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RAYMOND C. CABALLERO
MAYOR

The Comptroller’s Department hereby submits the Comprehensive Annual Financial Report of the City of El Paso
(the City) for the fiscal year ended August 31, 2002. This report was prepared in accordance with Accounting
Principles Generally Accepted in the United States of America (GAAP). 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 the MD&A
and should be read in conjunction with it. The City’s MD&A can be found immediately following the report of the
independent auditors on page xvii.

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.
Responsibility for both the accuracy of the data, and the completeness and fairness of the presentation, including
all disclosures, rests with the City’s management.

To the best of our knowledge and belief, the enclosed data is accurate in all material respects and is organized in a
manner designed to present fairly the financial position and results of operations of the City, as measured by the
financial activity of its various funds, on a government-wide and fund basis. All disclosures necessary to enable
the reader to gain an understanding of the City’s financial activities have been included.

THE REPORT

This Report is presented in three sections: Introductory, Financial, and Statistical. The Introductory Section
includes this transmittal letter, a listing of City officials, and an organizational chart of the City.

The Financial Section includes MD&A, basic financial statements and combining and individual fund statements
and schedules, as well as the independent auditors’ report on the basic financial statements. The MD&A is a
narrative introduction, overview, and analysis to accompany the basic financial statements. This letter of
transmittal is designed to complement MD&A and should be read in conjunction with it. The City of El Paso’s
MD&A can be found immediately following the report of the independent auditors.

The Statistical Section contains unaudited historical financial, current demographic, and other miscellaneous
information usually presented on a multi-year basis. Included in this section is information on overlapping
governments and comparisons to other Texas cities.



An annual independent audit is required by Sec. 7.21 of the City Charter. The accounting firm of KPMG LLP was
retained by the City Council to conduct this year’s audit. The goal of the independent audit was to provide
reasonable assurance that the financial statements are free of material misstatement. The independent auditor
concluded, based upon their audit, that there was a reasonable basis for rendering an unqualified opinion that the
financial statements contained herein conform to GAAP requirements. The independent auditors’ report is
presented first in the Financial Section of this report.

Additionally, because the City receives Federal grants, it is required to undergo an annual audit in conformity with
the provisions of Government Auditing Standards and U.S. Office of Management and Budget Circular A-133,
“Audits of States, Local Governments, and Non-Profit Organizations”. Information related to this audit, including
the schedules of expenditures of federal and state financial assistance, findings and questioned costs, and the
independent auditors’ report on compliance and on internal control over financial reporting will be published as a
separate report to the Department of Housing and Urban Development (HUD), which acts as the City’s cognizant
agent for all Federal grant activities.

CITY PROFILE

Location

El Paso is located in far west Texas on the international boundary between the United States and the Republic of
Mexico. Situated on the Rio Grande River, the City straddles the lowest altitude all-weather pass through the
Rocky Mountains. It is approximately equidistant from the cities of Houston, Texas; Denver, Colorado; and Los
Angeles, California. The population was determined to be 515,342 by the 2000 census. El Paso’s sister city,
Ciudad Juarez, Mexico, has a population in excess of 1,200,000. El Paso is the fourth largest city in Texas and the
largest American city on the border with Mexico. The City’s corporate limits encompass 247.4 square miles. The
City of El Paso, Texas, incorporated in 1873, operates under a Home Rule Charter with a Mayor-Council form of
government. The most recent City Charter was adopted on January 24, 1984. El Paso is governed by a Mayor and
eight district representatives.

The City provides a full range of services to the general public. These services include police and fire protection;
emergency medical and health services; sanitation services; public transportation; construction and maintenance of
streets and infrastructure; recreational activities; and cultural events.

Financial Reporting Entity

The financial statements presented in this report conform to the reporting requirements of the Governmental
Accounting Standards Board (GASB), which establishes combined statements as the required reporting level for
governmental entities that present financial statements in accordance with GAAP.

The basic criterion for determining whether another governmental organization should be included in a primary
governmental unit’s reporting entity for General Purpose Financial Statements is financial accountability. Financial
accountability includes the appointment of a voting majority of the organization’s governing body and the ability
of the primary government to impose its will on the organization, or the existence of a financial benefit/burden
relationship. In addition, an organization which is fiscally dependent on the primary government should be
included as part of the reporting entity.

These financial statements present the City of El Paso (the primary government and its component units). The
following blended component units, although legally separate from the City, are reported as part of the primary
government:



Blended Component Units
City Employees’ Pension Fund

The City contributes to the City Employees’ Pension Fund which is a single-employer defined benefit retirement
system established under legal authority of the City Charter and administered by the City. Although not under the
direct control of the City, the City Employees’ Retirement Fund serves only City and Public Service Board
employees and, because of the scope of service, is included in the City's General Purpose Financial Statements as
a Trust Fund.

Discretely Presented Component Units

The component units columns in the combined financial statements include the financial data of the City's other
component units for which the City Council appoints the majority of the Board and has financial accountability.
These units are reported discretely in separate columns.

Not-for-Profit Component Units

The following not-for-profit corporations have been presented in the Discretely Presented Governmental
Component Units Column. The directors of each corporation are appointed by the City Council. See Note 1 for
more details.

El Paso Property Finance Authority, Inc. (EPPFA)

El Paso Housing Finance Corporation (EPHFC)

City of El Paso Industrial Development Corporation (EPIDC)
El Paso Health Facilities Development Corporation (EPHFDC)

The Proprietary Component Unit Column contains financial information on the El Paso Water Utilities.

Firemen and Policemen's Pension Funds

The Firemen and Policemen's Pension Funds, reported as a pension trust fund in Comprehensive Annual Financial
Reports prior to fiscal year 2000, are not included in the City’s reporting entity.

Accounting System and Budgetary Control

City management is responsible for establishing and maintaining an internal control structure designed to ensure
that the assets of the government are protected from loss, theft, or misuse and to ensure that adequate accounting
data is compiled to allow for the preparation of financial statements in conformity with GAAP. 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. We
believe that the City’s internal accounting controls adequately safeguard assets and provide reasonable assurance
of proper recording of financial transactions.

The City Internal Auditor reports directly to the Mayor and Chief Administrative Officer. The auditor’s primary
responsibility is measuring and evaluating the effectiveness of the accounting and administrative controls.

The City’s investment policy is to minimize credit and market risks while maintaining a competitive yield on its
portfolio. Accordingly, deposits are either insured by Federal depository insurance or collateralized. All collateral
on deposits is held either by the City’s agent or by the depository’s safekeeping department, as pledged to the City,
while awaiting transfer to joint custodial account at the Federal Reserve Bank. The City’s investment policy
follows the provisions outlined in Texas statutes.



In addition, the City maintains budgetary controls. The objective of these budgetary controls is to ensure
compliance with legal provisions embodied in the annual appropriated budget approved by the City Council.
Activities of the General Fund and Debt Service Fund are included in the annual appropriated budget. Project-
length financial plans are adopted for the Capital Projects Fund. The level of budgetary control (that is, the level at
which expenditures cannot legally exceed the appropriated amount) is established by fund, activity, and account
(specific category of expenditure type). The City also maintains an encumbrance accounting system as one
technique of accomplishing budgetary control. Appropriation and encumbrance balances lapse at year end.
However, these commitments are re-appropriated and honored during the subsequent year through a budget
revision.

Debt Administration

During fiscal year 2002, the City issued refunding general obligation bonds in the amount of $55,090,000 to
refund $58,180,000. The City also issued $33,970,000 of certificates of obligation. At August 31, 2002, the City
had $373,975,000 of debt issues outstanding for which property taxes are levied for principal and interest
payments. These issues include $194,225,000 of general obligation bonds (including $7,000,000 of commercial
paper), $176,650,000 of certificates of obligation, and $3,100,000 in contractual obligations. Additionally, the
City has $39,555,000 in revenue bonds for which airport and bridge revenues are pledged to make principal and
interest payments. For more detailed information about the City’s general long-term debt see Note 7 to the
financial statements.

The per capita debt for the City of El Paso is approximately $629 in 2002. As voted by the citizens, there remained
$141,105,000 of bonds authorized but not issued available for sale as of August 31, 2002. However, the City has
issued commercial paper notes in the principal amount of $7,000,000 until the long-term general obligation bonds
are issued.

The debt service property tax rate during the report period was $0.177733 per $100 of assessed value. The total
tax rate for fiscal years 2001 and 2002 of $0.660213 and $0.719833 respectively remain well within the $1.85 tax
rate limit established by the City Charter.

The City has maintained its “AA” rating from Standard and Poor’s and “Aa3” rating from Moody’s Investors Service.

Pension Trust Funds Operations

Three pension and retirement funds exist for the employees of the City. They are the City Employees’ Retirement
Plan, and the Firemen Division and Policemen Division of the Firemen and Policemen’s Pension Funds. The
Firemen and Policemen's Pension Funds are no longer included in the City’s reporting entity. Mellon Trust
Company is the custodian for all pension plans’ assets. An independent audit of each of the pension funds has
been completed and separate reports have been issued.

The City Employees’ Retirement Plan covers substantially all permanent employees of the City except for firemen
and policemen. The plan, established by Chapter 2.64 of the City Code, dated October, 1944 as amended,
currently provides for mandatory deductions from employees (6.75 %) and contributions by the City (10.25%)
based on total compensation. Employees become vested after 10 years of service. The most recent full actuarial
study for the fiscal year ended September 1, 1998, indicates the pension fund to be under funded. The actuarially
computed value of benefits exceed fund assets by $53,981,000 which indicates an 84.1 percentage funded status.
This excess of benefits value over fund assets value is called the unfunded pension benefit obligation and is 59.7%
of annual covered payroll.

More detailed pension information is available in Note 14 to the financial statements and pension schedules in the
Required Supplementary Information other than MD & A.



Risk Management

The City retains the risk for its general liability, police officers’ liability, workers’ compensation, unemployment
compensation, group health, and auto liability. The City’s liability for causes of action based on tort is limited by
the Texas Tort Claims Act to $250,000 per person injured or $500,000 per incident and $100,000 for property
damage. Generally, however, there is no liability limit for causes of action based on claims for Civil Rights
violations or claims arising from a breach of contract. Excluded from self-insurance are Mass Transit vehicles,
liability insurance for the airport, police auto liability, and certain other catastrophic liability occurrences.
Property, casualty, boiler, and machinery insurance is provided by a commercial carrier.

ECONOMIC OUTLOOK

El Paso continues to grow its participation share in the global economy. International trade and information
technology remain major factors in the economic evolution in the El Paso/Cuidad Juarez region. International
trade is a natural in the border region, stimulated by NAFTA and the Mexican maquiladora program. To sustain
and strengthen international trade, El Paso continues to emphasize the creation of high technology jobs.

The total of wage and salary employed persons in the El Paso MSA in 2001 was 260,924 and in November, 2002,
the total employment was 262,400. While the Nation has experienced increasing unemployment in the last two
years, El Paso's unemployment rate has remained stable with average rates of 8.2 percent in 2001 and 8.5 percent
through November 2002. Recent statistics indicate that the new industries, a retrained labor force, a robust
economy, and investment in education and infrastructure continue to be factors in El Paso's economic resilience.

The changing national economy is causing an adjustment of El Paso's employment distribution. Manufacturing
employment has decreased significantly, as a major portion of the apparel industry has relocated south of the
border. However, the maquiladora industry and NAFTA have created new opportunities for suppliers and capital
intensive manufacturing in El Paso. Concurrently, the service sector has seen an increase in employment in health
care, professional and business services, as has the government and public school sector, stemming from a
growing need for services to support the rapidly expanding border region. The transportation, communications,
and public utilities employment sector is supported by the border economy as well, since El Paso’s strategic
location is of great benefit to telecommunications and shipping. Finally, the construction and finance, insurance,
and real estate sectors have also been stimulated by the region's economic strengths, with an all-time high of $889
million of construction permits issued in 2002, a considerable increase over 2001’s $489 million.

