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H.B. 3195 Notice

“This budget will raise more total property taxes than last year’s
budget by $759,306 (5.2%), and of that amount, $680,207 is tax
revenue to be raised from new property added to the tax roll this

year.”
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The Government Finance Officers Association of the United States and Canada (GFOA) presented an
award of Distinguished Presentation to the City of Conroe for its annual budget for the fiscal year

beginning October 1, 2010.

In order to receive this award, a governmental unit must publish a budget document that meets program
criteria as a policy document, as an operations guide, as a financial plan, and as a communication device.

The award is valid for a period of one year only. We believe our current budget continues to conform to
program requirements, and we are submitting it to GFOA to determine its eligibility for another award.




(This page intentionally left blank.)



City of Conroe
2011- 2012

Listing of City Officials

Elected Officials

Mayor

Councilwoman Place 1

Councilman Place 2 — Mayor ProTem
Councilman Place 3

Councilman Place 4

Councilman Place 5

Municipal Court Judge

Appointed Officials

City Administrator

City Secretary

City Attorney

Director of Finance & Administration
Police Chief

Fire Chief

Director of Parks and Recreation
Director of Public Works

Director of Human Resources

Webb Melder
Marsha Porter
Toby Powell
Jim Gentry
Guy Martin
Gil Snider

Mike Davis

Paul Virgadamo, Jr.
Marla Porter
Marcus Winberry
Steve Williams
Philip Dupuis

Ken Kreger

Mike Riggens

Dean Towery
Vacant



(This page intentionally left blank.)



City of Conroe
2011-2012 Annual Operating Budget
Table of Contents

Mayor's Message 1

City of Conroe Org Chart 13
Reader’'s Guide 14
City Limits Map 17
Guide to Using The Annual Budget 18
Overview of The Budget Process 19
Budget Preparation Calendar 23
Ordinance Levying Ad Valorem Taxes 28
Ordinance Adopting Budget 32
Consolidated Budget Summary 36
Statistical Analysis of Budget 48
Tax Collection Data 59
Proposed Ad Valorem Tax Structure 60

OPERATING BUDGET
GENERAL FUND

Budget Summary 62
Budget Summary by Category 63
Supplemental Requests 64
Revenues — 1020 68
Administration
Administration — 1041 70
Mayor and City Council — 1042 74
Arts and Communications — 1043 78
CIDC Administration — 1044 83
Legal — 1060 87
Municipal Court — 1070 90
Finance — 1100 95
CDBG Administration — 1110 99
Warehouse-Purchasing — 1120 103
Information Technology — 1130 108
Human Resources-1160 114
Police
Police Administration — 1201 118
Police Support Services — 1202 122
Police Patrol — 1203 126
Investigative Services — 1204 130
Professional Services - 1205 134
Police Animal Services — 1206 138
Red Light Program — 1207 143
Traffic Services — 1208 147
Fire — 1300 151
Parks Administration — 1400 156
Recreation Center — 1410 161
Aquatic Center — 1440 166
Parks Operations — 1450 170
Community Development — 1500 174
Drainage Construction — 1530 178
Streets — 1540 182
Signal Maintenance — 1550 187
Engineering — 1500 191

General Fund Non-Departmental — 1800 195



City of Conroe
2011-2012 Annual Operating Budget
Table of Contents

WATER AND SEWER OPERATING FUND

Budget Summary 200
Budget Summary by Category 201
Supplemental Requests 202
Revenues — 2000 204
Utilities/Meter Readers — 2800 205
Public Works — 2810 210
Water — 2820 215
Wastewater Treatment Plant — 2881 220
Sewer — 2882 225
Pump and Motor Maintenance — 2883 230
Water and Sewer Fund Non-Departmental — 2900 234
WATER AND SEWER CONSTRUCTION FUND
Budget Summary 238
Supplemental Requests 239
Project Engineering — 7020 240
Project Construction — 7030 245
GENERAL OBLIGATION DEBT SERVICE FUND
Budget Summary 250
Revenues — 0000 251
Expenditures — 1010 252
Schedule of Requirements - All Tax Bonds 253
Debt Requirement
Certificates of Obligation, Series 2003 254
Certificates of Obligation, Series 2003A 255
Refunding Bonds, Series 2005 256
Certificates of Obligation, Series 2005 257
Certificates of Obligation, Series 2006 258
Certificates of Obligation, Series 2006A 259
Certificates of Obligation, Series 2006B 260
Refunding Bonds, Series 2007 261
Certificates of Obligation, Series 2007 262
Certificates of Obligation, Series 2007A 263
Certificates of Obligation, Series 2007B 264
Certificates of Obligation, Series 2008 265
Certificates of Obligation, Series 2008A 266
Certificates of Obligation, Series 2009 267
Certificates of Obligation, Series 2009A 268
Certificates of Obligation, Series 2010 269
Certificates of Obligation, Series 2010A 270
Refunding Bonds, Series 2010 271
Certificates of Obligation, Series 2011 (Proposed) 272
Certificates of Obligation, Series 2011A (Proposed) 273
Certificates of Obligation, Series 2011B (Proposed) 274
WATER AND SEWER DEBT SERVICE FUND
Budget Summary 276
Revenues — 0000 277
Expenditures — 6000 278

