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November 21, 2003 MIKE F. PEREZ, City Manager

Honorable Mayor

Members of the City Commission

Members of the Public Utility Board of Trustees
Citizens of McAllen

City of McAllen

McAllen, Texas 78505

State and local law requires that the City of McAllen publish annually a complete set of financial
statements presented in conformity with generally accepted accounting principles (GAAP) in the
United States of America and audited in accordance with generally accepted auditing standards
by a firm of licensed certified public accountants. Accordingly, we hereby respectfully submit
the Comprehensive Annual Financial Report of the City of McAllen for the fiscal year ended
September 30, 2003.

This report contains management’s representations relating to the finances of the City of
McAllen. Therefore, management assumes full responsibility for the completeness and
reliability of all of the information presented in this report. In order to provide for a reasonable
basis for making these representations, management has established a comprehensive internal
control framework that is designed both to protect the City’s assets from loss, theft or misuse as
well as to compile sufficient reliable information for the preparation of the City of McAllens’
financial statements in conformity with GAAP. Since the cost of internal controls should not
outweigh their benefits, the City of McAllen'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. We, as management, assert that, to the best of our
knowledge and belief, this financial report is complete and reliable in all material respects.

The Comprehensive Annual Financial Report is presented in the four traditional sections:
introductory, financial, statistical and single audit. The introductory section, which is unaudited,
includes this letter of transmittal, an organizational chart and a list of the City of McAllen's
principal elected and appointed officials. The financial section includes the basic financial
statements, including the related notes, which are covered by the independent auditors’ opinion.
Required supplementary information, which includes Management’s Discussion and Analysis is
also included, however, is not covered by the independent auditors’ opinion, although the
auditors are associated with this information and do apply limited procedures. The financial
section also includes various combining and individual fund financial statements and schedules,
which are covered by the auditors’ opinion, however, only in relation to the basic financial
statements taken as a whole. The statistical section, which is unaudited, includes selected

.
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financial and demographic information, generally presented on a multi-year basis. Two
supplemental sections have been added; one, which contains information submitted in
compliance with SEC Rule 15¢2-12; the other, debt service schedules both for general obligation
and revenue bonds.

The City of McAllen is required to undergo an annual single audit in conformity with the
provisions of the Single Audit Act of 1984 and the U.S. Office of Management and Budget’s
Circular A-133, Audits of State and Local Governments and Non-Profit Organizations.
Information related to this single audit, including a schedule of expenditures of federal awards,
the independent auditors’ reports on internal controls and compliance with applicable laws and
regulations, and a schedule of findings and questioned costs are included in the single audit
section of this report.

The financial reporting entity (the government) includes all the funds the primary government
(i.e., the City of McAllen as legally defined). The City of McAllen provides a full range of
services including police and fire protection, recreational and cultural activities, water, sewer,
sanitation and recycling services, a municipal golf course, a civic center, an international airport,
intermodal transit terminal and an international toll bridge operation.

The City acts in the capacity of trustee for the Firemen’s Relief and Retirement Fund; therefore,
this activity is included in the reporting entity. However, the McAllen Independent School
District (MISD), McAllen Chamber of Commerce (MCC), McAllen Economic Development
Corporation (MEDC), McAllen Affordable Homes, Inc. (MAHI), and the Texas Municipal
Retirement System (TMRS) do not meet the established criteria for inclusion in the reporting
entity, and accordingly are excluded from this report.

Generally accepted accounting principles require 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 McAllen’s MD&A
can be found immediately following the report of the independent auditors.

CITY STRUCTURE, LOCAL ECONOMIC CONDITION AND OUTLOOK

The City of McAllen, incorporated in 1911 and the largest city in Hidalgo County, is located at
the intersection of U. S. Highway 83 and State Highway 336. It is approximately 230 miles
south of San Antonio, 150 miles north of Monterrey, Nuevo Leon, Mexico, a city with a
population of over 5 million including the surrounding suburbs, and just 7 miles north of
Reynosa, Tamps. Mexico. Within a 150-mile radius of McAllen, its trade area represents
approximately 10 million people. According to the 2000 census, McAllen’s population was
106,414, increasing 26.7% since 1990. Over the last 10 to 15 years, the City’s economy has
undergone a significant transformation, characterized by a decreasing reliance on agriculture. As
a consequence of this transformation, the City has experienced substantial economic growth that
has spurred growth in employment with a corresponding decline in its unemployment rate.

According to the Texas Workforce Commission, over the last 12 years the McAllen-Edinburg-
Mission MSA employment in the nonagricultural sector has grown from 103,500 in 1991 to
173,000 in 2003—a 67% increase. Currently with total employment at 196,535, only 10% of
employment is attributable to the agricultural category. Some of the more significant
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employment numbers by industry, which represent over 50% of total employment, include
government; trade, transportation and utilities; education and health services; and leisure and
hospitality.

The Maquiladora “Twin Plant” Program, under which U.S. firms locate manufacturing facilities
in Mexico accompanied by warehousing facilities in McAllen’s foreign trade zone in order to cut
labor costs and remain competitive, has been responsible for a large part of the job growth.
Since 1988 the McAllen Economic Development Corporation has been responsible for bringing
192 new companies, representing 17,117 new jobs to McAllen. Its efforts have also resulted in
235 new companies, representing 50,504 new jobs for Reynosa. The impact of the North
American Free Trade Agreement (NAFTA), as it continues to develop, has also played a major
role in increased trade with Mexico for the City as well as it the State of Texas. During 2002
Texas exported $42B to Mexico, which represented over 40% of Texas’ total exports--making
Mexico its Number One Trading Partner. As NAFTA continues to mature, the City of McAllen’s
international toll bridge, connecting Hidalgo, Texas with Reynosa, will continue to facilitate
trade between Mexico and the U. S.; and, more particularly the City with its proximity to Mexico
and strong social, economic and cultural ties with the people of Mexico.

As a result of the job growth created by this transforming economy, the City’s unemployment
rate declined by 41% over the last ten years. McAllen’s unemployment rate, which in September
1992 was 15.9%, declined to 9.4% as of September 2003.

By almost any growth index, the City is experiencing, and indications are, will continue to
experience substantial growth. Contributors to the City’s growth include its position as a
regional trade center and medical center, which covers the Lower Rio Grande Valley and
Northern Mexico--almost 10 million people, its tourist trade consisting of “Winter Texans”--
mostly retired from the northern and Midwestern states escaping the cold grip of winter for 4-6
months and visitors from Mexico, its maquiladora industry, and the effects of NAFTA.

The City is empowered to levy a property tax on both real and business personal property located
within its boundaries. The City also has the power by state statute to extend its corporate limits
by annexation, which it has done from time to time, as deemed appropriate by the City
Commission.

The City has operated under the council-manager form of government since 1911. Policymaking
and legislative authority is vested in the City Commission, which currently consists of a mayor
and a six-member commission. The City Commission is responsible, among other things, for
passing ordinances, adopting the budget, appointing committees and hiring the City Manager,
City Secretary, Police Chief, Fire Chief, the City Attorney and the Municipal Judges. The City
Manager is responsible for carrying out the policies and ordinances of the City Commission, for
overseeing the day-to-day operations of the City, and for appointing the heads of the City’s
departments. The City Commission is elected on a non-partisan basis. In May 2000 the voters
decided in favor of single member district representation. Under this system, City Commission
members are elected to four-year staggered terms with three elected every two years. The Mayor
was and will continue to be elected at large to four-year terms.



MAJOR INITIATIVES
For the Year 2002-03

The City’s staff, following specific directives of the City Commission and the City Manager, has
been involved in a variety of projects throughout the year. These projects reflect the City’s
commitment of ensuring that its citizens are able to live and work in a highly desirable community
and include the following:

Plan Phase for New Central Library in Center City of McAllen

Manager’s Response: Completed. The Library Board has completed a feasibility study
for a new building. The “Heart of the City” study suggested a location immediately
south of City Hall at the site of the existing parking lot, however, site determination
will be made in FY 2003-04.

Purchase of Regional Detention Facility/Park Improvements

Manager’s Response: Completed. A site at Main and Xenops of 36.5 acres was
purchased July28, 2003. Design was approved by S&B. The site at McAulliffe School
was designed by PBS&J.

Develop a Department Head Evaluation Process that Measures Performance and
Completion of Goals
Manager’s Response: Completed.

