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NOTES TO FINANCIAL STATEMENT., S, Continued
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The property tax calendar dates are:
Levy date and Due date — October 1
Collection dates — October 1 through January 31
Lien date — February 1

The County bills and collects its own taxes and those for certain government entities within the County.
Collections of the property taxes and subsequent remittances to the proper entities are accounted for in
the tax assessor’s agency fund. Tax collections deposited for the County are distributed on a periodic
basis to the general, road and bridge, and debt service funds of the County. This distribution is based
upon the tax rate established for each fund by order of the Commissioners Court for the tax year for
which the collections are made.

The appraisal of property within the County is the responsibility of the countywide appraisal district,
which is required under the Property Tax Code to assess all property within the appraisal district on the
basis of 100 percent of its appraised value, and is prohibited from applying any assessment ratios. The
appraisal district must review the value of the property within the County every three years unless the
County, at its own expense, requires more frequent reviews. The County may challenge the appraised
values through various appeals and, if necessary, legal action. Under this legislation, the County sets tax
rates on County property. '

Inventories and Prepaid Items

The costs of governmental fund~type inventories are recorded as expenditures when the related liability
is incurred, i.e., the purchase method. In addition, certain payments to vendors reflect costs applicable to
future accounting periods and are also recorded as expenditures when purchased.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items), are reported in the applicable governmental activities column in the
government—wide financial statements. In accordance with GASB Statement No, 34, infrastructure has
been capitalized retroactively. Capital assets are defined by the government as assets with an initial,
individual cost of more than $5,000 and an estimated useful life in excess of one year. Such assets are
recorded at historical cost or estimated historical cost if purchased or constructed. Donated capital assets
are recorded at estimated fair market value at the date of donation. Major outlays for capital assets and
Improvements are capitalized as projects are constructed.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized.

Property, plant, and equipment of the primary government are depreciated using the straight-line mefhod
over the following estimated useful years.

Estimated
Asset Description : Useful Life
Infrastructure 20 to 50 years
Buildings 10 to 50
Improvements other than buildings 5to30
Equipment 3to0 30
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The costs of a significant portion of capital assets have been estimated based on management’s estimated
historical cost.

Compensated Employee Absences

It is the County’s policy to permit employees to accumulate earned but unused vacation, compensatory
time, and sick pay benefits. Additionally, Sheriff’s Department employees are allowed to accunwlate
holidays. No liability is reported for unpaid accumulated sick leave since it does not vest. Vacation,
compensatory time, and holiday pay that is expected to be liquidated with expendable available financial
resources is reported as an expenditure and a fund liability of the governmental fund that will pay it.
Amounts of vested or accumulated vacation leave and compensatory time that are not expected to be
liquidated with expendable available financial resources are maintained separately and represent a
reconciling item between the fund and government—wide presentations.

Long-Term Obligations

In the government—wide financial statements, long—term debt and other long—term obligations are
reported as liabilities in the applicable governmental activities statement of net assets. The long-term
debt consists primarily of bonds payable and accrued compensated absences.

Long-term debt for governmental funds is not reported as a liability in the fund financial statements until
due. The debt proceeds are reported as other financing sources, net of the applicable premium or discount
and payment of principal and interest reported as expenditures. In the governmental fund types, issuance
costs, even if withheld from the actual net proceeds received, are reported as debt service expenditures.
However, claims and judgments and compensated absences paid from governmental funds are reported as
liabilities in the fund financial statements only for the portion expected to be financed from expendable
available financial resources.

Assets acquired under the terms of capital leases are recorded as liabilities and capitalized in the
government-wide financial statements at the present value of net minimum lease payments at inception
of the lease. In the year of acquisition, capital lease transactions are recorded as other financing sources
and as capital outlay expenditures in the general fund. Lease payments representing- both principal and
interest are recorded as expenditures in the general fund upon payment, with an appropriate reduction of
principal recorded in the government—wide financial statements.

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 for use for a specific
purpose. Designations of fund balance represent tentative management plans that are subject to change.

Estimates

The preparation of financial statements, in conformity with generally accepted accounting principles,
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenditures/expenses during the reporting period. Actual results
could differ from those estimates.
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II. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. Explanation of certain differences between the governmental fund balance sheet and the

government—wide statement of assets.

The governmental fund balance sheet includes a reconciliation between find balance—total
governmental funds and net assets—governmental activities as reported in the government—wide
statement of net assets. One element of that reconciliation explains that long—term liabilities, including
bonds payable, are not due and payable in the current period and therefore are not reported in the funds.

. Explanation of certain differences between the governmental fund statement of revenues,

expenditures, and changes in fund balances and the government-wide statement of activities.

The governmental fund statement of revenues, expenditures, and changes in fund balances includes a
reconciliation between net changes in fund balances — total governmental funds and changes in net
assets of governmental activities states that “the issuance of long-term debt (e.g., bonds) provides
current financial resources to governmental funds, while the repayment of the principal of long—term
debt consumes the current financial resources of governmental funds. Also, governmental funds’report
the effect of issuance costs, premiums, discounts, and similar items when debt is first issued, whereas
these amounts are deferred and amortized in the statement of activities.”

IIl. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

The original budget is adopted by the Commissioners Court prior to the beginning of the year. The legal
level of control is the department level in the general fund and road and bridge fund and fund level for
all other funds. Management may not amend the budget without the approval of Commissioners Court.

Appropriations lapse at the end of the year except in the road and bridge ~ special revenue fund.
Budgets are adopted for all funds except the grant and historical ~ special revenue funds, and all
fiduciary funds. Budgets are adopted on a GAAP basis for all budget funds except for the capital
projects fund, which adopts a project length budget. Several supplemental budget appropriations were
made for the year ended September 30, 2008.

A. Deficit Fund Equity

The special revenue funds below had deficit fund balances at September 30, 2008, as indicated.