Schedule of Requirements — All Water & Sewer Revenue Bonds 279



City of Conroe
2011-2012 Annual Operating Budget
Table of Contents

Debt Requirement
Series 2006 Water & Sewer System Revenue Bonds
Series 2007 Water & Sewer System Revenue Bonds
Series 2008 Water & Sewer System Revenue Bonds
Series 2009 Water & Sewer System Revenue Bonds
Series 2010 Water & Sewer System Revenue Bonds
Series 2011 Water & Sewer System Revenue Bonds (Proposed)

CONROE INDUSTRIAL DEVELOPMENT CORPORATION
(CIDC) DEBT SERVICE FUND
Budget Summary
Revenues — 0001
Expenditures — 9200
Schedule of Requirements — All CIDC Bonds
Debt Requirement
Sales Tax Revenue Bonds, Series 1997
Sales Tax Revenue Bonds, Series 1999
Sales Tax Revenue Bonds, Series 2008
Sales Tax Revenue Bonds, Series 2011 (Proposed)

VEHICLE AND EQUIPMENT REPLACEMENT FUND
Budget Summary
Revenues — 0000
Expenditures — 3010
Supplemental Requests

WATER & SEWER VEHICLE AND EQUIPMENT REPLACEMENT FUND
Budget Summary
Revenues — 0000
Expenditures — 4500
Supplemental Requests

CONROE INDUSTRIAL DEVELOPMENT CORPORATION (CIDC)
REVENUE CLEARING FUND

Budget Summary

Revenues — 0002

Expenditures — 9400

CONROE INDUSTRIAL DEVELOPMENT CORPORATION (CIDC)
GENERAL FUND

Budget Summary

Revenues — 0000

Expenditures — 9000

HOTEL OCCUPANCY TAX FUND
Budget Summary
Supplemental Requests
Revenues — 0000
Hotel Occupancy Tax

280
281
282
283
284
285

288
289
290
291

292
293
294
205

2098
299
300
301

304
305
306
307

310
311
312

314
3156
316

318
319
320
321



City of Conroe
2011-2012 Annual Operating Budget
Table of Contents

COMMUNITY DEVELOPMENT BLOCK GRANT (CDBG)

ENTITLEMENT FUND
Budget Summary 328
Revenues — 0000 329
Expenditures — 2400 330
THE CONROE TOWER
Budget Summary 332
Supplemental Requests 333
Revenues — 0000 334
The Conroe Tower 335
OSCAR JOHNSON, JR. COMMUNITY CENTER
Budget Summary 342
Supplemental Requests 343
Revenues — 3000 344
Oscar Johnson, Jr. Community Center 345
SERVICE CENTER FUND
Budget Summary 350
Supplemental Requests 351
Revenues — 0000 352
Service Center 353

SELF-FUNDED INSURANCE FUND

Budget Summary 360
Revenues — 0000 361
Expenditures — 8100 362
CAPITAL IMPROVEMENTS PROGRAM

Mayor's Message 365
Ordinance Adopting CIP Budget 369
Summary of Budgetary Impact 374
General Government Capital Projects-

Summary of Multi-Year Plan for Funding 379
Water and Sewer Capital Projects —

Summary of Multi-Year Plan for Funding 382
CIDC Conroe Park North Projects —

Summary of Multi-Year Plan for Funding 383

APPENDIX

Conroe Strategic Plan 2011 385
Financial Management Policy 389
Basis of Accounting/Budgeting 413
Statutory Requirements 415
Property Tax Rates 417
Personnel Summary 420
Salary Ranges 430
Chart of Accounts 434
Glossary 440
Statistical Section 461

How Does Conroe Compare 498



Office of the Mayor

City oF CONROE

October 1, 2011
To the Members of the City Council of the City of Conroe, Texas:

In accordance with the Texas Local Government Code and the Charter of the City of Conroe, the Annual
Budget for the fiscal year beginning October 1, 2011 and ending September 30, 2012, is herewith
presented as approved by the City Council.

