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CITY OF GARLAND, TEXAS

February 24, 2006

Citizens of the City of Garland
Garland, Texas

Dear Citizens:

The Comprehensive Annual Financial Report (CAFR) of the City of Garland, Texas, for the year ended September 30, 2005, is hereby submitted.
The report is published to provide detailed information concerning the financial condition of the City to our citizens and the financial community, as
well as other interested parties. Responsibility for both the accuracy of the 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 reported in a
manner designed to present fairly the financial position and results of operations of the City, on a Government-wide and Fund basis. All disclosures
necessary to enable the reader to gain an understanding of the City’s financial activities have been included.

The Governmental Accounting Standards Board requires 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 compliment
MD&A and should be read in conjunction with it. The City’s MD&A can be found immediately after the independent auditors’ report.

The CAFR is presented in three sections: introductory, financial, and statistical. The introductory section includes this transmittal letter and the
City’s organizational chart. The financial section includes the MD&A, government-wide and major fund presentations, combining individual fund
statements, notes, as well as the independent auditors’ report on the financial statement and schedules. The statistical section includes selected
financial and demographic information, generally presented on a multiyear basis.

The City is required to undergo an annual single audit in conformity with the provisions of the Single Audit Act of 1996 and U.S. Office of
Management and Budget Circular A-133, Audits of State and Local Governments. Information related to this single audit, including the schedules of
federal and state financial awards, findings, and recommendations, and independent auditors’ reports will be issued in a separate report.



GENERAL INFORMATION - CITY OF GARLAND

The City of Garland is located in Dallas County, approximately 15 miles northeast of downtown Dallas. The City’s population of 221,588 (as
estimated by the City’s Planning Department as of January 1, 2005) makes it the tenth largest city in the state of Texas, and places it among the top
100 largest municipalities in the United States.

The City is a political subdivision and municipal corporation of the State, duly organized and existing under the laws of the State, including the
City’s home rule Charter. The City was incorporated in 1891, and first adopted its Home Rule Charter in 1951. The City operates under a
Council/Manager form of government with a City Council comprised of the Mayor and eight Council members. The City Manager is the chief
administrative officer for the City.

The financial reporting entity (the government) includes all the funds of the primary government (i.e., the City of Garland as legally defined), as well
as all of its component units. Component units are legally separate entities for which the primary government is financially accountable. The
government provides a full range of services including police and fire protection; the construction and maintenance of highways, streets, and
infrastructure; recreational activities and cultural events; electric, water, and wastewater utility services; golf course facilities; storm water facilities,
and sanitation collection services.

Discretely presented component units are legally separate entities and not part of the primary government’s operations. Accordingly, the Garland
Housing Finance Corporation, the Garland Economic Development Authority, and the Garland Health Facilities Development Corporation are not
included in the governmental business type activities. The Garland Independent School District is excluded from this report because it is a separate
governmental entity with a separately elected board of trustees.

ECONOMIC CONDITIONS AND OUTLOOK

The City’s property taxes and sales tax revenues have only grown two percent annually since the 2001 recession. However, the City of Garland
remains financially strong and stable through cost cutting efforts which included a reduction in workforce and not providing merit pay increases for
employees at all levels in the City.

The economic forecast for 2006 and beyond continues to be optimistic despite the current economic conditions. In October, 2005, Firewheel Town
Center opened. The Firewheel Town Center is an open-air mixed-use development that provides an old-fashioned sense of community. In addition,
the Harbor Point project is under construction and should open in the fall of 2006. This development on the western shore of Lake Ray Hubbard will
feature a 120,000 square foot Bass Pro Shop Outdoor World with courtesy docks, five on-the-water restaurants, conference center hotel, and
additional retail sites.
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FINANCIAL INFORMATION

Accounting and Budgetary Controls

The City’s accounting records for general governmental operations are maintained on a modified accrual basis, with revenues being recorded when
available and measurable, and expenditures being recorded when the liability is incurred. Proprietary operations are maintained on a full accrual
basis.

