














DEBT ADMINISTRATION

At the end of the current fiscal year, the City of Gilmer had total long-term debt of $17,459,250. Of this amount,
$675,000 comprises bonded debt backed by the full faith and credit of the government, while $10,250,000
represents bonds secured solely by water and sewer revenues and $5,925,000 represents Combination Tax and

Revenue Certificates of Obligation which are secured by tax receipts as well as water and sewer revenue. The
remaining debt represents Notes Payable of $313,948 and Capital Lease Obligations of $295,302.

Outstanding Debt at Year End
Bonds and Notes Payable

Governmental Activities Business-Type Activities Total
2008 2009 2008 2009 2008 2009
General Obligation Bonds $ 775,000 $ 675,000 -- -- $ 775000 $ 675,000
Notes Payable 406,120 22,000 $ 529390 $ 291,948 935,510 313,948
Revenue Bonds Payable -- -- 10,540,000 10,250,000 10,540,000 10,250,000
Tax & Revenue CO -- -- 6,060,000 5,925,000 6,060,000 5,925,000
Capita Lease Obligation -- -- 474,904 295,302 474,904 295,302
Total $1,181,120 $ 697,000 $17,604,294  $16,762,250 $18,785,414  $17,459,250

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

The City's elected and appointed officials considered many factors when setting the fiscal year 2009-2010 budget
and rates. Sales tax receipts, which had been increasing over the past four years, leveled slightly during the 2008-

2009 fiscal year and show further signs of weakening in the 2009-2010 fiscal year. The City's property tax rate for
2008-2009 was $ 0.6389 per $100 valuation. The property tax rate for 2009-2010 is set at $0.636/$100. Property
values increased 3.5% for the 2009-2010 budget year over 2008-2009.

The city has made a concerted effort to make appropriations for those items truly necessary.

REQUEST FOR INFORMATION

The financial report is designed to provide our 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 City’s
business office at City of Gilmer, 110 Buffalo, Gilmer, Texas, 75644.
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ASSETS
Cash and cash equivalents
Investments

CITY OF GILMER, TEXAS
STATEMENT OF NET ASSETS
SEPTEMBER 30, 2009

Receivables (net of allowance for uncollectibles):

Taxes

Accounts

Other
Internal balances

Debt issuance costs, net of amortization

Discount on bond issuance

Capital assets (net of accumulated depreciation):

Land and improvements
Buildings and improvements
Furniture and equipment
Assets under capital lease
Construction in progress

Total assets

LIABILITIES
Accounts payable
Accrued expenses
Accrued wages
Accrual for compensated absences
Accrued interest payable
Customer deposits
Unearned revenue
Noncurrent liabilities:
Due within one year
Due in more than one year

Total liabilities

NET ASSETS

Invested in capital assets, net of related debt

Restricted for debt service
Restricted for other purposes
Unrestricted

Total net assets

Governmental Business-type
Activities Activities Total

$ 1,107,534 $ 1,473,416 2,580,950
- 843,451 843,451
273,039 - 273,039
43,351 446,545 489,896
196,898 - 196,898
448,230 (448,230) -
- 182,957 182,957
- 70,584 70,584
2,334,742 19,280,411 21,615,153
3,817,579 847,823 4,665,402
784,013 152,025 936,038
- 1,086,807 1,086,807
- 1,109,474 1,109,474
9,005,386 25,045,263 34,050,649
63,729 67,979 131,708
75 - 75
54,299 24,491 78,790
106,194 13,510 119,704
11,277 243,894 255,171
- 92,780 92,780
23,858 - 23,858
122,000 122,000 244,000
575,000 705,652 1,280,652
956,432 1,270,306 2,226,738
6,239,334 5,714,290 11,953,624
1,209,790 278,461 1,488,251
328,360 - 328,360
271,470 1,847,608 2,119,078
$ 8048954 $ 7,840,359 $ 15,889,313

(The accompanying notes are an integral part of these financial statements.)
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Eunctions/Programs
Primary government:
Governmental activities:

Legislative
Municipal court
Executive/administration
Community development
Financial administration
Police
Fire protection
Highways and streets
Civic center
Non-departmental
Interest and fiscal agent fees

Total governmental activities

Business-type activities:
Water and sewer
Sanitation
Airport
Total business-type activities

Total primary government

CITY OF GILMER, TEXAS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Program Revenues

Operating

Charges for Grants and

Capital
Grants and

Net (Expense) Revenue and
Changes in Net Assets

Governmental Business-type

Expenses Services Contributions ~ Contributions Activities Activities Total
$ 15,608 $ - $ - $ - 8 (15,608) $ (15,608)
59,810 215,384 - - 155,574 155,574
178,589 - - (178,589) (178,589)
153,492 - - - (153,492) (153,492)
102,389 - - - (102,389) (102,389)
944,580 95,625 1,715 - (847,240) (847,240)
402,964 - 10,350 (392,614) (392,614)
396,172 - 69,787 - (326,385) (326,385)
151,521 26,348 - - (125,173) (125,173)
807,964 - - - (807,964) (807,964)
41,270 - - - (41,270) (41,270)
3,254,359 337,357 71,502 10,350 (2,835,150) (2,835,150)
2,121,653 2,009,927 - - $ (111,726) (111,726)
662,912 774,914 - - 112,002 112,002
93,645 75,328 - 313,464 295,147 295,147
2,878,210 2,860,169 - 313,464 295,423 295,423
$ 6,132,569 $ 3,197,526 $ 71,502 $ 323,814 $ (2,835,150) $ 295,423 $ (2,539,727)
General revenues

Property taxes, levied for general purposes 987,359 - 987,359

Property taxes, levied for debt service 571,385 - 571,385

Sales taxes 850,507 - 850,507

Sales taxes for Economic Development 425,253 - 425,253

Franchise taxes 221,352 - 221,352

Other taxes 56,079 - 56,079

Penalty and interest 13,584 - 13,584

Investment earnings 30,262 42,983 73,245

Rents and royalties 19,538 - 19,538
Miscellaneous 195,537 - 195,537

Sale of assets 2,530 (30,470) (27,940)

Transfers in (out) (260,563) 260,563 -

Total general revenues and transfers 3,112,823 273,076 3,385,899
Special Item (337) - (337)

Change in net assets 277,336 568,499 845,835

Net assets - beginning 7,771,618 7,271,860 15,043,478

Net assets - ending $ 8,048,954 $ 7,840,359 $ 15,889,313

(The accompanying notes are an integral part of these financial statements.)
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ASSETS AND OTHER DEBITS

Cash and cash equivalents

Investments

Receivables:
Taxes
Due from other funds
Receivable from other governments
Notes receivable
Other receivable

TOTAL ASSETS

LIABILITIES AND FUND BALANCE
LIABILITIES

Accounts payable

Due to other funds

Payable to other governments

Unearned revenue

Accrued wages

Accrual for compensated absences

TOTAL LIABILITIES
FUND BALANCE
Reserved for debt service

Reserved for other purposes
Fund balance - unreserved

TOTAL FUND BALANCE

TOTAL LIABILITIES AND FUND BALANCE

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

CITY OF GILMER, TEXAS
BALANCE SHEET
GOVERNMENTAL FUNDS
SEPTEMBER 30, 2009

Economic Other Total
General Debt Service Development Governmental Governmental
Fund Fund Fund Funds Funds
$ 275,531 $ 13,728 $ 752,965 $ 65,310 $ 1,107,534
273,039 - - - 273,039
7,133 270,818 173,361 3,211 454,523
- - - 24,010 24,010
- - - 125,754 125,754
47,133 - - - 47,133
$ 602,836 $ 284,546 $ 926,326 $ 218,285 $ 2,031,993
$ 62,385 $ - $ - $ 1,344 $ 63,729
3,211 - 1,082 2,000 6,293
75 - - - 75
202,058 - - - 202,058
54,299 - - - 54,299
5,310 - - - 5,310
327,338 - 1,082 3,344 331,764
- 284,546 925,244 - 1,209,790
113,419 - - 214,941 328,360
162,079 - - - 162,079
275,498 284,546 925,244 214,941 1,700,229
$ 602,836 $ 284,546 $ 926,326 $ 218,285 $ 2,031,993
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CITY OF GILMER, TEXAS
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS
SEPTEMBER 30, 2009

Total fund balances - governmental funds balance sheet $1,700,229

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

Capital assets used in governmental activities are not reported in the funds 6,936,334

Property taxes receivable unavailable to pay for current period expenditures
are deferred in the funds. 178,199

Liabilities for bond principal which are not due in the current period are not

reported in the funds. (675,000)

Liabilities for notes payable which are not due in the current period are not

reported in the funds. (22,000)

