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Bryan Texas Ultilities
City Electric System
Introduction
For the Years Ended September 30, 2007 and 2006

Bryan Texas Ultilities (BTU) is pleased to preséstAnnual Financial Report for the fiscal years
ended September 30, 2007 and 2006. This rep@uhbsshed to provide the BTU Board, the
City of Bryan, the Bondholders, representativediméncial institutions, and other interested
parties detailed information concerning the finahcondition of BTU.

BTU is an enterprise activity of the City of Bryahexas. BTU operates a “City” and “Rural”
electric system, (the “City Electric System” ane tiRural Electric System,” respectively). Each
system, while operated by a common staff, is maiath separately for internal and external
accounting and reporting purposes. The accomparyiagcial statements present only the City
Electric System and its blended component unit, BJ8E Services, Inc. (“QSE”), a separate
legal entity. These financial statements are manided to fairly present the financial position or
results of operations of the Rural Electric Systerthe City of Bryan, Texas.

The City Electric System is managed by the BTU Bodihe BTU Board, established on June
12, 2001, is appointed by the Bryan City Councitlasa empowered with the custody and
management of BTU operations. The Bryan City Cduretains authority for approval of the

annual budget, rates for electric service, condéimmaand approval of debt financing.

BTU management has prepared and is responsibléh&ifinancial statements and related

information included in this report. Managementdads that its policies and procedures provide
guidance and reasonable assurance that BTU op®satave conducted according to

management’s intentions and to a high standardisihbss ethics. In management’s opinion the
financial statements present fairly, in all materespects, the net assets, changes in net assets
and cash flows of the City Electric System in confity with accounting principles generally
accepted in the United States of America.



Ingram,Wallis &Co.rc.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Audit Committee of City of Bryan, Texas
and Board of Directors of Bryan Texas Utilities

We have audited the accompanying financial statements of the City Electric System (the
“Electric System”) of Bryan Texas Utilities (“BTU”) as of and for the years ended
September 30, 2007 and 2006, as listed in the Table of Contents. These financial
statements are the responsibility of BTU’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

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

As discussed in Note 1, the financial statements present only the City Electric System of
BTU and do not purport to, and do not, present fairly the financial position of the Rural
Electric System of BTU, or the City of Bryan, Texas, as of September 30, 2007 and 2006,
and the changes in financial position, or cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the City Electric System of Bryan Texas Utilities as of
September 30, 2007 and 2006, and the changes in financial position and cash flows thereof
for the years then ended in conformity with accounting principles generally accepted in the
United States of America.

The accompanying Management’s Discussion and Analysis, as listed in the Table of
Contents, is not a required part of the financial statements but is supplementary
information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the
required supplemental information. However, we did not audit the information and
express no opinion on it.
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Our audit was conducted for the purpose of forming an opinion on the financial statements
that collectively comprise BTU’s City Electric System financial statements. The
accompanying Introduction, as listed in the Table of Contents, is presented for purposes of
additional analysis and is not a required part of the financial statements. Such information
has not been subjected to the auditing procedures applied in the audits of the financial
statements and, accordingly, we express no opinion on it.

hgr o7, 2 ﬁﬁ/ «d

Bryan, Texas

February 4, 2008



Bryan Texas Ultilities
City Electric System
Management’s Discussion and Analysis
For the Years Ended September 30, 2007 and 2006
(Unaudited)

This discussion and analysis of the City Electrist8m financial performance provides an
overview of financial activities for the years eddeeptember 30, 2007 and 2006. Please read
this information in conjunction with the accompamyifinancial analysis, the financial report,
and the accompanying notes to financial statements.

Overview of Annual Financial Report

The financial statements report information abdw City Electric System and its blended
component unit, BTU QSE Services, Inc. (“QSE”). eTRSE exists to perform qualified
scheduling services of electrical generation fokJBAccording to the Electric Reliability Council
of Texas (ERCOT) protocols. Although the QSE iseparate legal entity, it is considered a
blended component unit and is reported as if ieveepart of the City Electric System.

The financial statements are prepared using acew@unting methods as utilized by similar
business activities in the private sector. The Eigctric System annual reporting period (“fiscal
year”) ends September 30.

The Statements of Net Assets include the City Ee&ystem assets and liabilities and provide
information about the nature and amounts of invests) in resources (assets) and the
obligations to creditors (liabilities). They algoovide the basis for the evaluation of capital
structure, liquidity, and flexibility of the CitylEctric System.

The Statements of Activities present informatiowimg how the City Electric System’s net
assets changed during the years ended Septemb20@0and 2006. All changes in net assets
are reported as soon as the underlying event grsagto the change occurs, regardless of the
timing of related cash flows.

The Statements of Revenues, Expenses and Chandést iAssets present the results of the
business activities (revenues and expenses) oeecdtrse of the fiscal year and can provide
information about the City Electric System’s recgvef costs.

The Statements of Cash Flows present cash receg#is,disbursements and net changes in cash
resulting from operations, capital and related stwve activities. This statement provides
information such as where cash came from, what washused for and what the changes in cash
balances were during the reporting period.

The notes to the financial statements provide requilisclosures and other information that are
essential to a full understanding of material datavided in the statements. The notes present
information about the City Electric System accongtpolicies, significant account balances and
activities, material risks, obligations, commitnmgrtontingencies and subsequent events, if any.



Bryan Texas Ultilities
City Electric System
Management’s Discussion and Analysis - Continued
For the Years Ended September 30, 2007 and 2006
(Unaudited)

Financial Analysis

The following selected condensed financial statémér BTU’s City Electric System and its
blended component unit, QSE, as defined in theduiction, provide key financial data as of
and for the years ended September 30, 2007 and 2006

Condensed Statements of Net Assets 2007 2006
Current assets $ 48,983,223 $ 30,155,596
Capital assets, net 127,735,752 116,378,804
Restricted assets 80,520,647 66,097,672
Other 625,317 332,869
Total assets 257,864,939 212,964,941
Current liabilities 17,039,514 10,112,689
Current liabilities payable from restricted assets 5,376,122 4,079,987
Noncurrent liabilities 60,512,908 30,595,253
Total liabilities 82,928,544 44,787,929
Net assets:
Invested in capital assets,
net of related debt 100,992,721 99,822,651
Restricted 42,169,885 49,309,135
Unrestricted 31,773,789 19,045,226
Total net assets $174,936,395 $ 168,177,012

Condensed Statements of Activities

Program revenues

Charges for services $ 143,073,607 $ 183,563,117
General revenues

Investment earnings 3,895,267 2,667,490

Total revenues 146,968,874 186,230,607

Program expenses 135,050,676 170,527,649

Excess before transfers 11,918,198 15,702,958

Transfers, net (5,158,815) (5,421,866)

Change in net assets 6,7%59,38 10,281,092

Net assets, beginning of period 168,177,012 157,895,920

Net assets, end of period $174,936,395 $ 168,177,012




Bryan Texas Ultilities
City Electric System
Management’s Discussion and Analysis - Continued
For the Years Ended September 30, 2007 and 2006
(Unaudited)

Financial Highlights

» The City Electric System customer base totaled ®L,and 30,503 customers at
September 30, 2007 and 2006, respectively, anaseref 2.3%.