A city’s budget presents in financial terms a plan to accomplish its objectives during the upcoming fiscal
year. Budget preparation is an ongoing process as the City Council discusses priorities, commits to
projects, and provides feedback to the staff on various proposals. The staff then translates that
information into a financial action plan. Typically, the needs, wants and desires of the City Council, staff
and citizens outweigh the amount of revenue that will be available under existing rates for taxes and fees.
The Council must then prioritize spending decisions and determine the appropriate rates for taxes and
fees.

This budget for FY 11-12 is a balanced, conservative plan that continues our previous commitments
toward quality services and facilities and addresses opportunities for additional improvements. The total
operating budget for FY 11-12 is $104,957,900; however, exclusive of interfund transfers that are
effectively counted twice, the actual budget is $89,257,141. What follows is an outline of the key
components of this budget and a discussion of the salient changes between it and the previous year’s
budget.

ECONOMIC CLIMATE

The following economic commentary covers the situation and circumstances within the state of Texas;
however, it provides some basis for the assumptions that were used for the creation of the FY 11-12
budget.

Inflationary pressure remains elevated for Texas firms, but manufacturers say slack demand and sales
mean that there is little room to pass through higher raw material costs and profit margins are compressed.
The labor market continues its slow but steady recovery in Texas with payroll employment growing at a
2.6% rate in the first quarter. Respondents to the Dallas Federal Reserve’s Beige Book survey reported
increased hiring activity compared to the first quarter of 2011.

Manufacturers in Texas have reported mixed-to-stronger demand. Retail sales increases were moderate,
with higher gas prices cutting into consumers wallets. Overall, Texas retail sales are improving at a faster
clip than the national average.

The housing market in Texas mirrors that of the country overall. Existing home sales are at a nine-year
low and new construction is at a 16-year low. Inventories are elevated, with a 7.5 month supply on the
market at the current sales rate (a six month supply is considered normal). Home prices were down 1.8%
year over year in the first quarter of 2011.



Sales tax receipts for FY 10-11 are up compared to the previous fiscal year due to increased sales activity
within Conroe, which we anticipate to continue to improve throughout the year. We are budgeting a 1.0%
increase in sales tax receipts for FY 11-12 as compared to our FY 10-11 projection.

Sales Tax

Sales tax is the largest revenue source for the City of Conroe. The city collects 2% from all taxable sales
within the city limits. One percent is authorized for any general government use and 2% must be used to
maintain a lower property tax. The other %% is given to the Conroe Industrial Development Corporation
for economic development.

Sales tax is a highly volatile revenue source that will rise and fall unpredictably. To offset its volatility,
we try to forecast its growth conservatively and maintain a higher than normal general fund reserve. This
budget conservatively assumes that there will be a 1.0% increase over the previous year’s actual estimate
in sales tax revenue for the upcoming year. As compared to the previous year’s budget, sales tax revenue
is anticipated to increase by 5.1%.

Property Tax

This budget maintains the current tax rate of 42.00¢ per hundred dollars of value. The 42.00¢ tax rate
translates into a $42.00 tax levy for each $10,000 worth of property value. For example, the average
home value in the City of Conroe this year is $146,397. The city tax levy on that amount will be $614.87.
This is a monthly cost of $51.24; less than the cost of any of the expanded cable packages.

Of course, property owners are subject to tax rates set by other local governments, such as the county and
the school district. The city’s portion of the property tax bill in 2011 was 17.5%. Below is a breakdown
of the 2011 property tax rates for most areas within the city limits. (Some areas of the city are in the
Willis ISD and some areas are also in the boundaries of municipal utility districts and emergency service
districts.) The table also shows how much each levy would be at the 2011 tax rates; however, it does not
reflect the various exemptions that are available for residential property.