Liabilities for accrued interest which are not due in the current period are not

reported in the funds. (11,277)

Payables for compensated absences which are not due in the current period

are not reported in the funds. (100,884)

Court fines receivable unavailable to pay for current period expenditures are

not reported in the funds. 43,351

Rounding 2
Net assets of governmental activities - statement of net assets $ 8,048,954

(The accompanying notes are an integral part of these financial statements.)
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CITY OF GILMER, TEXAS

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

REVENUES:
Property taxes
Penalty and interest
Sales tax
Sales tax for economic development
Franchise taxes
Other taxes
Fines and forfeitures
Licenses and permits
Intergovernmental revenue and grants
Investment income
Rents and royalties
Proceeds of assets sales
Donations
Other revenue

TOTAL REVENUES

EXPENDITURES:
Legislative
Municipal court
Executive/administration
Community development
Financial administration
Police
Fire Protection
Highways and streets
Civic Center
Non-departmental

Debt service -principal
-interest
TOTAL EXPENDITURES

EXCESS OF REVENUES OVER EXPENDITURES
OTHER FINANCING SOURCES (USES):

Transfers in

Transfers out

TOTAL OTHER FINANCING SOURCES (USES)
SPECIAL ITEM

NET CHANGE IN FUND BALANCES
FUND BALANCE, OCTOBER 1, 2008

FUND BALANCE, SEPTEMBER 30, 2009

GOVERNMENTAL FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2009

Total
Economic Other Governmental Governmental
General Fund Debt Service Fund Development Fund Funds Funds
1,029,634 $ 571,385 $ - $ - $ 1,601,019
13,584 - - - 13,584
850,507 - - - 850,507
- - 425,253 - 425,253
221,352 - - - 221,352
20,179 - - 35,900 56,079
208,663 - - - 208,663
42,377 - - - 42,377
172,692 - - 69,787 242,479
4,080 1,278 16,436 8,468 30,262
19,538 - - 26,348 45,886
2,530 - - - 2,530
350 - - 9,123 9,473
63,741 - - 14,944 78,685
2,649,227 572,663 441,689 164,570 3,828,149
14,583 - - - 14,583
55,818 - - - 55,818
162,081 - - 291 162,372
143,263 - - - 143,263
96,789 - - - 96,789
898,756 - - 14,342 913,098
394,876 - - - 394,876
233,939 - - 45,777 279,716
- - - 88,018 88,018
836,717 - - - 836,717
21,955 462,165 - - 484,120
2,336 49,775 - - 52,111
2,861,113 511,940 - 148,428 3,521,481
(211,886) 60,723 441,689 16,142 306,668
490,336 507,862 - 16,951 1,015,149
(314,828) (434,778) (370,819) (155,287) (1,275,712)
175,508 73,084 (370,819) (138,336) (260,563)
(337) - - - (337)
(36,715) 133,807 70,870 (122,194) 45,768
312,213 150,739 854,374 337,135 1,654,461
275,498 $ 284,546 $ 925,244 $ 214,941 $ 1,700,229

(The accompanying notes are an integral part of these financial statements.)
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CITY OF GILMER, TEXAS
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Net change in fund balances - total governmental funds $ 45,768

Amounts reported for governmental activities in the statement of
activities ("SOA") are different because:

Capital outlays are not reported as expenses in the SOA. 88,593

The depreciation of capital assets used in governmental activities
is not reported in the funds. (315,759)

Certain property tax revenues are deferred in the funds. This is
the change in these amounts this year. (42,275)

Repayment of bond principal is an expenditure in the funds but is
not an expense in the SOA. 100,000

Repayment of note principal is an expenditure in the funds but is
not an expense in the SOA. 384,120

(Increase) decrease in accrued interest from beginning of period to

end of period. 10,841
Increase (decrease) in court fines receivable. 6,721
(Increase) decrease in accrual for compensated absences. (673)
Change in net assets of governmental activities - statement of activities $ 277,336

(The accompanying notes are an integral part of these financial statements.)
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CITY OF GILMER, TEXAS
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
SEPTEMBER 30, 2009

Water & Sewer

Fund Sanitation Fund Airport Fund Total
ASSETS:
Current assets:
Cash and cash equivalents $ 859,799 $ 508,798 $ 19,164 $ 1,387,761
Investments 843,451 - - 843,451
Accounts receivable, net 342,751 103,794 - 446,545
Capitalized debt issuance costs 182,957 - - 182,957
Discount on issuance costs 70,584 - - 70,584
Due from other funds 2,000 - - 2,000
Noncurrent assets:
Restricted assets:
Cash and cash equivalents 85,655 - - 85,655
Capital assets:
Land and improvements 12,596,494 230,484 1,566,380 14,393,358
Infrastructure 11,048,488 - - 11,048,488
Construction in progress 519,133 - - 519,133
Buildings 162,453 - 815,817 978,270
Equipment and furniture 355,376 - 103,065 458,441
Assets under capital lease 1,249,203 - - 1,249,203
Less accumulated depreciation (5,888,073) - (282,280) (6,170,353)
TOTAL ASSETS 22,430,271 843,076 2,222,146 25,495,493
LIABILITIES:
Current liabilities:
Accounts payable 23,158 42,909 1,912 67,979
Wages payable 30,620 7,381 - 38,001
Accrued interest payable 243,894 - - 243,894
Due to other funds 427,163 - 23,067 450,230
Customer deposits 85,655 - 7,125 92,780
Capital lease obligation 193,729 - - 193,729
Bonds, notes, and loans payable 453,420 - 58,503 511,923
Noncurrent liabilities:
Capital lease obligation 101,573 - - 101,573
Bonds, notes, and loans payable 15,795,088 - 159,937 15,955,025
TOTAL LIABILITIES 17,354,300 50,290 250,544 17,655,134
NET ASSETS
Invested in capital assets, net of related debt 3,499,264 230,484 1,984,542 5,714,290
Restricted for debt service 278,461 - - 278,461
Unrestricted 1,298,246 562,302 (12,940) 1,847,608
TOTAL NET ASSETS $ 5,075,971 $ 792,786 $ 1,971,602 $ 7,840,359

(The accompanying notes are an integral part of these financial statements.)
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CITY OF GILMER, TEXAS
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Water & Sewer

Fund Sanitation Fund Airport Fund Total
OPERATING REVENUES:
Charges for water services $ 1,252,639 $ - $ - $ 1,252,639
Charges for sewerage services 690,538 - - 690,538
Charges for sanitation services - 672,184 - 672,184
Penalties 36,817 - - 36,817
Rents and royalties 12,600 - 65,582 78,182
Franchise fees - 94,360 - 94,360
Licenses and permits - 2,558 - 2,558
Other revenue 17,333 5,812 9,746 32,891
TOTAL OPERATING REVENUES 2,009,927 774,914 75,328 2,860,169
OPERATING EXPENSES:
Salaries and employee benefits 384,964 11,256 - 396,220
Contractual services 22,824 629,415 15,444 667,683
Utilities 119,859 - 10,495 130,354
Repairs and maintenance 281,197 - 9,072 290,269
Supplies and other expenses 121,460 22,241 1,468 145,169
Insurance 5,560 - 5,381 10,941
Depreciation 259,780 - 39,224 299,004
TOTAL OPERATING EXPENSES 1,195,644 662,912 81,084 1,939,640
OPERATING INCOME 814,283 112,002 (5,756) 920,529
NONOPERATING REVENUES (EXPENSES)
Interest and investment revenue 34,302 8,542 139 42,983
Interest expense (926,009) - (12,561) (938,570)
Gain (loss) on asset sales 1,404 - (31,874) (30,470)
TOTAL NONOPERATING REVENUES (EXPENSES) (890,303) 8,542 (44,296) (926,057)
Income (loss) before contributions and transfers (76,020) 120,544 (50,052) (5,528)
Capital contributions and grants - - 313,464 313,464
Transfers in 905,596 - 30,997 936,593
Transfers out (523,051) (110,288) (42,691) (676,030)
Income after contributions and transfers 306,525 10,256 251,718 568,499
CHANGE IN NET ASSETS 306,525 10,256 251,718 568,499
TOTAL NET ASSETS - BEGINNING 4,769,446 782,530 1,719,884 7,271,860
TOTAL NET ASSETS - ENDING $ 5,075,971 $ 792,786 $ 1,971,602 $ 7,840,359

(The accompanying notes are an integral part of these financial statements.)
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CITY OF GILMER, TEXAS

STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2009

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from user charges $
Other operating revenue
Cash payments to employees for services
Cash payments for contracted services
Cash payments to suppliers
Cash payments for other operating expenses

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Transfers to other funds
Transfers from other funds

