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CERTIFICATE OF BOARD

Houston Independent School District Harris County 101-912-IV

We, the undersigned, certify that the attached auditors’ reports of the above-named
school district were reviewed and approved for the fiscal year ended June 30, 2008,

at a meeting of the Board of Education of such school district on the 12th day of

November 2008.
Carol Mims Galloway Harvin C. Moore
Secretary, Board of Education President, Board of Education
Houston Independent School District Houston Independent School District



HOUSTON INDEPENDENT SCHOOL DISTRICT

HATTIE MAE WHITE EDUCATIONAL SUPPORT CENTER
4400 WEST 18th STREET ¢ HOUSTON, TEXAS 77092-8501

ABELARDO SAAVEDRA, Ph.D.
Superintendent of Schools

Tel: 713-556-6300 * Fax: 713-556-6323

November 12, 2008

Members of the Board of Education and
Citizens of the Houston Independent School District:

The Comprehensive Annual Financial Report of the Houston Independent School District (the
"District” or “HISD") for the fiscal year ended June 30, 2008, is submitted herewith. The
Comprehensive Annual Financial Report is management's report of financial operations to the
Board of Education (the "Board"), taxpayers, grantor agencies, employees, the Texas Education
Agency, and other interested parties. The government-wide financial statements in this report
provide an overview of the District's governmental and business-type activities, as well as its
nonfiduciary component units, while detailed fund financial statements describe specific activities of
each fund group used in accounting for the District's financial transactions. This report was
prepared by the District's Finance Department in accordance with generally accepted accounting
principles and reporting standards as promulgated by the Governmental Accounting Standards
Board (“GASB”).

Responsibility for the accuracy and completeness of the financial statements and fairness of the
presentation, including all disclosures, rests with the District. We believe that the data, as
presented, are accurate in all material respects; that information is presented in a manner designed
to set forth fairly the financial position and results of operations of the District as measured by the
financial activity of its various funds; and that all disclosures necessary to enable the reader to gain
the maximum understanding of the District's financial activities have been included.

Generally accepted accounting principles (“GAAP”) require that management provide a narrative
introduction, overview, and analysis to accompany the basic financial statements in the form of
Management's Discussion and Analysis (MD&A). This letter of transmittal is designed to
complement the MD&A and should be read in conjunction with it. The District's MD&A can be
found immediately following the report of the independent auditors.

DISTRICT PROFILE

The District was created and incorporated by an act of the Thirty-Eighth Legislature of the State of
Texas in 1923. As an independent school district, a nine-member board of trustees elected from
single-member districts constitutes the governing body. Based on legislative authority codified in
the Texas Education Code, the trustees (1) have exclusive power to manage and govern the
District; (2) can acquire and hold real and personal property, sue and be sued, and hold all rights
and titles to school property; (3) shall have power to levy and collect taxes and to issue bonds; (4)
can contract for appointed officers, teachers, and other personnel as well as for goods and
services; and (5) have the right of eminent domain to acquire real property.

vi
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The District, with approximately 200,000 students and encompassing 301 square miles within
greater Houston, is the seventh-largest public school system in the nation and the largest in Texas.

As required by GAAP, the financial statements of the reporting entity include those of the District
(the primary government) and its component unit in conformity with GASB Statement No. 14, The
Financial Reporting Entity.

In accordance with GASB Statement No. 14, a financial reporting entity consists of the primary
government and its component units. Component units are legally separate organizations for which
the elected officials of the District are financially accountable, or for which the relationship to the
District is such that exclusion would cause the District’s financial statements to be misleading or
incomplete. The District's blended component unit, although a legally separate entity, is in
substance part of the District's operations; and data from this unit are combined with data of the
primary government.

The criteria used to determine whether an organization is a component unit of the District include
financial accountability of the District for the component unit, appointment of a voting majority, ability
to impose the District’s will on the component unit, and whether there is a financial benefit or burden
to the District.

For financial reporting purposes, the Houston Independent School District Public Facility
Corporation (“Public Facility Corporation”) is included in the operations and activities of the District
because of the fiscal dependency criteria outlined in GASB Statement No. 14.

Organizational Philosophy

The core ideology of the Houston Independent School District outlines the direction of the District
and the expectation held for all employees. Our purpose defines what we are, our core values
define who we are, and our strategic intent and goals define how we intend to achieve our purpose.
Simply, they are the foundation for the District’s continued success.

Purpose

The Houston Independent School District exists to strengthen the social and economic foundation
of Houston by assuring its youth the highest-quality elementary and secondary education available
anywhere.

Strategic Intent

To earn so much respect from the citizens of Houston that HISD becomes their K — 12 educational
system of choice.

Core Values
o Safety Above All Else
Safety takes precedence over all else. A safe environment must be provided for every
student and employee.
¢ Student Learning Is the Main Thing
All decisions and actions, at any level, focus on and support “the main thing”: effective
student learning.

¢ Focus on Results and Excellence
Each employee focuses on results and excellence in individual and organizational efforts.

Vii
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¢ Common Decency
All members of the organization, both students and employees, deserve and must receive
respectful and courteous treatment.

ECONOMIC CONDITION AND OQUTLOOK

Houston is the largest city in the state of Texas and the fourth-largest in the country with a
burgeoning population of more than two million. The city of Houston is a major corporate center as
well a world-class international city offering a proliferation of global business opportunities. Houston
is ranked second in the nation for Fortune 500 headquarters and is home to 88 consulate offices,
23 foreign banks, more than 640 foreign-owned firms, and more than 3,300 firms engaged in global
commerce. According to Kiplinger's Personal Finance, Houston ranks number one on the
magazine's Best Cities of 2008 list based on its phenomenal job growth (100,000 jobs created in
2007), the robust economy, affordable cost of living, and abundant recreational activities.

Houston is recognized as the energy capital of the world, and offers a specialized and skilled
workforce to accommodate the sector’s needs. Nearly half of the region’s economic base is related
to energy, and the city is headquarters for 17 energy-related Fortune 500 companies. Energy
giants such as Citgo Petroleum Corporation and Noble continue to relocate to Houston and are
among a multitude of energy companies such as Conoco-Phillips, Exxon-Mobil, and Chevron
recently opting to relocate or expand operations in the region equating to local job growth.

Contributing to the success of the city’s petrochemical complex, the Port of Houston ranks as the
nation’s largest port in international tonnage and second in total tonnage. The opening phase is
now operational on the new Bayport Container and Cruise Terminal; when complete, the $1.2 billion
facility will serve seven ships, a new cruise port, and a 378-acre container storage yard. The
Bayport facility will generate more than 12,000 jobs and $10 billion in new business revenues over
the course of the next 10 years.

A leader in the global aviation industry, the Houston Airport System (HAS) fuels the region’s
economic engines. In 2007, a record 52 million passengers were served and more than 387,000
metric tons of air cargo was moved through Houston’s three municipal airports, George Bush
Intercontinental Airport, William P. Hobby Airport, and Ellington Field. The HAS is the fourth-largest
airport system in the United States and contributes in excess of $24 billion to the local economy and
supports more than 151,000 jobs.

Houston’s economy is moving. Houston’s ongoing revitalization efforts include new downtown
businesses and entertainment venues, renovations in the theater district, the museum district,
George R. Brown Convention Center, and Port of Houston. The housing market, though slowing
somewhat, remains relatively strong compared with those of other large U.S. cities. Additionally,
Houston's manufacturing and construction sectors continue to grow, bucking the national trend.

Houston has made a billion-dollar investment in new sports venues over the last decade. Houston
is home to first-class professional sports teams including the 2005 National League Champion
Houston Astros baseball team, the Rockets basketball team, the Comets women’s basketball team,
the Aeros hockey team, Houston Wranglers tennis team, the Houston Texans football team, and
the Houston Dynamo, 2006 and 2007 Major League Soccer Cup champions.

“Space City,” has a flourishing aerospace industry that continues to be a major economic influence
in the area. NASA/Johnson Space Center and its contractors contribute approximately $3.5 billion
annually to the local economy. NASA/JSC grants provide approximately $72 million to universities
located within Houston and $44 million to local non-profit organizations.
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Houston has more than 85 hospitals and is home to the Texas Medical Center, which consists of 42
member institutions located on over 800 acres of land. The facility employs 65,300 health care
workers and has student enroliments of more than 22,000 students. The Medical Center also hosts
some of the finest academic research institutions such as Baylor College of Medicine, the University
of Texas M.D. Anderson Cancer Center, and the University of Texas Health Science Center at
Houston.

An educational powerhouse, Houston has more than 55 colleges and universities. Nearly one-third
of all adult Houstonians have completed college, and nearly one out of ten hold graduate degrees.
Three-fourths of all adult Houstonians have completed high school, compared to fourfifths of the
nation’s adult population. The District must be prepared to meet the challenges of educating an
increasingly heterogeneous student population, and these children must be prepared for careers
requiring high-level skills in mathematics, science, and technology in addition to solid reading and
writing skills. Through its specialized schools such as Michael E. DeBakey High School for Health
Professions and its pledge to create a “coliege-bound culture,” HISD continues to enhance
educational standards to meet the demands of a progressively more complex and robust economy.

Accounting Systems and Budgetary Control

The diverse nature of the District's operations and the necessity of legal compliance preclude
recording the financial transactions of the District in a single fund. The District's accounting system
is organized and operated on a "fund basis.” Each fund is a distinct, self-balancing accounting
entity. The various funds are fully described in Note 1 of the “Notes to the Basic Financial
Statements.”

In developing, evaluating, and improving the District's accounting system, consideration is given to
the adequacy of the internal control structure. Internal controls are designed to provide
management with reasonable, but not absolute, assurance that assets are safeguarded against
loss from unauthorized use or disposition and those transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial statements
in accordance with GAAP. The concept of reasonable assurance recognizes that the cost of a
control should not exceed the benefits likely to be derived, and the evaluation of costs and benefits
requires estimates and judgments by management.

All internal control evaluations occur within the above-mentioned framework. We believe the
District's internal control structure adequately safeguards assets and provides reasonable
assurance of the proper recording of financial transactions.

As a recipient of federal, state, and local grants, the District is also responsible for an adequate
internal control structure that ensures compliance with applicable laws and regulations related to
these grants. All funded grants are subject to testing as part of the District's Single Audit as
mandated by the Office of Management and Budget (OMB) Circular A-133. The internal control
structure is subject to periodic reviews by management.

As a part of the District's Single Audit, tests are conducted to determine the adequacy of the internal
control structure as related to federal financial assistance programs as well as compliance with
applicable laws and regulations. The results of the District's Single Audit for the fiscal year ended
June 30, 2008, provided no instances of material weaknesses in the internal control structure or
significant violations of applicable laws and regulations.

The District’s financial system allows work-location supervisors access to a variety of business and
financial reports on a real-time basis. All reports show summaries and details for transactions.

The District utilizes a line-item budget of proposed expenditures and the means of financing them.
The emphasis of the budget process is to identify the activities requiring resources and to rank
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those activities according to the needs of the entire District. Budgetary control is maintained by the
Budgeting Department at the function level by organizational unit through the encumbrance of
estimated purchase amounts and other expenditures prior to the execution of contracts, approval of
personnel transactions, or release of purchase orders to vendors. Those obligations, which would
result in an overrun of appropriated funds, are not released until additional appropriations are made
available. Open encumbrances are reported as a reservation of fund balance for the fiscal year
ended June 30, 2008.

Cash Management

The District has an active cash management program that consists of expediting the receipt of
revenues and prudently investing available cash. Investments of funds for the past fiscal year were
placed in U.S. Agency debt securities, local government investment pools, or bank certificates of
deposits collateralized as required.

Investments are stated at fair value, which is the amount at which the investment can be
exchanged in a current transaction between willing parties. The objectives of the District's Cash
Management and Investment Policy are to:

Assure the safety of District funds;

Maintain sufficient liquidity to provide adequate and timely working funds;

Match the maturity of investment instruments to daily cash-flow requirements;
Attain a market average rate of return consistent with the first two objectives;
Diversify by maturity, instrument, and financial institution where permitted by law;
Actively pursue portfolio-management techniques; and

Avoid speculative investments.

AN N N NN

Earnings from all investments for all governmental funds during the fiscal year ended June 30,
2008, were $43,487,742, which represented 2.22 percent of the District's total general
governmental revenues.

The District's investment policy is to minimize credit and market risks while maintaining a
competitive yield on its portfolio. Cash deposits are insured by the Federal Deposit Insurance
Corporation ("FDIC") or secured by collateral held by the District’s depository in joint safekeeping at
the Federal Reserve Bank in the District’'s name.

Capital Projects Funding

The Capital Renovation Fund was created to account for the District's capital projects programs,
including Rebuild 2002 and Rebuild HISD. The Public Facility Corporation was established to issue
bonds to provide for the acquisition of and placement in service of two shared educational facilities
in accordance with the Public Facility Corporation Act (“PFC”). In Aprit 2006, the PFC issued bonds
to fund the new Food Service warehouse facility. A new $805 million bond referendum was
approved in November 2007 to continue funding facilities improvements throughout the District. For
the fiscal year ended June 30, 2008, facilities acquisition and construction expenditures for the
Capital Renovation Fund and the Public Facility Corporation amounted to $126,474,257. The
primary capital funding was provided through bond issues.

Employees’ Retirement Plan

Pursuant to state law, all full-time, permanent empioyees of the District are required to be members
of the state-administered Teacher Retirement System of Texas (the “Plan”). The Plan covers
approximately 1,100 school systems and more than 500,000 members. The District provides no
other retirement income.



Board of Education
November 12, 2008

The Plan is subjected to annual actuarial valuations based on experience, and all promised benefits
are recognized in the actuarial liabilities. Contribution rates, determined annually, provide for both
normal and accrued liability funding. On June 30, 2007, the ratio of actuarial assets to actuarial
liabilities was 89.2 percent. The plan uses a five-year smoothing process to translate annual
market returns into actuarial returns that are used to develop actuarial valuations. Financial
information provided by the Plan is summarized in Note 11 of the “Notes to the Basic Financial
Statements.”

Long-term Financial Planning

Beginning in 2007-2008 as required by House Bill 1 (HB1) adopted by the 79" Third Called Special
Session of the Texas Legislature, the district is under a new target revenue formula for school
district funding. With this new target revenue methodology the district's maintenance and
operations revenue from property taxes and state aid is capped. As collections from property taxes
increase, state aid is reduced by the same amount. The district is challenged with providing salary
increases and other inflationary fixed costs within a capped budget. Therefore, the district is
constantly adjusting future projections as costs in the market shift and as changes are proposed or
adopted by the Texas Legislature.

Major Initiatives

The District has announced plans to launch major educational initiatives designed to support its
pledge to create a “college-bound culture.” In order to assist HISD’s youngest students to become
successful in higher grades, the District provides full-day pre-kindergarten to every eligible four-
year-old. Additionally, HISD continues to offer free breakfast to every student at every school with
the August 2006 launch of the universal breakfast program.

HISD also endorsed a major financial initiative to attract and retain exceptional teachers. The
District implemented a bold new performance-pay program that has attracted national and
international attention for its growth-model system for rewarding the District's best teachers. This
unprecedented plan rewards what matters most — increased student learning at all levels.

The District's major new proposals for the coming school year include college-readiness courses
for high-school seniors, college-awareness classes and campus visits for sixth-graders, specially
equipped buses to take college-counseling into neighborhoods, training for middle school teachers
and administrators to use test scores to prepare those students for college, intensive intervention to
help students in kindergarten through third grade avoid retention, development of a strategic plan
for safe and secure schools, higher pay for top-performing math and science teachers,
consideration of new schools that combine primary and secondary schools, and a new long-term
plan for facilities.

Independent Audit
The Texas Education Code Section 44.008 requires an annual audit of the accounts, financial
records, and transactions of the District by independent certified public accountants selected by the

Board. This requirement has been complied with, and the independent auditors' report has been
included in this report.

AWARDS AND ACKNOWLEDGMENTS

Perhaps no responsibility is as great as that of educating our youth, and all of our efforts lead back
to the classroom. Given that the District's academic advancements are dependent upon its fiscal
successes, it is imperative that HISD continue to improve upon its reporting proficiencies. The
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following text cites awards received by the District for financial reporting excellence and the related
acknowledgments in this regard.

GFOA Certificate of Achievement

The Government Finance Officers Association of the United States and Canada ("GFOA") awarded
a Certificate of Achievement for Excellence in Financial Reporting to the District for its
Comprehensive Annual Financial Report for the fiscal year ended June 30, 2007. This was the
34th consecutive year that the District has achieved this prestigious award. In order to be awarded
a Certificate of Achievement, the District must publish a Comprehensive Annual Financial Report,
whose contents conform to program standards.

ASBO Certificate of Excellence

The District received the Association of School Business Officials’ (“ASBQ") Certificate of
Excellence in Financial Reporting for the fiscal year ended June 30, 2007. The District has
received this award for more than 20 consecutive years. This award certifies that the
Comprehensive Annual Financial Report substantially conforms to the principles and standards of

financial reporting as recommended and adopted by the ASBO.

Acknowledgments

The preparation of this report on a timely basis could not be accomplished without the dedicated
services of the entire staff of the District's Finance Department. Also, we would like to express our
appreciation to other departments, schools, and individuals who assisted in its preparation.

Moreover, we wish to thank and express appreciation to the administrators and other employees of
the District for their interest and support in planning and conducting the financial affairs of the
District in a responsible and progressive manner.
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el i

Kenneth-Auewitt
Controller

Xii



(This Page Left Blank Intentionally)



Jabeuepy
S|00Y0S JajeyD 9 sAlewa)|y
‘uoje|buis yesogeq

1saA ‘(wuaju)) [yuwoy | eieqieg
YINoS ‘uIaIg Jaulep
UMON ‘UOS|IAN BILIUAD

suansls EJED EZIEC) aol)eag Jseq ‘ezieq) ew|ay | O
Juspusjuuadng [enua) ‘zewe| eueupy 8100\ Jeqoy E_m:_.m_ noqqy Auey
JUB]SISSY ._mmm_cm—_:__ 5 i : i
Aigeunoaoy |BlBuacy aalndaxy Jabeuegpy |Blauac) JOjoadasuy| El2udag ssald
puUE yolessay S82IN0S8y UBLINK ‘sjuspusjuuadng |euoibey [EEHNED [RiPUSD
=
X
abuysog uaiey £104 SIBUIIN peles) epulsp Aespur pieyony
J220 J22W0 1220
olapEdY JBIYD PRISHOIRER [e1oUBUIS JBIUD suonesadQ Je1u0

_ _ _ |

BIpaABES OpIBBqY

s|00yos Jo Juapusjuuadng

800z Asenuep ‘uoneziuebip gsIH




HOUSTON INDEPENDENT SCHOOL DISTRICT
HATTIE MAE WHITE EDUCATIONAL SUPPORT CENTER
4400 WEST 18™ ST., HOUSTON, TEXAS 77092

ELECTED AND APPOINTED OFFICIALS

BOARD OF EDUCATION

Harvin C. Moore, PRESIDENT

Paula Harris, FIRST VICE PRESIDENT
Natasha Kamrani, SECOND VICE PRESIDENT

Carol Mims Galloway, SECRETARY
Lawrence Marshall, ASSISTANT SECRETARY

Diana Davila
Dianne Johnson
Gregory A. Meyers

Manuel Rodr guez, Jr.

Dr. Abelardo Saavedra
SUPERINTENDENT OF SCHOOLS

Melinda Garrett
CHIEF FINANCIAL OFFICER

Kenneth Huewitt
CONTROLLER

XV



Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

Houston Independent School
District, Texas

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2007
A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement

systems whose comprehensive annual financial

reports (CAFRs) achieve the highest

standards in government accounting
and financial reporting.

W . Com,

President

Gy # e

Executive Director

XVi



100311 9AIN0aX] wapisald

oretng oy —prpmg) g ol

wesboig 90us||30X] JO 31BALINSD S,0GSY O Spiepue)s pue sa|dioulid o) swiiojuod Ajjlenuelsqns
yoday ay) 1ey) pabpnl sey ysiym maiaay J0 [aued S,U0NRIDOSSY Y] JO UOEpUaWWOo3al uodn

L00T ‘0¢ unf pspuy 1ed A [edSI] 9y} 10,]
(¥4dVvH) Hoday [eloueulq [enuuy aAisuayalsdwos s)i 104

LOTALSIA TOOHOS INHANAJHANI NOLSN10OH

01 payuasaxd st Sunodoy] [eIOURUL] UT 90US[[99XH JO 2JBOII)) ST ],

XVil



(This Page Left Blank Intentionally)









(This Page Left Blank Intentionally)



Deloitte.

Deloitte & Touche LLP
Suite 2300

333 Clay Street
Houston, TX 77002-4196
usA

Tel: +1 713 982 2000
Fax: +1 713 982 2001
INDEPENDENT AUDITORS' REPORT www.deloitte.com

The Board of Education
Houston Independent School District:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Houston Independent
School District (the District), as of and for the year ended June 30, 2008, which collectively comprise the
District's basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the District's management. Our responsibility is to express an opinion on the respective
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (“generally accepted auditing standards”) 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 respective financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the District's
internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the respective
financial statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, business-type activities, each major fund, and
the aggregate remaining fund information of the District as of June 30, 2008, and the respective changes
in financial position and cash flows, where applicable, thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

The Management's Discussion and Analysis, Schedule of Revenues, Expenditures, and Changes in Fund
Balance — Budget and Actual — General Fund, and Schedule of Revenues, Expenditures, and Changes in
Fund Balance — Budget and Actual — Special Revenue Fund are not a required part of the basic financial
statements but are supplementary information required by the Governmental Accounting Standards
Board. This supplementary information is the responsibility of the District's management. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the supplementary information. However, we did not audit
such information and we do not express an opinion on it.

Our audit was conducted for the purpose of forming an opinion on the District's basic financial
statements. The combining and individual fund statements and schedules and the other supplementary
information listed in the table of contents are not a required part of the basic financial statements but are
presented for the purposes of additional analysis. This information is the responsibility of the District's
management. This information has been subjected to the auditing procedures applied by us in the audit of
the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the

Member of
Deloitte Touche Tohmatsu



basic financial statements taken as a whole. The Introductory and Statistical Sections listed in the table of
contents are presented for purposes of additional analysis and are not a required part of the basic financial
statements. This supplementary information is also the responsibility of the District’s management. The
Introductory and Statistical Sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we express no opinion on them.

In accordance with Government Auditing Standards, we have also issued our report dated November 11,
2008, on our consideration of the District's internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements 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.

’De\o'iHe T Tovche LLP

November 11, 2008
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MANAGEMENT’'S DISCUSSION AND ANALYSIS
(Unaudited)

Our discussion and analysis of Houston Independent School District's (the “District”) financial performance
provides an overview of the District’s financial activities for the fiscal year ended June 30, 2008. It should be
read in conjunction with the transmittal letter at the front of this report and the basic financial statements which
follow this section.

The Management’s Discussion and Analysis is a combination of both government-wide financial statements
and fund financial statements.

FINANCIAL HIGHLIGHTS

On the government-wide financial statements, the assets of the District exceeded liabilities by $1.342 billion.
Of this amount, $714.8 million is unrestricted. Total net assets of the District increased from $1.237 billion in
fiscal year 2007 to $1.342 billion in fiscal year 2008, an increase of approximately $105.2 million. Total
revenues increased $6.7 million from $2.073 hillion in fiscal year 2007 to $2.08 billion in fiscal year 2008.

