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City of Livingston, Texas

200 West Church Street, Livingston, Texas 77351-3281
-~ Telephone: (936) 327-4311 Fax: (936) 327-7784
_— www.cityoflivingston-tx.com

November 16, 2004

Honorable Mayor and
Members of the City Council
City of Livingston
Livingston, Texas

Gentlemen:

The Comprehensive Annual Financial Report (CAFR) of the City of Livingston for the fiscal year ended
September 30, 2004 is submitted herewith. 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 operations of the City as
measured by the financial activity of its various funds. 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 Management's Discussion and Analysis (MD&A), basic financial statements and
individual fund statements and schedules, as well as the independent auditor's 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 and should be read in conjunction with the
MD&A. The City of Livingston’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 muiti-
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.

CITY PROFILE
Location
The City of Livingston is located in southeast Polk County, approximately 75 miles northeast of Houston.

Livingston is readily accessible via U.S. Highway 59 on the north and south and U.S. 190 on the east and
west.

Ben R. Ogletree, Jr., Mayor Sam Gordon, City Manager Marilyn Sutton, City Secretary

Council Members: Kenneth Parkhill, Gene Bush, Bill Watson, Scott Simpson, Clarke Evans
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The City is a general law city operating under the Council-Manager form of government. The City Council is
comprised of the Mayor and five 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

Reflected in this report is the extensive range of services provided by the City of Livingston. These basic
services include public safety, streets, sanitation, parks, recreation, events, library, provision of water,
electricity, sewage disposal and general administration services.

Accounting Systems and Budgetary Control

In developing and evaluating the City's accounting control system, consideration is given to the adequacy of
internal accounting controls. Accounting control comprises the plan of organization and the procedures and
records that are concerned with the safeguarding of assets and the reliability of financial records and,
consequently, are designed to provide reasonable assurance that:

1. Transactions are executed in accordance with management's general or specific authorization.

2. Transactions are recorded as necessary (1) to permit preparation of financial statements in
conformity with generally accepted accounting principles or any other criteria, such as finance-
related legal and contractual compliance requirements applicable to such statements, and 2)
to maintain accountability for assets.

3. Access to assets is permitted only in accordance with management's authorization.

4. The recorded accountability for assets is compared with the existing assets at reasonable
intervals and appropriate action is taken with respect to any differences.

The definition of accounting control comprehends reasonable, but not absolute, assurance that the objectives
expressed in it will be accomplished by the system. The concept of reasonable assurance recognizes that the
cost of internal control should not exceed the benefits expected to be derived. The benefits consist of
reductions in the risk of failing to achieve the objectives implicit in the definition of accounting control.

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.

In accordance with the State Laws of Texas, the City has formally established budgetary accounting control
for its operating funds. Budgetary control is maintained 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. 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 $5,000 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

In fiscal year 2003-2004, Livingston and Polk County continued to see positive economic conditions. Sales
tax receipts, a major indicator of the economic condition of the area, increased slightly from $2,200,000 in
2002-2003 to $2,325,000, an increase of $125,000, or 5.7%, due, primarily to the opening of the new Lowe’s
Home Center store in May, 2004. A graph of tax receipt growth follows:
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Unemployment rates remained at moderate to low levels and property tax rolls continued to expand. The
City appraised valuation increased by $4,000,000 from $208,000,000 to $212,000,000 or approximately,
1.8%. Electric kWh sales increased from 77,604,894 kWh in 2002-2003 fiscal year to 78,477,670 kWh, an
increase of 1.1%. Water usage also increased over last year by approximately 1.3%. Total water pumped
during the fiscal year 2004 totaled 613,699,000 gallons, up from 605,589,000 gallons in fiscal year 2002-
2003. The Texas Department of Criminal Justice Polunsky Unit, located on FM 350 South, continued as the
City's leading water and wastewater user consuming 204,976,000 gallons of water, or 33.4% of the City's
total annual water consumption, and generating $380,000 in annual water revenue and $258,000 in annual
sewer revenue.

