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PATTILLO, BROWN & HILL, L.L.P.

CERTIFIED PUBLIC ACCOUNTANTS B BUSINESS CONSULTANTS

INDEPENDENT AUDITORS’ REPORT

To the Honorable County Judge
and County Commissioners
Cherokee County, Texas

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of Cherokee County, Texas, as of and for the
year ended September 30, 2013, and the related notes to the financial statements, which collectively
comprise the County’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation and
fair presentation of financial statements that are free from material misstatement, whether due to fraud or

€ITOor.

Auditors’ Responsibility

Our 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 Comptroller 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 from

material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the

financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.

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 Cherokee County, Texas, as of September 30, 2013, and the respective
changes in financial position for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, budgetary comparison information, and the schedules of funding
progress be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited procedures
to the required supplementary information in accordance with auditing standards generally accepted in
the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s responses
to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or

provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Cherokee County, Texas’ basic financial statements. The combining nonmajor
fund financial statements are presented for purposes of additional analysis and are not a required part of
the basic financial statements.
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The combining nonmajor fund financial statements are the responsibility of management and
were derived from and relate directly to the underlying accounting and other records used to prepare the
basic financial statements. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the combining nonmajor fund financial statements are fairly stated, in all material respects,

in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
June 17, 2014, on our consideration of Cherokee County, Texas’ internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and 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 internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering Cherokee
County, Texas’ internal control over financial reporting and compliance.

LPM,@W“?YM/“”Q

Waco, Texas
June 17, 2014
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of Cherokee County, Texas (the “County”), we offer readers of the County’s financial
statements this narrative overview and analysis of the financial activities of Cherokee County, Texas, for
the fiscal year ended September 30, 2013. This analysis should be read in conjunction with the financial

statements and related footnotes.

FINANCIAL HIGHLIGHTS

* The assets of Cherokee County exceeded its liabilities at the close of the most recent
fiscal year by $17,999,715 (net position). Of this amount, $5,684,521 (unrestricted
net position) may be used to meet the County’s ongoing obligations to citizens and

creditors.
* The County’s total net position (government-wide) decreased by $370,159.

* As of the close of the current fiscal year, the County’s governmental funds reported
combined ending fund balances of $6,550,762, an increase of $573,050 in
comparison with the prior year. Approximately 72% of this total amount,
$4,726,271, is available for spending at the County’s discretion (unassigned and
assigned fund balance).

e At the end of the current fiscal year, unassigned fund balance for the General Fund
was $3,025,049 or 27% of the total General Fund expenditures.

* The County’s long-term liabilities (government-wide) decreased by $20,309 (1%)
during the current fiscal year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to Cherokee County’s basic financial
statements. The County’s basic financial statements consist of three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. The report
also contains other supplementary information in addition to the basic financial statements.

Government-wide Financial Statements. The government-wide financial statements are designed to
provide readers with a broad overview of Cherokee County’s finances in a manner similar to a private-

sector business.

The Statement of Net Position presents information on all of the County’s assets and liabilities. Over
time, increases and decreases in net position may serve as a useful indicator of whether the financial

position of Cherokee County is improving or deteriorating.



The Statement of Activities presents information showing how the County’s net position changed during
the fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported
in this statement for some items that will only result in cash flows in future fiscal periods (e.g.,

uncollected taxes and earned, but unused vacation leave).

In the Statement of Net Position and the Statement of Activities, the County operates the following type
of activities:

Governmental Activities — Most of the County’s basic services are reported here such as
general government, public safety, judicial, community services, and transportation.
These activities are principally supported by taxes and intergovernmental revenues.

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. Cherokee County, like
other state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. All of the funds of Cherokee County can be divided into three

categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental Funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike
government-wide financial statements, governmental fund financial statements focus on how cash
resources flow into and out of those funds and balances remaining at year-end that are available for
spending. These funds are reported using an accounting method called modified accrual accounting,
that requires the recognition of revenue when earned, only so long as the funds are collected within the
period or soon enough afterwards to be used to pay liabilities of the current period.

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 govermmental 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 County’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 reconciliation to facilitate this comparison

between governmental funds and governmental activities.

Cherokee County adopts an annual budget for its General and Special Revenue Funds. A budgetary
comparison statement has been provided for the General Fund and major Special Revenue Funds to

demonstrate compliance with this budget.

Fiduciary Funds. Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not reflected in the government-wide financial statements
because the resources of those funds are not available to support the County’s own programs.

Notes to the Financial Statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net position may serve over time as a useful indicator of a government’s financial
position. In the case of Cherokee County, assets exceeded liabilities by $17,999,715 as of September

30, 2013.

The largest portion of the County’s net position reflects its investment of capital assets. The County
uses these capital assets to provide services to citizens; consequently, these assets are not available for
future spending. Although the County’s investment in capital assets is reported net of related debt, it
should be noted that the resources needed to repay this debt must be provided from other sources, since
the capital assets themselves cannot be used to liquidate these liabilities.