According to the Texas Department of Economic Development, Mexico continues to be Texas' largest export
market. Texas shipments to Mexico reached $41.6 billion during 2001, accounting for 43.8 percent of total state
exports. Much of this traffic moves through El Paso, as the Bureau of Transportation Statistics reports that almost
$16 billion worth of exports to Mexico were shipped through El Paso ports during 2001. Imports through El Paso
ports of entry have also remained strong with the value of imports at $22.3 billion in 2001. The City is the third
largest importer/exporter along the United States-Mexico border and is ranked in the top 25 metropolitan
exporters.

The tragic events of September 11, 2001, caused both tighter security on the border and a general reluctance by El
Paso area consumers to shop, resulting in an initial 4.5 percent decrease in sales tax revenue, or about $200,000,
to the City for September 2001, compared to September 2000. Since the fall of 2001, sales tax revenues have
recovered with a 4.8 percent increase in December 2002 over December 2001. Improvements in the expediency
of border security operations, heightened security at El Paso International Airport, and strong governmental and
community leadership provided the basis for a steadfast economic outcome to September 11™.

At this time, the City is not able to predict the effects the war with Iraq will have on revenues and expenditures. As
a result of potential financial impact, the City has made a concerted effort to limit appropriations to only those
items truly necessary. This includes a reduction in the amount spent by the City for capital acquisitions.

The major initiatives listed below are designed to further foster this climate of growth.



MAJOR INITIATIVES

Convention Center Expansion and Modernization — Using funds from the City’s Hotel/Motel Tax, the City
completed this project in May 2002. This project nearly doubled available square footage to accommodate more
people, larger and more technologically complex conventions and exhibits, and the capability to serve
simultaneous events efficiently.

Transportation Improvement Program — In conjunction with the Texas Department of Transportation (TXDOT), the
City continues an aggressive five-year plan to extend major thoroughfares throughout the City, improve
signalization systems, and reconstruct vital arterial streets. Cost of the program is estimated at over $69 million.
The City will fund approximately 20% of the construction costs and in some cases 100% of the costs to acquire
necessary rights-of-way. The remaining share of construction costs is funded by gasoline taxes revenues
administered by TXDOT. In 2002, an arterial connection of the northwest business park with Loop 375 was
constructed with Federal funds and the City’s private/public partnership. A significant project during fiscal year
2002 is the reconstruction of and improvements to Alameda Street from southern end area of U. S. 54 to
downtown. TXDOT designed and awarded the project with the City’s $3.8 million contribution.

Investments into the City’s infrastructure continue through the City’s annual resurfacing programs, traffic
improvements, construction of and improvements to flood control facilities and street paving.

o Construction continues in the southeast flood control project designed to channel rainwater from low-lying
areas in the City’s lower valley to drainage facilities and ultimately the Rio Grande. This multi-million
dollar project is funded through the Corps of Engineers and the City.

o0 Support facilities for critical maintenance functions are under construction or recently acquired. In the
northwest sector of the City, an upgraded and expanded service center will house Street, Solid Waste
Management, Fleet Maintenance, and Parks Departments’ operations. In the geographic center of the City,
the former TXDOT facility on Clark Street will house Police, Street, Solid Waste Management, Building
Maintenance, and Parks functions.

o City Hall is also undergoing much-needed renovations and relocations to improve energy efficiency and
space utilization. The second floor was remodeled with a modular furniture system for use by the Planning
and Research Department and brings this department’s services to a more convenient location.

0 A new records facility was purchased to improve the City’s management of records.

Health District — During fiscal year 2002, the City purchased property and began design for a new home for the
Health District. The first phase of the project includes facilities for administrative and warehousing functions.
Improvements for laboratories will follow in fiscal year 2003.

Studies for freight and passenger rail began in fiscal year 2002 and include international movement of goods and
people. Funding of these studies come from the City and Federal/state grants received via Sun Metro and the
Metropolitan Planning Organization. The objectives of these studies are analyses of the need for new and/or
relocated rail facilities and identification of possible alternative uses for existing rail facilities.

The Plaza Theater — A long-regarded jewel of downtown past, the Plaza Theater will undergo a $26.5 million
renovation designed to convert this historical theater to a multi-purpose performing arts and cultural event venue.
This project is a public/private partnership between the City and the El Paso Community Foundation.

The Museum of Archaeology at Wilderness Park was renovated during fiscal year 2002. Support systems and the
interior of the building were modernized to make way for exhibits highlighting the area’s history and native
inhabitants.

Quality of Life - Following the unprecedented approval of $141 million bond program for quality of life projects in
2000, the City began scheduling design for projects. FY02 saw the completion of the marine mammal exhibit at
the zoo, the Armijo center pool, library automation system, and ballpark lights at Alta Vista and Veterans Parks.
Design efforts continue for Cleveland Square redevelopment, a program which includes the Main Library
expansion, a new history museum, and a redeveloped plaza as the future home of the Juan de Onate statue.

vi



AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of El Paso for its Comprehensive Annual Financial
Report for the fiscal year ended August 31, 2001. This was the fourth consecutive year that the government has
achieved this prestigious award. In order to be awarded a Certificate of Achievement, a government must publish
an easily readable and efficiently organized comprehensive annual financial report. This report must satisfy both
accounting principles generally accepted in the United States 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 City also received the GFOA’s Award for Distinguished Budget Presentation for its annual
operating budget prepared for the fiscal year covered by this Comprehensive Annual Financial Report. In order to
receive this award, a governmental unit must publish a budget document that meets program criteria as a policy
document, an operations guide, a financial plan, and a communications device.

The preparation of this Comprehensive Annual Financial Report was made possible by the dedicated service of the
employees of the Department of the Comptroller. Each member of the department has our sincere appreciation for
the contributions made in the preparation of this report. Additionally, the efforts component unit agencies and
their external auditors expended for the timely implementation of GASB Statement Number 34 is appreciated.

We would also like to thank the Mayor, City Council, and City Department Directors for their interest and support
in planning and conducting the financial operation of the City in a responsible and progressive manner.

Respectfully submitted,

by ol o

3 William A, Chapman
Chief Administrative Officer Chief Financial Officer

Wendy M. Hebedireit®

Compbroller

vii
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Independent Anditors’ Report

To the Honorable Mayor and Members of the City Council
City of El Paso, Texas:

We have audited the accompanying Gnancial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City of El Paso, Texas {the City), as of and for the vear ended
August 31, 2002, which collectively comprise the City's basic financial statements as listed in the
accompanying fable of contents, These financial statements are the responsibility of the City's
manggement, Chir responsibility s 10 express opimions on these financial stotements based on our swdit,
We did not audit the financial statements of the Public Service Board — City of El Paso (El Pase Water
Utilities), which represents 99% of the assets and revenwes of the apgregate discreiely presented
component units in the accompanying statemient of net assets and statement of activities. Those financial
statements were audited by other auditors whose report has been furnished 1o us, and our opinion, insofar
as it relates to the amounts included for E] Paso Water Utilities, is based on the report of the other auditors,

We conducted our audit m sccordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Govermmend Auditing Standards,
issued by the Comptroller General of the United States. Those standards reguire that we plan and perform
the audit o obisin 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 fmancial statements. An awdit also includes assessing the accounting principles used and
significant estimates made by management, as well as cvaluating the overall financial statement
presentation. We believe that our audit and the report of other avditors provide a reasonable basis for our
Opinion,

In our opinion, based on our awdit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activifies, the aggregate discretely presented component wnits, esch majos
fund, and the aggregate remaining fund information of the City as of August 31, 2002, and the respective
changes in financial position and cash flows, where applicable, thereof for the year then ended n
conformity with accounting principles generally accepted in the United States of America.

Az described in note 1, the City has implemented o new financial reporting model as required by
Governmenial Accounting Standards Board (GASB) Statement Mo, 34, Bavic Financial Statemenits — and
Management's Discussion and Aralvsis — for State and Local Governments, GASB Statement Mo, 17,
Basic Fimancial Statemenis - and Momagement'’s Discussion and Amalysis — for Stede amd Local
Governments; Omnibux, GASE Statement Mo, 38, Certain Financlal Stotesrent Note DNsclosures, and
GASE Interpretation Mo, &, Recognition amd Meatwrement of Certain Lichilivies amd Expenditures in
Governmental Furd Financlal Stwerienis, effective September 1, 2000,
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In accordance with Government Auditing Standavds, we have also issued our report dated April 30, 2003
on our consideration of the City’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 Anditing Stendards and should be read in conjunction with this
report in considering the results of oor audit.

The Management’s Discussion and Analysis pages xvii through xxv, the General Fund Schedule of
Revenues, Expenditures, and Changes in Fund Balances — Budget and Actual on page 59, and the
Schedules of Funding Progress on page 60 are not a required part of the basic financial statements but is
supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

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, the combining and individual
fund financial statements and schedules, and statistical section are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The combining and individual fund
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 faken as a whole, The introductory section and statistical section have not been
subjected to the auditing procedures applied in the audit of the basic financial statements and, accordingly,
we gapress no opinion on them,

KPMc LLP

April 30, 2003



CITY OF EL PASO
MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of El Paso, we offer readers of the City’s financial statements this overview and
analysis of the financial activities of the City for the fiscal year ended August 31, 2002. This document is
designed to:

Help focus the reader on significant financial issues,

Provide an overview of the City’s financial activity,

Identify changes in the City’s ability to address the next and subsequent year operational objectives,
Identify any material deviations from the approved budget, and

Identify individual fund issues or concerns.

Since the Management’s Discussion and Analysis (MD&A) is designed to focus on the current years’
activities, resulting changes, and currently known facts, we encourage it to be considered in conjunction
with the Transmittal Letter and the City’s financial statements. The information in these three sections of
this Comprehensive Annual Financial Report compliments each other.

HIGHLIGHTS

Financial Highlights

0 The net assets of the City of El Paso exceeded its liabilities at the close of the most recent fiscal year by
$442,866,884. Of this amount, the City has unrestricted net assets of $22,832,024

o The City’s total net assets decreased by $15,279,082 largely due to the City Council’s decision to
balance the budget by consuming unrestricted fund balance in lieu of raising property taxes and
increased expenditures for public safety and health related to national security measures.

0 As of the close of the current fiscal year, the City of El Paso’s governmental funds reported combined
ending fund balances of $130,330,944. Approximately 83% of this total amount, $108,637,319, is
unreserved and available for use within the City’s designation and policies.

0 At the end of the current fiscal year, unreserved fund balance for the general fund was $25,184,462, or
12.6% of the total general fund expenditures of $225,538,544.
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OVERVIEW OF THE FINANCIAL STATEMENTS

The City’s basic financial statements have three components: government-wide financial statements, fund
financial statements, and notes to the financial statements. This report also contains audited and unaudited
supplementary information presented just after the basic financial statements section.

Government-wide Financial Statements

The government-wide financial statements are designed to resemble those of private-sector entities in that
all governmental and business-type activities are consolidated into columns which add to a total for the
Primary Government. Component Units, which are other governmental units over which the City Council,
acting as a group, can exercise influence and/or may be obligated to provide financial subsidy, are
presented in separate columns in the government-wide statements. The focus of the statements is clearly
on the Primary Government and the presentation allows the user to address the relative relationship with
the Component Units.

The Statement of Net Assets is designed to provide asset and liability information with the difference
between the two presented as Net Assets. This statement consolidates governmental funds’ current
financial resources (short—term spendable resources) with capital assets and long-term obligations.

Governmental Activities includes the City’s basic services - police, fire, public works, and community
services. Property and sales taxes finance the majority of these services. The business-type activities reflect
private sector type operations (Solid Waste, Airport, International Bridges, and Mass Transit), where the fee
for services typically covers all or most of the cost of operation, including depreciation.

Fiduciary activities are excluded from government-wide financial statements. While these activities
maintain trust responsibilities, their assets are restricted in purpose and do not represent discretionary
resources of the government. Therefore, these assets are not presented as part of the government-wide
financial statements.

The Statement of Activities is focused on both the gross and net cost of various functions (including
governmental, business-type, and component units) which are supported by the government’s general tax
and other revenues. This is intended to summarize and simplify the user’s analysis of the cost of various
governmental services and/or subsidy to various business-type activities and/or component units.

