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INDEPENDENT AUDITOR’S REPORT

To the Honorable Judge and
Members of the Commissioners Court
Erath County, Texas

We have audited the accompanying financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Erath County, Texas, as of and for the year ended September 30, 2008, which collectively ‘
comprise the County’s basic financial statements as listed in the table of contents. These financial statements are the 3
responsibility of the County’s management. Qur responsibility is to express opinions on these financial statements based on
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 Coniptroller 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 fmancial statements. An audit also includes assessing the accounting principles used and
significant estimates made by manageruent, 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 fairly, in all material respects, the respective financial
position of the governmental activities, each major fund, and the aggregate remaining fund information of Erath County,
Texas, as of September 30, 2008, and the respective changes in financial position and cash flows, where applicable, thereof
for the year then ended in conformity with accounting principles generally accepted in the United States of America.

In aecordance with Government Audiling Standards, we have also 1ssued our report dated April 30, 2009, on our
consideration of Erath County, Texas’ internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts, grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

Management’s discussion and analysis and the other required supplementary information on pages 3 through 9 and 33
through 36, are not a required part of basic financial statements but are supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding methods of measurement and presentation of the supplementary
information. However, we did not audit the information and express no opinion on it.







Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively comprise Erath
County, Texas’ basic financial statements. The accompanying schedule of expenditures of federal awards is presented for the
purpose of additional analysis as required by the U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Orgamizations, and is not a required part of the basic financial statements. The
combining and individual nonmajor fund financial statements are also presented for purposes of additional analysis and are
not a required part of the basic financial statements. The schedule of expenditures of federal awards and the combining and
individual nonmajor fund financial statements have been subjccted to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated in all matertal respects in relation to the basic financial statements

taken as a whole.
Aauie Kvand €6, te

DAVIS KINARD & CO, PC

Abilene, Texas
April 30, 2009







ERATH COUNTY, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS

FINANCIAL HIGHLIGHTS

This section of Erath County’s (the “County”) annual financial report presents our discussion and analysis of the
County’s financial performance during the fiscal year ended September 30, 2008. Please read it in conjunction with
the County’s financial statements.

Erath County’s total combined net assets were $25.8 million at September 30, 2008, Of this amount, $15.3
million (unrestricted net assets) may be used to meet the County’s ongoing obligations. The unrestricted

net assets represent an increase of approximately $2 mllion.

During the year, the Counly’s expenses were $2.37 million less than the $16.6 million generated in taxes

and other revenues for governmental activities.

The General Fund reported a fund balance this year of $11.8 million, all of which is available for spending

at the government’s discretion.

OVERVIEW OF THE FINANCIAL STATEMENTS

The first two statements are Government-Wide
Financial Statements that provide both long-term and
short-term information about the County’s overall
finaneial status.

The remaining statements are Fund Financial
Statements that focus on individual parts of the
government, reporting the County’s operations in
more detail than the government-wide statements.

The Governmental Funds statements tell how general
government services were financed in the short-term
as well as what remains for future spending.

Fidueiary Fund statements provide information about
the financial relationships in which the County acts
solely as a trustee or agent for the benefit of others, to
whom the resources in question belong.

This annual report consists of three parts—management’s discussion and analysis (this section), the basic financial
statements, and required supplementary information. The basic financial statements include two kinds of statements
that present different views of the County:

Figure A-1. Required Components of
the County’s Annual Financial Report
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The fmancial statements also include notes that explain some of the information in the financial statements and
provide more detailed data. The statements are followed by a section of required supplementary information that
further explains and supports the information in the financial statements. Figure A-1 shows how the required parts
of this annual report are arranged and related to one another.

Figure A-2 summarizes the major features of the County’s financial statements, including the portion of the County
government they cover and the types of information they contain. The remainder of this overview section of
management’s discussion and analysis explains the structure and contents of each of the statements.

received and payment 1§
due duning the year or soon |
thereafter

FIGURE A-2
MAJOR FEATURES OF TRE COUNTY'S GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
Type of Statement : Government-Wide ' Governmental Funds ! Proprietary Funds : Fiduciary Funds
! Entire County’s © The activities of the ! Activities of the County ! Instances in which the
s, i government {except i County that are not . operales similar to private | County is the trustee or
cope i fiduciary funds) and the i proprietary or fiduciary | businesses- self-insurance : agenl for someonc else’s
' County’s component units ! ! ' resources
3o Statement ofnclassnis 1« Balance sheet ! o Statement of net assels | » Statement of ﬁducla:y
. ; : ) s Ponet asscts g
P L i R L LT TR R, berearmmmmc e e m . >
Required financial i » Statement of acnvmm E = Statement of revenues, ; ‘e Statement of revenues, 1
statemenis PR i expenditure and changes ]~ gxpenses and changes in |
T : +  in fund balances imetassds
. ' -1 * Statement of cash flows |
. . i Accrual accounting and ' Modified accrual ' Accrual accounting and i Accrual accounting and
Accounting basis and ! , ' . ! . ! .
| economic resources focus | accounting and current | economic resources focus | economic resources focus
measurement focus . . . : .
' + financial resources focus :
o L ST TSI TS ST Tm S s s mAassmEms £
i All assets and 1 i Only assets expected tobe | All assets and liabilities,  ; All assets and liabilities,
! both financial a + used up and liabilities that  : both financial and capital, | both shoni-term and Jong-
Type of asset/fiability + shori-term and ! come dugduring the year | and short-term and long- ! term; the Aéncy's funds
information : : 1 or soon thereaften; no : tetrn 1 do not currently contain
: 1 capital assets incleded e + capital assets;’ although
' : ' o ! theycan -
* All revenues and expenses : Revenues for which cash is ' All revenues and expenses | All revenues and exXpenses
¢ dunng year, regardless of | reccived duning or soen » during year, regardless of during year, regardless of
E when cash is received or . after the end of the year; : when cash is recerved or : when cash is received or
Type of flow/outflow ' paid . expenditures when goods ! paid ' paid
information i . or services have been , .

Government-Wide Statements

The Government-Wide Statements are designed to provide readers with a broad overview of the County’s finances,
using accounting methods similar to those used by private-sector companies. The Statement of Net Assets (Page 10)
presents information on all of the County’s assets and liabilities, with the difference between the two reported as net
assets. Over time, increases or decreases in net assets may serve as a useful indicator of whether the County’s
financial position is improving or deteriorating when examined in conjunction with non-financial factors. The
Statement of Activities (Page 11} presents information showing how the government’s nel assets changed during the
fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows.

Both of these Government-Wide Financial Statements distinguish functions of the Counly that are principally
supported by taxes and intergovernmental revenues {governmental activities} from other functions that are intended
to recover all or a sigmficant portion of their costs through user fees and charges (business-type activities}.
Governmental activities include general government, public safety, roads and bridges, samtation and economic
development. These activities are financed primarily by property taxes and grants.







Fund Financial Statements

The Fund Financial Statements provide more detailed information about the County’s most significant funds - not
the County as a whole. Funds are groupings of related accounts that the County uses to keep track of specific
sources of funding and spending for particular purposes. The County, like other slate and local governments, uses
funds to show compliance with finance-related legal requirements as well as to control and manage money for other
particular purposes.

The County has three types of funds:

*  Governmental funds—Most of the County’s basic services are included in governmental funds, which focus
on short-term inflows and outflows of available resources and the balances of these resources that are
available at the end of the year. Because the focus of governmental funds is narrower than that of the
Government-Wide Financial Statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the Government-Wide Financial
Statements. By doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the Governmental Fund Balance Sheet and the Governmental Fund Statement of
Revenues, Expenditures, and Changes in Fund Balances provide a reconciliatton to facilitate this comparison
between governmental funds and govemmental activities. These reconciliations can be found on Pages 13
and 15 of the basic financial statements section.

The County maintains several individual governmental funds. Information is presented separately in the
governmental fund statements for the general fund and the road and bridge fund, both of which are considered
to be major funds. Individual fund data for each of the fourteen non-major governmental funds is provided in
the form of combining statements elsewhere in this report.

The County adopts an annual appropriated budget for its funds. Budgetary comparison schedules have been
provided on Pages 33 and 34 to demonstrate compliance with this budget.

s  Proprietary funds — Proprietary funds consist of two types of funds, enterprise and internal service funds.
At this time, Erath County has no enterprise funds. The Internal Service Fund reports activities that provide
services and supplies for the County’s other programs and activities.

o Fiduciary funds — The County is the trustee, or fiduciary, for certain funds. The County is responsible for
ensuring that the assels reported in these funds are used for their intended purposes. All of the County’s
fiduciary activities are reported in a separate statement of fiduciary net assets on Page 19. Fiduciary funds are
not reflected in the government-wide financial statements because the County cannot use these assets to
finance its operations.

FINANCIAL ANALYSIS OF THE COUNTY AS A WHOLE

Erath County’s combined nct assets were approximately $25.8 million at September 30, 2008. A large portion of
the County’s designated net assets reflects its investment in capital assets (e.g. land, buildings, machinery,
equipment), less accumulated depreciation and any related outstanding debt (approximately 38%). An additional
portion of the County’s net assets (approximately 3%) represent resources that are subject to restrictions on how
they may be used. The remaining balance of unrestricted net assets {approximately 59%) may be used to ineet the
County’s ongoing obligations to citizens and creditors.