Complete “Heart of the City” Planning Effort
Manager’s Response: Completed and presented to the City Commission.

Develop a Priority List of Drainage Projects for City Commission Approval

Manager’s Response: Completed. A status report was presented to the City
Commission at its August 11, 2003 meeting. Subsequent heavy rains in September
2003 has moved this issue to a higher priority.

Develop a Report for City Commission on a Drainage Impact Fee and/or Drainage
Utility District

Manager’s Response: The State Legislature has delayed the March 10, 2003 deadline
of the Texas Commission on Environmental Quality Stormwater Requirements,
therefore, final comments have not been issued which affect our Stormwater Program.
The City Commission has reviewed a storm water utility as part of the FY 2003-04
budget process.

Contract for Additional Landscaping on Existing Hike & Bike Trails
Manager’s Response: Completed. The irrigation and landscape contract has been
awarded to Valley Crest Landscape.

Extend Hike & Bike Trails — South Loop and 2" Street — Nolana to Trenton
Manager’s Response: Partially completed. The City Commission selected Halff &

Associates for the design work.

Improve Efficiency of Building Permit Process
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Manager’s Response: Blue Prince Software System is now operational at the
Inspections Department. Several meetings with developers and AEP Utility resulted in
changes for more efficient operations.

Develop a Plan on Relocation of Fire Station(s) for Better Coverage of City of McAllen
Manager’s Response: This issue is currently under review by the Fire Department.
Conclusions or recommendations have not been finalized.

Develop a Plan for a New Center Fire Station
Manager’s Response: The City Commission authorized Croslin and Associates for
building design on September 22, 2003.

Install 7 Linear Miles of Sidewalks for Safer Routes to Schools and Along Arterials
Manager’s Response:

Install Pilot Program to Monitor Traffic with Video Cameras for Major Intersections
Manager’s Response:

Begin Construction of Texas A&M School of Rural Public Health at South McColl and
Vermont

Manager’s Response: Completed. This project is scheduled for completion December
2003.

Complete Environmental Cleanup of Old Transfer Station Site at Uvalde & South
Bicentennial
Manager’s Response: The remediation plan is being furnished by the Engineering
Department.

Revise Current Developers’ Ordinance on Sign Regulation
Manager’s Response: Not completed.

Complete New Parking Lot for Downtown at Ash and Broadway
Manager’s Response: Substantially completed. Parking lot was completed with the
exception of the landscaping, which is to be completed in FY 2003-04.

Complete Design and Begin Construction of City Hall Addition
Manager’s Response: Not completed.

Complete Study on Having Paid Parking at the Airport
Manager’s Response: The City Commission considered a plan during FY 2003-04
budget process, however, chose to keep parking free.

Develop Monthly Report on Overtime — Control Overtime to Come Within Budget
Manager’s Response: Completed.

Assure that Library Bids and Installation of New Catalogue System is Compatible with a
Move to a New Library Building

Manager’s Response: Completed. Bids were taken July 31, 2003. The project was
awarded November 10, 2003.
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Monitor Benchmarks of Development of 2002-03 City Capital Improvement Program and
Help Remove any Obstacles to Complete Approved Projects
Manager’s Response: This project is ongoing.

Monitor the Progress and Provide Leadership on City Effort to Reduce Overhead in
Operation of McAllen Express Transit System

Manager’s Response: Advertising and purchase of a private route to Reynosa were
considered in FY 2003-04 budget process.

Continue Liaison Role with International Museum of Arts and Sciences to Determine
Ways to Finish the Capital Improvements and Make Efficient Operations a Reality
Manager’s Response: The new Executive Director has brought a greater focus on
fiscal integrity.

Monitor the Progress for Completion of New Capital Improvements for the Palm View
Golf Course, including Landscaping, Pumping Station, Lighting, etc.

Manager’s Response: The pumping station project was completed. The landscape
contract has been let. The flooding of a pilot channel will require the replacement of
low water crossings.

Monitor the Progress and Success of the New Convention Booking Sofiware to be
Installed at Civic Center, Convention Center and Tourist Bureau

Manager’s Response: Booking system software was installed both at the Civic Center
and the Chamber of Commerce Visitors and Convention Bureau.

For the Future

During the budget process, the City Commission identified the following goals and objectives for
the coming fiscal year 2003-04:

Reduce time to complete Major Capital Projects.

Improve Efficiency of Private Development Process.

Continue Promotion of Homeowner Associations, creating:
cleaner neighborhoods, and
improved appearance of arterial streets.

Plan for new Main Library at Site in Center City

Assess the Performance Measurements Project

Complete Design of New Convention Center Complex

Widen McColl: Business 83 to Expressway

Reconstruct Bentsen Road: Pecan to 3-Mile

-8-



Open Wing of World Birding Center (@ Quinta Mazatlan
Extend Hike-Bike Trail: South Loop

Complete Storm Drainage Improvements:
6" Street: Pecan to Fern
Main-Pecan-Harvey
Balboa pump upgrade
McAuliffe, Garza & Jackson Regional Detention Facility/School Parks
Remove obstructions in NE/North Central Blue Lines

Design new Emergency Operating Center/Administration

Adopt Fire Station Re-Location Plan

Continue Inter Connect via Radio 30 signals along 2", 10™ & 23™ St. corridors.
Complete Southbound Toll Improvements at Bridge

Complete Revenue Bond Sale for Anzalduas Bridge Construction

Determine Software requirements for 2005 City Election.

FINANCIAL INFORMATION

Management of the City is responsible for establishing and maintaining an internal control
structure designed to ensure that the assets of the City 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. The internal control
structure is 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.

As a recipient of federal, state and local financial assistance, the City is also responsible for
ensuring that an adequate internal control structure is in place to ensure and document
compliance with applicable laws and regulations related to these programs. This internal control
structure is subject to periodic evaluation by management and the internal audit staff of the City.

As part of the City’s single audit, described earlier, tests were made of the City’s internal control
structure and of its compliance with applicable laws and regulations, including those related to
federal and state financial assistance programs. Although this testing was not sufficient to
support an opinion of the City’s internal control system or its compliance with laws and
regulations related to non-major federal financial assistance programs, the audit for the year
ended September 30, 2003, disclosed no material internal control weakness or material violations
of laws and regulations.



In addition, the City maintains budgetary controls. The objective of these controls is to ensure
compliance with legal provisions embodied in the annual appropriated budget approved by the
City Commission. Activities of the general fund, certain special revenue funds, the debt service
fund, and the proprietary funds are included in the annual appropriated budget. Project-length
budgets are prepared for the capital projects funds. The level of budgetary control (i.e., the level
at which expenditures cannot legally exceed the appropriated amount) is the departmental level
within each fund. The City also maintains an encumbrance accounting system as one method of
maintaining budgetary control. Encumbered amounts lapse at year-end. However, outstanding
encumbrances generally are reappropriated as part of the following year’s budget.

As demonstrated by the statements and schedules included in the financial section of this report,
as well as the tables and discussion that follows, the City continues to meet its responsibility for
sound financial management.

Debt Administration

At year-end, the City had seven debt issues outstanding. These issues included $5.9M of general
obligation bonds and $40.8M of revenue bonds--of which $38.3M is related to the Water and
Sewer Funds; $2.1M, to the Bridge Fund; and $375K, to the Development Corp and secured by
sales tax receipts. The City has maintained its A+ rating from Standard & Poor’s Corporation
and has been assigned an Al from Moody’s Investor Service on general obligation bond issues
for a number of years. Subsequent to yearend, Standard & Poor’s Corporation upgraded the
general obligation bonds to AA- and the sales tax revenue bonds to A+. Texas statutes do not
prescribe a debt limit; however, by custom, an economic debt of 5% of the assessed valuation on
the tax roll is considered practical. As of September 30, 2003, the City’s net general obligation
bonded debt of $1,017,898 was well below the practical economic debt limit. Net bonded
general obligation debt per capita amounted to $9.

Risk Management

In 1989 the City initiated a risk management program for workers’ compensation and general
liability insurance. Under this program, various risk control techniques, including employee
accident prevention training, have been implemented to minimize accident-related losses. Third-
party coverage is currently maintained for workers’ compensation claims in excess of $250,000
as the City self-funds the first $250,000 in claims. Third-party coverage is also currently
maintained for general liability claims in excess of $10,000. User funds provide revenues to this
fund on the basis of what the state manual rates would otherwise be if the City purchased
traditional level premium coverage.

