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February 10, 2005

The Honorable Mayor and Members of the City Council
City of Tyler
Tyler, Texas

The Finance Department and the City Manager’s office are pleased to submit the Comprehensive Annual Financial
Report for the City of Tyler, Texas (City) for the fiscal year ended September 30, 2004.

This report is published to provide the City Council, City staff, our citizens, our bondholders, and other interested
parties with detailed information concerning the financial condition and activities of the City government.
Responsibility for both the accuracy of the presented data and the completeness and fairness of the presentation,
including all disclosures, rests with the City.

To the best of our knowledge and belief, the enclosed data is accurate in all material respects and is organized in a
manner designed to fairly present the financial position and results of the City as measured by the financial activity
of its various funds and account groups. We also believe that all disclosures necessary to enable the reader to gain
the maximum understanding of the City’s financial affairs have been included.

THE REPORT

This report is presented in three sections: Introductory, Financial and Statistical. The introductory section includes
this transmittal letter, a listing of the City Officials and an organizational chart of the City. The financial section
includes a Management and Discussion Analysis (MD&A), basic financial statements and combining and individual
fund statements and schedules, as well as the independent auditors’ report on the basic financial statements. The
MD&A is a narrative introduction, overview, and analysis to accompany the basic financial statements. This letter
of transmittal is designed to complement the MD&A and should be read in conjunction with it. The City of Tyler’s
MD&A can be found immediately following the report of the independent auditors. The statistical section includes
financial and demographic information, usually presented on a multi-year basis that is relevant to a financial
statement reader.

The Financial Section described above is prepared in accordance with generally accepted accounting principles for

governments as prescribed by the Governmental Accounting Standards Board (GASB) and other professional
associations, as applicable.

212 North Bonner, P.O. Box 2039, Tyler, Texas 75702



CITY PROFILE

Location

The City of Tyler, Texas, the county seat of Smith County, is an important East Texas commercial and industrial
center located on U.S. Highway 69 just south of Interstate 20. The City is equal distance (approximately 100 miles)
between the cities of Dallas, Texas and Shreveport, Louisiana. The City, encompassing approximately 52 square
miles, had a 2000 census population of 83,650, which is a 9.2% increase from the 1990 census population of 76,440.
Currently, the City’s population is estimated to be 101,106. The City is commonly referred to as the City of Roses.

The City is a home rule city operating under the Council-Manager form of government. The City Council is
comprised of the Mayor and six Council members, who enact local laws, determine policies and adopt the annual
budget. The City Manager is appointed by the City Council and is responsible for the daily management of the City.
The Basic Financial Statements of the City include all government activities, organizations and functions for which
the City is financially accountable as defined by the GASB. Based on these criteria no other governmental
organizations are included in this report.

Services Provided

The City provides to its citizens those services that have proven to be necessary and meaningful and which the City
at the least cost can provide. Major services provided under general government and enterprise functions are:
police and fire protection, water and sewer services, sanitation services, park and recreational facilities, library
services, street improvements and general administrative services. The City also offers an airport and a convention
center. Internal services of the City, accounted for on a cost reimbursement basis, are the fleet services operations;
technology services; property and facility management services; productivity pool; risk management services and
the employee health and disability coverage.

Accounting System and Budgetary Control

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

In developing and maintaining the City’s accounting system, consideration is given to the adequacy of the internal
control structure. Internal accounting controls are designed to provide reasonable, but not absolute, assurance
regarding: (1) the safeguarding of assets against loss from unauthorized use or disposition; and (2) the reliability of
financial records for preparing financial statements and maintaining accountability for assets. The concept of
reasonable assurance recognizes that: (1) the cost of a control should not exceed the benefits likely to be derived;
and (2) the evaluation of costs and benefits requires estimates and judgments by management.

All internal control evaluations occur within the above framework. We believe that the City’s internal accounting
controls adequately safeguard assets and provide reasonable assurance of proper recording of financial transactions.
To further ensure the validity of internal controls, the City has budgeted for and hired an Internal Auditor in Fiscal
Year 2004-2005.