Table A-1
Erath County’s Net Assets
{in thousands)

Governmental Activities

2008 2007

Current and Other Assets $ 16,888 $ 15,099
Capital and Non-Current Assets 9,751 9,433

Total Assets 26,639 24,532
Current Liabilities 614 881
Long Term Liabilities 192 184

Total Liabilities 806 1,065
Net Assets
Invested in Capital Assets, net of related debt 9,751 9,433
Restricted 775 751
Unrestricted 15,307 13,283

Total Net Assets $ 25,833 g 23,467

Changes in Net Assets—Erath County’s net assets increased by approximately $2.37 million during the current
fiscal year. Most of this increase represents an increase in tax valuations, high percentages of taxes collected and a
robust local economy.
Table A-2
Erath County Changes in Net Assets
{in thousands)

Governmental Activities

2008 2007
Revenues:
Program Revenues
Charges for Services g 3,557 $ 3,394
Operating Grants and Contributions 1,717 609
General Revenues
Property Taxes 8,496 7,782
Sales and Use and Other Taxes 2,201 1,931
Investment Eamings 577 736
Sales of Assets and Other 107 132
Miscellaneous 9 127
Total Revenues 16,664 14,711
Expenses:
General Administration 2,477 2,230
Judicial 2,231 1,997
Public Safety and Law Enforcement 3,779 3,908
Road and Bridge 4,343 2,848
Health and Welfare 1,355 1,083
Conservation 113 112
Debt Service 2
Total Expenses 14,298 12,180
Increase in Net Assets 2,366 2,531
Beginning Net Assels 23,467 20,936
Ending Net Assets $ 25,833 $ 23,467







Figure A-3
SOURCES OF REVENUE FOR FISCAL YEAR 2008

Governmental Activities—Total revenues
for the fiscal year ending September 30,
2008 were $16.7 million. Approximately
64% of the County’s revenue comes from
taxes, with over 51% from property taxes
alone. Property tax revenue increased due,
largely, to an increase in the tax base.
Sales taxes increased due to the continuing
healthy economy in Erath County.

Property
Taxes

Expenditures increased by about $2.1
million compared to the prior year. The

Charges vast majority of this increase was due to
Grans & Salﬂg;h Use & f“fielf;'“s spring floods causing damage to roads and
er (d . . .
Contmbutions o 10‘*‘“ bridges. Repair costs were reimbursed by
10% o Innvesment ncome
13% o 204 a Federal FEMA grant to a large degree.
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FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS

As of the end of the fiscal year, Erath County’s governmental funds reported a combined fund balance of $15.3
miilion. Approximately 95% of this total amount {$14.5 million) is unreserved fund balance, which is available for
spending at the government’s discretion. The remainder of fund balance is reserved, to indicate that it is not
available for new spending because it has already been committed to special purposes by virtue of special revenue
funds ($775 thousand).

The General Fund is the chief operating fund of the County. At the end of the fiscal year, fund balance of $11.8
million is all unreserved and available for future spending needs. As a measure of the fund’s liquidity, it may be
usetul to compare unreserved fund balance to total fund expenditures. Unreserved fund balance represents 123% of
total General Fund expenditures.

General Fund Budgetary Highlights—FErath County’s General Fund balance increased by $1.6 million during the
current fiscal year. This increase was caused by revenue being realized in the amount of approximately $887
thousand above budgeted figures and approximately $713 less money expended than budgeted.






CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets—As of September 30, 2008, the County had invested $18.5 million in a broad range of capital
assets, including land, buildings, roads, bridges and equipment. This amount represents a net increase (including
additions, retirements and adjustments) of $1.12 million or 6.4% over last year,

Major events affecting capital assets during the year were:

¢  Additional equipment purchases for the road and bridge precincts, and
*  Additional vehicles and equipment for the Sheriff’s Department,

s  Addition to Emergency Services building to accommodate ambulance services and improve fire response.
More detailed information about the County’s capital assets can be found in Note 4 of this report.

Table A-3
Erath County’s Capital Assets

Governmental Activities Percent

2008 2007 Change

Land A 578,580 $ 578,580 0.0%
Buildings and Improvements 8,555,114 8,598,479 0.0%
Furniture and Equipment 8,860,983 8,046,192 10.1%
Construction in progress 536,276 185,061 290.0%
Total 18,530,953 17,408312 6.4%

Total Accumulated Depreciation 8,780,122 7,974 804 10.1%
Net Capital Assets $ 9,750,831 $ 9,433,509 3.4%

Long Term Debt—At year end, the County had $193 thousand of outstanding debt which consisted of compensated
absences.

More detailed inforination about the County’s long term liabilities can be found in Notes 6, and 7 of this report.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

e  The appraised value used for the 2009 budget preparation is estimated to be up $144,889,834 or 7% from
2008.

e The tax rate established for 2009 is $0.3915 per $100 valuation, a decrease from $0.4187 for 2008.

*  Erath County’s unemployment rate is currently 4.0%, which is an increase from the rate of 3.8% one year
ago. This compares favorably to the statc’s avcrage unemployment rate of 5.1% and is well below the
average of other counties in the Cross Timbers Area.

s Inflationary trends in the region compare favorably to national indices.

These factors and others were taken into consideration when preparing the General Fund budget for the 2009 fiscal
year.

Amounts available for appropriation in the General Fund budget are $11,347,670, an increase of 2% over the 2008
budget of $11,088,317. Thec amount appropriated from fund balance is estimated to be approximatcly $739,907.

8






Property taxes (benefiting from the increases in assessed valuations) and state and federal revenue (with anticipated
increases in these areas) are expected to lead to the increase in General Fund revenues.

Budgeted General Fund expenditures are expected to rise approximately 2% to $11,347 670. The largest increases
are in non-departmental and Sheriff Administration expenditures representing various building/construction projects.
The County anticipates continuing these building projects over the next few years. Near-term building projects
include the rencvation of a multi-story office building just off the square in Stephenville to be used for future office
needs, an expansion of the current jail facility and completion of the additional expansion of the Fire/Rescue and
Emergency Medical Response facility. The County has added no other major new programs or initiatives to the
2009 budget.

If these estimates are realized, the County’s budgetary General Fund balance is expected to decrease by about
$740,000. The decrease, however is considered appropriate since the County is essentially debt-free and poised to
operate from a fiscally sound position in an increasingly uncertain political environment,

CONTACTING THE COUNTY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a general
overview of Erath County’s finances and to demonstrate the County’s accountability for the money it receives.
Questions concerning any of the information provided in this report or requests for additional financial information
should be directed to the Office of the Erath County Auditor, 100 E. Washington, Stephenville, Texas 76401,






GOVERNMENT WIDE FINANCIAL STATEMENTS






ERATH COUNTY, TEXAS Exhibit A-1
Statement of Net Assets
September 30, 2008
Governmental
Activities
ASSETS:
Cash and cash equivalents $ 1,551,872
Investments 14,563,708
Receivables (net of allowance for uncollectibles)
Taxes 303,999
Other 468,609
Capital assets
Land 578,580
Buildings, net 5,174,483
Furniture and equipment, net 3,461,492

Construction in progress
Total assets

LIABILITIES:
Accounts payable and other current liabilities
Due to other governmenls
Due to others
Noncurrent liabililies
Due in more than one year

Total liabilities

NET ASSETS:
Invested in capital assets, net of related debt
Restricted for:
Records management
Courthouse security
Unrestricted

Total net assets

The accompanying notes are an inlegral part of the financial statements.
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__ 536276
26,639,019
458,030
116,505
39,117

192,633

806,285

9,750,831
541,985
233,249

15,306,669

3 25,832,734




ERATH COUNTY, TEXAS
Statement of Activities
For the Year Ended September 30, 2008

Program Revenues

Operating
Charges for Grants and
FUNCTIONS/PROGRAMS Expenses Services Contributions
PRIMARY GOVERNMENT
Governmental activities
General administration b 2,477,118 § 1,693,031 § 364,003
Judicial administration 2,231,405 177,839 -
Public safety and law enforcement 3,778,540 671,078 15,082
Road and bridge 4,342,633 1,014,824 1,338,176
Health and welfare 1,355,413 - -
Conservation 112,961 - -
TOTAL PRIMARY GOVERNMENT i3 14,298 070 $ 3,556,772 % 1,717,261

General Revenues:

Property taxes

Other taxes

Penalty and interest

Miscellaneous revenue

Investment earnings

Gain {loss) on sale of assets
Total general revenues

CHANGE IN NET ASSETS
NET ASSETS AT BEGINNING OF YEAR

NET ASSETS AT END OF YEAR

The accompanying notes are an integral part of the financial statements.



Exhubit A-2

Net (Expense) Revenue and
Changes in Net Assets

Primary Government

Governmental
Activities Total
(420,084) § {420,084)
(2,053,566) (2,053,566)
(3,092,380) (3,092,380)
(1,989,633) (1,989,633)
(1,355,413) (1,355,413)
(112,961) (112,961)
- {9,024,037) (9,024,037)
8,495,911 8,495,611
2,201,099 2,201,099
130,569 130,569
8.815 8,815
577,446 577,446
(23,928) (23,928)
11,389.912 11,389,912
2,365,874 2,365,874
23,466,860 23,466,860

25,832,734 § 25,832,734
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ERATH COUNTY, TEXAS
Balance Sheet
Governmental Funds
September 30, 2008

ASSETS
Cash and cash equivalenis 3
Investments
Receivables (net of allowances for uncollectibles)
Taxes
Other

Total assets b3

LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and other current liabilities 3
Wages and salaries payable
Due to other governments
Due to others
Deferred revenues

Total liabilities

Fund balances:
Reserved:
Records management
Courthouse security
Unreserved:
General fund
Special revenue funds

Total fund balances

TOTAL LIABILITIES AND FUND BALANCES 3

The accompanying notes are an integral part of the financial statements.

Road and
General Bridge
Fund Fund

678,611 § 433,775
11,446,295 1,325,706
206,071 79.974
105,449 49,189
12,436,426 § 1,890,644
207,045 % 171,279
40,085 10,714

109,797 -

39,117 -
206,069 79,974
602,113 261,967

11,834,313 -
- 1,628,677
11,834,313 1,628,677
12,436,426 % 1,890,644




Exhibit A-3

Other Total
Governmental Governmental
Funds Funds
400,143 % 1,514,529
1,420,820 14,192,821
17,954 303,999
2,592 157,230
1,841,509 16,168,579
27,864 406,188
316 51,115
6,708 116,505
- 39,117
17,954 303,697
52,842 916,922
541,985 541,985
233,249 233,249
- 11,834,313
1,013,434 2,642.111
1,788,668 15,251,658
1,841,509 § 16,168,579

12






ERATH COUNTY, TEXAS Exhibit A-4
Reconciliation of the Balance Sheet of Governmental Funds
To The Statement of Net Assets
September 30, 2008

Total Fund Balances - Governmental Fund Balance Sheet 8 15,251,658

Amounts reported for govemmental activities in the statement of net assets (A-
[} are different because:

Internal service funds are used by management to account for the self-
insurance fund of the government. The assets and liabilities of the internal
service fund are included in governmental activities in the statement of net
assets. The net effect i1s an increase to net assets. 407,846

Beginning of year capital assets used in govemmental activities are not
financial resources and therefore are not reported in govermmental funds.