Fund Financial Statements

A fund is a grouping of related accounts used to maintain control over resources that have been segregated
for specific activities or objectives. Fund accounting is based upon compliance with finance-related legal
requirements underlying each fund. The focus of the fund financial statements is on major funds, rather
than fund types. All of the funds of the City can be divided into three categories: governmental funds,
proprietary funds, and fiduciary 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 short-term sources and uses of spendable
resources, as well as on balances of spendable resources available at the end of the fiscal year. Funds that
focus on current financial resources (governmental funds) use the modified accrual basis of accounting,
which recognizes increases and decreases in financial resources only to the extent that they reflect near-
term inflows or outflows of cash. Such information may be useful in evaluating a government’s current
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 governmental-wide financial statements. By doing
so, readers may better understand the long-term impact of the government’s near-term financing decisions.
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Both the Governmental Funds Balance Sheet and the Governmental Fund Statements of Revenues,
Expenditures, and Changes in Fund Balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The City maintains eleven governmental funds. Information is presented separately in the Governmental
Fund Balance Sheet and in the Governmental Fund Statement of Revenues, Expenditures, and Changes in
Fund Balances for the General, Community Development Block Grants, Debt Service, and Capital Projects,
all of which are considered to be major funds. Data from the other seven funds are combined into a single
column, titled Other Governmental Funds. Individual fund data for each of these hon-major governmental
funds is provided in the form of combining financial statements and schedules.

Proprietary Funds

Funds that focus on total economic resources, (i.e., proprietary funds) employ the accrual basis of
accounting, which recognizes increases and decreases in economic resources as soon as the underlying
event or transaction occurs.

The City maintains two types of proprietary funds: enterprise and internal service. Enterprise funds are
used to report the same functions presented as business-type activities in the government-wide financial
statements. The City uses enterprise funds to account for its airport, mass transit, sanitation, and
international bridge operations. Internal service funds are an accounting device used to accumulate and
allocate costs internally among the City’s various functions. The City uses its internal services funds to
account for its fleet services, risk management, printing and mail services, and employee health and
welfare programs. As these internal services predominantly benefit governmental rather than business-type
functions, they have been included within governmental activities in the government-wide financial
statements.

Proprietary funds provide the same type of information as the government-wide financial statements, only
in greater detail. The proprietary fund financial statements provide separate information for the El Paso
International Airport, Solid Waste Management, and Sun Metro (mass transit) funds since they are
considered major funds of the City. Because the International Bridges fund is the only remaining enterprise
fund, it is being presented as a major fund even though it does not meet the quantitative criteria of a major
fund established in Government Accounting Standards Board (GASB) Statement No. 34. All internal
service funds are combined into a single aggregated presentation on the proprietary fund financial
statements. Individual fund data for the internal services funds is provided in the form of combining fund
statements and schedules.

While the total column on the proprietary fund financial statements for enterprise funds is the same as the
business-type column at the government-wide financial statements, the governmental funds total column
requires a reconciliation because of the different measurement focus; the reconciliation is presented on the
page following each statement. The flow of current financial resources will reflect bond proceeds and
interfund transfers as other financial sources as well as capital expenditures and bond principal payments
as expenditures. The reconciliation will eliminate these transactions and incorporate the capital assets and
long-term obligations into the Governmental Activities column in the government-wide statements.

Fiduciary Funds

Fiduciary funds are used to account for those resources held by the government for the benefit of parties
outside the government. Fiduciary funds are not reflected in the government-wide financial statements
because the resources of these funds are not available to support the City’s own programs. The accounting
methods used for these funds is much like that used for proprietary funds.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of government’s financial position. In
the case of the City of El Paso, assets exceeded liabilities by $442,866,884 as of August 31, 2002.

The largest portion of the City’s net assets (75%) reflects its investment in capital assets (e.g. land, building,
equipment, improvements, construction in progress, and infrastructure), less any debt used to acquire those
assets that is still outstanding. The City uses these capital assets to provide service to citizens; consequently
these assets are not available for future spending. Although the City’s investment in its capital assets is
reported net of related debt, it should be noted that the resources needed to repay this debt must be
provided from other sources, since the capital assets themselves cannot be used to liquidate these
liabilities.

With the first year implementation of GASB Statement 34, the City is not presenting comparable columns
in the various comparisons and analyses for the prior year. A comparative analysis will be provided in
future periods.

CITY OF EL PASO’S NET ASSETS

>nvarnmantal Riicinace-Tv/ina
Artivitiee Artivitiee
2002 2002 Total
Current and other assets $ 207.060.014 99,428,169 306,488,183
Capital assets 454 457,007 236,446,525 690,903,532
Total assets 661,517,021 335.874.694 997.391.715
Lona-term liabilities 430,867,841 97,667,271 528,535,112
Other liabilities 19.230.760 6.758.959 25.989.719
Total liabilities 450,098.601 104.426.230 554.524.831
Net Assets:
Invested in capital assets, net
of related debt 149,010,953 175,314,768 324,325,721
Restricted 59,250,860 36,458,279 95,709,139
Unrestricted 3.156.607 19.675.417 22.832.024

Total net assets $ 211,418,420 231,448 464 442 866,884

Analysis of the City’s Operations — The following table provides a summary of the City’s changes in net
assets for the year ended August 31, 2002. Comparative information for fiscal year 2001 is not available.
Governmental activities decreased the City of El Paso’s net assets by $25,244,588. Business-type activities
increased the City’s net assets by $9,965,506.
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CITY OF EL PASO’S CHANGES IN NET ASSETS

Revenues:
Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues:
Ad valorem taxes
Sales tax
Franchise taxes
Investment earnings
Gain (loss) on disposal of assets
Total revenues

Expenses:
Governmental activities:
General government
Public safety
Public works
Public health
Parks
Library
Culture and recreation
Community and economic development
Interest on long-term debt
Business-type activities
El Paso International Airport
International Bridges
Solid Waste Management
Mass Transit
Total expenses
Excess (deficiency) before transfers

Transfers

Increase (decrease) in net assets
Net assets - September 1, 2001
Net assets - August 31, 2002

Governmental Business-Type
Activities Activities

2002 2002 Total
$ 41,819,482 68,954,854 110,774,336
40,685,867 10,667,890 51,353,757
9,662,029 16,721,304 26,383,333
127,981,301 127,981,301
52,150,330 23,482,957 75,633,287
28,209,095 28,209,095
5,449,322 2,440,742 7,890,064
(1,378,996) 22,039 (1,356,957)
304,578,430 122,289,786 426,868,216
26,712,552 26,712,552
168,101,107 168,101,107
64,029,296 64,029,296
18,323,647 18,323,647
15,061,696 15,061,696
6,513,052 6,513,052
10,532,736 10,532,736
19,082,055 19,082,055
21,146,790 21,146,790
27,700,793 27,700,793
2,814,122 2,814,122
21,834,341 21,834,341
40,295,111 40,295,111
349,502,931 92,644,367 442,147,298
(44,924,501) 29,645,419 (15,279,082)

19,679,913 (19,679,913)
(25,244,588) 9,965,506 (15,279,082)
236,663,008 221,482,958 475,475,961
$ 211,418,420 231,448,464 460,196,879
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FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS

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

At the end of the current fiscal year, the City’s governmental funds reported combined ending fund
balances of $130,330,944. Approximately 83.4% of this total amount, $108,637,319 constitutes
unreserved and undesignated fund balance. The remainder of the fund balance is reserved or designated to
indicate that is not available for new spending because it has already been committed: 1) to provide for
prepaid items, $2,344, 2) to provide a cash reserve, $16,000,000, 3) to provide for inventory, $3,894,603,
and 4) to pay for subsequent years and contingencies, $1,796,678.

In the general fund, the City budgeted for a decrease in the fund balance of $5,366,339, which was
primarily resulting from a desire to maintain the tax rates. Due to actual revenues being more than
budgeted and actual expenses being less than budgeted, the actual fund balance increase for fiscal year
2002 was $4,083,053. Debt service fund balance decreased in 2002 by $6,491,239 and was primarily
due to planned use of prior year’s fund balance to maintain the debt service tax rate.

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

Unrestricted net assets of the respective proprietary funds are found on page xxi of this discussion. The
funds had a net assets increase (decrease) in 2002 as follows:

Airport $ 7,873,473
International Bridge (75,000)
Mass Transit 3,109,338
Solid Waste Management (912.305)
Total $ 9,995,506

This is the first time for Solid Waste Management to be reported as a proprietary fund. For this reporting
period, Solid Waste Management’s operating net income was $4,727,793 and its income before transfers
was $4,018,548. The current portion of bonds and notes payable was $3,406,474.

GENERAL FUND BUDGETARY HIGHLIGHTS

The City made revisions to the original appropriations approved by City Council. These changes did not
result in an increase from the original budget. The majority of the revisions were due to transfers of
existing appropriations to meet the changing needs of departments. All variations are discussed in the
notes to the financial statements.
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CAPITAL ASSETS

Infrastructure Assets

General capital assets include land, improvements to land, easements, buildings, vehicles, machinery and
equipment, infrastructure, and all other tangible assets that are used in operations and that have initial
useful lives greater than two years and exceed the government’s capitalization threshold (see Notes to the
Financial Statements, Note 1). The City has capitalized all purchased assets with a cost of $5,000 or more.

Historically, a government’s largest group of assets (infrastructure — roads, bridges, traffic signals) have not
been reported nor depreciated in governmental financial statements. This new statement requires that
these assets be valued and reported within the Governmental column of the Government-wide Statements.
Additionally, the government must elect to either (a) depreciate these assets over their estimated useful life
or (b) develop a system of asset management designed to maintain the service deliver potential to near
perpetuity. The City chooses to depreciate infrastructure assets over their useful lives.

Prior to the implementation of the new reporting model, no depreciation was charged on general capital
assets. Accumulated depreciation was recorded for the first time based upon the date of acquisition and
the life span of the asset.

The City’s investment in capital assets for its governmental and business-type activities as of August 31,
2002, amounts to $690,903,532 (net of accumulated depreciation). This investment in capital assets
includes land, building, equipment, improvements, infrastructure, and construction in progress.

Major capital asset events during the current fiscal year included the following:
* In May of 2002 the City completed expanding and modernizing the Convention Center.

» Studies for freight and passenger rail began in FY 2002 and include international movement
of goods and people.

» Working with the Texas Department of Transportation, the City is pursuing a 5-year plan to
extend major thoroughfares throughout the city.

» The City purchased property and began design for a new home for the Health District.

CAPITAL ASSETS AT YEAR-END
NET OF ACCUMULATED DEPRECIATION

Governmental Business-Tvpe
Activities Activities
2002 2002 Total
Land $ 132,253,626 6,433,698 138,687,324
Buildinas 92,684,004 83,714,879 176,398,883
Eaquipment 36,761,316 35,850,911 72,612,227
Improvements 3,719,579 77,997,545 81,717,124
Infrastructure 188,474,510 188,474,510
Construction in proaress 563,972 32,449,491 33.013.463
Total $ 454,457,007 236,446,525 690,903,532

Additional information on the City’s capital assets can be found in Note 5 of the financial statements.
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DEBT ADMINISTRATION

At the end of the current fiscal year, the City had a total bonded debt and notes payable of $418,764,811.
Of this amount, $373,965,000 is comprised of bonded debt backed by the full faith and credit of the
government and $39,555,000 represents bonds secured solely by fees for services rendered. The notes
payable of $5,244,811 pertains to financing agreements between the City and the State Infrastructure Bank
as well as the Federal Highway Administration to provide funding for design, construction, and
improvement of the International Bridges.

OUTSTANDING DEBT AT YEAR END
BONDS AND NOTES PAYABLE

Governmental Business-Type
Activities Activities
2002 2002 Total
General obligations $ 187,215,000 187,215,000
Revenue bonds payable 39,555,000 39,555,000
Certificate of obligations 151,615,206 25,034,794 176,650,000
Contractual obligations 3,100,000 3,100,000
Commercial paper 7,000,000 7,000,000
Notes payable 5,244 811 5,244 811
Total $ 348,930,206 69,834,605 418,764,811

During the fiscal year, the City issued $33,970,000 in certificate of obligation bonds, $5,000,000 in
commercial paper, and $55,090,000 in general obligation refunding bonds. Bond proceeds will be used to
pay costs of land acquisition, capital equipment acquisition, and to expand landfill capacity and refund
existing debt outstanding.

