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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, and
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.
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November 2, 2006

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, 2006 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 auditor. 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.

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,



ECONOMIC OUTLOOK AND FINANCIAL CONDITION

Based on various local economic indicators including sales tax collections, ad valorem property assessed
values, building permits for new construction, utility connections and revenues, and hotel occupancy tax
collections, our community continued to experience significant economic growth during the past year and
we anticipate that this growth pattern will continue for the coming year. Sales tax receipts, a major
indicator of the economic condition of the area, increased from $2,544,000 in 2004-2005 to $2,886,000 an
increase of $342,000 or 13.4%, due to the new retail businesses which opened in 2006 and the approval
by voters to allow the sale of alcohol in May 2006. A graph of tax receipt growth follows:

SALES AND OTHER TAX COLLECTIONS-LAST FIVE
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Unemployment rates remained at moderate to low levels (5.6% in September, 2006) and property tax
rolls continued to expand over the past year. Annual electric kWh sales by the municipally-owned electric
system increased from 81,073,978 kWh in 2004-2005 fiscal year to 83,743,277 kWh, an increase of 3.3%.
Water usage also increased over last year by approximately 1.3%. Total water pumped during the fiscal
year 2005-2006 totaled 647,212,000 gallons, an increase of 8,110,000 gallons over the 639,102,000
gallons in fiscal year 2004-2005. The Texas Department of Criminal Justice Polunsky Unit, located on FM
350 South, continued as the City's leading water and wastewater user consuming 207,699,000 gallons of
water, or 32% of the City's total annual water consumption, and generating approximately $332,000 in
annual water revenue and approximately $260,000 in annual sewer revenue. With the opening of the
Hampton Inn in March, 2006, hotel occupancy tax collections increased from approximately $131,000 in
2004-2005 to approximately $169,000 in 2005-2006, an increase of 28.7%.

With the continuing growth in the business community as well as new residential growth during the past
year, the City is anticipating increases in revenues from utility fees and sales taxes for the upcoming year.
Sales tax revenue accounts for 18.8% of the City’s total annual revenue, while utility fees for sanitation,
electric, water and sewer services account for 70.5% of the City’s total annual revenue. Continuing growth
in these two major revenue sources, which account for 89.3% of the City’s total annual revenue, and
additional funds from other sources, have allowed the City to continue to operate without an ad valorem
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property tax since 1988, and the City does not anticipate levying an ad valorem property tax in the
upcoming year.

Future Economic Outlook

The Livingston-Polk County area continues to draw a great deal of interest from major retail companies
looking to relocate or expand into new areas, particularly retail, restaurants and motels along the US 59
bypass and US 190 West corridors.

Site work has begun on the first phase of a retail development project by Anthony Properties on a tract
located west of Long King Creek on US 190 West across from Tractor Supply. Several development
projects along US 190 West, such as First National Bank of Livingston’s new corporate office headquarters,
an insurance company office and the new Tractor Supply opened in 2006.

Numerous healthcare-related construction projects are continuing along the US 59 bypass with Memorial
Medical Center’s $30,000,000 multi-story patient tower and hospital facility expansion project expected to
be completed in 2007. Groundbreaking ceremonies were held in December, 2006 for a new 30,000 square
foot, two-story medical office building north of the hospital. Planned development projects in West Park
subdivision located on US 59 just south of the hospital include a motel, various medical office buildings, a
dialysis center, and a nursing home.

Corplan, a private detention facility developer, completed construction of the 500 bed detention facility
located on FM 350 South adjacent to the existing Texas Department of Corrections Polunsky Unit. This
facility, which created 150 new jobs, opened in February, 2006 and has already reached capacity. Plans
for a 500-bed expansion of this detention facility are currently underway with an anticipated completion
date in the summer of 2007. The City of Livingston entered into an interlocal agreement with Polk County
to provide water and wastewater services to the facility, with anticipated annual revenue to the City in
excess of $100,000, based on usage projections from the developer.

A major 41,300 square foot expansion of Central Baptist Church located on East Street and North Houston
near downtown Livingston, which includes a new sanctuary, classrooms, music department and offices is
currently underway with completion expected in 2007.

In addition to these commercial expansion projects, the City is also experiencing new residential single-
family and multi-family development in the community, with site work underway on a new 36-unit
apartment complex to be located on State Highway 146 and Kimball Lane and new home construction in
The Retreat subdivision, a development for active seniors over 55 years of age.

The Polk County Habitat for Humanity group continues to work on development plans for several new
homes in the proposed “Cochran’s Crossing” subdivision located south of West Street between Beatty
Street and Bluebird Street. This is a cooperative public/private revitalization/development project which
will provide much-needed affordable single and multi-family housing for the community.

In 2006, the City of Livingston’s Main Street program developed a locally-funded grant program for
facade, sign and paint improvement projects for qualifying property owners in the downtown central
business district. Three property owners have applied for and received local grant funds for rehabilitation
of their buildings during the past year. These three building rehabilitation projects have been a major
milestone in the redevelopment of the historical downtown district. The City, Chamber of Commerce,
Merchants Guild and the Main Street Board continue to work together to determine short-term and long-
term goals to both expand existing business and attract new business and promote the downtown area as
a destination site for visitors to the community.
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