County Records Management $4,810
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IV. DETAILED NOTES ON ALL FUNDS
A. Deposits and Investments

As of September 30, 2008, the County had the following investments:
Weighted Average

Investment Type Fair Value Maturity (Years)
State Pools (TexPool) $ 16,911,495 0.00
State Pools (Texas Class) 15,064,643 0.00
U.S. Treasuries 3,000,000 1.29
$ 34,976,138
Portfolio weighted average-maturity 1.29

Interest rate risk. In accordance with its investment policy, the County manages its exposure to declines
in fair values by limiting the weighted average maturity of its investment portfolio to five years or less.

Credit risk. State law and the County’s investment policy limits investments to obligations of states,
agencies, counties, cities, and other political subdivisions of any state rated as to investment quality by a
nationally recognized investment rating firm not less than A or its equivalent. Further, commercial paper -
must be rated not less than A—1 or P—1 or an equivalent rating by at least two nationally recognized credit
rating agencies. As of September 30, 2008, the County’s investments in TexPool and Texas Class were
rated AAAm by Standard & Poor’s and AAA/V1+ by Fitch Ratings, respectively. The County’s
investment in U.S. Treasuries was rated AAA by Standard and Poor’s and AAA by Moody’s Investor
Service.

Custodial credit risk — deposits. In the case of deposits, this is the risk that in the event of a bank failure,
the County’s deposits may not be returned to it. The County’s investment policy requires funds on
deposit at the depository bank to be collateralized by securities and FDIC insurance. As of September
30, 2008, bank balances exceeded market values of pledged securities and FDIC insurance,

TexPool was established as a trust company with the Treasurer of the State of Texas as trustee,
segregated from all other trustees, investments, and activities of the trust company. The State
Comptroller of Public Accounts exercises oversight responsibility over TexPool. Oversight includes the
ability to significantly influence operations, designation of management, and accountability for fiscal
matters. Additionally, the State Comptroller has established an advisory board composed of both
participants in TexPool and other persons who do not have a business relationship with TexPool. The
advisory board members review the investment policy and management fee structure. Tinally, Standard
& Poors rate TexPool AAAm. As a requirement to maintain the rating, weekly portfolio information
must be submitted to Standard & Poors, as well as to the office of the Comptroller of Public Accounts for
review,

The Cooperative Liquid Assets Securities System-Texas (“CLASS”) is a public funds investment pool
under Section 2256.016 of the Public Funds Investment Act, Texas Government Code, as amended (the
“Act”). CLASS is created under an Amended and Restated Trust Agreement, dated as of May 1, 2001
(the “Agreement”), among certain Texas governmental entities investing in the pool (the “Participants™),
MBIA Municipal Investors Service Corporation (“MBIA-MISC”), as Program Administrator, and Wells
Fargo, as Custodian. CLASS is not SEC-registered and is not subject to regulation by the State of
Texas. Under the Agreement, however, CLASS is administered and supervised by a seven-member
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board of trustees (the “Board™), whose members are investment officers of the Participants, elected by
the Participants for overlapping two—year terms. In the Agreement and by resolution of the Board,
CLASS has contracted with MBIA-MISC to provide for the investment and management of the public
funds of CLASS. Separate financial statements for Texas CLASS may be obtained by contacting MBIA
Asset Management at 815-A Brazos Street, Suite 345, Austin, Texas 78701-9996, 800—707-6242.

B. Receivables

The following comprise receivable balances at year end:

Road and Nonmajor
General Debt Service Bridge Grants Funds Total
Property taxes § 975642 § 368,911 § 358240 § - S - § 1,702,793
Other taxes 298,252 - - - - 208,252
Other 329,336 7,856 43,112 850,661 61,452 1,292,417

3 1,603,230 § 376,767 $ 401,352 § 850,661 $ 61,452 § 3,293.462

C. Capital Assets

A summary of changes in capital assets for the year ended September 30, 2008, follows:

Beginning Ending
Balance Increases (Decreases) Balance
Governmental Activities
Capital assets not being depreciated:
Land $ 844,352 § 493,899 § -8 1,338,251
Construction in progress 85,106 776,690 - 861,796
Total capital assets not
being depreciated 929,458 1,270,589 2,200,047
Other capital assets:
Infrastructure 90,946,032 81,229 - 91,027,261
Buildings 5,458,876 - - 5,458,876
Improvements 1,467,920 456,438 - 1,924 358
Equipment 11,410,989 1,897,245 (1,087,260) 12,220,974
Total other capital assets 109,283,817 2434912 (1,087,260) 110,631,469
Less accumulated depreciation for:
Infrastructure (80,728,173) (238,639) (80,966,812)
Buildings (1,257,291) (127,134) - (1,384 425)
Improvements (760,955) (78,830) - (839,785)
Equipment (5,664,514) (1,053,791) 324,344 (6,393 ,961)
Total accumulated depreciation (88,410,933) (1,498,394) 324,344 (89,584.,983)
Othercapital assets, net 20,872,883 936,518 (762,916) 21,046,485
Totals $ 21,802,341 § 2207,107 § (762,916) 23,246,533

Less associated debt (7,119 353)

Invested in Capital Assets, Net of Related Debt 16,127,180
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Depreciation was charged to governmental functions as follows:

General government

Administration of justice

Roads and bridges

Health and human services

Tax administration

D. Long-Term Debt

Total Governmental Activities Depreciation Expense

$ 262,316

333,120
763,007
133,533

6,418

3 1,498,393

The following is a summary of changes in the County’s total governmental long—term liabilities for the
year ended September 30, 2008. In general, the County uses the general and debt service funds to
liquidate governmental long-term liabilities.