* Operating revenues for the years ending Septemlifier 2007 and 2006 were
$143,073,607 and $183,563,117, respectively. Teeredse is primarily due to a
reduction in the volume of wholesale transactionsf2006 to 2007.

» Operating expenses for the years ending SeptemBer 2807 and 2006 were
$127,100,116 and $163,039,450, respectively. AB afiterating revenues the decrease is
primarily due to a reduction in the volume of wisake transactions from 2006 to 2007.

* Net assets for the years ended September 30, 20D2@06 were $174,936,395 and
$168,177,012, respectively, of which $31,773,788 &19,045,226 were available to
meet BTU’s ongoing obligations. The City Electrigs&m increase in capital assets is
due mostly to additions to transmission and diatidn infrastructure for new customer
growth.

L ong-Term Debt

In 2007, the City Electric System issued revenuadsodated August 15, 2007, totaling
$32,295,000 and maturing serially on July 1, 2aG68ugh July 1, 2032, with yields ranging
from 3.68% to 5.05%. In 2006, the City Electric t&ys issued revenue bonds dated August 15,
2006, totaling $12,385,000 and maturing seriallyJoity 1, 2007, through July 1, 2031, with
yields ranging from 3.54% to 4.56%. Proceeds fromdale of the bonds are restricted for the
construction of transmission and distribution fitieis. At September 30, 2007, there were
$62,060,000 of City Electric System revenue bondistanding and $1,069 of City of Bryan
General Obligation bonds outstanding payable frememnues of the City Electric System.

Budgetary Highlights

The primary variances between the original budgetactual expenditures affecting Net Assets
for the fiscal years 2007 and 2006 were higher edale capacity sales than budgeted.
Wholesale capacity revenues contributed to a 3.0864a8% positive variance from budgeted
total operating revenues for the fiscal years 28F 2006, respectively.



Bryan Texas Ultilities
City Electric System
Management’s Discussion and Analysis - Continued
For the Years Ended September 30, 2007 and 2006
(Unaudited)

General Trends and Significant Events

Transmission Constraints —

Transmission of electricity into BTU’s service i&sry has been constrained in recent
years as customer growth has increased at a fasisg than the construction of
transmission facilities. As a result, BTU, upon ERLCs instruction, provided back-up

generation from its Atkins and Dansby units in 2086 described below. Prior to the
summer of 2007, initial transmission constructioaj@cts were completed which helped
relieve transmission constraints within BTU’s seeviterritory and eliminated most

ERCOT instructed generation in 2007.

During 2006, BTU was instructed by ERCOT to provi@t-Of-Merit-Capacity
(OOMC) and Out-Of-Merit-Energy (OOME) from its Atis and Dansby units. This
capacity and energy was needed to ensure systahiligl in the Brazos Valley. The
additional cost to run these units was reimbursedTU by other ERCOT market
participants. The additional fuel required to operthese units caused a significant
increase in fuel and purchased power expense i6.2@WOMC and OOME operations
declined significantly in 2007 as transmission ectg within the Brazos Valley were
completed.

On November 1, 2006, BTU mothballed units 3, 4alqd 6 of its 55 year old Atkins
Power Plant. In recent years, combined-cycle gé¢ioerand new aero derivative gas
turbines that are up to fifty percent more efficiérave been built throughout Texas.
With the increase in natural gas prices in receary, the resultant energy costs from the
Atkins units make them currently uneconomical terape, like some 100 other units in
the state that have been mothballed or retiredegent years. Atkins unit 7 remains
operational as a peaking unit.

Rates —

To remain competitive with other utilities in ERCQOTn December 2006, BTU
implemented an overall 5% rate reduction by lowgrivase rates applicable to City
Electric and Rural Electric customers. The oveaslhualized decrease in revenues is
approximately $4.3 million.

Also, in May 2006, BTU implemented energy only safer qualified commercial and
industrial customers. This new rate structure mlesisimplified billing, as well as a
decrease in customer’s electricity cost. The divarmual decrease in revenues is less
than $1.5 million.



Bryan Texas Ultilities
City Electric System
Management’s Discussion and Analysis - Continued
For the Years Ended September 30, 2007 and 2006
(Unaudited)

General Trends and Significant Events - continued

Other —

» For the fiscal year ended September 30, 2007, Bakkferred $8,716,184 from the Rate
Stabilization Fund reflected in Restricted Assetstioe Balance Sheet to Unrestricted
Assets. This transfer recognizes BTU’s commitmentrrtaintaining higher levels of
unrestricted operating cash.

* For the fiscal year ending September 30, 2008, bildget for operating expenses is
$106,356,070 for electric operations, $4,739,778 debt service, $7,303,742 for
transfers to the City of Bryan, and $34,195,978dapital expenditures in response to
customer growth and infrastructure additions tagmaission and distribution.

Group Managers: General Manager:

Joe Hegwood Dan Wilkerson
Gary Miller — Interim

Kean Register

Roy Trotter



Bryan Texas Utilities
City Electric System
Statements of Net Assets
September 30, 2007 and 2006

Assets
2007 2006
Current assets:
Cash and cash equivalents $ 14,728,812 $ 5,957,221
Accounts receivable 14,011,121 15,032,941
Less allowance for uncollectible accounts (763,680) (686,766)
Accrued interest receivable 458,611 459,449
Inventory 5,838,8..7 5,116,314
Due from other funds 6,213,826 2,763,105
Prepaid and other assets 207,938 157,713
Under recovery of fuel 8,287,778 1,355,613
Total current assets 48,983,223 30,155,595
Noncurrent assets:
Restricted assets:

Cash and cash equivalents 45,969,795 27,585,245
Investments 34,550,852 38,512,427
Capital assets 235,759,575 218,131,662
Less accumulated depreciation (108,023,923) (101,752,858)
Unamortized bond issuance expenses 625,317 332,869
Total noncurrent assets 208,881,716 182,809,345