Govemmental capital assets £ 17,408,313
Accumulated Depreciation (7,974,804) 9,433,509

Beginning of year long-term liabilities are not due and payable in the current
period and therefore are not reported in the funds.
Compensated absences (183,643)

Current year capital outlays are expenditures in the fund financial statements,
but they should be shown as increases in capital assets in the government-wide
financial statements. 1,196,471

The 2008 depreciation expense increases accumulated depreciation. The net
affect of the current year deprecation is to decrease net assets. {879,149}

Various other reclassifications and eliminations are necessary to convert from
modified accrual basis of accounting to accrual basis of accounting,

Office fees receivable b 311,035

Deferred revenue 303,997

Change in compensated absences payable _(8,990) 606,042
Net Assets of Governmental Activities- Statement of Net Assets 5 25,832,734

The accompanying notes are an integral part of the finaneial statements.
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ERATH COUNTY, TEXAS

Statement of Revenues, Expenditures, and Changes in Fund Balances

Governmental Funds
For the Year Ended September 30, 2008

REVENUES
Taxes:
Property tax b
Other taxes
Penalty and interest on taxes
Licenses and permits
Intergovernmental revenue and grants
Charges for services
Fines
Investment earmings
Miscellaneous

Total revenues

EXPENDITURES
Current:

General administration
Judicial administration
Public safety and law enforcement
Road and bridge
Health and welfare
Conservation

Total expenditures
Excess of revenue over expenditures

OTHER FINANCING SOURCES (USES)
Sale of real and personal property

Total other financing sources {uses)
NET CHANGE IN FUND BAILANCES
FUND BAILANCES AT BEGINNING OF YEAR

FUND BALANCES AT END OF YEAR b

The accompanying notes are an integral part of the financial statements.

Road and

General Bridge

Fund Fund
5,750336 § 2,224,940
2,201,099 -
89,010 34,027
31,066 810,275
379,083 1,272,962
42359 -
2,197,704 57,356
430,250 81,753
111,843 141,188
11,232,750 4,622,501
2,435,104 -
1,971,746 -
3,949.217 )
. 4,595,730
1,147,535 -
112,961 -
9,616,563 4,595,730
1,616,187 26,771
5,041 44 228
5,041 44,228
1,621.228 70,999
10,213,085 1,557,678
11,834313 § 1,628,677




Exhibit A-5

Other Total
Governmental Governmental
Funds Funds
501,116 § 8,476,392
- 2,201,099
7,532 130,569
- 841,341
- 1,652,045
- 42,359
206,975 2,465,035
52,842 564,845
2,544 255,575
774,009 16,629,260
50,049 2,485,153
179,791 2,151,537
25,962 3675179
- 4,595,730
207,878 1,355,413
- 112,961
463,680 14,675,973
310,329 1,953,287
- 49,269
- 49,269
310,329 2,002,556
1,478,339 13,249,102
1,788,668 § 15,251,658







ERATH COUNTY, TEXAS Exhibit A-6
Reconciliation of the Statement of Revenues, Expenditures and Changes
in Fund Balances of Governmental Funds to the Statement of Activities
For the Year Ended September 30, 2008

Net Change in Fund Balances -Total Government Funds b 2,002,556

Amounts reported for governmental activities in the statement of activities {A-5) are
different because:

Internal service funds are used by management to charge the costs of self-insurance in
individual funds. The change in net assets of the internal service funds are included in
governmental activities in the statement of activities. The net effect of this consolidation 1s
to increase net assets. 8,973

Current year capital outlays are expenditures in the fund financial statements, but they
should be shown as increases in capital assets in the government-wide financial statements.

1,196,471
Depreciation is not recognized as an expenditure in governmental funds since it does not
require the use of current financial resources. The net effect of the current year's
depreciation is to decrease net assets. (879,149)
Various other reclassifications and eliminations are necessary to convert from the modified
accrual basis of accounting to accrual basis of accounting.
Office fines and fees revenue $ 26,493
Deferred tax revenues 19,521
Compensated absences (8,990) 37,024
Change in Net Assets of Governmental Activities - Statement of Activities $ 2,365,874

The accompanying notes are an integral part of the financial statements.
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ERATH COUNTY, TEXAS Exhibit A-7
Statement of Net Assets
Proprietary Funds
September 30, 2008
Governmental
Activities
Internal
Service
Fund
ASSETS
Current assets:
Cash and cash equivalents 5 36,834
Investments 370,887
Receivables (net)
Other 345
Total assets h 408,066
LIABILITIES AND NET ASSETS
Liabilities:
Accounts payable $ 4
Wages and salaries payable 216
Total labilities 220
Net assets
Unrestricted 407,846
Total net assets 407,846
TOTAL LIABILITIES AND NET ASSETS ) 408,066

The accompanying notes are an inlegral part of the financial statements.
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Expenses and Changes in Fund Net Assets - Proprietary Funds
For the Year Ended September 30, 2008

ERATH COUNTY, TEXAS
Statement of Revenues,

Exhibit A-8

OPERATING REVENUES
Charges for services

Total operating revenues

OPERATING EXPENSES
Personnel services - salaries and wages

Total operating expenses
OPERATING INCOME (LOSS)

NONOPERATING REVENUES
Investment earnings

Total nonoperating revenues

CHANGE IN NET ASSETS

NET ASSETS AT BEGINNING OF YEAR

NET ASSETS AT END OF YEAR

The accompanying notes are an integral part of the financial statements.
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Governmental
Activities
Internal
Service
Fund

24318

24,318

27,946
27,946

{(3,628)

12,601
12,601

8,973

398,873

407,846






ERATH COUNTY, TEXAS Exhibit A-9
Statement of Cash Flows
Proprietary Funds
For the Year Ended September 30, 2008

Governmental
Activities
Internal
Service
Fund
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from user charges 3 23,973
Cash payments to employees for services (28,701)
Net cash provided (used) by operating activities (4,728)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest and dividends 12,601
Purchase of mvestments (L1.817)
Net cash provided by investing activities 784
NET DECREASE IN CASH AND CASH EQUIVALENTS (3,944)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 40,778
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 36,834
RECONCILIATION OF OPERATING LOSS TO NET CASH
USED BY OPERATING ACTIVITIES
Operating income (loss) $ (3,628)
Net change in:
Accounts receivable (345)
Claims payable (755)
Tatal adjustments (1,100)
NET CASH USED BY OPERATING ACTIVITIES 3 {4,728)

The accompanying notes are an integral part of the financial statements.
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ERATH COUNTY, TEXAS
Statement of Fiduciary Nel Assets - Fiduciary Funds
September 30, 2008

Exhibit A-10

ASSETS
Cash and cash equivalents

TOTAL ASSETS

LIABILITIES
Due to others

TOTAL LIABILITIES

The accompanying notes are an integral part of the financial statements.
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1,830,970
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NOTES TO THE FINANCIAL STATEMENTS






NOTE I:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

The financial statements of Erath County, Texas (County) included in the accompanying basic financial
statements have been prepared in conformity with generally accepted accounting principles (GAAP)
applicable to state and loca! governments. The Governmental Accounting Standards Board (GASB) is the
accepted standard setting body for establishing governmental accounting and financial reporting
principles. The following notes to the financial statements are an integral part of the County’s basic
financial statements.

Reporting Entity

Erath County, Texas is a state mandated governmental unit of the Siate of Texas. The Commissioners’
Court, which is made up of four commissioners and the County Judge, is the general governing body of
the County in accordance with Article 5, Paragraph 18 of the Texas Constitution. The County provides
the following services as authorized by the statutes of the State of Texas: general administration, judicial
{courts, juries, etc), legal (district attorney, county attorney, etc), public safety (sheriff, jail, etc),
transportation, facilities, and public service {e.g. rural fire protection and emergency management).

The County’s basic financial statements include the accounts of all its operations. The County evaluated
whether any other entity should be included in these financial statements. The criteria for including
organizations as component units within the County’s reporting entity, as set forth in GASB Statement
No. 14, “The Financial Reporting Entity,” include whether:

the organization 1s legally separate {can sue and be sued in its name}

the County holds the corporate powers of the organization

the County appoints a voting majority of the organization’s board

the County is able to impose its will on the organization

the organization has the potential to impose a financial benefit/burden on the County

there 1s fiscal dependency by the organization on the County

the exclusion of the organization would result in misleading or incomplete financial statements

A i

The County also evaluated each legally separate, tax-exempt organization whose resources are used
principally to provide support to the County to determine if its omission froin the reporting entity would
result in financial statements which are misleading or incomplete. GASB Statement No. 14 requires
inclusion of such an organization as a component unit when: 1} The econoinic resources received or held
by the organization are entirely or almost entirely for the direct benefit of the County, its comnponent units
or its constituents; 2} The County or its component units is entitled to, or has the ability to otherwise
access, a majority of the economic resources received or held by the organization; and 3} Such economic
resources are significant to the County.

Based on these criteria, the County has no component units. Additionally, the County is not a comnponent
unit of any other reporting entity as defined by the GASB Statement.

Government-wide Fund Financial Statements
The statement of net assets and the statement of activities include the financial activities of the overall
government, except for fAduciary activities. FEliminations have been made to minimize the double-

counting of intermal activities. Governmental activities generally are financed through taxes,
intergovernmental revenues, and other non-exchange transactions.
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NOTE 1I:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

SUMMARY OF SIGNIFICANT ACCOQUNTING POLICIES, continued

B.

