










II{TRODUCTORY SECTION



February 23,2007

The Honorable Mavor. Members of the Citv Council. and Citizens
City of Tyler
Tyler, Texas

The City of Tyler, Texas' (City) Charter requires an audit of the City's financial activities to be conducted at the end
of each fiscal year by an independent certified public accountant. Upon completion of the audit the results shall be
reported in writing to Council as soon as reasonably possible. This report is published to fulfiIlthat requirement for
the fiscal year ended September 30, 2006.

Management assumes full responsibility for the completeness and reliability of the information contained in this
report, based upon a comprehensive framework of internal control. In developing and maintaining the City's
accounting system, consideration is given to the adequacy of the internal conffol sffucture. Internal 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
that are free of any material misstatements. 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 CrE's internal conffols adequately safeguard assets and provide reasonable assurance of proper
recording of financial transactions. To fuither ensure the validity of internal controls, the Internal Auditor continues
to review key functions and controls annually.

Prothro, Wilhelmi & Company PLLC, Certified Public Accountants, have issued an unqualified ("clean") opinion
on the City of Tyler's financial statements for the year ended September 30, 2006. 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 .{-133. The independent auditor's report is located at the front of the financial section of
this report.

Management's discussion and analysis (MD&A) immediately follows the independent auditors' report and provides
a narrative introduction, overview, and analysis of the basic financial statements. The MD&A complements this
letter of transmittal, and therefore should be read in conjunction with it.

Proftle of the Government

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 90 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 9.2o/o increase from the 1990 census population of 7 6,440.
Curently, the City's population is estimated to be 105,873. The City is commonly referred to as the Rose Capital of
America.

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
including appointing the various department heads. Council members serve two-year terms, with three members
elected every other year. The Mayor also serves for a two-year term. The Mayor is elected atlarge; the remaining
Council members are elected bv district.
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economic development purposes. Along with the Loop 49 project the Northeast Texas Regional Mobility Authority
was authorized in 2004 to consffuct, operate and maintain turnpike projects in the state which includes the Tyler
area. Including various means of interstate access, the Tyler Pounds Regional Airport allows for secure and efficient
air travel in and out of the region. Total flight boarding's in 2005 were 86,183 up approximately 22 percent from
the prior year. The East Texas Council of Governments has qualified Tyler as the first Certified Retirement City in
Texas. Tyler meets high standards for retiree living such as low cost of living, low crime rate, quality health care,
abundant recreation and cultural opporfunities.

The office space occupancy rate for the City of Tyler was 86 percent in 2005, up from 84 percent in 1995. The
offrce lease space is comprised of three classes for total square footage of 2,002,000. Tyler had $2.32 billion in
retail trade gross sales in 2005 up from $1.67 billion in 1996.

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

Economic Signs:

6
5

E 4
O e

a -  ! l

= r
dl '�'

1
0

ASS ESSED PROPERTY VALUATIONS
(in bi l l ions)

2000 2001 2002 2003 2004 2005

Fiscal Years Ending September 30

SALES TAX COLLECTIONS
( in  mi l l ions)

o
e

o
a ---
a --
-

25

20

1 5

1 0

5

0
2000 2001 2002 2003

Fiscal Years Ending

2004 2005 2006

Septem ber 30

l l l









City Boards & Comxnissions

C{TIZENS OF TYLER.
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i Highest premium placed on
responsiveness to citizens' needs
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c ontr actually deliv er e d
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performance; sense of urgency &
strategic fast track thinking to keep
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possible
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Greg Morgan

Water Administration
Water Business Office

Water
Waste Water
P u rchasing

Development Services
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E T E R N A L I N F I N I T E  P O T E N T I A L

E L M I

INDEPENDENT AUDITORS' REPORT

To The Honorable City Council and Audit Committee
City of Tyler, Texas

We have audited the accompanying financial statements of the govenrmental activities, the business-type activities,

each major fund, and the aggregate remaining fund information of the City of Tyler, Texas as of and for the year

ended Siptember 30,2006, which collectively comprise the City's basic financial statements as listed in the table of

contents. These financial statements are the responsibility of the City of Tyler, Texas' management. Our

responsibility is to express an opinion on these financial statements based upon our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

and the standards applicable to financial audits contained in Government Auditing Standards, issued by the

Controller General of the United States. Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free of material misstatement. An audit includes

examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit

also includes 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

opinions.