Budgetary control is maintained at the fund level, and encumbrances are entered at the time a purchase order is issued. Outstanding encumbrances
lapse at fiscal year end and the subsequent year’s budget is amended to reflect these outstanding encumbrances. Unspent and unencumbered
appropriations lapse at the end of the fiscal year.

The budgetary process begins each year with the preparation of both current and proposed year revenue estimates by the City’s revenue managers
and the Senior Managing Director of Budget & Research. Expenditure budgets are then developed using a target budgeting approach. Departments
base their initial budget submission on their allocated share of the projected resources, but can make requests for additional items which the City
Manager or City Council may choose to fund. This target budget methodology results in a balanced budget presented to Council. The proposed
budget is reviewed extensively by the City Council and the process includes a Charter-mandated public hearing and work sessions that are open to
the public. The City Charter requires adoption of the City budget by no later than September 20"

While the budget is developed and controlled at the departmental level, appropriations are set at the fund level. An ordinance establishes the budget
for operating expenses, debt services payments, and interfund transfers, while a separate ordinance establishes the property tax rate.

Changes to approved expenditures are incorporated into the current year budget throughout the year in the form of budget amendments approved by
Council. These amendments, as well as updated revenues and other re-estimated expenses become part of the Revised Budget that is presented to
Council concurrent with the Proposed Budget.

During the course of the fiscal year, each department head monitors expenditure controls with overall review exercised by the Senior Managing
Director of Budget & Research and the City Manager. Monthly expenditure reports are distributed based on the automated accounting system that
provides year-to-date expenditure totals for each line item compared to the amount expended at that point in time in the prior year. Capital purchase
requests are reviewed and approved on an individual basis by the City Manager prior to encumbrance of the funds.

Constant review of revenue and expenditure trends is maintained with specific responsibility assigned to department heads, revenue managers, and
the Senior Managing Director of Budget & Research. Recommendations for corrective action are made to the City Manager (and to the City
Council, if appropriate) as needed to ensure the integrity of the adopted budget.

Management of the City is responsible for establishing and maintaining an internal control system designed to ensure that the City’s assets are
protected from loss, theft, or misuse and to ensure that adequate accounting data is compiled to allow for the preparation of financial statements with
generally accepted accounting principles. The internal control system is designed to provide reasonable, but not absolute, assurance that these
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objectives are met. The concept of reasonable assurance recognizes that the cost of a control should not exceed the benefits likely to be derived; and
the valuation of costs and benefits requires estimates and judgments by management.

As a recipient of Federal and State financial awards, the City is also responsible for ensuring that adequate internal controls are in place to ensure
compliance with applicable laws and regulations relating to these programs. Internal controls are subject to periodic evaluation by management, the
City’s Internal Audit Department, and independent auditors.

As part of the City’s single audit, tests are made to determine the adequacy of the internal controls, including that portion related to Federal financial
awards programs, as well as to determine that the City has complied with applicable laws and regulations. The results of the Single Audit are
published in a separate report.

General Fund Balance

For the fiscal year, revenues and transfers in of $111,922,770 exceeded expenditures and transfers out of $109,763,044, resulting in an excess of
revenues over expenditures of $2,159,726. It is the City's declared policy to maintain a minimum unreserved fund balance of 30 days of expenditures
on a budget basis, and the General Fund unreserved fund balance at September 30, 2005, is equivalent to 47 days of expenditures on a budget basis.

Enterprise Operations

The City's enterprise operations are composed of eight separate and distinct activities: electric, water, sewer, golf course, heliport, storm water
management, parks performance, and sanitation. Each of these eight activities is accounted for in separate funds. For the Electric, Water, and Sewer
Funds, it is the City’s policy to maintain a working capital balance, at September 30, equivalent to 45 days of expenditures on a budget basis. The
days of working capital for the Electric, Water and Sewer Funds at September 30, 2005, is equivalent to 42, 37, and 76 days respectively.