Total assets $ 257,864,939 $212,964,941

The accompanying notes are an integral part ofitla@cial statements.
9



Bryan Texas Ultilities
City Electric System

Statements of Net Assets - Continued
September 30, 2007 and 2006

Liabilities

Current liablilities:
Accounts payable
Accrued liabilities
Due to City of Bryan
Deferred credits and other current liabilities

Total current liabilities

Current liabilities payable from restricted assets:
Accrued interest
Revenue bonds - current portion
General obligation bonds - current portion
Customer deposits

Total current liabilities payable from
restricted assets

Noncurrent liabilities:
Revenue bonds payable
General obligation bonds
Bond (discounts)/premiums, net
Arbitrage rebate
Accrued vacation pay
Deferred credits and other noncurrent liabilities

Total noncurrent liabilities

Total liabilities

Net Assets
Net assets:

Invested in capital assets, net of related debt
Restricted for:

Debt reserve

Debt service

Rate stabilization

TMPA
Unrestricted

2007 2006
$ 14,863,047 $ 8,569,866
206,609 674,680
1,473,237 496,078
496,621 372,065
17,039,514 10,112,689
342,565 247,075
1,89%,0 1,210,000
526 508
3,138,031 2,622,404
5,376,122 4,079,987
60,165,000 29,765,000
543 1,069
(432)8 (501,366)
113,347 14,016
365,005 369,853
316,885 946,681
60,512,908 30,595,253
82,928,544 44,787,929
100,992,721 99,822,651
1,655,363 1,655,363
309,159 282,704
33,868,868 41,034,573
6,336,495 6,336,495
31,773,789 19,045,226

Total net assets

$ 174,936,395 $ 168,177,012

The accompanying notes are an integral part ofitla@cial statements.

10



Bryan Texas Ultilities
City Electric System
Statements of Activities
For the Years Ended September 30, 2007 and 2006

2007 2006
Net Net
(Expense) (Expense)
Revenue and Revenue and
Program Changes in Changes in
Revenues Net Assets Net Assets
Functions/Programs Charges for Business-type Business-type
Expenses Services Activities Activities
Business-type activities:
Electric $ 135,050,676 $ 143,073,607  $ 8,022,931 $ 13,035,463
Total $ 135,050,676 $ 143,073,607 8,022,931 13,035,463
General revenues:
Investment earnings 3,895,267 2,667,490
Transfers, net (5,158,815) (5,421,866)
Total general revenues and
transfers (1,263,548) (2,754,376)
Change in net assets 6,80,3 10,281,092
Net assets at beginning of year 168,177,012 157,895,920
Net assets at end of year $ 174,936,395 $ 168,177,012

The accompanying notes are an integral part ofitla@cial statements.
11



Bryan Texas Ultilities
City Electric System

Statements of Revenues, Expenses

And Changes in Net Assets

For the Years Ended September 30, 2007 and 2006

Operating revenues:
Electrical system
Other

Total operating revenues

Operating Expenses:
Personnel services
Electric operations
Maintenance
Other services and charges
Other expenses
General and administrative

Total operating expenses
before depreciation

Operating income before depreciation
Depreciation

Operating income

Nonoperating revenues (expenses):
Investment income
Interest expense

Total nonoperating revenues (expenses)

Income before operating transfers

Transfers:
City of Bryan administrative payment
“Right of Way” payment to City of Bryan

Transfers, net

Change in net assets

Net assets, beginning of period

2007 2006
$ 141,061,065 $ 181,408,666
2,012,542 2,154,451
143,073.607 183,563,117
8,863,499 9,407,337
110,768,779 146,462,958
2,765,346 2,053,435
1,826,643 1,659,587
443,335 595,545
2,432,514 2,860,588
127,100,116 163,039,450
13,991 20,523,667
6,603,789 6,689,092
9,369,702 13,834,575
3,895,267 2,667,490
(1,346,771) (799,107)
2,548,496 1,868,383
11508, 15,702,958
216,000 930,000
@74,815) (6,351,866)
(5,158,815) (5,421,866)
6,759,383 10,281,092
168,177,012 157,895,920

Net assets, end of period

$ 174,936,395 $ 168,177,012

The accompanying notes are an integral part ofitla@cial statements.

12



Bryan Texas Ultilities
City Electric System
Statements of Cash Flows
For the Years Ended September 30, 2007 and 2006

Cash flows from operating activities 2007 2006
Receipts from customers $ 140,969,498% 209,574,231
Payments to suppliers (118,750,492) (169,018,816)
Payments to employees (9,336,418) (9,158,038)
Net cash provided by operating activities 12,882,583 31,397,377

Cash flows from noncapital financing activities

Operating subsidies and transfers from other funds 1,216,000 930,000
Operating subsidies and transfers to other funds (6,374,815) (6,351,866)
Net cash used by noncapital financing activities (5,158,815) (5,421,866)

Cash flows from capital and related financing activities

Purchases of capital assets (17,960,737) (12,227,496)
Proceeds from capital debt 31,994,188 12,130,664
Principal paid on capital debt (1,1/%B) (838,347)
Interest paid on capital debt (1,261)000 (759,667)

Net cash provided (used) by capital
and related financing activities 11,574,688 (1,694,846)

Cash flows from investing activities

Proceeds from sales and maturities of investments 12,050,001 30,701,062
Purchase of investments (7,578,962)  (40,695,723)
Interest and dividends received 8,881 1,856,153
Net cash provided (used) by investing activities 7,857,680 (8,138,508)
Net increase in cash and cash equivalents 27,156,141 16,142,157
Balance-beginning of the year 33,548,46 17,400,309
Balance-end of the year $ 60,698607 $ 33,542,466

The accompanying notes are an integral part ofitla@cial statements
13



Bryan Texas Ultilities
City Electric System
Statements of Cash Flows - Continued

For the Years Ended September 30, 2007 and 2006

Reconciliation of operating incometo net cash provided
by operating activities:

2007 2006
Operating income $ 9,369,702 $ 13,834,575
Adjustments to reconcile operating income
to net cash provided by operating adésit
Depreciation 6,603,739 6,689,092
Amortization 158,163 14,127
Bad debt 267,750 293,718
Change in assets and liabilities:
Accounts receivable 830,984 20,510,506
Inventory (722,503) (563,35¢)
Prepaid assets (50,225) 201,588
Due from other funds (3,450,720) 2,819,168
Under recovered fuel (6,932,160) 2,070,684
Accounts payable 6,293,181 (14,833,91%)
Accrued liabilities (468,071) 298,511
Customer deposits 515,627 317,038
Due to other funds 977,159 3,821
Accrued vacation (4,848) (49,212)
Deferred credits (505,240) (208,966)
Net cash provided by operating activities 42,882,583 $ 31,397,377