Governmental Activities:
Bonds, notes payable,
and capital leases:
Certificates of obligation
Tax notes
Obligations under capital leases
Time warrants
Less deferred amounts:
For issuance discounts
Onrefinding
Premium

Other:
Compensated absences
Landfill closure and post
closure care costs

Total Governmental Activities $§ 27,161,716

Long-term liabilities due in greater than one year

* Debt associated with capital assets

Total debt associated with governmental activity capital assets $

Beginning Ending Due Within
Balance Additions (Reductions) Balance One Year
$ 19485,000 10,120,000 § (290,000) $ 29315,000 § 900,000
5,400,000 2,210,000 (1,910,000) 5,700,000 1,305,000
876,745 512,325 (123,076) 1,265,994 1,210,248
48,372 - (42,686) 5,686 5,686
(237,877 - 12,520 (225,357) (12,520)
(40,000) - 20,000 (20,000) (20,000)
19,759 187,329 9,058) 198,030 22,880
25,551,999 13,029,654 (2,342,300) 36,239,353 * 3,411,294
209,339 9,352 - 218,691 196,822
1,400,378 - 128,576 1,528,954 -
13,039,006  § (2213,724) § 37986,998 § 3,608,116
$ 36,239,353
Less COB series 2007 (19,000,000)
Less COB series 2008 (10,120,000)

7,119,353

See footnote V. C. for additional information regarding Landfill Closure and Post Closure Care Costs.
The County is not obligated in any manner for special assessment debt.

Long-term liabilities applicable to the County’s governmental activities are not due and payable in the
current period and, accordingly, are not reported as fund liabilities in the governmental funds. Interest
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on long-term debt is not accrued in governmental funds, but rather is recognized as an expenditure
when due.

A summary of the County’s debt service requirements, including interest, is as follows:

Percentage Original
Interest Rate Amount Balance

CAPITAL LEASES

First Continental Leasing 3.754.15 $ 1,193,255 § 1,193,255

Govemment Capital Corporation 6.11 91,450 72,739

1,265,994

TIME WARRANTS .

Series 2002 4.50 N/A 5,686
TAXNOTES

Series 2004 2,535 805,000 80,000

Series 2005 N/A 1,255,000 350,000

Series 2006A 3.75 560,000 290,000

Series 2006B 3.75 560,000 290,000

Series 2007 4.00-6.00 2,530,000 2,480,000

Series 2008 3.65 2,210,000 2,210,000

5,700,000

CERTIFICATES OF OBLIGATION

Refunding Series 2004 2.53.5 1,275,000 195,000

Series 2007 3.62-440 19,000,000 19,000,000

Series 2008 2942 10,120,000 10,120,000

29,315,000
TOTAL $ 36,286,680
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Long-term debt obligations of the County as of September 30, 2008, are as follows:

Year Certificates of Tax Anticipation

Ending Obligation Notes Time Warrants Captial Leases

Sept. 30 Principal Interest Principal Interest Principal Interest Principal Interest
/2009 § 900,000 § 1,200,910 $1,305,000 § 221,200 $ 5,686 § 256 $1,210,248 § 65235
2010 775,000 1,165,885 1,140,000 167,050 - - 18,123 3,860
2011 - 845,000 1,134,885 1,000,000 125,275 - - 19,328 2,655
2012 970,000 1,101,085 §80,000 87,863 - - 18,295 1,370
2013 1,190,000 1,062,285 915,000 53,813 - - - -
2014 1,565,000 1,016,935 460,000 18,400 - - - -
2015 1,615,000 957,185 - - - - - -
2016 1,680,000 895,023 - - - - - -
2017 1,745,000 829,853 - - - - - -
2018 1,815,000 761,635 - - - - - -
2019 1,885,000 689,035 - - - - - -
2020 1,965,000 612,217 - - - - - -
2021 2,045,000 531,246 - - - - - -
2022 2,125,000 446,359 - - - - - -
2023 2,215,000 357,504 - - - - - -
2024 1,400,000 263,120 - - - - - -
2025 1,460,000 201,520 - - - - - -
2026 1,525,000 137,280 - - - - - -
2027 1,595,000 70,181 - - - - - -

Total $29,315,000 $13,434,142 $5,700,000 $ 673,600 5,686 $ 256 $1,265,994 § 73,120

Machinery and equipment acquired under current capital lease obligations was a total of $1,284,705.

E. Interfund Transactions

Operating transfers between the primary government funds during the 2008 year were as

follows:
Transfer Out Transfer In Amounts
ajor funds:
General Fund Other governmental funds b 120,155
Jail Expansion Debt Service 6,670
Judicial Center Debt Service 123,718
Road and Bridge Other governmental funds 41,201
»nmajor funds:
Other governmental funds Debt Service 32,044
Other governmental funds General Fund 293,899
Other governmental funds Other governmental funds 11,702
' $ 629,389
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The composition of interfund balances as of September 30, 2008, is as follows:

Receivable Fund Payable Fund Amounts

Major funds:

General Fund Road and Bridge 168,000

General Fund Debt Service Fund 44,304

General Fund Jail Expansion 6,670

General Fund Judicial Center 123,718

General Fund Other governmental funds 333,258

Debt Service Fund Other governmental funds 32,044
Nonmajor funds:

Other governmental funds Other governmental funds 34,578

Total § 742,573

Amounts recorded as due to/from are considered to be temporary loans and will be repaid during the
following year.

F. Fund Equity
The County records fund balance reserves on the fund level to indicate that a portion of the fund balance
is legally restricted for a specific future use or to indicate that a portion of the fund balance is not

available for expenditures.