The District’s governmental funds financial statements reported a combined ending fund balance in fiscal year
2008 of $1.292 billion. Of this amount, $42.5 million is reserved in the General Fund for restricted purposes
and $224.2 million is unreserved, undesignated in the General Fund and is available for spending at the
District’s discretion. The combined ending fund balance of the District increased $414.9 million from $877.4
million in fiscal year 2007. This is due to the sale of bonds for authorized construction.

The District prepared a budget for the 2007-08 fiscal year that was based upon reducing expenditures by $27
million which included reductions for central office operations, Hurricane Katrina education needs, reserve
adjustments, and operating costs. Increases for the budget totaled $159.8 million due to salary and benefits
increases, utilities, transfers to debt service, transfers to the “pay as you go” program for capital projects,
maintenance needs, technology, security, transportation, and one-time funds for schools in the areas of fine
arts and capital outlay.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the District’'s basic financial statements.
The District’s basic financial statements are comprised of three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the basic financial statements. This report also
contains required supplementary information and other supplementary information in addition to the basic
financial statements themselves.

Government-Wide Financial Statements

All of the District’'s services are reported in the government-wide financial statements, including instruction,
student support services, student transportation, general administration, school leadership, facilities acquisition
and construction and food services. Property taxes, state and federal aid, and investment earnings finance
most of the activities. Additionally, all capital and debt financing activities are reported here.

The government-wide financial statements are designed to provide readers a broad overview of the District’s
finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the District’'s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a
useful indicator of whether the District’s financial position is improving or deteriorating.



The statement of activities details how the District’'s net assets changed during the most recent fiscal year. All
changes in net assets are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows. Therefore, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and
earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the District that are principally
supported by taxes and intergovernmental revenues (governmental activities) as opposed to business-type
activities that are intended to recover all or a significant portion of their costs through user fees and charges.

The government-wide financial statements include not only the District itself, but also a legally separate entity
for which the District is financially accountable. Financial information for this component unit is reported
separately as a nonmajor governmental fund.

Fund Financial Statements

The District uses fund accounting to keep track of specific sources of funding and spending for particular
purposes. The fund financial statements provide more detailed information about the District’s most significant
funds—not the District as a whole. Funds are accounting devices that the District uses to keep track of
specific sources of funding and spending for particular purposes.

e Some funds are required by State law and by bond covenants.

e The Board of Trustees establishes other funds to control and manage money for particular purposes or
to show that it is properly using certain taxes and grants.

All of the funds of the District can be divided into three categories: governmental funds, proprietary funds, and
fiduciary funds.

Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. Most of the District’'s activities are included in
governmental funds, which focus on (1) how cash and other financial assets that can readily be converted to
cash flow in and out, and (2) the balances left at year end that are available. However, unlike the government-
wide financial statements, governmental fund financial statements provide a detailed short-term view that helps
determine whether there are more or fewer financial resources that can be spent in the near future to finance
the District's programs. Because this information does not encompass the additional long-term focus of the
government-wide statements, we provide additional information on the subsequent page that explains the
relationship (or differences) between them.

The District maintains five governmental funds. Information is presented separately in the governmental fund
balance sheet and in the governmental fund statement of revenues, expenditures, and changes in fund
balances for the General Fund, the Special Revenue Fund, the Debt Service Fund, and the Capital Renovation
Fund, all of which are considered to be major funds. Data from the Capital Renovation Fund - Public Facility
Corporation is presented as a non-major governmental fund on the same statements.

Proprietary funds are used to account for operations that are financed similar to those found in the private
sector. These funds provide both long- and short-term financial information. The District maintains two types
of proprietary funds. Enterprise funds are used to report the same functions presented as business-type
activities in the government-wide financial statements. The District uses enterprise funds to account for its
food service, business development, and medicaid programs. The Food Service Fund is considered a major
proprietary fund. We use internal service funds to report activities that provide services for the District's other
programs and activities, i.e., health insurance, workers’ compensation, print shop, and internal services.
Because these services predominately benefit governmental rather than business-type functions, they have
been included within governmental activities within the government-wide financial statements.

Fiduciary funds are used to account for assets held by the District in a trustee capacity or as an agent for
individuals, private organizations and/or other funds. No fiduciary funds are used as clearing accounts to



distribute financial resources to other funds. The District is responsible for ensuring that the assets reported in
these funds are used for their intended purposes. All of the District’s fiduciary activities are reported in a
separate statement of fiduciary net assets and a statement of changes in fiduciary net assets. We exclude
these activities from the District’'s government-wide financial statements because the District cannot use these
assets to finance its operations.

Notes to the Basic Financial Statements

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

Other Information

In addition to the basic financial statements and accompanying notes, this report also presents certain required
supplementary information that further explains and supports the information in the financial statements.
Immediately following the required supplementary information, combining statements are included for the
nonmajor enterprise funds, the internal service funds, and the agency funds.

The remainder of this overview section of management’s discussion and analysis explains the structure and
contents of each of the statements. Figure A-1 summarizes the major features of the District’s financial
statements, including the portion of the District's government they cover and the types of information they

contain.

Type of Statements

Figure A-1. Major Features of the District's Government-wide and Fund Financial Statements

Government-wide

Fund Statements

Governmental Funds

Proprietary Funds

Fiduciary Funds

Scope

All activities of the District
(except fiduciary funds)

and the Agency's component
units

The activities of the district
that are not proprietary or
fiduciary

Activities the district
operates similar to private
businesses

Instances in which the
district is the trustee or
agent for someone else's
resources

Required financial
statements

+ Statement of net assets

« Balance sheet

« Statement of net assets

« Statement of fiduciary
net assets

+ Statement of activities

« Statement of revenues,
expenditures & changes
in fund balances

« Statement of revenues,
expenses and changes in
fund net assets

« Statement of cash flows

« Statement of changes
in fiduciary net assets

Accounting basis
and measurement
focus

Accrual accounting and
economic resources focus

Modified accrual
accounting and current
financial resources focus

Accrual accounting and
economic resources focus

Accrual accounting and
economic resources focus

Type of
asset/liability
information

All assets and liabilities,
both financial and capital,
short-term and long-term

Only assets expected to
be used up and liabilities
that come due during the
year or soon thereafter;
no capital assets included

All assets and liabilities,
both financial and capital,
and short-term and long-
term

All assets and liabilities,
both short-term and long-
term; the Agency's funds do
not currently contain

capital assets, although
they can

Type of inflow/outflow
information

All revenues and
expenses during year,
regardless of when cash
is received or paid

Revenues for which cash
is received during or soon
after the end of the year;
expenditures when goods
or services have been
received and payment is
due during the year or
soon thereafter

All revenues and expenses
during year, regardless of
when cash is received or
paid

All revenues and
expenses during year,
regardless of when cash
is received or paid

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of the District’s financial position. The
District’s total net assets were approximately $1.342 billion at June 30, 2008. Net assets of the District's
governmental activities increased by $117.4 million. Net assets of the District's business—type activities
decreased by $19.4 million.



The District's Condensed Statement of Net Assets
(in thousands of dollars)

Business-type

Governmental Activities Activities Total
2008 2007 2008 2007 2008 2007 Difference

Current and other assets $ 1,797,560 $ 1,385,476 $ 17,063 $ 38,471 $ 1,814,623 $ 1,423,947 $ 390,676
Capital assets 2,270,537 2,219,262 23,316 18,506 2,293,853 2,237,768 56,085

Total assets 4,068,097 3,604,738 40,379 56,977 4,108,476 3,661,715 446,761
Current liabilities 419,953 401,739 6,701 3,912 426,654 405,651 21,003
Long term liabilities 2,339,478 2,018,883 293 317 2,339,771 2,019,200 320,571

Total liabilities 2,759,431 2,420,622 6,994 4,229 2,766,425 2,424,851 341,574
Net assets:
Invested in capital assets,

net of related debt 519,175 457,203 23,316 18,506 542,491 475,709 66,782
Restricted 84,771 83,230 - 16,172 84,771 99,402 (14,631)
Unrestricted 704,719 643,683 10,069 18,070 714,788 661,753 53,035

Total net assets $ 1308665 $ 1,184,116 $ 33,385 $ 52,748 $ 1,342,050 $ 1,236,864 $ 105,186

Investment in capital assets (e.g. land, buildings, furniture, and equipment) less any related debt used to
acquire those assets that is still outstanding is $542.5 million. The District uses these capital assets to provide
services to students; consequently, these assets are not available for future spending. Although the District's
investment in its capital assets is reported net of related debt, it should be noted that the resources needed to
repay this debt must be provided from other sources, since the capital assets themselves cannot be used to
liquidate these liabilities. An additional portion of the District’s net assets of $84.8 million represent resources
that are subject to external restrictions on how they may be used. The remaining balance of unrestricted net
assets $714.8 million may be used to meet the District's ongoing obligations.

Changes in net assets. The District’s total revenues were $2.08 billion. A significant portion, approximately
52 percent, of the District's revenue comes from property taxes. Operating grants & contributions provided
revenue of 21 percent, 22 percent comes from state aid - formula grants, while only 1 percent relates to
charges for services. (See Figure A-2) The total cost of all programs and services was $1.982 billion.

Figure A-2 District
Sources of Revenue
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Governmental Activities

The net assets of the District's governmental activities increased by $117.4 million due to increases in debt
service property taxes and state aid. The total cost of all governmental activities for the fiscal year ended June
30, 2008 was $1.861 billion. Funding for these governmental activities is by specific program revenue or
through general revenues such as property taxes and investment earnings. The following is a summary of the
governmental activities:

e The cost of all governmental activities this year was $1.861 billion.

e Some of the governmental activities cost was funded by program revenues directly attributable to
specific activities. These program revenues amounted to $344.8 million.

e The remaining cost of governmental activities not directly funded by program revenues was
$1.517 billion of which $1.077 billion was funded by property taxes and $462.8 million was funded
by state aid - not restricted to specific programs.

Business-type Activities

The net assets of the District's business-type activities decreased by $19.4 million due to an increase in Food
Service operating expenses, a decrease in investment earnings, and transfers out to the General Fund.
Funding for these business-type activities is by specific program revenue or through general revenues such as
investment earnings. The following is a summary of the business-type activities:

e The cost of all business-type activities this year was $120.5 million.
e The majority of the business-type activities cost was funded by program revenues directly
attributable to specific activities. These program revenues amounted to $112.3 million.

Changes in Net Assets
The total net assets of District increased by $105.2 million due to the following activities:

e Operating grants and contributions increased $9.6 million due to an increase in entitlements
received from governmental agencies.

e State aid increased partially due to salary increases for teachers.

e Earnings on investments decreased due to a decrease of daily average interest rates of 1.02
percent.

e Instruction expenses increased $45.6 million due to increases in funding for the performance pay
program, library upgrades, and fine arts program.

e Food service expenses increased due to increases in salaries, food, and supplies.



Revenues
Program Revenues
Charges for services
Operating grants and contributions
General Revenues
Property taxes
State aid - not restricted to specific programs
Earnings on investments
Other

Total revenues

Expenses

Instruction

Instructional resources and media services
Instructional staff development

Curriculum development

Instructional leadership

School leadership

Guidance, counseling, and evaluation services
Social work services

Health services

Student transportation

Food service

Co-curricular/extracurricular activities
General administration

Plant maintenance and operations
Security and monitoring services

Data processing services

Community services

Interest and fiscal charges

Juvenile justice alternative education program
Tax reinvestment zone payments

Food service

Other

Total expenses

Change in net assets before transfers
Transfers

Change in net assets

Beginning net assets

Change in beginning net assets-

Prior Period Adjustment (Note 13)

Ending net assets

The District's Changes in Net Assets

(in thousands of dollars)

Governmental Activities Business-type Activities Total
2008 2007 2008 2007 2008 2007 Difference
1,756 $ 1,328 $ 25943 $ 28,854 27,699 $ 30,182 $ (2,483)
343,082 339,591 86,398 80,288 429,480 419,879 9,601
1,077,008 1,235,819 - - 1,077,008 1,235,819 (158,811)
462,759 286,433 - - 462,759 286,433 176,326
48,973 56,967 1,056 2,510 50,029 59,477 (9,448)
32,067 40,325 982 1,219 33,049 41,544 (8,495)
1,965,645 1,960,463 114,379 112,871 2,080,024 2,073,334 6,690
1,069,344 1,023,780 - - 1,069,344 1,023,780 45,564
14,693 14,614 - - 14,693 14,614 79
59,860 51,047 - - 59,860 51,047 8,813
4,241 3,884 - - 4,241 3,884 357
23,267 21,142 - - 23,267 21,142 2,125
124,181 110,863 - - 124,181 110,863 13,318
50,166 43,581 - - 50,166 43,581 6,585
2,174 2,249 - - 2,174 2,249 (75)
19,443 18,402 - - 19,443 18,402 1,041
47,791 41,697 - - 47,791 41,697 6,094
1,462 332 - - 1,462 332 1,130
15,657 13,257 - - 15,657 13,257 2,400
37,274 33,028 - - 37,274 33,028 4,246
184,483 177,780 - - 184,483 177,780 6,703
19,813 18,718 - - 19,813 18,718 1,095
52,847 52,925 - - 52,847 52,925 (78)
5,454 5,776 - - 5,454 5,776 (322)
95,792 104,070 - - 95,792 104,070 (8,278)
762 330 - - 762 330 432
32,754 32,222 - - 32,754 32,222 532
- - 109,520 98,727 109,520 98,727 10,793
- - 11,022 10,820 11,022 10,820 202
1,861,458 1,769,697 120,542 109,547 1,982,000 1,879,244 102,756
104,187 190,766 (6,163) 3,324 98,024 194,090 (96,066)
13,200 13,200 (13,200) (13,200) - - -
117,387 203,966 (19,363) (9,876) 98,024 194,090 (96,066)
1,184,116 980,150 52,748 62,624 1,236,864 1,042,774 194,090
7,162 - - - 7,162 - 7,162
1,308,665 $ 1,184,116 $ 3338 $ 52,748 1,342,050 $ 1,236,864 $ 105,186
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The following table presents the cost of the District’s largest governmental functions as well as their related net
cost (total cost less fees generated by the activities and intergovernmental aid). The net cost reflects what was
funded by local tax dollars, state revenues, and other miscellaneous general revenues.

Net Cost of Selected District Functions
(in million of dollars)

Total Cost of Services Net Cost of Services

2008 2007 2008 2007
Instruction 1,069.3 1,023.8 864.6 812.2
Plant maintenance & operations 184.5 177.8 1779 171.2
School leadership 124.2 110.9 114.7 102.6
Interest & fiscal charges 95.8 104.1 95.8 104.1

Total Cost for Select Functions
(in millions of dollars)

' O Instruction
2007
B Plant maintenance &
' operations
OSchool leadership
2008

OInterest & fiscal charges

$0  $100 $200 $300 $400 $500 $600 $700 $800 $900 $1,000 $1,100

Net Cost for Select Functions
(in millions of dollars)

Olnstruction

2007
B Plant maintenance & operations
' OSchool leadership
2008
Olnterest & fiscal charges

$0  $100 $200 $300 $400 $500 $600 $700 $800  $900
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FINANCIAL ANALYSIS OF THE DISTRICT’S FUNDS

Governmental Funds The District's accounting records for general governmental operations are maintained
on a modified accrual basis as prescribed by the Financial Accountability System Resource Guide, Texas
Education Agency, with the revenues being recorded when available and measurable to finance expenditures
of the fiscal period. Expenditures are recorded when services or goods are received and the fund liabilities are
incurred. The general governmental operations include the following major funds: General, Special Revenue,
Debt Service, Capital Renovation, and the other nonmajor governmental fund (Public Facility Corporation).

Revenues for general governmental functions totaled $1.961 billion for the fiscal year ended June 30, 2008, an
increase of .67 percent from the prior fiscal year. Property taxes were the largest source of revenue received
by the District. The District's total tax levy decreased by $137.8 million from the prior year as a result of House
Bill 1 (HB1) lowering of the maintenance and operations 2005-2006 tax rate of $1.45 to the current rate of
$1.0067. As a result of the lower rate, state revenues increased by 45.6 percent from fiscal year 2007. The
hold-harmless provisions of HB1 allowed districts to either earn the higher of the 2006-2007 or the 2007-2008
amount of revenue generated per weighted average daily attendance (WADA) with the state making up the
difference between the hold-harmless provisions and the amount collected from property taxes. Federal
revenues decreased 3.7 percent from fiscal year 2007 primarily due to a decrease in various federal funds
distributed by the Texas Education Agency.

Expenditures for general governmental operations totaled $1.992 billion during fiscal year 2008, a decrease of
.50 percent from fiscal year 2007. While there is an overall decrease in expenditures, increases occurred in
expenditures for the functional areas of instructional resources and media services, social work services,
student transportation, food services, data processing services, community services, debt service interest and
fiscal charges, and facilities acquisition and construction.

The governmental funds reported a combined fund balance of $1.292 billion, an increase of $414.9 million.
The net increase of the combined fund balances was comprised of a fund balance increase in the General
Fund, Special Revenue Fund, Debt Service Fund, and Capital Renovation Fund of $65.9 million, $9.5 million,
$4.6 million, and $340.6 million, respectively, and a decrease in the nonmajor governmental fund of $5.7
million. Out of the combined fund balances, $233.6 million constitutes unreserved, undesignated fund balance.
The remainder of the fund balance is reserved or designated to indicate that it is not available for new
spending because it has already been committed.

The General Fund is the primary operating fund of the District. The fund balance of the General Fund
increased $65.9 million during the fiscal year primarily due to lower than expected expenditures. At the end of
the current fiscal year, unreserved, undesignated fund balance of the general fund was $224.2 million.
Unreserved, undesignated fund balance represents 15.7 percent of the total general fund expenditures, while
total fund balance represents 36.7 percent of that same amount.

The Special Revenue Fund accounts for all grants received by the District. The ending fund balance of $9.5
million consists of a prior period adjustment of $7.2 million of accumulated revenues collected in prior years
and $2.3 million of revenues collected in the current year from the E-rate program.

The Debt Service Fund has a total fund balance of $104.2 million all of which is reserved for the payment of
debt service. The net increase in fund balance during the period in the debt service fund was $4.6 million.
The District makes semi-annual debt service payments in December/June, January/July, February/August, and
September of each year. Debt service payments for the period ended June 30, 2008 included all scheduled
payments/accruals due within 30 days of year end.

The Capital Renovation Fund has a total fund balance of $651.7 million. The majority, $530.8 million dollars, is
designated for future construction while $119.6 million is reserved for encumbrances. The remaining $1.3
million is designated for arbitrage. The fund balance increased by $340.6 million as a result of the sale of
bonds for the District's new Rebuild HISD 2007 program and the completion of projects in the Rebuild HISD
program.
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The Capital Renovation Fund — Public Facility Corporation has a total fund balance of $3.3 million, all of which
is designated for construction of the food service warehouse facility. The fund balance decreased by $5.7
million as a result of increased expenditures for the food service warehouse facility.

Proprietary Funds The District maintains both enterprise funds and internal service funds. Information is
presented separately in the proprietary fund statement of net assets and in the proprietary fund statement of
revenues, expenses, and changes in fund net assets for the Food Service Fund, which is considered to be a
major fund. Net assets in the Food Service Fund as of June 30, 2008 were $17.7 million. Of this amount,
$23.3 million represented the investment in capital assets, which is offset by ($5.6 million) in unrestricted
assets. For the fiscal year, net assets decreased by $17.1 million due primarily to a $9.7 million increase in
total operating expenses.

General Fund Budgetary Highlights

Over the course of the year, the District revised its budget several times. As a result, actual expenditures were
$62.6 million less than the appropriated budgeted amounts which resulted in positive variances. These
variances are the result of salaries, benefits, performance pay, consultants, and contracted services being
budgeted at a greater amount than expenditures. Following were the key variances:

$27.4 million resulted from staffing
$13.7 million school reserves

$8.3 million campus funding

$6.4 million data processing services

Staffing is budgeted at one hundred percent of actual salary. Budget amounts for vacant positions are
monitored to ensure that only limited revisions are allowed for departments. Schools have a more flexible
revision policy but cannot take excess salary budgets for non-salary uses.

The final budgeted amount for revenues was $1.543 billion. Actual revenues exceeded the revised budget by
$27.5 million. This positive variance was mainly attributed to federal revenue collections exceeding budgeted
amounts and the state reimbursement of the District’s payments to the Tax Increment Reinvestment Zones.
CAPITAL ASSETS AND DEBT ADMINISTRATION

CAPITAL ASSETS

The District had invested $2.271 billion, net of depreciation, in a broad range of capital assets, including land,
buildings and improvements, furniture and equipment, and vehicles. This amount represents a net increase
(including additions, deductions, and depreciation) of $51.3 million over last year.

District's Capital Assets

(net of depreciation, in thousands of dollars)

Total

Governmental Business-type Percentage

Activities Activities Total Change

2008 2007 2008 2007 2008 2007 2008-2007
Land $ 203526 $ 198,599 $ - $ - $ 203,526 $ 198,599 2.48%
Buildings and Improvements 1,758,060 1,650,280 13,030 3,088 1,771,090 1,653,368 7.12%
Vehicles 28,132 32,776 706 1,185 28,838 33,961 -15.09%
Furniture and equipment 72,968 80,258 9,580 5,736 82,548 85,994 -4.01%
Construction in progress 207,851 257,349 - 8,497 207,851 265,846 -21.82%
Total $ 2,270537 $ 2,219262 $ 23,316 $ 18,506 $ 2,293,853 $ 2,237,768 2.51%

The District opened the largest group of newly replaced campuses at one time including Bastian Elementary
School, Briargrove Elementary School, Bruce Elementary School, Lantrip Elementary School, Longfellow
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Elementary School, Pilgrim Academy, Thompson Elementary School, and Walnut Bend Elementary School.
Two of the schools, Thompson Elementary School and Walnut Bend Elementary School are the District’s first
“green” schools, and the District is also seeking LEED certification for the “green” building design of Walnut
Bend Elementary School. A LEED certified school is one that meets the criteria of the U.S. Green Building
Council for building performance and sustainability. As of June 30, 2008, the District had fully funded
construction commitments of $89,694,742. More detailed information about the District's capital assets is
presented in Note 6 to the financial statements.

Long Term Debt

As of June 30, 2008, the District had total bonded debt outstanding of $2.003 billion. The District debt totals
included $237 million in Variable Rate Bonds outstanding at fiscal year end. The ratio of net general bonded
debt to assessed valuation and the amount of bonded debt per student are useful indicators of the District's
debt position. These data are presented in the schedule “Ratio of Net General Bonded Debt to Assessed
Values and Net Bonded Debt per Student” in the statistical section and reflect a minor increase in the ratio of
net bonded debt to assessed value of 1.97 percent, as compared to 1.88 percent last year.

The District reduced total variable debt by choosing to redeem $42,000,000 of Variable Rate Bonds Series
2004 in June 2008. Variable rate debt as a percentage of total bonded debt outstanding is 11.8%. The
variable rate debt will be remarketed again in June 2009.

In March 2008 the District issued $389,825,000 in Limited Tax Schoolhouse Bonds Series 2008 with a
premium of $11,975,015. The sale was the first segment of an $805 million bond referendum passed in
November 2007. Proceeds of the sale will be utilized for a combination of projects including new school
construction, major repair and remodeling of existing facilities, acquisition of future sites, and to pay costs
associated with issuance of the bonds.