NET CASH PROVIDED (USED) BY NONCAPITAL FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition of capital assets
Payments on notes, bonds, and leases payable
Interest paid on notes, bonds, and leases payable
Capital contributions and grants

NET CASH USED BY FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of certificates of deposit
Maturities of certificates of deposit
Interest on investments
Interfund loans collected (funded)

NET CASH PROVIDED BY INVESTING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS - OCTOBER 1, 2008

CASH AND CASH EQUIVALENTS - SEPTEMBER 30, 2009 $

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:

Operating income (loss) $

Adjustments to reconcile operating income to net cash
provided by operating activities:
Depreciation expense
Increase in accounts receivable
Increase (decrease) in accounts payable
Increase in accrued wages

Total adjustments

Water & Sewer Sanitation Airport Total
Fund Fund Fund Proprietary Funds
1,914,408 $ 656,488 $ 65,582 $ 2,636,478
29,933 102,730 9,746 142,409
(376,820) (10,605) - (387,425)
(22,824) (632,148) (20,825) (675,797)
(120,902) (22,241) 444 (142,699)
(406,616) - (19,567) (426,183)
1,017,179 94,224 35,380 1,146,783
(557,903) (110,288) (42,691) (710,882)
940,448 - 30,997 971,445
382,545 (110,288) (11,694) 260,563
(74,484) - (259,732) (334,216)
(786,512) - (55,532) (842,044)
(929,659) - (12,561) (942,220)
- - 313,464 313,464
(1,790,655) - (14,361) (1,805,016)
(843,451) - - (843,451)
1,162,323 366,433 - 1,528,756
34,302 8,542 139 42,983
323,242 (7,870) - 315,372
676,416 367,105 139 1,043,660
285,485 351,041 9,464 645,990
574,314 157,757 9,700 741,771
859,799 $ 508,798 $ 19,164 $ 1,387,761
814,283 $ 112,002 $ (5,756) $ 920,529
259,780 - 39,224 299,004
(65,586) (15,696) - (81,282)
558 (2,732) 1,912 (262)
8,144 650 - 8,794
202,896 (17,778) 41,136 226,254
1,017,179 $ 94,224 $ 35,380 $ 1,146,783

NET CASH PROVIDED BY OPERATING ACTIVITIES $

(The accompanying notes are an integral part of these financial statements.)
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CITY OF GILMER, TEXAS
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies adopted by the City of Gilmer, Texas, conform to generally accepted accounting principles as applied to governmental entities.

A. FINANCIAL REPORTING ENTITY
For financial reporting purposes, the City of Gilmer includes all funds that are controlled by or dependent on the City's executive and legislative
branches (the Mayor or the Council, respectively). Control by or dependence on the City is determined on the basis of budget adoption, taxing
authority, outstanding debt secured by revenues or general obligations of the City, obligation of the City to finance any deficits that may occur, or
receipt of significant subsidies from the City.

COMPONENT UNIT
In conformity with generally accepted accounting principles, the financial statements of component units have been included in the financial
reporting entity either as blended component units or as discretely presented component units.

BLENDED COMPONENT UNITS

The Economic Development Corporation has been determined to be a blended component unit of the City. The board of the Economic Development
Corporation (EDC) is appointed by the City Council. The EDC is funded by a one-half cent sales tax to promote economic growth in Gilmer. It is
included in the financial statements as a special revenue fund (Economic Development Fund). There are no separate financial statements issued.
All sales tax revenues produced by the EDC are pledged to debt service of the City.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
The government-wide financial statements (i.e., the statement of net assets and the statement of changes in net assets) report information on all of
the nonfiduciary activities of the primary government and its component units. For the most part, the effect of interfund activity has been removed
from these statements. 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.

The statement of activities demonstrates the degree to which the direct expenses of a given function are offset by program revenues. Direct
expenses are those that are clearly identifiable with a specific function. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function and 2) grants and contributions that are restricted
to meeting the operational or capital requirements of a particular function. Taxes and other items not properly included among program revenues
are reported instead as general revenues.

Separate financial statements are provided for governmental funds and proprietary funds. Major individual government funds and major individual
enterprise funds are reported as separate columns in the fund financial statements.

C. MEASUREMENT FOCUS, BASIS OF ACCOUNTING, AND FINANCIAL STATEMENT PRESENTATION
The government-wide financial statements are reported using the economic resources measurement focus and the accrual basis of accounting, as
are the proprietary fund financial statements. 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 revenues in the year for which they are levied. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus and the modified accrual basis of
accounting. Revenues are recognized as soon as they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the government considers
revenues to be available if they are collected within 60 days of the end of the current fiscal period. Expenditures generally are recorded when a
liability is incurred, as under accrual accounting. However, debt service expenditures, as well as expenditures related to compensated absences,
are recorded only when payment is due.

Sales tax associated with the current fiscal period are all considered to be susceptible to accrual and have been recognized as revenues of the
current fiscal period. All other revenue items are considered to be measurable and available only when cash is received by the government.

The City reports the following major governmental funds:

The general fund is the City's primary operating fund. It accounts for all financial resources of the general government, except those required to be
accounted for in another fund.

The debt service fund accounts for resources accumulated and payments made for principal and interest on long-term general obligation debt of
governmental funds.
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CITY OF GILMER, TEXAS
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The economic development fund is a special revenue fund that accounts for the one-half cent sales tax collected for the Economic Development
Corporation.

The City reports the following major proprietary funds:

The water and sewer fund is used to account for the sale of water and wastewater treatment by the City to businesses and residential customers
and to surrounding communities.

The sanitation fund accounts for residential and commercial solid waste collections and disposal services for the City.
The airport fund accounts for the operation of the Gilmer-Upshur County airport.
Additionally, the City reports the following fund types:

Governmental Funds:

Special Revenue Funds - The City accounts for resources restricted to, or designated for, specific purposes by the City or a grantor in a special
revenue fund. Most federal and some State financial assistance is accounted for in a special revenue fund, and sometimes unused balances must
be returned to the grantor at the close of specified project periods.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally are followed in both the government-wide
and proprietary fund financial statements to the extent those standards do not conflict with or contradict guidance of the Governmental Accounting
Standards Board. Governments also have the option of following subsequent private-sector guidance for their business-type activities, subject to
this same limitation. The City has elected to follow subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues and expenses generally result from
providing services and producing and delivering goods in connection with a proprietary fund's principal ongoing operations. The principal operating
revenues of the Water and Sewer Fund are charges to customers for sales and services. All revenues not meeting this definition are reported as
nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City's policy to use restricted resources first, then unrestricted
resources as they are needed.

D. BUDGETS AND BUDGETARY ACCOUNTING

Budgets for the general fund, special revenue funds, and debt service fund are adopted on a basis consistent with the modified accrual basis of
accounting. The proprietary fund budget is adopted on a basis consistent with the accrual basis of accounting except for depreciation, which is not
budgeted and capital outlay, which is budgeted. Unexpended budget appropriations lapse at year end and do not carry forward to future periods.

Budget controls are imposed at the fund level and require Council approval for amendment.

E. INTERFUND RECEIVABLES AND PAYABLES
Any short-term advances between funds that may exist are accounted for in the appropriate interfund receivable and payable accounts.

F. ESTIMATES
The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and
assumptions. This will affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial

statements, and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

G. CASH EQUIVALENTS

For purposes of the statement of cash flows, highly liquid investments are considered to be cash equivalents if they have an initial maturity of three
months or less.

H. RESTRICTED ASSETS
Cash held for customer deposits in the Water and Sewer Fund is reported as restricted.
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CITY OF GILMER, TEXAS
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

I CAPITAL ASSETS
Capital assets, which include land, land improvements, buildings, furniture and equipment, and infrastructure assets are recorded in the applicable
governmental or business-type activities column in the government-wide financial statements. Capital assets are defined by the City as assets with
an initial, individual cost of more than $5,000 and an estimated life in excess of one year. Such assets are recorded at historical cost or estimated
historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair market value at the date of donation.

Capital assets are being depreciated using the straight-line method over the following estimated useful lives:

Asset Class Years
Infrastructure 25-50
Buildings 10 - 60
Land improvements 60 - 100
Machinery and equipment 5-12
Heavy equipment 10-20
Vehicles 4-7
Computer equipment 3-5

J. DEFERRED BOND ISSUE COSTS
Deferred bond issue costs are amortized on a straight-line basis over the remaining life of the bonds.

K. COMPENSATED ABSENCES
Accumulated vacation leave that is expected to be liquidated with expendable available financial resources is reported as an expenditure and a fund
liability of the governmental fund that will pay for it. Accumulated vacation leave of proprietary funds is recorded as an expense and a liability of
those funds as the benefits accrue to employees. In accordance with the provisions of Governmental Accounting Standards Board Statement No.
16 "Accounting for Compensated Absences”, no liability is recorded for nonvesting accumulating rights to receive sick pay benefits.