Cash Management Policies and Practices

Cash temporarily idle during the year was invested in interest-earning demand deposit accounts,
certificates of deposit, obligations of the United States of America, its agencies and
instrumentalities, all of which were authorized under the Public Funds Investment Act of 1987,
as amended by the 76th Legislature, effective September 1, 1999, “the Act” (Chapter 2256 of the
Local Government Code). “The Act” requires cities and other political subdivisions, among
other things, to adopt a written investment policy, conduct an annual review of the policy, have
an annual compliance audit performed, require all those designed as investment officers to
undergo training and prepare and submit quarterly reports to the governing body.
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The current bank depository agreement provides for rates on demand accounts, at the 91-day
TBill rate minus 19 basis points; and certificate of deposits, at the treasury bill/note rate of equal
maturities plus 0-26 basis points, depending the term ranging from 1 day to over a year. A
significant amount of the City’s portfolio has been allocated to certificates of deposit. The bank
contract requires that any amount deposited with the bank, including accrued interest, be 110%
collateralized by FDIC insurance, obligations of the United States of America, its agencies and
instrumentalities. Collateral securing the City’s funds is required to be kept at the Federal
Reserve Bank of Boston. Collateral is valued weekly.

As stated in the City’s investment policy, its objectives are safety, liquidity and yield, in that
order. Investment maturities range from 1 day to 3 2 years. All investments held by the City
during the year and at September 30, 2003 are classified in the category of lowest custodial risk
as defined by the Governmental Accounting Standards Board. During the year, the City
recognized $5,360,289 in investment earnings, net of the amount reported in the Firemen’s
Relief & Retirement Fund, a decrease of $3,386,966 from prior year—of which $1,052,512
represents the change in the mark-to-market adjustment, leaving $2,334,454 due to lower yields
and a decrease in cash available for investment due to increased fund balances/working capital as
well as bond proceeds.

Other Information
Independent Audit

State statutes require an annual audit by independent certified public accountants. The firm of
Long, Chilton, L.L.P., was selected by the City to perform this function. In addition to meeting
the requirements set forth in state statutes, the audit was also designed to meet the requirements
of the Single Audit Act and OMB Circular A-133. Generally accepted auditing standards and
the standards set forth in the General Accounting Office’s Government Auditing Standards were
used by the auditors in conducting the engagement. The auditors’ report on the basic financial
statements, required supplementary information and combining and individual fund statements
and schedules is included in the financial section of this report. The auditors’ reports on internal
controls and compliance with applicable laws and regulations can be found in the single audit
section of this report.

Awards

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 year ended September 30, 2002. This was the sixteenth consecutive year and the
seventeenth overall 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 satisfies 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

-11 -



Program’s requirements and we are submitting it to the GFOA to determine its eligibility for
another certificate.

In addition, the City also received the GFOA’s Award for Distinguished Budget Presentation for
its annual appropriated budget dated October 1, 2002. The budget for October 1, 2003 has been
submitted for review and notification of an award is awaited. In order to qualify for the
Distinguished Budget Presentation Award, the City’s budget document is judged on proficiency
in several categories including policy documentation, financial planning and organization.

Acknowledgments

The preparation of this report could not have been accomplished without the efficient and
dedicated services of the entire Finance Department staff. Due credit also should be given to the
Mayor, City Commission, McAllen Public Utilities Board of Trustees, the Bridge Board,
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LONG CHIITON LLP

APARTNERSHIP OF PROFESSIONAL CORPORATIONS AND INDIVIDUALS

Members - Division of Firms, _402 East Tyler
American Institute of CPAs Harlingen, Texas 78550

(956) 423-3T765
Fax (956) 428-7520

www. longchilton.
INDEPENDENT AUDITORS' REPORT gchition.com

The Honorable Mayor,
Members of the City Commission,
Utility Chairman, and Trustees
City of McAllen, 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 McAllen, Texas (the “City") as of and
for the year ended September 30, 2003, which collectively comprise the City’s basic financial statements as listed
in the Table of Contents. These basic financial statements are the responsibility of City of McAllen, Texas'
management. Our responsibility is to express an opinion on these basic financial statements based on our audit.
The financial statements of the City of McAllen, Texas for the year ended September 30, 2002 were audited by other
auditors whose report, dated January 17, 2003, expressed an unqualified opinion on those statements.

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 opinion.,

In our opinion, the basic financial statements referred to above present fairly, in all matenal respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of City of McAllen, Texas at September 30, 2003, and the respective changes in
financial position and cash flows, where applicable, thereof and the respective budgetary comparison for the General
Fund and the Development Corporation Fund for the year then ended, in conformity with accounting principles
generally accepted in the Umited States of America.

In accordance with Government Auditing Standards, we have also issued a report dated November 21, 2003, on our
consideration of City of McAllen's internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grants. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

The accompanying Management's Discussion and Analysis is not a required part of the basic financial statements,
but is supplementary information required by the Governmental Accounting Standards Board. 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.

EROWNSVILLE « HARLINGEN + McALLEN
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The accompanying Schedule of Expenditures of Federal and State Awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Nonprofit Organizations, and the State of Texas Single Audit Circular, 1ssued by the Office of
the Governor of the State of Texas, and is not a required part of the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

Our audit was performed for the purpose of forming an opinion on the financial statements that collectively compnse
City of McAllen, Texas’ basic financial statements. The introductory section, combining and individual nonmajor
fund financial statements and statistical data as listed in the Table of Contents are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The combining and individual
nonmajor fund financial statements have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects in relation to the basic financial
statements taken as a whole, The introductory section and statistical data, as listed in the Table of Contents herein,
have been summarized from City of McAllen, Texas’ records and were not subjected to the audit procedures applied
in the audit of the basic financial statements; accordingly, we do not express an opinion on such data. The
accompanying supplemental information on the Texas Municipal Retirement System and the Firemen's Relief and
Retirement Fund is presented for purposes of additional analysis and is not a required part of the basic financial
statements. We have applied certain limited procedures, which consisted principally of inquines of management
regarding the methods of measurement and presentation of the supplementary information. However, we did not
audit this information and express no opinion on it.

Gy Ut..

LONG CHILTON, LLP
Certified Public Accountants

Harlingen, Texas
November 21, 2003
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MANAGEMIENT”S DISCUSSION AND ANALLYSIS

This discussion and analysis is intended to provide an overview of the City’s financial performance for
the fiscal year ended September 30, 2003 and the related effect on the City’s financial condition. Please
read it in conjunction with the transmittal letter on pages 3-12 and the City’s financial statements, which
begin on page 37.

FINANCIAL HEIGHILIGHTS

City’s Change in Net Assets — Governmental and Business-Type Activities
Total government-wide net assets increased $34M as a result of this year’s operations. Governmental
activities contributed $27M with the balance of $7M resulting from business-type activities.

e Governmental Activities — Revenues and Expenses Compared to Last Year — Total revenues
increased $9M over last year. Most line items increased—the exception being other taxes, which
remained at last year’s level. Leading the increase was miscellaneous revenues, which increased $4M
with the most significant increase coming from oil and gas royalties and sale of land—amounting to
$3.5M and $4.5M, respectively. Property taxes increased 1.5M. Sales tax continued to increase—
this year by $2.3M. Expenditures increased $3M or 4%, which is largely attributable to public safety
and highways and streets.

e Business-Type Activities — Revenues and Expenses Compared to Last Year — Total revenues
decreased $2M or 4% from last year. The decrease was largely due to decreased water consumption
affected by an increase in rainfall as well as a decline in investment earnings due to lower yields.
Overall expenses remained at the same level as last year.

e C(City as a Whole — Revenues and Expenses Compared to Last Year — Both governmental and
business-type activity revenues increased $7M or 4% over last year while expenses increased by $3M
or 2.8% for the same reasons as previously discussed.

General Fund Performance

As a result of this year’s operations, the General Fund reported a $14M increase to fund balance before
transfers out to the Capital Improvement Fund and Debt Service Fund. After transferring $8M to those
funds, a $6M increase in fund balance resulted. Taxes and charges for services as well as other less
significant revenue increases exceeded the amended budget by $9M, while expenditures and transfers-out
were $2M under the amended budget—all of which resulted in fund balance settling in at $42M.