Debt Administration

At September 30, 2005, the City had numerous debt issues outstanding. These issues include $203,615,000 in general obligation bonds,
$159,125,207 in certificates of obligation, $50,770,000 in electric utility system revenue bonds, $104,125,000 in water and sewer system revenue
bonds, $3,640,000 in tax anticipation notes, and $20,000,000 in commercial paper.

On April 19, 2005, the City issued $20,275,000 in certificates of obligation. These bonds received an AA rating from Standard & Poor’s Corporation
and an AA+ from Fitch Ratings. On March 15, 2005, the city issued $70,615,000 in General Obligation Refunding bonds to refund certain
outstanding General Obligation and Certificates of Obligation Bonds, and 23,675,000 in General Obligation Refunding bonds to refund certain
outstanding Commercial Paper Notes. On September 7, 2005, the City issued $23,745,000 in General Obligation bonds to purchase the infrastructure
improvements for the Harbor Point project. On March 15, 2005, the City issued Electric Utility System revenue Bonds Series 2005 for $18,935,000,
and Water and Sewer System Revenue Bonds Series 2005 for $20,545,000. The payment of principal and interest on the Revenue bonds are insured
by a municipal bond guaranty insurance policy. As a result of this insurance policy the general obligation refunding bonds and the certificates of
obligation received AAA ratings from Standard & Poor’s Corporation and Fitch Ratings. On September 7, 2005, the City received the proceeds of a
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$3,640,000 tax anticipation note. Tax notes are not rated due to the short-term maturities. At various times during the current fiscal year the City
issued $20,000,000 in commercial paper.

Cash Management

Cash temporarily idle during the year was invested in short-term money market instruments including demand deposits, certificates of deposit, U.S.
Treasury obligations, U.S. Government agency obligations, reverse repurchase agreements, government investment pools, and money market funds.
In order to facilitate cash management, the operating cash of certain funds is pooled into a common account. The average yield for investments was
2.65%, and the earned investment income reported in the financial statements totals $6,041,951 for the year ended September 30, 2005.

The objectives of the City’s investment policy are to minimize credit and market risks while maintaining liquidity and a competitive yield on its
portfolio. Accordingly, deposits were either insured by federal depository insurance or collateralized with U.S. Treasury obligations. All collateral
on deposits was held either by the City’s agent or by a financial institution’s trust department in the City’s name. Investments in U.S. Government
securities held by the City at September 30, 2005, are classified in the category of lowest risk, and amounts invested in governmental investment
pools and money market funds are not categorized as specified by the Governmental Accounting Standards Board.

Group Health

Like other public and private employers across the nation, the City continues to encounter problems in providing affordable, quality health care for its
employees. City management continues to modify the health plan through deductibles and co-pays in order to provide an employee health plan that
is both financially sound and competitive in the job market. In addition the City implemented a pilot wellness initiative with 30 employees. The
results of the wellness initiative were as follows:

e Over 700 pounds lost

= Significant reductions in overall cholesterol levels

e Meaningful reductions in blood pressure

e Meaningful improvements in “good” cholesterol (HDL’s)
e Measurable reductions in absenteeism

» Significant reductions in medical and lifestyle risk factors
e Increased levels of physical activity.

Based on the results of the pilot program, the wellness initiative will continue in the 2006 fiscal year with the goal of helping employees become
healthier, reducing dependence on medication, and avoiding future medical problems.



OTHER INFORMATION

Independent Audit

According to Article 1V, Section 7 of the City Charter, an annual audit to be performed by independent, certified public accountants, is required to be
made of the financial records of the City. Deloitte & Touche LLP was selected in July 2004, by the City Council to perform the annual audits. In
addition to meeting the requirements set forth in the Charter, the audit also was designed to meet the requirements of the Federal Single Audit Act of
1996 and related OMB Circular A-133. The independent auditors’ report on the government-wide and combining and individual fund statements is
included in the financial section of this report. The independent auditors’ reports related specifically to the single audit will be issued in a separate
document.