The City’s general obligation, revenue bonds, certificate of obligation, contractual obligations, and
commercial paper ratings are listed below:

Moody's Standard
Investors Service & Poor's
General obligations Aa3 AA
Revenue bonds payable A A-
Certificate of obligation Aa3 AA
Contractual obligations Aa3 AA
Commercial paper P-1 A-1+

Several of the City’s bonds are insured thus holding a AAA credit rating from both Moody’s and Standard &
Poor’s.

Additional information on the City’s long-term debt can be found in Note 7 of this report.

XXiv



ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

The City’s unemployment rate has been consistent at 8.5% as compared to State of Texas, which is 6.3%.
The City’s consistent unemployment rate is an indicator of its resilience to poor economic factors. Sales tax
receipts, which average 20% of general fund revenues, remain steady in fiscal year 2003 in spite of a
slowing economy. This revenue source is typically the most volatile and subject to decline when an
economic slowdown occurs.

At this time, the City is not able to predict the effects the war with Iraq will have on future revenues and
expenditures. As a result of potential financial impact, the City has made a concerted effort to limit
appropriations to only those items truly necessary. This includes a reduction in the amount spent by the
City for capital acquisitions.

REQUEST FOR INFORMATION

The City of El Paso’s Comprehensive Annual Financial Report is designed to provide citizens, customers,
investors, and creditors with a general overview of the City’s finances. If you have questions about this
report or need any additional information, contact the Comptroller Department, Attn: Comptroller, at:

2 Civic Center Plaza — 7" floor

El Paso, Texas 79901- 1196

(915) 541-4436

e-mail: citycomptroller@ci.el-paso.tx.us
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CITY OF EL PASO, TEXAS
STATEMENT OF NET ASSETS
August 31, 2002

PRIMARY GOVERNMENT COMPONENT UNITS

BUSINESS- EL PASO
GOVERNMENTAL TYPE WATER
ACTIVITIES ACTIVITIES TOTAL UTILITIES OTHER
ASSETS
Cash and Cash Equivalents $ 126,580,710 72,949,580 199,530,290 135,666,428 1,146,862
Investments 564,541 564,541 15,173,089
Receivables, net of allowances (Note 4) 82,534,150 14,132,729 96,666,879 13,865,758
Prepaid Items 2,344 511,216 513,560 2,602,319
Internal Balances (Note 6) (7,054,590) 7,054,590
Due From Component Units 609,892 2,088,841 2,698,733
Inventory 4,387,508 2,126,672 6,514,180 2,117,310
Unamortized Bond Issue Expense 3,804,433
Capital Assets, Net (Note 5) 454,457,007 236,446,525 690,903,532 629,339,997
Total assets 661,517,021 335,874,694 997,391,715 802,569,334 1,146,862
LIABILITIES
Liabilities:
Accounts Payable 9,176,200 3,221,443 12,397,643 11,835,139
Accrued Payroll 4,935,725 979,317 5,915,042
Due to Primary Government 2,304,640
Taxes and Fees Payable 997,680 182,381 1,180,061
Accrued Interest Payable 801,593 326,097 1,127,690 8,440,642
Deferred Revenue 290,858 781,283 1,072,141
Other Current Liabilities 85,968 85,968 4,454,649
Construction Contracts and Retainage Payable 3,028,704 1,182,470 4,211,174 2,477,395
Long-term Liabilities-Current (Note 8) 69,588,937 10,311,204 79,900,141 11,919,000
Long-term Liabilities-Non-current (Note 8) 361,278,904 87,356,067 448,634,971 281,018,814
Total liabilities 450,098,601 104,426,230 554,524,831 322,450,279
NET ASSETS
Invested in Capital Assets, net of related debt 149,010,953 175,314,768 324,325,721 423,997,282
Restricted for:
Debt Service 13,583,626 9,967,578 23,551,204 11,226,348
Cash Reserve 16,000,000 16,000,000
Passenger Facilities 9,391,154 9,391,154
Special Revenue 9,462,100 9,462,100
Capital Projects 20,205,134 17,099,547 37,304,681 28,421,848
Unrestricted 3,156,607 19,675,417 22,832,024 16,473,577 1,146,862
Total net assets $ 211,418,420 231,448,464 442,866,884 480,119,055 1,146,862

The accompanying notes are an integral part of these financial statements. 1



CITY OF EL PASO, TEXAS
STATEMENT OF ACTIVITIES
For the year ended August 31, 2002

Net (Expense) Revenue and Changes in Net Assets

Program Revenues Primary Government Component Units

Operating Capital
Charges for Grants and Grants and Governmental Business- El Paso Water
Functions/Programs Expenses Services Contributions  Contributions Activities type Activities Total Utilities Other
Primary government:
Governmental activities:
General government $ 26,712,552 1,672,984 2,685,322 (22,354,246) (22,354,246)
Public safety 168,101,107 23,386,121 8,895,601 (135,819,385) (135,819,385)
Public works 64,029,296 7,302,614 517,111 (56,209,571) (56,209,571)
Public health 18,323,647 2,561,363 7,782,729 (7,979,555) (7,979,555)
Parks 15,061,696 2,673,863 401,231 (11,986,602) (11,986,602)
Library 6,513,052 209,915 851,699 (5,451,438) (5,451,438)
Culture and recreation 10,532,736 1,077,759 3,804,150 (5,650,827) (5,650,827)
Community and economic development 19,082,055 2,934,863 15,748,024 9,662,029 9,262,861 9,262,861
Interest on long-term debt 21,146,790 (21,146,790) (21,146,790)
Total governmental activities 349,502,931 41,819,482 40,685,867 9,662,029 (257,335,553) (257,335,553)
Business-type activities:
International airport operations 27,700,793 25,611,417 3,793,324 7,389,260 9,093,208 9,093,208
International bridges operations 2,814,122 10,516,331 7,702,209 7,702,209
Solid waste operations 21,834,341 25,630,336 3,795,995 3,795,995
Mass transit operations 40,295,111 7,196,770 6,874,566 9,332,044 (16,891,731) (16,891,731)
Total business-type activities 92,644,367 68,954,854 10,667,890 16,721,304 3,699,681 3,699,681
Total primary governmer 442,147,298 110,774,336 51,353,757 26,383,333 (257,335,553) 3,699,681 (253,635,872)
Component units:
Water and waste water 96,858,398 96,605,926 12,996,260 12,743,788
Other 527,422 140,799 (386,623)
Total component units $ 97,385,820 96,746,725 12,996,260 12,743,788 (386,623)
General revenues:
Taxes:
Property taxes, levied for general purposes 97,486,745 97,486,745
Property taxes, levied for debt service 30,494,556 30,494,556
Franchise taxes 28,209,095 28,209,095
Sales taxes 52,150,330 23,482,957 75,633,287
Investment earnings 5,449,322 2,440,742 7,890,064 2,714,603 21,520
Gain (Loss) on disposal of capital assets (1,378,996) 22,039 (1,356,957)
Transfers 19,679,913 (19,679,913)
Total general revenues and transfers 232,090,965 6,265,825 238,356,790 2,714,603 21,520
Change in net assets (25,244,588) 9,965,506 (15,279,082) 15,458,391 (365,103)
Net assets - beginning 236,663,008 221,482,958 458,145,966 464,660,664 1,511,965
Net assets - endinc $ 211,418,420 231,448,464 442,866,884 480,119,055 1,146,862

The accompanying notes are an integral part of these financial statements. 2




ASSETS
Cash and Cash Equivalents
Receivables - Net of Allowances
Taxes
Trade
Notes
Other
Due From Other Government Agencies
Prepaid Items
Due From Other Funds
Due From Component Units
Inventory
TOTAL ASSETS

LIABILITIES
Accounts Payable
Accrued Payroll Payable
Due to Other Funds
Taxes Payable
Deferred Revenue
Deferred Ad Valorem Taxes
Construction Contracts and Retainage
Payable
Compensated Absences
TOTAL LIABILITIES

FUND BALANCES

Reserved for:
Prepaid Items
Cash Reserve
Inventory

Unreserved:
Designated for Subsequent Years
Designated for Contingencies
Undesignated

TOTAL FUND BALANCES

TOTAL LIABILITIES AND FUND BALANCES

CITY OF EL PASO, TEXAS

BALANCE SHEET

GOVERNMENTAL FUNDS

August 31, 2002

Community Other Total
Development Capital Governmental Governmental

General Block Grants Debt Service Projects Funds Funds
$ 31,560,425 11,094,529 75,838,196 8,087,360 126,580,510
15,184,642 2,514,946 17,699,588
196,057 196,057
28,902,621 28,902,621
2,157,074 96,214 2,253,288
4,554,707 900,119 2,877,089 8,331,915
2,344 2,344
7,605,498 1,925,025 9,530,523
609,892 609,892
3,894,603 3,894,603
61,210,535 33,457,328 13,609,475 76,738,315 12,985,688 198,001,341
3,298,817 1,483,883 25,849 3,222,491 775,621 8,806,661
4,184,258 89,097 3,389 532,084 4,808,828
1,057,250 2,981,727 6,297,774 1,925,025 12,261,776
997,680 997,680
28,902,621 290,858 29,193,479
6,574,260 1,982,148 8,556,408
3,028,704 3,028,704
16,861 16,861
16,129,126 33,457,328 2,007,997 12,552,358 3,523,588 67,670,397
2,344 2,344
16,000,000 16,000,000
3,894,603 3,894,603
796,678 796,678
1,000,000 1,000,000
23,387,784 11,601,478 64,185,957 9,462,100 108,637,319
45,081,409 11,601,478 64,185,957 9,462,100 130,330,944
$ 61,210,535 33,457,328 13,609,475 76,738,315 12,985,688 198,001,341

3

The accompanying notes are an integral part of these financial statements.



CITY OF EL PASO, TEXAS
RECONCILIATION OF THE BALANCE SHEET TO THE STATEMENT OF NET ASSETS
GOVERNMENTAL FUNDS
August 31, 2002

Fund balances - total governmental funds balance sheet $ 130,330,944

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

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

Governmental capital assets 989,252,998
Accumulated depreciation (535,293,770)

453,959,228

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

Property taxes 8,556,408
Fines and forfeits 47,344,544
Allowance for uncollectible fines and forfeits (22,245,448)

33,655,504

Internal service funds are used to charge the costs of certain activities,
such as health insurance, workmen's compensation, unemployment,
postage, copy center and equipment maintenance, to individual funds.
The assets and liabilities of the internal service funds are included in
governmental activities in the statement of net assets. (22,537,344)

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

Accrued interest payable (801,593)
Unamortized bond issuance premium (3,275,576)
Arbitrage rebate payable (747,927)
Claims and judgements (372,230)
Compensated absences (30,466,637)
Bonds, notes and commercial paper payable (348,325,949)

(383,989,912)

Net assets of governmental activities $ 211,418,420

The accompanying notes are an integral part of these financial statements. 4



CITY OF EL PASO, TEXAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
GOVERNMENTAL FUNDS
For the year ended August 31, 2002