USING THIE ANNUALL REPORT

The annual report consists of a series of financial statements. The Statement of Net Assets and the
Statement of Activities (on pages 37 and 38-39) provide information about the activities of the City as a
whole and present a longer-term view of the City’s finances. Fund financial statements start on page 44.
For governmental activities, these statements tell how these services were financed in the short term as
well as what remains for future spending. Fund financial statements also report the City’s operations in
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more detail than the government-wide statements by providing information about the City’s most
significant funds. The remaining statements provide financial information about activities for which the
City acts solely as a trustee or agent for the benefit of those outside of the government.

Reporting the City as a Whole
The Statement of Net Assets and the Statement of Activities

One of the central concerns in assessing any City’s finances could be summarized in the question, “Is the
City as a whole better off or worse off as a result of the year’s activities?” Our analysis addressing this
question begins on page 24. The analysis includes a condensed summary of the government-wide
financial statements—The Statement of Net Assets and the Statement of Activities, which present
information about the City in way that facilitates answering this question. These statements are presented
much like the private-sector companies—including all assets and liabilities using the accrual basis of
accounting. All revenues and expenses for the current year are reported without regard to when cash is
received or paid.

These government-wide financial statements report both net assets and changes thereto. Net assets are
reported in the Statement of Net Assets. The City’s net assets, which is the difference between assets and
liabilities, is one indicator of the City’s financial well-being or financial position at one point in time.
Increases or decreases to net assets over a period of time is an indication whether its financial well-being
is improving or deteriorating. Of course, other non-financial considerations enter into the determination
of the City’s overall health, which would include such things as changes in the City’s property tax base
and the condition of its streets.

Changes to net assets are reported in the Statement of Activities, which divides all City functions into two
categories:

Governmental activities—Most of the City’s basic services are reported in this category, which includes
public safety (including police and fire), highways and streets, health and welfare, culture and recreation
and general administration. These activities are primarily supported by sales and property taxes and
franchise fees.

Business-type activities—Certain services that the City provides are paid for from fees that are charged to
customers. Water, sewer, garbage collection, civic center, golf course, airport, transit terminal and the
bridge are activities that are reported in this category.

Reporting the City’s Most Significomt Funds
Fumnd Fimancial Statements

Our analysis of the City’s major funds commences on page 25. The fund financial statements are
presented on pages 44 through 69. These statements present detailed information about the City’s more
significant funds as opposed to the City as a whole. Funds are established for various reasons—some are
required by state law; others, by bond covenants. Some funds are established by the City Commission to
assist in managing money that is to be spent for particular purposes. For example, the Community
Development Block Grant Fund was established to demonstrate that the money received from the U. S.
Department of Housing and Urban Development was used for purposes established by the federal
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government. The City has two categories of funds, which can be used for public purpose—governmental
and proprietary. Each category uses a different accounting approach.

Governmental funds—Most of the City’s basic services are reported in governmental funds. These funds
focus on the flow of money into and out of the funds and the balance left over at the end of the year that is
available for future spending. Governmental funds use a method of accounting called modified accrual.
The purpose of this method is to measure cash and other financial assets that can readily be converted to
cash. This approach provides a detailed short-term perspective of the City’s general government
operations and the basic services it provides. This view of the City’s operations provides information that
helps to determine the extent to which financial resources are available to spend in the near future to
finance City programs. The relationship between these governmental fund financial statements and the
governmental activities column shown in the government-wide financial statements is shown in the form
of a reconciliation presented on the page following each governmental fund financial statement.

Proprietary funds—Services provided to either outside customers or to another unit of the City, where a
fee is charged, are generally reported in proprietary funds. Proprietary funds are reported the same way
that is used in the government-wide financial statements. Matter of fact, the City’s enterprise funds (a
component of proprietary funds) are substantially the same as the business-type activities column of the
government-wide financial statements but provide more detail including cash flows. The other
component of proprietary funds is internal service funds. These funds are used to report services that are
provided for other City funds—such as the Fleet and Materials Management Fund, which reports
maintenance activities for all City vehicles.

The City as Trustee
Reporting the City’s Fiduciary Responsibilities
The City is the trustee, or fiduciary, for the Firemen’s Pension Fund. This activity is reported in separate
Statements of Fiduciary Net Assets and Changes in Fiduciary Net Assets on pages 70 and 71. These
activities are not included with the City’s other government-wide financial information since the City

cannot use these assets to finance its programs or operations. The City’s is responsible for ensuring that
these funds are used for their intended purpose.
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The City’s Condensed Statement of Net Assets is presented in the table below.

Current and other assets
Capital assets

Total assets
Long-term debt outstanding
Other liabilities

Total liabilities
Net assets:

Invested in capital assets,

Net of debt

Restricted

Unrestricted
Total net assets

THE CITY AS A WHOLIE
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Net Assets
(in Millions)
Governmental Business-type

Activities Activities
2003 2002 2003 2002
$117 $127 $94 $102
123 111 158 143
240 238 252 245
10 36 45 44
10 10 8 8
20 46 53 52
120 86 134 132
22 35 53 50
78 71 12 11
$220 $192 $199 $193

Total
Primary
Government
2003 2002
$211 $229
281 254
492 483
55 80
18 18
73 98
254 218
75 85
90 82
$419 $385



The table on the following page presents more detail on revenues and expenses.

Revenues
Program revenues:
Charges for services
Federal grants
State grants
General revenues:
Property taxes
Sales tax
Other taxes
Federal entitlements
Other general revenues
Total revenues
Program expenses
General government
Public safety
Highways and streets
Health and welfare
Culture and recreation
Interest on long-term debt
Water
Sewer
Sanitation
Golf
Transit terminal
Civic center
Airport
Bridge
Total expenses
Excess (deficiency)
Before special items
And transfers

Transfers
Increase (decrease)
In net assets

Changes in Net Assets

(in Millions)
Governmental Business-type
Activities Activities
2003 2002 2003 2002
$6 $5 $44 $43
9 8 3 3
20 19 - -
42 40 - -
8 8 - -
13 9 4 7
98 89 51 53
13 13 - -
36 34 - -
11 10 - -
6 5 - -
11 11 - -
| 2 Incl Incl
- - 9 9
- - 7 7
- - 8 8
- - 1 1
1 1
- - 1 1
- - 4 4
- - 6 6
78 75 37 37
20 14 14 16
7 7 (@) (@)}
$27 $21 $7 $9

Total
Primary
Government

2003 2002
$50 $48
12 11
20 19
42 40
8 8
17 16
149 142
13 13
36 34
11 10
6 5
11 11
1 2
9 9
7 7
8 8
1 1
1 1
1 1
4 4
6 6
115 112
34 30
$34 $30

Total revenues generated from both governmental and business-type activities this year amounted to

$149M. Expenses came in at $115M, leaving $34 as an increase to net assets.

Governmental Activities

Total revenues generated from governmental activities this year amounted to $98M. Expenses came in at
$78M, leaving $20M as an increase to net assets before transfers. An additional net $7M in transfers from
business-type activities was provided, resulting in an all-inclusive increase to net assets amounting to

$27M.
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The cost of all governmental activities this year was $78M. However, as shown on the Statement of
Activities on pages 38-39, the amount that our taxpayers ultimately financed for these activities through
taxes and other general revenues was $63M. The other $15M to finance these programs was paid by
those who directly benefited from them ($6M) and by other governments that subsidized certain programs
with grants ($9M).

The table below presents the cost of each of the City’s five largest programs as well as each program’s net
cost (total cost less revenues generated by the activities). The net cost shows the financial burden that
was placed on the City’s taxpayers by each of these functions.

Governmental Activities

(in Millions)
Total Cost Net Cost

Of Services Of Services
2003 2002 2003 2002
Police $25 $23 19 16
General government 13 13 11 11
Highways and streets 11 10 8 10
Fire 10 9 10 9
Health and Welfare 5 5 3 3
Total $60 $60 $49 $49

Busimess-type Activities

Total revenues generated from business-type activities this year amounted to $51M. Expenses came in at
$37M, leaving $14M as an increase to net assets before transfers, from which $7M in transfers were made
to governmental activities, resulting in an all-inclusive increase to net assets amounting to $7M.

More details will be provided about governmental and business-type activities’ operations later in this
discussion and analysis.

