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Ray Stelly, CPA B et e £ eyr i (936) 327-6811
Polk cOumy’Audimr = OLK €-’ CUNTY Fax: (936) 327-6898
LIVINGSTON, TEXAS

December 31, 2009

To the Honorable Board of District Judges,
Honorable County Judge, Honorable Members of
Commissioners Court, and Citizens
Polk County, Texas:

The Comprehensive Annual Financial Report (CAFR) of Polk County, Texas (the “County”), for the
fiscal year ended September 30, 2009, is hereby submitted. Responsibility for both the accuracy of the
data and the completeness and fairness of the presentation, including all disclosures, rests with the
County. To the best of our knowledge and belief, the enclosed data are accurate in all material respects
and are reported in a manner that presents fairly the financial position and results of operations of the
various funds of the County. All disclosures necessary to enable the reader to gain an understanding of
the County’s financial activities have been included.

In 1999, the Governmental Accounting Standards Board (GASB) issued GASB Statement No. 34, Basic
Financial Statements — and Management’s Discussion and Analysis — for State and Local Governments.
This statement established new requirements for the annual financial reports of state and local
governments. It was developed to provide additional information about the fiscal health of the
government and to make the annual reports more comprehensive and easier to understand-and use.
GASB Statement No. 34 mandated that governments comparable to the County implement the new
reporting model by fiscal year 2003.

Generally accepted accounting principles require that management provide a narrative introduction,
overview, and analysis to accompany the basic financial statements in the form of Management’s
Discussion and Analysis (MD&A). This letter of transmittal is designed to complement MD&A and
should be read in conjunction with it. The County’s MD&A can be found immediately following the
report of the independent auditors.

The CAFR is presented in three sections: Introductory, Financial, and Statistical. The introductory
section includes this transmittal letter, the County’s organizational chart, and a list of principal officials.
The financial section includes the Management’s Discussion and Analysis (MD&A), the basic financial
statements including the notes, required supplementary information other than MD&A, combining and
individual fund statements and schedules as well as the independent auditors’ report on these financial
statements and schedules. The statistical section, which is unaudited but reviewed by the independent
auditors, includes selected financial and demographic information, generally presented on a multi-year
basis.
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The financial reporting entity (the County) includes all the funds of the primary government (i.e., Polk
County as legally defined), as well as any component units. Component units are legally separate entities
for which the primary government is financially accountable. Currently, the County has one component
unit, IAH Public Facility Corporation.

The County provides a full range of services complemented by statute or charter. This includes police
protection, legal and judicial services, construction and maintenance of roads and bridges, and waste
management facilities.

POLK COUNTY HISTORY

Polk County was formed in 1846 as a political subdivision of the Republic of Texas. The County was
named in honor of James K. Polk, then President of the United States. The City of Livingston is the
county seat and the largest city in Polk County.

The 1,095 square miles of Polk County is located in the tall pine forests of deep east Texas, about 70
miles north of Houston. It is bounded by the Trinity River on the southwest and the Neches River on the
northwest. To the north and east lie more than 100 miles of scenic roads, four Texas Woodland Trails,
and the State’s largest Indian Reservation, home of the Alabama-Coushatta Tribe of Texas. In the late
1700’s, the Alabama-Coushatta Indians established camps on the Trinity and Neches Rivers. Through the
interest and concern of Sam Houston, General of the Republic of Texas, the Alabama Coushatta Indians
were given a permanent home in the eastern portion of the County and, until 1971, this was the only
Indian reservation in Texas.

The County boasts one of the most varied and enjoyed environments in the state. Pleasant springs and
falls, long warm summers, and mild winters entice vacationers year round and encourage retirement to the
area. The average rainfall of 48 inches provides abundant forest vegetation and feeds major rivers in the
area, making conditions favorable for principal activities such as agriculture, forestry, and ranching. A
favorite recreation area is Lake Livingston, a man-made lake surrounded by some 500 miles of shoreline
filled with vacation and primary homes, golf courses, marinas, campgrounds, boat launches, and fishing
piers. Public access to the lake is provided by the 700-acre Lake Livingston State Park that is open year
round, as well as a number of smaller parks. The 93,000-acre lake is located in the west and southwest
portion of the County.