L. FUND EQUITY ACCOUNTS
Reserves of fund balance or net assets are used to indicate that a portion of fund equity is not available for expenditure or is legally segregated for a
specific future use.

M. INTERFUND TRANSACTIONS

Transactions that would be treated as revenue, expenditures or expenses if they involved organizations external to the government unit are
accounted for as revenue, 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 that is reimbursed. Operating transfers are distinguished from revenues, expenses,
or expenditures in the financial statements. These transfers are reported in the "Other Financing Sources (Uses)" section in the Statement of
Revenues, Expenditures, and Changes in Fund Balance (governmental funds) and in the "Non-Operating Revenues (Expenses)" section in the
Statement of Revenues, Expenses, and Changes in Fund Net Assets (proprietary funds).

N. RISK FINANCING
The City provides statutory workers' compensation benefits under an insured plan of the Texas Municipal League Joint Workers' Compensation
Fund. Cost of the program is charged to the appropriate fund. The City has outside property insurance coverage for major structures, primarily those
used by the public and those located in a cluster to provide protection from catastrophic losses. The City maintains liability and comprehensive
insurance coverage for all its vehicles and equipment.

0. INVENTORY

Inventories of materials and supplies are accounted for using the purchase method. Under the purchase method, purchases are recorded as
expense when made and inventory is recorded at year-end. Inventory is immaterial and is not recorded in these financial statements.
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CITY OF GILMER, TEXAS
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2009

NOTE 2 - COMPLIANCE AND ACCOUNTABILITY

Finance-Related Legal and Contractual Provisions
In accordance with GASB Statement No. 38, "Certain Financial Statement Note Disclosures," violations of finance-related legal and contractual provisions,
if any, are reported below, along with actions taken to address such violations:

Violation Action Taken
The City did not comply with the Public Funds The City achieved compliance at mid-year in FY09 in connection with a personnel
Investment Act at all times during the year. change.

NOTE 3 - PROPERTY TAXES

The City's property tax is levied each October 1 on the assessed value listed as of the previous January 1 for all real and personal property located in the
City. The assessment ratio of the City is 100 percent of market value. The assessed value for the roll as of January 1, 2008 upon which the 2009 fiscal-
year levy was based, was $254,511,852 and the tax levy was set at $.6389 per $100 of assessed valuation.

Taxes were due in January following the October 1 statement date. Tax collections during the fiscal year ended September 30, 2009, for the fiscal 2009
tax levy were 95.63 percent of the total tax levy for that year.

Delinquent taxes as of September 30, 2009, were $251,588.
Allowances for uncollectible tax receivables are based upon historical experience in collecting property taxes. Uncollectible personal property taxes are

periodically reviewed and written off, but the City is prohibited from writing off real property taxes without specific statutory authority from the Texas
Legislature. The allowance for uncollectible taxes at September 30, 2009 is $73,389.
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CITY OF GILMER, TEXAS
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2009

NOTE 4 - CAPITAL ASSETS

Capital asset activity for the period ended September 30, 2009 was as follows:

Beginning Ending
Balances Increases Decreases Balances

Governmental activities:

Land $ 458,194 $ - $ - $ 458,194
Infrastructure 3,920,298 - - 3,920,298
Buildings and Improvements 4,674,958 125,800 - 4,800,758
Machinery, Furniture and Equipment 1,921,914 78,614 (50,183) 1,950,345
Construction in progress 115,821 - (115,821) -
Totals at Historic Cost 11,091,185 204,414 (166,004) 11,129,595
Less accumulated depreciation for:

Infrastructure (1,948,675) (95,075) - (2,043,750)
Buildings and Improvements (898,903) (84,276) - (983,179)
Machinery, Furniture and Equipment (1,080,107) (136,408) 50,183 (1,166,332)
Total accumulated depreciation (3,927,685) (315,759) 50,183 (4,193,261)
Governmental activities capital assets, net $ 7,163,500 $ (111,345) $ (115,821) $ 6,936,334
Business-type activities:

Land 4,503,164 - - 4,503,164
Land Improvements 9,299,854 - - 9,299,854
Infrastructure 10,992,789 227,800 (172,100) 11,048,489
Buildings and Improvements 1,045,212 - (66,942) 978,270
Machinery, Furniture and Equipment 456,284 20,188 (18,032) 458,440
Assets under capital lease 1,249,203 - - 1,249,203
Construction in progress 816,278 883,536 (590,340) 1,109,474
Total capital assets being depreciated 28,362,784 1,131,524 (847,414) 28,646,894
Less accumulated depreciation for:

Land Improvements (763,915) (114,992) - (878,907)
Infrastructure (4,595,448) (96,741) - (4,692,189)
Buildings and Improvements (115,082) (23,733) 8,368 (130,447)
Machinery, Furniture and Equipment (285,893) (38,554) 18,032 (306,415)
Assets under capital lease (137,412) (24,984) - (162,396)
Total accumulated depreciation (5,897,750) (299,004) 26,400 (6,170,354)
Business-type activities capital assets, net $ 22,465,034 $ 832,520 $ (821,014) $ 22,476,540

Depreciation expense was charged to departments of the primary government as follows:

Governmental activities:

Legislative $ 1,025
Municipal Court 3,924
Executive/Administration 15,792
Community Development 10,072
Financial Administration 6,805
Police 64,196
Fire Protection 29,983
Highways and Streets 114,741
Civic Center 69,221
Total depreciation expense - governmental activities 315,759

Business-type activities:

Water and sewer 259,780
Airport 39,224
Total depreciation expense - business-type activities 299,004
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CITY OF GILMER, TEXAS

NOTES TO FINANCIAL STATEMENTS

SEPTEMBER 30, 2009

NOTE 5 - LONG-TERM DEBT

Long-term debt transactions for the year ended September 30, 2009, are summarized as follows:

Beginning Ending Due Within
Balance Additions Retirements Balance One Year
Governmental Activities:
General obligation bonds $ 775,000 $ - $ 100,000 675,000 $ 100,000
Notes payable 406,120 - 384,120 22,000 22,000
Totals 1,181,120 - 484,120 697,000 122,000
Accrual for Compensated Absences 100,211 673 - 100,884 -
Total Governmental Activities $ 1,281,331 $ 673 $ 484,120 797,884 $ 122,000
Business-type Activities:
Revenue bonds $ 10,540,000 $ - $ 290,000 10,250,000 $ 305,000
Tax and revenue certificates of obligation 6,060,000 - 135,000 5,925,000 140,000
Notes payable 529,390 - 237,442 291,948 66,923
Capital lease payable 474,904 - 179,602 295,302 193,729
Total Business-Type Activities $ 17,604,294 $ - $ 842,044 16,762,250 $ 705,652
Total Long-term Debt $ 18,885,625 $ 673 $ 1,326,164 17,560,134 $ 827,652

The following is a detail of Notes, General Obligation Bonds, and Revenue Bonds Payable:

Governmental Activities:

General Obligation Bonds

1999 General Obligation Bonds; principal plus interest varying from 3.35% to 4.40% due semi-annually through

May 15, 2015

Total General Obligation Bonds

Notes Payable

6% note payable to Gilmer National Bank; principal plus interest due semi-annually through September 29,

2010; secured by Fire Department Pumper Truck
Total Notes Payable

Total Governmental Activities

Business Activities:

Revenue Bonds

1991 Waterworks and Sewer System Refunding and Improvement Revenue Bonds; principal plus interest

varying from 7.2% to 7.25% due annually through July 1, 2011

1996 Texas Water Development Board/State Participation W ater & Sewer Bonds; principal plus interest

varying from 5.55% to 5.8% due semi-annually through July 15, 2035

1998 Waterworks and Sewer System Revenue Refunding Bonds; principal plus interest varying from 4.4% to

5.1% due annually through July 1, 2034
Total Revenue Bonds
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8 675000

675,000

22,000
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$ 697,000

$ 75,000

4,800,000

5,375,000

10,250,000



CITY OF GILMER, TEXAS
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2009

NOTE 5 - LONG-TERM DEBT (CONTINUED)
Balance as of

September 30,
2009

Tax and Revenue Certificates of Obligation

2000 Combination Tax and Revenue Certificates of Obligation; principal plus interest varying from 5.0% to

6.875% due semi-annually through July 1, 2015 1,245,000

2001 Combination Tax and Revenue Certificates of Obligation; principal plus interest varying from 4.5% to

6.5% due semi-annually through May 15, 2027 4,680,000
Total Tax and Revenue Certificates of Obligation 5,925,000