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 City of Garland for its Comprehensive Annual Financial Report for the Fiscal Year ended September 30, 2004. The
Certificate of Achievement is a prestigious national award that recognizes 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 CAFR 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. The City of Garland has received a Certificate of Achievement for the last
twenty-five consecutive years. We believe that our current report continues to conform to the Certificate of Achievement Program requirements, and
we will submit it to the GFOA to determine its eligibility for another certificate.

Acknowledgements

The preparation of this Comprehensive Annual Financial Report was accomplished with the professional and dedicated efforts of the staff of the
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City of Garland, Texas
Management’s Discussion and Analysis (continued)
September 30, 2005

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of the government’s financial position. In the case of the City, assets
exceeded liabilities by $580,729,867 for the year ended September 30, 2005.

The largest portion of the City’s net assets (81 percent) reflects its investment in capital assets (e.g., land, buildings, machinery, equipment
and systems), less any related debt used to acquire those assets that is still outstanding. The City uses these capital assets to provide services
to citizens; consequently, these assets are not available for future spending. Although the City’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 City’s net assets (14 percent) represents resources that are subject to external restrictions on how they may be
used. These restrictions are detailed in revenue bond debt covenants and in the City of Garland Charter. The remaining balance of
unrestricted net assets (5 percent) may be used to meet the City’s ongoing obligations to citizens and creditors.

At the end of the current fiscal year, the City reported positive balances in all three categories of net assets, for the government as a whole.

Table 1
Net Assets
Governmental Activities Business-type Activities Total
2005 2004 2005 2004 2005 2004

Current and other assets $ 125,480,789 $ 105,798,509 $ 242,276,808 $ 233,501,622 $ 367,757,597 $ 339,300,131
Capital assets 356,046,026 333,149,818 491,765,759 470,783,223 847,811,785 803,933,041

Total assets 481,526,815 438,948,327 734,042,567 704,284,845 1,215,569,382 1,143,233,172
Long-term liabilities

outstanding 250,608,706 195,143,244 271,356,891 243,898,951 521,965,597 439,042,195

Other liabilities 74,454,878 84,272,970 38,419,040 33,428,602 112,873,918 117,701,572

Total liabilities 325,063,584 279,416,214 309,775,931 277,327,553 634,839,515 556,743,767
Net assets:
Invested in capital assets,
net of related debt 152,244,746 154,170,896 316,840,492 317,711,532 469,085,238 471,882,428
Restricted for:

Debt Service 2,745,794 1,314,659 - - 2,745,794 1,314,659

Construction 6,586,809 7,098,891 - - 6,586,809 7,098,891

Rate Mitigation - - 72,202,545 70,686,549 72,202,545 70,686,549
Unrestricted (5,114,118) (3,052,333) 35,223,599 38,559,211 30,109,481 35,506,878

Total net assets $ 156,463,231 $ 159,532,113 $ 424,266,636 $ 426,957,292 $ 580,729,867 586,489,405




City of Garland, Texas
Management’s Discussion and Analysis (continued)
September 30, 2005

Governmental activities

Governmental activities decreased the City’s net assets by $3,068,883. Other than the changes in revenues and expenses which are
discussed below, key elements of the change in governmental net assets are as follows:

e The special item for the apartment complex transfer decreased $4,250,070 because the prior year transfer was a one time transaction.

e Transfers increased $11,865,428 because of a one time non-cash transfer in the prior fiscal year of outstanding certificates of
obligation and general obligation bonds that were issued to fund the construction of the City’s golf course. Principal and interest
payments for this debt are being paid from the debt service fund until the financial condition of the golf fund improves enough to
cover these payments.