Entity 2011 Tax Rate Levy on Avg. Home
Conroe Ind. School District $1.2950 $1,895.84
4838 708.27
of Conroe 4200 614.87
Lone Star College 1210 177.14
Mont. Co. Hospital District 0745 109.07
Total $2.3943 $3.505.18

Each year, the city actually sets two tax rates. The Debt Service rate is calculated to raise enough revenue
to make the payments on bonded debt for the upcoming twelve months. The Maintenance and Operation
(M&O) rate is used to fund general government functions. The rate structure for the upcoming year is
17.0¢ for the Debt Service rate and 25.0¢ for the M&O rate.

The tax rate is imposed on all property within the city that is classified as real (land), improvements
(homes, stores and other buildings) and business personal property (machinery and equipment used for
commercial purposes as well as business inventories). The Montgomery Central Appraisal District is
charged with determining the market value for all of the property and maintaining records for all of the
exemptions and deductions allowed by state law. This is known as our property tax roll. The tax is
assessed in October and due by the end of January. The Montgomery County Tax Assessor and
Collector’s Office bills and collects our taxes via an interlocal agreement.



The 42.00¢ rate compares favorably to other communities in our area. The following is a list of cities in
Montgomery County and Texas with their 2011 tax rates.

Montgomery County Other Texas Cities
Panorama Village .6698 Baytown .8220
Oak Ridge North .5996 Desoto 7440
Willis 5669 Pearland 6651
Magnolia 4814 Victoria 6500
Conroe 4200 Bryan 6364
Montgomery 4155 League City .6100
Shenandoah 3237 Temple 5679

Galveston 5540
San Marcos 5302
Missouri City 5284
Conroe 4200

happens in the examples above.

According to the Montgomery Central Appraisal District, our tax roll will increase this year by
$180,787,255, or 5.2%. New improvements and new personal property added over $161,954,089 to
the roll.

Water and Sewer Sales

Another major revenue source These funds are earmarked to
cover the operating cost of our debt service on water and sewer
bonds. Water consumption var nt of rainfall. During a dry year

water sales will increase; they will decrease in a wet year.

sugh the use of the ¢ 4B economic development
sales tax for system-related capital improvements. The following table details these changes.



FY FY FY FY FY FY

Water Rates: 02-03 8- 04-05 647 0708 0809
03,000 gal. (minimurm charge) § 649 § 14 § 186 § 82 $ 917
3,001 - 9,999 gal. (per 1,000 gal.) 1.86 186 1.95 205 $ 207
10,000 - 14,999 gal. (per 1,000 gal) 229 29 240 253 $ 280
15,000 - 49,999 gal. (per 1,000 gal) 1.86 186 195 205 § w7
QOver 50,000 gal. (per 1,000 gal) 175 L7 1.34 194 HIVARS
Sewer Rates:

0- 3,000 gal. (minimurm charge) § 1 § 149

3,000+ (per 1,000) 1.73 § 18

Effective May 1, 2010, the City implemented conservation oriented water rates, which are designed to
encourage saving water. The rates were changed on November 1, 2010. The following charts display
the new water rates that began on November 1, 2010. This budget presumes no increase in water
rates; however, it does include a 5.00% increase in sewer rates.

Minimum Monthly Base Charge by Meter Size

FY FY FY

09-10 10-11 11-12
5/8 inches $10.00 $10.00 $10.00
1 inch 15.00 15.00 15.00
1.5 inches 20.00 20.00 20.00
2 inches 25.00 25.00 25.00
3 inches 30.00 30.00 30.00
4 inches 35.00 35.00 35.00
6 inches 40.00 40.00 40.00
8 inches 45.00 45.00 45.00
10 inches 50.00 50.00 50.00

Residential & Sprinkler Rates Inside City Limits
FY FY
09-10  10-11
Water Rates
0 - 3,000 gallons (minimum charge)
3,000 - 10,000 gal. (per 1,000 gallons)
10,000 - 15,000 gal. (per 1,000 gallons)
15,000 - 25,000 gal. (per 1,000 gallons)
25,000 - 35,000 gal. (per 1,000 gallons)
Over 35,000 gal. (per 1,000 gallons)

Sewer Rates

0 - 3,000 gal. (minimum charge)
3,000+ (per 1,000 gal.)