GOVERNMENTAL FUNDS — A Detailed Discussion
(General Fund, Special Revenue Funds, Debt Service Fund and Capital Project Funds)

As a result of this year’s operations, governmental funds (as reflected in the balance sheet on pages 44-
45) decreased combined fund balance to $88M, a decrease of $9M from last year. The decrease came
about largely from the Development Corp Fund, which resulted primarily from redeeming $20M of sales
tax revenue bonds.
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Revenues and Transfers-In

The following table presents a summary of general fund, special revenue funds, debt service fund and
capital projects funds revenues and transfers-in for the years ended September 30, 2003 and 2002.

Amount of %

Revenues & Transfers- 2003 % of 2002 Increase Increase

In Amount Total Amount (Decrease) (Decrease)
Taxes $69,506,277 60.16%  $65,760,216 $3,746,061 5.70%
Licenses & permits 1,434,515 1.24% 872,751 561,764 64.37%
Intergovernmental 5,504,875 4.76% 5,954,380 -449,505 -7.55%
Charges for services 2,991,704 2.59% 2,830,128 161,576 5.71%
Fines and Forfeitures 2,179,769 1.89% 2,070,902 108,867 5.26%
Investment Income 2,046,152 1.77% 3,648,354 -1,602,202 -43.92%
Miscellaneous 14,078,982 12.19% 5,229,689 8,849,293 169.21%
Transfers-in 17,792,316 15.40% 22,313,291 -4,520,975 20.26%
Total $115.534,590 100.00% $108.679.711 $6.854,879 6.31%

Taxes
The most significant increase in taxes this year is attributable to sales tax, which increased $2.3M or 6%
over last year. It was followed by property tax, which posted a $1.5M increase. Franchise taxes as well as
hotel occupancy tax remained relatively flat.
Investment Income

Investment income, before adjusting investments to fair value, were down from prior year, generally due
to a decline in yields. Interest earnings in the governmental fund types amounted to $2.6M this year
compared to $3.8M last year—a decrease of $1.2K. In addition, due to the GASB Statement No. 31
requirement to mark to market, the City recorded an unrealized loss amounting to $590K, compared to an
unrealized loss of $99K last year—resulting in a net decrease in value between the years of $1.6M.

Miscellaneous

Oil and gas royalties increased by $3.5M over last year due to a recent discovery. Also, a tract of land in
the medical center was sold to Driscoll Clinic for $4.5M.

Transfers-In

Last year the General Fund transferred a significant amount to the Capital Improvement Fund,
representing an estimate of surplus fund balance in the General Fund.
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Expenditures and Transfers-Out

The following table presents a summary of general fund, special revenue funds, debt service fund and
capital projects funds expenditures, transfers-out and other financing uses for the years ended September
30, 2003 and 2002.

Percent Amount of  Percent of
2003 of 2002 Increase Increase
Expenditures & Transfers-Out Amount Total Amount (Decrease) (Decrease)
General government $14,152,828 11.41%  $13,167,773 $985,055 7.48%
Public safety 38,314,366 30.88% 36,070,171 2,244,195 6.22%
Highways & streets 17,238,974 13.90% 7,130,013 10,108,961 141.78%
Health & welfare 5,424,268 4.37% 5,023,136 401,132 7.99%
Culture & recreation 11,534,272 9.30% 10,273,642 1,260,630 12.27%
Capital Outlay - - 5,192,130 -5,192,130 N/A
Debt service:
Principal 25,970,000 20.93% 2,725,000 23,245,000 853.03%
Interest & fiscal charges 1,109,026 .89% 1,759,168 -650,142 -36.96%
Transfers-out and other financing
uses 10,319,608 8.32% 15,476,699 -5,157.,091 -33.32%
Total $124,063,342 100.00%  $96.817,732 $27,245,610 28.14%

The major increase in governmental fund expenditures over last year was in highway and street projects
and in principal payments on bonds. Some of the major street projects include:

McColl — Business 83 to Expressway 83
29" Street — 3 Mile to Mynah

29" Street — Verdin to 6 Mile

2" Street — Dove to Trenton

Trenton — 23™ to Ware

Other capital improvements for which expenditures were made include:
e Final payment on the New Public Safety Building
Improvements to the Northeast Blueline Drainage Ditch
Site for New Fire Station
Site for Veteran’s Nursing Home
Additional land for the New Convention Center
Police and Court Software
Capital Contribution for New Boys & Girls Club Facility in the Northwest Part of the City of
McAllen
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Debt service expenditures included $5.2M for payment of scheduled principal and interest on all general
obligation bond indebtedness as well as the redemption of both Series 1991 bonds and $20.4M for a
partial redemption of the sales tax revenue bonds. The total amount outstanding on the remaining two
general obligation bonds is $5.9M and on the sales tax revenue bonds, $375K.

Fund Balances

Combined fund balance for the governmental fund types decreased $9M, from a balance of $96M in the
prior year to $88M as of the current fiscal yearend. Fund balances, by major fund as well as the Debt
Service Fund, are discussed below.

General Fund

Due to the strong performance from property tax and sales tax revenues as well as keeping expenditures
as a whole under control, fund balance increased by $6M—despite transferring $8M to the Capital
Improvement Fund for funding future capital projects and the Debt Service Fund. As of September 30,
2003, fund balance amounts to $42M. Of that amount, $1.4M is reserved for an interfund advance to the
Sanitation Fund, as well as $95K reserved for encumbrances—Ileaving $41M unreserved and therefore
currently available for future spending. During fiscal year 1997-98, the City adopted, by resolution, a
financial policy requiring, minimum of 140 days of operating expenses in fund balance. Based upon next
year’s operating budget, exclusive of capital outlay and transfers-out, fund balance represents 236 days,
which is 96 days in excess of the minimum requirement.

Development Corp Fund

The fund balance of the Development Corp Fund decreased from $25M in the prior year to $6M—a
decrease of $19M, representing spending down the balance for capital projects.

Capital Improvement Fund

The fund balance of the Capital Improvement Fund decreased $672K—from $25M in the prior year to
$24M—resulting from the substantial transfer from the General Fund.

PROPRIETARY FUND TYPES

(Enterprise Funds and Internal Service Funds)
Enterprise Funds

The City’s enterprise operations consist of the McAllen Public Utility (Water and Sewer Funds),
Sanitation Fund, Palm View Golf Course, Transit Terminal Fund, McAllen International Civic Center

Fund, McAllen International Airport Fund and the McAllen International Toll Bridge Fund. In the

aggregate, the proprietary funds reported an $7M increase to net assets—from $192M in the prior year to
$199M.
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McAllen Public Utilities (MPU) — Water and Sewer Funds
Water Fimd

Due to the decrease in consumption, caused by an increase in rainfall—offset to some degree by a growth
in the customer base, operating revenues declined by 5%. Operating expenses remained relatively flat
with last year. Ignoring last year’s $4M transfer from the Sewer Fund, other changes in net assets largely
reflects last year. The resulting overall increase to net assets amounted to $3.6M. Working capital as of
year-end amounted to $11M, which represents 517 days of operating expenditures budgeted for next
year’s operations. The board policy is a minimum of 120 days.

Sewer Fund

Operating revenues increased by a marginal amount. Operating expenses remained relatively flat with
last year. Ignoring last year’s $4M transfer to the Water Fund, other changes in net assets largely reflects
last year with the exception of a substantial decline in investment earnings as well as an increase in
interest expense. The resulting overall increase to net assets amounted to $2.1M. Working capital as of
year-end amounted to $8M, which represents 511 days of operating expenditures budgeted for next year’s
operations. The board policy is a minimum of 120 days.

Sanitation Fund

This year’s operating revenues, representing charges for services, increased $453K or 5% over prior year,
which is attributed an increase in the customer base. As a whole, operating expenses increased $323K,
which resulted primarily from an increase in staffing as well as increased landfill cost due to increased
volume—Ieaving an operating income of $610K. Considering the effect of non-operating revenues, net
assets increased by $897K. Working capital as of year-end amounted to $1.7M.

McAllen International Civic Center Fund

Operating revenues as well as expenses are largely reflective of prior year levels, resulting in operating
loss amounting to $579K. The decrease in net operating revenues before transfers is due to a sharp decline
in interest earnings. Funding is provided by a transfer from a portion of hotel occupancy taxes, which
decreased marginally from last year—resulting in an increase to net assets of $2M. Within the restricted
asset portion of the Statement of Net Assets, almost $28M has been accumulated to assist in funding the
new convention center along with the Development Corp Fund. Working capital at year-end amounted to
$1.9M.