In our opinion, the financial statements referred to above present fatly, in all material respects, the respective

financial position of the govemmental activities, the business-type activities, each major fund, and the aggregate

remaining fund information of the City of Tyler, Texas as of September 30, 2006, and the respective changes in

financial position and cash flows, where applicable, thereof and the respective budgetary comparison for the General

Fund for the year ended in conformity with accounting principles generally accepted in the United States of

America.

In accordance with Governmental Auditing Standards, we have also issued a report dated February 23,2007 , on our

consideration of the City of Tyler's internal control over financial reporting and our tests of its compliance with

certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit performed in

accordJnce with Government Auditing Standards and should be read in conjunction with this report in considering

the results of our audit.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise

the City's basic financial statements. The combining non-major fund financial statements, the individual budgetary

non-major fund schedules, and the accompanylng schedules of expenditures of federal and state awards are

presentid for purposes of additional analysis as required by the U. S. Office of Management and Budget Circular A-

133, Audt* if States, Local Governments, and Non-Profit Organizations, and are not a required part of the basic

financial statements. Such information has been subjected to the auditing procedures applied in the audit of the

basic financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic

financial statements taken as a whole.

P R O T H R O .  W I L H E L M I  A N D  C O M P A N Y .  P L L C

C E R T I F I E D  P U B L I C  A C C O U N T A N T S
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CITY OF TYLER
TOTAL NET ASSETS BY CATEGORY

FISCAL YEAR 2006
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Analysis of the City's Operations - Overall the City had an increase in net assets of $l1,423,977.

Governmental Activities: Governmental activities increased net assets by $8,800,229. Net assets invested in capital ar
net of related debt decreased by $1,213,930 due to depreciation totaling more than new additions. Restricted net a
increased by $6,497,558 primarily due to increase in money restricted for capital projects both in One Half Cent Sales
Fund and General Capital Projects Fund. Unrestricted net assets increased by $3,516,604 due to increased properl)
franchise tax and sales and use tax collections; as well as increased investment earnings. Franchise tax revenue increase
primarily due to an appropriate reclassification of general government program revenues.

Total revenues for the govemmental activities increased from the previous year by $3,587,879. General revenues
transfers had an increase of $6,268,761, which was due to an increase in sales and use taxes, property tax and franchis
collections; as well as investment earnings. Program revenues had a decrease of $2,580,022, which were primarily due
decrease in general government charges for services which were appropriately reclassified as general revenues.

Expenses and Program Revenues -

Governmental Activities (ln Millions)
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Source of Revenue - Governmental Activities

a Charges for Services

I Operating grants and contributions

o Capitalgrants and contributions

o Property taxes

I Franchise taxes

g Sales and use taxes

I Unrestricted investnent earnings and
use of mney and property

a Other
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Business-tvpe Activities: Net Assets from business-type activities increasedby $2,623,748. This increase was primaril5
to program revenues exceeding expenses and increased interest earnings. The airport continues to receive several large
capital grants to pay for improvements to facilities.

Expenses and Program Revenues - Business - type
Activities (ln Millions)
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E T E R N A L I N F I N I T E  P O T E N T I A L

E L M I

INDEPENDENT AUDITORS' REPORT
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Honorable Citv Council and Audit Committee
Tyler, Texas

We have audited the financial statements of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the City of Tyler, Texas, as of and for the year ended
September 30, 2006, which coliectively comprise the City's basic financial statements and have issued our report

thereon February 23,2007. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained rn Government Auditing

Standards, issued by the Compfioller General of the United States.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered the City of Tyler's intemal conffol over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and

not to provide an opinion on the internal control over financial reporting. However, we noted a certain matter
involving internal conffol over financial reporting that, in our judgment, could adversely affect the City of Tyler's
ability to initiate, record, process, and report fmancial data consistent with the assertions of management in the
financial statements. The reportable condition is described in the accompanying schedule of findings and questioned

costs as item 2006 - 1.

