 of this report.

FINANCIAL HIGHLIGHTS

o The assets of the City of La Porte exceeded its liabilities at the close of the most recent fiscal year by
$101,945,458 (net assets). Of this amount $22,784,576 (unrestricted net assets) may be used to meet
the City’s ongoing obligations to citizens and creditors in accordance with the City’s fund designation
and fiscal policies and working capital requirements.

e The City’s total net assets increased by $6,152,309. This increase is due to capital contributions in the
business type funds.

o As of the close of the current fiscal year, the City of La Porte’s governmental funds reported combined
ending fund balances of $43,228,403. Of this amount, $39,845,794 (92%) is unreserved and available
for use within the City’s designation and policies and working capital requirements.

e Atthe end of the current fiscal year, unreserved fund balance for the general fund was $13,587,254
approximately (49%) of the total general fund expenditures.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction of 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.

The Statement of Activities presents information showing how the City’s net assets changed during the 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 report 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, public works, health and sanitation and culture
and recreation. The business-type activities of the City include the Water and Sewer Utilities, Airport, La Porte
Area Water Authority, Sylvan Beach Convention Center and Bay Forest Golf Course operations.

The government-wide financial statements can be found on pages 27-31 of this report.
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CITY OF LA PORTE, TEXAS

Management’s Discussion and Analysis

For the Year Ended September 30, 2008

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
funds balance sheet and the governmental