The accompanying notes are an integral part ofitla@cial statements

14



Bryan Texas Ultilities

City Electric System
Notes to Financial Statements
September 30, 2007 and 2006

1. Summary of Significant Accounting Padisi

Reporting Entity- Bryan Texas Utilities (“BTU”) is a municipallyvened utility system that
operates as an enterprise activity of the City ofaB, Texas (the “City”). BTU operates a
city and rural electric system. Each system, whgerated by a common staff, is maintained
separately for accounting and reporting purposB3U’s City Electric System (the “City
Electric System”) is the reporting entity and irdds BTU’s Qualified Servicing Entity
(QSE), a separate legal entity considered a blemd@dponent unit because its primary
purpose is to provide a service to BTU. The finahatatements present only the City
Electric System of BTU and are not intended to @médairly the financial position of the
BTU’s Rural Electric System, or the City and theulés of their operations and cash flows in
conformity with generally accepted accounting ppies.

Government-wide and Fund Financial Statemen@overnment-wide financial statements
consist of the statement of net assets and thenstait of activities. These statements report
all of the non-fiduciary activities of BTU’s Cityléctric System and its component unit.

The government-wide financial statements and thwl fiinancial statements for BTU (a
proprietary fund) are reported using the econormegources measurement focus and the
accrual basis of accounting. All assets and litedsl (whether current or noncurrent) are
included on the statement of net assets. The tpgratatements present increases
(revenues) and decreases (expenses) in net tsetkasRevenues are recorded when earned
and expenses are recorded when a liability is nedjrregardless of the timing of related
cash flows.

The statement of activities demonstrates the detgreéhich the direct expenses of a given
function are offset by program revenues. Direcpesses are those that are clearly
identifiable with a specific function. Program eswes include charges to customers who
purchase, use, or directly benefit from goods, isesy or privileges provided by a given
function.

The statement of revenues, expenses and changestiassets distinguishes operating
revenues and expenses from nonoperating itemsra@gerevenues and expenses generally
result from providing services and producing antlvdang goods in connection with a
proprietary fund’s principal ongoing operations.petating expenses for BTU include the
cost of sales and services, administrative expeasdsdepreciation on capital assets. All
revenues and expenses not meeting this definitemegported as nonoperating revenues and
expenses.

15



Bryan Texas Ultilities
City Electric System
Notes to Financial Statements - continued
September 30, 2007 and 2006

1. Summary of Significant Accounting Policiesentinued

Basis of Accounting The City Electric System is accounted for on tlo&v of economic
resources measurement focus and uses the accsisldbaaccounting. Accounting records
are maintained in accordance with accounting ppiesi generally accepted in the United
States of America. BTU prepares its financial estegnts as a business-type activity in
conformity with applicable pronouncements of thev&oamental Accounting Standards
Board (GASB). Pursuant to GASB Statement No. 20JUBnhas elected to apply the
provisions of all relevant pronouncements of theaRcial Accounting Standards Board
(FASB) that were issued on or before November 3891to the extent they do not conflict
with or contradict GASB pronouncements.

Implementation of New Accounting Principles For the fiscal year ended September 30,
2007, GASB issued no pronouncements applicablelta Binancial reporting. For the fiscal
year ended September 30, 2006, BTU implemented:

* GASB Statement No. 4@eposit and Investment Risk Disclosures. The result of this
implementation is to provide for additional riskated reporting disclosures. See Note 2 -
Cash and Investments.

* GASB Statement No. 4&ccounting for Financial Reporting for Impairment of Capital
Assets and for Insurance Recoveries. The statement provides guidance for determirfing i
any assets have been impaired and for calculati@gppropriate write-downs in value
for any assets found to be impaired. The statemsntprovides guidance for accounting
for any insurance proceeds for impaired capitabt@sd~or additional information, see
Note 3 - Capital Assets.

When both restricted and unrestricted resourcesaadable for use, it is BTU’s policy to
use restricted resources first, then unrestricésdurces as they are needed.

Use of Estimates In preparing financial statements in conformatith generally accepted
accounting principles, management is required tkengstimates and assumptions that affect
the reported amount of assets and liabilities dred disclosure of contingent assets and
liabilities at the date of the financial statemeatsd revenues and expenses during the
reporting period. Actual results could differ frahese estimates.

16



Bryan Texas Ultilities
City Electric System
Notes to Financial Statements - Continued
September 30, 2007 and 2006

1. Summary of Significant Accounting Policieserffinued

Utility Revenues and Fuel RecoveryCustomers are billed on the basis of monthlylecyc
billings. At year end, the City Electric Systencaes estimated unbilled revenues for the
period ended September 30. The difference betiggnrevenue billed and fuel expense
incurred is recorded as an addition or a redudticiuel and purchased power expense, with
a corresponding entry to accounts payable — owmvered fuel or accounts receivable —
under recovered fuel, whichever is appropriater the years ended September 30, 2007 and
2006, the City Electric System recorded accounteivable — under recovered fuel of
$8,287,778 and $1,355,618, respectively.

Capital Assets Capital assets are stated at the historical cestof contributions from third
parties (principally developers). Also, to the extihe construction is performed by the City
Electric System, the cost includes payroll and teelacosts and certain general and
administrative expenses. Interest is not capitdlize these accounts because interest is
recovered concurrently in the utility rate struetuMaintenance, repairs and minor renewals
and replacements are charged to operating expasmsde, major property replacements are
capitalized. Depreciation is recorded on a stitaigle basis over estimated service lives
ranging from 5 to 40 years.

Cash and Cash Equivalent&or purposes of cash flows, the City Electrist®yn considers
all highly liquid investments with an original maty of three months or less to be cash
equivalents. Cash and cash equivalents from cestrassets are also included.

Inventory - Inventory is valued at average cost, which apjpnates market. Inventory is
accounted for using the consumption method.

Bond Issuance ExpenseBond issuance expenses are amortized on aldttaig basis over
the period of the related maturities, which appmates the interest method.

Accrued Vacation Pay Employees earn vacation pay at rates of 10 tda#3s per year and
may accumulate up to a maximum of 10 to 25 daygewd@ing on their length of
employment. Upon termination, the respective emgdgy are paid for any unused
accumulated vacation pay. The City Electric Systerues vacation pay when the liability
is incurred.

2. Cash and Investments

City Electric System cash managed by BTU is depdsitto separate revenue and operating
accounts in the name of the BTU City Electric SysteAll City Electric System cash is
deposited in accounts that receive interest credits invested in permissible securities
pursuant to BTU’s investment policy. Investmentsstated at fair value.