Government-wide Fund Financial Statements, continued

The statement of activities presents a comparison between direct expenses and program revenues for
each function of the County’s governmental activities, Direct expenses are those that are specifically
assoclated with a program or function and, therefore, are clearly identifiable to a particular function.
Program revenues include (a} fees, fines, and charges paid by the recipients of goods or services offered
by the programs and (b) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program. Revenues that are not classified as program revenues, including all
taxes, are presented as general revenues.

Fund Financial Statements

The fund financial statements provide information about the County’s funds, with separate statements
presented for each fund category. The emphasis of fund financial statements is on major governmental
funds, each displayed in a separate column. All remaining governmental funds are aggregated and
reported as non-major funds.

Proprietary funds operating revenues, such as charges for services, result from exchange transactions
associated with the principal activity of the fund. Exchange transactions are those in which each party
receives and gives up essentially equal values. Non-operating revenues, such as subsidies and
investment earnings, result from non-exchange transactions or ancillary activities. The County applies
only those Financial Accounting Standards Board (FASB) pronouncements issued prior to November 30,
1989 in the accounting and reporting of its proprietary funds.

The County reports the following ajor governmental funds:

General Fund. This is the County’s primary operating fund. It accounts for all financial resources of the
County except those required to be accounted for in another fund.

Road and Bridge Fund. The Road and Bridge Fund is a special revenue fund that is used to account for
resources used by the County in connection with providing transportation services to its citizens.

In addition, the County reports the following fund types:

Special Revenue Funds. These funds are used to account for the proceeds of specific revenue sources
{other than special assessments, expendable trusts, or major capital projects) that are legally restricted to
expenditures for specified purposes.

Proprietary Fund Types:

Internal Service Funds: These funds are used to account for revenues and expenses related to services
provided to parties inside the County. These funds facilitate distribution of support costs {0 the users of
support services on a cost-reimbursement basis. Because the principal users of the intcrnal services are
the County’s governmental activities, this fund type is included in the “Governmental Activities” column
of the government-wide financial statements.

Fiduciary Fund Types:
Agency Funds: These funds are used to report funds of the County’s fees offices and other resources
held in a purely custodial capacity {assets equal liabilities). Agency funds typically involve only the

receipt, temporary investment, and remittance of fiduciary resources to individuals, private organizations,
or other governments.
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NOTE 1:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

C.

Fund Financial Statements, continued

Fees are generated and retamed by the fee offices until notification is received to disburse funds to the
proper individual or entity. Fees generated include fines, restitution, bail bond deposits, and inmate trust
funds.

Fiduciary funds are reported in the fiduciary fund financial statements. However, because their assets are
held in a trustee or agent capacity and are therefore nat available to support County programs, these
funds are not included in the government-wide statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

Government-wide, Proprietary, and Fiduciary Fund Financial Statemenis: These financial statements are
reported using the economic resources measurement focus and the accrual basis of accounting. Revenues
are recorded when eamned and expenses are recorded at the time liabilities are incurred, regardless of
when the related cash flows take place. Nonexchange transactions, in which the County gives (or
receives) value without directly receiving (or giving) equal value in exchange, include property taxes,
grants, entitlements, and donations. On an accrual basis, revenue from property taxes 1s recognized in
the fiscal year for which the taxes are levied. Revenue from grants, entitlements, and donations is
recognized in the fiscal year in which all eligibility requirements have been satisfied.

Governmental Fund Financial Statements: Governmental funds are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Under this method, revenues
are recognized when measurable and available. The County considers all revenues reported in the
governmental funds to be available if the revenues are collected within sixty days after year-end.
Revenues from local sources consist primarily of property taxes. Property tax revenue and sales 1ax
receipts are considered measurable and available when collected by the respective intermediary agency
and recognized as revenue at that time. Miscellaneous revenues are recorded as revenue when received
because they are generally not measurable until actually received. Investment earmings are recorded as
earned, since they are both measurable and available. Expenditures are recorded when the related fund
liability is incurred, except for principal and interest on general long-term debt, claims and judgments,
and compensated absences, which are recognized as expenditures to the extent they have matured.
General capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of
general long-term debt and acquisitions under capital leases are reported as other financing sources.

When the County incurs expenditures or expenses for which both restricted and unrestricted resources
may be used, it is the County’s policy to use restricted resources first, then unrestricted resources.

Assets, Liabilities, and Net Assets or Equity
Cash and Cash Equivalents

For purposes of the statement of cash flows, highly liquid investments are considered to be cash
equivalents if they have a maturity of three months or less when purchased.

Property Taxes

Property taxes are levied by October 1 on the assessed value listed as of the prior January 1 for all real
and business personal property in conformity with Subtitle E, Texas Property Tax Code. Taxes are due
on receipt of the 1ax bill and are delinquent if not paid before February 1 of the year following the year in
which imposed. On January 1 of each year, a tax lien attaches to property to secure the payment of all
taxes, penalties, and interest ultimately imposed.

22







NOTE 1;

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

E.

Assets, Liabilities, and Net Assets or Equity, continued

Property tax revenues are considered available 1} when they become due or past due and receivabie
within the current period and 2) when they are expected to be collected during a 60-day period afier the
close of the fiscal year.

Allowances for uncollectible tax receivables within the General Fund are based upon historical
experience in collecting property taxes. Uncollectible personal property taxes are periodically reviewed
and written off, but the County 1s prohibited from writing off real property taxes without specific
statutory authority from the Texas Legislature.

Legislation was passed in 1979 and amended in 1981 by the Texas Legislature that affects the methods
of property assessment and tax collection in the County. This legislation, with certain exceptions,
exempts intangible personal property, household goods and family-owned automobiles from taxation. In
addition, this legislation creates a “Property Tax Code” and provides, among other things, for the
establishment of county wide appraisal districts and for the State Property Tax Board which commenced
operation in January, 1980.

As of October 1, 1981, the appraisal of property within the County is the responsibility of the Erath
County Appraisal District. The Erath County Tax Assessor-Collector assesses and collects the County’s
property taxes. The Appraisal District is required under the Property Tax Code to assess all property
within the Appraisal District on the basis of 100% of its appraised value and is prohibited from applying
any assessment ratios. Beginning January |, 1984, the value of property within the Appratsal District
must be reappraised every three years. The County may challenge appraised values established by the
Appratsal District through various appeals and, if necessary, legal action. Under this legislation, the
County continues to set tax rates on County property. However, if the effective tax rates for bonds and
other coniractual obligations and adjusted for new improvements, exceeds the rate for the previous year
by more than 8%, qualified voters of the County may petition for an election to determine whether to
limit the tax rale to no more than 8% above the effective lax rate of the previous year.

The County is permitted by Article 8, Section 9 of the State of Texas Constitution to levy taxes up to
$0.80 per $100 of assessed valuation for general governmental services including the payment of
principal and interest on general obligation long-term debt.

The County's taxes on real property are a lien against such property until paid. The County may
foreclose real property upon which it has a lien for unpaid taxes. Although the County makes little effort
to collect delinquent taxes through foreclosure proceedings, delinquent taxes on property not otherwise
collected are generally paid when there is a sale or transfer of the title on property.

The tax rates assessed for the year ended September 30, 2008 to finance maintenance and operations of
the County and Road and Bridge were $.3082 and $.1105 per $100 valuation, respectively, for a total of
$.4187 per $100 valuation.

Property tax revenues are recorded as receivables and deferred revenue at the time the tax levy is billed.
Revenues are recogmzed as the related property taxes are collected and are prorated between
maintenance and debt service based on the rates adopted for the year of the levy. Allowances for
uncollectibles within funds are based upon historical experience in collecting property taxes.

Prepaid ltems
Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as

prepaid items. In the fund financial statements, they are offset by a reservation of fund balance which
indicates they do not represent “available spendable resources”.
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NOTE I:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Capital Assets

General capital assets are not capitalized in the funds used to acquire or construct them. Instead, capital
acquisition and construction are reflecied as expenditures in governmental funds, and the related assets
are capitalized in the government-wide statement of net assets.

Donated capital assets are recorded at their estimated fair value at the date of the donation.

The County capitalizes all capital assets, which have a cost of $5,000 or more and a useful life in excess
of two years. Major outlays for capital assets and improvements are capitalized as projects are
constructed. The cost of normal maintenance and repairs that do not add to the value of the assets or
materially extend asset lives are not capitalized.

Capital assets are depreciated using the straight-line method over the following estimated useful lives:

Buildings and Improvements 30-40 years
Vehicles and Heavy Equipment 3-15 years

Receivables and Payable Balances

Accounts receivable from other governments include amounts due from grantors for approved grants for
specific programs and reimbursements for services performed by the County. Program grants are
reeorded as receivables and revenues at the time all eligibility requirements established by the provider
have been met.

Reimbursements for services performed are recorded as receivables and revenues when they are eamed
in the governmeni-wide statements. Included are fines and costs assessed by court action and billable
services for certain contracts. Revenues received in advance of the costs being incurred are recorded as
deferred revenue.

There are no significant receivables which are not scheduled for collection within one year of year end.

Compensated Absences

A liability for unused vacation and comp time for all full-time employees is calculated and reported ini
the government-wide statements. For financial reporting, the following criteria must be met to be
considered as compensated absences:

1. Leave or compensation is attributable to services already rendered
2. Leave or compensation is not contingent on specific event (such as illness}

Per GASB Interpretation No. 6 liabilities for comnpensated absences are recognized in the fund statements
to extent the liabilities have matured (i.e. are due for payment). Compensated absences are accrued as
long-term debt in the government-wide statements.

County policy allows accrual of vacation and sick pay benefit for all employees other than elected and

appointed officials. The expense of the benefits is recognized when incurred. Vacaticn pay is paid upon
termination if the employee gives two weeks’ notice or is terminated by the County,
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NOTE 1:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Compensated Absences, continued

Ten percent of sick pay is paid upon termination. At September 30, 2008 the value of accumulated
vacation benefits was $143,881 and the value of accumulated sick pay benefits was approximately
$48,752, for a total of $192,633.