City of Garland, Texas

Management’s Discussion and Analysis (continued)

September 30, 2005

Revenues:
Program revenues:
Charges for services
Operation grants and contributions
Capital grants and contributions
General Revenues:
Property taxes
Sales taxes
Other taxes
Unrestricted interest earnings
Miscellaneous
Total Revenues
Expenses:
General government
Public safety
Public works
Culture and recreation
Public health
Interest and fiscal charges
Tri city accademy
Electric
Water
Sewer
Golf
Heliport
Storm Water Management
Parks Performance
Sanitation
Total expenses
Increase in net assets before
transfers and special items
Transfers
Special item - apartment complex transfer
Increase (decrease) in net assets
Net assets - beginning
Net assets - ending

Table 2
Changes in Net Assets
Governmental Activities Business-type Activities Total

2005 2004 2005 2004 2005 2004
$ 30,005,582 $ 28,282,169 $ 299,064,777 $ 266,534,167 $ 329,070,359 $ 294,816,336
19,713,353 18,516,283 - - 19,713,353 18,516,283
3,556,983 5,686,588 1,890,046 2,275,432 5,447,029 7,962,020
61,816,669 59,700,363 - - 61,816,669 59,700,363
19,368,101 18,454,380 - - 19,368,101 18,454,380
7,895,992 7,761,961 - - 7,895,992 7,761,961
1,875,018 1,677,257 4,166,933 2,322,731 6,041,951 3,999,988
700,956 208,727 2,719,099 4,630,530 3,420,055 4,839,257
144,932,654 140,287,728 307,840,855 275,762,860 452,773,509 416,050,588
32,392,426 35,270,124 - - 32,392,426 35,270,124
71,669,173 69,028,367 - - 71,669,173 69,028,367
33,252,736 32,081,450 - - 33,252,736 32,081,450
18,188,655 18,117,717 - - 18,188,655 18,117,717
2,581,301 2,795,918 - - 2,581,301 2,795,918
9,222,475 8,342,311 - - 9,222,475 8,342,311
12,721 74,091 - - 12,721 74,091
- - 222,883,550 209,650,788 222,883,550 209,650,788
- - 25,806,273 25,800,512 25,806,273 25,800,512
- - 22,685,980 22,865,652 22,685,980 22,865,652
- - 2,796,283 3,607,795 2,796,283 3,607,795
- - 28,576 34,457 28,576 34,457
- - 2,961,292 2,953,322 2,961,292 2,953,322
- - 749,667 721,368 749,667 721,368
- - 13,301,942 13,565,161 13,301,942 13,565,161
167,319,487 165,709,978 291,213,563 279,199,055 458,533,050 444,909,033
(22,386,833) (25,422,250) 16,627,292 (3,436,195) (5,759,541) (28,858,445)
19,317,950 7,452,522 (19,317,950) (7,452,522) - -
- 4,250,070 - - - 4,250,070
(3,068,883) (13,719,658) (2,690,658) (10,888,717) (5,759,541) (24,608,375)
159,532,114 173,251,772 426,957,294 437,846,011 586,489,408 611,097,783
$ 156,463,231 $ 159,532,114 $ 424,266,636 $ 426,957,294 $ 580,729,867 $ 586,489,408




City of Garland, Texas

Management’s Discussion and Analysis (continued)

September 30, 2005

Revenues by Source — Governmental Activities

Charges for services
Operation grants and contributions
Capital grants and contributions
Property taxes
Sales taxes
Other taxes
Unrestricted interest earnings
Miscellaneous

Total Revenues

Table 3

Revenues by Source

Charges for services increased $1,723,413 as a result of the following:

e Increased tonnage dumped at the landfill.

e Increased salvage proceeds from the sale of major equipment items.

e A new rental inspection fee.

e Increased building and professional fee rates.

e Increased Municipal Court and Red Light fines.
e Decreased rent revenue from the Village of Eastgate Apartment Complex which was closed in the prior fiscal year.

Operation grants and contributions increased $1,197,070 as a result of the following:

» One time FEMA salary expense reimbursement for 18 firefighters that provided hurricane Katrina assistance.