The following is a list of fund balance reserved or designated recognized by the County:

Debt Service Fund
Reserved for debt service 3 78,924
Reserved for landfill 749,843
Total reserved $ 828,767
Permanent Fund
Reserved for endowments/trusts 3 382,383

V. OTHER INFORMATION
A. Risk Management

The County is exposed to various risks of loss related to torts, theft of, damage to, and destruction of
assets, errors and omissions, and natural disasters for which the County carries commercial insurance.
In addition, the County participates along with 338 other entities in the Texas Association of Counties
Workers” Compensation Self-Insurance Fund. The Texas Association of Counties created this pool in-
1974 to insure the County for worker compensation related claims. The County also provides its
employees benefits, including medical and life insurance, which the County obtains through the Texas
Association of Counties Insurance Trust Fund. This pool purchases commercial insurance at group
rates for participants in the pool. The County has no additional risk or responsibility to either of the
pools in which it participates, outside of payment of insurance premiums. The County has not
significantly reduced insurance coverage or had settlements that exceeded coverage amounts for the past
three years.
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The County reports liabilities when it is probable that a loss has occurred and the amount of the loss can
be reasonably estimated. Liabilities include an amount for claims ‘that have been incurred but not
reported. Claim liabilities are calculated considering the effects of inflation, recent claim settlement
trends including frequency, and amount of payout and other economic and social factors. The Hability
for claims and judgments'is reported in the government-wide financial statements because it is not
expected to be liquidated with expendable available financial resources. However, none are reported at
September 30, 2008.

Contingent Liabilities

Amounts received or receivable from grant agencies are subject to audit and adjustment by grantor
agencies, principally the federal government. Any disallowed claims, including amounts already
collected, may constitute a liability of the applicable funds. The amount, if any, of expenditures which
may be disallowed by the grantor cannot be determined at this time, although the County expects such
amounts, if any, to be immaterial.

The County is a defendant in various lawsuits. Although the outcome of these lawsuits is not presently
determinable, it is the opinion of the County’s counsel that resolution of these matters will not have a
material adverse effect on the financial condition of the County.

. Landfill Closure and Post Closure Care Cost

On December 1, 2001, the County entered into an agreement with a private contractor to operate the
County’s landfill and solid waste collection activities. The agreement also provides for the contractor to
pay for a portion of the closure and post closure care cost for capacity utilized under their management.
The contractor is required to annually obtain a performance bond to provide financial assurance to the
County for such costs. Upon the termination of the agreement the contractor is relieved of any financial
obligation for closure and post closure care costs. Accordingly, the County is liable or contingently
liable for the entire closure and post closure care costs.

Current state regulations and the U.S. Environmental Protection Agency (EPA) require the County to
place a final cover on its landfill when it stops accepting waste and to perform certain maintenance and
monitoring functions at the site for 30 years after closure. Although closure and post closure care costs
will be paid only near or after the date that the landfill stops accepting waste, the County is required to
recognize a portion of the landfill closure and post closure care liability each year. Recognition of the
liability is based on the landfill capacity used to date. The operations of the landfill are recorded in the
environmental service fund, one of the special revenue funds used by the County.

The County revised its estimated closure and post closure care costs in an application for a permit
amendment submitted to the T.C.E.Q. in 2004 to modify the existing permit for expansion of total
permit capacity. The County’s estimate of total cost of closure and post closure care for 30 years, under
permits and regulations currently in effect, is $8,787,094.

The $1,528,954 reported as landfill closure and post closure care liability at September 30, 2008, is
based on the use of 17.4 percent of the estimated capacity of the landfill. The estimated net decrease in
capacity after the permit modification during the year was 2.66 percent related to new estimates of
airspace capacity using digital terrain modeling techniques. The accrued liability increased by
$128,576. The County will recognize the remaining estimated cost of closure and post closure care of
$7,258,140 as the remaining estimated capacity is filled. Based on the current rate of materials
deposited, the life of the landfill is 55.8 years.
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The estimated costs are based on what it would cost to perform all closure and post closure care in 2008
and do not include provisions for inflation. Based on current projections, the present landfill site will be
closed in the year 2055. Monitoring would begin on this date and would continue for the next 30 years.
The County expects that future inflation costs will be paid from interest earnings on accumulated
landfill earnings. However, if interest earnings are inadequate or additional post closure care
requirements are determined (due to changes in technology or applicable laws or regulations, for
example) these costs may need to be covered by charges to future landfill users or from future tax
revenue.

The County is not currently required to make contributions to a trust fund to finance closure and post
closure costs. The County has reserved $749,843 in its debt service fund for post closure costs. The
County intends to-fund the deficiency in amounts currently available and the total estimated costs with
contractor franchise fees.

D. Arbitrage

The Tax Reform Act of 1986 instituted certain arbitrage consisting of complex regulations with respect
to issuance of tax—exempt bonds after August 31, 1986. Arbitrage regulations deal with the investment
of tax—exempt bond proceeds at an interest yield greater than the interest yield paid to bondholders.
Generally, all interest paid to bondholders can be retroactively rendered taxable if applicable rebates are
not reported and paid to the Internal Revenue Service at least every five years for applicable bond
issues. Accordingly, there is the risk that if such calculations are not performed correctly, a substantial
liability to the County could result. Although the County does not anticipate that it will have any
arbitrage liability, it periodically engages an arbitrage consultant to perform the calculations in
accordance with Internal Revenue Service’s rules and regulations.

Other Post Employee Benefits

In addition to a pension plan, the County presently offers other benefits after retirement (other post
employment benefits — OPEB), which consists of indirectly subsidized health insurance which allows
retirees to participate in the County’s plan at the rate charged to other employees. This OPEB meets the
requirements of GASB 45. GASB 45 will be required to be implemented by the County during the
fiscal year ended 2009. To comply with GASB 45 the County will have to engage an actuary every two
years to determine the County’s OPEB liability and annual required contribution. Presently the County
has not engaged an actuary and the liability is not known.

Deferred Compensation Plan

The County offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan, available to all full-time County employees at their option,
permits participants to defer a portion of their salary until future years. The deferred compensation is
not available to participants until termination, retirement, death, or unforeseeable emergency.

Pension Plans

Plan Description

The County provides retirement, disability, and death benefits for all of its full-time employees through
a nontraditional defined benefit pension plan in the statewide Texas County and District Retirement
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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 573 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.

The plan provisions are adopted by the Commissioner’s Court within the options available in Texas
state statutes governing TCDRS (TCDRS Act). Members can retire at ages 60 and above with 8§ or
more years of service, with 30 years of service regardless of age, or when the sum of their age and years
of service equals 75 or more. Members are vested after § 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 their
employer.