Due to the current portion of accrued vacation pay and sick pay being immaterial, the entire liability has
been classified as long-term.

Interfund Activity

Interfund activity results from loans, services provided, reimbursements or transfers between funds.
These receivables and payables are classified as “due from other funds” or “due to other funds” on the
balance sheet. Quasi-external transactions are accounted for as revenues, expenditures, or expenses.
Loans are reported as interfund receivables and payables as appropriale and are subject to elimination
upon consolidation. Services provided, deemed to be at market or near market rates, are treated as
revenues and expenditures or expenses. Reimbursements occur when one fund incurs a cost, charges the
appropriate benefiting fund and reduces its related cost as a reimbursement. All other inter-fund, except
quasi-external transactions and reunbursements, transactions are treated as transfers, Nonrecurring or
non-routine permanent transfers of equity are reported as residual equity transfers. All other inter-fund
transfers are reporied as operating transfers. Transfers in and Transfers out are netted and presented as a
single “Transfers” line on the government-wide statement of activities. Similarly, interfund receivables
and payables are netted and presented as a single “Internal Balances™” line of the government-wide
statement of net assets.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires the use of management’s
estimates. Actual results could differ from those estimates.

Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are reported
as liabilities in the statement of net assets.

Deferred Revenues

The County reports deferred revenue on its governmental funds balance sheet. Deferred revenues arise
when potential revenue does not meet both the “measurable” and “available™ criteria for recognition in
current period. Deferred revenues also arise when resources are received by the County before i has
legal claim to them, as when grant monies are received prior to the occurrence of qualifying
expenditures. In subsequent periods, when both revenue recognition criteria are met, or when the County
has a legal claun to the resources, the liability for deferred revenue is removed from the balance sheet
and revenue is recognized.

Fund Equity
In the fund financial statements, governmental funds report reservations of fund balance for amounts that

are not available for appropriation or are legally restricted by outside parties of use for a specific purpose.
Fund reservations include encuinbrances, debt service, inventories and prepaid expenses.

25







NOTE 1:

NOTE 2:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
¢  Other Accounting Policies

The County provides statutory workers’ compensation insurance for its employees through Texas
Association of Counties {"TAC"), a joint insurance fund, in which the County is a member.

In the fund financial statements, governmental funds report reservations of fund balance for amounts that
are not available for appropriation or are legally resiricted by enabling legislation. Designations of fund
balance represent tentative management plans that are subject to change. Amounts reserved in the
various governmental funds are as follows:

Records Management 3 541,985
Courthouse Security 233,249
Total Reserved Fund Balance 5 775,234

DEPOSITS AND INVESTMENTS

The County’s funds are required (o be deposited and invested under the terms of a depository contract. The
depository bank deposits for safekeeping and trust with the County’s agent bank approved pledged securities in
an amount sufficient to protect County funds on a day-to-day basis during the period of the eontract. The
pledge of approved securities is waived only to the extent of the depository bank’s dollar amount of Federal
Deposit Insurance Corporation (FDIC) insurance.

A. Cash Deposils

At September 30, 2008, the County’s cash deposits were entirely covered by FDIC insurance or by pledged
collateral held by the County’s bank in the County’s name.

B. Investments

The County is required by Government Code Chapter 2256, The Public Funds Investment Act, to adopt,
implement, and publicize an investment policy. That policy must be written, primarily emphasize safety of
principal and liquidity, address investment diversification, yield, and maturity and the quality and
capability of investment management, include a list of the types of authorized investments in which the
investing entity’s funds may be invested and the maximum allowable stated maturity of any individual
investment owned by the entity.

The Public Funds lnvestment Act (Act) requires an annual audit of investment practices. Audit procedures
in this area conducted as a part of the audit of the basic financial statements disclosed that in the areas of
investment practices, management reports an establishment of appropriate policies, the County adhered to
the requirements of the Act. Additionally, investment practices of the County were in accordance with
local policies.

The Act determines the types of investments which are allowable for the County. These include, with
certain restrictions, obligations of the U.S. Treasury, certain U1.S. agencies, and the State of Texas,
certificates of deposit, certain municipal securities, noney narket savings accounts, repurchasing
agreements, bankers acceptance, mutual funds, investment pools, guaranteed investment contracts, and
common trust funds.
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NOTE 2:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

DEPOSITS AND INVESTMENTS, continued

Investments at September 30, 2008 consisted of the following:

Certificates of Deposit b 2,500,000
Texpool 12,063,708
Total Investments 3 14,563,708

Local government investment pools operate in 2 manner consistent with the SEC’s Rule 2a7 of the
Investment Company Act of 1940. Local government investment pools use amortized cost rather than
market value to report net assets to compute share prices. Accordingly, the fair value of the position in
these pools approximates the value of the shares in each pool. TexPool is organized in conformity with the
Interlocal Cooperation Act, Chapter 791 of the Texas Government Code, and the Public Funds Investment
Act, Chapter 2256 of the Texas Government Code. The Texas Comptroller of Public Accounts is the sole
officer, director and shareholder of the Texas Treasury Safekeeping Trust Company, which is authorized to
operate TexPool. In addition, the TexPool Advisory Board advises on TexPool’s Investment Policy. This
Board i1s composed equally of participants in TexPool and other persons who do not have a business
relationship with TexPoo! who are qualified to advise TexPool.

TexPool is subject to annual review by an independent auditor consistent with the Public Funds 1lnvestment
Act. KPMG Peat Marwick, 111 Congress Avenue, Suite 1100, Austin, Texas 78701 performs the annual
audit. In addition, TexPool is subject to review by the State Auditor’s Office and by the Internal Auditor of
the Comptroller’s Office

Policies Governing Deposits and Investments

The County has adopted a deposit and investment policy which addresses the following risks:

Custodial Credit Risk — Deposits: This is the risk that in the event of bank failure, the County’s deposits
may not be returned to it. The County was not exposed to custodial credit risk since its deposits at year-end
and during the vear ended September 30, 2008 were covered by depository insurance or by pledged
collateral held by the County’s agent bank.

Custodial Credit Risk — Investments: This is the risk that, in the event of the failure of the counterparty, the
County will not be able to recover the value of its investments or collateral securities that are in the
possession of an outside party. Investments are subject to custodial credit risk only if they are evidenced by
securities that exist in physical or book entry form. Thus positions in external investment pools are nol
subject to custodial credit risk because they are not evidenced by securities that exist in physical or book
entry form.

Concentration of Credit Risk: There is the risk that an issuer or other counterparty to an investment will not
fulfill its obligations. To mimmize credit nisk, TexPool’s investment policy allows the portfolio’s
investment manager to only invesl in obligations of the U.S. Government, its agencies; repurchase
agreements; and no-load AAAm money market mutual funds registered with the SEC. As of September 30,
2008, TexPool’s investment credit quality rating was AAAm (Standard’s & Poor’s).
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ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

NOTE3: RECEIVABLES

Receivables at year end, including the applicable allowances for uncollectible accounts, are as follows:

Governmental Proprietary
Other Internal
General Road & Governmental Service
Fund Bridge Fund Funds Funds
Receirvables
Taxes b 336,255 % 130,497 § 29,296 % -
Other 105,449 49,189 2,591 345
Total gross receivables 441,704 179,686 31,887 345
Less: Allowance for uncollectibles
Taxes ~ (130,184) (50,523) (11,342) -
Net total receivables h 311,520 § 129,163 3 20,545 § 345

NOTE 4: CAPITAL ASSETS

Capital assel activity for the year ended September 30, 2008 was as follows:

Beginning Ending
Balances Increases Decreases Balances
Governmental Activities
Capital assets not being depreciated:
Land h 578,580 § - 3% - % 578,580
Construction in Progress 185,061 351,215 - 536,276
Total capital assets not being depreciated 763,641 351,215 - 1,114,856
Capital assets being depreciated
Buildings and improvements 8,598,479 - {43,365) 8,555,114
Furniture and Equipment 8,046,193 918,453 {103,663) 8,860,983
Total capital assets being depreciated 16,644,672 918,453 (147,028} 17,416,097
Less accumulated depreciation for:
Buildings and improvements (3,194,801} (209,495) 23,665 (3,380,631)
Fumniture and Equipment ~{4,780,003) {669,654) 50,166 (5,399,491)
Total accumulaled depreciation (7,974,804} (879,149} 73,831 (8,780,122}
Total capital assets being depreciated, net 8,669,868 39,304 ~(73,197) 8,635,975

Governmental activities capital assets, net $ 9433509 § 390,519 § (73,197) § 9,750,831

Infrastructure assels (roads and bridges) acquired prior to fiscal year 2004 are not included in Erath County’s
capital assets.
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ERATH COUNTY, TEXAS
Notes to Basic Financial Stalements
September 30, 2008

NOTE 4: CAPITAL ASSETS, continued

Current year depreciation expense was charged to governmental functions as follows:

Genenral Government b3 124,981
Judicial Administration 79,863
Public Safety 282,894
Road & Bndge 391,406

Total Depreciation Fxpense 3 879,149

NOTE 5: DEFERRED REVENUE

Deferred revenue at year-end in the governmental funds balance sheet consisted of the following:

General Road and Other
Fund Brdge Fund Funds Total
Net TaxRevenue b 206,069 § 79,974 % 17954 % 303,997

NOTE 6; LONG-TERM OBLIGATIONS
A. Long-Term Obligation Activity

Long-Term Obligations include eompensated absences, Changes in long-term obligations for the period
ended September 30, 2008, are as follows:

Due
Beginning Ending Within
Balance Increases Decreases Balance One Year
Governmental activities:
Compcnsated absences $ 183643 § 8990 % - § 192633 § -
Total governmental activities § 183643 § 8,990 § - § 192633 §$ -
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NOTE 7:

NOTE 8:

NOTE 9:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

COMMITMENTS UNDER OPERATING LEASES
The County has entered into lease agreements with Canon Financial Services, Inc. for photocopiers to be used
in the County’s various offices. Commitments under these lease agreements provide for minimum future lease

payments as of September 30, 2008, as follows:

Year Ending September 30,

2009 3 12,103
2010 11,867
2011 10,691
2012 5,376
2013 -
Total Minimum Future Lease Obligations i 40,037
Rental Expenditures in 2008 $ 12,103
RISK MANAGEMENT

The County has risk exposure in various areas including general liability, workers compensation, automobile
liability, property damage, etc. To reduce its risk exposure in these areas, the County is a member of Texas
Association of Counties Risk Pool ("the Pool") for lability, property, and worker’s compensation. The Pool is
a public entity risk pool and was creased based on the general objectives of formulating, developing and
administering a program of self-insurance for the membership and obtaining lower costs for coverage. The
Pool coverage is offered through interlocal agreements between the Pool and counties. The Pool has the power
to establish fees, contributions and methods for establishing rates. Under contract with the Pool, the
Association provides for such services as claims administration and management, underwriting, loss control
serviees and training, and financial reporting for its members. The Association submits sealed bids to counties
during the bid process. The Pool is governed by a Board of Directors made up of employees or officials of
counties, which are members of the Pool. Member counties make contributions to the Pool, and the pool
provides insurance coverage and applicable reinsurance or stop loss coverage. The insurance policies carry
vartous deductibles and aggregate maximum loss totals. The by-laws of the pool are detailed in a separate
document, which can be obtained from the Texas Association of Counties, 1210 San Antonio Street, Austin, TX
78701.