Maximum Charge at 10,000 gallons



Commercial Rates Inside City Limits

FY FY FY
09-10  10-11 11-12

Water Rates

0 - 3,000 gallons (minimum charge) $0.00 $0.00 $0.00
3,000 - 10,000 gal. (per 1,000 gallons) 2.00 2.50 2.50
10,000 - 15,000 gal. (per 1,000 gallons) 2.00 2.75 2.75
15,000 - 25,000 gal. (per 1,000 gallons) 2.50 3.25 3.25
25,000 - 35,000 gal. (per 1,000 gallons) 3.00 3.75 3.75
35,000 - 50,000 gal. (per 1,000 gallons) 3.00 475 4.75
50,000 - 75,000 gal. (per 1,000 gallons) 3.50 4.75 4.75
Over 75,000 gal. (per 1,000 gallons) 2.25 2.25 2.25
Sewer Rates

0 - 3,000 gal. (minimum charge) $17.43  $18.35 $19.27
3,000+ (per 1,000 gal.) 2.13 2.24 2.35

Beginning in FY 09-10, the city implemented a surface water conversion fee of $0.50 per 1,000
gallons consumed. The fee was implemented as a part of the agreement with the San Jacinto River
Authority (SJRA) for the reduction of groundwater usage and transition to surface water as the
primary source of water. In FY 10-11, the fee was increased to $0.75 per $1,000 gallons consumed.
For FY 11-12, the fee will increase to $1.05 per $1,000 gallons consumed. The fee will be increased
because the SJRA is increasing the fee charged to the City for pumping water from the ground.

Additionally, the city passes on to customers the Lone Star Groundwater Conservation District’s fee of
$0.06 per $1,000 gallons consumed. The fee funds the Lone Star Groundwater Conservation District.
The District’s mission is to conserve, protect, and enhance the groundwater in Montgomery County.

Each year, the Texas Municipal League conducts a survey of water and sewer rates in several Texas
cities. Conroe’s water and sewer rates are below the average charged by other cities. The chart below
compares Conroe’s rates to other cities as reported in the TML survey (Note: some data were obtained
directly from the cities themselves.) These monthly rates are based on 10,000 gallons of water use.

City Water Rate SWC Fee LSG Fee Sewer Rate Combined Proposed
Deer Park $ 52.18 % $ $ 5466 $ 106.84 $

53.09 49.59 102.68
Huntsville 28.75 51.76 80.51
Pearland 38.38 38.65 77.03
Panorama Village 35.83 37.40 73.23
Tomball 36.55 35.33 71.88
Friendswood 35.80 35.30 71.10
Willis 34.60 34.60 69.20
Sugar Land 25.63 41.40 67.03
Humble 26.85 34.75 61.60 -
La Porte 31.79 29.25 61.04
Pasadena 28.13 32.35 60.48 -
Oak Ridee North 25.00 33.00 58.00
Shenandoah 24.25 23.00 47.25

5



Gross Receipts Tax

Gross receipts taxes are also known as franchise fees. These fees are charged to utility companies who
locate their equipment in the city’s right-of-way. To compensate the citizens of Conroe for that use,
they pay a fee that is typically equivalent to 3% to 5% of their gross receipts. Fees are collected for
electricity, telephone service, natural gas, cable television, and commercial garbage collection.

The electric utility provider, Entergy, pays the largest fee the city receives, which is actually a cost
power factor that is multiplied against the amount of kilowatt-hours (kWh) consumed by all Conroe
customers. Recently, due to a Public Utilities Commission (PUC) of Texas ruling precipitated by
intervention from Conroe and other cities, the company increased its fee to reflect more recent data
and include more classes of customers. This increased Entergy’s annual fee; however, as a result of
this process, it was discovered that the previous agreement required an advance payment, while the
new one is paid in arrears. The City and Enter 3y reached an agreement regarding the payment of
franchise fees and, in May 2008, approved a new franchise agreement.

Other Revenues

This budget increases monthly garbage fees by 2%. Republic Waste is under contract with the city to
collect garbage from all residences and some small commercial enterprises. The contract allows for an
annual adjustment based on the change in the Consumer Price Index. The increase in fee will cover
the expected increase in Allied Waste’s cost. The monthly rate for a residential account with one cart
will increase from $12.86 to $13.12.

Revenues from traffic and criminal fines are expected to increase in the upcoming fiscal year. Conroe
is participating in a multi-state program, known as Omnibase, which denies the renewal of a driver’s
license to any person that has an outstanding fine. The city is estimated to net over $91,000 in FY 10-
11 from this collection program.

Additionally, traffic and criminal fines will increase because of additional criminal citations
anticipated in FY 2011-2012. The additional citations are initiated by the Community Oriented
Response Team (CORT) unit. Additional revenues will also be attributed to the implementation of the
scofflaw through the Montgomery County Tax Assessor Collector.