Interest earnings on proceeds from debt issued since May 15, 1989, are subject to arbitrage regulations
contained in the Federal Tax Reform Act of 1986. The District records the liability as a designated part of its
unreserved fund balance, if needed, on an annual basis. As of June 30, 2008, arbitrage rebate in the amount
of $1,857,019 has been included as part of the unreserved fund balance on the Governmental Funds Balance
Sheet.

In October 2007, the District issued $23,500,000 in Contractual Obligations Series 2007 with a premium of
$99,064. Contractual obligations, with a remaining balance of $63,405,000, are issued for the purpose of
acquiring personal property assets and are authorized pursuant to the laws of the State of Texas, including the
Public Property Finance Act, Section 271.001 of the Texas Local Government Code.

More detailed information about the District’'s long term debt is presented in Note 8 to the financial statements.
ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

Increases for the 2008-09 General Fund operating budget total $183.9 million. These increases include the
following major factors:

$36.2 million salary package

$41 million Chapter 41 Recapture Payment

$11.2 million per unit allocations and other subsidies

$2.1 million Aspiring Principals Institute

$3.6 million four new charter schools

$1.4 million charter school enrollment, Per Unit Allocation & Cost Of Living Adjustments

Also included were reductions of $35.6 million that included reductions primarily to Districtwide reserve
accounts, transfers to other funds, closure of charter schools, reduction in refined units from decreasing
enrollment, and property insurance.
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CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors, and creditors with a
general overview of the District's finances and to demonstrate the District's accountability for the money it
receives. If you have questions about this report or need additional financial information, contact the Chief
Financial Officer, at 4400 West 18" Street, Houston, Texas 77092, or call (713) 556-6600.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
STATEMENT OF NET ASSETS

ASSETS

Cash and cash equivalents

Investments

Delinquent taxes receivable - net of

estimated uncollectible taxes

Accounts receivable

Internal balances

Inventories

Other assets

Land

Construction in progress

Buildings and improvements

Furniture and equipment

Vehicles

Accumulated depreciation
Total assets

LIABILITIES

Accounts payable

Accrued salaries and related expenses
Other liabilities

Unearned revenues

Interest payable

Long-term liabilities:

Portion due or payable within one year:

Bonds payable
Contractual obligations payable
Notes payable
Premium/discount
Deferred loss on refunding of bonds
Lease purchases
Arbitrage rebate payable
Accretion payable
Compensated absences payable
Claims payable
Portion due or payable after one year:
Bonds payable
Contractual obligations payable
Notes payable
Premium/discount
Deferred loss on refunding of bonds
Lease purchases
Arbitrage rebate payable
Accretion payable
Compensated absences payable
Claims payable
Total liabilities

NET ASSETS

Invested in capital assets, net of related debt

Restricted for:
Contractual obligations
Debt service

Unrestricted

Total net assets

JUNE 30, 2008

Governmental Business-type
Activities Activities Total
5,468,364 107,420 § 5,575,784
1,500,986,404 12,689,679 1,513,676,083
106,954,639 - 106,954,639
166,069,170 2,524,872 168,594,042
2,678,789 (2,678,789) -
2,113,158 4,419,816 6,532,874
13,289,437 607 13,290,044
203,526,192 - 203,526,192
207,850,869 - 207,850,869
2,508,307,573 13,275,766 2,521,583,339
253,697,957 20,644,154 274,342,111
82,593,235 4,448,520 87,041,755
(985,438,652) (15,052,767) {1,000,491,419)
4,068,097,135 40,379,278 4,108,476,413
48,606,105 5,824,837 54,430,942
110,546,694 678,434 111,225,128
94,234,804 - 94,234,804
13,487,586 - 13,487,586
38,626,702 - 38,626,702
37,284,084 - 37,284,084
14,305,000 - 14,305,000
4,305,000 - 4,305,000
7,962,190 - 7,962,190
(519,869) - (619,869)
68,916 - 68,816
49,155 - 49,155
22,439,767 - 22,439,767
2,937,214 197,822 3,135,036
25,619,978 - 25,619,978
1,965,929,043 - 1,965,929,043
49,100,000 - 49,100,000
76,045,000 - 76,045,000
652,122,449 - 52,122,449
(6,088,183) - (6,088,183)
57,128 - 57,128
1,807,864 - 1,807,864
172,568,582 - 172,568,582
20,978,224 293,178 21,271,402
6,958,347 - 6,958,347
2,759,431,780 6,994,271 2,766,426,051
519,175,036 23,315,673 542,490,709
6,376,679 - 6,376,679
78,394,428 - 78,394,428
704,719,212 10,069,334 714,788,646
1,308,665,355 $ 33,385,007 § _1,342050,362

The notes to the basic financial statements are an integral part of this statement.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS
JUNE 30, 2008

Total Fund Balances— Governmental Funds $

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

Capital assets used in governmental activities are not financial resources, and
therefore, are not reported as assets in governmental funds. The cost of the
assets is $3,255,975,826 and the accumulated depreciation is $985,438,652.

Property taxes receivable are not available soon enough to pay for the current
period's expenditures, and therefore, are deferred in the funds.

Proceeds collected in the current year from the sale of capital assets deferred in
the prior fiscal year.

Internal service funds are used by the District's management to charge the costs of
workers' compensation, health insurance, and print shop activities to the funds.
A portion of the assets and liabilities of the internal service funds are included
with governmental activities.

Long-term liabilities, including bonds payable, are not due and payable
in the current period and therefore, are not reported as liabilities in
in the funds. Long term liabilities at year-end consist of:

Bonds payable 2,003,213,127
Accretion of interest payable 195,008,349
Contractual obligations payable 49,100,000
Notes payable 76,045,000
Claims. payable 32,578,325
Compensation absences payable 23,915,438
Lease purchases payable 126,044
Premium on bonds payable 60,084,639
Deferred loss on refunding of bonds (6,608,052)
Arbitrage payable 1,807 864
Issue costs (9,254,572)
Accrued interest payable 35,261,414
Total Net Assets of Governmental Activities $

The notes to the basic financial statements are an integral part of this statement.
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1,292,344,830

2,270,537,174

92,926,494

114,134,433

(2,461,277,576)

1,308,665,355
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HOUSTON INDEPENDENT SCHOOL DISTRICT
RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF
REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2008
Total Net Change in Fund Balances—Governmental Funds $ 407,762,337
Amounts reported for governmental activities in the statement of activities are
different because:

Governmental funds report capital outlays as expenditures. However, in
the statement of activities, the cost of those assets is allocated over their
estimated useful lives as depreciation expense. This is the amount

by which capita! outlays exceeded depreciation in the current period. 51,275,279

Repayment of principal is an expenditure in the governmental funds, but the
repayment reduces long-term liabilities in the statement of net assets. Proceeds from
sale of bonds is a source of financing in the governmental funds, but the
statement of net assets recognizes it as an increase in the long term
liabilities. The changes in long term liabilities at year end consist of:

Bonds payable

Contractual obligations payable

Bonds payable

Contractual obligations payable

Notes payable

Arbitrage payable

Premium on bonds payable

Amortization of premium on bonds payable

Amortization of deferred loss on refunding of bonds

Issuance costs

Amortization of issuance costs
Lease purchase payable, net
Arbitrage expenditure, net

(389,825,000)
{23,500,000)
83,934,296
14,305,000

4,305,000
49,155
(12,074,079)
48,320,321
(519,869)
1,885,828
(501,404)
(22,325)
872,412

(46,933,743)

Accretion payable, net
(319,704 ,408)

Property taxes, that will not be collected until after the District's fiscal year end,
are not considered "available" revenues and are deferred in the governmental
funds. Deferred tax revenues, net of allowance for bad debt, decreased by
this amount this year. (17,977,503)

Interest on long-term debt in the statement of activities differs from the amount
reported in the governmental funds because interest is recognized as an
expenditure in the funds when it is due, and thus, requires the use of current financial
resources. In the statement of activities, however, interest expense is recognized as
the interest accrues, regardless of when it is due. (3,231,569)

In the statement of activities, compensated absences (sick pay and vacations)
are measured by the amounts earned during the year. In the governmental
funds, however, expenditures for these items are measured by the amount
of financial resources used (essentially, the amounts actually paid).

This year, the amounts used exceeded the compensated absences earned. 612,325

Internal service funds - changes in claims payable 833,596
Internal service funds are used by management to charge the costs of
certain activities, such as workers' compensation, health insurance, and print
shop activities, to individual funds. A portion of the net revenue (expense) of
the internal service funds is reported with governmental activities.

(2,182,446)

Change in Net Assets of Governmental Activities $ 117,387,611

The notes to the basic financial statements are an integral part of this statement,

23



HOUSTON INDEPENDENT SCHOOL DISTRICT
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS

Governmental
Food Nonmajor Activities
Service Enterprise Internal Service
Fund Fund Totals Fund
ASSETS
Current assets:
Cash and cash equivalents $ 85,122 $ 22,298 107,420 195,482
Investments 350,918 12,338,761 12,689,679 111,691,078
Receivables 509,621 2,015,251 2,524,872 217,327
Due from other funds - - - 9,313,783
Accrued interest - - - 925,226
Inventories 4,419,816 - 4,419,816 -
Other assets - 607 607 -
Total current assets 5,365,477 14,376,917 19,742,394 122,342,896
Noncurrent assets:
Buildings and improvements 13,275,766 - 13,275,766 558,545
Furniture and equipment 20,524,946 119,208 20,644,154 795,766
Vehicles 4,448,520 - 4,448,520 111,068
Less accumulated depreciation (14,970,680) (82,087) (15,052,767) (730,204)
Total noncurrent assets 23,278,552 37,121 23,315,673 735,175
Total assets 28,644,029 14,414,038 43,058,067 123,078,071
LIABILITIES
Current liabilities:
Accounts payable 3,606,741 1,975,451 5,582,192 3,477,094
Due to other funds 6,036,129 53,848 6,089,977 951,926
Due to State of Texas 242,645 - 242,645 -
Accrued salaries payable 649,688 28,746 678,434 368,256
Compensated absences payable 178,224 19,598 197,822 -
Claims and judgments payable - - - 25,619,978
Total current liabilities 10,713,427 2,077,643 12,791,070 30,417,254
Noncurrent liabilities:
Compensated absences payable 251,606 41,572 293,178 791,634
Claims and judgments payable - - - 6,958,347
Total noncurrent liabilities 251,606 41,572 293,178 7,749,981
Total liabilities 10,965,033 2,119,215 13,084,248 38,167,235
NET ASSETS
Invested in capital assets 23,278,552 37,121 23,315,673 735,175
Unrestricted (5,599,556) 12,257,702 6,658,146 84,175,661
Total net assets $ 17,678,996 $ 12,294,823 29,973,819 84,910,836
Some amounts reported for business-type activities in the statement
of net assets are different because certain internal service fund assets
and liabilities are included with business-type activities. 3,411,188
Net assets of business-type activities

JUNE 30, 2008

Business-type Activities-Enterprise Funds

The notes to the basic financial statements are an integral part of this statement.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
STATEMENT OF REVENUES, EXPENSES,
AND CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Business-type Activities-Enterprise Funds

Governmental
Food Nonmajor Activities
Service Enterprise Internal Service
Fund Funds Totals Fund
OPERATING REVENUES:
Charges for sales and services:
Sales to customers $ 14512444 $ - $ 14512444 § 26,670,137
Consulting services - 11,431,072 11,431,072 -
Charges to other funds - - - 114,193,571
Miscellaneous 981,646 - 981,646 1,276,711
Total operating revenues 15,494,090 11,431,072 26,925,162 142,140,419
OPERATING EXPENSES:
Payroll costs 41,947,043 1,096,672 43,043,715 19,809,199
Purchased and contracted services 12,318,987 9,716,229 22,035,216 7,146,228
Supplies and materials 50,546,369 56,610 50,602,979 3,241,209
Other operating expenses 1,770,225 138,084 1,908,309 1,717,961
Claims and judgments - - - 118,745,838
Depreciation 2,601,581 14,730 2,616,311 97,147
Total operating expenses 109,184,205 11,022,325 120,206,530 150,757,582
Operating income (loss) (93,690,115) 408,747 (93,281,368) (8,617,163)
NONOPERATING REVENUES (EXPENSES):
Earnings on investments 334,691 720,859 1,055,550 5,485,163
Grants from federal agencies:
Child nutrition program 66,742,268 - 66,742,268 -
Donated commodities 4,447 518 - 4,447 518 -
Summer food program 4,460,139 - 4,460,139 -
School health services (SHARS) - 3,993,545 3,993,545 -
Star health - 6,129,840 6,129,840 -
State matching and other 625,151 - 625,151 -
Total nonoperating revenue 76,609,767 10,844,244 87,454,011 5,485,163
Income (loss) before transfers (17,080,348) 11,252,991 (5,827,357) (3,132,000)
Transfers in - - - 1,443,527
Transfers out - (13,200,000) (13,200,000) -
Change in net assets (17,080,348) (1,947,009) (19,027,357) (1,688,473)
Total net assets—beginning 34,759,344 14,241,832 86,599,309
Total net assets—ending $ 17,678,996 $ 12,294,823 $ 84,910,836

Some amounts reported for business-type activities in the statement

of activities are different because a portion of the net revenue (expense)

of certain internal service funds is reported with business-type activities. 336,033
Change in net assets of business-type activities $  (19,363,390)

The notes to the basic financial statements are an integral part of this statement.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Business-type Activities-Enterprise Funds

Governmental
Food Nonmajor Activities-
Service Enterprise Internal
Fund Funds Totals Service Funds
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers $ 15,284,166 $ 11,617,068 $ 26,901,234 $ 140,788,861
Receipts from other funds 2,305,766 60,904 2,366,670 73,112
Other receipts 862,398 - 862,398 989,851
Payments to suppliers (58,299,660) (9,799,816) (68,099,476) (10,394,935)
Payments to employees (41,265,171) (1,064,957) (42,330,128) (19,367,162)
Payments to other funds - (8,375) (8,375) (2,583,821)
Claims paid - - - (120,729,819)
Other payments - (607) (607) -
Net cash provided (used) by operating activities (81,112,501) 804,217 (80,308,284) (11,223,913)
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Child nutrition program 66,742,268 - 66,742,268 -
State matching and other 625,151 - 625,151 -
Summer food program 4,460,139 - 4,460,139 -
Grants from federal agencies - 10,123,385 10,123,385 -
Transfers from other funds - - - 1,443,527
Transfers to other funds - (13,200,000) (13,200,000) -
Net cash provided (used) by noncapital financing activities 71,827,558 (3,076,615) 68,750,943 1,443,527
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Purchases of capital assets (7,425,675) - (7,425,675) (93,556)
Net cash used by capital and related
financing activities (7,425,675) - (7,425,675) (93,556)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments (62,788,658) (15,160,860) (77,949,518) (423,357,922)
Sales and maturities of investments 79,093,253 16,563,100 95,656,353 427,855,370
Interest and dividends 334,691 720,860 1,055,551 5,485,163
Net cash provided by investing activities 16,639,286 2,123,100 18,762,386 9,982,611
Net increase (decrease) in cash and cash equivalents (71,332) (149,298) (220,630) 108,669
Balances—beginning of the year 156,454 171,596 328,050 86,813
Balances—end of the year $ 85122  § 22298 $ 107,420 $ 195,482
Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (loss) $ ($93,690,115) $ 408,747  $ (93,281,368) $ (8,617,163)
Adjustments to reconcile operating income (loss) to net cash
provided (used) by operating activities:
Depreciation expense 2,601,581 14,730 2,616,311 97,147
Donated commodities 4,447,518 - 4,447,518 -
Change in assets and liabilities:
Receivables 409,829 185,997 595,826 (74,847)
Inventories 190,634 - 190,634 -
Accounts payables 1,940,414 111,106 2,051,520 1,198,445
Due to other funds 2,298,298 52,529 2,350,827 (2,583,820)
Due from other funds 7,468 - 7,468 73,112
Accrued interest - - - (925,226)
Accrued salaries payable 648,431 31,715 680,146 365,423
Compensated absences payable 33,441 - 33,441 76,612
Other assets - (607) (607) -
Current portion of claims and judgments - - - 465,256
Other long term claims and judgments - - - (1,298,852)
Net cash provided (used) by operating activities $ (81,112,501) $ 804,217 $ (80,308,284) $ (11,223,913)

Noncash financing activities:

The District received donated commodities valued at $4,447,518 from the U.S. Department of Agriculture for use in the National School Lunch Program.

The notes to the basic financial statements are an integral part of this statement.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
JUNE 30, 2008

Private-Purpose Agency
Trust Funds Funds
ASSETS
Cash and cash equivalents $ - $ 4,818,056
Investments 11,913,194 8,209,688
Total assets 11,913,194 $ 13,027,744
LIABILITIES
Accounts payable - $ 1,153,215
Accrued salaries payable - 27,761
Due to student/school/administrative groups - 11,846,768
Total liabilities - $ 13,027,744
NET ASSETS
Held in trust for scholarships 11,913,194
Total net assets $ 11,913,194

The notes to the basic financial statements are an integral part of this statement.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Private-Purpose
Trust Funds

ADDITIONS

Gifts and contributions $ 8,795
Earnings on investments 471,592
Total additions 480,387

DEDUCTIONS
Scholarships awarded 368,229
Total deductions 368,229
Change in net assets 112,158
Net assets—beginning of the year 11,801,036
Net assets—end of the year $ 11,913,194

The notes to the basic financial statements are an integral part of this statement.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

REPORTING ENTITY

The Houston Independent School District (“District”) is an independent school district created and incorporated
through legislation enacted by the Thirty-Eighth Texas State Legislature in 1923. The District is the largest
school district in Texas and is governed by the Board of Education, composed of nine Board Members, all of
whom are elected officials.

In accordance with Governmental Accounting Standards Board (“GASB”) Statement No. 14, The Financial
Reporting Entity, (‘GASB Statement No. 14”), a financial reporting entity consists of the primary government and
its component units. Component units are legally separate organizations for which the elected officials of the
District are financially accountable, or for which the relationship to the District is such that exclusion would cause
the District’s financial statements to be misleading or incomplete. Discretely presented component units, on the
other hand, are reported in a separate column in the basic financial statements to emphasize they are legally
separate from the School District. The District’s blended component unit, although a legally separate entity, is in
substance part of the District’s operations, and so data from this unit is combined with data of the primary
government.

The criteria used to determine whether an organization is a component unit of the District includes: financial
accountability of the District for the component unit, appointment of a voting majority, fiscal dependency, ability to
impose the District’s will on the component unit, and whether there is a financial benefit or burden to the District.

For financial reporting purposes, the Houston Independent School District Public Facility Corporation (“Public
Facility Corporation”) is included in the operations and activities of the District because of the fiscal dependency
criteria whereby the Public Facility Corporation serves the District exclusively.

For financial reporting purposes, the Houston Independent School District GEAR UP Trust (‘GEAR UP Trust”) is
included in the operations and activities of the District because of the financial accountability of the District, the
appointment of a voting majority, and the fiscal dependency criteria whereby the GEAR UP Trust serves the
District’'s students exclusively. The GEAR UP Trust was incorporated to ensure that the scholarship funds are
properly spent and to guarantee a college scholarship to the eligible students at the participating schools of the
Gear Up program. The GEAR UP financial information is blended with that of the District in the Statement of
Fiduciary Net Assets for Private-Purpose Trust Funds. Separate financial statements for GEAR UP Trust are not
issued.

NEW ACCOUNTING STANDARD

During the fiscal year 2008, the District adopted GASB Statement No. 45, Accounting and Financial Reporting
for Employers for Postemployment Benefits Other Than Pensions. Implementation of this standard had no
significant effect on the District. Please refer to Note 11 for required disclosures.

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The Statement of Net Assets and the Statement of Activities of the government-wide financial statements report
information on all of the nonfiduciary activities of the District and its blended component unit. The effect of
interfund activity has been removed from these statements. Governmental activities, which normally are
supported by taxes and intergovernmental revenues, are reported separately from business-type activities, which
rely to a significant extent on fees and charges for support.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function are offset

by program revenues. Program revenues include 1) charges to customers or applicants for goods, services, or
privileges provided, (2) operating grants and contributions, and (3) capital grants and contributions. Program
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HOUSTON INDEPENDENT SCHOOL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

revenues included in the Statement of Activities reduce the cost of the function to be financed from general
revenues. Taxes and other items not properly identified as program revenues are reported instead as general
revenues.

The District reports all direct expenses by function in the Statement of Activities. Direct expenses are those
clearly identifiable with a function. Depreciation expense is specifically identified by function and is included in
the direct expense to each function.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds. In
accordance with the provisions of GASB Statement No. 34, the fiduciary funds are excluded from the
government-wide financial statements. Major individual governmental funds and major enterprise funds are
reported as separate columns in the fund financial statements.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT PRESENTATION

Government-wide Financial Statements -- The government-wide financial statements are reported using the
economic resources measurement focus and the accrual basis of accounting. Revenues, expenses, gains,
losses, assets, and liabilities resulting from exchange and exchange-like transactions are recognized when the
exchange takes place, regardless of the timing of the related cash flows. Revenues, expenses, gains, losses,
assets, and liabilities resulting from nonexchange transactions are recognized in accordance with GASB
Statement No. 33. Property taxes are recognized as revenues in the year for which they are levied. Grants, and
similar items, are recognized as revenue as soon as all eligibility requirements have been met and funds are
available to meet current expenditures.

Fund Financial Statements -- Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. State aid and miscellaneous revenues, other than property taxes,
are considered to be available when they are collected within the current period or within 90 days of the fiscal
year end to pay liabilities of the current period. Property taxes are considered to be available if collected within
60 days of the fiscal year end. Expenditures are generally recognized under the modified accrual basis of
accounting in the accounting period in which the fund liability is incurred, if measurable. However, debt service
expenditures are recognized in the current fiscal period for debt service principal and interest payments due
within 30 days in the subsequent fiscal period as these funds have been set aside for that purpose.
Compensated absences and claims and judgments are recorded only when payment is due. Proprietary fund
statements are reported using the economic resources measurement focus and the accrual basis of accounting.

Funds

The District reports its financial activities through the use of “fund accounting.” The activities of the District are
organized on the basis of funds. The operations of each fund are accounted for within a separate set of self-
balancing accounts to reflect results of activities. Fund accounting segregates funds according to their intended
purpose and is used to assist management in demonstrating compliance with finance-related legal and
contractual provisions. As required by the Texas Education Agency, the following fund types are included in the
financial statements:

Governmental Funds
Governmental Funds are those through which most governmental functions of the District are financed. The
acquisition, use and balances of the District's expendable financial resources, and the related liabilities are

accounted for through the Governmental Fund Types. The following are the District's major governmental funds:

e General Fund -- The General Fund is the general operating fund of the District and accounts for all revenues
and expenditures of the District not encompassed within other funds.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

e Special Revenue Fund -- The Special Revenue Fund is used to account for the proceeds of specific revenue
sources (other than private-purpose trust funds or capital projects) such as federal, state or locally financed
programs where unused balances are returned to the grantor at the close of specified project periods.
Funds are legally restricted to expenditures for specified purposes.

e Debt Service Fund -- The Debt Service Fund is used to account for the accumulation of resources for, and
the retirement of, general long-term debt and related costs.

* Capital Renovation Fund -- The Capital Renovation Fund is used to account for financial resources to be
used for the acquisition, renovation or construction of major capital facilities other than those financed by
proprietary funds.