Notes Payable

5% note payable to Gilmer National Bank; principal plus interest due monthly through March 28, 2013; secured

by real property 218,441

7.5% note payable to Gilmer National Bank; principal plus interest due monthly through January 15, 2017;

secured by real property 73,507
Total Notes Payable 291,948
Total Business Activities $ 16,466,948

Aggregate maturities of long-term debt subsequent to September 30, 2009 are as follows:

Governmental activities:

Year Ending
September 30 Principal Interest Total

2010 $ 122,000 $ 30,895 $ 152,895
2011 105,000 25,607 130,607
2012 110,000 21,040 131,040
2013 115,000 16,200 131,200
2014 120,000 11,025 131,025
2015 125,000 5,625 130,625

$ 697,000 $ 110,392 $ 807,392

Business-type activities:
Year Ending
September 30 Principal Interest Total

2010 $ 705,652 $ 911,297 $ 1,616,949
2011 767,000 899,110 1,666,110
2012 609,079 873,837 1,482,916
2013 633,743 781,700 1,415,443
2014 640,451 743,696 1,384,147
2015-2019 3,016,325 3,235,999 6,252,324
2020-2024 3,420,000 2,475,353 5,895,353
2025-2029 3,530,000 1,531,137 5,061,137
2030-2034 3,070,000 709,246 3,779,246
2035 370,000 21,750 391,750

$ 16,762,250 $ 12,183,125 $ 28,945,375

There are a number of limitations and restrictions contained in the various bond indentures. The City is in compliance with all significant limitations and
requirements.
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NOTE 5 - LONG-TERM DEBT (CONTINUED)

1996 Texas Water Development Board/State Participation Water and Sewer Bonds

The Water Development Board furnished this $4.8 million dollars as a portion of the funds needed for the construction of the dam and the reservoir at Lake
Gilmer. Upon deposit of the funds into the City's construction fund, there was vested in the Board, on behalf of the State of Texas, an approximate 42.77%
undivided interest in the total conservation storage facilities of the project, including the right to divert and sell water to the extent of the yield of such
undivided interest. As the City begins paying back principal on July 15, 2012, they will begin gradually purchasing back the Board's interest in the project
until it will totally belong to the City on July 15, 2035, when the last principal payment is made.

Combination Tax and Revenue Certificates of Obligation

In the fiscal year ended September 30, 2009, the City transferred $ 434,778 from the General Obligation Debt Service Fund to the Water and Sewer
Fund for payment on the 2000 and 2001 Series Combination Tax and Revenue Certificates of Obligation. These transfers are recorded as operating
transfers. The City has determined, based upon the certificates of obligation documents and legal advice, that these transfers are appropriate.

Capital Lease Obligation

The City is obligated under a lease accounted for as a capital lease. The leased assets, consisting of radio-read water meters, are accounted for in the
Water and Sewer Fund at an original cost of $1,249,203. Accumulated depreciation on assets under capital lease at September 30, 2009, was $162,396.

The following is a schedule of future minimum lease payments under the capital lease, together with the net present value of the minimum lease payments
as of September 30, 2009.

Year Ending Water and
September 30 Sewer Fund
2010 $ 204,646
2011 103,809
Minimum lease payments for the capital lease 308,455

Less: Amount representing interest at the City's incremental
borrowing rate (13,153)

Present value of future minimum lease payments $ 295,302
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NOTE 6 - INTERFUND BALANCES AND TRANSFERS

Interfund receivables and payables at September 30, 2009 were as follows:

Due To
Other
Economic Governmental
General Fund Debt Service Development Funds Water & Sewer Totals
General Fund $ - $ - $ - $ 3,211 $ - $ 3,211
Economic Development 1,082 - - - - 1,082
Other Governmental Fund - - - - 2,000 2,000
Water & Sewer Fund 6,051 247,750 173,361 - - 427,162
Airport Fund - 23,068 - - - 23,068
$ 7,133 $ 270,818 $ 173,361 $ 3,211 $ 2,000 $ 456,523
Interfund loans consist of current and prior year borrowings between funds to satisfy cash flow requirements.
Interfund transfers for the year ended September 30, 2009 were as follows:
Transfer To
Other
Transfer From General Fund Debt Service Governmental Water & Sewer Airport Totals
General Fund $ - $ 286,176 $ 16,951 $ - $ 11,702 $ 314,829
Debt Service Fund - - - 434,777 - 434,777
Economic Development
Fund - - - 370,819 - 370,819
Other Governmental Fund 55,287 - - 100,000 - 155,287
Water & Sewer Fund 301,365 221,686 - - - 523,051
Sanitation Fund 90,993 - - - 19,295 110,288
Airport Fund 42,691 - - - - 42,691
$ 490,336 $ 507,862 $ 16,951 $ 905,596 $ 30,997 $ 1,951,742
To fund current To fund debt To fund To fund debt To provide
operations and service Civic Center service matching funds
pay off interfund requirements improvements requirements for grant

debts
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NOTE 7 - EMPLOYEE BENEFITS

TEXAS MUNICIPAL RETIREMENT SYSTEM

A.

PLAN DESCRIPTION

The City provides pension benefits for all of its full-time employees through a non-traditional, joint contributory, hybrid defined benefit plan in the
state-wide Texas Municipal Retirement System (TMRS), an agent multiple-employer public employee retirement system. The plan provisions that
have been adopted by the city are within the options available in the governing state statutes of TMRS.

TMRS issues a publicly available comprehensive annual financial report that includes financial statements and required supplementary information
(RSI) for TMRS; the report also provides detailed explanations of the contributions, benefits and actuarial methods and assumptions used by the
System. This report may be obtained by writing to TMRS, P.O. Box 149153, Austin, TX 78714-9153 or by calling 800-924-8677; in addition, the
report is available on TMRS' website at www.TMRS.com.

The plan provisions are adopted by the City Council, within the options available in the state statutes governing TMRS. Plan provisions for the City
are as follows:

Employee Deposit Rate: 6%
Matching Ratio (City to Employee): 2-1
A member is vested after: 5yrs
Annuity Increase (to retirees) 70% of CPI Repeating

Members can retire at ages 60 and above with 5 or more years of service or with 20 years of service regardless of age.

CONTRIBUTIONS

Under the state law governing TMRS, the contribution rate for each city is determined annually by the actuary, using the Projected Unit Credit
actuarial cost method. This rate consists of the normal cost contribution rate and the prior service cost contribution rate, which is calculated to be a
level percent of payroll from year to year. The normal cost contribution rate finances the portion of an active member's projected benefit allocated
annually; the prior service contribution rate amortizes the unfunded (overfunded) actuarial liability (asset) over the applicable period for the city. Both
the normal cost and prior service contribution rates include recognition of the projected impact of annually repeating benefits, such as Updated
Service Credits and Annuity Increases.

The City contributes to the TMRS Plan at an actuarially determined rate. Both the employees and the City make contributions monthly. Since the
City needs to know its contribution rate in advance for budgetary purposes, there is a one-year delay between the actuarial valuation that serves as
the basis for the rate and the calendar year when the rate goes into effect. The annual pension cost and net pension obligation/(asset) are as
follows:

Annual Required Contribution (ARC) $ 221,707
Interest on Net Pension Obligation -
Adjustment to the ARC -
Annual Pension Cost (APC) 221,707
Contributions Made (208,269)
Increase (decrease) in net pension obligation 13,438
Net Pension Obligation/(Asset), beginning of year -
Net Pension Obligation/(Asset), end of year $ 13,438
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CITY OF GILMER, TEXAS

NOTES TO FINANCIAL STATEMENTS

SEPTEMBER 30, 2009

NOTE 7 - EMPLOYEE BENEFITS (CONTINUED)

The required contribution rates for fiscal year 2009 were determined as part of the December 31, 2006 and 2007 actuarial valuations. Additional

information as of the latest actuarial valuation, December 31, 2008, also follows.

Valuation Date

Actuarial Cost Method

Amortization Method

Remaining Amortization Period
Asset Valuation Method
Actuarial Assumptions:

Investment Rate of Return*

Projected Salary Increases*
* Includes Inflation at

Cost-of-Living Adjustments

12/31/2006

Unit Credit

Level Percent of
Payroll

25 years; open
period

Amortized Cost

7.00%

Varies by age
and service

3.00%

NA

12/31/2007

Projected Unit
Credit

Level Percent of
Payroll

30 years; closed
period

Amortized Cost

7.00%

Varies by age
and service

3.00%

2.10%

The funded status as of December 31, 2008, the most recent actuarial valuation date, is as follows:

Actuarial Valuation Date
Actuarial Value of Assets
Actuarial Accrued Liability (AAL)

Unfunded (Over-funded) Actuarial
Accrued Liability (UAAL)

Funded Ratio
Annual Covered Payroll

UAAL as a Percentage of Covered Payroll

The schedule of funding progress, presented as Required Supplementary Information following the notes to the financial statements, presents multi-
year trend information about whether the actuarial value of plan assets is increasing or decreasing over time relative to the actuarial accrued liability

of benefits.
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12/31/2008

Projected Unit
Credit

Level Percent of
Payroll

29 years; closed
period

Amortized Cost

7.50%

Varies by age
and service

3.00%

2.10%

12/31/2008
$ 2,960,025

$ 4,512,124

$ 1,552,099
65.60%
$ 1,634,913

94.93%
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NOTE 7 - EMPLOYEE BENEFITS (CONTINUED)

C.