A. Health Care

During the year ended September 30, 2008, employees of the County were covered by a health insurance
plan. Employees had the option of participating in either an HMO or PPO provider plan. Employees, at
their option, authorize payroll withholdings to pay remaining premiums for dependents. All premiums
were paid to a licensed insurer. The plan was authorized by Article 3.51.2 of the Texas Insurance Code
and was documented by contractual agreement.

PENSION PLAN
A. Plan Description

Erath County provides retirement, disability, and death benefits for all of its full-time employees through
a nonitraditional defined benefit pension plan in the statewide Texas County and District Retirement
System (TCDRS). The Board of Trustees of TCDRS is responsible for the administration of the statewide
agent multiple-employer public employee retirement system consisting of 574 nontraditional defined
benefit pension plans. TCDRS in the aggregate issues a comprehensive annual financial report {CAFR)
on a calendar year basis. The CAFR is available upon written request from the TCDRS Board of Trustees
at P.O. Box 2034, Austin, Texas 78768-2034.
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NOTE 9:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

PENSION PLAN, continued

The plan provisions are adopted by the governing body of the employer, within the options avatlable in
the Texas state statutes governing TCDRS (TCDRS Act). Members ean retire at ages sixty and above
with eight or more years of service, with twenty years of service regardless of age, or when the sum of
their age and year of service equals 75 or more. Members are vested after eight years of service but must
leave their accumulated contributions in the plan to receive any employer-financed benefit. Members
who withdraw their personal contributions in a lump sum are not entitled to any amounts contributed by
the County.

Benefit amounts are determined by the sum of the employee’s contributions, with interest, and employer-
financed monetary credits. The level of these monetary credits 1s adopted by the governing body of the
County within the actuarial constraints imposed by the TCDRS Act so that the resulting benefits can be
expected to be adequately financed by the County’s commitment to contribute. At retirement, death, or
disability, the benefit is calculated by converting the sum of the employee’s accumulated contributions
and the employer-financed monetary credits to a monthly annuity using annuity purchase rates prescribed
by the TCDRS Act.

Funding Policy

The County has elected the annually determined contribution rate (Variable-rate) plan under the
provisions of the TCDRS Act. The plan is funded by monthly contributions from both employee
members and the County based on the covered payroll of employee members. Under the TCDRS Act, the
contribution rate of the County is actuarially determined annually. The County contributed using the
actuarially determined rate of 8.94% for the months of the accounting year 2007, and 8.99% for the
months of the accounting year 2008.

The contribution rate payable by the employee members for fiscal year 2008 is the rate of 7.00% as
adopted by the governing body of the County. The employee contribution rate and the employer
contribution rate may be changed by the governing body of the County within the options available in the
TCDRS Act.

Annual Pension Cost

For the County’s accounting year ended September 30, 2008, the annual pension cost for the TCDRS plan
for its employees was $521,919 and actual contributions were $521,919.

The annual required contributions were actuarially determined as a percent of the covered payroll of the
participating employees, and were in compliance with the GASB Statement No. 27 parameters based on
the actuarial valuations as of December 31, 2005, and December 31, 2006, the basis for determining the
contribution rates for calendar years 2007 and 2008. The December 31, 2007 actuanal valuation is the
most recent valuation.

Actuanal Valuation Information:

Actuanal valuation date 12/31/2005 12/31/2006 12/31/2007
Actuarial cost method Entry age Entry age Entry age
Amortization method Level percentage Level percentage Level percentage
of payroll, open of payroll, closed of payroll, closed
Amortization period 20 years 15 years 15 years
Asset valuation method Long-term SAF: 10 years SAF: 10 years
appreciation with Smoothed value Smoothed value
adjustment ESF: Fund value ESF: Fund value
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NOTE 9:

NOTE 10:

ERATH COUNTY, TEXAS
Notes to Basic Financial Statements
September 30, 2008

PENSION PLAN, continued

Actuarial Assumptions:

12/31/2005 12/31/2006 12/31/2007
Investment return* 8.00% 8.00% 8.00%
Projected salary increases® 5.30% 5.30% 5.30%
Inflation 3.50% 3.50% 3.50%
Cost of living adjustments 0.00% 0.00% 0.00%

*Includes inflation at the stated rate

Trend Information for the Retirement Plan
For the Employees of Erath County, Texas

Annual Percentage of
Accounting Pension Cost APC Net Pension
Year Ending (APC) Contributed Obligation
9/30/2006 3 390,212 100% -
9/30/2007 464,116 100% -
9/30/2008 521,919 100% -

COMMITMENTS AND CONTINGENCIES
Contingencies

The County participates in numerous state and federal grant programs, which are governed by various rules and
regulations of the grantor agencies. Costs charged to the respective grant programs are subject to audit and
adjustment by the grantor agencies; therefore, to the extent that the County has not complied with the rules and
regulations governing the grants, refunds or any money received may be required and collectability of any
related receivable at September 30, 2008 may be impaired. In the opinton of the County, there are no
significant contingent liabilities relating to compliance with the rules and regulations governing the respective
grant, therefore no provision has been recorded in the accompanying financial statements for such
contingencies.

Litigation

The County Attorney and other legal counscl paid by the County have indicated that there are no lawsuits filed
and pending against the County that will result in a material effect on the County’s financial position.
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ERATH COUNTY, TEXAS Exhibit B-1
General Fund
Budgetary Comparison Schedule
For The Year Ended September 30, 2008

2008
Variance
Original Final from Fmal
Budget Budget Actual Budget
REVENUES:
Taxes:
Property tax $ 5911551 § 5655000 § 5,750,336 % 95,336
Cther taxes 1,450,000 1,500,000 2,201,099 701,099
Penalty and interest on taxes 68,000 58,500 89,010 30,510
Licenses and permits 20,000 22.446 311,066 8,620
Intergovernmental revenue and grants 335,640 331,465 379,083 47,618
Charges for services 43,400 34,800 42,359 7,559
Fines 1,945,500 1,928,484 2,197,704 269,220
Investment earnings 426,000 401,000 430,250 29.250
Miscellaneous 102,486 130,796 111,843 (18,953)
Total revenues 10,302,577 10,062,491 11,232,750 1,170,259
EXPENDITURES:
Current:
General administration 3,107,714 2457747 2,435,104 22,643
Judicial administration 2,453,691 1,862,600 1,971,746 (109,146)
Public safety and law enforcement 4,193,447 3,898,300 3,949.217 (50,917)
Health and welfare 1,197,127 980,967 1,147,535 (166,568)
Conservation 136,338 122,970 112,961 10,009
Total expenditures 11,088,317 9,322,584 9,616,563 (293,979)
EXCESS (DEFICIENCY) OF REVENUE
OVER EXPENDITURES (785,740) 739 907 1,616,187 876,280
OTHER FINANCING SOURCES
Sale of real and personal property - - 5,041 5,041
Total other financing sources (uses) - - 5,041 5,041
NET CHANGE IN FUND BALANCES (785,740) 739 907 1,621,228 881,321
FUND BALANCES AT BEGINNING OF YEAR 10,213,085 10,213,085 10,213,085 -
FUND BALANCES AT END OF YEAR $ 9427345 § 10952992 § 11,834313 3 881,321
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ERATH COUNTY, TEXAS
Road and Bridge

Exhibit B-2

Budgetary Comparison Schedule
For the Year Ended September 30, 2008

REVENUES:

Taxes:

Property tax

Penalty and interest on taxes
Licenses and permits
Intergovernmental revenue and grants
Fines
Investment earnings
Miscellaneous

Total revenues
EXPENDITURES:
Current:
Road and bridge

Total expenditures

EXCESS (DEFICIENCY) OF REVENUE
OVER EXPENDITURES

OTHER FINANCING SOURCES (USES)
Sale of real and personal property
Transfers in
Transfers out
Total other financing sources (uses)
NET CHANGE IN FUND BALANCES
FUND BALANCES AT BEGINNING OF YEAR

FUND BAILANCES AT END OF YEAR

2008
Variance
QOriginal Final from Final
Budget Budget Actual Budget
2,277,903 2,159,391 § 2224940 § 65,549
21,200 21,840 34,027 12,187
867,000 800,000 810,275 10,275
33,900 46,989 1,272,962 1,225,973
20,300 35,100 57,356 22,256
77.800 70,795 81,753 10,958
15,000 86,584 141,188 54,604
3,313,103 3,220,699 4,622,501 1,401,802
4,411,878 3,554,341 4,595,730 (1,041,389)
4,411,878 3,554,341 4,595,730 (1,041,389)
(1,098,775) (333,642) 26,771 360,413
- - 44228 44,228
765,755 113,642 280,000 166,358
{313,000) (220,000) (280,000} ~ (60,000)
452,755 {106,358) 44,228 150,586
(646,020) {440,000) 70,999 510,999
1,557,678 1,557,678 1,557,678 -
911,658 § 1,117678 § 1,628,677 § 510,999
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ERATH COUNTY, TEXAS
Required Supplementary Information
Schedule of Funding Progress, Texas County and District Retirement System
For the Year Ended September 30, 2008