Finally, in early 2010, the city added red light cameras to certain intersections to increase safety.
Violators receive a $75 civil citation for running a red light. The red light camera program is budgeted
to receive $1,095,150 in traffic camera fines. However, State law mandates that these revenues are
only to be used for program related and traffic safety expenses. Overall, for FY 10-11, traffic and
criminal fines are budgeted to increase by $689,248, compared to the FY 09-10 estimate.

FUND SUMMARIES

The city’s budget consists of many different funds. The funds account for the various functions or
projects of the government. water and sewer sales, are dedicated for a
specific purpose, so a fund i ivity. Each fund is a stand-alone operation
and audited as an individual ary of activity in each fund.

General Fund

The General Fund is our largest fund. Any function that does not need to be accounted for separately
is located here. The General Fund budget is a balanced budget, and requests for new personnel,



programs, travel and training, and capital were carefully scrutinized. Overall, one new position was
added to the General Fund. Below is a listing of the new positions and the major new initiatives in the
General Fund.

In the area of public safety, the budget includes funding for generator fuel, additional utility costs, and
chemical treatment program for the chill water unit. The Police department also received additional
funding for the operation of the new Conroe Animal Shelter, including money to equip a spay and
neuter clinic. The Fire department received adjustments for fund increased vehicle repairs, air
conditioning system maintenance, and body armor for commissioned police officers.

The Parks and Recreation department received additional funding for the Downtown Christmas
Celebration. Some of the expenses for which will be offset by donations from individuals and
businesses in the community. They also received funding for the First Thursday Concert Series and
Conroe Kidzfest celebration.

In the administration area, the Mayor & Council division received additional funding to hold the 2012
elections, and the Arts & Communications division was allocated additional dollars for marketing
Conroe arts and culture. The CIDC Administration division received funding for the continuation of
the Scope of Services contract with the Goodman Corporation. The Information Technology division
received additional funding to cover the increased costs of computer hardware and software
maintenance agreements, as well as a network connection for the Knox building and training for the
Applications & Business Analyst. Additionally, the budget includes funding to upgrade the City’s
accounting software.

The Municipal Court received funding through dedicated Court Technology and Court Security funds
for enhancements and upgrades. They also received funding for a full-time Warrant Officer and
overtime for the state-wide Warrant Roundup.

In FY 10-11, the city began maintaining all traffic signals in the City limits. The signals were
previously maintained by the Texas Department of Transportation. The budget allocates an additional
$80,000 for contract services for the new Signal Maintenance division.

This fiscal year, the General Fund budget allocates $250,000 for street maintenance in the Streets
division. $150,000 of that amount is offset by an increase in traffic and criminal fines. It also includes
funding an articulated pneumatic roller. Since that amount barely makes a dent in the city’s overall
street infrastructure needs, additional funding will be necessary in the future. Additionally, a more
comprehensive approach to infrastructure replacement utilizing such revenue sources as bond proceeds
is addressed in the city’s CIP.

Water and Sewer Operating Fund

The Water and Sewer Operating Fund accounts for the operation of the city’s water and sewer utilities;
from the production and distribution of drinking water to the collection and treatment of sewage. Its
primary revenue source is water and sewer fees that are collected monthly from the customers of the
system.

Several supplemental budget requests were approved in the Water and Sewer Operating Fund. The
Utility Billing/Meter Readers division received funding for increased printing and mailing costs and
replacement water meters. Funding is included for a part-time Water Conservation Manager.

The Water division received funding to paint two ground storage tanks at Water Well #6, rehabilitate
three hydro pneumatic tanks, and upgrade well SCADA and security. The Waste Water Treatment
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Plant received funding for increased lab testing, fuel costs, and landfill fees, as well as dollars to
overhaul a pump at the plant. Finally, the Sewer division received funding to cover increased vehicle
operations costs and an adjustable trench box.

Water and Sewer Construction Fund

The city established the Water and Sewer Construction Fund to account for the engineering and
construction costs associated with the installation of water and sewer infrastructure. Much of this
work is accomplished with city staff with city-owned equipment. The main source of revenue for this
fund has traditionally been a transfer from the Conroe Industrial Development Corporation (CIDC)
General Fund. However, due to changes in state law, the city may no longer fund economic
development-related water and sewer projects with this money. To replace this transfer, this budget
utilizes bond proceeds to support Water and Sewer Construction Fund expenditures.