Benefit amounts are determined by the sum of the employee’s contribution to the plan, with interest, and
employer—financed monetary credits. The level of these monetary credits is adopted by the
Commissioners Court within the actuarial constraints imposed by the TCDRS Act so that the resulting
benefits can be expected to be adequately financed by the employer’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 (ACDR) plan provisions of the
TCDRS Act. The plan is funded by monthly contributions from both employee members and the
employer based on the covered payroll of employee members. Under the TCDRS Act, the contribution
rate of the employer is actuarially determined annually. The County contributed using the actuarially
determined rate of 7.65 percent for the months of the accounting year in 2007 and 9.17 percent for the
months of the accounting year in 2008.

The Commissioners Court adopted the rate of 7 percent as the contribution rate payable by the-employee
members for calendar year 2008. The Conunissioners Court may change the employee contribution rate

and the employer contribution rate within the options available in the TCDRS Act.

Annual Pension Costs

The County’s schedule of funding information can be found in the Required Supplemental Information
section of this report.

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 plan years 2007 and 2008.
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Actuarial Cost Method Entry Age

Amoritization Method Level Percent of Payroll

Remaining Amortization Period 15 Years - Closed Period

Asset Valuation Method ‘ 10-yrsmoothed value

ESF: Fund value

Investment Rate of Return 8%

Projected Salary Increases 53%

Includes Inflation at 3.5%

Cost of Living Adjustments None

2008 2007 2006
Annmual req. contrib. (ARC) $ 855,283 5 653,209 3 366,062
Contributions Made 855,283 653,209 366,062
NPO at the End of Period 3 - 3 - $ -

H. Jointly Governed and Related Organizations

The Adult Probation and Juvenile Probation divisions are operated as a combined department doing
business as the 258" and 411" Community Supervision and Correction Department (C.S.C.D.). A
different board governs each division, although the District Judges preside on both boards. The
C.S.C.D. services the counties of Polk, San Jacinto, and Trinity. Each county is required to provide
office space for the operations of the Department. Substantially all of the Department’s funding is
provided by the State. The participating counties provide approximately 10 percent of the Juvenile
Probation Division’s budget.

The Juvenile Probation Board consists of the Polk County Judge and the County Court-at-Law Judge
from Polk County, along with two District Judges and County Judges from San Jacinto and Trinity
County. The Adult Probation Department’s board consists of three District Judges and the County
Court-at-Law Judge from Polk County. The Department and its divisions are considered to be legally
separate from Polk County. In addition, Polk County is not able to appoint a voting majority to either of
the division’s boards or otherwise able to impose its will. The divisions are not fiscally dependent on
Polk County since the County’s approvals are ministerial in nature. While the Department’s divisions
are closely affiliated with Polk County, they are not considered to be part of the reporting entity, i.e.,
component units of Polk County.

I. Component Unit Disclosures

On August 27, 2004, Polk County sponsored the creation of IAH Public Facility Corporation (the
“Corporation”) under the Public Facility Corporation Act Chapter 303 (the “Act”) of the Texas Local
Government Code. The Corporation is legally separate from the County, but the County appoints all of
the board members, thereby appointing a voting majority of the Corporation’s Board of Directors, and
has the ability to remove those board members at will. Currently, a voting majority of the Corporation’s
Board of Directors is the same as that of Commissioners Court. The Corporation provides housing for
County prisoners.

1. Tinancing Agreements and Practical Considerations
The Corporation was formed for the initial purpose of building a detention facility (the “Facility”): The

project was initially financed with the issuance of the Project Revenue Bonds Series, 2004 (the “2004
bond issue”) and is currently being expanded with the issuance of the Project Revenue Bonds Series,
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2006 (the “2006 bond issue™). The bonds are secured by the mortgage on the Facility and the Facility’s
revenues and are not secured by the full faith and credit of the County or tax revenues. In connection
with these issuances on November 1, 2004 and December 21, 2006, the Corporation and/or the County
entered into a number of legal agreements for the financing of the project, many of which are designed to
provide additional security to the bond holders.

The Corporation entered into the Trust Indenture with U.S. Bank National Associates (the “Trustee”) to
serve as the Trustee related to the 2004 and 2006 bond issues. The Trust Indenture is primarily for the
benefit of the owners of the bonds and calls for the creation of a number of funds and accounts, including
the Construction Fund, Bond Fund, Reserve Fund, Rebate Fund, and Project Fund. In addition, the Trust
Indenture specifies the amounts of pledged revenues to be placed into each of the funds established by
the Trustee and the order of priority of the disposition of the pledged revenues.

The Corporation entered into the Lease Agreement (the “Lease™) with the option to purchase with Polk
County, Texas (the “County”), whereas the Corporation purchased land and constructed and equipped the
Facility which is being leased to the County. The term of the agreement is effectively concurrent with the
related bonds. The County is only obligated to make rental payments to the extent that revenues from the
project are available. Under the Lease the County pledges all revenues to the Trust fund established
under the Trust Indenture.

The County entered into the Facility Operation and Management Agreement with Civigenics—Texas, Inc.
(the “Operator”) for three years, containing options for both early cancellation and renewal. The
Operator’s compensation is payable solely from and to the extent monies are available in the operating
account, as established in the Trust account in accordance with the Trust Indenture. The Operator is paid
a fixed fee per prisoner of $34.75 from the available funds in the Trust’s operating account. The
Operator pays the County an administrative fee of $2.75 per prisoner from the Operator’s fee and
guarantees the County a minimum aggregate administrative fee of $100,000 annually.