17



Bryan Texas Ultilities
City Electric System
Notes to Financial Statements - Continued
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2. Cash and Investments - continued

Deposits

City Electric System demand deposits for the figesrs ended 2007 and 2006 were held at
First National Bank of Bryan/College Station andaventirely covered by federal depository
insurance or by collateral equal to at least 105P«deposits. For deposits that were
collateralized, the securities were in accordanite the Texas Public Funds Collateral Act.

Investments

The BTU investment program is guided by Texas dtats, by various City ordinances, and
by BTU’s investment policy which prescribes how gy Electric System will operate its

investment program in accordance with applicablesland regulations. This policy further

sets forth (1) the basic principles governing tineestment of funds; (2) the objectives of the
investment program; and (3) the authority, resguolises, limitations, documentation, and

requirements to be used in the administration gedlagion of the investment program.

Investments authorized by the investment policythose approved by the revised State of
Texas Public Funds Investment Act and the Texadi®#onnds Collateral Act. These
investments include the following:

a. Obligations of the United States or its agenaiad instrumentalities;

b. Direct obligations of the State of Texas olgencies;

c. Other obligations, the principal of and intér@s which is unconditionally guaranteed
or insured by the State of Texas or the United eStabr its agencies or
instrumentalities;

d. Obligations of states, agencies, countiesiind other political subdivisions of any
state having been rated as to investment quality bhgtionally recognized investment
rating firm and having received a rating of noslésan AA or its equivalent;

e. Certificates of deposit issued by state and nakibaaks domiciled in Texas that are
secured by obligations qualified as acceptableatamil;

f. Certificates of deposit issued by savings archlassociations domiciled in Texas that
are secured by obligations qualified as acceptadilateral;

g. Prime domestic bankers’ acceptances;
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Cash and Investments — continued

Investments - continued

h. Commercial paper with a stated maturity of 1&ysdor less from the date of
issuance that is rated not less than A-1, P-1s@quivalent;

i. Fully collateralized repurchase agreements hlaae a defined termination date of 90
days or less, secured by qualification obligatigoledged with a third party, and
placed through a primary government securities esleas defined by the Federal
Reserve, or a bank domiciled in Texas;

J.  Money-market mutual funds that are SEC registere-load funds with a maximum
stated maturity of 13 months and dollar-weightedrage stated maturity of no more
than 90 days;

k. AAA-rated local government investment pools.
Collateralized Mortgage Obligations (“CMQ’s”) andher derivatives such as inverse
floaters and other mortgage-backed securitiespimaionly interest or principal portion of the

mortgage payment are not authorized BTU investments

The City Electric System’s cash, cash equivalents iavestments at September 30, 2007
and 2006 are summarized as follows:

2007 2006
Demand deposits $ 59,586,316 $ 33,440,817
Commercial paper - 4,966,940
United States agencies 34,550,852 33,545,487
Investment in short term treasury securities 1,112,291 101,649
Total $ 95,249,459 $ 72,054,893

In accordance with GASB Statement No. 40, additioisclosures are provided below that
address investment exposure to interest rate nglceedit risk including custodial credit risk
and concentrations of credit risk. Because BTUsduo& hold foreign investments, foreign
currency risk is not discussed.
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2. Cash and Investments — continued

Investments - continued

As of September 30, 2007, BTU had the followingeistynents:
Investment M aturity

(inYears)
Less Greater
| nvestment Types Fair Value Than 1 1-5 Than 5
United States agencies $ 34,550,852% 18,566,780 $ 9,973,438 $ 6,010,634
Total fair value $ 34,550,852 $ 18,566,780 $ 9,973,438 $ 6,010,634

Interest rate risk — As a means of limiting its exposure to fair valasses arising from rising
interest rates, BTU’s investment policy limits ist@ents in securities of more than five
years, unless matched by a specific cash flow. t#adilly, in accordance with its
investment policy BTU manages its exposure to @derate risk by limiting its investment to
those held to maturity.

Credit Risk — As described above, it is BTU’s policy to linii$ investment to high grade
instruments including obligations of the United t8$aor its agencies and commercial paper
holding the top ratings issued by nationally redpgd statistical rating organizations
(NRSROs).

Custodial Credit Risk — For deposits, custodial credit risk is the tiskt in an event of a bank
failure, the government’s deposits may not be retdrto it. Demand deposits held in BTU’s
name are required to be collateralized with seiegrgqual to at least 105% of deposits held
in a custodian bank, or be covered by federal depgsnsurance. For investments, this is
the risk that in the event of the failure of thaicterparty, the government will not be able to
recover the value of its investments or collatseaurities that are in possession of an outside
party. BTU’s investment policy requires that adicarity transactions be conducted on a
delivery versus payment basis and that all seesritie held by a third party custodian and
evidenced by safekeeping receipts.

Concentration of Credit Risk — BTU’s investment policy places some limits oe #tmount
that may be invested in any one issuer. Investsnenainy single money market fund or
investment pool shall never exceed ten percerti@tdtal assets of the money market fund
or pool.
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2. Cash and Investments — continued

Restricted Cash and Investments

In 2007, cash and investments of $95.2 million edeel amounts required to be restricted by
$14.7 million. In 2007, BTU transferred $8.7 frolretRate Stabilization Fund reflected in

Restricted Assets on the Balance Sheet to Unrestridssets. This transfer recognized

BTU’s commitment to maintaining higher levels ofrestricted operating cash. In 2006, cash
and investments of $72.1 million exceeded amoweysired to be restricted by $6.0 million.

Amounts required to be restricted at SeptembeRB@07 and 2006 are as follows:

2007 2006
Rate Stabilization Fund $ 33,868,868 % 41,034,573
Debt Reserve 1,655,363 1,655,363
Debt Service 651,724 529,779
TMPA Fund 6,336,495 6,336,495
Bond Series 2005 Reserve - 1,534,058
Bond Series 2006 Reserve 2,575,166 12,385,000

Bond Series 2007 Reserve 32,295,000 -
Customer Deposits 3,138,031 2,622,404
Restricted Cash and Investments $ 80,520,64% 66,097,672

3. Capital Assets

General Description — At September 30, 2007, plauservice included Dansby and Atkins
power plants located in Brazos County, which werelg owned and operated by BTU. In
total, the plants had seven gas-fired generatings urepresenting 284 megawatts of
generating capacity. On November 1, 2006, BTU maitet four of its oldest Atkins power
plant units representing 119 megawatts of gengyatapacity. With the increase in natural
gas prices in recent years, the resultant energys doom the Atkins units made them
currently uneconomical to operate. The mothballeitsuvere fully depreciated at September
31, 2007.