Proprietary Funds

Proprietary Funds are used to account for operations that are financed in a manner similar to those found in the
private sector, where the determination of net income is appropriate for sound financial administration.

* Enterprise Funds -- The Enterprise Funds are used to account for operations that are financed and operated
in a manner similar to a private enterprise where the District's intent is to provide services financed primarily
through user charges. The Food Service Fund is considered a major proprietary fund as defined by GASB
Statement No. 34. The Food Service Fund accounts for food services provided to students of the District
and include all federal and state funds for such services.

e Internal Service Funds -- The Internal Service Funds are used to account for operations related to the Print
Shop, Professional Development, Media Services, Alternative Certification Program, Athletics, University
Interscholastic League, and risk financing activities of the District.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues
and expenses generally result from providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. The principal operating revenues of the District’s proprietary
funds are charges to customers and other funds for sales and services. Operating expenses for proprietary
funds include the cost of sales and services, administrative expenses, and depreciation on capital assets. All
revenues and expenses not meeting this definition are reported as nonoperating revenues and expenses.

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

Fiduciary Funds

Fiduciary Funds are used to account for assets held by the District in a trustee capacity or as an agent for
individuals, private organizations and/or other funds.

e Private-Purpose Trust Funds -- Private-purpose trust funds are used to account for resources legally held in
trust under which principal and income benefit individuals, private organizations or other governments. The
District’s private-purpose trust funds represent scholarship funds being held in trust for students.

e Agency Funds -- Agency funds are custodial in nature (assets equal liabilities) and do not involve
measurement of results of operations. The District’s agency funds represent school class and club activity
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HOUSTON INDEPENDENT SCHOOL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

funds. The District does not use clearing accounts to distribute financial resources to other funds of the
District.

ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY

Cash and Cash Equivalents

The District's Cash Management and Investment Policy requires all deposits to be fully collateralized with
depository insurance; obligations of the United States of America or its agencies and instrumentalities (excluding
those mortgage backed securities prohibited by the Public Funds Investment Act); public funds investment pools;
or in any other manner and amount provided by law for deposits of the District. At all times, such securities are
to have a fair value of not less than 110 percent of the amount of the deposits collateralized thereby, adjusted by
the amount of applicable depository insurance.

The District considers cash and cash equivalents to be cash on hand and demand deposits. All other monetary
assets are treated as investments including certificates of deposit, investment pools, money market instruments,
and other securities defined under the Public Funds Investment Act.

Investments

Investments are stated at fair value, which is the amount at which the investment can be exchanged in a current
transaction between willing parties. Management of the District believes that in the areas of investment practice,
management reports, and establishment of appropriate policies, the District adhered to the requirements of the
State of Texas Public Funds Investment Act. Additionally, management of the District believes that investment
practices of the District were in accordance with local policies.

Receivables and Payables

All trade and property tax receivables are shown net of allowance for uncollectibles. The property tax receivable
allowance is 29.14 percent of outstanding property taxes at June 30, 2008.

Inventories

Under the consumption method of accounting for inventories, materials and supplies are carried in an inventory
account on the basis of the last invoice cost, which approximates the first-in, first-out method, and are
subsequently charged to expenses/expenditures when consumed. Inventories include plant maintenance and
operating supplies as well as instructional supplies. Revenue for donated commodities is recognized when the
commodities are received. Other inventories are offset at year end by a reservation of fund balance in the
governmental fund financial statements.

Grant Fund Accounting

The Special Revenue Fund includes programs that are financed on a project grant basis. These projects have
grant periods that range from less than twelve months to in excess of two years. Grants are recorded as
revenues when earned, which the District considers to be earned to the extent expenditures have been incurred,
the District has met all eligibility requirements, and funds are available. Funds received, but not earned, are
recorded as deferred revenue until earned.

Indirect costs earned from grant programs are recorded as revenues of the General Fund. These indirect costs
are determined by applying approved indirect cost rates to actual expenditures of the programs.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the expenditure
of funds are recorded in the accounting system in order to reserve the portion of the applicable appropriation, is
employed in the Governmental Fund Types on the governmental fund financial statements. Encumbrances,
which have not been liquidated, are reported as reservations of fund balance since they do not constitute
expenditures or liabilities. District policy requires that such amounts be re-appropriated in the following fiscal
year.

Capital Assets

Capital assets, which include land, buildings and improvements, furniture and equipment, and vehicles are
reported in the applicable governmental and business-type activities columns in the government-wide financial
statements and proprietary fund financial statements. Capital acquisition and construction are reflected as
expenditures in governmental funds. Land, buildings and improvements, furniture and equipment, and vehicles
are recorded at historical cost or estimated historical cost if purchased or constructed. The capitalization
threshold is a unit cost of $5,000. Donated capital assets are recorded at estimated fair value at the date of
donation. Depreciation on all depreciable capital assets begins on the date the asset is placed into service using
the straight-line method of depreciation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend the
life of the asset are not capitalized. Major outlays for capital assets and improvements are capitalized as
projects are constructed.

Capital assets are depreciated over the following estimated useful lives:

Asset Classification Useful Life
Buildings and improvements 40 years
Vehicles:

Buses 12 years
Medium 7 years
Small 5 years
Furniture 5 years
Equipment 5 years
Computer Laptops 3 years

Interfund Transactions

Activities between funds that are representative of lending/borrowing arrangements outstanding at the end of the
fiscal year are referred to as “due to/from other funds.” All other balances between funds are reported as
transfers. Any residual balances outstanding between the governmental activities and business-type activities
are reported in the government-wide statements as “internal balances.”

A description of the basic types of interfund transactions and the related accounting policies are as follows:

* Charges for services are reported as revenues for the performing fund and expenditures/expenses of the
requesting fund.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

¢ Transactions to reimburse a fund for expenditures made by it for the benefit of another fund are recorded as
expenditures or expenses in the reimbursing fund and as a reduction of expenditures or expenses in the
fund that is reimbursed.

* All other interfund transfers, such as legally authorized transfers from a fund receiving revenue to the fund
through which the resources are to be expended, are transfers. Transfers are classified as other financing
sources or uses in the Statement of Revenues, Expenditures, and Changes in Fund Balances.

For reporting at the government-wide financial statement level, the District eliminates direct interfund charges for
services and the balances created within the same activity categories (i.e. governmental vs. business-type).
This process ensures neither governmental nor business-type activities report direct internal
revenue/expenditures. Interfund activity and balances resulting from transactions with the fiduciary funds are not
eliminated. Instead, the fiduciary interfund activity and balances are treated as transactions with an external
party. The Internal Service Funds are essentially repositories for income, expenses, assets and liabilities of the
District’s health insurance, worker's compensation, print shop, professional development, alternative certification,
athletics, UIL, regional offices, and media services programs.

Compensated Absences

The District's contract employees earn one day of sick leave per month for all months under contract, which may
either be taken or accumulated with no limitation. Accumulated sick leave balances are not paid upon
termination from the District, except those paid on retirement or death of employees who meet certain eligibility
requirements and were hired prior to October 9, 1972.

Twelve-month employees earn vacation ranging from two to four weeks per year based on length of service.
Vacation days may be carried over from one contract year to another with a maximum limit of 30 days. For
twelve-month employees, the contract runs from September 1* through August 31°.

The District accrues vacation and eligible sick leave in the government-wide and proprietary fund financial
statements. A liability and related expenditure for these amounts is reported in the governmental funds only if
they have matured as a result of employee retirements or resignations and are due.

The District's compensatory time policy requires that compensatory time be taken by the end of the school year
in which it was earned. At June 30, 2008, the District had no material liability for compensatory time.

Long-term Liabilities

In the government-wide financial statements, long-term debt and other long-term obligations are reported as
liabilities in the Statement of Net Assets. Bond premiums and discounts are deferred and amortized over the life
of the bonds.

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

Explanation of certain differences between the governmental fund statement of revenues, expenditures,
and changes in fund balances and the government-wide statement of activities

The governmental fund statement of revenues, expenditures, and changes in fund balances includes a
reconciliation between net changes in fund balances — total governmental funds and changes in net assets of
governmental activities as reported in the government-wide statement of activities. One element of that
reconciliation explains that “Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their estimated useful lives as depreciation
expense.” The details of this $51,275,279 difference are as follows:

Facilities acquisition and construction $ 127,692,090
Other acquisitions and disposals 20,389,664
Depreciation expense (96,806,475)

Net adjustment to increase net changes in fund balances - total
governmental funds to arrive at changes in net assets of
governmental activities . $ 51,275,279

FUND BALANCES AND NET ASSETS

Government-wide Financial Statements

Net assets on the Statement of Net Assets include the following:

Invested in capital assets, net of related debt -- the component of net assets that reports capital assets less
both the accumulated depreciation and the outstanding balance of debt and is directly attributable to the
acquisition, construction, or improvement of these capital assets.

Restricted for contractual obligations -- the component of net assets that reports the difference between assets
and liabilities of the capital acquisition program that consists of assets with constraints placed on their use by
the bond contracts and covenants contained therein.

Restricted for debt service -- the component of net assets that reports the difference between assets and
liabilities adjusted on a government-wide basis that consists of assets with constraints placed on their use by
the bond covenants.

Restricted for food service -- the component of net assets that reports the difference between assets and
liabilities of the Food Service Fund that consists of assets with constraints placed on their use by the
Department of Agriculture.

Unrestricted -- the difference between the assets and liabilities that are not reported in net assets invested in
capital assets, net of related debt, or restricted net assets.

The District applies restricted resources before unrestricted resources when an expense is incurred for which
restricted net assets are available.
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Governmental Fund Financial Statements

In the fund financial statements, governmental funds report fund balances as either a reserved fund balance or
an unreserved fund balance.

Reserved Fund Balance

Reserved fund balance is that portion of fund balance which is not available for appropriation or which has been
legally segregated for specific purposes. Reserved fund balance on the balance sheet for the governmental
funds includes:

Reserved for encumbrances -- the component of reserved fund balance that represent purchase orders and
contractual commitments that do not constitute expenditures or liabilities as of the fiscal year end.

Reserved for investment in inventories -- the component of reserved fund balance that represents the
materials and supplies purchased as an asset that do not constitute an expenditure until the period in which
the inventories are actually consumed.

Reserved for capital acquisition program -- the component of the fund balance reserved for the acquisition of
capital items as authorized under the Public Property Finance Act, Section 271.001 of the Texas Local
Government Code.

Reserved for retirement of funded indebtedness -- the component of the fund balance reserved for the
retirement of the District’'s funded indebtedness.

Unreserved Fund Balance

Unreserved fund balance is composed of designated and undesignated portions. Designated fund balances
represent tentative plans for future use of financial resources. The undesignated portion of the unreserved fund
balance represents that portion of fund balance that is available for budgeting in future periods. Components of
the unreserved fund balance include:

Designated for arbitrage -- the component of the unreserved fund balance designated for the investment
income received at yields exceeding the District’s tax-exempt borrowing rate due at the end of the fifth year to
the Internal Revenue Service of the United States Treasury.

Designated for authorized construction -- the component of the unreserved fund balance designated for voter
approved construction projects with constraints placed on them by the bond covenants.

Designated for incentive pay program -- the component of the unreserved fund balance designated for the
teacher-performance-pay system. For teachers to receive the bonuses, their students must make strong
progress on state and national achievement tests.

Designated for insurance programs -- the component of the unreserved fund balance designated for the
district’s property insurance program. In prior years, the District increased its deductibles for property losses in
an effort to reduce premiums. The designated amount would then cover losses up to the deductible limits.

Designated auto/general liability -- the component of the unreserved fund balance designated for meeting
financial obligations due to self-insurance for automobile, professional liability and general liability losses.

Designated for pay as you go -- the component of the unreserved fund balance designated for repairs,
renovations, and preventive maintenance of the district’s infrastructure.
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Designated for operations -- the component of the unreserved fund balance designated by the Board of
Education as a set aside for the minimum fund balance reserve. These designated funds are not available for
use or appropriation, except in emergency circumstances, and such appropriation requires a two-thirds vote of
the Board of Education.

Designated for school carryforward -- the component of the unreserved fund balance designated to allow
schools to carryover unexpended funds at the end of a fiscal year to the next fiscal year. The total amount of
the carryover for all schools for a fiscal year shall be included as part of the budget adoption process for that
fiscal year.

Undesignated -- the component of the unreserved fund balance that is available for budgeting in future
periods.

Stewardship, Compliance, and Accountability

The Board of Education adopts an appropriated budget for the General Fund, Special Revenue Fund, Debt
Service Fund and Capital Renovation Fund. The District is required to present the adopted and final amended
budgeted revenues and expenditures and actual revenues and expenditures for the General Fund and Special
Revenue Fund, which are considered major funds as defined by GASB Statement No. 34. Both the General
Fund Budget and the Special Revenue Fund Budget appear in the required supplementary information section
where the District compares the final amended budget to actual revenues and expenditures.

Management’s Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenditures during the reporting
period. Actual results could differ from those estimates.

NOTE 2: HISD PUBLIC FACILITY CORPORATION

The Public Facility Corporation is a public non-profit corporation, the creation of which was sponsored by the
District pursuant to the Public Facility Corporation Act, Article 717s, Vernon’s Texas Civil Statutes, as amended
(the “Public Facility Corporation Act”). The Public Facility Corporation Act authorizes the creation and utilization
by school districts of public facility corporations to issue bonds to provide for the acquisition, construction,
rehabilitation, renovation, repair, equipping, furnishing and placing in service of public facilities of its
governmental sponsor and further authorizes the governmental sponsor to incur lease purchase obligations in
favor of the corporation to serve as security for the bonds issued by the Public Facility Corporation.

Lease revenue bonds in the principal amount of $95,798,020 were issued in 1997-98, pursuant to a resolution by
the Board of Directors of the Public Facility Corporation and a Master Trust Indenture dated as of May 1, 1998,
as supplemented by a first Supplemental Indenture and a Second Supplemental Indenture each dated May 1,
1998, (the “Trust Indenture”) between the Public Facility Corporation and Chase Bank of Texas, National
Association, as trustee to finance for the benefit of the District the acquisition and construction of two new shared
educational facilities.

Lease revenue bonds in the principal amount of $33,600,000 were issued in 2005-06, pursuant to a resolution by

the Board of Directors of the Public Facility Corporation and a Third Supplemental Trust Indenture dated as of
April 1, 2006, (the “Trust Indenture”) between the Public Facility Corporation and JP Morgan Chase Bank of
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Texas, National Association, as trustee to finance, for the benefit of the District, the construction of a new Food
Service Warehouse facility.

To accomplish the financing, the Public Facility Corporation and the District entered into a “Lease With An Option
to Purchase Relating to the Houston Independent School District Shared Educational Facility and Food Service
Warehouse Facility,” pursuant to the terms of which the District will pay to the Public Facility Corporation such
lease payments at such times and in such amounts as will be required to pay the principal and premium, if any,
and interest on the lease revenue bonds as they become due.

NOTE 3: CASH DEPOSITS AND INVESTMENTS

Statutes of the State of Texas and policies mandated by the District's Board of Education authorize the District to
invest in obligations of the U.S. Government or its agencies, repurchase agreements, commercial paper, public
fund investment pools, mutual funds and money market accounts. All cash balances and investments are held
separately in each of its funds.

Funds held at the depository bank were properly secured at all times with one exception and the following was
disclosed:

a. Name of depository bank: JP Morgan Chase Bank

b. Amount of bond or security pledged as of the date of the highest combined balance on deposit was
$59,289,846.

C. Highest cash, savings and time deposits combined account balances amounted to $52,027,055 and
occurred during the month of February 2008.

d. Total amount of Federal Deposit Insurance Corporation (“FDIC”) coverage at the time of highest combined
balance was $200,000.

Cash Deposits

As of June 30, 2008, the carrying amount of the District’s demand and time deposits and cash on hand was
$5,386,038. The $14,807,415 bank balance was covered by federal deposit insurance through the FDIC or was
collateralized by securities held by the District's depository in joint safekeeping at the Federal Reserve Bank in
the District's name. The HISD Public Facility Corporation’s $4,782,960 was held in a money market account
(Morgan Stanley Government Portfolio) at the Bank of New York Trust Company, N. A.

Investments

In accordance with the provisions of GASB Statement No. 31, Accounting and Financial Reporting for Certain
Investments and for External Investment Pools (“GASB Statement No. 31”), the District’s investments have been
recorded at fair value based upon quoted market prices as of June 30, 2008, with the increase or decrease in fair
value being recorded as a component of earnings on investments. None of the District’'s investments have been
reported at amortized cost.

The District’s investments in public funds investment pools and money market mutual funds include those with
the Lone Star Investment Pool (“LSIP”), TexSTAR, and TexPool.

LSIP is a public funds investment pool created pursuant to the Interlocal Cooperation Act of the State of Texas,

Article 4413(32c), Vernon’s Texas Civil Statutes, as amended, and is designed to provide participating local
governments with investment vehicles for (1) local funds that are not required to be spent immediately and are
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available for investment in securities with maturities and returns generally greater than those for money market
instruments and (2) local funds which provide daily liquidity. The objective of the LSIP is to provide participating
local governments with the highest possible rate of return for such funds, while maintaining safety of principal
and providing participants with access to funds no less frequently than once per month. To achieve its objective,
the LSIP invests primarily in obligations issued or secured by the U.S. Government and its agencies and
instrumentalities and in commercial paper. Investment advisory services are provided by American Beacon
Advisors and Standish Mellon Asset Management. The custodial account is managed by The Bank of New York
while RBC Dain Rauscher, Inc. provides investment advisory service. LSIP has been rated AAAf/S1+ by
Standard & Poor’s.

The District’s investment in LSIP’s Liquidity Plus Fund and the Liquidity Corporate Fund, as of June 30, 2008,
was $130,397,618 and $433,282,294, respectively, for a total of $563,679,912. The market value share of the
District in the LSIP was $563,679,912, representing 36.75 percent of the total portfolio.

TexPool is a public funds investment pool administered by the State Comptroller of Texas. The portfolio of
TexPool is managed by Lehman Brothers Holdings, Inc. (Lehman Brothers) and Federated Investors, Inc., and
the assets are kept in a separate custodial account at the State Street Bank in the name of TexPool. TexPool is
rated as an AAAm money market fund by Standard & Poor’s.

As of June 30, 2008, the District's investment in TexPool and TexPool Prime was $197,390,627 and
$337,615,033 respectively, with a value of $535,005,660, representing 34.88 percent of the portfolio value. All
income from investments associated with each fund has been recognized and recorded as income in each of the
District’s funds.

TexSTAR was created in April 2003, also under the Interlocal Cooperation Act. It is administered by First
Southwest Asset Management, Inc. and JP Morgan Chase. The fund is rated AAAm by Standard & Poor’s.

As of June 30, 2008, the District’s investment in TexSTAR was $90,374,814, or 5.89 percent of the portfolio. As
with all the investment pools, funds are readily available to support daily cash requirements, while maintaining
yields slightly higher than standard bank deposit accounts.

The District has invested in negotiable certificates of deposit issued by Metro Bank and Unity Bank, $500,000
and $95,000, respectively, as of June 30, 2008, for a total of $595,000, or 0.04 percent of the portfolio. The
collateral for the Metro Bank certificate is held at the Federal Home Loan Bank of Dallas in the District's name.
Unity Bank’s certificate is covered in full by Federal Deposit Insurance Corporation (FDIC); therefore, it requires
no additional collateral under the Public Funds Investment Act Section 2257.022.

The District has invested in U.S. Agency Discount Notes (DN) and Coupon Notes, issued by Federal National
Mortgage Association (FNMA), Federal Farm Credit Bank (FFCB), Federal Home Loan Mortgage Corporation
(FHLMC), and Federal Home Loan Bank (FHLB). Investments in these securities total $344,143,581 and
represent 22.44 percent of the value of the total portfolio.

GASB Statement No. 40, Deposit and Investment Risk Disclosures, an amendment to GASB Statement No. 3,
establishes and modifies disclosure requirements related to deposits and investment risks: credit risk (including
custodial credit risk and concentrations of credit risk), interest rate risk, and foreign currency risk.

To ensure compliance with the various risk factors addressed in GASB Statement No. 40, the District's
Investment Advisory Committee reviewed the Cash Management and Investment Policy. The Cash Management
and Investment Policy is reviewed by the Investment Advisory Committee at least annually and presented to the
Board of Education for approval. The Investment Officers submit a Quarterly Investment Report to the Board of
Education certifying that all investments were purchased in compliance with the Cash Management and
Investment Policy.
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The District’'s Cash Management and Investment Policy contains the following objectives:

(1) assure the safety of District's funds;

(2) maintain sufficient liquidity to provide adequate and timely working funds;

(3) match the maturity of investment instruments to the daily cash flow requirements;

(4) attain a market average rate of return consistent with (1) and (2) above;

(5) diversify investments as to maturity, instrument, and financial institution, where
permitted, under the laws of the State of Texas;

(6) actively pursue portfolio management techniques; and

(7) avoid investments for speculation.

All objectives are approached with the judgment and care, under the circumstances then prevailing, which
persons of prudence, discretion, and intelligence exercise in the management of their own affairs, not for
speculation, but for investment, considering the safety of the capital, as well as the probable income to be
derived. Preservation of District capital is of highest importance. All participants in the investment process seek
to act responsibly as custodians of the public trust. Investment officials avoid any transaction that might impair
public confidence in the District's ability to govern effectively.

Interest Rate Risk

As a means of limiting its exposure to fair value losses that could occur from rising interest rates, the District’s
investment policy limits the maturities of investments and prohibits any investment for speculative gains. The
available funds in the General Operating Fund may be invested for greater than one year provided that all cash
flow requirements have been met. Available monies in all other funds, except for bond proceeds, can be invested
for a period of up to ten years provided that cash flow needs are met. Bond proceeds can be invested for a
period up to five years provided that the drawdown schedules permit such maturities.

The District recognizes that investment risks can result from market price changes. Portfolio diversification is
employed as a way to control risk. Investment officers are expected to display prudence in the selection of
securities, as a way to minimize risk. No individual investment transaction shall be undertaken which jeopardizes
the total capital position of the overall portfolio.
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At June 30, 2008, the District’'s exposure to interest rate risk as measured by the segmented time distribution by
investment type is summarized below:

6/30/2008 Investment Maturities in Years
Fair
Value Less than 1 1-5 6-7

FFCB $ 40,190,556 $ - $ 23,108,786 $ 17,081,770
FHLB 74,416,166 14,084,685 40,161,187 20,170,294
FHLMC 147,347,889 - 90,966,802 56,381,087
FNMA 82,188,970 - 78,080,223 4,108,747
Total US Agency

Investments 344,143,581 14,084,685 232,316,998 97,741,898
Lone Star Investment Pool 563,679,912 563,679,912

TexPool 535,005,660 535,005,660

TexStar 90,374,814 90,374,814

Total Investment Pools 1,189,060,386 1,189,060,386

Certificates of Deposit 595,000 595,000

Total Investments $ 1,533,798,967 $ 1,203,740,071 $ 232,316,998 $ 97,741,898

As of June 30, 2008 the dollar weighted average maturity of the total portfolio was 286 days. The modified
duration as of June 30, 2008 was .6942 years.