The City charter provides that the City Council shall adopt the annual budget prepared by City Management. This
budget is reviewed by the City Council and is formally adopted by the passage of a budget ordinance. The City
Manager is authorized to transfer budgeted amounts between line items and departments within any fund; however,
any revisions that alter the total revenues or expenditures of any fund must be approved by the City Council.

Budgetary control has been established at the individual fund level. Financial reports are produced showing budget

and actual expenditures by line item, and are distributed monthly to City departmental and divisional management
and to others upon request.
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Individual line items are reviewed and analyzed for budgetary compliance. Personnel expenditures are monitored
and controlled at a position level and capital expenditures (items over $3,000 and having a useful life of three or
more years) are monitored and controlled item by item. Revenue budgets are reviewed monthly.

ECONOMIC OUTLOOK AND FINANCIAL CONDITION

The information presented in the financial statements is perhaps best understood when it is considered from the
broader perspective of the specific environment within which the City operates.

Tyler has a diversified industrial base with over 250 manufacturers, distributors, and processors. The chief
industries in and around Tyler include: growing and shipping rose bushes; oil production and refining; canning;
railroad headquarters; manufacturing cast iron fittings, soil pipe and air conditioning units; prefabricated homes;
tires; plastics; fertilizers; brick; tile and fishing lures. This diversification is evident in the fact that no single
taxpayer represents more than 2.5% of assessed valuation in the City.

Three institutions of higher education are located here. They are The University of Texas at Tyler, Tyler Junior
College, and Texas College.

Tyler is also the medical center of East Texas with six hospitals and clinics. Including nursing homes and retirement
centers, there are more than 2,000 beds available in health care facilities. There are more than 350 medical doctors
and 95 dentists.

The area became involved in the oil and gas industry in 1931 when the East Texas oil field was discovered. The
City still has several oil-related service and manufacturing companies located within the City limits.

Tyler has many tourist attractions. The Tyler Rose Festival attracts some 150,000 visitors annually. The azalea
trails in the spring attract additional tourist income. Lake Tyler and Lake Tyler East, located twelve miles southeast
of the City, are popular recreational and fishing sites. Lake Tyler has been chosen for the 2005 HGTV “Dream
Home” site.

The City actively works with the Tyler Economic Development Corporation and local industries to encourage
expansions and relations to our community. Land is available for development and the area has an abundant water

supply. Incentives are also available to facilitate business expansions or relocations.

The outlook is encouraging with industrial, commercial, and residential development expected to continue. The
potential for sustained development is present, and many people are working to promote positive economic growth.

Economic Signs...
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(in billions) (in millions)

Billions
N A O
L L
Millions
o ®
o O O
o O O
‘

i

1999 2000 2001 2002 2003 2004 1999 2000 2001 2002 2003 2004

Fiscal Years Fiscal Years

il



Cash Management

The City awards its depository contract through official bidding procedures for a three-year period with an option to
extend the contract for an additional two years. The current depository contract with Bank of America expires
December 31, 2006. During this fiscal year, the City completed an RFP process. As a result of this process, the
depository contract was awarded to Bank of America for a three-year term.

The City has a services-only contract, where a minimum amount of cash is held in interest bearing checking
accounts to meet the City’s operational needs.

The remaining idle cash is invested by City officials in securities as allowed by Texas Statutes and by the City’s
investment policy.

The average balance of the City’s investment portfolio for fiscal year 2004 was approximately $64,235,513. The
overall portfolio provided $796,163 in investment income, which represents interest revenue net of realized and
unrealized gains and losses and investment expenses.

It is the City’s policy that all demand deposits and time deposits are secured by pledged collateral with a market
value equal to no less than 100% of the deposits less an amount insured by the FDIC. The Finance Department and
a third party financial institution maintains evidence of the pledged collateral. Collateral is reviewed monthly to
assure the market value of the securities pledged equals or exceeds the related bank balances.

