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James Fisher
City Manager

206 North Murphy Road
Murphy, TX 75094
www.murphytx.org

February 8, 2011

Honorable Mayor and City Council
City of Murphy
Murphy, Texas

Dear Mayor and Council Members:

The Comprehensive Annual Financial Report (CAFR) of the City of Murphy, Texas,
for the year ended September 30, 2010, is submitted herewith.

Management assumes full responsibility for the completeness and reliability of the
information contained in this report, based upon a comprehensive framework of
internal control that is established for this purpose. Because the cost of internal
control should not exceed anticipated benefits, the objective is to provide reasonable,
rather than absolute, assurance that the financial statements are free of any material
misstatements.

Conway Company CPAs, P.C. have issued an unqualified (“clean”) opinion on the
City of Murphy’s financial statements for the year ended September 30, 2010. The
independent auditor’s report is located in the beginning of the financial section of the
CAFR.

This letter of transmittal is designed to compliment Management’s Discussion and
Analysis (MD&A) and should be read in conjunction with it. The City’'s MD&A can be
found immediately following the independent auditors’ report and provides a narrative
introduction, overview and analysis of the basic financial statements.

GENERAL INFORMATION — CITY OF MURPHY

The City of Murphy, Texas, incorporated in 1958, is located in Collin County, the
northeastern part of the Dallas-Fort Worth metroplex. It currently occupies 5.1
square miles and serves a population of 14,350. The City of Murphy, Texas is
empowered to levy a property tax on both real and personal property located within
its boundaries. It also is empowered by state statute to extend its corporate limits by
annexation, which it has done from time to time.

The City of Murphy, Texas has operated under the council-manager form of
government since February 7, 2004. Policy-making and legislative authority are
vested in a governing council (“Council”) consisting of the mayor and six other
members, all elected on a non-partisan basis. The Council appoints the city
manager, who in turn appoints the heads of the various departments. Council
members serve three-year terms. The Mayor and Council members are elected at
large.

The City of Murphy, Texas provides a full range of service, including police and fire
protection; emergency medical services; water, sewer and solid waste collection and
disposal; community development (planning and zoning); the construction and
maintenance of roadways, streets and other infrastructure; public improvements; and
parks, recreational and community activities.



The financial reporting entity (the government) includes all funds of the primary
government (i.e., the City of Murphy as legally defined), as well as all of its
component units. Component units are legally separate entities for which the primary
government is financially accountable and are not part of the primary government’s
operations.  The Murphy Economic Development Corporation and Murphy
Community Development Corporation are included in the financial statements as
discretely presented component units.

The City Manager is required to present the proposed budget to the Council by
August 10" of each year. The Council is required to adopt a final budget by no later
than the close of the fiscal year. This annual budget serves as the foundation for the
City of Murphy, Texas financial planning and control. The budget is prepared by fund
and department (e.g., police).

ECONOMIC CONDITIONS AND OUTLOOK

In 2010, although retailers generally took a slower and cautions approach to locating
and expanding, Murphy continued to experience increased sales tax, property values
and new businesses. Early indicators are pointing to a higher consumer confidence
and positive growth in 2011.

MAJOR INITIATIVES

For Fiscal Year 2010-2011, the top priority projects for the City of Murphy include:
Issue third and final series of bonds approved in November, 2008 with 82%
of registered voters turning out. Approximately 65% of the voters supported
the three propositions for remodeling and equipping the community center,
construction of parks and street improvements.

Complete the remodeling and furniture, fixtures and equipment for the
community center.

Complete and put into service the one million gallon elevated storage tank.
Complete the street rehabilitation program.
Complete the upgrade of the Windy Hills lift station.

Complete construction of the streetscape median beautification of S. Murphy
Road, Heritage Parkway and West Betsy Lane.

Purchase and equip a Fire Engine for the Fire Department.
Purchase and equip an Ambulance for the Fire Department.

Begin the design and construction of the water and sewer replacement lines
in North Murphy Road.



FINANCIAL INFORMATION

Accounting Procedures and Budgetary Controls

The City’s accounting records for general government are maintained on a modified
accrual basis, with revenues being recorded when available and measurable, and
expenditures being recorded when the services or goods are received and the
liabilities are incurred. Accounting records for the City’s water and sewer utility and
other proprietary activities are maintained on the accrual basis.