Credit Risk

The District's Cash Management and Investment Policy allows for investments in commercial paper provided it
meets the following criteria:

1. the maximum maturity does not exceed 270 days from the date of issuance;

2. it is rated at least A1 or P1 by two nationally recognized credit rating agencies or by one agency when
fully secured by an irrevocable letter of credit from a United States (nationally associated) or state (state
associated) bank;

be issued for a specific face amount;

be issued either through a direct placement or through broker dealers;

the District will diversify its investment in commercial paper by issuer and by length of maturity; and

the maximum the District will have in commercial paper at any time is 30 percent of the District’s portfolio.

o0k w
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As of June 30, 2008, the District did not have any investments in commercial paper. The District's exposure to
credit risk at June 30, 2008 is presented below by investment category as rated by Standard & Poor’s:

6/30/2008

Fair Value Rating
FFCB $ 40,190,556 AAA/A-1+
FHLB 74,416,166 AAA/A-1+
FHLMC 147,347,889 AAA/A-1+
FNMA 82,188,970 AAA
Total US Agency
Investments 344,143,581
Lone Star Investment Pool 563,679,912 AAAf/S1+
TexPool 535,005,660 AAAM
TexSTAR 90,374,814 AAAM
Total Investment Pools 1,189,060,386
Certificates of Deposit 595,000 Not rated
Total Investments $ 1,533,798,967

Federal Farm Credit Bank, Federal Home Loan Bank, Federal National Mortgage Association, and Federal Home
Loan Mortgage Corporation are instrumentalities of U.S. Government; otherwise known as government
sponsored corporations. These instrumentalities are established by law to implement the Federal Government’s
various lending programs.

Custodial Credit Risk - Funds on deposit with the depository bank are collateralized by pledged approved
securities as specified by Section 45.208, Subchapter G, of Texas Education Code and/or a surety bond as in
Section 45.208, Subchapter G, of the Texas Education Code to adequately protect the funds of the District.
Further, the District will require pledged securities at least equal to that set forth in Texas Government Code
Chapter 2257.022, Subchapter B, Depository: Security For Deposit of Public Funds (currently 110 percent of the
amount of the deposit). The District has the right to designate the amount of approved securities and/or the
aggregate amount of the bond to adequately protect the District. The District may not designate an amount less
than the balance of school district funds on deposit with the depository bank from day to day, less any applicable
Federal Deposit Insurance Corporation insurance. The approved securities shall be valued at market value for
purposes of calculating the designated amount of collateral required. The bank shall have the right and privilege
of substituting approved securities upon obtaining the approval of the District.

With the exception of one day, cash deposits of the District at the Depository Bank were covered by pledged
securities held as collateral at a third party bank. On June 19, 2008, an electronic deposit was received after
normal business hours causing a temporary under-collateralization of District balances for one night.

All investments are made in the name of the Houston Independent School District. All investments are purchased
with the delivery versus payment method and are recorded in the District's name on the Federal Reserve's book
entry system and confirmed to the District via safekeeping receipt maintained on the books of the depository
bank's safekeeping department.
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Concentration of Credit Risk - The investment portfolio is diversified to eliminate the risk of loss resulting from
over concentration of assets in a specific maturity, a specific issue, or a specific class of securities. Within the
cash flow requirement constraints, investment maturities are staggered in a way that avoids undue concentration
of assets in a specific maturity sector.

The maximum asset mix approved by the investment policy is as follows:

District Issuer

Type Limit Limit

Money Market Accounts 7% 7%
Certificates of Deposit 50% 10%
U.S. Government Securities 100% 100%
U.S. Agency Securities 80% 40%
Municipal Securities 20% 5%
Repurchase Agreements 8% 8%
Investment Pools* 100% 40%
Money Market Mutual Funds 15% 5%
Mutual Funds 15% 5%
Commercial Paper 30% 5%

*The District does not invest its portfolio in any single investment pool. Funds are subdivided between various
pools for diversification and security reasons. Investments in any pool will be limited to 25% of the average Net
Asset Value of that pool.

The District is prohibited from investing in the following types of investments:

a. obligations whose payment represents the coupon payments on the outstanding principal balance of the
underlying mortgage-backed security collateral and pays no principal;

b. obligations whose payment represents the principal stream of cash flow from the underlying mortgage-
backed security collateral and bears no interest;

c collateralized mortgage obligations that have a stated final maturity date of greater than 10 years;

d collateralized mortgage obligations whose interest rate is determined by an index that adjusts opposite to
the changes in a market index; and

e. banker’s acceptances.

The District neither enters into reverse repurchase agreements nor trades in options or future contracts.
Additionally, the District does not participate in any Securities Lending Program.

As of June 30, 2008, the following was the composition of the District’s investment portfolio:

Lone Star Investment Pool 36.75%
TexPool 34.88%
U.S. Agency Securities 22.44%
TexSTAR 5.89%
Certificates of Deposit 0.04%
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Foreign Currency Risk

The District does not engage in any deposit or investment transactions involving foreign currency.

NOTE 4: PROPERTY TAXES AND STATE AID REVENUE

Property Taxes

The appraisal of property within the District is the responsibility of the Harris County Appraisal District ("Appraisal
District"). The District's property taxes are levied annually in October on the basis of the Appraisal District's
assessed values of property as of January 1 of that calendar year and are due by January 31 of the next
calendar year. Such taxes are applicable to the fiscal year in which they are levied and become delinquent with
an enforceable lien on property after January 31 of the subsequent calendar year. Delinquent taxes receivable
on the government-wide statement of net assets and the governmental fund balance sheet is net of estimated
uncollectible taxes.

The District is permitted to levy taxes up to $1.70 per $100 of assessed valuation for general governmental
services and for the payment of principal and interest on general obligation long-term debt. For the current fiscal
year, the Board of Education set a tax rate of $1.1567 per $100 of assessed valuation. The maintenance and
debt service portions of such rate are $1.0067 and $0.15, respectively. The 2007 assessed valuation was
$96,574,625,420 which resulted in a gross tax levy of $1,117,078,692 for the current fiscal year. The 2007 net
tax levy of $1,080,025,653 reflects an adjustment of $37,053,039 of frozen homestead exemptions for taxpayers
65 years and older as mandated by state property tax laws.

Property taxes which are measurable (quantifiable) and available (collectible within the current period or soon
enough thereafter to finance expenditures of the current period, which the District has estimated to be collected
in the two months after the fiscal year end) are recognized as revenue in the year of levy in the governmental
fund financial statements. Property taxes, which are measurable but not available, are recorded net of estimated
uncollectible amounts, as deferred revenues in the year of the levy in the governmental financial statements.
Such deferred revenues are recognized in the fund financial statements as revenue in the fiscal year in which
they become available. In the government-wide financial statements, property taxes are recognized as revenues
in the year for which the taxes are levied. Uncollectible property taxes in the current period increased the
allowance for uncollectible property taxes in the government-wide and fund financial statements by $3,860,282.

Delinquent taxes receivable and the related allowance for uncollectible taxes in the governmental fund financial
statements as of June 30, 2008 are as follows:

Delinquent Taxes Allowance for Delinquent Taxes
Receivables, Gross Uncollectible Taxes Receivable, Net
General Fund $ 136,382,174 $ 40,105,479 $ 96,276,695
Debt Service Fund 14,557,435 3,879,491 10,677,944
Total $ 150,939,609 $ 43,984,970 $ 106,954,639
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State Aid Revenue

The Texas Education Agency, through its application of state law, allocates state revenues to school districts by

formula allocation.

The District receives two allocations—a per capita allocation and a foundation program

allocation. The District also recognizes revenues for the state's share of the contributions to the Teacher
Retirement System of Texas (TRS). See Note 11 for additional information on the employee’s retirement pian.
Other state revenues are received through other state miscellaneous programs on an allocated basis. The
components of state aid as shown in the governmental fund financial statements are as follows:

Revenues

Per Capita Revenues
Foundation Fund Revenues
Other Foundation

Other State

TRS on Behalf

Shared Services Arrangement

Total State Aid

Amount

50,818,130
440,306,183
6,135,891
22,530,549
66,124,556
1,634,143

587,449,452

As of June 30, 2008, the District also received state matching funds of $625,151 in the Food Service Fund.

NOTE 5: RECEIVABLES/PAYABLES

Receivables as of June 30, 2008 for the District's individual major funds, nonmajor enterprise funds, and internal

service funds in the aggregate are as follows:

Special Capital Food Nonmajor
General Revenue Renovation Service and Other
Fund Fund Fund Fund Funds Total
Due from the State of Texas $ 117952552 $ 41,101,875 § - $ - $ - $ 159,054,427
Due from the Federal government 211,824 1,638,430 - - - 1,850,254
Due from Other Funding Agencies - 1,198,992 344,140 - 2,015,251 3,558,383
Due from Coca Cola - - 444 395 176,355 - 620,750
Other 1,966,203 993,432 - 333,266 217,327 3,510,228
Gross Receivables 120,130,579 44,932,729 788,535 509,621 2,232,578 168,594,042
Less Allowance for Uncollectibles - - - - - -
Total Net Receivables $ 120,130,579 $ 44932729 $ 788,535 $ 509621 $ 2,232578 $ 168,594,042
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Governmental funds report deferred revenue in connection with receivables for revenues that are not considered

to be available to liquidate liabilities of the current period. At June 30, 2008, the various components of deferred
revenue reported in the governmental funds are as follows:

Deferred property taxes, General Fund $ 83,015,286
Deferred property taxes, Debt Service Fund 9,712,161
Deferred restitution, General Fund 199,047
Grant advances, Special Revenue Fund 13,487,586
Total Deferred Revenues $ 106,414,080

Payables as of June 30, 2008 for the District’s individual major funds, nonmajor enterprise funds, and internal
service funds in the aggregate are as follows:

Special Capital Food Nonmajor
General Revenue Renovation Service and Other
Fund Fund Fund Fund Funds Total
Vendors Payable $ 17,715,983 $ 7,862,399 $ 5,102,772 $ 3,281,187 $ 5,451,645 $ 39,413,986
Retainage Payable 306,651 322,575 12,429,345 324,645 - 13,383,216
Other 28,289 13,745 46 909 900 43,889
Total Payables $ 18,050,923 $ 8,198,719 $ 17,532,163 $ 3,606,741 $ 5,452,545 $ 52,841,091
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NOTE 6: CAPITAL ASSETS

A summary of capital asset activity during the fiscal year ended June 30, 2008 follows:

Beginning Ending
Governmental activities: Balance Increases Decreases Balance
Capital assets not being depreciated:
Land 198,598,665 $ 4,969,617 (42,090) 203,526,192
Construction in progress 257,348,611 115,721,215 (165,218,957) 207,850,869
Total capital assets not being depreciated 455,947,276 120,690,832 (165,261,047) 411,377,061
Capital assets being depreciated:
Buildings and improvements 2,344,019,292 165,218,957 (930,676) 2,508,307,573
Furniture and equipment 229,540,104 26,906,483 (2,748,630) 253,697,957
Vehicles 83,793,868 1,100,724 (2,301,357) 82,593,235
Total capital assets being depreciated 2,657,353,264 193,226,164 (5,980,663) 2,844,598,765
Less accumulated depreciation for:
Buildings and improvements 693,739,486 57,155,266 (647,186) 750,247,566
Furniture and equipment 149,281,746 33,952,178 (2,504,085) 180,729,839
Vehicles 51,017,413 5,699,031 (2,255,197) 54,461,247
Total accumulated depreciation 894,038,645 96,806,475 (5,406,468) 985,438,652
Governmental activities capital assets, net 2,219,261,895 $ 217,110,521 (165,835,242) $ 2,270,537,174
Business-type activities:
Capital assets not being depreciated:
Construction in progress 8,496,648 $ 1,659,495 (10,156,143) -
Total capital assets not being depreciated 8,496,648 1,659,495 (10,156,143) -
Capital assets being depreciated:
Buildings and improvements 3,119,623 10,156,143 - 13,275,766
Furniture and equipment 15,026,649 5,766,180 (148,675) 20,644,154
Vehicles 4,531,692 - (83,172) 4,448,520
Total capital assets being depreciated 22,677,964 15,922,323 (231,847) 38,368,440
Less accumulated depreciation for:
Buildings and improvements 31,406 214,566 - 245,972
Furniture and equipment 9,289,917 1,922,776 (148,675) 11,064,018
Vehicles 3,346,980 478,969 (83,172) 3,742,777
Total accumulated depreciation 12,668,303 2,616,311 (231,847) 15,052,767
Business-type activities capital assets, net 18,506,309 $ 14,965,507 $ (10,156,143) 23,315,673

Internal Service Fund capital assets are included in the Governmental activities table above. Additionally, the
Business-type activities table includes the Food Service Fund and the $37,121 net capital assets of the nonmajor
Medicaid Fund.
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Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental activities:

Instruction $ 60,452,985
Instructional resources and media services 82,287
Curriculum development 577,798
Instructional leadership 204,293
School leadership 39,878
Guidance, counseling and evaluation services 48,174
Student transportation 5,220,307
Food service 1,222,590
Co-curricular/extracurricular activities 855,426
General administration 1,570,523
Plant maintenance and operations 1,527,780
Security and monitoring services 480,651
Data processing services 24,523,783

Total depreciation expense, governmental activities $ 96,806,475

Business-type activities:

Food service $ 2,601,581
Other nonmajor business-type activities 14,730
Total depreciation expense, business-type activities $ 2,616,311

Construction Commitments

The District has projects that have significant construction work in progress as of June 30, 2008. These projects
include renovation, replacement and expansion of existing schools, playgrounds, non-school facilities, and other
projects. At June 30, 2008, the District had fully funded commitments for the following categories:

Remaining

Project Spent-To-Date Commitment

Renovated schools $ 132,961,792 $ 1,507,986
Replacement schools 374,811,113 3,156,811
Expanded schools 61,688,025 721,849
Playgrounds 9,246,678 242,071
Non-school facilities 18,071,999 431,245
Other projects 339,291,506 83,634,780
Total $ 936,071,113 $ 89,694,742
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NOTE 7: INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS

The composition of interfund balances in the fund financial statements as of June 30, 2008 was as follows.

GENERAL FUND

SPECIAL REVENUE FUND

DEBT SERVICE FUND

CAPITAL RENOVATION FUND

FOOD SERVICE FUND

OTHER ENTERPRISE FUNDS

INTERNAL SERVICE FUNDS

Capital Renovation Fund
Debt Service Fund

Special Revenue Fund

Food Service Fund

Other Enterprise Funds
Internal Service Funds

DUE FROM OTHER FUNDS

General Fund

Capital Renovation Fund
Food Service Fund

Other Enterprise Funds
Internal Service Funds
DUE TO OTHER FUNDS

General Fund
DUE FROM OTHER FUNDS

General Fund

Special Revenue Fund

Food Service Fund

Internal Service Funds

DUE FROM OTHER FUNDS

General Fund
Capital Renovation Fund

Special Revenue Fund
Internal Service Funds

DUE TO OTHER FUNDS

General Fund

Special Revenue Fund
Internal Service Funds
DUE TO OTHER FUNDS

General Fund

Capital Renovation Fund
Special Revenue Fund
Food Service Fund
Other Enterprise Funds

DUE FROM OTHER FUNDS

$ (462,788)
(12,682)
14,305,405
10,598,557
57,762
(8,132,567)

$ __ 16,353,687

(14,305,405)
(432,085)
(4,563,288)
(4,083)
(225,487)

$ _(19,530,348)

12,682
s ___ 12682

462,788
432,085
(138)

(2,636)
S ___ 892000

(10,598,557)
138
4,563,288
(998)
$ __(6,036129)

(57,762)
4,083
169

$ (53,848)

8,132,567
2,636
225,487
998

169

S __ 8361857

These balances resulted from the time lag between the dates that (1) interfund goods and services are provided
or reimbursable expenditures occur, (2) transactions are recorded in the accounting system, and (3) payments
from funding agencies are received. The primary interfund transactions included amounts due from the Special
Revenue Fund for payroll and related expenditures covered throughout the year that the General Fund expects

to collect in the subsequent year.
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The following is a summary of the District’s transfers for the fiscal year ended June 30, 2008:

TRANSFERS OUT TRANSFERS IN
Debt Capital Internal
General Service Renovation Service
Fund Fund Fund Fund TOTAL
General Fund $ - $ 46,047,528 $ 32,303,680 $ 1,443,527 $ 79,794,735
Capital Renovation Fund - 8,690,000 - - 8,690,000
Non-major Enterprise Fund 13,200,000 - - - 13,200,000
TOTAL $ 13,200,000 $ 54,737,528 $ 32,303,680 $ 1,443,527 $ 101,684,735

Transfers are used to (1) move revenues from the fund that statute or budget requires to collect them to the fund
that statute or budget requires to expend them, (2) move receipts restricted to debt service from the funds
collecting the receipts to the debt service fund as debt service payments become due, and (3) use unrestricted

revenues collected in the general fund to finance various programs accounted for in other funds in accordance
with budgetary authorizations.

As of June 30, 2008, the District made operating transfers of $54.7 million from the General Fund and Capital
Renovation Fund to the Debt Service Fund in order to cover lease payments of the Capital Renovation Fund -
Public Facility Corporation and principal and interest payments on debt and debt notes.

At June 30, 2008, the Internal Service Fund Print Shop had a deficit of $122,368. The District plans to continue
growing external business and expand product offerings in an effort to decrease the deficit.
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NOTE 8: LONG-TERM LIABILITIES

The following is a summary of the District’s long-term liabilities for the fiscal year ended June 30, 2008:

Amortizable/
Payable
Balance Balance Within
Governmental Activities: July 1, 2007 lncreases __Decreases = __June 30 2008 One year
Bonds payable $ 1,697,322423 $ 389,825,000 $ 83,934,296 $ 2,003,213,127 $ 37,284,084
Contractual obligations 55,455,000 23,500,000 15,550,000 63,405,000 14,305,000
Notes payable 89,320,000 - 8,970,000 80,350,000 4,305,000
Total debt payable - principal 1,842,097,423 413,325,000 108,454,296 2,146,968,127 55,894,084
Premium/discount 96,330,881 12,074,079 48,320,321 60,084,639 7,962,190
Deferred loss on refunding of bonds (7,127,921) - (519,869) (6,608,052) (519,869)
Accretion on capital appreciation bonds 148,074,606 85,208,743 38,275,000 195,008,349 22,439,767
Total amortizations and accretions 237,277,566 97,282,822 86,075,452 248,484,936 29,882,088
Total debt payable 2.079.374.989 510.607.82 194,529,748 2,395,453 063 85.776.172
Arbitrage payable 2,729,431 263,934 1,136,346 1,857,019 49,155
Capital leases payable 103,719 93,514 71,189 126,044 63,916
Compensated absences payable 24,451,151 2,753,045 3,288,758 23,915,438 2,937,214
Claims payable 33,411,921 117,912,242 118,745,838 32,578,325 25,619,978
Total other long-term liabilities payable 60.696.222 121.022.735 123242 131 58.476.826 28.675.263
Total governmental activities
long-term liabilities $ __ 2,140,071,211  $ 631,630,557 $ 317,771,879 $ 2,453,929,889 $ 114,451,435
Business-type activities:
Compensated absences payable $ 45452 $ 311290 $ 27488 $ 491000 $ 197.822
Total business-type activities
long-term liabilities $ 45452 $ 311290 $ 27488 $ 491,000 $ 197,822

Internal Service Funds predominantly serve the governmental funds. Accordingly, long-term liabilities for them
are included as part of the above totals for governmental activities. At year end, $791,634 of Internal Service
Funds’ compensated absences payable and $32,578,325 of claims payable is included in the above
governmental activities amounts. For the governmental activities, claims and judgments, and compensated
absences are generally liquidated by the General Fund. The above business-type activities include the Food
Service Fund and the $61,170 of compensated absences payable from nonmajor enterprise funds.

Debt Payable-Governmental Activities

At June 30, 2008, the District had outstanding $2,395,453,063 of general obligation and lease revenue bonds,
public property finance contractual obligations, asbestos abatement notes, and delinquent maintenance tax
notes. Of the $2,395,453,063 debt payable, $195,008,349 was attributable to the accretion on capital
appreciation bonds. These debt obligations, whose original issuance value was $3,364,497,603, were issued at
various dates from May 15, 1989 through March 1, 2008, with interest rates ranging from 3.25 percent to 7.0
percent for the purpose of new construction and maintenance of facilities. All debt obligations fully mature at
various dates through August 15, 2033. At June 30, 2008, outstanding bonds from Series 1999 and delinquent
maintenance tax notes from the Series 2001 Refunding in the amount of $713,234,696 are considered defeased
and are not included in the District’s government-wide financial statements or the fund financial statements.
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Of the District’'s $2,395,453,063 total debt payable outstanding at June 30, 2008, $82,614,714 is attributable to
lease revenue bonds issued by the Public Facility Corporation.

The Variable Rate Bonds Series 2004, with interest at the initial offering rate of 1.62 percent for the Initial Rate
Period, which is defined as beginning on the date of initial delivery of bonds and ending on June 9, 2005, were
issued on May 25, 2004. Following the initial rate period, the Variable Rate Bonds Series 2004 were remarketed
annually for one year rate re-set periods of 2.77, 3.63, and 3.75 percent respectively. On June 14, 2008, the
Bonds were remarketed at a rate of 1.85 percent for the period extending through June 15, 2009. Variable Rate
Bonds bear interest in a flexible rate or variable rate effective for periods selected and approved by the District.

In March 2008, the District issued $389,825,000 in Limited Tax Schoolhouse Bonds, Series 2008 with interest
rates ranging from 4.25 to 5 percent. The District received a premium of $11,975,015 on the issuance of Series
2008 bonds. The total proceeds less the issuance costs and underwriter’s discount of $1,149,007 and $651,008
respectively, are to be used for additional construction and renovation. This was the first segment of an $805
million bond referendum passed in November 2007.

The following table provides details of the related debt transactions during the fiscal year:

Underwriter's Issue

Face Value Premium Total Discount Cost
CAP Series 2007 $ 23,500,000 $ 99,064 $ 23,599,064 $ - $ 85,814
Bond Series 2008 389,825,000 11,975,015 401,800,015 651,008 1,149,007
Total $ 413,325,000 $ 12,074,079 $ 425,399,079 $ 651,008 $ 1,234,821

The District received $12,074,079 in premiums from the sale of bonds and notes during the year. Premium on
each bond or note issue will be amortized individually over the life of the said bond or note and the amortization
payable has been added to this note. Additionally, underwriter's discount and issue cost related to the
transactions of $651,008 and $1,234,821, respectively, have been added to Other Assets on the Statement of
Net Assets and will be amortized over the life of the bonds.

Contractual Obligations are issued for the purpose of acquiring personal property assets and are authorized
pursuant to the laws of the State of Texas, including the Public Property Finance Act, Section 271.001 of the
Texas Local Government Code. The District issued $23,500,000 in Contractual Obligation Series 2007 in
October 2007. The District received $99,064 in premium and paid $85,814 in issuance costs. The notes issued
by the District include both Maintenance Tax Notes and Asbestos Abatement Notes. The maintenance tax notes
were issued to provide funding for improvements to and rehabilitation of school facilities and the asbestos
abatement notes were issued to pay costs for the District's environmental cleanup and asbestos removal
programs. Both maintenance tax notes and asbestos abatement notes are authorized under Section 45.108 of
the Texas Education Code.

Premiums on Capital Appreciation Bonds are included in the accreted value of the bonds. A reclassification was
made in fiscal year 2008 between bonds payable, premium/discount, and accretion on capital appreciation
bonds in order to properly reflect each category. Additionally, the effective interest method of premium/discount
amortizations and accretions has been implemented. The net effect of the adjustments was an increase in total
debt payable of $3,066,387.
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The following table displays total principal debt outstanding by issuance as of June 30, 2008. Accreted values

as of June 30, 2008 are included for each applicable debt issuance.