Actanal

Actnanial  Actuanal Accrued Annual UAAL as a
Valuation Value of Liability Unfunded Funded Covered Percentage of
Daie Assets Entry Age AAL Ratio Payroll Covered Payroll
12/31/2004 8,420,161 % 9,633,917 § 1,213,756 87.40% 4,462.934 27.20%
12/31/2005 9,627,448 10,992,345 1,364,897 87.58% 4,717,296 28.93%
12/31/2006 11,159,359 12,549,015 1,389,656 88.93% 5,555,465 25.01%
12/31/72007 12,604,898 14,081,617 1,476,719 89.51% 5,898,706 25.03%
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ERATH COUNTY, TEXAS
Notes to Required Supplementary Information
For the Year Ended September 30, 2008

NOTE 1: BUDGETARY INFORMATION
The County follows these procedures in establishing the budgetary data reflected in these financial statcments:

¢ In the event the Commissioners’ Court increases property taxes three percent or less, no public hearing is
required. If the Count increases taxes more than three but less than eight percent, then a public hearing is
required prior to final adoption. If the Court mcreases 1axes more than eight percent, a public hearing is
required and taxes are subject to a rollback petition and election. Beginning with the 1999 tax levy, any
increase in property taxes will require a public hearmg.

*  Public hearimgs arc conducted at the Erath County Courthouse to obtain taxpayer comments.
¢  Prior to October 1, the budget is legally enacted through adoption of an order by the Commissioners’ Court.

e Any amendments, which alter expenditures of any department, must be approved by the Commissioners’
Court. There must be an emergency condition existing in order for the Court to increase the total budget.

s  Budgets for the various funds are adopted on a basis consistent with generally accepted accounting principles
(GAAP), with the exception of tax revenues being reported on the cash basis. Budget and actual amounts are

recorded on the same basis.

e  Expenditures in excess of appropriations are required by state statutes to be reported down (o the department
classification.

e  The budgeted amounts presentcd in these statcmnents are as originally adopted, or as amended by, the
Commissioners” Court during the year ended September 30, 2008.

NEGATIVE BUDGET VARIANCES

The General Fund had a negative budget to actual variance in judicial administration, public safety and law
enforcement, and health and welfare expenditures for the year ended September 30, 2008.

The Road and Bridge Fund had a negative budget to actual variance in total Road and Bridge expenditures for the
year ended September 30, 2008.
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ERATH COUNTY, TEXAS
Nonmajor Governmental Funds
Combining Balance Sheet
September 30, 2008

45 55 71 80
Indigent Unclaimed
Health Law Courthouse Property
Fund Library Security Fund
ASSETS
Cash and cash equivalents hY 84,143 § 8,668 % 51,235 % 7,631
Investments 775,513 - 189,736 -
Receivables (net of allowances for uncollectibles)
Taxes 17,954 - - -
Other 2,122 - 284 -
Total assets $ 879,732 % 8,668 3 241255 § 7,631
LIABILITIES AND FUND BALANCES
Liabihties
Accounts payable and
other current liabilities $ 10,037 % 6,050 % 8.006 § -
Wages and salaries payable - - - -
Due to other governments - - - 6,708
Deferred revenues 17,954 - - -
Total liabilities 27.991 6,050 8,006 6,708
Fund balance
Reserved:
Records management - - - -
Courthouse security - - 233249 -
Unreserved and undesignated:
Special Revenue Funds 851,742 2,618 - 923
Total fund balance 851,742 2618 233,249 923

TOTAL LIABILITIES AND FUND BALANCE 3 879,732 § 8,668 $ 241,255 § 7,631




Exhibit C-1

86 87 90 91 92 93 88 Total
County Clerk  Records County District District Sheriff ~ Dastrict Clerk Nonmajor
Records Preservation  Attomey Attomey Attorney Forfeiture Records Governmental
Management Fund Hot Check Hot Check  Bond Forfeiture Fund Management Funds
3 48,879 § 40965 § 29886 § 7,008 § 62,876 § 358512 § 340 § 400,143
375,176 80,395 - - - - - 1,420,820
- - - - - - - 17,954
- 173 - - - - 13 2,592
$ 424055 §$ 121533 § 29,886 % 7,008 % 62,876 § 58512 § 353 § 1,841,509
b 1,676 § - 3 95 % - 3 - % - % - % 27,864
280 - 36 - - - - 316
- - - - - - - 6,708
- - - - - - 17,954
3,956 - 131 - - - - 52,842
420,099 121,533 - - - - 353 541,985
- - - - - - - 233,249
- - 29,755 7,008 62,876 58,512 - 1,013,434
420,099 121,533 29,755 7,008 62,876 58,512 353 1,788,668
$ 424,055 § 121,533 § 29,886 % 7,008 % 62,876 $ 58,512 § 353 % 1,841,509
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ERATH COUNTY, TEXAS
Nonmajor Governmental Funds
Combining Statement of Revenues, Expenditures, and Changes in Fund Balances
For the Year Ended September 30, 2008

45 55 71 80 86
Indigent Unclaimed  County Clerk
Health Law Courthouse Property Records
Fund Library Secunty Fund Management
REVENUES
Taxes:
Property taxes 5 501,116 8 - 3 -3 - 5 -
Penalty and interest on taxes 7,532 - - - -
Fines - 22,000 30,481 - 105,009
Investment earnings 23,099 324 8,097 175 13,131
Miscellaneous 1,809 - - - -
Total revenues 533,556 22,324 38,578 175 118,140
EXPENDITURES
Current:
General administration - - 50,049 - -
Judictal administration - 33,284 - - 96,230
Public safety and law enforcement - - - - -
Health and welfare 207,878 - - - -
Total expenditures 207 878 33,284 50,049 - 96,230
EXCESS (DEFICIT) OF
REVENUES OVER EXPENDITURES 325,678 (10,960) (11,471) 175 21,910
NET CHANGE IN FUND BALANCE 325,678 (10,960) (11,471) 175 21,910
FUND BALANCES AT
BEGINNING OF YEAR 526,064 13,578 244,720 748 398,189
FUND BALANCES AT END OF YEAR § 851,742 % 2,618 § 233,249 § 923 § 420,099




Exhibit C-2

87 90 91 92 93 88 Total
Records County District District Shenff District Clerk Nonmajor

Preservation Attorney Attorney Attorney Forfeiture Records Governmental
Fund Hot Check Hot Check Bond Forfeiture Fund Management Funds

§ - 8 - § - 5 - 3 - § - 8 501,116

- - - - - - 7,532

19,638 32,136 146 367 - 198 209,975

3,609 392 192 2,104 1,719 - 52,842

- - - - 735 } 2,544

23,247 32,528 338 2,471 2,454 198 774,009

- - - - - - 50,049

9,298 11,354 965 28,660 - - 179,791

- - - 25,962 - 25,962

- - - - - - 207,878

9,298 11,354 965 28,660 25,962 463,680

13,949 21,174 (627) (26,189) (23,508) 198 310,329

13,949 21,174 (627) {26,189) (23,508) 198 310,329

107,584 8,581 7,635 89,065 82,020 155 1,478,339

3 121,533 § 29,755 § 7,008 § 62,876 § 58,512 § 353 § 1,788,668
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ERATH COUNTY, TEXAS
Combining Statement of Fiduciary Assets and Liabilities
Agency Funds
Sepiember 30, 2008

District
Clerk
Erath
County CA
JP #2 Sales Tax Trust Auto Fund Escrow
ASSETS:

Cash and cash equivalents h 10,006 § 324,195 §% 137,993 $ 48,169 % 29,293
TOTAL ASSETS $ 10,006 § 324,195 § 137,993 §$ 48,169 § 29,293
LIABILITIES:

Due to others s 10,006 § 324,195 § 137,993 § 48,169 § 29,293

TOTAL LIABILITIES $ 10,006 % 324,195 % 137,993 % 48,169 % 29,293




Exhibit C-3

Sheriff's Jale Motor County Court 266th
Office Jail Inmate Vehicle Clerk Bonds District
Special Commissary Funds Escrow Registry Registry Registry
5,028 % 9,590 % 3,861 § 117,831 § 59,456 80,153 § 90,500
5028 § 9,590 § 3,861 $ 117,831 % 59,456 80,153 3 90,500
5028 $ 9,590 $ 3861 % 117,831 § 59,456 80,153 % 90,500
5,028 § 9,590 3 3,861 § 117,831 § 59,456 80,153 % 90,500
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ERATH COUNTY, TEXAS
Combining Statement of Fiduciary Assets and Liabilities

Agency Funds
September 30, 2008

ASSETS:
Cash and cash equivalents

TOTAL ASSETS

LIABILITIES:
Due to others

TOTAL LIABILITIES

Velma Evans Joshua
Herring Michael Tim Lynn County Cory
Estate Hansen Torre Ir Clerk Stephens District

Registry of Registry of Registry of Count Registry of Clerk

the Court the Court the Court Trust the Court CV 24105
6,082 % 40,839 § 11,870 729,387 § 22,006 3 48,890
6,082 40,839 11,870 729,387 22,006 48,890
6,082 % 40,839 § 11,870 729,387 § 22,006 § 48,890
6,082 § 40,839 § 11,870 729387 §$ 22,006 § 48,890




Exhibit C-3

Matthe Taylor Brady Shelby Steven

District District Skaggs Mauppin Mauppin Cannon Austin Total

Clerk Clerk Registry of Registry of Registry of Registry of Registry of Agency

CV 27879 CV 28175 the Court the Court the Court the Court the Court Funds
$ 2,158 § 2378 § 19,191 § 2,589 % 3673 § 24,189 $ 1,643 § 1,830,970
2,158 2,378 19,191 2,589 3,673 24,189 1643 § 1,830,970
b 2,158 2,378 19,191 % 2,589 % 3,673 3 24,189 % 1,643 % 1,830,970
by 2,158 2,378 19,191 % 2,589 § 3,673 3 24189 § 1,643 % 1,830,970
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITHI GOVERNMENT AUDITING STANDARDS

The Honorable Judge
Members of the Commissioners Court
Erath County, Texas:

We have andited the financial statements of the governmental activities, each major fund, and the aggregate remaiming
fund information of Erath County, Texas, as of and for the year ended September 30, 2008, and have issued our report
thereon dated April 30, 2009. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits eontained in Government Auditing Standards,
issued by the Comptroller Generat of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Erath County, Texas’ internal control over financial reporting as a
basis for designing our auditing proccdures for the purpose of expressing our opinion on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the County’s internal control over financial
reporting.  Accordingly, we do not express an opinion on the effectiveness of the County’s mternal control over
financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
County’s ability to initiate, authorize, record, process, or report fimancial data reliably in accordance with gencrally
accepted accounting principles such that there is more than a remote likelihood that a misstatement of the County's
financial statements that is more than inconsequential will not be prevented or detected by the County’s internal
control.