Other assets reflected in plant-in-service incliudesmission and distribution facilities.

Impairments — As discussed in Note 1, BTU adopté&&B Statement No. 42Accounting

for Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries in
2006. The statement provides guidance for detenmiifiany assets have been impaired and
for calculating the appropriate write-downs in \&for any assets found to be impaired. An
internal company-wide review of capital assetsdnordance with GASB Statement No. 42,
concluded that BTU had no impaired capital asseBeptember 30, 2007.
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3. Capital Assets - continued

Capital asset activity for the year ended SepterBbeR007 was as follows:

Beginning Ending
Balance Increases Decreases Balance
Capital assets, not being depreciated:
Land $ 2,685065 $ 445576 $ - $ 3,130,641
Construction in progress 5,743,463 15,776,160 10,742,783 10,776,835
Total capital assets,
not being depreciated 8,428,528 16,221,736 10,742,783 13,907,476
Capital assets, being depreciated:
Production plant 79,483,235 735,201 . 80,218,436
Transmission plant 36,779,795 5,525,156 75,000 42,229,951
Distribution plant 75,157,348 5,119,998 142,099 80,135,247
General plant 18,282,756 985,809 - 19,268,565
Total capital assets,
being depreciated 209,703,134 12,366,164 217,099 221,852,199
Less accumulated depreciation for:
Production plant 50,559,945 1,992,648 - 52,552,593
Transmission plant 10,628,926 1,162,049 224,193 11,566,782
Distribution plant 28,910,220 2,230,794 108,531. 31,032,483
General plant 11,653,767 1,218,298 - 12,872,065
Total accumulated depreciation 101,752,858 6,603,789 332,724 108,023,923
Total capital assets,
being depreciated, net 107,950,276 PSRLE) (115,625) 113,828,276
Total capital assets, net $116,378,804 $211984, $ 10,627,163 $ 127,735,752

4. Long-Term Debt

In response to the deregulation of the electriacggnenarket in Texas, the City of Bryan
separated its combined pledge of water revenuestewater revenues and municipal electric
revenues into two separate pledges. The City’'stantling bonds having combined pledges
were defeased and new bonds were issued dated Mevdis, 2001, totaling $7,540,000 for
the City Electric System which is solely responsifir their repayment from City Electric
System revenues. In 2005, the City Electric Systsued revenue bonds dated March 15,
2005, totaling $13,375,000 and in 2006, the Cigckic System issued revenue bonds dated
August 15, 2006, totaling $12,385,000. In 2007, @ity Electric System issued revenue
bonds dated August 15, 2007, totaling $32,295,000 raaturing serially on July 1, 2008,
through July 1, 2032, with yields ranging from 368 5.05%. Proceeds for the sale of the
Series 2005, 2006 and 2007 Bonds are restricteth®iconstruction of transmission and
distribution facilities and to pay the costs asatexl with the issuance of the Bonds. At
September 30, 2007, there were $62,060,000 of Elgctric System revenue bonds
outstanding and $1,069 of City of Bryan Generaligation bonds outstanding payable from
revenues of the City Electric System.
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4. Long-Term Debt - continued

The City Electric System revenue bonds outstandiregsummarized as follows:

Series 2001 Bonds

Year Ending
September 30
2008

2009

2010

2011

2012
2013-2017
2018-2019

Series 2005 Bonds

Year Ending
September 30
2008

2009

2010

2011

2012
2013-2017
2018-2022
2023-2025

Series 2006 Bonds

Year Ending
September 30
2008

2009

2010

2011

2012
2013-2017
2018-2022
2023-2027
2028-2031

Principal Interest
Amount Amount Rate
$ 400,000 239,494 4.000%
420,000 223,494 4.000%
440,000 206,694 4.125%
450,000 188,544 4.250%
480,000 a8 4.375%
2,195,000 527,150 4.500% - 5.000%
900,000 68,000 5.000%
$ 5,285,000% 1,622,794
Principal Interest
Amount Amount Rate
$ 490,000 $12®19 3.250%
505,000 496,994 3.500%
525,000 479,319 3.500%
545,000 460,944 3.750%
565,000 440,506 4.000%
3,175,000 1,845,531 4.000P425%
3,875,000 1,136,831 4.129875%
2,760,000 252,000 4.500%
$12,440,000% 5,625,044
Principal Interest
Amount Amount Rate
$ 295000 $ 531,538 4.000%

305,000 519,738 5.000%

320,000 504,488 5.000%

335,000 488,488 4.000%

350,000 475,088 4.000%
1,985,000 143,340 4.000% - 5.000%
2,455,000 669,050 4.125% - 4.375%
3,035,000 085,506 4.375% - 4.500%
2,960,000__ 340,425 4.500%

3,040,000 $ 7,759,661
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4. Long-Term Debt - continued

Series 2007 Bonds

Year Ending Principal Interest

September 30 Amount Amount _Rate

2008 $ 710,000 $1,186,572 4.000%

2009 745,000 1,524,931 4.000%

2010 775,000 1,495,131 4.000%

2011 810,000 1,464,131 4.250%

2012 840,000 1,429,706 4.250%

2013-2017 4,800,000 ,558,269 4.250% - 5.000%

2018-2022 6,065,000 ,292,338 4.500% - 5.250%

2023-2027 7,710,000 ,653,000 5.000%

2028-2032 9,840,000 1,524,000 5.000%
2,295,000 $ 24,129,078

General Obligation bonds outstanding not refunddth ihe debt separation revenue
refunding bonds payable from City Electric Syst@awenues with rates from 3.95% to 4.00%

are summarized as follows:

Year Ending Principal Interest
September 30 Amount Amount
2008 $ 526 $ 32
2009 543 11
Total $ 1,069 $ 43

All net revenues of the City Electric System aredgled for the payment of debt service of
the revenue bonds. Net revenues, as defined bybdine resolution include all of the

revenues and expenses of the City Electric Systdrar dhan certain interest income and
expense and depreciation and amortization. The beswmlutions further require that the net
revenues, as defined, equal at least 1.10 timeauwbage annual debt service on all revenue
bonds. The City Electric System is in compliancéhwihese requirements at September 30,

2007 and 2006.
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4. Long-Term Debt - continued

Under the terms of the bond covenants, City Elec8ystem is required to maintain
minimum reserve fund requirements equal to appratehy one year of debt service
requirements. The reserve fund requirements mapatisfied by cash, a letter of credit or an
insurance policy. The reserve fund requirementsttier Series 2001 and 2005 Bonds are
satisfied with restricted funds which are repor@dCity Electric System’s Statement of Net
Assets as Debt reserve. The reserve fund requitsni@nthe Series 2006 and Series 2007
Bonds are satisfied with insurance policies.