McAllen International Airport Fund

Although there has been a decline in air travel throughout the nation following the terrorist attacks of 9-
11, operating revenues were actually increased 7% over last year’s levels. Operating expenses decreased
marginally. As a result operating loss declined almost $244K from last year. Considering other income,
most of which related to the passenger facility charge and grant reimbursements from the FAA, the net
loss before transfers for the current year amounted to $3M. Transfers-out to the City amounted to
$4.6M—of which $3.6M was booked as an advance due to the Debt Service Fund for reimbursement of
debt service requirements on the current year’s airport-related general obligation debt with the balance to
the General Fund to reimburse for public safety personnel assigned to the Airport. As a result, a decrease
in net assets of $2.5M is reported. The balance of the advance to the Debt Service Fund has increased to
$7M. Working capital has decreased to $228K as well. The City plans to provide for the repayment of
the advance from the Debt Service Fund by considering increased fees to the airlines and/or paid parking.
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McAllen International Toll Bridge Fund
Despite the impact on crossings immediately following the terrorist attacks on September 11, 2001, last

year ended with overall increases in both vehicular and people southbound crossings. However, this year
car activity decreased 7% and people crossings decreased by 6% from last year as indicated below:

Inc % Inc

Category FY 02-03  FY01-02 (Dec)  (Dec)
Cars 5,672,769 6,098,562 (425,793) (7%)
Trucks 25,437 20,111 (3,674)  (13%)
Buses 25,541 25,840 (299) (1%)
People 14,659,050 15,585,166 242,787 (6%)

The increase in net assets from operating income for FY 02-03 was $9.3M compared to $8.1M in FY 01-
02. The increase was principally due to an increase in operating revenues—both toll and rental revenue.

Operating revenues increased by $606K or 6%, despite the decline in southbound car and truck crossings,
as toll revenues increased due to the toll for cars being increased 25¢ to $1.75, effective January 1, 2003.
Rentals also contributed to the increase as the rental agreement with UETA was renegotiated with a
provision to include a % of gross sales.

Over the last several years, the bridge has been redirecting truck traffic to the neighboring international
bridge in Pharr, Texas in order to alleviate congestion in downtown Reynosa, Tamualipas, Mexico, which
borders the bridge port of entry as well as avoid shipments of hazardous materials.

Although income before transfers increased, the transfer to the City of McAllen decreased—due to the
fact that these transfers are based on the prior year net surplus revenues.

Net assets increased $232K increase as a result of this year’ operations.

Net assets, and its components, over time serve as a meaningful measure of the Bridge’s financial
position. The Bridge’s assets exceed liabilities by $19M at September 30, 2003.

General Fund Budgetary Highlights

During the year the City Commission amended the budget several times. One category of adjustments
related to requests not considered during the normal budgetary process. However, the more significant
increases were for the redemption of some general obligation bonds as well as the partial redemption of
the sales tax revenue bonds. Despite increasing budgeted expenditures and transfers-out by $4.9M, actual
expenditures came under budget by $2M.
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CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of the fiscal year, the City had $281M in capital assets.

Capital Assets at Year-end
(Net of Depreciation, in Millions)

Total
Governmental Business-type Primary
Activities Activities Government
2003 2002 2003 2002 2003 2002
Land $19 $18 $13 $13 $32 $31
Buildings and improvements 39 15 118 114 157 129
Equipment 14 11 8 6 22 17
Infrastructure 51 59 7 - 58 59
Construction in progress - 8 12 11 12 19
Totals $123 $111  $158 $144 $281 $255
This year’s major additions included the following projects (in millions):

Completion — Public Safety Building $2
Purchase of land for New Convention Center 2
Street improvements 9
Water and sewer improvement projects 18
Airport improvement projects 3
Total $34

For more detailed information on capital asset activity, refer to the notes to financial statements.

Debt
At the end of the fiscal year, the City had $48M in bonds outstanding—as shown in the following table:

Outstanding Debt at Year-end

(in Millions)
Total
Governmental Business-type Primary
Activities Activities Government
2003 2002 2003 2002 2003 2002
General obligation bonds $6 $10 $- $- $6 $10
(backed by the City)
Revenue bonds (backed
By specific tax and fee
Revenues - 22 42 42 42 64
Totals 56 $32 $42 $42 $48 $74
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For more detailed information on long term debt activity, refer to the notes to financial
statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

During the budget process for fiscal year 2003-04 the elected and appointed officials considered many
factors including the forces driving the economy—among which were job growth, growth in new
housing, bank deposits, retail sales growth, the unemployment rate, and inflation. As a result of the
deliberations, property tax rates were left unchanged. Within the governmental funds, revenues are
budgeted to increase by 4%. The increase is expected to come largely from growth in property taxes, due
to the increase in property values, as well as sales tax. Total revenues were budgeted at $3.6M over last
year’s actual of $92M. Expenditures on the other hand, were budgeted with a $14M increase, which
primarily represents spending down fund balance in the Capital Improvement Fund as well as the final
redemption of the remaining general obligation bonds.

Within the business-type activities, we expect that fiscal year 2003-04 results will remain relatively stable
with last year—the only exceptions being in the Water and Sewer Funds, which provision was made for
rate increases.

CONTACTING THE CITY’S FINANCIAL MANAGEMIENT

This financial report is designed to inform the citizens, taxpayers and customers of the City of McAllen as
well as its investors and creditors about the City’s finances and to provide accountability for the public
support that it receives. If your have any questions about the report or need additional financial
information, contact the Finance Director’s Office at the City of McAllen, 1300 Houston, McAllen, Texas
78505.
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CITY OF McALLEN, TEXAS
STATEMENT OF NET ASSETS

September 30, 2003
Governmental Business-type
Activities Activities Total

Assets
Cash 4,150,419 858,337 $ 5,008,756
Certificates of deposit 57,984,765 14,064,940 72,049,705
Investments 24,033,109 8,929,031 32,962,140
Receivables, net 15,485,495 3,348,482 18,833,977
Internal balances 12,468,489 (12,468,489) -
Inventories - 418,114 418,114
Notes receivable 3,244,397 - 3,244,397
Restricted assets, investments - 76,030,345 76,030,345
Capital assets, net 122,750,060 158,185,586 280,935,646
Other assets 13,200 2,922,700 2,935,900

Total assets 240,129,934 252,289,046 $ 492,418,980
Liabilities
Accounts payable and accrued expenses 7,921,467 6,913,448 $ 14,834,915
Deferred revenues 893,953 1,684,831 2,578,784
Other 1,115,452 - 1,115,452
Non-current liabilities:

Due within one year 3,060,000 2,275,000 5,335,000

Due in more than one year 7,606,520 41,853,518 49,460,038

Total liabilities 20,597,392 52,726,797 73,324,189
Net Assets
Invested in capital assets, net of related debt 120,350,059 134,166,341 254,516,400
Restricted for:

Capital projects 7,790,768 46,139,381 53,930,149

Debt service 11,929,368 1,411,781 13,341,149

Other purposes 1,361,435 5,836,273 7,197,708
Unrestricted 78,100,912 12,008,473 90,109,385

Total net assets 219,532,542 199,562,249 419,094,791
Total liabilities and net assets 240,129,934 252,289,046 $ 492,418,980

The notes to the financial statements are an integral part of this statement.
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CITY OF McALLEN, TEXAS
STATEMENT OF ACTIVITIES

For Fiscal Year Ended September 30, 2003

Functions/Programs
Governmental activities:

General government

Public safety

Highways and streets

Health and welfare

Culture and recreation

Interest on long-term debt
Total governmental activities

Business-type activities:
Water services
Sewer services
Sanitation services
Golf course services
Civic center services
Airport services
Transit services
Bridge services
Total business-type activities
Total government

Program Revenues

Operating Capital

Charges for Grants and Grants and
Expenses Services Contributions Contributions
$ 13,182,932 $ 1,371,627 $ 593,406 $ -
35,762,375 3,495,679 2,217,474 286,653
11,047,814 499,383 - 2,881,901
5,404,155 52,670 - 2,616,917
11,326,712 655,806 2,389 156,929
932,771 - - -
77,656,759 6,075,165 2,813,269 5,942,400
9,323,615 10,738,905 - 54,794
7,334,088 8,177,699 - 421,988
8,365,789 9,060,365 - -
1,139,483 1,023,855 - 305,711
1,030,029 417,813 - -
3,787,879 2,626,778 - 2,358,819
603,871 241,788 - -
5,370,822 11,287,789 - -
36,955,576 43,574,992 - 3,141,312
114,612,335 49,650,157 2,813,269 9,083,712