Original Final
Date of Interest Issue Maturity Bond CAB Total Bonds
Issue Description Rates Amount Date Principal Accretion Payable

05-15-89 Series 1989 6.7t07.0 $ 190,012,895 8/15/2010 $ 12,785,094 $ 36,716,348 49,501,442
10-15-92 Refunding Series 1992 3.5106.35 71,905,037 8/15/2014 33,330,037 47,595,162 80,925,199
01-01-97 Refunding Series 1997 5.2 105.375 31,435,000 8/15/2017 1,765,000 7,786,864 9,551,864
01-01-99 Series 1999A 4.0t05.3 698,830,000 2/15/2026 30,899,701 18,190,278 49,089,979
01-01-99 Series 1999B 4.5 10 4.65 10,680,000 2/15/2009 3,375,002 1,949,750 5,324,752
07-22-99 Series 1999C (QZAB) 1.54 8,000,000 8/1/2012 8,000,000 B 8,000,000
08-01-05 Series 2003 40TO5.0 262,535,000 2/15/2033 239,085,000 B 239,085,000
05-25-04 Vaiable Rate Series 2004 VARIABLE 300,000,000 6/15/2031 237,000,000 B 237,000,000
02-10-05 Series 2005 3.25T06.0 193,300,000 2/15/2032 180,650,000 _ 180,650,000
02-10-05 Refunding Series 2005A 4.25t0 4.46 198,078,577 2/15/2020 198,078,578 37,621,312 235,699,890
09/21/05 Refunding Series 20058 5.0 173,140,000 2/15/2024 173,140,000 B 173,140,000
12/08/05 Series 2005A 4.0t05.0 104,700,000 2/15/2032 104,700,000 _ 104,700,000
11/21/06 Refunding Series 2006 5.0 28,100,000 8/15/2017 28,100,000 B 28,100,000
03/22/07 Refunding Series 2007 3.85t05.0 279,865,000 2/15/2026 279,865,000 11,406,428 291,271,428
03/01/08 Series 2008 5.0 389,825,000 2/15/2033 389,825,000 B 389,825,000
05/01/98 Lease Revenue Series 1998A (PFC) 4.45TO 5.43 46,246,108 9/15/2022 23,216,877 15,837,582 39,054,459
05/01/98 Lease Revenue Series 1998B (PFC) 4.45TO 5.38 47,999,985 9/15/2022 26,622,838 17,904,625 44,527,463
04/01/06 Lease Revenue Series 2006 (PFC ~ 4.25TO 5.50 33,600,000 9/15/2030 32,775,000 - 32,775,000

Food)

Bonds Payable 2,003,213,127 195,008,349 2,198,221,476
11/16/00 Contractual Obligations Series 2000 4.75 TO 5.0 37,000,000 7/15/2008 2,705,000 B 2,705,000
10/09/03 Contractual Obligations Series 2003 3.0 20,000,000 7/15/2008 2,000,000 B 2,000,000
10/01/04 Contractual Obligations Series 2004 3.25 TO 3.75 12,000,000 7/15/2008 4,200,000 B 4,200,000
12/08/05 Contractual Obligations Series 2005 3.25 TO 3.75 21,000,000 7/15/2013 18,000,000 _ 18,000,000
11/01/06 Contractual Obligations Series 2006 3.625 TO 3.75 13,000,000 7/15/2012 13,000,000 B 13,000,000
11/01/07 Contractual Obligations Series 2007 3.50 TO 4.00 23,500,000 7/15/2015 23,500,000 B 23,500,000

Contractual Obligations 63,405,000 _ 63,405,000
04/19/01 Maintenance Notes Series 2001 3.9T05.45 100,000,000 7/15/2011 19,105,000 B 19,105,000
05/15/05 Maintenance Notes Refunding Series 3.9 TO 5.45 61,245,000 7/15/2020 61,245,000 - 61,245,000

2005

Notes Payable 80,350,000 - 80,350,000
Total Debt Payable - Principal $ 2,146,968,127 $ 195,008,349 2,341,976,476
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The following table summarizes by type the annual debt service requirements of the outstanding debt issues at
June 30, 2008 to maturity:

Bond Bond

Principal Interest Totals
2009 $ 37,284,084 $ 106,362,009 $ 143,646,093
2010 40,274,608 115213472 155,488,080
2011 45,342,243 114,981,594 160,323,837
2012 39,782,178 129,158,798 168,940,976
2013 57,091,800 112,597,512 169,689,312
2014-2018 330,480,944 515,709,744 846,190,688
2019-2023 500,177,270 312,453,889 812,631,159
2024-2028 556,650,000 173,180,418 729,830,418
2029-2033 396,130,000 52,010,560 448,140,560
$ 2,003,213127 $ 1,631667,996 $ 3,634,881,123

Contractual Contractual
Obligations Obligations

Principal Interest Totals
2009 $ 14,305,000 $ 2,275,066 $ 16,580,066
2010 11,245,000 1,615,418 12,860,418
2011 11,605,000 1,179,230 12,784,230
2012 11,970,000 744 593 12,714,593
2013 7,080,000 401,640 7,481,640
2014-2016 7,200,000 308,663 7,508,663
$ 63,405,000 $ 6,524,610 $ 69,929,610

Notes Notes

Principal Interest Totals
2009 $ 4,305,000 $ 3,902,825 $ 8,207,825
2010 5,025,000 3,670,700 8,695,700
2011 5,135,000 3,419,000 8,554,000
2012 5,345,000 3,159,400 8,504,400
2013 5,055,000 2,900,625 7,955,625
2014-2018 25,350,000 10,712,500 36,062,500
2019-2021 30,135,000 2,255,625 32,390,625
$ 80,350,000 $ 30,020,675 $ 110,370,675
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Total Total
Principal Interest
Requirements Requirements Totals

2009 $ 55,804,084 $ 112539900 $ 168,433,984
2010 56,544,608 120,499,590 177,044,198
2011 62,082,243 119,579,824 181,662,067
2012 57,097,178 133,062,791 190,159,969
2013 69,226,800 115,899,777 185,126,577
2014-2018 363,030,944 526,730,907 889,761,851
20192023 530,312,270 314,709,514 845,021,784
2024-2028 556,650,000 173,180,418 729,830,418
2029-2033 396,130,000 52,010,560 448,140,560
$ 2,146,968,127 $ 1,668,213,281 $ 3,815,181,408

Other long-term debt

Arbitrage -- The Federal Tax Reform Act of 1986 requires issuers of tax-exempt debt to make payments to the
United States Treasury of investment income received at yields that exceed the issuer’s tax-exempt borrowing
rates. The U.S. Treasury requires payment for each issue every five years. Arbitrage liability for tax-exempt
debt subject to the Tax Reform Act issued through June 30, 2008, amounted to $1,857,019. The estimated
liability is updated annually for any tax-exempt issuances or changes in yields until such time payment of the
calculated liability is due. Liabilities resulting from issuances in the General Fund are typically liquidated in the
General Fund. Liabilities resulting from issuances in the Capital Renovation Fund are liquidated in the Capital
Renovation Fund if unspent proceeds are remaining.

Compensated Absences -- On retirement or death of certain employees who meet eligibility requirements, the
District pays any accumulated sick leave as an employer contribution to a 403(b) plan in the employee’s name to
such employees or the estates of the employees. Individuals employed after October 9, 1972 are not eligible to
receive the lump-sum cash payments. Additionally, certain employees are entitled to receive accrued vacation
pay in a lump-sum cash payment upon termination of employment with the District. The net decrease of
$535,714 over the prior fiscal year represents the recorded liability for employees vesting in the accumulated
sick leave program adjusted by the amounts paid employees retiring from the District.

Capital Leases -- In 2002, the District entered into capital leases with Apple Lease Financing and Compagq
Lease Financing. Each lease meets the criteria of a capital lease as defined by Statement of Financial
Accounting Standards No. 13, Accounting for Leases, which defines a capital lease generally as one which
transfers benefits and risks of ownership to the lessee.

Capital assets acquired by lease have been capitalized in an amount equal to the present value of the future
minimum lease payments at the time of acquisition. Principal payments in fiscal year 2008 totaled $71,189. The
General Fund has typically been used in prior years to liquidate capital lease liabilities. Capital assets, net of
depreciation, acquired through capital leases and recorded in the government-wide financial statements for
governmental activities amounted to $93,514.
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The future minimum lease obligations and the net present value of these minimum lease payments as of June
30, 2008 were as follows:

Year Ending Governmental
June 30th Activities
2009 $ 77,488
2010 51,796
Total minimum lease payments 129,284
Amount Representing Interest at 2.51% (3,240)
Present Value of minimum lease payments $ 126,044

NOTE 9: OPERATING LEASES

The District leases office facilities and instructional educational facilities under noncancellable operating leases.
Total cost for such leases was $1,240,378 for the fiscal year ended June 30, 2008. The future minimum lease
payments for these leases are as follows:

Year Ending
June 30 Amount
2009 $ 773,352
2010 469,766
2011 123,706
2012 8,610

$ 1,375,434

NOTE 10: RISK MANAGEMENT

The District is exposed to various risks related to torts: theft of, damage to and destruction of assets; errors and
omissions; and natural disasters. The District's risk management program encompasses various means of
protecting the District against losses through policies with commercial insurance carriers or through self-
insurance.

Workers’ Compensation

The District maintains a self-insurance program for workers’ compensation. Contributions are paid from all
governmental and proprietary funds to the Workers’ Compensation Internal Service Fund from which all claims
and administrative expenses are paid. Claims administration, loss control, and consultant services are provided
by a third party administrator. The District maintains a catastrophic loss insurance policy for catastrophic losses
exceeding $1,500,000 per occurrence up to statutory limit of liability.

An accrual for incurred but not reported claims in the amount of $14,647,325 (discounted at 3 percent), of which
$8,153,676 is the current portion, has been recorded in the fund as of June 30, 2008. Claims payable, including
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an estimate of claims incurred but not reported, was actuarially determined based on the District’s historical
claims experience and an estimate of the remaining liability on known claims.

At June 30, 2008, the fund had net assets of $32,270,102. Changes in claims payable for the fiscal years ended
June 30, 2007 and 2008 are as follows:

2008 2007

Claims payable, beginning of fiscal year $ 17,150,921 $ 21,358,828
Incurred claims and claim adjustment expenses

for insured events of the current fiscal year 6,456,209 7,838,388
Decrease in provision for insured events of

prior fiscal year (845,832) (7,150,399)
Total incurred claims and claim adjustment expenses 5,610,377 687,989
Payments:
Claims and claim adjustment expenses attributable

to insured events of the current fiscal year 8,113,973 4,895,896
Claims and claim adjustment expenses attributable

to insured events of the prior fiscal year - -
Total payments 8,113,973 4,895,896
Claims payable, end of fiscal year $ 14,647,325 $ 17,150,921

Health Insurance

Effective January 1, 2002, the District established a self-insurance program for health insurance. Contributions
are paid from all governmental and proprietary funds to the Health Insurance Internal Service Fund from which
all claims and administrative expenses are paid. Claims administration and consultant services are provided by
a third party administrator. The District maintains both aggregate and individual stop loss coverage. Individual
stop loss coverage is for catastrophic losses exceeding $300,000 per claim.

The District is insured for covered medical paid and incurred during the plan year by Aetna and pharmacy costs
paid and incurred during the plan year by Caremark under an annual aggregate insurance contract. The
coverage provides that the insurer will reimburse the District for such paid claims that exceed an annual
aggregate attachment point that is determined by a monthly amount per covered employee based on the tier of
coverage enrolled.

An accrual for incurred but not reported claims in the amount of $17,931,000, of which $17,466,300 is the current
portion, has been recorded in the fund as of June 30, 2008. Claims payable, including an estimate of claims
incurred but not reported, was actuarially determined based on an estimate of the remaining liability on known
claims.
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At June 30, 2008, the fund had net assets of $49,442,671. Changes in claims payable for the fiscal years ended
June 30, 2007 and 2008 are as follows:

2008 2007

Claims payable, beginning of fiscal year $ 16,261,000 $ 16,094,000
Incurred claims and claim adjustment expenses

for insured events of the current fiscal year 106,686,772 87,023,492
Increase in provision for insured events of prior

fiscal year 5,615,093 4,580,184
Total incurred claims and claim adjustment expenses 112,301,865 91,603,676
Payments:
Claims and claim adjustment expenses attributable

to insured events of the current fiscal year 105,100,272 86,864,842
Claims and claim adjustment expenses attributable

to insured events of the prior fiscal year 5,531,593 4,571,834
Total payments 110,631,865 91,436,676
Claims payable, end of fiscal year $ 17,931,000 $ 16,261,000

Property, Casualty, General and Professional Liability

The District purchases All-Risk Property Insurance with limits of $200,000,000. Due to market conditions, the
property insurance coverage limits were increased from $150,000,000 to $200,000,000. National Flood
Insurance Program policies are purchased for those facilities in the 100-year and 500-year flood plain. Casualty,
General and Professional Liability risks are insured with limits of $10,000,000. Within these policy limits, the
District’'s exposure for covered losses is limited to the policy deductibles and self-insured retentions. Automobile
liability exposures are self-insured in Texas and insurance coverage is purchased for out of state risks. The
District has not had any claims in excess of its policy limits in the past three years.

NOTE 11: EMPLOYEES’ RETIREMENT PLAN

Plan Description

The District’'s employees are covered by the Teacher Retirement System of Texas (“TRS”). TRS, a public
employee retirement system (“PERS”), is a multiple-employer defined pension plan. It is a cost sharing PERS
with one exception: all risks and costs are not shared by the District but are the liability of the State of Texas. By
statute, the State of Texas contributes to the retirement system an amount equal to the current authorized rate
multiplied by the aggregate annual compensation of all members of the retirement system during that fiscal year.
The District’s covered payroll and the total payroll for the year ended June 30, 2008 were $1,108,879,392 and
$1,160,273,914, respectively. For members of the retirement system entitled to the State’s statutory minimum
salary for school personnel, the District pays the State’s contribution on the part of the member’s salary that
exceeds the statutory minimum.

The District contributes to the Texas Public School Retired Employees Group Insurance Program (TRS-Care), a
cost-sharing multiple-employer defined benefit postemployment health care plan administered by TRS. TRS-
Care Retired Plan provides health care coverage for certain persons (and their dependents) who retired under
TRS. The statutory authority for the program is Texas Insurance Code, Chapter 1575.
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Types of Employees Covered

All members of public state-supported educational institutions in Texas who are employed for one-half or more of
the standard workload and who are not exempted from membership under the Texas Government Code are
covered by the plan.

Benefit Provisions and Service Requirements

TRS administers retirement and disability annuities and death and survivor benefits to employees and
beneficiaries of employees of the public school system of Texas. It operates primarily under the provisions of the
Texas Constitution Article XVI, Section 67 and the Texas Government Code, Title 8, Subtitle C, Chapter 803 and
805, respectively. Service requirements are as follows:

Normal -- Age 65 with 5 years of credited service, or when the sum of member’s age and years of credit equals
or exceeds 80.

Reduced -- Age 55 with at least 5 years of credited service, or any age below 50 with 30 or more years of
credited service.

Members are fully vested after five years of creditable service and are entitled to any benefit for which eligibility
requirements have been met.

Effective September 1, 2005, new employees no longer have the 90-day waiting period for TRS pension plan
membership.

Funding Policy

Contribution requirements are not actuarially determined, but are legally established each biennium pursuant to
the following state funding policy: (1) the state contribution requires the legislature to establish a member
contribution rate of not less than 6 percent of the member’s annual compensation and a state contribution of not
less than 6 percent of the member’'s annual compensation rate and not more than 10 percent of the aggregate
annual compensation of all members of the system during the fiscal year, (2) a state statute prohibits benefit
improvements or contribution reductions if, as a result of the particular actions, the time required to amortize
TRS’s unfunded actuarial liabilities would be increased to a period that exceeds 31 years, or if the amortization
period exceeds 31 years, the period would be increased by such action.

State law provides for a state contribution rate of 6.58 percent and member contribution rate of 6.4 percent for
fiscal year 2008. The State of Texas contributes 6.58 percent of all employees’ eligible gross earnings, except
for those District employees subject to the statutory minimum rules and those employees being paid from and
participating in federally funded programs for the fiscal year 2008. The statutory minimum requirements are
based on the State of Texas minimum teacher schedule and then adjusted based on local tax rates. For
employees paid by federal programs, the federal programs are required to contribute the state’s portion.

The State of Texas and active public school employee contribution rates were 1.0% and 0.65% of public school
payroll, respectively, with school districts contributing a percentage of payroll set at 0.55% for fiscal years 2008,
2007, 2006, and 2005. Per Texas Insurance Code, Chapter 1575, the public school contribution may not be less
than 0.25% or greater than 0.75% of the salary of each active employee of the public school. For the years
ended August 31, 2007, 2006, and 2005, the total contributions paid to the pension plan were $3,615,804,936,
$3,299,916,519, and $3,057,170,112 respectively; the active member contributions were $1,862,595,865,
$1,700,415,419, and $1,578,339,475, respectively; contributions from the state of Texas were $1,471,131,358,
$1,332,101,481, and $1,257,671,695, respectively; and contributions from reporting employers were
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$282,077,713, $267,399,619, and $221,158,942, respectively. The District's contributions for the years ended
August 31, 2007, and August 31, 2006, were $3,026,730, and $2,062,491, respectively, and the estimated
contribution for the year ending August 31, 2008 is $2,306,405.

Contributions Required and Made

Employees of the District were required to pay 6.65 percent of their eligible gross earnings to TRS. Of the 6.65
percent, .25 percent was a contribution towards TRS-Care retiree health insurance. Effective September 1,
2003, the Texas legislature enacted legislation related to the funding of TRS-Care. House Bill 3459 of the 78"
Legislature increased the .25 percent active member contribution to 0.5 percent of salary and added a new
contribution from school districts for 0.4 percent of salary of each active employee. Effective September 1, 2005,
the 79" Legislature enacted changes to increase the 0.5 percent of salary of each active member contribution to
TRS-Care to 0.65 percent of salary and increased the 0.4 percent contributions from school districts to 0.55
percent of salary of each active employee. The State of Texas contributes 6.0 percent for all District employees
except for employees’ salaries paid from federal or local grants since their contributions are paid by the District
from funds received from grantor agencies. Both of those rates are set by state statutes. The statutory minimum
requirements are based on the State of Texas teacher schedule adjusted by local tax rates. For members
funded by federal programs, the federal programs are required to contribute 7 percent. Effective September 1,
2007, the Texas legislature enacted legislation to increase the state contribution rate from 6% to 6.58% and to
increase the contribution rate for federal funded programs from 7% to 7.58%. Contributions made by the State,
the District, and its employees; and the District's covered payroll for fiscal years ended June 30, 2006, June 30,
2007, and June 30, 2008 are equal to required contributions and were made as follows:

Pension Contributions

Contributions Required Required Member's State Employee
Made on Behalf Contributions Contributions Contributions Covered Contribution Contribution
of the District to TRS to Active Care to TRS Payroll Rate Rate
2006 $53,119,273 $9,415,480 $5,138,571 $68,630,562 $975,754,935 6.00% 7.05%

2007 $57,370,533 $2,312,873 $5,763,264 $74,352,376 $1,054,643,626 6.00% 7.05%
*2008 $65,463,311 $19,829,892 - $70,968,281 $1,108,879,392 5.58% 6.40%

* For fiscal year ended June 30, 2008, the Contributions Made on Behalf of the District and the Member’s Contributions to TRS do not reflect
contributions for the TRS-Care.

Contributions to TRS - Active Care

State District
Contribution Required Member's State Member's
Made on Behalf Contributions Contributions Covered Contribution Contribution
of the District to Active Care to Active Care Payroll Rate Rate
2008 $661,245 $6,045,801 $7,207,716 $1,108,879,392 1.00% 0.65%

The contributions made by the State on behalf of the District have been recorded in the government-wide
financial statements and in the fund financial statement of the General Fund as both state revenues and payroll
expenditures. These contributions are the legal responsibility of the State.

TRS issues a publicly available financial report that includes financial statements and required supplementary
information for the defined benefit pension plan and TRS-Care. That report may be visiting the TRS Web site at
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www.trs.state.tx.us, by writing to the TRS Communications Department, 1000 Red River Street, Austin, Texas
78701, or by calling 1-800-223-8778.

NOTE 12: COMMITMENTS AND CONTINGENCIES

The District received significant financial assistance from numerous federal and state governmental agencies in
the form of grants. The disbursements of funds received under these programs generally requires compliance
with terms and conditions specified in the grant agreements and are subject to audit by the grantor agencies and
the Texas Education Agency. Any disallowed claims resulting from such audits could become a liability of the
General Fund. However, in the opinion of management, any such disallowed claims, if any, will not have a
material effect on any of the financial statements of the individual fund types included herein or on the overall
financial position of the District at June 30, 2008.

NOTE 13: PRIOR PERIOD ADJUSTMENT

The District adjusted it beginning fund balance for its Special Revenue Fund to account for cash received for
prior year reimbursements that were recorded as deferred revenues. The recognition of revenue resulted in an
adjustment to beginning fund balance of $7,162,196.

NOTE 14: SUBSEQUENT EVENTS

In October 2008, the District issued $14,500,000 of Public Property Finance Contractual Obligations, Series
2008. Proceeds from the issuance of the contractual obligations will be used to provide funds for the acquisition
of certain capital items.

On September 12, 2008, the District was impacted by Hurricane Ike. Any damage to district facilities is covered
under the district’s property casualty insurance subject to a $2.5 million deductible. The district plans to request
reimbursement of its deductible from the Federal Emergency Management Agency.

On September 15, 2008, Lehman Brothers filed for Chapter 11 bankruptcy. Lehman Brothers had provided
certain management services (marketing and client services) to TexPool, a local government pool, in which the
District has funds invested. The services provided by Lehman Brothers were transferred to Federated Investors
Inc. There was no loss incurred by the District in connection with this event.
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
FOR THE FISCAL YEAR ENDED JUNE 30, 2008
(UNAUDITED)

Note 1: Stewardship, Compliance, and Accountability

The District uses the following procedures in establishing the budgets reflected in the
financial statements:

Prior to June 30th of the preceding fiscal year, the District prepares a budget for the
next succeeding fiscal year beginning July 1. The operating budget includes
proposed expenditures and the means of financing them.

Public hearings are conducted to obtain citizens' comments. However, the final
priorities and funding of projects are determined by the Board of Education that
establishes a tax rate to support the approved budget.

A meeting of the Board of Education is then called for the purpose of adopting the
proposed budget.

Budgets are approved on a fund-by-fund basis. The District can make amendments
to the budget at any time during the year; however, amendments changing functional
expenditure categories or revenue object accounts (as defined in the Texas
Education Agency’s Financial Accountability System Resource Guide) must be
approved by the Board of Education. Additionally, the Board of Education formally
reviews the budget twice during the fiscal year.

Budgets are considered a management control and planning tool and as such are
incorporated into the accounting system of the District.