The fund contains an Engineering Department and a Construction Department. The Construction
Department focuses almost exclusively on water and sewer projects. The Engineering Department,
however, develops plans and specifications for downtown improvements, road projects and drainage
projects, in addition to water and sewer improvements. Money is transferred from the Water CIP,
Sewer CIP, Streets CIP, Facilities CIP, and Parks CIP to help pay the cost of these operations.

Effective in FY 09-10, the CIP Allocation account was established in the Water and Sewer
Construction Fund. This account is a transfer account designed to allocate department expenses to the
various CIP funds relative to the work performed on each CIP project. The CIP Allocation account
was developed for the City to comply with Generally Accepted Accounting Principles (GAAP) as it
relates to allocating expenses to CIP projects.

General Obligation Debt Service Fund

The General Obligation Debt Service Fund was established to account for the payment of principal
and interest on outstanding tax supported debt. When this debt was issued, property taxes were
pledged to repay the bondholders. Its primary revenue source, therefore, is property taxes.

A transfer is made for bonds that are sold to benefit the Tax Increment Reinvestment Zone (TIRZ) #3.
This TIRZ was established to fund regional roadway improvements in the city. The city and the
county both dedicate a portion of the taxes received from property value growth in the TIRZ. That
money is used to pay the principal and interest of the bonds. Bonds were issued in 2003, 2006, 2007,
2008, 2009, & 2010 for street projects in TIRZ #3, including design, easement, and construction costs
for widening and improving portions League Line Road, Longmire Road, Ed Kharbat Drive, Crighton
Road, and Gladstell Road. The 2011 TIRZ bonds will include the costs for League Line Road (Phase
II).

A transfer will be made this year from the Conroe Industrial Development Corporation (CIDC) Fund.
This transfer will cover the principal and interest costs for bonds that were issued to make
improvements in the park system. The CIDC fund is made up of revenues from a %¢ sales tax for
economic development. These park improvements qualify as permissible projects for this particular
sales tax.

Beginning in FY 05-06, the city implemented its first long-range capital improvement program (CIP).
This new CIP encompasses all known major capital street, facility, drainage, parks, water, and sewer
projects that are planned for the next three to ten fiscal years. Even though the CIP is a multi-year
plan, only its first year is adopted as the annual capital budget. Currently, the overall list of needs
identified in the 10-year CIP totals $124,251,000, with the first year being $50,434,000, which is



largely due to streets, parks, water, and sewer-related projects. The CIP will be funded from various
sources, including revenue bonds, certificates of obligation, and current funds.

Major General Government CIP projects slated for construction in FY 11-12 include: construction of
League Line road, Forest Lake Drive, Plantation Drive, and Crighton Road bridge; Willis ISD street
extension; FM 3083 grade separation; Knox building; Aquatic Center renovations, Recreation Center
parking lot, IH-45 detention pond enhancements; and various drainage improvement projects
throughout the City.

Major Water & Sewer CIP projects include: Crighton Ridge fireline hydrant upgrade, water line
construction and rehabilitation; construction of Water Well #23 and storage tank; sewer line
construction and rehabilitation, SCADA for lift stations, and the Sanitary Sewer Overflow Initiative
(SSOI) program.

For a more complete listing and details of the FY 2011-2012 CIP, please refer to the separate CIP
budget.

Water and Sewer Debt Service Fund

We have outstanding bond series that were issued with a pledge to repay bondholders from water and
sewer revenues. The payments on those bonds are accounted for in the Water and Sewer Debt Service
Fund. Its main revenue source is an annual transfer of money from the Water and Sewer Operating
Fund. In the fall of 2011, the city plans to issue $5,160,000 in revenue bonds to fund the acquisition
of the Crighton Ridge water and sewer systems, the Pine Springs sewer line, and the Sanitary Sewer
Overflow Initiative (SSOI).

Conroe Industrial Development Corporation Fund

In 1994, Conroe voters adopted a ' cent sales tax for economic development. That money is
controlled by a non-profit entity known as the Conroe Industrial Development Corporation (CIDC).
The board for the CIDC is appointed by the City Council.

The CIDC’s budget consists of three funds: a clearing fund, a debt service fund, and the CIDC General
Fund. This complex system was established as a pledge to creditors who purchased the bonds issued
by the CIDC. It assures them that the appropriate amount is withdrawn from the clearing fund each
month and deposited to the debt service fund. Then, and 