The Livingston area continues to experience indications of continued growth. Commercial real estate activity
is very high with major chains seeking locations on the highly visible Church St. (U.S. Hwy. 190) corridor. The
acquisition of several tracts of land along this corridor is in the final stages and major announcements are
expected in 2005. :

Future Economic Outlook

As mentioned above, the Lowe’s Home Improvement Center has had a major impact on the revenue available
to the City via the sales and use tax generated by this store. From the date the store opened through the end
of fiscal year 2003-2004, taxes show an increase of 18% over the same period in the prior fiscal year. It
appears the store has been well received by the community and especially, the do-it-your-self crowd, to
whom the store caters.

Other recent announcements further demonstrate the climate of growth in the area. The First National Bank
of Livingston has recently acquired acreage on the western edge of the City for construction of their
corporate headquarters. Although the bank will continue to have a major presence in the downtown area, the
bank’s directors intend to move their senior management, financial services, full service lobby and drive
through banking to this new location.

Memorial Medical Center-Livingston continues to build new facilities and expand their services. Construction
in progress at the medical campus subdivision located on the U.S. 59 bypass at the present time includes a
new pediatric clinic and a mental health and mental retardation clinic. The Board of Directors of the hospital
have recently announced plans to construct a new five-story tower to provide additional hospital beds,
emergency room services, medical offices, and a cancer treatment facility. Construction is expected to begin
in 2005 on this new addition.

Across the freeway from the hospital, a private group of doctors is building a 10,500 square foot medical
clinic and physicians’ offices. In discussions with the developer of the tract, indications were he intends to
construct two additional buildings in the very near future to accommodate several physicians who have
indicated an interest in relocating to this area.
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In the same vicinity of the hospital, part of a large tract of land has been subdivided into zero-lot line
residential homes for persons 55 years of age and older. Called The Retreat, the development is located on
7.5 scenic acres overlooking the City owned Pedigo Park. Being adjacent to the hospital and having a
complete complement of amenities, the development has been well received by the community and several
homes are under construction.

Recently, Corplan, a private detention facility developer, announced it would build a 500 bed detention facility
adjacent to the existing Texas Department of Corrections Polunsky Unit. The facility will create about 150
new jobs. The City has had preliminary discussions with the firm to negotiate a contract to furnish potable
water and wastewater treatment for the facility. It is expected that an agreement will be reached in early
2005.

The City continues to be one of the major supporters of the Polk County Industrial Development Corporation.
Kelly Ritch, Executive Director of the PCIDC, reports that the Livingston-Polk County area continues to draw a
great deal of interest from major companies looking to relocate or expand into new area.

The general philosophy of the City is that increased revenue from existing taxes and other revenue sources
must provide the base for the expansion of public expenditures. Certain infrastructure capital assets that will
need to be added or replaced in the near future to accommodate economic growth will be financed through
the issuance of long-term bonds that will be repaid approximately over the estimated useful lives of the
capital projects and through Federal grants.

While the economic environment and public expenditure policies are subject to change and reevaluation, it is
anticipated that the City will experience manageable growth that will not be disruptive to the current financial
position of the City.

Major Initiatives

The City continues to make improvements to the Livingston Municipal Airport. Currently the City, with the
assistance of the Aviation Division of the Texas Department of Transportation is accepting proposals from
engineering firms for designing the next phase of the capital improvement plan as adopted by the Livingston
City Council in December 2003. Through assistance with funding from the Federal Aviation Administration for
the project, the next phase is estimated to cost approximately $1,000,000. Major improvements are planned
for access to the airport, addressing safety concerns along with rehabilitation of the existing airplane parking
areas.