Annual budgets are legally adopted for the General Fund, the Special Revenue Fund,
the Debt Service Fund, the Capital Renovation Fund, and the Food Service Fund.
The budgets are prepared on a basis of accounting that is used for reporting in
accordance with generally accepted accounting principles and are monitored by the
Budgeting Office. By state law, expenditures may not legally exceed budgeted
appropriations, as amended at the function level by fund. Unexpended
appropriations lapse at the end of the fiscal year.
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NONMAJOR ENTERPRISE FUNDS

The Business Development Fund is used to account for the financial operations
of the District's Marketing Office. The Marketing Office was organized in early
2002 to help develop and coordinate the District's efforts in marketing and the
sale of goods and services to other school districts. Primary relationships
between HISD and other school districts are through cooperative purchasing
programs or inter-local agreements, both of which are statutorily authorized ways
for governmental entities to acquire goods or services. Activities involve the
marketing and development of business relationships, both directly related to
district products, such as the CLEAR curriculum and also to products/services
developed through vendor/HISD partnerships, such as lighting retrofit and JOC
programs. The Marketing Office also assists other HISD departments, such as
Professional Development and Virtual Schools, in their marketing efforts. The
office manages contracts related to marketing and sales activities and participates
actively in the development of entrepreneurial approaches to securing funding for

various innovative district activities.

The Medicaid Fund is used to account for the financial operation of special
reimbursement programs offered by the District. For several years, the District
has participated in a Medicaid reimbursement program, which is a federal
program to provide partial reimbursement for health care services provided to
eligible children. The District currently provides Medicaid advisory services to

over 200 Texas school districts.
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NONMAJOR ENTERPRISE FUNDS
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Enterprise Funds

Business
Development Medicaid Totals
ASSETS
Current assets:
Cash and cash equivalents $ 3,125 $ 19,173 $ 22,298
Investments 1,397,321 10,941,440 12,338,761
Receivables 1,444,019 571,232 2,015,251
Other assets - 607 607
Total current assets 2,844,465 11,532,452 14,376,917
Noncurrent assets:
Furniture and equipment - 119,208 119,208
Less accumulated depreciation - (82,087) (82,087)
Total noncurrent assets - 37,121 37,121
Total assets 2,844,465 11,569,573 14,414,038
LIABILITIES
Current liabilities:
Accounts payable 1,968,799 6,652 1,975,451
Due to other funds 5,488 48,360 53,848
Accrued salaries payable 3,683 25,063 28,746
Compensated absences payable 2,533 17,065 19,598
Total current liabilities 1,980,503 97,140 2,077,643
Noncurrent liabilities:
Compensated absences payable 13,159 28,413 41,572
Total noncurrent liabilities 13,159 28,413 41,572
Total liabilities 1,993,662 125,553 2,119,215
NET ASSETS
Invested in capital assets - 37,121 37,121
Unrestricted 850,803 11,406,899 12,257,702
Total net assets $ 850,803 $ 11,444,020 $ 12,294,823
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HOUSTON INDEPENDENT SCHOOL DISTRICT

COMBINING STATEMENT OF REVENUES, EXPENSES,

OPERATING REVENUES:
Charges for sales and services:

Consulting services

Total operating revenues

OPERATING EXPENSES:

Payroll costs

Purchased and contracted services
Supplies and materials
Other operating expenses

Depreciation

Total operating expenses
Operating income (loss)

NONOPERATING REVENUES (EXPENSES)
Earnings on investments
School health services (SHARS)

Star health

Total nonoperating revenue

Income before transfers
Transfers out
Change in net assets
Total net assets—beginning

Total net assets—ending

AND CHANGES IN FUND NET ASSETS
NONMAJOR ENTERPRISE FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Enterprise Funds

Business
Development Medicaid Totals

$ 10,286,253 $ 1,144,819 $ 11,431,072
10,286,253 1,144,819 11,431,072
142,384 954,288 1,096,672
9,561,728 154,501 9,716,229
1,306 55,304 56,610
53,967 84,117 138,084
- 14,730 14,730
9,759,385 1,262,940 11,022,325
526,868 (118,121) 408,747
80,475 640,384 720,859
- 3,993,545 3,993,545
- 6,129,840 6,129,840
80,475 10,763,769 10,844,244
607,343 10,645,648 11,252,991
(1,200,000) (12,000,000) (13,200,000)
(592,657) (1,354,352) (1,947,009)
1,443,460 12,798,372 14,241,832
$ 850,803 $ 11,444,020 $ 12,294,823
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HOUSTON INDEPENDENT SCHOOL DISTRICT
COMBINING STATEMENT OF CASH FLOWS
NONMAJOR ENTERPRISE FUNDS
JUNE 30, 2008

Enterprise Funds

Business
Development Medicaid Totals
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers $ 10,490,725 $ 1,126,343 $ 11,617,068
Receipts from other funds 60,904 - 60,904
Payments to suppliers (9,493,727) (306,089) (9,799,816)
Payments to employees (138,165) (926,792) (1,064,957)
Payments to other funds - (8,375) (8,375)
Other payments - (607) (607)
Net cash provided (used) by operating activities 919,737 (115,520) 804,217
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Grants from federal agencies - 10,123,385 10,123,385
Operating subsidies and transfers to other funds (1,200,000) (12,000,000) (13,200,000)
Net cash used by noncapital
financing activities (1,200,000) (1,876,615) (3,076,615)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments (3,835,475) (11,325,385) (15,160,860)
Proceeds from sales and maturities of investments 3,981,100 12,582,000 16,563,100
Interest and dividends 80,475 640,385 720,860
Net cash provided by investing activities 226,100 1,897,000 2,123,100
Net decrease in cash and cash equivalents (54,163) (95,135) (149,298)
Balances—beginning of the year 57,288 114,308 171,596
Balances—end of the year $ 3,125 § 19,173 $ 22,298
Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (loss) $ 526,868 $ (118,121) $ 408,747
Adjustments to reconcile operating income (loss) to net cash
provided (used) by operating activities:
Depreciation expense - 14,730 14,730
Change in assets and liabilities:
Receivables 204,472 (18,475) 185,997
Accounts payables 123,274 (12,168) 111,106
Due to other funds 60,904 (8,375) 52,529
Accrued salaries payable 4,219 27,496 31,715
Other assets - (607) (607)
Net cash provided (used) by operating activities $ 919,737 $ (115,520) $ 804,217
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INTERNAL SERVICE FUNDS

The Print Shop Fund is used to account for all the printing and distribution
activities of the District's two print shop facilities. Schools and departments are
charged for the costs of printing and distribution requests. During non-peak times,
the Print Shop takes in work from other governmental agencies requiring assistance
during their peak periods. The District also has reciprocal agreements with other
governmental agencies in the event a backlog of jobs is experienced by District
users.

The Health Insurance Fund is used to account for the health insurance plan
administered by the District. The plan is a self-insured plan requiring the District
and its employees to contribute the cost. The District contributes approximately
56.49 percent of the annual cost of the plan with employees paying for the
remaining 43.51 percent. These contributions are paid from all governmental and
proprietary funds to the Health Insurance Fund from which all claims and
administrative expenses are paid.

The Workers’ Compensation Fund is used to account for risk financing activities
related to the self-insured workers’ compensation program. All employees of the
District are covered by this plan for injuries occurring on the job. The District
contributes 100 percent of the funding for this program.

The Internal Services Fund is used to account for the fee-for-services offered by
the District to serve the specific needs of schools and departments. The
Professional Development, Alternative Certification, Athletics, Regional Offices, UIL
and Media Center programs are accounted for within this fund.
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ASSETS
Current assets:
Cash and cash equivalents
Investments
Receivables
Accrued interest
Due from other funds
Total current assets

Noncurrent assets:
Buildings and improvements
Furniture and equipment
Vehicles
Less accumulated depreciation
Total noncurrent assets
Total assets

LIABILITIES
Current liabilities:
Accounts payable
Due to other funds
Accrued salaries payable
Claims and judgments payable
Total current liabilities

Noncurrent liabilities:
Compensated absences payable
Claims and judgments payable

Total noncurrent liabilities
Total liabilities

NET ASSETS

Invested in capital assets
Unrestricted

Total net assets

HOUSTON INDEPENDENT SCHOOL DISTRICT
COMBINING STATEMENT OF NET ASSETS

INTERNAL SERVICE FUNDS
JUNE 30, 2008

Print Health Workers' Internal

Shop Insurance Compensation Services Totals
62,395 $ 960 $ 36,712 $ 95,415 195,482
15,820 59,903,319 46,703,222 5,068,717 111,691,078
185,792 5,894 - 25,641 217,327
- 614,718 310,508 - 925,226
- 8,849,533 464,250 - 9,313,783
264,007 69,374,424 47,514,692 5,189,773 122,342,896
558,545 - - - 558,545
508,889 - 128,623 158,254 795,766
111,068 - - - 111,068
(542,976) - (128,623) (58,605) (730,204)
635,526 - - 99,649 735,175
899,533 69,374,424 47,514,692 5,289,422 123,078,071
176,294 1,957,555 503,679 839,566 3,477,094
705,632 - - 246,294 951,926
41,615 18,793 25,355 282,493 368,256
- 17,466,300 8,153,678 - 25,619,978
923,541 19,442,648 8,682,712 1,368,353 30,417,254
98,360 24,405 68,231 600,638 791,634
- 464,700 6,493,647 - 6,958,347
98,360 489,105 6,561,878 600,638 7,749,981

1,021,901 19,931,753 15,244,590 1,968,991 38,167,235
635,526 - - 99,649 735,175
(757,894) 49,442,671 32,270,102 3,220,782 84,175,661
(122,368) $ 49,442,671 $ 32,270,102 $ 3,320,431 84,910,836
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HOUSTON INDEPENDENT SCHOOL DISTRICT
COMBINING STATEMENT OF REVENUES, EXPENSES,
AND CHANGES IN FUND NET ASSETS

INTERNAL SERVICE FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

OPERATING REVENUES:
Charges for sales and services:
Sales to customers $
Charges to other funds
Miscellaneous
Total operating revenues

OPERATING EXPENSES:
Payroll costs
Purchased and contracted services
Supplies and materials
Other operating expenses
Claims and judgments
Depreciation
Total operating expenses
Operating loss

NONOPERATING REVENUES (EXPENSES):
Earnings on investments
Total nonoperating revenue
Loss before transfers
Transfers In
Change in net assets

Total net assets—beginning

Total net assets—ending $

Print Health Workers' Internal
Shop Insurance Compensation Services Totals
4,806,210 $ - - $ 21,863,927 $ 26,670,137
- 107,486,299 6,707,272 - 114,193,571
4,120 833,934 420,613 18,044 1,276,711
4,810,330 108,320,233 7,127,885 21,881,971 142,140,419
1,633,747 531,111 1,169,710 16,474,631 19,809,199
2,243,747 30,297 1,178,504 3,693,680 7,146,228
953,366 10,395 32,361 2,245,087 3,241,209
17,301 23,247 322,493 1,354,920 1,717,961
- 110,631,865 8,113,973 - 118,745,838
72,618 - - 24,529 97,147
4,920,779 111,226,915 10,817,041 23,792,847 150,757,582
(110,449) (2,906,682) (3,689,156) (1,910,876) (8,617,163)
869 2,886,486 2,276,580 321,228 5,485,163
869 2,886,486 2,276,580 321,228 5,485,163
(109,580) (20,196) (1,412,576) (1,589,648) (3,132,000)
362,130 - - 1,081,397 1,443,527
252,550 (20,196) (1,412,576) (508,251) (1,688,473)
(374,918) 49,462,867 33,682,678 3,828,682 86,599,309
(122,368) $ 49,442,671 $ 32,270,102 $§ 3,320,431 $ 84,910,836
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HOUSTON INDEPENDENT SCHOOL DISTRICT

COMBINING STATEMENT OF CASH FLOWS
INTERNAL SERVICE FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers
Receipts from other funds
Other receipts
Payments to suppliers
Payments to employees
Payments to other funds
Claims paid
Net cash used by operating activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Operating subsidies and transfers from other funds
Net cash provided by noncapital
financing activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Purchases of capital assets
Net cash used by capital and related
financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments
Sales and maturities of investments
Interest and dividends
Net cash provided (used) by investing activities

Net increase (decrease) in cash and cash equivalents

Balances—beginning of the year
Balances—end of the year

Reconciliation of operating income (loss) to
net cash provided (used) by operating activities:
Operating loss
Adjustments to reconcile operating income (loss) to net
cash provided (used) by operating activities:
Depreciation expense
Change in assets and liabilities:
Receivables, net
Accounts payable
Receipts from other funds
Payments to other funds
Accrued Interest
Accrued salaries payable
Compensated absences payable
Current portion of claims and judgments
Other long term claims and judgments
Net cash used by operating activities

Print Health Workers' Internal

Shop Insurance Compensation Services Totals
4,728,613 $ 107,491,526 $ 6,707,272 $ 21,861,450 $ 140,788,861
B B 73,112 - 73,112
4,120 857,582 110,105 18,044 989,851
(3,190,018) - (215,040) (6,989,877) (10,394,935)
(1,588,005) (505,507) (1,136,003) (16,137,647) (19,367,162)
(278,554) (2,045,906) - (259,361) (2,583,821)
- (108,961,865) (11,767,954) - (120,729,819)
(323,844) (3,164,170) (6,228,508) (1,507,391) (11,223,913)
362,130 - - 1,081,397 1,443,527
362,130 - - 1,081,397 1,443,527
(7,995) - - (85,561) (93,556)
(7,995) - - (85,561) (93,556)
(448,999) (253,095,688) (156,550,610) (13,262,625) (423,357,922)
438,000 253,368,264 160,535,106 13,514,000 427,855,370
869 2,886,486 2,276,580 321,228 5,485,163
(10,130) 3,159,062 6,261,076 572,603 9,982,611
20,161 (5,108) 32,568 61,048 108,669
42,234 6,068 4,144 34,367 86,813
62,395 $ 960 $ 36,712 $ 95415 $ 195,482
(110,449) (2,906,682) (3,689,156) (1,910,876) (8,617,163)
72,618 - - 24,529 97,147
(77,597) 5,207 - (2,477) (74,847)
24,397 702,305 167,933 303,810 1,198,445
- - 73,112 - 73,112
(278,554) (2,045,905) - (259,361) (2,583,820)
- (614,718) (310,508) - (925,226)
41,288 18,793 25,355 279,987 365,423
4,453 6,810 8,352 56,997 76,612
- 1,605,650 (1,140,394) - 465,256
- 64,350 (1,363,202) - (1,298,852)
(323,844) $ (3,164,170) $ (6,228,508) $ (1,507,391) $ (11,223,913)
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AGENCY FUNDS

The Centralized Activity Fund was created in 1977 for the purpose of providing
centralized accounting for school activity funds. As of June 30, 2008, seventy-six
schools are in the program. The program also includes accounting for activity funds
of various administrative departments or groups. Centralized accounting includes
deposits to a central depository, funds invested by the Accounting Department for
best utilization of cash balances, check writing, ledger maintenance and reporting
provided through the district's accounting system. Schools in the district are
required to maintain uniform accounting records. The Activity Fund Section of the
Office of the Inspector General reviews the activity funds of these schools during the
fiscal year.

The Noncentralized Activity Fund represents the activity fund balances for all
elementary schools and one secondary school that maintain the accounting records
at their respective campuses. Each school has its own bank account and deposits
monies into the various activity fund accounts and disburses funds by check from
these accounts. The Activity Fund Section of the Office of the Inspector General
audits the activity funds of these schools annually.

75



HOUSTON INDEPENDENT SCHOOL DISTRICT
COMBINING STATEMENT OF FIDUCIARY NET ASSETS
AGENCY FUNDS
JUNE 30, 2008

Agency Funds

Non
Centralized Centralized Total

ASSETS
Cash and cash equivalents $ 274,056 $ 4,544,000 4,818,056
Investments 7,836,791 372,897 8,209,688

Total assets $ 8,110,847 $ 4,916,897 13,027,744
LIABILITIES
Accounts payable $ 1,143,015 § 10,200 1,153,215
Accrued salaries payable 27,761 - 27,761
Due to student/school/administrative groups 6,940,071 4,906,697 11,846,768

Total liabilities $ 8,110,847 $ 4,916,897 13,027,744
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HOUSTON INDEPENDENT SCHOOL DISTRICT
COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES
AGENCY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

CENTRALIZED ACTIVITY FUNDS
ASSETS
Cash and cash equivalents
Investments
Accounts receivable

Total assets

LIABILITIES

Accounts payable

Accrued salaries payable

Due to student/administrative groups

Total liabilities

NONCENTRALIZED ACTIVITY FUNDS
ASSETS
Cash and cash equivalents
Investments

Total assets

LIABILITIES
Accounts payable
Due to student/administrative groups

Total liabilities

TOTAL - ALL AGENCY FUNDS
ASSETS
Cash and cash equivalents
Investments
Accounts receivable

Total assets

LIABILITIES

Accounts payable

Accrued salaries payable

Due to student/administrative groups

Total liabilities

@

“

Balance Balance
July 1, 2007 Increases Decreases June 30, 2008
222,529 15,016,607 14,965,080 274,056
6,476,505 3,891,175 2,530,889 7,836,791

2,506 - 2,506 -
6,701,540 18,907,782 17,498,475 8,110,847
307,160 1,143,015 307,160 1,143,015
357 27,761 357 27,761
6,394,023 12,485,718 11,939,670 6,940,071
6,701,540 13,656,494 12,247,187 8,110,847
4,148,687 8,351,197 7,955,884 4,544,000
333,832 59,564 20,499 372,897
4,482,519 8,410,761 7,976,383 4,916,897
23,200 10,200 23,200 10,200
4,459,319 8,330,698 7,883,320 4,906,697
4,482,519 8,340,898 7,906,520 4,916,897
4,371,216 23,367,804 22,920,964 4,818,056
6,810,337 3,950,739 2,551,388 8,209,688
2,506 - 2,506 -

11,184,059 27,318,543 25,474,858 13,027,744
330,360 1,153,215 330,360 1,153,215
357 27,761 357 27,761
10,853,342 20,816,416 19,822,990 11,846,768
11,184,059 21,997,392 20,153,707 13,027,744
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HOUSTON INDEPENDENT SCHOOL DISTRICT
STATISTICAL INFORMATION
(Unaudited)

The Statistical Section of the District’'s comprehensive annual financial report presents detailed
information as a context for understanding what the information in the financial statements, note
disclosures, and required supplementary information says about the District’s overall financial
health.

CONTENTS

Financial Trends

These schedules contain information to help the reader understand how the District’s financial
performance has changed over time.

Revenue Capacity

These schedules contain information to help the reader assess the District’s major revenue
sources.

Debt Capacity

These schedules contain information to help the reader assess the affordability of the District’s
current levels of outstanding debt and the District’s ability to issue additional debt in the future.

Demographic and Economic Information

These schedules offer demographic and economic indicators to help the reader understand the
environment within which the District’s financial activities take place.

Operating Information

These schedules contain service and infrastructure data to help the reader understand how the
information in the district’s financial report relates to the services the District provides and activities
it performs.

SOURCES

Unless otherwise noted, the information in these schedules is derived from the comprehensive
annual financial reports for the relevant year. The District implemented GASB Statement No. 34 in

2002; schedules presenting government-wide information include information beginning in that
year.
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HOUSTON INDEPENDENT SCHOOL DISTRICT

FUND BALANCE AND CASH FLOW CALCULATION WORKSHEET

GENERAL FUND AS OF JUNE 30, 2008
(UNAUDITED)

Explanation

Total General Fund Balance 6/30/08 (Exhibit C-1 object 3000
for the General Fund Only)

Total Reserved Fund Balance (from Exhibit C-1 - total of object
3400s for the General Fund only)

Total Designated Fund Balance (from Exhibit C-1 - total of object
3500s for the General Fund only)

Estimated amount needed to cover fall cash flow deficits in
General Fund (net of borrowed funds and funds representing
deferred revenues)

Estimate of one month's average cash disbursements during
the regular school session (8/27/08-5/29/09)

Estimate of delayed payments from state sources (58XX)
including August payment delays

Estimate of underpayment from state sources equal to variance
between Legislative Payment Estimate (LPE) and District
Planning Estimate (DPE) or District's calculated earned state
aid amount

Estimate of delayed payments from federal sources (59XX)
Estimate of expenditures to be reimbursed to General Fund from

Capital Projects Fund (uses of General Fund cash after
bond referendum and prior to issuance of bonds)

10 Optimum Fund Balance and Cash Flow

(2+3+4+5+6+7+8+9)

Excess/(Deficit) Undesignated Unreserved General Fund
Fund Balance (1 -10)
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Amount

523,685,000

42,513,114

257,013,824

118,439,446

102,546,069

520,512 453

3,172,547




GENERAL AND SPECIAL REVENUE FUNDS
SCHEDULE OF EXPENDITURES FOR COMPUTATION OF INDIRECT COST FOR 2009-2010
GENERAL AND SPECIAL REVENUE FUNDS
YEAR ENDED JUNE 30, 2008

(UNAUDITED)
EUNCTION 41 AND RELATED FUNCTION 53 - GENERAL ADMINISTRATION
Account Account School Tax Supt's Indirect Direct
Number Name Board Collection Office Cost Cost Miscellaneous Total
611X-6146 [Payroll Costs $ 28,673,385 $ 30,401,243
Fringe Benefits(Unused Leave for
Separating Employees in Function
6149 41 and Related 53) 283,861 283,861
Fringe Benefits(Unused Leave for
Separating Employees in all
Functions except Function 41 and
6149 Related 53) 2,483,747 2,483,747
6211 Legal Services | 298693 [ - [ [ | | - | | 2,988,693
6212 Audit Services 244,920
6213 Tax Appraisal & Collection | | 8,807,795 | [ | | ] 8,807,795
621X Other Professional Services . J - J[ - | | 38671 | 57000/ - 443,731
6220 Tuition & Transfer Payments | | - -
6230 Education Service Centers .-/ - T[] - | [ 189000] - - 189,000
6240 Contracted Maint. & Repair 3,282,408 3,282,408
6250 Utilities - -
6260 Rentals - - 39,179 - 39,179
6290 Miscellaneous Contract 19,306 - 4,979 4,365,216 15,190 4,404,691
6320 Textbooks and Reading Materials 295 - 387 55,929 - 56,611
6330 Testing Materials - - - - - -
63XX Other Supplies Materials 7,591 - 865 484,581 45,798 602,541
6410 Travel, Subsistence, Stipends 461,932 493,414
6420 Insurance & Bonding Costs 382,227 382,227
6430 Election Costs 461,000
6490 Miscellaneous Operating Costs 545,436
6500 Debt Service - -
6600 Capital Outlay 946,637 | 946,637
6000 TOTAL $ 3,815,136 $ 8,807,795 $ 490,035 $ 38,513,556 $ 4,420,269 $ 1,010,343 $ 57,057,134
Total Expenditures/expenses for General and Special Revenue Funds $ 1,737,527,398
(plus Food Service Enterprise Fund if present)
Less: Deductions of Unallowable Costs
FISCAL YEAR
Total Capital Outlay (6600) $ 37,461,044
Total Debt & Lease (6500) $ 79,127
Plant Maintenance (Function 51, 6100-6400) $ 186,214,381
Food $ 38,107,517
Stipends (6413) $ -
Column 4 (above) - Total Indirect Cost $ 38,513,556
Subtotal: $ 300,375,625
Net Allowed Direct Cost $ 1,437,151,773

CUMULATIVE

Total Cost of Buildings before Depreciation

Historical Cost of Buildings over 50 years old

Amount of Federal Money in Building Cost (Net of Above)

Total Cost of Furniture & Equipment before Depreciation

Historical Cost of Furniture & Equipment over 16 years old
Amount of Federal Money in Furniture & Equipment (Net of Above)

Note A - $18,387,310 in Function 53 expenditures are included in this report on administrative costs.
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2,508,307,573

977,428,535

1,269,571

253,697,956

14,518,743
1,268,311
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HOUSTON INDEPENDENT SCHOOL DISTRICT
PRINCIPAL PROPERTY TAXPAYERS
CURRENT YEAR AND NINE YEARS AGO

(UNAUDITED)
Fiscal Year Ending 2008 Fiscal Year Ending 1999
Percentage Percentage
of Total of Total
Assessed Assessed Assessed Assessed
Taxpayer Value Rank Value Value Rank Value
Crescent Real Estate $ 1,213,068,497 1 1.2561 % $ 698,391,970 2 1.4300 %
Centerpoint Energy Inc. 1,020,250,109 2 1.0564 - -
Hines Interests Ltd Partnership 982,519,591 3 1.0174 - -
Cullen Allen Holding 597,559,584 4 0.6188 - -
Southwestern Bell Telephone Co. 584,084,670 5 0.6048 843,709,910 1 1.7200
Teachers Insurance 512,401,996 6 0.5306 - -
Anheuser-Busch Inc. 461,994,178 7 0.4784 338,393,680 4 0.6900
Chevron Texaco Inc. 407,061,688 8 0.4215 - -
HG Galleria | Il lIl LP 324,487,276 9 0.3360 - -
Valero Energy 309,533,763 10 0.3205 - -
Exxon Mobil Corp. - - 250,201,350 6 0.5100
Trizechahn Allen Center L.P. - - 328,784,160 5 0.6600
Continental Airlines Inc. - - 249,089,860 7 0.5100
Houston Lighting & Power Co. - - 597,600,850 3 1.2200
Gerald Hines Int. 013*1 - - 172,453,000 10 0.3500
Lehndorff Four Oaks PL JV - - 185,658,850 8 0.3800
Metropolitan Life - - 185,033,500 9 0.3800
Total $  6,412,961,352 6.6405 % $  3,844,317,130 7.8500 %
SOURCE: Harris County Appraisal District.