MAJOR INITIATIVES
For the Year

On February 1, 2008, Polk County issued $10,120,000 in certificates of obligation to finance construction
of a judicial center. This judicial center, to be constructed in the block directly to the south of the county
courthouse, will address space and security concerns associated with the courtrooms currently being used
in the county courthouse.

This judicial center will include courtrooms for district court, county court, and justice of the peace court
as well as office space for the district judges, district attorney’s staff, and office space for the district
clerk, county clerk, and justice of the peace. It will also include a sally port at the rear of the building so
that prisoners can be loaded and unloaded in a secure environment. It will also include the means to
transport prisoners to and from courtrooms securely.
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A guaranteed maximum price for this facility has been approved by the Polk County Commissioners’
Court and construction should begin shortly after the beginning of January 2010.

The site preparation of a new law enforcement facility, including a 240-bed expansion to the county
detention facility, approved in March 2007 with the issuance of $19,000,000 in certificates of obligation,
began in August 2009. A guaranteed maximum price for this facility has been approved by the Polk
County Commissioners’ Court.

On September 13, 2008, Hurricane Ike struck the Texas coast and eventually moved through Polk County
bringing near-hurricane force winds and significant amounts of rain. While damage to Polk County
structures and equipment was minimal, damage in the county at large rose as high as $5,000,000.
Removal of storm debris by the County was ongoing at year end. As of December 14, 2009, a total of
$7,532.851 has been expended by Polk County for debris removal, other Hurricane Ike-related repairs and
the cost of overtime logged by county employees who worked in response to the emergency. A total of
$6,290,518 has been reimbursed by the Federal Emergency Management Administration (FEMA). Polk
County expects an additional amount of $1,227,920 to be reimbursed shortly.

For the Future

On July 9, 2009, Polk County received a financial assistance award from the U.S. Department of
Commerce of $4,000,000 for the construction of a building to house a community college and conference
center. The proposed educational facility will be leased to Angelina College of Lufkin, Texas, which will
be responsible for the curriculum, operation, and maintenance of the facility. The land on which this
facility will be built has been purchased with funds donated by interested citizens and the county is
working with an architect to develop preliminary building plans.

FINANCIAL INFORMATION

General Government Functions

The Commissioners’ Court is the governing body of the County. The Texas Constitution specified that
the Court consists of a County judge, who is elected at large and serves as presiding officer, and four
County commissioners elected by the voters of their individual precincts. The court exercises the powers
provided by law to conduct the varied business of the County. The Local Government Code prescribes
the duties and grants authority to the Commissioners’ Court and other County officers relating to financial
management. In compliance with state statutes, the Commissioners’ Court maintains budgetary control to
ensure that provisions embodied within the annually appropriated budget are met for most county
functions. According to the budget laws of the State of Texas, expenditures may not exceed the amount
appropriated for each fund.

The Budget Process

The County judge serves as the budget officer and, along with the County auditor, prepares an annual
budget for presentation and approval by the Commissioners’ Court. Departments submit budget requests
for budget revisions and amendments to the County Auditor, who shall review for conformity to statutes,
appropriateness within the scope of budget objectives, making recommendations to the Commissioners’
Court, as required. The Commissioners’ Court maintains sole authority for revising or amending the
budget.
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Notices, budget request forms, and a proposed budget planning calendar are distributed to elected officials
and department heads, who are responsible for preparing a departmental budget request and submitting
the same to the County judge, along with supporting documentation.

The County auditor estimates historical revenues and beginning balances in conjunction with information
obtained from various county offices. The County judge compiles and analyzes budget requests and
estimated revenues, conducting budget review meetings with departments and the County auditor.

A preliminary budget is submitted to Commissioners Court’ and budget workshops are held with
individual departments, if requested. A proposed budget is filed with the County Clerk for public
inspection and a tax rate is proposed to support that budget, based upon the Tax assessor/collector’s
publication of the “effective tax rate.”

Notices of the proposed tax rate are published in the local newspaper and public hearings are held to
receive comments on the proposed budget and on the proposed tax rate. Changes warranted by law and
required in the interest of the taxpayer are made, the budget is adopted, and a tax rate is set. The
approved budget is filed with the County clerk and the County auditor.

The County auditor monitors expenditures of the various departments to prevent expenditures from
exceeding budget appropriations and sends a monthly financial report to Commissioners’ Court and the
District judges. The County auditor provides a budget to actual expenditures report to each department
on a monthly basis.