Long-term debt activity for the year ended Septen3fe 2007 was as follows:

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Revenue Bonds - Series 2001 $ 5,675,000 $ - $ 390,000 $ 5,285,000 $ 400,000
Revenue Bonds - Series 2005 12,915,000 - 475,000 12,440,000 490,000
Revenue Bonds - Series 2006 12,385,000 345,000 12,040,000 295,000
Revenue Bonds - Series 2007 - 3%40/41)] - 32,295,000 710,000
General Obligation Bonds 1,577 - 508 1,069 526
Total $30,976,577 $32,295,000% 1,210,508 $62,061,069 $1,895,526

In the Statement of Activities for the years endptember 30, 2007 and 2006, interest
expense in the amount of $1,346,771 and $799,k¥pectively, is included as a direct
function expense.

5. Retirement Plan

BTU is an integral part of the City, and as sudyvpes pension benefits for all its full-time
employees through the City retirement plan. Sepanaformation regarding BTU is not
available. The following covers the City’s retiremi@lan as a whole.

Plan Description

The City provides pension benefits for all of idlftime employees through a nontraditional,
joint contributory, hybrid defined benefit plan tihe statewide Texas Municipal Retirement
System (TMRS), one of 821 currently administeredTBRS, an agent multiple-employer
public employee retirement system.
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5. Retirement Plan — continued

Benefits depend upon the sum of the employee’sribomions to the plan, with interest, and
the City-financed monetary credits, with interesit the date the plan began, the City
granted monetary credits for service rendered betoe plan began of a theoretical amount
eqgual to two times what would have been contribligthe employee, with interest, prior to
establishment of the plan. Monetary credits favise since the plan began are a percent
(100%, 150%, or 200%) of the employee’s accumulatedributions. In addition, the City
can grant, as often as annually, another type aiataoy credit referred to as an updated
service credit which is a theoretical amount whiehhen added to the employee’s
accumulated contributions and the monetary crdditservice since the plan began, would
be the total monetary credits and employee corttabs accumulated with interest if the
current employee contribution rate and City matghpercentage had always been in
existence and if the employee’s salary had alwagnlihe average of his salary in the last
three years that are one year before the effedate. At retirement, the benefit is calculated
as if the sum of the employee’s accumulated camiobs with interest and the employer-
financed monetary credits with interest were uggourchase an annuity.

Members can retire at ages 60 and above with 5ope ryears of service or with 20 years of
service regardless of age. A member is vested @fyears. The plan provisions are adopted
by the governing body of the City, within the opigoavailable in the state statutes governing
TMRS and within the actuarial constraints alschiea statutes.

Contributions

The contribution rate for the employees is 7%, gredCity matching percent is currently 2 to
1, both as adopted by the governing body of thg. Aitnder the state law governing TMRS,
the actuary annually determines the City contrdoutiate. This rate consists of the normal
cost contribution rate and the prior service coshtgbution rate, both of which are
calculated to be a level percent of payroll fronary® year. The normal cost contribution
rate finances the currently accruing monetary tseatlie to the City matching percent, which
are the obligation of the City as of an employeeirement date, not at the time the
employee’s contributions are made. The normal cositribution rate is the actuarially
determined percent of payroll necessary to satiefyobligation of the City to each employee
at the time his/her retirement becomes effectiv€he prior service contribution rate
amortizes the unfunded (overfunded) actuarial ligb{asset) over the remainder of the
plan’s 25-year amortization period. The unit creddtuarial cost method is used for
determining the City contribution rate. Both thepgoyees and the City make contributions
monthly. Since the City needs to know its conttiidou rate in advance for budgetary
purposes, there is a one-year delay between tharadtvaluation that serves as the basis for
the rate and the calendar year when the rate gueseifect (i.e. December 31, 2006
valuation is effective for rates beginning Januz008).
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5. Retirement Plan — continued

Actuarial assumptions are as follows:

Actuarial valuation date 12/31/2004 12/31/2005 12/31/2006
Actuarial cost method - Unit Credit ----------------=--=-o e -
Amortization method = -----mememmeeeee- Level Percentage of Payroll ------------------
Remaining amortization period --------------- — 25 years — open ---------------------
Asset valuation method - Amortized cost ------------------m-mmm--
Actuarial assumptions:
Investment return 7.0% 7.0% 7.0%
Projected salary increases 0.0% 0.0% 0.0%
Included inflation rate 3.5% 3.5% 3.5%
Cost-of-living adjustments 0.0% 0.0% 0.0%
Schedule of Actuarial Liabilities and Funding Press
Actuarial Valuation Date, Dec. 31 2004 2005 2006
Actuarial Value of Assets $ 80,630,073 $ 85,259,236 $ 87,895,438
Actuarial Accrued Liability 107,409,013 113,740,747 118,752,796
Percentage Funded 75.1% 75.0% 74.0%
Unfunded Actuarial Accrued
Liability (UAAL) 26,778,940 28,481,511 30,857,358
Annual Covered Payroll 32,047,255 33,650,168 35,240,358
UAAL as a Percentage of 83.6% 84.6% 87 6%
Covered Payroll
Historical data is as follows:
Percentage Net Pension
Fiscal Annual Pension of APC Obligations at
Year Cost (APC) Contributed September 30
9/30/2005 $ 4,497,286 100% -
9/30/2006 $ 4,787,919 100% -
9/30/2007 $ 4,791,580 100% -
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5. Retirement Plan — continued

The City of Bryan is one of 821 municipalities hayithe benefit plan administered by
TMRS. Each of the 821 municipalities has an annuadividual actuarial valuation
performed. All assumptions for the December 3D62@aluations are contained in the 2006
TMRS Comprehensive Annual Financial Report, a copywhich may be obtained by
writing to P.O. Box 149153, Austin, Texas 78714-315

Future Funding Requirements

In early December 2007 the TMRS Board of Trusteesand adopted actuarial changes that
include a change from the Unit Credit actuarialtaoethod to the Projected Unit Credit
actuarial cost method for all TMRS city plans adlwe a closed amortization period of 30
years. The effect of these changes will resudtrinncrease in city contribution rates for most
Texas cities. Cities will have the option to irese their contributions over an eight-year
phase-in period. All cities will receive their ZD@ontribution rate letter in May 2008 that
will specify exactly how these changes will affdoe future annual required contribution rate
upon completion of an actuarial valuation to beéqrened as of 12/31/07. These changes are
intended to help the TMRS system remain well-fundedpreserve members’ benefits, and
to give cities a more complete picture of the aafsbenefits currently adopted. While the
impact of TMRS changes is not presently known,Giitg’s contribution rate is expected to
increase significantly. Tentative estimates of @igy’s future contribution rate show an
increase fronl3.56% to 25.006. Management believes that while these possildeeases
will present additional challenges to the City dgrithe budget process the City will be able
to make necessary changes to mitigate any adveesgial impact to the City.