The budgetary process begins each year with the preparation of both current and
proposed year revenue estimates by the City’s Finance Director, and expenditure
estimates by each City department. Budgets are reviewed by the City Manager who
makes final decisions and submits a recommended budget to the City Council by
August 10th.

As part of each year's budget development process, departments are required to
update expenditure estimates for the current fiscal year. These estimates are
reviewed by the City Manager, Finance Director, and the City Council concurrent with
review of the proposed budget. This re-estimated budget may require a
supplemental appropriation and, if so, such supplemental appropriation is approved
by ordinance adopted by the City Council.

During the course of the fiscal year, expenditure controls are maintained by each
department head with overall review exercised by the Director of Finance. Monthly
departmental expenditures are generated by an automated management accounting
system and provide expenditure totals for the most recently completed month, as well
as a year-to-date total, and an actual versus planned rate of expenditure. Major
expenditure requests are approved by the City Council when the budget is approved.

The objective of these controls is to regulate expenditures to be in accordance with
the budget and the directives of the City Council. These controls are inherently
limited by the segregation of duties of a small government.

Relevant financial policies

The City has adopted an investment policy to document the strategy of the City’s
investments and maintain an efficient cash management program. To further
enhance cash management and improve investment income the City requested
proposals from banking institutions and contracted with Wells Fargo Bank in April
2010. First Southwest Company provides additional financial advisory services to the
City.



General Governmental Functions

Tax Rates: All eligible property within the City is subject to assessment, levy, and
collection by the City of a continuing, direct ad valorem tax sufficient to provide for the
payment of principal and interest on outstanding bonds within the limits prescribed by
law, and the payment of operation and maintenance costs as approved by the City
Council. The City’s tax rate history as adopted by the City Council is shown below:

Tax Rate

2006-2007 .4683
2007-2008 4683
2008-2001 .5183
2009-2010 .5384
2010-2011 5650

OTHER INFORMATION

Awards and Acknowledgments

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Murphy, Texas for its
comprehensive annual financial report (CAFR) for the fiscal year ended September
30, 2009. This was the sixth year that the City has received this prestigious award.
In order to be awarded a Certificate of Achievement, the government had to publish
an easily readable and efficiently organized CAFR that satisfied both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that
our current CAFR continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for
another certificate.
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Respectfully submitt

City Manager
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January 14, 2011

Independent Auditor's Report on Financial Statements

Mayor and City Council
City of Murphy

206 N Murphy Road
Murphy, TX 75094

Mayor and City Council:

We have audited the accompanying financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund information of the
City of Murphy (“City”) as of and for the year ended September 30, 2010, which collectively comprise the City's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of the City of
Murphy's management. Our responsibility is to express opinions on these financial statements based on our audit.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities, the business-type activities, the aggregate discretely presented component units,
each major fund, and the aggregate remaining fund information of the City of Murphy as of September 30, 2010, and
the respective changes in financial position and, where applicable, cash flows thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In accordance with GOVERNMENT AUDITING STANDARDS, we have also issued our report dated January 14,
2011, on our consideration of the City of Murphy’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with GOVERNMENT AUDITING STANDARDS and should be
considered in assessing the results of our audit.



Accounting principles generally accepted in the United States of America require that the Management’s Discussion
and Analysis, the Schedule of Pension Trust — TMRS Funding Progress and Contributions, and the budgetary
comparison information on pages 5 to 15 and pages 53 to 57 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited procedures
to the required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquires, the basic financial statements,
and other knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient evidence to
express on opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
City of Murphy, Texas’ basic financial statements. The introductory section, schedules and statistical tables listed in
the table of contents are presented for purposes of additional analysis and are not a required part of the basic financial
statements. The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated in all material respects in relation to the financial
statements as a whole. The introductory section, supplementary information and statistical sections have not been
subjected to the auditing procedures applied in the audit of the basic financial statements and, accordingly, we do not
express an opinion or provide any assurance on them.

Respectfully submitted,

lonumy Loy G2 2

Conway Company CPAs, P.C.
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