SUPPLEMENTAL DEATH BENEFITS FUND

The city also participates in the cost sharing multiple-employer defined benefit group-term life insurance plan operated by the Texas Municipal
Retirement System (TMRS) known as the Supplemental Death Benefits Fund (SDBF). The city elected, by ordinance, to provide group-term life
insurance coverage to both current and retired employees. The city may terminate coverage under and discontinue participation in the SDBF by
adopting an ordinance before November 1 of any year to be effective the following January 1.

The death benefit for active employees provides a lump-sum payment approximately equal to the employee's annual salary (calculated based on the
employee's actual earnings, for the 12-month period preceding the month of death); retired employees are insured for $7,500; this coverage is an
"other postemployment benefit," or OPEB.

The city contributes to the SDBF at a contractually required rate as determined by an annual actuarial valuation. The rate is equal to the cost of
providing one-year term life insurance. The funding policy for the SDBF program is to assure that adequate resources are available to meet all
death benefit payments for the upcoming year; the intent is not to pre-fund retiree term life insurance during employees' entire careers.

The city's contributions to the TMRS SDBF for the years ended 2009, 2008 and 2007 were $4,591, $4,285 and $4,165, respectively, which equaled
the required contributions each year.

TEXAS EMERGENCY SERVICES RETIREMENT SYSTEM

A.

PLAN DESCRIPTION

The Fire Fighter's Pension Commissioner is the administrator of the Texas Emergency Services Retirement System (TESRS), a cost-sharing
multiple employer pension system established and administered by the State of Texas to provide pension benefits for emergency services personnel
who serve without significant monetary remuneration. TESRS is considered a component unit of the State of Texas financial reporting entity and is
included in the State's financial reports as a pension trust fund. At August 31, 2008, there were 186 member fire or emergency services
departments participating in TESRS. Eligible participants include volunteer emergency services personnel who are members in good standing of a
participating department.

At August 31, 2008, TESRS membership consisted of:

Retirees and beneficiaries currently receiving benefits 1,939

Terminated participants entitled to benefits but not yet
receiving them 1,975
Active participants (vested and nonvested) 4,340
8,254

Senate Bill 411, 65th Legislature, Regular Session (1977), created TESRS and established the applicable benefit provisions. The 79th Legislature,
Regular Session (2005), recodified the provisions and gave the TESRS Board of Trustees authority to establish vesting requirements, contribution
levels, benefit formulas, and eligibility requirements by board rule. The benefit provisions include retirement benefits as well as death and disability
benefits. Members are 50% vested after the tenth year of service, with the vesting percent increasing 10% for each of the next five years of service
so that a member becomes 100% vested with 15 years of service.

Upon reaching age 55, each vested member may retire and receive a monthly pension equal to his vested percent multiplied by six times the
governing body's average monthly contribution over the member's years of qualified service. For years of service in excess of 15 years, this monthly
benefit is increased at the rate of 6.2% compounded annually.

On and off-duty death benefits and on-duty disability benefits are dependent on whether or not the member was engaged in the performance of

duties at the time of death or disability. Death benefits include a lump sum amount and continuing monthly payments to a member's surviving
spouse and dependent children.
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B. EFUNDING POLICY

Contribution provisions were established by S.B. 411, 65th Legislature, Regular Session (1977) and were amended by board rule in 2006. No
contributions are required by individual members of participating departments. The governing bodies of participating departments are required to
contribute at least the minimum prescribed amount per month for each active member and may contribute more. Additional contributions may be
made by a governing body to pay for granting credit for service before the department began participating in TESRS (prior service). The State may
also be required to make annual contributions up to a limited amount to make TESRS actuarially sound.

C. ANNUAL REQUIRED CONTRIBUTIONS

The contribution requirement per active emergency services personnel member per month is not actuarially determined. Rather, the minimum
contribution provisions were set by board rule. For the fiscal year ended August 31, 2008, total contributions (dues and prior service) of $2,439,339
were paid into TESRS by the political subdivisions served by the member volunteer emergency services personnel. In addition, the state
appropriated $8,800,000 for the fiscal year ended August 31, 2008. Total contributions made were equal to the contributions required by the state
statute and were equal to the contributions required based on the revised August 31, 2006 actuarial valuation.

The purpose of the biennial actuarial valuation is to test the adequacy of the financing arrangement to determine if it is adequate to pay the benefits
that are promised. The actuarial valuation as of August 31, 2008, revealed the adequacy of the expected contributions from the political
subdivisions (dues and prior service contributions) together with the actual state appropriations for the fiscal year ending August 31, 2009 ($415,405
to help pay for the System's administrative expenses) and with the assumed continuation of legislative appropriations of (1) maximum state
contribution amount in future years as is necessary for the System to have a 30-year amortization period, and (2) approximately $425,000 each year
to help pay for the System's administrative expenses. Expected contributions for the fiscal year ended August 31, 2009 are equal to the
contributions required.

NOTE 8 - RESERVED FUND BALANCE
As of September 30, 2009, fund balances reserved for specific purposes were as follows:

General Fund

Hotel-Motel tax $ 9,089

Court Restricted Funds 12,252

Other Dedicated Funds 92,078
113410

Other Governmental Funds

Police Dept Seizure Fund $ 1,307
Civic Center 32,818
TXCDGB Project #728342 24,010
USDA Loan Program - current 24,205
USDA Loan Program - noncurrent 133,012
Kelsey Creek Trails (1,082)
Police Explorers' Group 671
S 214041

NOTE 9 - DEPOSITS AND INVESTMENTS

Cash Deposits

Deposits - At September 30, 2009, the carrying amounts of the City's bank accounts were $2,580,950 and the balances on deposit were $2,097,690. The
City's cash deposits at September 30, 2009 were entirely covered by FDIC insurance or by pledged collateral held by the City's agent bank in the City's
name.

Investments:
The City is required by Government Code Chapter 2256, The Public Funds Investment Act, to adopt, implement, and publicize an investment policy.
That policy must address the following areas: (1) safety of principal and liquidity, (2) portfolio diversification, (3) allowable investments, (4) acceptable risk

levels, (5) expected rates of return, (6) maximum allowable stated maturity of portfolio investments, (7) maximum average dollar-weighted maturity allowed
based on the stated maturity date for the portfolio, (8) investment staff quality and capabilities and (9) bid solicitation preferences for certificates of deposit.
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NOTE 9 - DEPOSITS AND INVESTMENTS (CONTINUED)

The Public Funds Investment Act ("Act") requires an annual audit of investment practices. Audit procedures in this area conducted as a part of the audit
of the general purpose financial statements disclosed that in the area of management reports, the City did not adhere to the requirements of the Act at all
times during the year in that quarterly investment reports were not provided to City Council. However, this condition was corrected at mid-year.

Statutes authorize the City to invest in (1) obligations of the U.S. Treasury, certain U.S. agencies, and the State of Texas, (2) certificates of deposits, (3)
certain municipal securities, (4) securities lending program, (5) repurchase agreements, (6) bankers acceptances, (7) mutual funds, (8) investment pools,
(9) guaranteed investment contracts, and (10) commercial paper.

The City's investments at September 30, 2009, are shown below.

Fair
Investment or Investment Type Maturity Value
Certificates of Deposit Various $ 843,451
Total Investments $ 843,451

Analysis of Specific Deposit and Investment Risks

GASB Statement No. 40 requires a determination as to whether the City was exposed to the following specific investment risks at year end and if so, the
reporting of certain related disclosures:

a.

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. The ratings of securities
by nationally recognized rating agencies are designed to give an indication of credit risk. At year end, the City was not
significantly exposed to credit risk.

Custodial Credit Risk

Deposits are exposed to custodial credit risk if they are not covered by depository insurance and the deposits are
uncollateralized, collateralized with securities held by the pledging financial institution, or collateralized with securities held by
the pledging financial institution's trust department or agent but not in the City's name.