Community Other Total
Development Capital Governmental Governmental
General Block Grants Debt Service Projects Funds Funds
Revenues
Property Taxes $ 97,420,003 30,648,033 128,068,036
Sales Taxes 48,088,693 2,171,871 1,889,766 52,150,330
Franchise Fees 28,209,095 28,209,095
Charges for Services 9,890,528 8,529 3,086,732 12,985,789
Fines and Forfeits 14,796,450 1,024,730 15,821,180
Licenses and Permits 6,892,963 11 6,892,974
Intergovernmental Revenues 3,481,525 25,381,979 472,528 21,011,863 50,347,895
Investment Earnings 1,234,799 66,433 1,204,299 2,711,500 232,291 5,449,322
Miscellaneous 1,146,973 2,433,310 2,837,808 6,418,091
Total revenues 211,161,029 27,890,262 31,852,332 5,355,899 30,083,190 306,342,712
Expenditures
Current:
General Government 22,547,901 404,067 1,261,578 24,213,546
Public Safety 139,552,778 10,971,994 150,524,772
Public Works 33,722,999 427,068 34,150,067
Public Health 8,815,511 8,278,129 17,093,640
Parks Department 10,547,842 351,361 2,217,903 13,117,106
Intragovernmental Services
Library 4,885,207 320,913 5,206,120
Non Departmental 285,193 285,193
Culture and Recreation 4,258,632 4,139,545 8,398,177
Economic Development 675,686 24,882 48,519 749,087
Community and Human Development 246,795 17,447,923 753,757 18,448,475
Debt Service:
Principal 17,045,330 17,045,330
Interest 19,367,689 19,367,689
Fiscal Fees 830,553 118,231 948,784
Payment to Refunding Bond Escrow Agent 1,790,000 1,790,000
Arbitrage Rebate 93,847 93,847
Capital Outlay 9,662,029 61,167,641 2,116,890 72,946,560
Total expenditures 225,538,544 27,890,262 39,127,419 61,285,872 30,536,296 384,378,393
Deficiency of revenues over expenditures (14,377,515) (7,275,087) (55,929,973) (453,106) (78,035,681)
Other financing sources (uses):
Transfers In 19,249,060 383,650 607,492 611,853 20,852,055
Transfers Out (788,492) (383,650) (1,172,142)
Intrafund Transfers
Face Amount of Bonds Issued 25,409,000 25,409,000
Face Amount of Commercial Paper Issued 5,000,000 5,000,000
Face Amount of Refunding Bonds Issued 55,090,000 55,090,000
Premium on Issuance of Bonds 3,314,777 164,600 3,479,377
Payment to Refunding Bond Escrow Agent (58,004,579) (58,004,579)
Other Sources (Uses) 503,985 503,985
Total other financing sources (uses): 18,460,568 783,848 31,301,427 611,853 51,157,696
Net change in fund balances 4,083,053 (6,491,239) (24,628,546) 158,747 (26,877,985)
Fund balances - beginning of year as restated 40,998,356 18,092,717 88,814,503 9,303,353 157,208,929
Fund balances - end of year $ 45,081,409 11,601,478 64,185,957 9,462,100 130,330,944

The accompanying notes are an integral part of these financial statements. 5



CITY OF EL PASO, TEXAS

RECONCILIATION OF THE STATEMENTS OF REVENUES, EXPENDITURES AND CHANGES IN FUND

BALANCE TO THE STATEMENT OF ACTIVITIES

GOVERNMENTAL FUNDS
For the Year Ended August 31, 2002

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

Net change in fund balances - total governmental funds

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 exceeded depreciation in the
current period.

Capital acquisitions
Depreciation

The net effect of various miscellaneous transactions involving capital assets
(l.e., sales, disposals) is to decrease net assets.

Cost of disposed assets
Accumulated depreciation on disposed assets

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

Fines and forfeits
Property taxes

The issuance of long-term debt (e.g., bonds) provides current financial
resources to governmental funds, while the repayment of the principal of
long-term debt consumes the current financial resources of governmental
funds. Neither transaction, however, has any effect on net assets.

Issuance of long-term debt
Repayments

Amounts refunded

Premium on issuance of bonded debt

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.

Increase in compensated absences
Decrease in arbitrage rebate liability
Decrease in claims and judgements
Accrued interest expense

Amortization of premiums on bonds issued
Accrection of discount on bonds issues

Internal service funds are used by management to charge the costs of
health insurance, workmen's compensation, unemployment benefits,
postage, copy center and equipment maintenance to individual funds.
The net expense of the internal service funds is reported by function with
governmental activities.

Change in net assets of governmental activities

The accompanying notes are an integral part of these financial statements. 6

$ (26,877,985)

54,918,228
(29,711,336)
25,206,892
(3,932,928)
2,049,947
(1,882,981)
(298,551)
(86,735)
(385,286)

(85,499,000)
17,045,330
58,180,000

(3,479,377)

(13,753,047)

(9,185,836)
1,601,536
1,371,420

5,247
92,901

(87,249)

(6,201,981)

(1,350,200)

$ (25,244,588)



CITY OF EL PASO, TEXAS
BALANCE SHEET
PROPRIETARY FUNDS
August 31, 2002

Business Type Activities - Enterprise Funds

DEPARTMENT Governmental
EL PASO OF SOLID Activities -
INTERNATIONAL INTERNATIONAL WASTE Internal Service
AIRPORT BRIDGES MANAGEMENT  MASS TRANSIT TOTALS Funds
ASSETS
Cash and Cash Equivalents $ 59,827,516 3,663,842 4,928,734 4,529,488 72,949,580 200
Investments 564,541 564,541
Receivables - Net of Allowances
Taxes 3,748,808 3,748,808
Trade 2,059,557 55,067 2,114,624 51,585
Notes 45,654 45,654
Due From Component Unit 2,088,841 2,088,841
Due From Other Government Agencies 1,176,129 7,047,514 8,223,643
Prepaid Items 84,091 427,125 511,216
Due From Other Funds 134,592 6,922,747 7,057,339 107,586
Inventory 525,456 152,060 1,281,413 1,958,929 474,810
Fuel Inventory 2,948 164,795 167,743 18,095
Fixed Assets
Land 1,382,217 850,007 4,201,475 6,433,699
Bldgs, Impr & Equip - Net of Depr 136,767,775 4,987,343 16,536,088 39,272,129 197,563,335 497,779
Construction in Progress 16,561,373 434,281 2,850,329 12,603,508 32,449,491
TOTAL ASSETS 218,567,308 10,500,014 33,478,799 73,331,322 335,877,443 1,150,055
LIABILITIES
Accounts Payable 1,435,304 24,451 464,936 1,296,752 3,221,443 369,539
Accrued Payroll 186,443 42,893 306,194 443,787 979,317 126,897
Current Portion - Bonds and Notes Payable 3,365,000 713,775 3,406,474 7,485,249
Due to Other Funds 2,749 2,749 4,430,923
Taxes Payable 25,803 156,561 17 182,381
Interest Payable on Bonds and Notes 84,296 189,701 52,100 326,097
Deferred Revenue 398,694 382,589 781,283
Other Payables 85,968 85,968
Construction Contracts and Retainage Payable 889,973 292,497 1,182,470
Long Term Liability Payable 21,628,320 21,628,320 604,257
Revenue Bonds 32,761,045 2,185,000 34,946,045
Notes Payable 4,791,036 4,791,036
Hydrocarbon Clean Up 1,793,804 1,793,804
Compensated Absences 605,761 59,568 363,312 777,885 1,806,526 135,260
Landfill Closure Costs 24,037,119 24,037,119
Delta Transfer Station Closure Costs 92,972 92,972
Claims and Judgments 1,086,200 1,086,200 18,020,523
TOTAL LIABILITIES 39,752,319 8,009,173 50,507,988 6,159,499 104,428,979 23,687,399
NET ASSETS
Invested in capital assets, net of related debt 118,585,320 (1,418,180) 2,070,516 56,077,112 175,314,768
Restricted for:
Debt Service 9,548,233 419,345 9,967,578
Capital Projects 11,048,227 6,051,320 17,099,547
Passenger Facilities 9,391,154 9,391,154
Unrestricted 30,242,055 3,489,676 (19,099,705) 5,043,391 19,675,417 (22,537,344)
Total net assets(deficit) 178,814,989 2,490,841 (17,029,189) 67,171,823 231,448,464 (22,537,344)
TOTAL LIABILITIES AND NET ASSETS(DEFICIT) $ 218,567,308 10,500,014 33,478,799 73,331,322 335,877,443 1,150,055

The accompanying notes are an integral part of these financial statements. 7



CITY OF EL PASO, TEXAS
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS(DEFICIT)
PROPRIETARY FUNDS
For the year ended August 31, 2002

Business Type Activities - Enterprise Funds

DEPARTMENT Governmental
EL PASO OF SOLID Activities -
INTERNATIONAL INTERNATIONAL WASTE Internal Service
AIRPORT BRIDGES MANAGEMENT MASS TRANSIT TOTALS Funds
OPERATING REVENUES:
Charges of Rentals and Fees $ 25,611,417 25,610,782 51,222,199
Charges of Tolls 10,129,648 10,129,648
Charges of Fares and Fees 6,965,006 6,965,006
Sales to Departments 9,715,573
Premium Contributions 37,423,484
General Revenues 386,683 19,554 231,764 638,001
TOTAL OPERATING REVENUES 25,611,417 10,516,331 25,630,336 7,196,770 68,954,854 47,139,057
OPERATING EXPENSES:
Personnel Services 9,867,409 1,250,240 9,981,943 24,928,695 46,028,287 3,678,754
Contractual Services 165,823 413,121 990,351 2,640 1,571,935 14,074
Professional Services 530,224 716 783,183 162,744 1,476,867 1,532,587
Outside Contracts 1,593,109 117,478 2,174,653 3,885,240
Fuel and Lubricants 116,077 679,026 2,729,369 3,524,472 19,137
Materials and Supplies 534,887 20,064 294,351 2,379,078 3,228,380 5,338,346
Communications 139,824 10,154 82,261 63,072 295,311 11,115
Utilities 1,584,873 39,028 42,599 274,457 1,940,957 24,700
Operating Leases 30,782 341,297 29,941 325,096 727,116 108,021
Travel and Entertainment 80,339 19,353 14,012 113,704 21,693
Services and Other Charges 27,557 27,557 398,974
Benefits Provided 37,082,023
Maintenance and Repairs 681,329 11,851 3,193,573 92,516 3,979,269 176
Landfill and transfer station utilization 860,663 860,663
Other Operating Expenses 978,387 993,876 1,180,053 3,152,316 94,656
Depreciation 9,144,427 373,099 2,814,391 5,941,169 18,273,086 105,004
TOTAL OPERATING EXPENSES 25,447,490 2,459,570 20,882,989 40,295,111 89,085,160 48,429,260
OPERATING INCOME(LOSS) 163,927 8,056,761 4,747,347 (33,098,341) (20,130,306) (1,290,203)
NON-OPERATING REVENUES (EXPENSES):
Interest Revenue 1,801,945 169,458 222,553 246,786 2,440,742
Interest Expense (2,253,303) (354,552) (951,352) (3,559,207) (35,531)
Gain(Loss) on Sale of Equipment and Land 713 21,326 22,039 (24,466)
Passenger Facility Charge 3,793,324 3,793,324
Sales Tax 23,482,957 23,482,957
FTA Subsidy 6,874,566 6,874,566
Other Revenues (Expenses)
TOTAL NON-OPERATING REVENUES 3,342,679 (185,094) (728,799) 30,625,635 33,054,421 (59,997)
INCOME (LOSS) BEFORE CAPITAL CONTRIBUTIONS
AND TRANSFERS 3,506,606 7,871,667 4,018,548 (2,472,706) 12,924,115 (1,350,200)
Capital Contributions 7,389,260 9,332,044 16,721,304
Transfers Out (3,052,393) (7,946,667) (4,930,853) (3,750,000) (19,679,913)
Change in net assets 7,843,473 (75,000) (912,305) 3,109,338 9,965,506 (1,350,200)
Total Net Assets(Deficit)-beginning 170,971,516 2,565,841 (16,116,884) 64,062,485 221,482,958 (21,187,144)
Total Net Assets(Deficit)-ending $ 178,814,989 2,490,841 (17,029,189) 67,171,823 231,448,464 (22,537,344)

The accompanying notes are an integral part of these financial statements. 8



CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers
Payments to suppliers
Payments to employees
Net cash provided (used) by operating activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES

Transfers to other funds

Sales tax

FTA Subsidy

Passenger facility charge
Net cash provided (used) by noncapital financing
activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Proceeds from capital debt
Capital contributions from federal government
Purchases of capital assets
Principal paid on capital debt
Interest paid on capital debt
Other receipts (payments)
Net cash (used) by capital and related
financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments
Purchases of investments
Interest

Net cash provided by investing activities

Net increase (decrease) in cash and cash equivalents
Balances - beginning of the year
Balances - end of the year

CITY OF EL PASO, TEXAS
STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS

For the year ended August 31, 2002

Business Type Activities - Enterprise Funds

DEPARTMENT Governmental
EL PASO OF SOLID Activities -
INTERNATIONAL INTERNATIONAL WASTE MASS Internal Service
AIRPORT BRIDGES MANAGEMENT TRANSIT TOTALS Funds
$ 26,236,224 10,516,331 24,477,415 7,180,587 68,410,557 47,201,959
(7,692,771) (839,905) (7,435,156) (10,624,323) (26,592,155) (41,352,912)
(9,545,576) (1,238,351) (9,609,894) (24,615,768) (45,009,589) (3,669,610)
8,997,877 8,438,075 7,432,365 (28,059,504) (3,191,187) 2,179,437
(3,052,393) (7,946,667) (4,930,853) (3,750,000) (19,679,913) (1,862,747)
23,315,639 23,315,639
638,934 638,934
3,721,589 3,721,589
669,196 (7,946,667) (4,930,853) 20,204,573 7,996,249 (1,862,747)
8,471,000 8,471,000 90,000
7,106,035 9,507,788 16,613,823
(28,520,241) (30,358) (8,453,447) (11,952,280) (48,956,326) (171,025)
(3,195,000) (684,189) (2,774,202) (6,653,391) (175,468)
(2,191,235) (374,420) (938,252) (3,503,907) (35,531)
713 21,326 22,039 (24,466)
(26,799,728) (1,088,967) (3,694,901) (2,423,166) (34,006,762) (316,490)
13,219,695 4,810,363 18,030,058
(9,646) (9,646)
1,864,411 174,202 228,356 257,607 2,524,576
15,084,106 164,556 228,356 5,067,970 20,544,988
(2,048,549) (433,003) (965,033) (5,210,127) (8,656,712) 200
61,876,065 4,096,845 5,893,767 9,739,615 81,606,292
$ 59,827,516 3,663,842 4,928,734 4,529,488 72,949,580 200
9

The accompanying notes are an integral part of these financial statements.