A material weakness is a reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts
that would be material in relation to the furancial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. Our consideration of the

internal control over financial reporting would not necessarily disclose all matters in the internal control that might

be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are

considered to be material weaknesses. However, we believe that the reportable condition described above is not a
material weakness.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the City of Tyler's financial statements are free of material
misstatement, we performed tests of its compliance with cerlain provisions of laws, regulations, contracts, and
grants, noncompliance with which could have a direct and material effect on the determination of furancial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit,

and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the audit committee, Mayor, City Council, management,
federal awarding agencies, and pass-thru entities and is not intended to be and should not be used by anyone other
than these specified parties.

n"bffilf l'{/,11A, ! 6,T'toT, / t-t-c*
Certified Public Accountants I

Tyler, Texas
February 23,2007
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E T E R N A L I N F I N I T E  P O T E N T I A L

E L M I

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AI\D ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH

OMB CIRCULAR 4-133 AND STATE OF TEXAS SINGLE AUDIT CIRCULAR

The Honorable Citv Council and Audit Committee
Tyler, Texas

Compliance
We have audited the compliance of the City of Tyler, Texas with the types of compliance requirements described in
the U. S. Office of Management and Budget (OMB) Circular A-133, Compliance Supplement, and State of Texas
Single Audit Circular that are applicable to each of its major federal and state programs for the year ended
September 30, 2006. The City of Tyler's major federal and state programs are identified in the summary of
auditor's results section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts, and grants applicable to each of its major federal and state programs is
the responsibility of the City of Tyler's management. Our responsibility is to express an opinion on the Cify of
Tyler's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to furancial audits contained tn Government Audit Standards, issued by the
Comptroller Generai of the United States; OMB Circular A-i33, Audits of States, Local Governments, and l,{on-
Profit Organizations, andthe State of Texas Single Audit Circular. Those standards; OMB Circular 4-133 and State
of Texas Single Audit Circular, require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a material
effect on a major federal and state program occurred. An audit includes examining, on a test basis, evidence about
the City of Tyler's compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonabie basis for our opinion. Our audit
does not provide alegal determination of the Cify of Tyler's compliance with those requirements.

In our opinion, the City of Tyler complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal and state programs for the year ended September 30, 2006.

Internal Control Over Compliance
The management of the City of Tyler is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal and state
programs. In planning and performing our audit, we considered the City of Tyler's internal control over compliance
with requirements that could have a direct and material effect on a major federal or state program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
the internal control over compliance in accordance with OMB Circular A-133 and the State of Texas Single Audit
Circular.

P R O T H R O .  W I L H E L M I  A N D  C O M P A N Y .  P L L C
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w
CORRECTIVE ACTION PLAN

March 2I,2007

The City of Tyler respectfully submits the following corrective action plan for the fiscal year ended September 30,
2006:

Independent Accountins Firm
Prothro, Wilhelmi & Company, PLLC
100 Independence Place, Suite 300
Tyler, Texas 75703

Audit Period
September 30,2006

The findings from the February 23, 2007 schedule of findings and questioned costs are discussed below. The
findings are numbered consistently with the numbers assigned in the schedule.

Findinss - Financial Statement Audit

Reportable Condition

2006-1 - Reconciliation of Grant Activitv
Recommendation:
The financial activity of each federal and state grant should be reconciled on a monthly basis. This process should
include a reconciliation of draw down requests (revenues), expenditures, grant receivables, and deferred revenue to
the grants' Financial Status Reports, where applicable. The monthly reconciliation procedures should be performed
by an accountant in the finance department with the assistance of the departmental grant managers. Supervisory
personnel should hold the accountant and grant managers accountable by performing and documenting their
supervisory review of the monthly reconciliations. We were advised that there is a current staff accountant vacancy
in the finance department. Consideration should be given to filling this vacancy by hiring an accountant
experienced in "gralt" accounting or hiring an accountant and sending them to specialized training in grant
accounting.

Corrective Action 2006-0 I :
Despite avacartt accountant position the Administrative Services Department has committed a significant portion of
an accountant's time since October 1,2006 to perform monthly reconciliations of the grant activities to the general
ledger. When a new accountant is hired these duties will be assigned to one of the two accountants in this
department and the reconciliations will be reviewed by the accounting manager and/or the departmental director
each month. The City will also consider hiring an independent external accountant to conduct training and at the end
of the current fiscal year to perform a pre-audit review in order to veriff full compliance with the proposed
corrective actions.

The various grarfi managers, their departmental leaders and key leaders are responsible for following city
procedures/policies, compliance with grarft specific regulations, drawing down funds, preparing status reports,
coding of revenues/expenses to the correct accounts and keeping the Administrative Services Department accountant
informed about grant activities.

The Administrative Services Department will review the grant policies and procedures periodically to determine if
any changes should be implemented and will veriff that each grant manager, their departmental leaders and key
leaders have a copy of these documents.
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