In practice the Operator bills the federal agencies and other local governments for prisoners at the
Facility, and all payments are made directly to the Polk County Treasurer (the “Treasurer”). The
Treasurer wire transfers all payments received directly to the Trustee. The Trustee allocates the funds
received among the respective accounts as required by the Indenture and Lease Agreement and disburses
the funds directly to the Operator for the amount due. The Operator then disburses the administrative
fee to the County. No funds change hands between the Corporation and the County related to lease
payments or debt service payments. Although the County remits the gross payments received from the
federal agencies and other local governments for prisoners held at the Facility, the only actual revenue
received by the County is disbursed by the Operator for the County’s administrative fee.

The form of the legal agreements is complex to ensure compliance with the local government code and
provide security for the bond holders. In substance, to the extent revenues are available they will first be
used to repay the bonds, then the operator will be paid, and last the County will be paid an administrative
fee. If revenue is not available, there is no legal obligation for any of the parties to be paid. In that
instance, the bond holders’ only security interest will be with any remaining trust funds and mortgage of
the property. Neither the Corporation nor the County has any obligation in this instance.

This financing transaction is being accounted for as “substance over form” as the practical consideration
in accounting for the transaction override the legal form of the agreements. The Corporation is
responsible for the repayment of the debt based on the funds that are available and all available funds are
recorded in the Trust. Accordingly, all monies held in the Trust accounts are considered assets of the
Corporation and restrictions shown where applicable. Similarly, all monies received by the Trust are
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considered revenues of the Corporation. The Corporation also records a receivable in connection with
the billings to federal agencies and the local government which are unpaid. All payments made by the
Trust are considered expenses of the Corporation. In addition, the Corporation accrues the amount due
to the respective parties based on the accounts receivable. To the extent payment is not received, no
obligation is due. Neither the County nor the Corporation accounts for the lease agreement as a lease
transaction. The County only reports the administrative fee received in connection with these
agreements.

2. Long-Term Debt

On November 5, 2004, the Corporation issued Project Revenue Bonds, Series 2004, in the amount of
$24,215,000 and on December 21, 2006, Corporation issued Project Revenue Bonds, Series 2006, in the
amount of $24,820,000. Long-term debt obligations of the Corporation as of September 30, 2008, are as
follows:

Fiscal Year Principal Interest Total
2009 $ 1,340,000 $ 3,251,000 $ 4,591,000
2010 1,420,000 3,167,625 4,587,625
2011 1,500,000 3,079,250 4,579,250
2012 1,595,000 2,982,500 4,577,500
2013 1,695,000 2,879,550 4,574,550
2014 1,805,000 2,770,100 4,575,100
2015 1,920,000 2,653,500 4,573,500
2016 2,045,000 2,529,450 4,574,450
2017 2,180,000 2,390,125 4,570,125
2018 2,330,000 2,241,475 4,571,475
2019 2,490,000 2,082,425 4,572,425
2020 2,665,000 1,912,287 4,571,287
2021 2,850,000 1,729,987 4,579,987
2022 3,040,000 1,534,838 4,574,838
2023 3,250,000 1,324,506 4,574,506
2024 3,475,000 1,099,444 4,574,444
2025 3,720,000 858,569 4,578,569
2026 8,630,000 600,494 9,230,494

Total § 47,950,000 § 39,087,126 § 87,037,126

The bonds were issued to finance a project that consists of the acquisition of real property in Polk
County and the construction, furnishing, and equipping of a multi~classification secure detention center.
Separate financial statements are available from the County Auditor’s Office dated January 30, 2009.
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J. Hurricane Ike

Prior to making landfall on September 13, 2008, the National Hurricane Center forecasted that
Hurricane Ike, a category 4 hurricane, would likely come ashore just west of the County, placing the
County on the “dirty side” of the storm. Actual landfall occurred in Galveston Texas. Although, at
landfall, the storm was rated as a category 2 hurricane, Ike was unusually large and had a storm surge
disproportional to its wind speed (category). The storm resulted in extensive flooding, wind damage,
and a massive amount of debris removal. Ike's damage along the Gulf Coast could reach U.S. $31.5
billion, which would make it the third costliest hurricane on record.

The County incurred expenses planning and preparing for the event, providing refuge and assistance to
citizens of the area, manning emergency operations, and cleaning up debris. Many of these expenditures
incurred by the County are expected to be reimbursed by the Federal Emergency Management Agency
(FEMA). The County has estimated the amount it anticipates to recover from FEMA for the portion of
expenditures incurred. However, FEMA’s policies have and will likely change; therefore, the actual
reimbursement could differ from the amount estimated based on the County’s current understanding and
interpretation of FEMA’s policies.
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GENERAL FUND
SCHEDULE OF REVENUES, EXPENDITURES, AND

CHANGES IN FUND BALANCE - BUDGET AND ACTUAL (Page 1 of 2)
For the Year Ended September 30, 2008

Variance with
2008 Final Budget
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
Revenues
Property taxes . $ 6,211,267 § 6,425444  § 6,437,382 § 11,938
Sales taxes 2,088,000 2,088,000 1,940,152 (147,848)
Other taxes 30,000 '51,153 58,675 .7,522
Fines and forfeitures 741,000 741,000 817,544 76,544
Charges for services 1,381,650 1,381,650 1,286,203 (95,447)
Intergovernmental 1,762,818 2,469,285 2,279,274 (190,011)
Licenses and permits 213,538 213,538 204,668 (8,870)
Investment income 327,000 327,000 198,676 (128,324)
Other revenue 925,146 1,056,351 1,141,374 85,023
Total Revenues 13,680,419 14,753,421 14,363,948 (389,473)
Expenditures
General Government:
County Judge 182,557 182,557 181,180 1,377
Commissioners Court 305,722 595,342 573,559 21,783
County Clerk 464,128 491,348 476,183 . 15,165
County Treasurer 134,405 134,405 131,129 3,276
County Auditor 266,793 266,793 253,332 13,461
Data Processing 444,006 524,001 495,541 28,460
Personnel 126,428 126,428 120,971 5,457
Maintenance 144,396 164,821 157,261 7,560
Engineering 468,636 625,575 613,248 12,327
Fire Department Support 145,113 156,664 141,774 14,890
Emergency Management 258,854 296,457 285,529 10,928
General Operating 796,950 1,032,213 965,740 66,473
Other Unclassified 207,863 208,680 206,601 2,079
3,945,851 4,805,284 4,602,048 203,236
Administration of Justice:
Jury 45,500 45,500 41,887 3,613
County Clerk-at-Law 461,633 463,133 433,133 30,000
District Clerk 416,829 427,344 395,370 31,974
District Judges 755,497 1,026,361 972,077 54,284
Justice of the Peace Pct. 1 137,311 137,311 135,591 1,720
Justice of the Peace Pct. 2 119,026 119,026 115,552 3,474
Justice of the Peace Pct, 3 139,020 139,020 136,272 2,748
Justice of the Peace Pct. 4 131,393 131,393 126,340 4,553
District Attorney 885,355 886,929 862,100 24,829
Sheriff 3,113,872 3,558,491 3,445,608 112,883
Jail 1,949,317 1,960,150 1,814,610 145,540
Constables 145,899 188,442 176,652 11,790
DPS 57,720 57,720 57,166 554
8,358,372 9,140,820 8,712,858 427,962
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Variance with