Departments may receive added incentives for efforts in cost effective measures during the budget year.
Certain budget balances are carried forward (through the budget process) to allow and encourage
departments to save toward larger expenditures. Road and bridge departments are probably the most
affected by the budget carry-forward issue, as larger balances may occur.

Internal Control Structure

The County’s accounting records for general government operations are maintained and the financial
statements presented on a modified accrual basis. The financial operating controls are shared by the
Commissioners’ Court, which is the governing body, and the County auditor, who is appointed by the
District judges.

The County auditor has the basic responsibility for maintaining the records of all financial transactions of
the County and examining, auditing, and approving all disbursements from county funds prior to
submission to Commissioners’ Court for payment.

The Commissioners’ Court sets the tax rate, establishes policies for county operations, approves contracts
for the County and develops and adopts the county budget within the resources as estimated by the
County auditor.

In developing the County’s accounting systems, consideration was given to the adequacy of internal
accounting controls. Internal accounting controls are designed to provide reasonable, but not absolute,
assurance regarding the safeguarding of assets against loss from unauthorized use or disposition and the
reliability of the financial records for preparing financial statements and maintaining accountability of
assets. The concept of reasonable assurance recognizes the cost of a control should not exceed the
benefits likely to be derived there from, and the evaluation of costs and benefits requires estimates and
judgments by management.
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All internal control evaluations occur within the above framework. The County’s internal accounting
controls are believed to adequately safeguard assets and provide reasonable assurance of proper recording

of financial transactions.

Cash Management

The County treasurer, by statute, serves as the custodian of county funds and is responsible for the receipt
and disbursement of all monies owed to or by the County. The County treasurer is required to maintain
accurate records of all transactions of his/her office and to regularly report to the Commissioners’ Court.

The Commissioners’ Court selected qualified banks to serve as the county depositories, in which the
County treasurer deposits all monies received. Monies that are temporarily idle during the year are
deposited in TexPool and other approved investments. The County’s investment policy was revised to
meet the changes in the Public Funds Investment Act. Investment strategies were identified for each
group of funds.

Risk Management

The County participates in the Texas Association of Counties Worker’s Compensation Pool to cover job
related risk. The development of a limited risk management program has resulted in significant savings
in Worker’s Compensation insurance premiums. These savings are passed on to all county employees in
the form of cost of living and merit salary increases. Additionally, the County annually reviews, with its
carrier, all liability coverage making necessary amendments and/or adjustments to policy deductibles and
limits.

OTHER INFORMATION

Independent Audit

The County requires an annual audit of the books of accounts, financial records, and transactions of all
departments of the County by an independent certified public accountant. The accounting firm of Belt
Harris & Associates, LLLP, was selected by Commissioners’ Court as the County’s auditors, and their
opinion letter on the financial statements is included in the financial section of this report.

Acknowledgements
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planning and conducting the financial operations of the County in a responsible and progressive manner.

Respectfully submitted,
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POLK COUNTY, TEXAS
LIST OF ELECTED AND APPOINTED OFFICIALS

COMMISSIONERS COURT:

John P. Thompson
Robert E. Willis
Ronnie L. Vincent
Milton B. Purvis
Charles T. Overstreet

JUDICIAL:

Lee Hon
Kathy Clifton

COUNTY COURT AT LAW:

Stephen Phillips
Schelana Walker

JUSTICE COURTS:

Darrell Longino
David Johnson
Larry Whitworth
Steven B. McEntyre

LAW ENFORCEMENT:

Kenneth Hammack
Charles Clack

William Cunningham
Ray Meyers

Dana G. "Bubba" Piper
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County Judge

Commissioner, Precinct #1
Commissioner, Precinct #2
Commissioner, Precinct #3
Commissioner, Precinct #4

District Attomey
District Clerk

Judge, County Court at Law
County Clerk

Justice of Peace, Precinct #1
Justice of Peace, Precinct #2
Justice of Peace, Precinct #3
Justice of Peace, Precinct #4

County Sheriff

Constable, Precinct #1
Constable, Precinct #2
Constable, Precinct #3
Constable, Precinct #4

FINANCIAL ADMINISTRATION:

Marion A. "Bid" Smith
Nola Reneau
Ray Stelly

*Designated appointed official.

Tax Assessor/Collector
County Treasurer
County Auditor*

All others are elected.
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