All safekeeping arrangements are in accordance with a safekeeping agreement approved by the City Manager that
clearly defines the procedural steps for gaining access to pledge collateral on deposits should the City of Tyler
determine that the City’s funds are in jeopardy. The safekeeping institution, or Custodian, is the Federal Reserve
Bank or an institution not affiliated with the firm pledging the collateral. The safekeeping agreement is a three-party
contract between the City, the depository bank and the Federal Reserve Bank as Custodian. Other investments are
safe-kept by the City’s depository bank, currently Bank of America.

All investments transacted by the City are purchased using the delivery versus payment method. That is, funds are
not wired or paid until verification has been made that the Custodian has received the correct security. The security
is held in the name of the City or held on behalf of the City. The Custodian’s records must assure the notation of the
City’s ownership or explicit claim on the securities. The original copy of all safekeeping statements is delivered to
the City.

All collateral is subject to inspection and audit by the Chief Financial Officer and the City’s independent auditors.

Risk Management

Property and Liability Plans

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; errors and
omissions and natural disasters. A comprehensive Self-Insurance plan for property and casualty, airport liability,
and general liability coverage has been established. Third-party administrators handle property and casualty claims
review and processing. The administrators also coordinate excess coverage claims with insurance companies that
provide individual stop-loss for property claims at $25,000, aggregate stop-loss at $975,000, and individual stop-loss
for liability claims at $50,000, aggregate stop-loss at $3,000,000, and individual stop-loss and an aggregate stop-loss
on airport liability claims of $5,000,000. All claims and maximums are calculated for a plan year ending each
September 30. The amount of settlements has not exceeded insurance coverage for the last three fiscal years.
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Worker’s Compensation Plan

The City is exposed to risk of loss due to injuries incurred by employees while performing work-related duties. The
City has established and maintains a comprehensive self-insurance worker’s compensation plan. Third party
administrators also co-ordinate excess coverage claims with insurance companies that provide individual stop-loss
for worker’s compensation claims at $300,000 and aggregate protection at $1,000,000. The city tracks worker’s
compensation premiums and claim payments in the Employee Benefits Fund.

Health, Dental, and Life Plans

The City implemented a self-insured health plan for employees, their dependents and retirees under the age of 65.
The employees can choose between two (2) PPO Plans. The employee pays a portion of the insurance premiums
and the City pays the remainder. The City maintains an Employee Benefit Fund to track premiums and claim
payments. The City has retained an insurance policy for specific and aggregate stop-loss coverage. There is an
individual stop-loss of $100,000 per illness. A Medicare Risk Plan is also in place for retirees and dependents over
the age of 65. A third-party administrator administers health claims and payments.

The Dental Plan is also self-insured with a portion of the premiums paid by employees and retirees. Employees and
retirees may elect to provide dental coverage for their dependents and are required to pay a portion of these
premiums as well. A third-party administrator administers dental Plan claims.

The City’s Employee Benefit Fund pays the premium on an insured life insurance plan for which coverage amounts

are:  $10,000 for full time active employees and $5,000 for eligible retirees. Active employees may insure
dependents or take additional or optional life insurance by paying the additional coverage premiums.

INDEPENDENT AUDIT

The City Charter requires an annual audit by independent certified public accountants. The accounting firm of
Gollob, Morgan, Peddy & Co., P.C. was selected by the City’s audit committee to perform the fiscal 2004 audit. In
addition to meeting City Charter requirements, the audit also was designed to meet the requirements of the Federal
Single Audit Act of 1996 and related OMB Circular A-133. The auditors’ report on the general purpose financial
statements and combining and individual fund and account group is in the financial section.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for Excellence in
Financial Reporting to the City of Tyler, Texas for its comprehensive annual financial report for the fiscal year
ended September 30, 2003.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable and
efficiently organized comprehensive annual financial report whose contents conform to program standards. Such
reports must satisfy both generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current report continues to

conform to Certificate of Achievement Program requirements, and we are submitting it to GFOA to determine its
eligibility for another certificate.
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Respectfully submitted,

Bob Turner
City Manager

Daniel Crawford
Chief Financial Officer
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