CITY OF EL PASO, TEXAS

STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS

For the year ended August 31, 2002

Business Type Activities - Enterprise Funds
DEPARTMENT Governmental
EL PASO OF SOLID Activities -
INTERNATIONAL INTERNATIONAL WASTE MASS Internal Service
AIRPORT BRIDGES MANAGEMENT TRANSIT TOTALS Funds
Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (loss) $ 163,927 8,056,761 4,747,347 (33,098,341) (20,130,306) (1,290,203)
Adjustments to reconcile operating income to net cash
provided (used) by operating activities:
Depreciation expense 9,144,427 373,099 2,814,391 5,941,169 18,273,086 105,004
Change in assets and liabilities:
Receivables, net 1,313,552 (1,152,921) (11,700) 148,931 62,902
Inventories (108,240) 20,708 (259,948) (347,480) (107,255)
Other assets (33,313) (151,339) (184,652)
Accounts and other payables (1,770,585) (3,674) 630,791 (792,272) (1,935,740) 86,228
Accrued expenses 288,109 11,889 372,049 312,927 984,974 3,322,761
Net cash provided by operating activities $ 8,997,877 8,438,075 7,432,365 (28,059,504) (3,191,187) 2,179,437

Schedule of Non-Cash Investing, Capital and Financing Activities
Increase in fair value of investments $

The accompanying notes are an integral part of these financial statements.
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CITY OF EL PASO, TEXAS
STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
August 31, 2002

Private-
Pension Trust Purpose Agency
Fund Trusts Funds
ASSETS
Cash and cash equivalents $ 20,997,487 11,143,300 1,450,159
Investments 314,453,536
Receivables - Net of Allowances
Commission credits receivable 58,073
Due from brokers for securities sold 1,954,325
Employer contributions 396,699
Employee contributions 261,413
Accrued interest and dividends 1,896,974
Delinquent property taxes 45,076,408
Prepaid Items 30,917
Due From Other Funds 4,812,096
Total assets 340,049,424 11,143,300 51,338,663
LIABILITIES
Accounts Payable 3,751,873 7,743 245,606
Accrued Payroll Payable 532
Due to Other Funds 4,812,096
Prepaid property taxes 1,529,837
Deferred Revenue - commission credits 58,073
Uncollected property taxes 45,622,626
Foreign exchange contract 22,767
Property taxes subject to refund 3,940,594
Total liabilities 3,832,713 4,820,371 51,338,663
NET ASSETS
Held in trust for pension benefits and other purposes $ 336,216,711 6,322,929

The accompanying notes are an integral part of these financial statements. 11



CITY OF EL PASO, TEXAS
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FIDUCIARY FUNDS

For the year ended August 31, 2002

Private-
Pension Trust Purpose
Fund Trusts
ADDITIONS (REDUCTIONS)
Contributions:
Employer $ 11,942,612
Employee 7,913,455

Total contributions 19,856,067
Rental vehicle sales tax 1,988,137
Miscellaneous 132,198
Investment earnings (loss):

Net (decrease) in fair value of investments (31,881,636)
Interest 10,935,246 85,101
Dividends 1,876,518
Securities lending income 426,714
Securities lending fees (344,110)
Investment advisor fees (1,253,487)

Net investment (loss) (20,240,755) 85,101
Total additions (reductions) (384,688) 2,205,436
DEDUCTIONS
Benefits paid to participants 20,483,048
Refunds of contributions 1,504,105
Administrative expenses 432,837
Benefits paid for other purposes 2,704,500
Total deductions 22,419,990 2,704,500

Change in net assets (22,804,678) (499,064)
Net assets - beginning of the year 359,021,389 6,821,993
Net assets - end of the year $ 336,216,711 6,322,929

The accompanying notes are an integral part of these financial statements.

12




NOTES TO THE
FINANCIAL
STATEMENTS




TABLE OF NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2002

1. Summary of Significant Accounting POIICIES ..............uuiiiiiiiiiiiiiiiiiiieieeeieeeeeeeeee 13
2. Deposits and INVESIMENTS...........uuiiiiiii e 26
G T o (0] 01T YA 1= V=2 RSP 30
4. Receivables—Net of AllOWANCES.........ccoovviiiiiii i 31
5. Capital ASSEIS....coiiiiiiiiiiiie e 32
6. Interfund Receivables, Payables, and Transfers.............ccccccoiiiiiiiiiiiiinineeeeeee. 36
7. OPEratiNg LEASES ....covviiiiiiiiiiieeeee et 37
8. Long-Term ODblgatioNs ..........ccuuuiiiiiii i 39
9. RESHICIE Nt ASSEIS ..coiiiiiiiiiieiee e 48
10. RISK MaNAGEMENT.....ceiiiiiiiiee ettt e e e e e e e e e e eeeeeeeeas 49
11. Commitments and CONtINGENCIES ..........uuuuuuiiiiiiiiiiriiireee e e e e e aeaeeeeeeas 50
12. Cost Sharing ArrangemeENtS...........uuuuiiiiii e e 51
13. Post-Employment Health Care Benefits..........ccoovviiiiiii e, 51
I T T T o I o =V g 52
15, FUNA DEFICIES. ..o e e e e e et e e e e e e e e e e eeeeeeanes 57
16. Excess of Expenditures over APPropriationNS.............eererrrrrrrrreeriiieiieeeeeeeeeeeeeeeeens 57
17. Changes in Previously Reported Fund Balances...........cccccvvviieeiiiiiiccenieeeiiinn, 58
18. SUDSEQUENT EVENLS....ouiiiiiii i e e et e e e e e e e e e as 58



CITY OF EL PASO, TEXAS
NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

The City of El Paso, Texas (City) was incorporated in 1873. The government of the City is operated by authority
of its charter exercising all powers conferred upon constitutional home rule cities in the State of Texas, and
exercises these powers as a municipal corporation, subject to the Constitution and the laws of the State of
Texas. The city charter provides for a Mayor-Council form of government.

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America (GAAP) as applied to governmental units. The Governmental Accounting
Standards Board (GASB) is the accepted standard-setting body for establishing governmental accounting and
financial reporting principals. The following is a summary of significant accounting policies of the City.

A. Reporting Entity

The accompanying financial statements include the City and all of its component units, collectively referred to as
“the financial reporting entity”. In accordance with GASB Statement Number 14, the component units discussed
below have been included in the City’s reporting entity because of the significance of their operational or financial
relationships with the City.

City Employees' Pension Fund (CEPF)

Substantially all full-time employees of the City are eligible to participate in the CEPF, except for uniformed fire
fighters and police officers who are covered under separate plans. The plan is a single-employer defined benefit
retirement plan established under legal authority of the City Charter and administered by a Board of Trustees
(CEPF Board). The CEPF Board is comprised of the Mayor, two citizens designated by the Mayor who are not
officers or employees of the City, four elected City employees, a retiree and two City district representatives.
Employees contribute 6.75% of their covered compensation and the City contributes 10.25% of covered
compensation to the fund. CEPF is reported in the accompanying financial statements as the Pension Trust
Fund.

El Paso Water Utilities (EPWU)

As specified by City Ordinance No. 752, adopted May 22, 1952, complete management and control of the EPWU
system is vested in a five member board of trustees known as the Public Service Board (PSB). The PSB consists
of the Mayor and four residents of El Paso County, Texas. With the exception of the Mayor, all other trustees are
appointed by the City Council. The financial information included in these statements are as of the EPWU latest
fiscal year end, February 28, 2002. EPWU is reported discretely in the accompanying financial statements.

Not-for-profit Corporations

The following not-for-profit corporations are reported discretely on an aggregated basis as Component Units-
Other in the accompanying financial statements. The directors of each corporation are appointed by the City
Council and all activity must be approved from time to time by ordinance or resolution duly adopted by the City
Council.

El Paso Health Facilities Development Corporation (EPHFDC)

Incorporated September 2, 1981, under Chapter 221 of the Texas Local Government Code, for the purpose
of acquiring, constructing, providing, improving, financing, and refinancing health facilities in order to assist
the maintenance of public health and public welfare. Its board consists of six directors who serve six-year
terms of office.
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CITY OF EL PASO, TEXAS
NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
A. Reporting Entity (Continued)

Not-for-profit Corporations (Continued)
El Paso Property Finance Authority, Inc. (EPPFA)

Incorporated March 10, 1987, pursuant to the Texas Non-Profit Corporation Act, for the purpose of
establishing a Permanent Public Improvements Program. Its board consists of six directors who serve two
year terms or until a successor is appointed. This corporation has no assets or liabilities and had no financial
transactions during fiscal year 2002.

El Paso Housing Finance Corporation (EPHFC)

Incorporated September 10, 1979, under Chapter 394 of the Texas Local Government Code, for the purpose
of providing a means of financing the costs of residential ownership and development that will provide decent,
safe, and sanitary housing for persons of low and moderate income at prices they can afford. Its board
consists of six directors who serve six-year terms of office.

City of El Paso Industrial Development Corporation (EPIDC)

Incorporated October 18, 1979, under Article 5190.6 of the Texas Revised Civil Statutes, for the purpose of
promoting and developing commercial, industrial, manufacturing, and medical research enterprises to
promote and encourage employment, public health, and public welfare. Its board consists of nine directors
who serve six-year terms of office.

Financial statements for each of the individual component units may be requested from the respective entity's
administrative offices:

City Employees’ Pension Fund City of El Paso
El Paso Property Finance Authority, Inc. Two Civic Center Plaza
El Paso Housing Finance Corporation El Paso, TX 79901

City of El Paso Industrial Development Corporation
El Paso Health Facilities Development Corporation

El Paso Water Utilities El Paso Water Utilities
P. O. Box 511
El Paso, Texas 79961

Related Organizations

Related organizations and jointly governed organizations provide services within the City that are administered by
separate boards or commissions, but the City is not financially accountable, and such organizations are therefore
not component units of the City, even though the City Council may appoint a voting majority of an organization's
board. Consequently, financial information for the following entities is not included in these financial statements:

El Paso Housing Authority

The El Paso Housing Authority (Authority) is an independent organization which has a scope of public service
within the geographic boundaries of the City. Under Texas State Statutes, the responsibility for the
administration and operations of the Authority is vested solely with the Authority's Board. The Authority is
dependent on Federal funds from the Department of Housing and Urban Development, and as a result, is not
financially dependent on the City of El Paso. In addition, the City is not responsible for any deficits incurred
and has no fiscal management control.
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CITY OF EL PASO, TEXAS
NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
A. Reporting Entity (Continued)

Related Organizations (Continued)
El Paso County 911 District

The El Paso County 911 District (District) is a special communications district authorized by the 911
Emergency Act of 1983. The responsibility for the administration and operation of the District is vested solely
with the District's Board of Managers. The City appoints two of the six board members. The District is not a
component unit because the City has no significant influence over the management, budget, or policies of the
District. The District is dependent on service fees levied by the District on telephone customers within the
participating jurisdictions.