» Rental assistance revenue increased as a result of higher rent expense for the HUD funded Housing VVoucher Program.

e Additional one time Homeland Security grant proceeds.

2005 2004 Amount Percentage

Amount Percentage Amount Percentage Change Change
$ 30,005,582 20.70% $ 28,282,169 20.16%  $ 1,723,413 6.09%
19,713,353 13.60% 18,516,283 13.20% 1,197,070 6.46%
3,556,983 2.45% 5,686,588 4.05% (2,129,605) -37.45%
61,816,669 42.65% 59,700,363 42.56% 2,116,306 3.54%
19,368,101 13.36% 18,454,380 13.15% 913,721 4.95%
7,895,992 5.45% 7,761,961 5.53% 134,031 1.73%
1,875,018 1.29% 1,677,257 1.20% 197,761 11.79%
700,956 0.48% 208,727 0.15% 492,229 235.82%

$144,932,654 $140,287,728 $4,644,926
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Other changes in revenues by source for the governmental activities include the following.

e Capital Grants and Contributions decreased due to fewer new housing developments being completed during the fiscal year which
resulted in fewer street, alley, and drainage asset contributions from developers.

e Property tax revenue increased as a result of a 3.4% increase in the City’s property tax base.

» Sales tax revenue increased due to improvement in the retail sales economy and the construction of the Firewheel Town Center.

e Interest earnings increased as a result of higher governmental fund type cash balances and a slightly higher yield earned on
investments.

e Miscellaneous revenue increased as a result of an increase in revenue related to a legal settlement paid over time and the sale of park
land to the City’s electric utility.
Expenses by Source — Governmental Activities

The following chart provides a summary of expenses by source for the governmental activities for the 2004 and 2005 fiscal years.

150,000,000

$100,000,000 -

10

$50,000,000 -
L Public safety | Public works Culti .and Public health I_nterest ad Triciy
government recreation fiscal charges | academy
m 2005 | $32,392,426 | $71,669,173 | $33,252,736 | 18,188,655 2,581,301 9,222,475 12,72
2004 | $35,270,124 | $69,028,367 | $32,081,450 | 18,117,717 2,795,918 8,342,311
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Debt

At the end of the current fiscal year, the City had numerous debt issues outstanding. These issues include:

Table 7

Outstanding Debt, at Year-end

Governmental Business-type
Activities Activites Total
2005 2004 2005 2004 2005 2004
General obligation bonds $ 148,032,971 $ 98,738,385 $ 55,582,029 $ 15,346,615 203,615,000 $ 114,085,000
Certificates of obligation 86,936,889 82,005,153 72,188,318 122,004,503 159,125,207 204,009,656
Utility system revenue bonds - - 154,895,000 118,135,000 154,895,000 118,135,000
Commercial Paper 20,000,000 25,000,000 20,000,000 25,000,000
Tax Notes 3,640,000 4,000,000 - - 3,640,000 4,000,000
Total outstanding debt $ 258,609,860 $ 209,743,538 $ 282,665,347 $ 255,486,118 541,275,207 $ 465,229,656

During the fiscal year, the City issued the following debt:

Table 8

Current fiscal year debt issues

Bond Ratings

Standard Fitch

Issue Principal & Poor's  IBCA

Long-term

Certificates of Obligation, Series 2005 $ 20,275,000 AA AA+

Electric Utility System Revenue Bonds, Series 2005 18,935,000 Insured  Insured

Water & Sewer System Revenue Bonds, Series 2005 20,545,000  Insured  Insured

General Obligation Refunding Bonds, Series 2005 70,615,000  Insured  Insured

General Obligation Refunding Bonds - CP, Series 2005 23,675,000  Insured  Insured

General Obligation Bonds, Series 2005B 23,745,000  Insured  Insured
Short-term

Commercal Paper 20,000,000 - --

Tax Anticipation Note, Series 2005 3,640,000 - --

Total debt financing

8 201,430,000
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The proceeds of the certificates of obligation will be used for constructing street improvements within the City, including associated
drainage improvements; expanding, improving, and equipping the City’s waste disposal system; constructing, improving, and equipping a
building for the City’s electric department, including the acquisition of a site or sites; acquiring, constructing, improving, and equipping the
City’s public safety facilities, including the acquisition of fire apparatus and ambulances; acquiring and improving equipment for the City’s
management information and communications systems; and paying costs associated with the issuance of the Certificates. These bonds
received a AA rating from Standard & Poor’s and a AA+ from Fitch Rating.