6. Risk Management

The City Electric System is covered for risk ofdes related to general liability and workers’
compensation through the City’s risk managemengnam. The City has established an
“Insurance Fund” whereby the costs of providingmkaservicing and claims payment are
funded by charging a “premium” based upon a pesggnbf estimated current year payroll
and management’s estimate of projected currenscdspr the years ending September 30,
2007 and 2006, the City Electric System paid thy 462,119 and $499,250, respectively,
for participation in the City’s risk management gram.

7. Litigation

There are several lawsuits pending in which the Eiectric System is involved. In the
event of an unfavorable outcome in any suit, in ag@ment’'s opinion, a claim against the
City Electric System would be covered by insuramedyas been provided for in the financial
statements, and would not materially affect thearitial statements of the City Electric
System.
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8. Deferred Compensation Plan

The City Electric System employees participateahea City’s deferred compensation plan
created in accordance with Internal Revenue Coa#idde457. The plan, as amended, is
available to all employees and permits them tordefeortion of the salary until future years.
The plan funds are not available to employees uetimination, retirement, death, or
emergency.

9. Employee Benefits

BTU is an integral part of the City, and as sudioygles employee health benefits for all its
full-time employees through the City health benglian. Separate information regarding
BTU is not available. The following covers the Githealth benefit plan as a whole.

The City established the Employee Benefits Trustdreffective October 1, 1986, covering
health benefits for eligible employees. At thanhdi the Bryan City Council approved a
formal trust agreement establishing the Fund. [Byge premium costs are shared by the
City and the employee, while dependent coveragpaid by the employee. The City's
contract with its third party administrator andnirer sets a stop loss level per participant in
the amount of $125,000 and a maximum aggregatelesspleductible of $4,861,156 for the
twelve month period which began January 1, 2007eaul$ December 31, 2007. There were
no significant reductions in insurance coveragthecurrent year from coverage in the prior
year, nor have there been any settlements thatdweeded insurance coverage for each of
the past three fiscal years.

The schedule below represents the changes in clehikties for the year:

2007 2006
Beginning balance - unpaid claims $ 736809 $ 569,732
Incurred claims 7,250,583 5,107,526
Claim payments (7,011,970) (4,940,449)

Ending balance — unpaid claims $ 975422 $ 736,809

Amounts due in one year $ 975,422 $ 736,809
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10.Post Employment Benefits

BTU is an integral part of the City, and as suabypes post employment benefits for all its
full-time employees through the City benefit pl&@eparate information regarding BTU is
not available. The following covers the City’s pestployment benefit plan as a whole.

Effective January 1, 1991, by action of the Bryaty Council, the City began offering post-
retirement health care benefits to employees. ci¥fe January 1, 1993, retiree spouses were
granted eligibility for benefits. Dependents wemanted eligibility effective January 1,
1994. The retiree is responsible for paying trenpums, and coverage can continue for life.
Retirees must qualify for service retirement unither City’s retirement plan, and must elect
to continue coverage immediately upon retirement.

The City reserves the right to modify premium amsuto modify eligibility requirements
and to modify or discontinue retiree health besefiExpenses are recognized as retirees
submit claims. Retirees are reimbursed at the dawsds as active employees. In the year
ended September 30, 2007, retirees paid $291,4ptemiums and $985,492 in claims were
paid for post-retirement health care and admirtisgacharges. As of September 30, 2007,
the City has 25 retirees, 18 retirees and spodsestirees and families and 7 retirees and
child(ren) participating in the health plan, outtbeé 255 employees eligible to participate
upon retirement.

The City also provides health benefits as requivgdthe Federal Government under the
Consolidated Omnibus Budget Reconciliation Act 883 (“COBRA”). COBRA requires
employers that sponsor group health plans to peoeantinuation of group coverage to
employees and their dependents under certain cstanoes where coverage would
otherwise end. Terminated employees who qualiifeurCOBRA pay premium costs for
themselves and dependents.

Expenses are recognized as claims are submitt€@BR®@ participants are reimbursed at the
same levels as active employees. Participantsgramdiums of $22,121 and incurred claims
and administrative expenses of $170,345 in the yealed September 30, 2007. As of
September 30, 2007, the City has four COBRA paadicis.

Future year estimated claims for all health plariigipants are actuarially determined by the

reinsurer. All assets of the Employee BenefitssTiaund are available for future claim
payments for health plan participants.
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Texas Municipal Power Agency

The Texas Municipal Power Agency (TMPA) was createdJuly 1975 by concurrent
ordinances of the Texas cities of Bryan, Dentorlaa, and Greenville (the “Cities”). In
September 1976, TMPA entered into identical PowalesS Contracts, as amended in
November 1997, (the "Contract") with each of th&igSifor the purpose of obtaining the
economic advantages of jointly financing, consingtand operating large electric
generating units and related facilities to supplg Cities' future energy needs. Under the
Contract each City is obligated to take or paydmpecified percentage of electricity from
TMPA's generating facility.

For the years ended September 30, 2007 and 2066E(eictric System paid TMPA a net
$23,928,961 and $24,475,604 in capacity charges $iR1862,454 and $12,626,143,
respectively, for generation under this contradthese amounts are included in electric
operations.

Related Party Transactions

BTU operates the Rural Electric System which presi@lectric service to the immediate

rural area outside the City of Bryan, extendingniast of Brazos County, adjacent to the City
of College Station service area, and parts of Borle and Robertson counties in a radius of
nearly 20 miles from the City of Bryan. The Rurd¢dric System purchases all of its power

from BTU. In 2007 and 2006, these sales totaletj4B5,555 and $21,367,570, respectively.
These amounts are included in City Electric Syst@erating revenues.

In addition to the $6,374,815 and $6,351,866 temstl to the City of Bryan for right of way
in 2007 and 2006, respectively, City Electric Sgsteaid the City $423,000 and $595,000
for administrative functions performed by city pmreel in 2007 and 2006, respectively.
These amounts are included in the other expengbs imccompanying financial statements.

The City of Bryan transferred to City Electric Sgrst $1,216,000 and $930,000 in 2007 and
2006, respectively, for billing services performmsdCity Electric System.
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