El Paso Firemen and Policemen’s Pension Fund (FPPF)

The FPPF Board establishes participant contribution rates and benefits. The City’s contribution is determined
by a formula set forth in the City Charter. Accordingly the FPPF is not financially dependent on the City nor is
the City responsible for any obligations of the FPPF.

B. Basic Financial Statements — GASB Statement Number 34

The City has implemented GASB Statement Number 34, Basic Financial Statements — and Management’s
Discussion and Analysis — for State and Local Governments, GASB Statement Number 37, Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local Governments — Omnibus, GASB
Statement Number 38, Certain Financial Statements Note Disclosures, and GASB Interpretation Number 6,
Recognition and Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial
Statements, effective September 1, 2001. Statement Number 34 established a new financial reporting model.
Under the new model, the basic financial statements include both government-wide and fund financial
statements. Significant changes in accounting due to the adoption of these standards include the addition of
management’s discussion and analysis, the presentation of net assets and categorization thereof, the use of the
accrual basis of accounting in the government-wide financial statements, the inclusion of certain required
supplementary information, the elimination of the effects of internal service fund activities, reflecting depreciation
on capital assets of governmental activities in government-wide financial statements, the focus on major funds,
the removal of non-matured arbitrage and compensated absence liabilities from the governmental funds and
change in the fund classification of The Department of Solid Waste Management, Civic Center operations, and
certain Special Revenue Non-Grant activities.

The government-wide financial statements (statement of net assets and statement of activities) report on the City
and its component units as a whole, excluding fiduciary activities. Governmental activities, which normally are
supported by taxes and intergovernmental revenues, are reported separately from business-type activities, which
rely to a significant extent on fees and charges for support. All activities, both governmental and business-type,
are reported in the government-wide financial statements using the economic resources measurement focus and
the accrual basis of accounting, which includes long-term assets and receivables as well as long-term debt and
obligations. The government-wide financial statements focus more on the sustainability of the City as an entity
and the change in aggregate financial position resulting from the activities of the fiscal period.

Generally, the effect of interfund activity has been eliminated from the government-wide financial statement.
Exceptions are made when the elimination would distort the measurement of the cost of individual functional
activities. Net interfund activity and balances between governmental activities and business-type activities are
shown in the government-wide financial statements.

Services performed by one function for another are credited as an operating revenue to the performing
department and an operating charge to the receiving department to reflect the accurate costs of programs. The
rates used are intended to reflect full costs in accordance with generally accepted cost accounting principles.
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CITY OF EL PASO, TEXAS
NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Basic Financial Statements — GASB Statement Number 34 (Continued)

The government-wide Statement of Net Assets reports all financial and capital resources of the government
(excluding fiduciary funds). It is displayed in a format of assets less liabilities equals net assets, with the assets
and liabilities shown in order of their relative liquidity. Net assets are required to be displayed in three
components: 1) invested in capital assets, net of related debt, 2) restricted, and 3) unrestricted. Invested in
capital assets, net of related debt consists of capital assets net of accumulated depreciation reduced by the
outstanding balance of any bonds, notes or other borrowings (excluding unspent proceeds) that are attributable to
the acquisition, construction or improvements of capital assets. Restricted net assets are those with constraints
placed on their use by either: 1) externally imposed by creditors (such as through debt covenants), grantors,
contributors, or law or regulations of other governments, or 2) imposed by law through constitutional provisions or
enabling legislation. All net assets not otherwise classified as invested in capital assets, net of related debt or
restricted, are shown as unrestricted. Generally, the City would first apply restricted resources when an expense
is incurred for purposes for which both restricted and unrestricted net assets are available.

Reservations or designations of net assets imposed by the reporting government, whether by administrative
policy or legislative actions of the reporting government, are not shown on the government-wide financial
statements.

The government-wide Statement of Activities demonstrates the degree to which the direct expenses of the
various functions and segments of the City are offset by program revenues. Direct expenses are those that are
easily identifiable with a specific function or segment. Interest on long-term debt is not allocated to the various
functions. Program revenues include: 1) charges to customers or users who purchase, use, or directly benefit
from goods, services, or privileges provided by a particular function or segment such as licenses, permits, park
user fees, etc., and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes, investment income, and other revenues not identifiable
with particular functions or segments are included as general revenues. The general revenues support the net
costs of the functions and segments not covered by program revenues.

Also, part of the basic financial statements are fund financial statements for governmental funds, proprietary
funds, and fiduciary funds, even though the latter are excluded from the government-wide financial statements.
The focus of the fund financial statements is on major funds, as defined by GASB Statement Number 34.
Although the new model sets forth minimum criteria for determination of major funds (a percentage of assets,
liabilities, revenues, or expenditures/expenses of the fund category and of the governmental and enterprise funds
combined), it also gives governments the option of displaying other funds as major funds. The City has opted to
add some funds as major funds. Other non-major funds are combined in a single column on the fund financial
statements and are detailed in combining statements included as supplementary information after the basic
financial statements.

The governmental fund financial statements are prepared on a current financial resources measurement focus
and modified accrual basis of accounting. This is the traditional basis of accounting for governmental funds. This
presentation is deemed most appropriate to: 1) demonstrate legal and covenant compliance, 2) demonstrate the
sources and uses of liquid resources, and 3) demonstrate how the City’s actual revenues and expenditures
conform to the annual budget. Since the governmental fund financial statements are presented on a different
basis than the governmental activities column of the government-wide financial statements, a reconciliation is
provided immediately following each fund statement. These reconciliations explain the adjustments necessary to
transform the fund financial statements into the governmental activities column of the government-wide financial
statements.

The proprietary (enterprise and internal service) funds and fiduciary fund financial statements are prepared on the
same basis (economic resources measurement focus and accrual basis of accounting) as the government-wide
financial statements. Therefore, most lines for the total enterprise funds on the proprietary fund financial
statements will directly reconcile to the business-type activities column on the government-wide financial
statements. Because the enterprise funds are combined into a single business-type activities column on the
government-wide financial statements, certain interfund activities between these funds may be eliminated in the
consolidation for the government-wide financial statements, but be included in the fund columns in the proprietary
fund financial statements.
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CITY OF EL PASO, TEXAS
NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
B. Basic Financial Statements — GASB Statement Number 34 (Continued)

Government-wide Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of activities)
display information about the primary government, business-type proprietary activities, and the government's
major component units. These statements include the financial activities of the overall government except for
fiduciary activities. Eliminations of internal activity have been made in these statements. The governmental
activities are reported separately from the business-type activities and from certain legally separate component
units for which the primary government is financially accountable.

The statement of activities presents a comparison between direct expenses and program revenues for each
function of the City’'s governmental activities, each of its business-type activities, major and other component
units. Direct expenses are those that are clearly identifiable with a specific function. Program revenues include:
1) charges for services such as short-term rental of parks facilities to individuals or organizations and 2) grants
and contributions that are restricted to meeting the operational or capital requirements of a particular function or
program. Taxes and other revenues not properly included among program revenues are reported as general
revenues.

C. Fund Accounting

The City uses funds to report its financial position and the results of its operations. Fund accounting segregates
funds according to their intended purpose and is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain governmental functions or activities. A fund is a
separate accounting entity with a self-balancing set of accounts, which includes assets, liabilities, fund equity,
revenues, and expenditures/expenses.

The City uses the following fund categories:

Governmental Funds

Governmental funds are those through which most of the governmental functions of the City are financed. The
measurement focus is based upon determination of changes in financial position rather than upon net income
determination.

The City reports the following major governmental funds:

General Fund

The General Fund is the City’s primary operating fund. It accounts for all financial resources except those
required to be accounted for in another fund. The General Fund is always a major fund in the basic financial
statements.

Community Development Block Grant

This fund accounts for the proceeds of Federal grants approved by the Department of Housing and Urban
Development (HUD) for community development projects.

Debt Service Fund

This fund accounts for the resources accumulated for, and the payment of, long-term debt principal, interest,
and related costs of governmental funds.
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CITY OF EL PASO, TEXAS
NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
C. Fund Accounting (Continued)

Governmental Funds (Continued)
Capital Projects Fund
This fund accounts for the proceeds of debt issuances, private donations, and internal funding for the
completion of capital construction projects and equipment purchases outside the scope of general operations.
The City reports the following non-major governmental fund:

Special Revenue Funds
Special revenue funds are used to account for the proceeds of specific revenue sources that are legally
restricted to expenditures for specified purposes.

Proprietary Funds

Proprietary funds are used to account for the City’s ongoing organizations and activities, which are similar to
those found in the private sector and where cost recovery and the determination of net income is useful or
necessary for sound fiscal management. The measurement focus is based upon determination of net income,
changes in net assets, financial position, and cash flows.

Enterprise Funds

Enterprise funds are used to account for operations that provide services to the general public for a fee.
Under GASB Statement Number 34, enterprise funds are also required for any activity whose principal
revenue sources meet any of the following criteria: 1) any activity that has issued debt backed solely by the
fees and charges of the activity, 2) if the cost of providing services for an activity, including capital costs such
as depreciation or debt service, must legally be recovered through fees and charges, or 3) it is the policy of
the City to establish activity fees or charges to recover the cost of providing services, including capital costs.

The City reports on the following major enterprise funds:

El Paso International Airport

This fund accounts for the activities of the airport including airport operations and leasing activities on airport
properties.

International Bridges

This fund accounts for the operations and maintenance activities of the three international bridges it controls.

Solid Waste Management
This fund accounts for the activities of the City-operated refuse collection, transfer, and storage operations.

Mass Transit

This fund accounts for the activities of the City-operated bus and paratransit operations (Sun Metro).

Internal Service Funds

These funds account for photocopying, postage, and fleet management services provided to other
departments of the government, or to other governments on a cost reimbursement basis, and for the risk
management activities of the self-insured health, workers’ compensation, and unemployment compensation
programs.
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CITY OF EL PASO, TEXAS
NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
C. Fund Accounting (Continued)

Fiduciary Funds

Fiduciary funds are used to account for assets held by the City in a trustee capacity or as an agent for individuals,
private organizations, or other governmental units. The reporting focus is upon net assets and changes in net
assets and employs accounting principles similar to proprietary funds. Fiduciary funds are not included in the
government-wide financial statements since they do not represent assets of the City to support City programs.

Pension Trust Fund

Pension Trust Funds are used to report resources that are required to be held in trust for the members and
beneficiaries of defined benefit pension plans, defined contribution plans, other post employment benefit
plans, or other employee benefit plans. The City has one Pension Trust Fund to account for the activities of
the CEPF.

Private Purpose Trust Fund

This fund is used to account for resources of various trusts, the most significant of which is the car rental tax
collections used for supporting the funding of the Sun Bowl Association. All resources of this fund, including
any earnings on invested resources, may be used to support activities. There is no requirement that any
portion of these resources be preserved as capital.

Agency Funds

Agency funds are used to account for assets held by a governmental unit as an agent for individuals, private
organizations, and other governmental units. Agency funds accounted for here include property taxes
collected for other taxing entities and certain payroll-related liabilities.

D. Measurement Focus and Basis of Accounting

The government-wide financial statements present information about the City as a whole. Government-wide
financial statements exclude fiduciary funds. The statement of net assets and the statement of activities are
reported using the economic resources measurement focus and the accrual basis of accounting. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of related
cash flows. Property taxes are recognized as revenue in the year they are levied. Other taxes and fees are
recognized as revenue in the year they are earned. Revenue from most grants and similar items are recognized
in the fiscal year the qualifying expenditure is made, if applicable, and all other eligibility requirements are
satisfied.