Investment securities are exposed to custodial credit risk if the securities are uninsured, are not registered in the name of the
government, and are held by either the counterparty or the counterparty's trust department or agent but not in the City's name.
At year end, the City was not exposed to custodial credit risk.

Concentration of Credit Risk

This risk is the risk of loss attributed to the magnitude of a government's investment in a single issuer. At year end, the City
was not exposed to concentration of credit risk.

Interest Rate Risk

This is the risk that changes in interest rates will adversely affect the fair value of an investment. At year end, the City was not
exposed to interest rate risk.

Foreign Currency Risk

This is the risk that exchange rates will adversely affect the fair value of an investment. At year-end, the City was not exposed
to foreign currency risk.

32



CITY OF GILMER, TEXAS
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2009

NOTE 9 - DEPOSITS AND INVESTMENTS (CONTINUED)

Investment Accounting Policy

In accordance with GASB Statement No. 31, the City's general policy is to report money market investments and short-term participating interest-earning
investment contracts at amortized cost and to report nonparticipating interest-earning investment contracts using a cost-based measure. However, if the
fair value of an investment is significantly affected by the impairment of the credit standing of the issuer or by other factors, it is reported at fair value. All
other investments are reported at fair value unless a legal contract exists which guarantees a higher value. The term "short-term" refers to investments
which have a remaining term of one year or less at time of purchase. The term "nonparticipating” means that the investment's value does not vary with
market interest rate changes. Nonnegotiable certificates of deposit are examples of nonparticipating interest-earning investment contracts.

NOTE 10 - COMMITMENTS AND CONTINGENCIES

Contingencies
The City participates in certain federal and state assisted grant programs. These programs are subject to program compliance audits by the grantors or
their representatives. Any liability for reimbursement which may arise as a result of these audits is not believed to be material.

In an agreement with Upshur County, Texas, and in connection with the County's acceptance of certain infrastructure improvements that were deannexed
by the City in December, 2007, the City is obligated to pay 25% of any repair and maintenance costs incurred on the property for a period of two years.
Although the potential cost of such repairs is unknown, management estimates that it will not be material to the City's financial statements.

NOTE 11 - LINE OF CREDIT

The City has established an open line of credit of $600,000 with a bank for the benefit of the General Fund and the Water and Sewer Fund. At September
30, 2009, the City had paid the balance in full. The interest rate is variable and is based upon the Prime Rate. The line of credit matured February 13,
2010, and management did not renew it.

NOTE 12 - DEFERRED COMPENSATION

The City offers its employees a deferred compensation plan created in accordance with Internal Revenue Code Section 457. The plan, available to all City
employees, permits them to defer a portion of their salary until future years. The deferred compensation is not available to employees until termination,
retirement, death, or unforeseeable emergency. The Plan assets are not a part of the City's financial statements because a third party administrator holds
these plan assets in trust.

The market value of deferred compensation plan assets was $161,185 at September 30, 2009.

NOTE 13 - ACCOUNT CLASSIFICATIONS

The City charges certain administrative costs to a department code titled "Non-Departmental. The primary costs included in non-departmental are
employee pension, employee health insurance, payroll taxes and utilities.

NOTE 14 - SPECIAL ITEMS

In December, 2007, the governing body approved the deannexation of certain property within the city limits of the City of Gilmer. The City was required by
law to refund property taxes previously received from taxpayers within the deannexed area, and the General Fund reports a Special Item in the amount of
$337 for those tax refunds during fiscal year 2009.

NOTE 15 - SUBSEQUENT EVENTS

Management has evaluated subsequent events through February 15, 2010, the date on which the financial statements were available to be issued.
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CITY OF GILMER, TEXAS
GENERAL FUND

BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED SEPTEMBER 30, 2009

REVENUES:
Property taxes
Penalty and interest
Sales tax
Franchise taxes
Fines and forfeitures
Licenses and permits
Other taxes
Investment income
Rents and royalties
Proceeds of asset sales
Donations
Intergovernmental revenues and grants
Miscellaneous

TOTAL REVENUES

EXPENDITURES:
Legislative
Municipal court
Executive/administration
Community development
Financial administration
Police
Fire protection
Highways and streets
Non-departmental
Debt service - principal
Debt service - interest and other charges

TOTAL EXPENDITURES

EXCESS (DEFICIENCY) OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES):
Transfers in
Transfers out
TOTAL OTHER FINANCING SOURCES (USES)
SPECIAL ITEM
EXCESS (DEFICIENCY) OF REVENUES AND OTHER
SOURCES OVER (UNDER) EXPENDITURES
AND OTHER USES
FUND BALANCE, OCTOBER 1, 2008

FUND BALANCE, SEPTEMBER 30, 2009

Variance with

Budgeted Amounts Final Budget

Positive

Original Final Actual (Negative)
$ 1,063,000 $ 1,063,000 $ 1,029,634 $ (33,366)
30,000 30,000 13,584 (16,416)
830,000 830,000 850,507 20,507
249,750 249,750 221,352 (28,398)
209,400 209,400 208,663 (737)
42,100 44,629 42,377 (2,252)
65,160 65,160 20,179 (44,981)
1,500 1,500 4,080 2,580
35,000 35,000 19,538 (15,462)
- 2,317 2,530 213
200 200 350 150
122,630 156,135 172,692 16,557
84,790 76,200 63,741 (12,459)
2,733,530 2,763,291 2,649,227 (114,064)
18,350 18,350 14,583 3,767
57,470 57,470 55,818 1,652
185,970 185,970 162,081 23,889
128,060 128,060 143,263 (15,203)
109,855 109,855 96,789 13,066
954,170 961,699 898,756 62,943
366,805 394,036 394,876 (840)
255,080 255,080 233,939 21,141
1,009,010 992,059 836,717 155,342
84,250 84,250 21,955 62,295
2,300 2,300 2,336 (36)
3,171,320 3,189,129 2,861,113 328,016
(437,790) (425,838) (211,886) 213,952
437,790 450,676 490,336 39,660
- (366,013) (314,828) 51,185
437,790 84,663 175,508 90,845
- - (337) (337)
- (341,175) (36,715) 304,460
312,213 312,213 312,213 -
$ 312,213 $ (28,962) $ 275,498 $ 304,460

(The accompanying notes are an integral part of these financial statements.)
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CITY OF GILMER, TEXAS
ECONOMIC DEVELOPMENT FUND
BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Variance with

Budgeted Amounts Final Budget
Positive
Original Final Actual (Negative)

REVENUES:

Sales tax $ 415,000 $ 415,000 $ 425,253 $ 10,253

Investment income 10,000 10,000 16,436 6,436

TOTAL REVENUES 425,000 425,000 441,689 16,689
EXPENDITURES:

Executive/administration - - - -

TOTAL EXPENDITURES - - - -
EXCESS (DEFICIENCY) OF REVENUES OVER

(UNDER) EXPENDITURES 425,000 425,000 441,689 16,689
OTHER FINANCING SOURCES (USES):

Transfers out (337,950) (337,950) (370,819) (32,869)

TOTAL OTHER FINANCING SOURCES (USES) (337,950) (337,950) (370,819) (32,869)
EXCESS (DEFICIENCY) OF REVENUES AND OTHER

SOURCES OVER (UNDER) EXPENDITURES

AND OTHER USES 87,050 87,050 70,870 (16,180)
FUND BALANCE, OCTOBER 1, 2008 854,375 854,375 854,375 -
FUND BALANCE, SEPTEMBER 30, 2009 $ 941,425 $ 941,425 $ 925,245 $ (16,180)

(The accompanying notes are an integral part of these financial statements.)
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Actuarial Value
Date

12/31/2006

12/31/2007

12/31/2008

Actuarial Value of
Assets

$ 2,562,895

2,767,844

2,960,025

CITY OF GILMER, TEXAS

TEXAS MUNICIPAL RETIREMENT SYSTEM

Actuarial
Accrued Liability
(AAL)
$ 3,476,866

4,273,905

4,512,124

Funded Ratio

73.70%

64.80%

65.60%

SCHEDULE OF FUNDING PROGRESS (UNAUDITED)
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Unfunded AAL
(UAAL)

$ 913,971
1,506,061

1,552,099

Covered Payroll
$ 1,469,568
1,532,292

1,634,913

(The accompanying notes are an integral part of these financial statements.)
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CITY OF GILMER, TEXAS

TEXAS EMERGENCY SERVICES RETIREMENT SYSTEM
SCHEDULE OF FUNDING PROGRESS (UNAUDITED)

FOR THE YEAR ENDED SEPTEMBER 30, 2009

Actuarial
Accrued Liability UAAL Per

Actuarial Valuation Actuarial Value of (AAL) - Entry Unfunded AAL Total Members Member

Date Assets Age (UAAL) Funded Ratio Covered Covered

(@ (b) (b) - (a) (alb) (© (b-a/(c)
8/31/2004 $ 38,140,501 $ 51,567,426 $ 13,426,925 74.00% 7,994 $ 1,680
8/31/2006 42,268,305 58,082,828 15,814,523 72.80% 8,061 1,962
8/31/2008 60,987,157 64,227,341 3,240,184 95.00% 8,254 393

Notes:

The actuarial accrued liability is based upon the entry age actuarial cost method.
Changes in actuarial assumptions and methods as well as benefit and contribution provisions were first reflected in the 8/31/06
valuation. Changes in actuarial assumptions were also reflected in the 8/31/08 valuation.