The proceeds for the Electric Utility System Revenue Bonds and the Water & Sewer System Revenue Bonds will be used to pay for the
construction of improvements to the electric, water, and sewer systems. These bonds received a AAA rating since the payment of principal
and interest on the bonds is insured.

On April 19, 2005, the City issued $70,615,000 in General Obligation Refunding Bonds to advance refund $72,680,000 of outstanding
Certificates of Obligations and General Obligation bonds. These bonds were refunded to lower the overall debt service requirements of the
City and to pay the cost associated with the issuance of the Bonds.

On April 19, 2005, the City issued $23,675,000 in General Obligation Refunding Bonds to refund $25,000,000 of the City’s General
Obligation Commercial Paper Notes, Series 2002. The Commercial Paper Note proceeds were used for constructing street improvements
within the City, including associated drainage improvements; improving and equipping the City’s library facilities; acquiring, constructing,
improving and equipping the City’s public safety facilities; and to pay the costs associated with the issuance of the bonds.

On September 7, 2005, the City issued $23,745,000 in General Obligation Bonds to purchase land and public infrastructure improvements
for the Harbor Point project. This project will feature a 120,000 square foot Bass Pro Shop Outdoor World with courtesy docks, six on-the-
water restaurants, conference center hotel, and additional retail sites.

The City’s continued the use of short term financing with commercial paper notes and tax anticipation notes. These financing tool provide
interest savings as well as an additional funding source for street improvements projects. During the year the City’s issued commercial
paper notes amounting to $20 million. In addition, the City issued another $3.64 million in tax anticipation notes to fund various street
improvements during the 2006 fiscal year.

Additional information on the City’s debt can be found in note IV.E. of this report.
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The City’s Funds

At the close of the City’s fiscal year, the governmental funds of the City reported a combined fund balance of $59,525,358, an increase of
$33,028,239 from the prior year. The majority of this increase was a result of issuing General Obligation Bonds for the Harbor Point project
and issuing Certificates of Obligation for various items and projects in the City’s Capital Projects Fund.

The General Fund ended the fiscal year with a fund balance of $13,190,208, which was an increase of $2,159,726 from the prior year. The
original and final budgets for the General Fund budget projected a decrease in fund balance of $1,315,556 and $462,108 respectively.
Therefore, the General Fund ended the year with a favorable final budget variance of $2,621,834. This favorable budget variance was a
result of increased property tax revenues, franchise fees, landfill disposal revenues, building and professional service fees,
intergovernmental grant revenues, and other operational expenditure savings across General Fund departments.

It is the City’s declared policy to maintain a minimum unreserved general fund balance equivalent to 30 days of expenditures on a budget
basis. The original budget was adopted to draw down fund balance to the equivalent of 30 days of expenditures on a budget basis. At the
end of the current fiscal year the unreserved fund balance for the general fund is equivalent to 47 days of expenditures on a budget basis.