Governmental funds are accounted for using the current financial resources measurement focus and the modified
accrual basis of accounting. This means that only current assets and current liabilities are generally included on
their balance sheet. Revenues are recognized when susceptible to accrual (i.e., when they become both
measurable and available). “Measurable” means the amount of the transaction can be determined and
“available” means collectible within the current period or soon enough thereafter to be used to pay liabilities of the
current period. The City considers grant revenues to be available if they are collected within one year after year-
end and all other revenues to be available if they are collected within 60 days after year-end. Expenditures are
recorded when the related fund liability is incurred. However, compensated absences, debt service expenditures,
claims and judgments, and arbitrage liabilities are recorded only when the liability has matured.

Revenues susceptible to accrual include property taxes, sales taxes, franchise taxes, fines and forfeits, and
interest earned on investments. Charges for services, licenses and permits, and miscellaneous revenues are
recorded when received in cash since they are generally not measurable until actually received which is the same
as the date the services are rendered, or the license or permits are issued.
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CITY OF EL PASO, TEXAS
NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Measurement Focus and Basis of Accounting (Continued)

In applying the susceptible to accrual concept to intergovernmental revenues, the legal and contractual
requirements of the numerous individual programs are used as guidance. There are essentially two types of
these revenues. In one, monies must be expended on the specific purpose or project before any amounts will be
paid to the City; therefore, revenues are recognized based upon the expenditures recorded. In the other, monies
are virtually unrestricted as to purpose of expenditure and are usually revocable only for failure to comply with
prescribed compliance requirements. These resources are reflected as revenues at the time of receipt or earlier
if the susceptible to accrual criteria are met.

The reported fund balance for each fund is considered a measure of “current financial resources”. Governmental
fund operating statements present increases (revenues and other financing sources) and decreases
(expenditures and other financing uses) in net current assets. Accordingly they present a summary of sources
and uses of “current financial resources” during the period.

Special reporting treatments are applied to governmental fund inventories and prepaid expenditures to indicate
that they do not represent “current financial resources”, since they do not represent net expendable current
assets. Such amounts are offset by fund balance reserve accounts.

Proprietary and fiduciary funds are accounted for using the accrual basis of accounting. Revenues are
recognized when they are earned and expenses are recognized when incurred. These funds are accounted for
on a flow of economic resources measurement focus whereby all assets and all liabilities associated with the
operation of these funds are included on the balance sheet. Operating statements present increases (i.e.,
revenues) and decreases (i.e., expenses) in net total assets.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues
and expenses generally result from providing services and producing and delivering goods in connection with the
funds’ principal ongoing operations. Operating expenses for proprietary funds include the cost of sales and
services, administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting
this definition are reported as non-operating items.

GASB Statement Number 20 requires that governments’ proprietary activities apply all applicable GASB
pronouncements as well as the following pronouncements issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements: Financial Accounting Standards Board
(FASB) Statements and Interpretations, Accounting Principles Board Opinions, and Accounting Research
Bulletins. Governments are given the option whether or not to apply all FASB Statements and Interpretations
issued after November 30, 1989, except for those that conflict with or contradict GASB pronouncements. The
City has elected not to implement FASB Statements and Interpretations issued after November 30, 1989.

Agency funds are custodial in nature and do not measure results of operations or have a measurement focus.

E. Cash, Cash Equivalents, and Investments

Cash balances of City funds, except for all Component Units, Pension Trust Fund, a portion of the El Paso
International Airport relating to passenger facility charge revenue, and certain agency funds, are pooled and
invested. Earnings from pooled investments are allocated to funds based upon their share of pooled cash. Each
fund’s equity in the pooled cash and investments is presented as “Cash and Cash Equivalents” and the negative
balances have been reclassified to due to/from other funds. The City reports cash in demand deposit accounts
and investment pools as “Cash and Cash Equivalents”.

Capital projects funded through bonds with future debt service requirements transfer all investment interest
earned during the year to the Debt Service Fund if the debt covenants require the transfer. When projects are
completed, any remaining cash is transferred to the debt service fund as prescribed by the debt covenants.
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CITY OF EL PASO, TEXAS
NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

E. Cash, Cash Equivalents, and Investments (Continued)

For both the general government and the component units all investments with an original maturity greater than
one year from date of purchase are stated at fair value based on quoted market prices as of year-end.
Investments with an original maturity of less than one year are reported at amortized cost. Premiums and
discounts on investments are amortized or accreted using the straight-line method, which approximates the
interest method, over the terms of the related securities.

Realized gains or losses resulting from the sale of investments are determined by the specific cost of the
securities sold.

For purposes of the statement of cash flows, the City considers all highly liquid investments with an original
maturity of approximately ninety days or less to be cash equivalents.

F. Inventories and Prepaid Items

Inventories of materials and supplies consist primarily of expendable items held for consumption. They are stated
at the lower of cost, based on a first-in, first-out method, or market for all governmental and proprietary funds and
on the statement of net assets for governmental activity and business-type activity. Inventories of the Component
Unit - El Paso Water Utilities are stated at the lower of average cost or market. The “consumption” method is
used to account for inventories. Under the consumption method, inventory acquisitions are recorded in inventory
accounts and charged as expenditures (governmental fund types) or expenses (proprietary fund types and
Component Unit - EI Paso Water Utilities) when used. On the government-wide statement of activities
consumption of inventory is recorded as an expense.

Prepaid items, recorded in both government-wide (including Component Unit - El Paso Water Utilities) and fund
financial statements are goods or services that are paid for in advance and are applicable to future accounting
periods. Using the consumption method, prepaid items are recorded as expenditures (governmental fund types)
or expenses (proprietary fund types) as the goods or services are used. On the government-wide statement of
activities consumption of prepaid items is recorded as an expense.

G. Capital Assets

Prior to GASB Statement Number 34, capital assets for governmental funds were recorded in the General Fixed
Assets Account Group and were not depreciated. The new model requires that all capital assets, whether owned
by governmental activities or business-type activities, be recorded and depreciated in the government-wide
financial statements. In the governmental fund statements capital assets are not reported as they do not fit in the
current financial resources measurement focus.

Capital assets, including public domain infrastructure (e.g., roads, bridges, sidewalks, and other assets that are
immovable and of value only to the City) are defined as assets with an initial, individual cost of more than $5,000
and an estimated useful life greater than one year. Capital assets are recorded at cost or estimated historical
cost if purchased or constructed. Donated capital assets are recorded at estimated fair value at the date of
donation.

Major outlays for capital assets and improvements are capitalized as the projects are constructed. Interest
incurred during the construction phase of projects is reflected in the capitalized value of the asset constructed for
the enterprise funds. The cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets lives are not capitalized. Major improvements are capitalized and depreciated over the
remaining useful lives of the related capital assets.
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NOTES TO FINANCIAL STATEMENTS
Year Ended August 31, 2002

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

G. Capital Assets (Continued)

H.

Capital assets of the primary government (including the El Paso International Airport, International Bridges,
Department of Solid Waste Management and Mass Transit funds) are depreciated or amortized using the
straight-line method and the following estimated useful lives:

Land improvements 15to 20 years
Building and improvements 5 to 50 years
Vehicles and major equipment 3to 12 years
Data processing 3to5years
Infrastructure 12 to 100 years
Other fixed assets 5to 15 years

When fixed assets are retired from service or otherwise disposed of, a gain or loss, if any, on disposal of assets is
recognized. Capital assets transferred between funds are transferred at their net book value (cost less
accumulated depreciation) or net realizable value, if lower, as of the date of the transfer.

Component Unit — EPWU

The EPWU utility plant in service is recorded on the basis of cost. Assets acquired through contributions are
capitalized and recorded in the plant accounts at estimated fair market value at date of donation. EPWU
capitalizes certain interest costs on revenue bonds associated with newly constructed utility plant additions.
Maintenance, repairs, and minor renewals are charged to operating expense, while major plant replacements
are capitalized. It is the policy of EPWU to capitalize infrastructure fixed assets.

EPWU provides for depreciation of the utility plant on the straight-line method applied to individual assets.
The following estimated average useful lives are used in providing for depreciation of the EPWU utility plant:

Building and shops 25 to 33 years
Vehicles and heavy equipment 5 years
Equipment and tools 3to 33 years
Water plant 10 to 50 years
Sewer plant 5 to 50 years

Insurance

Activity for certain self-insurance programs is recorded in the City's Internal Service Self-Insurance Fund. Assets
and obligations related to employee health benefits, workers’ compensation, and unemployment compensation
are included in the Self-Insurance Fund.

The City is self-insured for general liability (excluding the Mass Transit Department's fleet of vehicles, liability
insurance for the El Paso International Airport, and certain other catastrophic liability insurance). Expenditures for
these liabilities are accounted for in the General Fund, which will pay any liabilities incurred.

Additionally, the City maintains insurance policies acquired from independent insurance carriers covering all
structural property.

The City provides employee health and workers’ compensation benefits under its self-insurance programs.
Employee health and workers’ compensation benefit liabilities are accrued in the Internal Service Funds based
upon actuarially determined estimates of the aggregate liability for unpaid benefits. All health and workers’
compensation claims liabilities, including an estimate for claims incurred but not reported, are recorded by the
City. In addition, the City has a stop loss policy for health claims.
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H.

Insurance (Continued)

The City is subject to the State of Texas Employment Commission Act. Under this act, the City's method for
providing unemployment compensation is to reimburse the State of Texas (State) for claims paid by the State.

Deferred Revenue and Uncollectible Loans

Deferred revenue represents amounts that have been collected or billed in advance of revenue recognition
criteria and low-income housing loans made from Community Development Block Grants Fund. Notes receivable
of $34,161,059, an allowance for estimated uncollectible notes receivable in the amount of $5,258,438, and
deferred revenue of $28,902,621 is reported for these low-income housing loans in the Statement of Net Assets
and Governmental Funds Balance Sheet.

Interfund Transactions
1. Interfund Receivables and Payables

During the course of operations, numerous transactions occur between individual funds for goods provided or
services rendered. These receivables and payables are classified as "due from other funds" or "due to other
funds" on the balance sheet.

2. Transactions Between Funds

Transactions between funds, which would have been treated as revenues, expenditures, or expenses if they
involved organizations external to the governmental unit, are accounted for as revenues, expenditures, or
expenses in the funds involved. Transactions which constitute reimbursements of a fund for expenditures or
expenses initially made from that fund which are properly applicable to another fund are recorded as
expenditures or expenses in the reimbursing fund and as reductions of the expenditure or expense in the
fund reimbursed. All other transfers are included in the results of operations of both Governmental and
Proprietary Funds.

Federal and State Grants

Grants and entitlements received for purposes normally financed through the general government are accounted
for within the Special Revenue Funds. Revenues are recognized when the expenditures of Federal and State
grant funds are made and all eligibility requirements have been met. Amounts owed to the City at August 31,
2002 for grants and entitlements are reflected as “Due from other government agencies”.

Grants received by Proprietary Funds are reported in the applicable Proprietary Fund.

Compensated Absences

City employees, excluding uniformed Police Department and Fire Department employees, earn vacation leave,
which may either be taken or accumulated (up to a maximum of 200 hours) until paid upon termination or
retirement. For uniformed Police Department and Fire Department employees only, unused leave and holiday
hours are accumulated and paid upon termination, retirement, or death.

Leave benefits are accrued as a liability as the benefits are earned by employees, but only to the extent that it is
probable that the City will compensate the employees through paid time off or cash payments conditioned on the
employees’ termination or retirement. For governmental funds, a liability for these amounts is reported only if
they have matured as a result of termination or retirement. For the government-wide financial statements and
enterprise fund financial statements, all of the outstanding compensated absences are recorded as a liability.
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M. Long-Term Obligations, Bond Premiums, Discounts, and Insurance Costs

In the government-wide financial statements and proprietary fund types in the fund financial statements, long-term
debt and other long-term obligations are reported as liabilities in the applicable governmental activities, business-
type activities, or proprietary fund type statement of net assets. In these statements, bond premiums and
discounts, as well as issuance costs, are deferred and amortized over the life of the bonds using the effective
interest method. Bonds payable are reported net of the applicable bond premium or discount. Bond issuance
costs are reported as deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of debt issued is reported as other financing
sources. Premiums received on debt issuances are reported as other financing sources while discounts on debt
issuances are reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

N. Restrictions and Designations of Fund Balances/Net Assets

Restricted net assets (proprietary and fiduci