A material weakness is a significant deficiency, or combination of significant deficicncies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
County’s internal control.

Qur consideration of internal control over financial reporting was for the limited purpose describcd i the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be significant
deficiencies or matcrial weaknesses. We did not identify any deficiencies in internal control over financial reporting
that we consider to be material weaknesses, as defined above,
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Compliance and Other Maiters

As part of obtaining reasonable assurance about whether Erath County, Texas’ financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
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 or other matters that are required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of Erath County, Texas, in a separate letter dated April 30,
2009.

This report is intended solely for the information and use of the Commissioner’s Court, management and federal
awarding agencies and pass-through entities and 1s not intended to be and should not be used by anyone other than

these specified parties.
g%.n',,m El Cv PC

DAVIS KINARD & CO, PC

Abilene, Texas
April 30, 2009
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REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

The Honorable Judge
Members of the Commissioner’s Court
Erath County, Texas:

Compliance
We have audited the compliance of Erath County, Texas with the types of compliance requirements described in the

U.S. Office of Management and Budget (OMB) Circular A4-133 Compliance Supplement that are applicable to each of
its major federal programs for the year ended September 30, 2008. Erath County, Texas’ major federal 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
programs is lhe responsibility of Erath County, Texas’ management. Our responsibility is to express an opinion on
Erath County, Texas’ 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 financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; Office of Management and Budget (OMB) Circular A-133, Audits of States,
Local Governmenis, and Non-Profit Organizations. Those standards and OMB Circular A-133 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 direct and material effect on a major federal program occurred. An
audil includes examining, on a test basis, evidence about Erath County, Texas' compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides
a reasonable basis for our opinion. Qur audit does not provide a legal determination on Erath County, Texas’
compliance with those requirements.

In our opinion, Erath County, Texas, complied, in all material respects, with the requirements referred to above that are
applicable to eaeh of its major federal programs for the year ended September 30, 2008. However, the results of our
auditing procedures disclosed an instance of noncompliance with those requirements, which is required to be reported
in accordance with OMB Circular A-133 and which is descnbed in the accompanying schedule of findings and
questioned costs as Finding 2008-1.

Intemnal Control Over Compliance
The management of Erath County, Texas, is responsible for establishing and maintaining effective internal control over

compliance with requirements of Taws, regulations, contracts and grants applicable to federal programs. In planning
and performing our audit, we considered Erath County, Texas’ internal control over compliance with requirements that
could have a direct and material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance, but not for the purpose of expressing our opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of
the County’s internal control over compliance.

QOur consideration of the internal control over compliance was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be signifieant deficiencies or
material weaknesses. However, as discussed below, we identified a deficiency in internal control over compliance that
we consider to be a signtficant deficiency.
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A control deficiency in an entity’s intemal control over compliance exists when the design or operation of a control
does not allow managcment or employees, in the normal course of performing their assigned functions, to prevent or
detect noncompliance with a type of compliance requirement of a federal program on a timely basis. A significant
deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entity’s ability to
administer a federal program such that there is more than a remote likelihood that noncompliance with a type of
compliance requirement of a federal program that is more than inconsequential will not be prevented or detected by the
entity’s internal control. We consider the deficiency in internal control over compliance described in the
accompanying schedule of findings and questioned costs as Finding 2008-1 to be a significant deficiency.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that matenal noncompliance with a type of compliance requirement of a federal program will not be
prevented or detected by the entity’s internal control. We do not consider the deficiency described in the
accompanying schedule of findings and questioned costs to be a matenial weakness.

Erath County, Texas’ response to the finding identified in our audit is described in the accompanying schedule of
findings and questioned costs. We did not audit Erath County, Texas’ response and, accordingly, we express no
opinion on it.

This report is intended solely for the information and use of the Commissioner’s Court, mnanagemcnt and federal

awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other than
these specified parties.

DAVIS KINARD & CO, PC

Abilene, Texas
April 30, 2009
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ERATH COUNTY, TEXAS
Schedule of Findings and Questioned Costs
Year Ended September 30, 2008

A. Summary of Auditor’s Results

Type of Report on Financial Statements

Signmificant Deficiencies

Material Weaknesses involving Sigmficant Deficiencies
Noncompliance Material to the Financial Statements
Type of Report on Compliance with Major Programs

Findings and Questioned Costs for Federal Awards as
Defined 1n Section .510(a), OMB Circular A-133

Major Federal Programs:

Grantor Agency:

Program:

CFDA No.

Dollar Threshold Considered Between Type A and
Type B Federal Programs

Low Risk Auditee

45

Unqualified Opinion

Yes — See Finding 2008-1
None

None

Ungqualified Opinion

Yes — See Finding 2008-1

U.S Department of Homeland Security

passed through the Governor’s Division of

Emergency Management

Federal Emergency Management Agency-
Disaster Grants

97.036

$300,000

The County was not classified as a low-
risk auditee in the context of OMB
Circular A-133.






ERATH COUNTY, TEXAS
Schedule of Findings and Questioned Costs
Year Ended September 30, 2008

B. Findings Required to be Reported in Accordance with Government Auditing Standards

None

C. Findings and Questioned Costs for Federal Awards Required to be Reported Under OMB Circular A-133

Finding #2008-1  U.S. Department of Homeland Security - Compliance
CFDA 97.036 U.S. Department of Homeland Security: Federal Emergency Management Agency-Disaster Grants

Condition: Single audit procedures revealed that the required regulatory financial reporting to FEMA was not
performed on a timely basis. Erath County personnel could not provide documentation that the Federal Cash
Transactions Report had been filed for the fiscal year ending 9/30/2008 in a timely manner.,

Criteria: The Federal agency requires Federal Cash Transactions Reports be submitted by each recipient. These
reports will be used by the Federal ageney to monitor cash advanced to grantees and to obtain disbursement or
outlay information for each grant from graniees

Effect: Erath County is not in compliance with the reporting eompliance requirements of the FEMA grants.

Recommendation: We recommend that proeedures be put into place to ensure that all reports required for
compliance with grantor agencies are completed and filed i a timely manner.

Management’s Response: Frath County is preparmg the required reports and will file them upon completion with
the Federal agency.
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ERATH COUNTY, TEXAS
Summary Schedule of Prior Audit Findings
Year Ended September 30, 2008

Status of Pror Year’s Finding/Noncompliance

None
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ERATH COUNTY, TEXAS Exhibit D-1
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For The Year Ended September 30, 2008

FEDERAL GRANTOR/ Federal Pass-Through
PASS-THROUGH GRANTOR/ CFDA Entity Identifying Federal
PROGRAM or CLUSTER TITLE Number or Grant Number Expenditures

U.S. Department of Homeland Security
Passed Through The Govemnor's Division of Emergency Management

Federal Emergency Management Agency-Disaster Grants 97.03¢ FEMA-TX-DRI709 § 970,060

Total Passed Through The Govemnor's Division of Emergency Mgmt. 970,060

Total U.S. Department of Homeland Security 970,060

TOTAL EXPENDITURES OF FEDERAL AWARDS $ 970,060
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ERATH COUNTY, TEXAS
Notes to the Schedule of Expenditures of Federal Awards
For the Year Ended September 30, 2008

Note 1: Summary of Accounting Policies

For all Federal programs, the County uses the fund types specified by the Governmental Accounting
Standards Board. Special revenue funds are used to account for resources restricted to, or designated for,
specific purposes by a granior. Federal financial assistance generally is accounted for in the Special Revenue
Fund.

In the fund financial statements, all governmental funds are accounted for using a current financial resources
measurement focus. With this measurement focus, only current assets and current liabilities generally are
included on the balance sheet. Operating statements of these funds present increases (i.¢., revenues and other
financing sources) and decreases (i.e., expenditures and other financing uses) in net current assets.

Governmental funds in the fund financial statements are accounted for using the modified accrual basis of
accounting. This basis of accounting recognizes revenues in the accounting period in which they become
susceptible to accrual, i.e., both measurable and available, and expenditures in the accounting period in which
the fund liability is incurred, if measurable, excepl for un-matured interest on general long-term debt, which is
recognized when due, and certain compensated absences and claims and judgments, which are recognized
when the obligations are expected to be liquidated with expendable available financial resources.

Federal and State grant funds are considered to be earned to the extent of expenditures made under the
provisions of the grant and accordingly, when such funds are received they are recorded as deferred revenues
until eamned. The period of availability for federal grant funds, for the purpose of liquidation of outstanding
obligations made on or before the ending date of the federal project period extended 30 days beyond the
federal project period ending date, is in accordance with provisions in Section H. Period of Availability of
Federal Funds, Part 3, OMB Circular A-133 Compliance Supplement.

Amounts reported in the Schedule of Expenditures of Federal Awards may not agree with the amounts

reported in the related federal financial reports filed with grantor agencies because of accruals which would be
included in the next report filed with the agencies.
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