Notes to the Required Supplementary Information

The information presented in the required supplementary information was determined as part of the actuarial valuations at the dates indicated.

Three-Year Trend Information

Fiscal Year
Ended August Annual Required Actual Percentage
31 Contribution Contribution Contributed
2006 $ 2,753,035 $ 2,753,035 100%
2007 3,162,742 3,162,742 100%
2008 3,160,764 11,239,339 356%

actuarial assumptions and methods for the two most recent biennial valuations are show below.

Valuation date
Actuarial cost method
Amortization method
Amortization period

Asset valuation method

Actuarial assumptions:
Investment rate of return*
Projected salary increases

*Includes inflation at
Cost-of-living adjustments

August 31, 2006
Entry age

Level dollar, open
30 years

Market value smoothed by a 5-year
deferred recognition method with a
90%/110% corridor on market value

8.00% per year, net of investment
expenses

N/A

3.75%

None

August 31, 2008
Entry age

Level dollar, open
6 years

Market value smoothed by a 5-year
deferred recognition method with a
90%/110% corridor on market value

8.00% per year, net of investment
expenses

N/A

3.50%

None

(The accompanying notes are an integral part of these financial statements.)
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KAREN A. JACKS & ASSOCIATES, P.C.

Certified Public Accountants

P.0O. Box 3167
Karen A. Jacks, CPA Longview, Texas 76606 Phone: 903+238+8822
Peggy J. Lantz, CPA
Sherry Davis, CPA $501 Colony Circle Fax: 903+238+9838
Longview, Texas 75604

INDEPENDENT AUDITORS' REPORT

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honcrable Mayor and Cily Council
Cily of Gilmer, Texas

We have audited the financial stalements of the governmental activilies, the business-type activities, each major fund, and
the aggregate remaining fund information of the City of Gilmer, Texas, as of and for the year ended Seplember 30, 2009,
which collectively comprise the Cily of Gilmer, Texas' basic financial statements and have issued our reporl thereon dated
February 15, 2010. We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptrolier General of the United Stales.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Cily of Gilmer, Texas' internal contro! over financial reporting as a
basis for designing our auditing procedures for the purpose of expressing our opinion on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of the Cily of Gilmer, Texas' internal control over financial
reporling. Accordingly, we do not express an opinion on the effectiveness of the Cily of Gilmer, Texas' internal controt over
financial reporting.

Qur consideration of the internal control over financial reporting was for the limited purpose described in the preceding
paragraph and would not necessarily idenlify all deficiencies in internal control over financial reporting that might be
significant deficiencies or material weaknesses. However, as discussed below, we idenlified certain deficiencies in internal
control over financial reporting thal we consider o be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A significant
deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entily's ability to initiate,
authorize, record, process, or report financial data reliably in accordance with generally accepted accounting principles such
that there is more than a remote likelihood that a misstatement of the entity's financial statements that is more than
inconsequential will not be prevented or detecled by the entity's internal control. We consider the deficiencies desciibed in
the accompanying schedule of findings and questioned costs reported as findings 2008-1 and 2009-2 to be significant
deficiencies in internal control over financial reporiing.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a remole
likelihood that a material misstatement of the financial statements will not be prevented or detected by the entity's internal
control.
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Cur consideration of the internal conirol over financial reporting was for the limited purpose described in the first paragraph
of this section and would not necessarily identify all deficiencies in the internal control that might be significant deficiencies
and, accordingly, would not necessarily disclose all significant deficiencies thal are also considered to be malerlal
weaknesses. However, we believe that none of the significant deficiencies described above is a material weakness.

Compliance and Other Malters

As part of obtaining reasonable assurance aboul whether the Cily of Gilmer, Texas' financial statements are free of malerial
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, nencompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required o be reported under Government Auditing Standards,

We noted certain matters that we reported to management of City of Gilmer, Texas, in a separate letter dated February 15,
2010.

This report is intended for the information of City Council; management; and federal awarding agencies and pass-through
entities and is not intended to be and should not be used by anyone other than these specified parties.

W&.W&'W*ﬂ&

Karen A. Jacks & Associates, P.C.
Longview, Texas
February 15, 2010
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CITY OF GILMER, TEXAS
SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Findings Relating to the Financial Statements which are Required to be Reported in Accordance with Generally Accepted Government

Auditing Standards

Finding/Recommendation

Current Status

Finding 2008-1
The City did not comply with the Public Funds Investment Act.

Finding 2008-2

City Council has adopted a Purchasing Procedure which requires
purchase orders for all purchases in excess of $3,000. This procedure
was not adhered to during the year under audit.

Finding 2008-3

During the performance of the audit procedures, we noted management
had not adjusted all account balances to reflect appropriate year-end
balances and had not performed all necessary reconciliations to
subsidiary records. These are necessary steps to ensure the financial
statements are fairly stated. The unrecorded amounts were, in our
judgment, material to the financial statements. Management subsequently
recorded some of the amounts and audit adjustments were proposed

for the remainder. Since the City's control policies and procedures did not
prevent or detect a material misstatement of the financial statements, we
concluded there is a material weakness in the City's control policies and
procedures required to be reported under professional standards.

Finding 2008-4
The City does not have an established write-off policy for uncollectible
water service accounts.

Finding 2008-5
The City does not have a procedure for reconciliation of Civic Center
rental contracts to rental income recorded in the books.

Finding 2008-6
Certain water and sewer customers were underbilled during the year.

Finding 2008-7
Certain adjustments to receivables for oustanding fines and fees in the
municipal court were not properly documented.

45

This condition was corrected mid-year in FY09 in
connection with a personnel change.

This finding is repeated in the current year. See
Finding 2009-1.

This finding is repeated in the current year but with
notable improvement. See Finding 2009-2.

This condition was corrected mid-year in FY09 in
connection with a personnel change.

This was corrected during 2009.

This was corrected during 2009.

This was corrected during 2009.
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CITY OF GILMER, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

A. Summary of Auditors' Results

1. Financial Statements
Type of auditors' report issued: Ungualified
Internal control over financial reporting:

Material weakness(es) identified? Yes X No

Significant deficiencies identified that are not considered
to be material weaknesses? X Yes None Reported

Noncompliance material to financial statements noted? Yes X No

B. Financial Statement Findings

Finding 2009-1
Condition:

In randomly selected disbursements and certain targeted selections, the auditors noted a number of purchases in excess of
$3,000 (increased to $5,000 by Council action in May 2009) for which purchase orders were not completed in accordance

with City purchasing procedures.

Cause:
The City's purchasing procedure is not monitored consistently to insure compliance.

Effect:

Certain purchases during the year under audit were not subjected to the required purchasing procedures and required

approvals were not obtained.

Recommendation:

City management should implement a more formal purchasing procedure which assigns accountability for compliance with

the requirements of the procedure and includes a monitoring function as well.

Finding 2009-2
Condition:

During the performance of our audit procedures, we noted management had not properly recorded the City's liability for
accrued vacation. Although the calculation of accrued vacation was accurate, it was recorded as a liability of the general

fund in full rather than at the amount estimated to come due within one year.

Cause:

The City's business manager was unfamiliar with the measurement focus of the general fund and, therefore, did not limit the

general fund liability to the current portion of the vacation accrual.

Effect:

The City's year-end financial statement for the general fund reflected a material overstatement of personnel costs and a

related overstatement of its liabilities.

Recommendation:
The business manager should continue training in generally accepted governmental accounting principles.

47



This page left blank intentionally.

48



CITY OF GILMER, TEXAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED SEPTEMBER 30, 2009

The persons responsible for this corrective action plan are Jeff Ellington, City Manager and Carolyn Rominger, Business
Manager.

Finding 2009-1

The City has made changes in the purchasing procedures to strengthen controls and accountability.

Such procedures will be closely monitored to attain compliance.

Finding 2009-2

The business manager will receive training in generally accepted governmental accounting principles and has

joined the Governmental Finance Officers Association of Texas to provide professional development and
continuing education in governmental financial and accounting standards.
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