2008 Final Budget
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
. Expenditures (continued)
Health and Human Services:
Library $ 49,785 8§ 77,583 § 76,429 § 1,154
Social Services 329,380 329,380 308,674 20,706
Veterans Services 85,734 85,734 70,951 14,783
County Extension 110,445 110,445 109,071 1,374-
Environmental 74,540 74,540 63,699 10,341
649,884 677,682 628,824 48,858
Tax Administration:
Appraisal District 331,508 331,508 328,900 2,608
Tax Assessor Collector 604,322 611,697 568,298 43,399
935,830 943,205 897,198 46,007
Debt Service:
Debt issuance costs - 58,559 58,559 -
Total Expenditures 13,889,937 15,625,550 14,899,487 726,063
Excess (Deficiency) of
Revenues over Expenditures (209,518) (872,129) (535,539) 336,590
Other Financing Sources
(Uses)
Transfers in 284,171 284,171 293,899 9,728
Transfers (out) (118,446) (120,155) (120,155) -
Debt proceeds - 1,776,454 1,782,445 5,991
Premium on bonds issued - 15,895 15,895 -
Total Other Financing
Sources (Uses) 165,725 1,956,365 1,972,084 15,719
Revenues and Other
Financing Sources Over
(Under) Expenditures and
Other Financing Sources
(Uses) $ (43,793) $ 1,084,236 1,436,545  § 352,309
Beginning Fund Balance 3,956,435
Ending Fund Balance 3 5,392,980

Notes to Required Supplementary Information

1. Annual budgets are adopted on a basis consistent with generally accepted accounting principles (GAAP).
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POLK COUNTY, TEXAS
SCHEDULE OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
ROAD AND BRIDGE FUND
For the Year Ended September 30, 2008

Variance with

2008 Final Budget
, Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
Revenues
Property taxes $ 3,581,364 § 3,581,364 § 3,610259 § 28,895
Other taxes 1,002,500 1,002,500 1,083,381 80,881
Fines and forfeitures 120,000 120,000 107,534 (12,466)
Investment income 30,500 30,500 45425 14,925
Other - 152,899 159,792 6,893
Total Revenues 4,734,364 4,887,263 5,006,391 119,128
Expenditures
Roads and bridges:
Administration 490,871 501,920 445915 56,005
Permanent 200,000 610,426 434,632 175,794
Pct. 1 950,358 1,441,253 1,266,670 174,583
Pct. 2 957,234 1,382,748 1,237,504 145,244
Pct. 3 905,251 1,712,038 1,672,786 39,252
Pct. 4 1,081,057 1,601,112 1,475,589 125,523
Debt service:
Principal 801,998 801,998 123,076 678,922
Interest 45,078 45,078 8,063 37,015.
Total Expenditures 5,431,847 8,096,573 6,664,235 1,432,338
Excess (Deficiency)
of Revenues over
Expenditures (697,483) (3,209,310) (1,657,844) 1,551,466
" Other Financing Sources (Uses)
Transfers in - - 41,201 41,201
Debt Proceeds- - 928,890 923,923 (4,967)
Sale of capital assets 715,000 1,458,242 823,240 (635,002)
Total Other Financing
Sources (Uses) 715,000 2,387,132 1,788,364 (598,768)
Net Change in Fund Balance §$ 17,517 § (822,178) 130,520 $ 952,698
Beginning Fund Balance 1,075,277
Ending Fund Balance 3 1,205,797

Notes to Required Supplementary Information

1. Annual budgets are adopted on a basis consistent with generally accepted accounting principles (GAAP).
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TEXAS COUNTY AND DISTRICT RETIREMENT SYSTEM
For the Year Ended September 30, 2008

The County's annual covered payroll and pension costs are actuarially valued on a calendar year basis. Because the County
makes all the annually required contributions, no net pension obligation (NPQ) exists. The information presented below

represents the County's Schedule of Funding Progress.

Fiscal Year 2008 2007 (1) 2006 2005
Actuarial Valuation Date 12/31/2007 12/31/2006 12/31/2005 12/31/2004
Actuarial Value of Assets $ 24,005,305 $21,623,223 $ 18,696,224 $ 17,341,515
Actuarial Accrued Liability $ 24,889,148 $22,255,081 $ 18,683,354 $ 17,381,741
Percentage Funded 96.4% 97.2% 100.1% 99.8%
Unfunded Actuarial

Accrued Liability § 883,843 $ 631,858 3 (12,870) § 40,226
Annual Covered Payroll $ 9,000,765 $ 7,993,320 3 7,719,890 $ 7,548,847
Unfunded Actuarial
Accrued Liability

(UAAL) % of Covered Payroll 9.82% 7.90% -0.17% 0.53%
Net Pension Obligation (NPO)

at the Beginning of Period $ - 8§ - 8§ - S -
Annual Req. Contrib. (ARC) $ 855,283 $ 653,209 $ 366,062 3 358,961
Contributions Made 855,283 653,209 366,062 3 358,961

NPO at the End of Period § - 3 - 3 - 3 -
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NONMAJOR GOVERNMENTAL FUNDS

Special Revenue Funds

Lateral Road Fund - Funds received from the State of Texas for the County’s portion of the State’s Lateral
Road Fund are recorded in this fund, as well as the expenditure of such funds as restricted by the State.