In addition, these other changes in fund balances should be noted:

e The fund balance in the Debt Service Fund increased $1,431,135 as a result of an increase in property tax revenue due to higher
appraised property values, increased interest earnings based in increased investment yields, increased debt service and other fiscal
payments, and a decrease in transfers out for the payment of the tax note principal in the Capital Project Fund.

e The decrease in fund balance for the Village of Eastgate was a result of increased demolition cost for the apartment complex and
expenses to provide housing assistance for Hurricane Katrina victims.

e The increase in fund balance for the Harbor Point Incremental Tax Financing District (TIF) was a result of excess general obligation
bond proceeds over the actual cost of public improvements to be purchased from the harbor point developers. The excess bond
proceeds will be transferred as needed to the Debt Service Fund to meet future debt service payments of the General Obligation
Bond, Series 2005B.
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General Fund Budgetary Highlights

During the fiscal year ended September 30, 2005, the City Council amended the budget for the General Fund on several occasions. The
amendments were made up of supplemental appropriations and re-estimated allocations. These supplemental appropriations and re-
estimated allocations amounted to increasing appropriations by $700,481 for the annual roll over of open purchase orders, for increased
vehicle fuel cost and to replace police in-car video camera equipment. The re-estimate adjustments were used to reallocate funds
appropriated to more accurately account for estimated revenues and payments to internal service funds.

With the adjustments made during the fiscal year ended September 30, 2005, the actual budget based expenditures were $109.8 million
compared to the final budget of $110.4 million. The $0.6 million favorable variance was due to salary savings and holding the line on
operational expenditures.

For the fiscal year ended September 30, 2005, the actual budget-based revenues were $111.9 million compared to the final budget of $109.9
million. The $2 million favorable variance was due to increased appraisals for property tax, increased in-lieu of franchise tax and property
tax from the Electric, Water and Sewer Funds, and increased landfill disposal fees.

Economic Factors and Next Year’s Budgets and Rates

The City’s unemployment rate of 5.4% at September 30, 2005, was higher than the unemployment rate for the state (5.3%) and lower than
the unemployment rate for Dallas County (5.7%). The City’s estimated population of 221,588 (as estimated at January 1, 2005, by the
City’s Planning department) remained virtually unchanged from the prior year.

The operating budget for the 2005 fiscal year was developed by City management and approved by the City’s elected officials focused on
using the City’s available financial resources to address the following priority areas:

e Adopt a General Fund Budget that was materially unchanged from 2003-04 approved spending levels.

= Enhance revenues in all City funds by bringing fee structures in line with other Metroplex cities and improving collection efforts.
e Maintain the current tax rate of 64.11 cents per $100 of appraised valuation.

e Keep service levels experienced by citizens substantially intact.

e Preserve available one-time reserve funds to increase flexibility for dealing with revenue contingencies in future years.

e Address critical needs in public safety.
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The adopted 2005 fiscal year budget addressed the priorities listed above in the following ways:

The total ad valorem tax rate of 64.11 cents per $100 of property valuation, was unchanged from the 2004 fiscal year.

The City adopted many fee and rate increases to bring the City’s fees and rates for services more in line with other Metroplex cities.
Reductions in General Fund and Internal Service Fund departments ranged from 5% to 20% of prior year operating expenditures and
were in addition to cuts implemented in previous years.

Eliminated salary increases for the year and increased the City’s contribution for group health cost to minimize the increase in salary
and salary related cost for the City and to prevent a decrease in net take-home pay for the employee.

Highlights of the 2006 fiscal year budget are outlined below:

Approved tax rate increase of 2.5 cents. Of the increase, 1.5 cents is to fund the addition of twelve police and eight fire positions and
1 cent is to fund debt service cost related to the 1997 and 2004 bond programs. The 2006 fiscal year tax rate with the increase is
66.61 cents per $100 of appraised property value.

Enhancements to public safety with the addition of seven police patrol officers, two neighborhood police officers, three police
lieutenants, five firefighters, three fire drivers along with the purchase of an ambulance and related equipment in order to initiate
service from a new fire station.

General Fund fee and rate changes included in the adopted budget are increases in swimming pool and multi-family inspection fees,
along with a 0.5 percent increase in the in-lieu of franchise fee paid by the Electric Fund.

Contacting the City’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a general overview of the City’s
finances and to show the City’s accountability for the money it receives. If you have questions about this report or need additional financial
information, contact the Financial Services Department, at the City of Garland, 200 North Fifth, Garland, TX 75040.
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