95



"Y10€ aunp ybnoiyy 1s| AN sem Jeak [eosly 8y} ‘siesk Juenbasgns pue £00z Pepus siesh [eosl) ey} 104
"y10g aunr ybnouyy 1s| Jequieydeg sem JesAh [easy syl ‘2002 104

1s1.€ 1snbny ybnouyy 1s| Jaquiaides sem JeaAh [eosyy ay) ‘doud pue |00g papud sieaA |eosl) ay) Jo4 310N
Jossessy xe] Auno) suleH  :394NOS
%1196 L0E¥86°LE0°L - %1196 LOE¥86°LE0 L €59'Ge0°080° 8002
%66°L6 L8'rEC'e61 ) 062°LEL Le %9.°G6 LGG'€02'99L "} €66'998°21c’L 100e
%€9°'86 cLy'L/8'S6L L SOV LSL'ey %0156 /90°'021'eSL L 18'98v'ele’L 9002
%5586 6LS'PrL'ELL L 9v8‘c..'6e %¢c6°'56 €/9'1/6'€80°} L0962 L 0EL L 5002
%19'86 €S 1 ¥v'690°t 9€0'958°2E %8556 L12'G8G'9E0°} GeS‘eSS ' v80° L 002
%0.'86 L12L0E'LED’L GE6'SLE'ee %1556 28c'166',66 GG/'2E6'VY0’L €00¢
%5986 €7€'92.'G86 G85'600'v€ RASTA) 85912156 2€8'661'666 2002
%6986 ¥28'029'798 20V v 0e %¢CE€ 96 2er'9/8'ev8 /61'vel'9.8 1002
%10°66 ¥88°160'G5.L 22590k L1 %LL'96 29€'G86°LEL 125°209°29. 0002
%1686 212'596'889 809688V} %196 ¥09°G20'v.9 9€9°G95°'969 666}
Ano Jo unowy SIeap Ana1 Jo unowy IeaA [eosid JEEYN
abejuaaiad jwenbasqns ul abejuaoiad ay} 10} leasiq
a)e( 0} Suoi}o93]|0) |10 L SUoI399||0) Ana1 ayy Jo Jea) |edsiy paina saxe]

ay} UIyNM Pa}aa|j0)

(@3uanvnn)
SHV3A 1VISId N3L 1SV
SNOILO3T109 ANV S3IATT XV.L ALHIdOHd
12141S1d TOOHOS LNIAN3d3IANI NOLSNOH

96



‘ylog aunp ybnoayy 1s| Ainp sem JeaA [eosyy ay) ‘sieah Juenbasgns pue £00g papus JeaA [eosyy ayy 104
‘yi0€ aunpr ybnouyl 1s| Jequiaydag jo pouad yuow us} oy} sjuasaidal Jeah [eosly syl ‘200g 104
1S 1snbny ybnoiyl 1s| Jequiaides sem JeaAh [easly ay) ‘Joud pue L00g papue SieaA [eosl) ey 104

'0.6'786°C¥$ JO SOXe} 9|qI109||0oun pajewsa
Aq paonpal Jou sI pue a|qeAIedal saxe) ssoif sjuasaldal 609'6£6°0S 1S JO BOUB[R] B|qBAIB08) SaXe] Juanbuliep 8002 ‘0E dunr 8yl

‘6£0°€S0°LE$ S! 8002 JedA |Bosl Joj uodwaxa pesjsawoy uszoly

8yl "uwnjod juswisnipe ayi yum papnjoul uey Jayiel ainbiy Ars| sy 01 Ajjoalip apew sem Jap|o pue sieak Gg siaAedxe) Jo} suondwoxa

peslsawoy Uazod) jo Juswisnipe ay) ‘sieah Juenbasgns pue £00g Ul “S||0J XB} [BUO081100 pue [ejuswa|ddns 1o} SJUNOWE Se ||om se
19p|0 pue sieaA g9 siaAedxe} 10} suondwaxs peaisawoy Uazol) 1o} Sjunowe apnjoul sjuswisnipe ‘loud pue goog papus sieah ayl 104 :S3JON

apo) xe] ‘| g Je1deyn Japun

(ee5'¥S.28) $ - $ (692°289°2) $ (¥92'290°0€) $ - $ - $ BUOZ JUSWISIOU| X OJul PIed S8Xe] 10} 000 | MOY JO UOIOd
609°6£6°0G | $ (6c1286'GL) ¢ (622°182°8€k) ¢ (L0SZ6SLY6)  $ €59°G20°080°L ¢ G/E0/229L $ V1Ol
Gee'vie'sy €/6'2L1' (9€0°509'vE 1) (592°6/£'€06) €59°G20'080° | - 02¥'G29'v.25'96 00005 }°0 00£900°L 8002
ISh'evL'6l (200°2¥9°6) (508°262°?) (g8v'eLe'v2) - €¥/°125'9S 0S¥ 184'081°G8 0000G}+0 00452¢’t 1002
€LV 161Gl (2vs'9ts) (6S¥'59) (251285°9) - 929'vv 122 G50'889'629° 2L 0000Z1°0 00005V 9002
£60'2e2Cl (2v1'vse) (820°c¥2) (615'59¢°2) - 2e8'v61 Gl 0€2'vee'89zg'eL 0006%+°0 00005t 5002
766'876'6 (619°0£2) (gs1'szel) (8s6's6¢‘}) - 922°00L L1 098°€69°G20° L 0000€}°0 0000SY" ¥002
8€6°120'6 (ezs1el) (269'76) (981'950°1) - 6£€'YSE 01 06%°G51'9/2'89 0000€}°0 0000S¥" | €002
261°192'8 (61E'GHY) (820'29) (e01'269) - 2660916 0058260 1G9 0000€1°0 00005V 2002
2020899 (9tt'962) (e90°28) (022'8t¥) - 98y'29v'L 0£1°980'812'6S 0009}+0 000€0Y" 1002
06%'891°‘G (0ozeL1) (228'82) (ovs‘eog) - 209'v29'S 079221 '905'eS G2l921°0 G/22e€’t 0002
97692761 $ (618'651°2) $ (1vs'est) $ (c22'S66'1) $ - $ 620'95.'82 $ snouep $ snouep ¢ snouep ¢ Joud pue g6l
m:_vcm w«_._wEum:.—ve. uoIi}d9]|0d uold9||o0d >>w4 mc_::_mwm uolnenjep 9JIAIBS aJueuaquliep papu3z
JeaA |eosid 99IMI9S 192Q Jeap leaA |easid passassy 192a SIeaA
juaung 3J1VH XV1 us] iseq
(@aLianvnn)

8002 ‘0€ INNr A3ANT HVIA TvISId IHL HOA
379VAIZO3d SIXV.L LNINONIT3A 40 37NAIHIS
10141S1d TOOHJS LNIAN3d3ANI NOLSNOH

0006

000}

97



(This Page Left Blank Intentionally)






%0¢°0¢

%6V°LT

%59'6T

‘YlIog aunp ybnoayy s Ane sem Jeak [easy sy ‘sieak Juanbasqgns pue £00g pPapus JeaA [eosly sy} Jo4
"y10€ aunp ybnoliyl 1s| Jequisldas sem Jeak [eosl) 8yl ‘2002 104
1s1.€ 1Isnbny ybnody) 1s| Jaquieydag sem Jeah [eosyy ay) ‘Joud pue | 00g pPapud sieak [eosly 8y} Jo4

"1g8p papuoq 1au o} [enba si uibrew 1gap [ebs| ay) o1 a|qedldde 1gap 18N "1g8p papuoq jo
JuswWalNBI 10 SaAIasal Jo 18U ajqeked sajou pue ‘suoiehl|qo [enjoenuod ‘igap papuog sapnjoul fediduld Buipueisingo (g)

"a1ep J1ay) Woly S1eak Of Uey) 210W JoU SSIMIBYIO 10 A|lelias ainyew isnw spuog ay} ‘T00’Sy Uonaes Jad (2)

%veEC %¢0'9¢ %68°S¢

‘uonenfeA o 00T$ 19d 0G°0$ Pa9Xa 0} J0U dJkl € Je Xe) B WOl Spuoq
a2y uo 1saJa1ul pue Jo rediouud ayy Aed 01 Alljige paloaloid e aaey 0] sey 10LISIP 8Y) ‘9p0D uoneINp3 sexa] ayl Jo TE00 Sy uondas 1ad (T)

%98°T¢

:S910N

900'vvL'2v0'Cc $ (€) rediound Buipueisino
009'8.€'T.8'L $
ov (2) srea jo JequinN
05°0%

02¥'S29'v25'96%

fedidund wnwixepy

(T) erey xe] wnwixep
ane/ passassy

"800¢ JEoA [B0SIg 10} uone|nofe) uibiep 1qaq eba|

w7 193 Jo abeiuadiad e se
Hwir 8y 03 d|qedlddy 1gaQ 19N [e10L

%ET'VC

uibrep 19aq eba

T66'0ES'VS0'Y $ TVC'99S'€T9'Y $ €v.'886'90L'v $ €8L'L6T'TL9'Y $ OV6'6V.'0S59'V $ 09.'856'SE6'V $ 8GL'60V'0TL'S ¢ ¥65'68€'2.6'G $
L/2'0TT'920'T  60.'T08'LL6 L6V'€6L'0ST'T  88¢'e8P'zey'T  €66'82€'GEQ'T  GYB'ETE'WEL'T  G2v'989°/6S'T 900'686'868'T
892'T¥9'080'G $ 0S6°L9€°'T6G'S $ 0v2Z'C8L'258'S $ TL0'089°€60'0 $ €£6°'8.0°982°90 $ S09'CLZ'0999 $ €81'960°80€'L $ 009'8L£'T.8'L $

ywi 01 9|qedlddy 1ged 19N [el0L

Hwigea

T00C

200¢

€00¢

7002 S00¢ 900¢

(@3LianvNn)
SYVAA TvOSId NIL LSV
NOILVYWHOSNI NI9YVYIN 193a 1v931
10141S1d TOOHOS INIANIJIANI NOLSNOH

1,00¢

800¢

99



HOUSTON INDEPENDENT SCHOOL DISTRICT
RATIOS OF NET GENERAL BONDED DEBT OUTSTANDING
TO ASSESSED VALUE AND NET BONDED DEBT PER STUDENT
LAST TEN FISCAL YEARS
(UNAUDITED)

Less
Reserve Ratio of Net

Fiscal Gross For Net Bonded Debtto  Net Bonded
Year Bonded Retirement of Bonded Assessed Debt Per

Ended Debt (1) Bonded Debt Debt Value (2) Student (3)
1999 $ 1,090,522,540 $ 20,885,476 $ 1,069,637,064 219 $ 5,089
2000 1,077,973,320 23,913,709 1,054,059,611 1.97 5,026
2001 1,051,928,808 25,818,531 1,026,110,277 1.73 4,922
2002 1,051,928,808 74,127,099 977,801,709 1.50 4,641
2003 1,224,018,979 73,225,482 1,150,793,497 1.69 5,434
2004 1,493,475,003 70,992,715 1,422,482,288 2.00 6,737
2005 1,714,880,965 79,551,972 1,635,328,993 2.23 7,845
2006 1,812,816,644 88,502,799 1,724,313,845 2.22 8,216
2007 1,697,322,423 99,635,998 1,597,686,425 1.88 7,873
2008 2,003,213,127 104,224,121 1,898,989,006 1.97 9,517

Notes: (1) Includes general obligation bonds

(2) See assessed value and actual value of taxable property schedule
(3) See student information schedule.
For the fiscal years ended 2001 and prior, the fiscal year was September 1st through August 31st.

For 2002, the fiscal year was September 1st through June 30th.
For the fiscal year ended 2003 and subsequent years, the fiscal year was July 1st through June 30th.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
DIRECT AND OVERLAPPING GOVERNMENTAL ACTIVITIES DEBT

(UNAUDITED)
Out- Amount
Gross Debt standing Percent Applicable
Taxing Authority Qutstanding as of Overlapping to the District

Overlapping :

Bellaire, City of 58,695,000 06/30/08 100.00% 58,695,000
Ft. Bend WC&ID #2 57,690,000 06/30/08 0.01% 5,769
Harris County 2,105,213,643 06/30/08 37.80% 795,770,757
Harris County Dept of Ed - 06/30/08 37.80% -

Harris County Flood Control 111,929,698 06/30/08 37.80% 42,309,426
Harris County ID #1 13,240,000 06/30/08 100.00% 13,240,000
Harris County MUD #122 2,805,000 06/30/08 100.00% 2,805,000
Harris County MUD #355 14,150,000 06/30/08 100.00% 14,150,000
Harris County MUD #390 14,420,000 06/30/08 100.00% 14,420,000
Harris County MUD #393 6,250,000 06/30/08 100.00% 6,250,000
Harris County MUD #411 4,690,000 06/30/08 100.00% 4,690,000
Harris County MUD #420 2,970,000 06/30/08 100.00% 2,970,000
Harris County Toll Road - 06/30/08 37.80% -

Harris County WC&ID #89 21,170,000 06/30/08 100.00% 21,170,000
Harris County WC&ID (Fondren Road) 3,785,000 06/30/08 100.00% 3,785,000
Houston, Community College 199,185,000 06/30/08 100.00% 199,185,000
Houston, City of 2,184,426,125 06/30/08 64.87% 1,417,037,227
Jacinto City, City of 6,605,000 06/30/08 35.71% 2,358,646
Missouri City, City of 53,125,000 06/30/08 99.90% 53,071,875
Port of Houston Authority 578,595,000 06/30/08 37.80% 218,708,910
Southside Place, City of 8,345,000 06/30/08 100.00% 8,345,000
Southwest Harris Co. MUD #1 2,825,000 06/30/08 100.00% 2,825,000
West University Place, City of 61,360,000 06/30/08 100.00% 61,360,000

SUBTOTAL OVERLAPPING DEBT

Direct :
Houston Independent School District

TOTAL DIRECT AND OVERLAPPING DEBT

Notes:

Houston Independent School District.

Information furnished by Texas Municipal Advisory Council, except for the net debt of the

Net debt for the Houston Independent School District includes the following:

Bonds $ 1,920,598,412
Notes 80,350,000
Contractual Obligations 15,550,000
PFC debt 82,614,715
Accretion of HISD CABS 161,266,142
Accretion of PFC CABS 33,742,207
Debt Service Fund Balance (104,224,121)

$2,180,897,355
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HOUSTON INDEPENDENT SCHOOL DISTRICT
OUTSTANDING DEBT BY TYPE
LAST TEN FISCAL YEARS

(UNAUDITED)
Ratio of
Fiscal General Total Debt to Debt
Year Obligation Contractual Notes Primary Assessed Per
Ended Bonds Obligations Payable Government Value (1) Student (2)
1999 $ 1,090,522,540 $ 55,625,000 $ 8,000,000 $ 1,154,147,540 2.36 $ 5,491
2000 1,077,973,320 56,925,000 5,400,000 1,140,298,320 2.13 5,437
2001 1,051,928,808 73,345,000 111,200,000 1,236,473,808 2.09 5,931
2002 1,051,928,808 73,345,000 111,200,000 1,236,473,808 1.90 5,869
2003 1,224,018,979 65,195,000 112,875,000 1,402,088,979 2.05 6,621
2004 1,493,475,003 66,580,000 108,500,000 1,668,555,003 2.35 7,902
2005 1,714,880,965 62,880,000 46,060,000 1,823,820,965 2.49 8,749
2006 1,812,816,644 64,065,000 36,460,000 1,913,341,644 2.46 9,116
2007 1,697,322,423 55,455,000 89,320,000 1,842,097,423 2.16 9,077
2008 2,003,213,127 63,405,000 80,350,000 2,146,968,127 2.22 10,760
Notes: (1) See assessed value and actual value of taxable property schedule

(2) See student information schedule
For the fiscal years ended 2001 and prior, the fiscal year was September 1st through August 31st.

For 2002, the fiscal year was September 1st through June 30th.
For the fiscal year ended 2003 and subsequent years, the fiscal year was July 1st through June 30th.
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HOUSTON INDEPENDENT SCHOOL DISTRICT
PRINCIPAL EMPLOYERS
CURRENT YEAR AND NINE YEARS AGO

(UNAUDITED)
Fiscal Year Ending 2008 Fiscal Year Ending 1999
Percentage Percentage
of of
Total Total
Employer Employees @ Rank Employment Employees Rank Employment
Wal-Mart Stores 29,400 1 1.1279 % 13,900 6 0.6343 %
Administaff 22,475 2 0.8622 15,065 3 0.6875
Memorial Herman Healthcare 19,986 3 0.7667 12,732 9 0.5810
Continental Airlines 18,467 4 0.7085 17,391 1 0.7936
UT MD Anderson Cancer Center 17,116 5 0.6566 - -
Exxon Mobil Corp. 15,340 6 0.5885 13,000 7 0.5932
Kroger Co. 14,549 7 0.5582 14,533 5 0.6632
Shell Oil Co. 12,507 8 0.4798 - -
Methodist Hospital System 11,320 9 0.4343 - -
H-E-B 10,538 10 0.4043 - -
UT Medical Branch - Galveston - - 14,812 4 0.6759
Halliburton - - 16,662 2 0.7603
Compag Computer Corp. - - 13,000 8 0.5932
McDonald's Corp. - - 11,000 10 0.5020
Total 171,698 6.5870 % 142,095 6.4842 %

Notes: Employment numbers were obtained from the Houston Chronicle

Pecentage of total employment was calculated using total non-agricultural employment for the
Houston-Sugarland-Baytown MSA and was obtained from the U.S. Bureau of Economic Statistics
via DATAbook Houston (July 2008).

These lists exclude employment numbers for Houston ISD and the City of Houston
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HOUSTON INDEPENDENT SCHOOL DISTRICT
GIFTED AND TALENTED/SPECIAL EDUCATION STUDENT DATA
LAST TEN CALENDAR YEARS

(UNAUDITED)
Gifted and State Special State
Gifted and Talented Gifted and Special Education Special
Calendar Talented % of Total Talented Education % of Total Education
Year Enroliment Enroliment % Enroliment Enroliment %
1999 19,219 9.1 % 84 % 22,028 105 % 121 %
2000 20,387 9.7 8.4 21,714 104 12.1
2001 21,231 10.2 8.4 20,647 9.9 11.9
2002 19,661 9.3 8.2 20,706 9.8 11.7
2003 19,181 9.1 7.8 20,696 9.8 11.6
2004 20,713 9.8 7.8 21,128 10.0 11.6
2005 21,716 10.4 7.7 21,112 10.1 11.6
2006 23,440 11.2 7.6 20,223 9.6 111
2007 24,376 12.0 7.5 20,030 9.9 10.6
2008 23,865 12.0 N/A 18,232 9.1 N/A

NOTES: Information obtained from AEIS (Academic Excellence Indicator System)

N/A - State Gifted and Talented/Special Education percentages for 2008 were not available at time of printing
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HOUSTON INDEPENDENT SCHOOL DISTRICT
LEP/ECONOMICALLY DISADVANTAGED STUDENT DATA
LAST TEN CALENDAR YEARS

(UNAUDITED)
Limited State
Limited English Limited Economically State
English Proficiency English Economically Disadvantaged Economically
Calendar Proficiency % of Total Proficiency Disadvantaged % of Total Disadvantaged

Year Enroliment Enrollment % Enrollment Enrollment %
1999 52,729 251 % 135 % 149,811 713 % 485 %
2000 55,472 26.5 13.9 158,052 75.4 49.0
2001 56,738 27.2 14.1 160,616 77.0 49.3
2002 59,903 28.4 14.5 166,429 79.0 50.5
2003 60,465 28.6 14.9 170,073 80.3 51.9
2004 61,142 29.0 15.3 172,464 81.7 52.8
2005 59,481 28.5 15.6 172,675 82.8 54.6
2006 58,713 28.0 15.8 171,693 81.8 55.6
2007 55,407 27.4 16.0 158,095 78.1 55.5
2008 59,168 29.7 N/A 158,307 79.3 N/A

NOTES: Information obtained from AEIS (Academic Excellence Indicator System)

N/A - State LEP/Economically Disadvantaged percentages for 2008 were not available at time of printing
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HOUSTON INDEPENDENT SCHOOL DISTRICT
TEACHER INFORMATION - GENERAL
LAST TEN CALENDAR YEARS

(UNAUDITED)
Beginning Salary Average Salary
Calendar
Year HISD Region State HISD Region State
1999 $ 26,147 $ 25,846 $ 25,586 $ 36,703 $ 35598 $ 34,336
2000 27,661 28,945 28,588 39,847 39,143 37,567
2001 32,097 31,320 29,824 41,518 40,266 38,361
2002 32,131 32,226 30,940 42,057 41,149 39,232
2003 34,068 33,398 31,876 43,027 41,964 39,974
2004 34,054 34,588 32,744 43,778 42,531 40,478
2005 34,909 35,733 33,775 44,235 43,107 41,011
2006 36,114 36,154 34,055 44,950 43,852 41,744
2007 39,530 39,454 38,095 48,008 46,675 44,897
2008 42,665 N/A N/A 50,228 N/A N/A

NOTES: Information obtained from AEIS (Academic Excellence Indicator System)
Regional and State information for fiscal year 2007 was not available at time of printing

2008 Salaries are from PEIMS (unaudited)
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