Because of the continued growth in the building industry in the community and the increasing complexity of
codes, regulations, and laws, the City Council hired a Community Development Coordinator in September,
2004. The primary responsibility of this employee will be to oversee all aspects of community development
including subdivision platting review, building plan review, coordination of all required inspections, code
enforcement duties, and any other duty associated with development within the community. 1t is the intent of
the administration to offer to builders, developers, tradesmen, and others needing any kind of building
permit, a one-stop shopping service. It is hoped that the reorganization of the permit department will be
much more efficient and user friendly for the public.

Livingston was recently named a Texas Main Street city for 2005-2007. A manager has been hired, the
Advisory Board members have been named and training for the board members will begin in early 2005. With
the professional assistance from the Texas Historical Commission, cooperation from downtown property
owners, and encouragement from the general population, it is the desire of the Main Street Board to restore
downtown Livingston to its earlier condition, thereby encouraging new business to locate in the downtown
area. They will also encourage existing business to renovate or expand and to promote the downtown area
as a destination site for visitors to the community.

The City strives to provide an effective, cost-efficient range of services which the citizens have come to

expect. To do so, requires the administrative staff to be especially resourceful in developing new revenue
sources to fund the expanded range of services. The City Council and management staff are committed to
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the general philosophy of "pay as you go." In general, the City provides its services (general government,
public safety, streets, recreation and parks and utilities) at a cost per capita that is comparable to or below
other communities with similar demographic and economic characteristics.

Cash Management and Investments

The intention of the cash management system is to limit the amount of funds placed in accounts where low
or no interest is paid. Idle cash is invested in various instruments with various maturity dates, depending on
the anticipated cash requirements during the period.

The overall strategy of holding deposits and making investments is to expose the City to a minimum amount
of credit risk and market risk. All bank balances of deposits as of the balance sheet date are entirely insured
and collateralized with securities held by the City's agent in the City's name. With respect to risk,
investments may be classified as follows.

Category 1 Insured or registered, with securities held by the City
or its agent in the City's name

Category 2 Uninsured and unregistered, with securities held by the
counter party’s trust department or agent in the City's
name

Category 3 Uninsured and unregistered, with securities held by the
counter party or by its trust department or agent, but
not in the City's name

The City had no investments in 2003.

Risk Management

The City is exposed to a variety of accidental losses and has established a risk management strategy that
attempts to minimize losses and the carrying cost of insurance.

Risk control techniques have been established to reasonably assure that the City's employees are aware of
their responsibilities regarding loss exposures related to their duties. In a similar manner, risk control
techniques have been established to reduce possible losses to property owned or under the control of the
City. Furthermore, supervisory personnel are held responsible for monitoring risk control techniques on an
operational basis.

The primary technique used for risk financing is the purchase of insurance policies from commercial insurers
and through participation in the Texas Municipal League intergovernmental risk pool. Coverage in the pool is
continuous and annual contributions are subject to adjustment each year based on updated exposure
information and change in rating.

OTHER INFORMATION
Independent Audit

The financial records, books of account, and transactions of the City for the fiscal year ended September 30,
2004, have been audited by Independent Public Accountants, and their opinion is included in this report.

Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate
of Achievement for Excellence in Financial Reporting to the City for its Comprehensive Annual Financial
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Report for the fiscal year ended September 30, 2003. The Certificate of Achievement is a prestigious national
award recognizing conformance with the highest standards for preparation of state and local government
financial reports.

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 Comprehensive Annual Financial Report must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. The City of Livingston has received a
Certificate of Achievement for the last sixteen consecutive years (fiscal years ended 1988-2003). We believe
our current report continues to conform to the Certificate of Achievement program requirements, and we are
submitting it to GFOA.

Acknowledgement

The preparation of this report on a timely basis could not have been accomplished without the efforts and
dedication of the staff of the Administrative Department. I would like to express my appreciation to my staff
and other personnel from various departments who assisted in its preparation. Also, I would like to thank the
Mayor and the City Council for their interest and support in planning and conducting the financial operations
of the City in a dedicated and responsible manner.

Respectfully submitted,

Marilyn Sutton
City Secretary and Chief Financial Officer
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