General revenues:
Taxes:

Property taxes, levied for general purposes

Property taxes, levied for debt service

Hotel occupancy tax
Sales tax
Franchise taxes

Unrestricted investment earnings

Contributions
Miscellaneous
Transfers

Total general revenues, special items, and transfers

Change in net assets
Net assets--beginning
Net assets--ending

The notes to the financial statements are an integral part of this statement.
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Net (Expense) Revenue and Changes in Net Assets

Governmental Business-type

Activities Activities Total
$ (11,217,899) $ - $ (11,217,899)
(29,762,569) - (29,762,569)
(7,666,530) - (7,666,530)
(2,734,568) - (2,734,568)
(10,511,588) - (10,511,588)
(932,771) - (932,771)
(62,825,925) - (62,825,925)
- 1,470,084 1,470,084
- 1,265,599 1,265,599
- 694,576 694,576
- 190,083 190,083
- (612,216) (612,216)
- 1,197,718 1,197,718
- (362,083) (362,083)
5,916,967 5,916,967
- 9,760,728 9,760,728
(62,825,925) 9,760,728 (53,065,197)
17,369,817 - 17,369,817
2,522,956 - 2,522,956
2,807,577 - 2,807,577
41,575,736 - 41,575,736
5,456,943 - 5,456,943
2,311,733 3,048,557 5,360,290
11,071,206 1,401,435 12,472,641
7,472,708 (7,472,708) -
90,588,676 (3,022,716) 87,565,960
27,762,751 6,738,012 34,500,763
191,769,791 192,824,237 384,594,028
$ 219,532,542 $ 199,562,249 $ 419,094,791
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CITY OF McALLEN, TEXAS
STATEMENT OF NET ASSETS

September 30, 2002
Governmental Business-type
Activities Activities Total

Assets
Cash 1,770,295 $ 1,146,073 $ 2,916,368
Certificates of deposit 59,824,259 12,556,593 72,380,852
Investments 39,252,499 6,437,475 45,689,974
Receivables, net 14,807,930 3,821,185 18,629,115
Internal balances 9,122,419 (9,122,419) -
Inventories - 386,639 386,639
Notes receivable 1,551,711 - 1,551,711
Restricted assets - 83,432,252 83,432,252
Capital assets, net 111,231,359 143,788,250 255,019,609
Other assets - 2,681,218 2,681,218

Total assets 237,560,472 $ 245,127,266 $ 482,687,738
Liabilities
Accounts payable and accrued expenses 6,544,907 $ 7,124,810 $ 13,669,717
Deferred revenues 1,135,185 1,562,245 2,697,430
Other 1,880,873 - 1,880,873
Non-current liabilities:

Due within one year 2,825,000 1,765,000 4,590,000

Due in more than one year 33,404,721 41,850,979 75,255,700

Total liabilities 45,790,686 52,303,034 98,093,720
Net Assets
Invested in capital assets, net of related debt 86,076,359 131,884,763 217,961,122
Restricted for:

Capital projects 25,728,451 43,241,730 68,970,181

Debt service 7,005,836 825,837 7,831,673

Other purposes 2,171,802 5,488,240 7,660,042
Unrestricted 70,787,338 11,383,662 82,171,000

Total net assets 191,769,786 192,824,232 384,594,018
Total liabilities and net assets 237,560,472 $ 245,127,266 $ 482,687,738

The notes to the financial statements are an integral part of this statement.
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CITY OF McALLEN, TEXAS
STATEMENT OF ACTIVITIES

For Fiscal Year Ended September 30, 2002

Functions/Programs
Governmental activities:

General government

Public safety

Highways and streets

Health and welfare

Culture and recreation

Interest on long-term debt
Total governmental activities

Business-type activities:
Water services
Sewer services
Sanitation services
Golf course services
Civic center services
Airport services
Transit services
Bridge services
Total business-type activities
Total government

Program Revenues

Operating Capital

Charges for Grants and Grants and
Expenses Services Contributions Contributions
$§ 12,906,438 $ 1,014,266 $ 593,211 $ -
34,384,019 2,894,411 3,636,993 952,229
10,137,676 381,288 - 73,746
5,142,952 57,481 - 2,407,901
10,644,143 685,938 - 111,456
1,737,096 - - -
74,952,324 5,033,384 4,230,204 3,545,332
9,604,181 11,319,094 - -
7,199,937 8,166,020 - -
8,012,050 8,607,277 - -
1,136,123 721,571 - -
960,076 476,109 - -
3,834,761 2,450,128 - 3,148,247
555,102 203,798 - -
5,643,188 10,681,943 - -
36,945,418 42,625,940 - 3,148,247
111,897,742 47,659,324 4,230,204 6,693,579

General revenues:
Taxes:

Property taxes, levied for general purposes

Property taxes, levied for debt service

Hotel occupancy tax
Sales tax
Franchise taxes

Unrestricted investment earnings

Contributions
Miscellaneous
Transfers

Total general revenues, special items, and transfers

Change in net assets
Net assets--beginning
Net assets--ending

The notes to the financial statements are an integral part of this statement.
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Net (Expense) Revenue and Changes in Net Assets

Governmental Business-type

Activities Activities Total
$  (11,298,961) $ - $  (11,298,961)
(26,900,386) - (26,900,386)
(9,682,642) - (9,682,642)
(2,677,570) - (2,677,570)
(9,846,749) - (9,846,749)
(1,737,096) - (1,737,096)
(62,143,404) - (62,143,404)
- 1,714,913 1,714,913
- 966,083 966,083
- 595,227 595,227
- (414,552) (414,552)
- (483,967) (483,967)
- 1,763,614 1,763,614
- (351,304) (351,304)
5,038,755 5,038,755
- 8,828,769 8,828,769
(62,143,404) 8,828,769 (53,314,635)
15,936,574 - 15,936,574
2,511,435 - 2,511,435
2,841,902 - 2,841,902
39,293,407 - 39,293,407
5,496,448 - 5,496,448
4,482,653 4,264,602 8,747,255
794,158 356,404 1,150,562
4,651,195 1,959,375 6,610,570
6,836,592 (6,836,592) -
82,844,364 (256,211) 82,588,153
20,700,960 8,572,558 29,273,518
171,068,826 184,251,674 355,320,500
$ 191,769,786 $ 192,824,232 $§ 384,594,018
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CITY OF McALLEN, TEXAS
BALANCE SHEET
GOVERNMENTAL FUNDS
For Fiscal Year Ended September 30, 2003

General
ASSETS
Current assets:
Cash $ 295,931
Certificates of deposit 22,248,000
Investments 19,603,440
Receivables, net:
Taxes 2,932,895
Accounts 6,974,546
Accrued interest 187,812
Other 424,420
Due from other funds 385,438
Due from other governments 2,198
Prepaids 13,200
Interfund loan 1,400,000

Notes receivable

Total assets

LIABILLITIES AND FUND BALANCE
Liabilities:

Accounts payable

Bank overdraft

Accrued expense

Due to other funds

Deferred revenues

Other

Total liabilities

Fund balances:

Reserved for encumbrances

Reserved for interfund loan
Unreserved-designated for economic development
Unreserved, reported in non-major funds

Special revenue funds

Capital projects funds

Unreserved, undesignated

Total fund balances

Total liabilities and fund balances

$ 54,467,880

$ 1,222,977

1,966,638
7,769,047
1,115,140

12,073,802

95,366
1,400,000

40,898,712
42,394,078

$ 54,467,880
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Development
Corp.