Courthouse Security Fund - This fund is used to account for special fees collected by the District Clerk and
County Clerk for the purpose of defraying expenses related to providing security in the County’s court rooms.

Law Library Fund - This fund accounts for revenues and expenditures to maintain a county law library at the
County seat. Commissioners Court has established a fee for each civil case filed in the County or District Court.

Aging Fund - This fund is used to account for a program created by the County and is funded in part by the
Deep East Texas Council of Governments. This program provides senior citizens nutrition and activity centers,
hoine delivered meal programs, and counseling.

County Records Management Fund - Fees collected by the District Clerk and County Clerk at Law, as
approved by the Texas Legislature are accounted for in this fund. The requests to expend funds collected are
addressed to Commissioners Court.

County Clerk Records Preservation Fund - Fees collected by the County Clerk for filing official documents,
such as birth and death certificates, are deposited in this fund and are expended for the purpose of preservation
of documents within the County Clerk’s office.

Hotel/Motel Tax Fund - This fund is used to account for revenues generated from a hotel occupancy tax and
expenditures for improvements that serve the purpose of attracting visitors and tourists.

JP Technology Fund - This fund is used account for ticket revenues designated for technology expendituers.

Historical Commission Fund - Revenues received by the Historical Commission are recorded in this fund.
The purpose of the fund is to preserve the heritage of the Polk County area and to promote its history.

Available School Fund - This fund is used to accumulate investment earnings from the permanent school fund
including lease payments received on properties owned by the County in Throckmorton and Baylor counties.

District Attorney Collection Fund - Fees collected in connection with processing checks issued or passed in
violation of the Texas Penal Code are deposited in this fund and used for the purposes of defraying the salaries
and expenses of the District Attorney.

District Clerk Records Preservation - This fund is used to account for records preserved by the District Clerk
and fees collected.

Forfeiture Fund - Funds collected in connection with gambling, drug seizures, and forfeitures for the use of the
District Attorney or Sheriff are deposited into this fand. Depending on the nature of funds obtained, these
monies can be used for either.

Distriet Clerk TDCJ Fund - Monies contributed by the Texas Department of Criminal Justice to help offset the
additional costs of the District Clerk’s office, for having a prison located within the County, are recorded within
this fund.

Judiciary Fund - Fees collected by the County and District Clerk for various agencies are accumulated in this
fund until payment is made.
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NONMAJOR GOVERNMENTAL FUNDS (Continued)

Special Revenue Funds (continued)

Officials' Fee Account Fund - This fund is used to account for monies held in official fee bank accounts.
County officials (two Justices of the Peace and the County Clerk) have bank accounts into which they deposit
their collections.

Sheriff Federal Revenue Sharing Fund - This fund is used to account for revenues seized and distributed by
the federal government to the County.

District Attorney's Check Restitution - This fund is used to collect and remit restitution for insufficient checks.
Fees collected are remitted to the District Attorney Collection Fund.

Environmental Services Fund- This fund is used to account for all revenues generated from the County's
environmental related services.

Jail Commissary Fund - This fund is used to account for all revenues generated from the County's jails.

District Attorney Special Fund - Fees collected in connection with processing checks issued or passed in
violation of the Texas Penal Code are deposited in this fund and used for the purposes of defraying costs related
to special issues within the District Attorney's office. ‘

Justice Court Building Security - This fund is used to account for special fees collected for the purpose of
defraying expenses related to providing security in the County’s court rooms.

Permanent Fund

Permanent funds are governmental funds which are used to report resources that are legally restricted to the
extent that only earnings, and not principal, may be used for purposes that support the reporting government’s
programs.

Permanent School Fund - This fund was established from proceeds received from the sale of lands granted by
the State of Texas for educational purposes. Earnings from this fund, other than oil royalties, accrue directly to
the available school fund. Oil royalties are deposited to the permanent school fund, which increases the
principal.
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Special Revenue Funds

Court-
Lateral house Law
Road Security Library Aging
Assets
Cash and cash equivalents $ 275463 § 2,328 § 45,652 91,718
Receivables, net - - - 18,100
Due from other funds - - - -
Total Assets $ 275463 $ 2,328 § 45,652 109,818
Liabilities and Fund Balances
Liabilities:
Accounts payable $ 41411 § 2,103 § - 8,985
Due to other funds - - - -
Due to other units - - - -
Deferred revenue - - - -
Total Liabilities 41,411 2,103 - 8,985
Fund Balances:
Reserved for endowments/trusts - - - -
Unreserved and undesignated 234,052 225 45,652 100,833
Total Fund Balances 234,052 225 45,652 100,833
Total Liabilities and Fund Balances $ 275463 § 2328 § 45,652 109,818
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Special Revenue Funds

County
County Clerk
Records Records Hotel/Votel Jp Historical Available
Mgmt, Preserv. Tax Technology Commission School

$ 152§ 124,280 § 15,722 § 126,133 § 382,567 b 226,946
- - 9,152 - - -
- - - - - 753
3 152 § 124,280 § 24874 % 126,133 § 382,567 $ 227,699
$ 4962 % 4269 § 569 § - % 580 $ -
4,962 4,269 569 - 580 -
(4,810) 120,011 24,305 126,133 381,987 227,699
(4,810) 120,011 24,305 126,133 381,987 227,699
$ 152§ 124,280 § 24874  § 126,133  § 382,567 8 227,699
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