26,083

1,905,165

1,743,883

3,700,000

7,375,131

308,193

398,903

973,110

1,680,206

3,700,000
1,414,557

580,368

5,694,925

7,375,131



Other Total

Capital Governmental Governmental
Improvement Funds Funds

$ 3,502,355 $ 274,070 $ 4,098,439

17,607,056 7,503,628 47,358,684

190,262 677,509 22,376,376

- 639,231 3,572,126

- 204,288 8,922,717

- - 187,812

927,397 653,292 2,005,109

- - 385,438

- 629,018 631,216

- - 13,200

352,716 7,057,266 12,509,982

3,244,397 - 3,244,397

$ 25,824,183 $ 17,638,302 $ 105,305,496

$ 1,160,273 $ 358,523 $ 3,049,966

181,207 35,759 2,582,507

- 508,040 508,040

- 1,349,018 10,091,175

- 312 1,115,452

1,341,480 2,251,652 17,347,140

- - 95,366

3,597,112 7,057,266 15,754,378

- - 1,414,557

- 3,093,235 3,093,235

20,885,591 5,236,149 67,600,820

24,482,703 15,386,650 87,958,356

$ 25,824,183 $ 17,638,302 $ 105,305,496
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CITY OF McALLEN, TEXAS
Reconciliation of the Balance Sheet of the Governmental Funds
to the Statement of Net Assets
September 30, 2003

Fund Balances--total governmental funds $ 87,958,356

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

Capital assets used in governmental activities are not financial resources and therefore are not reported in
the funds. 118,342,160

Other long-term assets are not available to pay for current-period expenditures and therefore are deferred in
the funds. 9,197,222

Internal service funds are used by management to charge the costs of certain activities, such as fleet
management and insurance, to individual funds. The assets and liabilities of certain internal service funds
are included in governmental activities in 14,731,375

Some liabilities, including bonds payable, are not due and payable in the current period and therefore are 1
reported in the funds.

See notes to financial statement, page 91 $10,641,116
Accrued interest expense on bonds 55,455 (10,585,661)
Net assets of governmental activities $ 219,643,452

The notes to the financial statements are an integral part of this statement.
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

CITY OF McALLEN, TEXAS

GOVERNMENTAL FUNDS
SEPTEMBER 30, 2003
Development
General Corp

REVENUES
Taxes $ 53,781,810 $ 10,393,934
Licenses and permits 1,434,515 -
Intergovernmental 322,226 -
Charges for services 2,991,704 -
Fines and forfeitures 1,778,660 -
Interest 1,607,133 229,434
Net decrease (increase) in the fair value of investments (548,503) -
Other 7,056,023 86,038
Total revenues 68,423,568 10,709,406
EXPENDITURES
Current:

General government 11,735,797 511,709
Public safety 31,694,910 2,031,266
Highways and streets 7,284,959 2,742,027
Health and welfare 952,481 1,854,869
Culture and recreation 9,765,582 412,603
Debt service:

Principal - 21,295,000

Interest and fiscal charges - 551,018
Total expenditures 61,433,729 29,398,492
Excess of revenues over (under) expenditures 6,989,839 (18,689,086)
OTHER FINANCING SOURCES (USES)

Transfers in 6,573,540 -

Transfers out (7,595,704) (176,957)

Net other financing sources (uses) (1,022,164) (176,957)
Net change in fund balances 5,967,675 (18,866,043)
Fund balances at beginning of year 36,426,403 24,560,968
Fund balances at end of year $ 42,394,078 $ 5,694,925
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Other Total

Capital Governmental Governmental
Improvement Funds Funds
- $ 5,330,533 $ 69,506,277
- - 1,434,515
- 5,182,649 5,504,875
- - 2,991,704
- 401,109 2,179,769
673,211 126,250 2,636,028
(33,674) (7,699) (589,876)
5,908,617 1,028,304 14,078,982
6,548,154 12,061,146 97,742,274
831,277 1,074,045 14,152,828
1,758,843 2,829,347 38,314,366
6,716,057 495,931 17,238,974
- 2,616,918 5,424,268
988,148 367,939 11,534,272
- 4,675,000 25,970,000
- 558,008 1,109,026
10,294,325 12,617,188 113,743,734
(3,746,171) (556,042) (16,001,460)
3,368,898 7,849,878 17,792,316
(294,637) (2,252,310) (10,319,608)
3,074,261 5,597,568 7,472,708
(671,910) 5,041,526 (8,528,752)
25,154,613 10,345,124 96,487,108
24,482,703 $ 15,386,650 $ 87,958,356
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CITY OF McALLEN, TEXAS
Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
September 30, 2003

Net change in fund balances--total governmental funds

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

Governmental funds report capital outlays as expenditures. However, in the statement of activities the
cost of those assets is allocated over their estimated useful lives and reported as depreciation expense.
This is the amount by which capital outlays

In the statement of activities, only the gain on the sale of assets is reported, whereas in the government:
the proceeds from the sale increase financial resources. Thus, the change in net assets differs from the
change in fund balance by the cost of t

Revenues in the statement of activities that do not provide current financial resources are not reported as
revenues in the funds.

Repayment of bond principal is an expenditure in the governmental funds, but the repayment reduces
long-term liabilities in the statement of net assets.

Some expenses reported in the statement of activities do not require the use of current financial
resources and therefore are not reported as expenditures in governmental funds.

Internal service funds are used by management to charge the costs of certain activities, such as fleet
management and insurance, to individual funds. The net revenue (expense) of certain internal service
funds is reported with governmental activities.

Change in net assets of governmental activities

The notes to the financial statements are an integral part of this statement.
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CITY OF McALLEN, TEXAS
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
BUDGET AND ACTUAL

For Fiscal Year Ended September 30, 2003

Revenues:
Taxes:
Property
Sales

Franchise

Total taxes

Licenses and permits:
Business licenses and permits
Occupational

Non-business licenses and permits

Total licenses and permits

Intergovernmental revenues:

State shared revenues

Total intergovernmental revenues

Charges for services:
General government
Public safety
Highways and streets
Health

Culture and recreation
Total charges for services

Fines and forfeitures:
Corporations court

Other fines

Total fines and forfeitures

Interest

Variance with

Final Budget
Actual Positive
Original Budget Final Budget Amount (Negative)
$ 16,100,447 $ 16,100,447 $ 17,143,064 $§ 1,042,617
28,525,000 28,525,000 31,181,802 2,656,802
5,227,000 5,227,000 5,456,944 229,944
49,852,447 49,852,447 53,781,810 3,929,363
22,000 22,000 38,895 16,895
66,300 66,300 94,510 28,210
704,000 704,000 1,301,110 597,110
792,300 792,300 1,434,515 642,215
300,000 300,000 322,226 22,226
300,000 300,000 322,226 22,226
1,282,600 1,282,600 1,386,941 104,341
131,500 136,143 152,908 16,765
351,000 351,000 489,341 138,341
319,500 319,500 356,816 37,316
365,900 365,900 605,698 239,798
2,450,500 2,455,143 2,991,704 536,561
1,250,000 1,369,248 1,546,048 176,800
175,500 175,500 232,612 57,112
1,425,500 1,544,748 1,778,660 233,912
1,900,000 1,900,000 1,607,133 (292,867)
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GENERAL FUND

CITY OF McALLEN, TEXAS

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

BUDGET AND ACTUAL
For Fiscal Year Ended September 30, 2003

Net increase (decrease) in fair value of

investments

Other:

Royalties

Rents and concessions
Reimbursements
Other

Total other revenues

Total revenues

Expenditures:
General government:
City commission
Special service
City manager
City secretary
Audit office
Municipal court
Finance

Tax office

Purchasing and contracting

Legal

Grant administration
Right of way

Human resources

Risk management
Planning

Information technology
Information services
City hall

Building maintenance

Non-departmental activities

Total general government

Variance with

Final Budget
Actual Positive
Original Budget Final Budget Amount (Negative)
- $ - $§  (548,503) $  (548,503)
2,500,000 2,500,000 6,088,958 3,588,958
40,000 40,000 70,913 30,913
17,000 17,000 249,527 232,527
41,000 67,550 646,625 579,075
2,598,000 2,624,550 7,056,023 4,431,473
59,318,747 59,469,188 68,423,568 8,954,380
183,451 186,305 211,529 (20,708)
559,516 636,570 600,992 31,062
475,824 486,349 504,521 (18,172)
659,802 674,420 591,902 82,518
119,653 123,078 135,630 (3,520)
778,739 916,482 844,005 72,477
839,647 856,882 765,663 91,219
673,907 680,104 687,758 (7,654)
272,036 279,080 249,103 29,977
584,201 630,646 715,951 (85,305)
115,343 119,048 104,217 14,831
163,313 167,194 119,842 47,352
1,771,732 952,008 355,023 596,985
951,874 951,874 951,874 -
662,527 680,591 638,021 42,570
905,505 913,313 911,889 1,424
313,069 319,526 316,060 3,466
483,716 485,543 506,033 (20,490)
308,395 314,854 308,606 6,248
2,077,893 2,155,893 2,217,178 (61,285)
12,909,175 12,538,792 11,735,797 802,995
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