CHEROKEE COUNTY NET POSITION

Governmental Activities
2013 2012

Current and other assets $ 9,822,198 $ 9,120,769
Capital assets 10,649,743 11,692,225
Total assets 20,471,941 20,812,994
Long-term habilities 772,610 792,919
Other liabilities 1,699,616 1,650,201
Total liabilities 2472226 2,443,120

Net position:
Net mvestment in capital assets 10,484,612 11,444,763
Restricted 1,830,582 2,242 531
Unrestricted 5,684,521 4,682,580
Total net position $ 17999715 $ 18,369,874

Governmental Activities. Governmental activities decreased Cherokee County’s net position by
$370,159. A key element of this decrease in net position was a $1,547,773 or 8% increase in fiscal year
2013 expenses as compared to fiscal year 2012 expenses. The largest increase in expenses, $1,140,924,
was in the Infrastructure and Environmental Services function.



CHEROKEE COUNTY CHANGES IN NET POSITION

Govemmental A ctivities
2013 2012

REVENUES
Programrevenues:
Fees, fines, and charges for services $ 3,578,702 $ 3,448,160
Operating grants and contributions 1,892,436 1,539,624
Capital grants and contributions - 305,399
General revenues:
Property taxes 12,641,691 12,230,500
Sales and other taxes 1,851,230 1,616,992
Gain on sale of capital assets 8,191 261,602
Investment income 25,000 29,859
Miscellaneous 13,848 110,174
Total revenues 20,011,098 19,542,310
EXPENSES
General govemment 4,493,170 4,195,303
Justice system 3,149,639 3,138,571
Public safety 3,121,000 3,153,070
Corrections and rehabilitation 2,159,420 2,132,975
Health and human services 1,433,883 1,301,227
Community and economic development 228,951 233,894
Infrastructure and environmental 5,788,665 4,647,741
Interest and fiscal charges 6,529 30,703
Total expenses 20,381,257 18,833,484
DECREASEIN NET POSITION ( 370,159) 708,826
NET POSITION, BEGINNING 18,369,874 17,661,048
NET POSITION, ENDING $ 17,999,715 $ 18,369,874

FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS

As noted earlier, Cherokee County uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds. The focus of Cherokee County’s governmental funds is to provide information
on near-term inflows, outflows, and balances of spendable resources. Such information is useful in
assessing Cherokee County’s financing requirements. In particular, unassigned fund balance may serve
as a useful measure of a government’s net resources available for spending at the end of the fiscal year.

As the County completed the year, its governmental funds, as presented in the balance sheet in this
report, reported a combined fund balance of $6,550,762 which is an increase of $573,050 from last
year’s total of $5,977,712.



The General Fund is the chief operating fund of the County. At the end of the current fiscal year,
unassigned fund balance of the General Fund was $3,025,049. As a measure of the General Fund’s
liquidity, it may be useful to compare both unassigned fund balance and total fund balance to total fund
expenditures. Unassigned fund balance and total fund balance both represent 27% of the total General

Fund expenditures.

GENERAL FUND BUDGETARY HIGHLIGHTS

Total actual revenues, as classified in the budget, exceeded final budgeted amounts by $467,186. A
review of actual expenditures compared to the appropriations in the final budget yields no significant
overspending. Total actual expenditures were $823,087 less than final budgeted appropriations.

CAPITAL ASSETS

Cherokee County’s investment in capital assets for its governmental activities as of September 30, 2013,
amounts to $10,649,743 (net of accumulated depreciation), a decrease of $1,042,482 from the prior year.
This investment in capital assets includes land, buildings, vehicles, furniture and equipment.

CHEROKEE COUNTY CAPITAL ASSETS

Capital Assets
2013 2012
Land $ 544,383 $ 544,383
Buildings 12,423 357 12,423 357
Infrastructure 111,448,764 111,448,764
Improvements 2,627,726 2,627,726
Machinery and other equipment 9,667,932 9.433,512
Less: accumulated depreciation ( 126,062,419) ( 124,785,517)
Total capital assets, net of
accumulated depreciation $ 10,649,743 $ 11,692,225

Additional information regarding the County’s capital assets can be found in the notes to financial
statements.

LONG-TERM DEBT

At September 30, 2013, the County had outstanding notes payable of $165,131 which were issued in a
prior year to acquire road and bridge equipment and which are secured by that equipment. Principal
payments of $82,331 were made on notes payable in the current year, and interest expense on notes
payable for the year was $6,529. Additional information on the County’s long-term debt can be found

in the notes to the financial statements.



CHEROKEE COUNTY’S OUTSTANDING DEBT

2013 2012
Notes payable 165,131 247,462
Compensated absences 255,064 223921
Other post employment benefits 352,415 321,536
Total outstanding debt $ 772610 $§ 792919

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

e The tax rate for the fiscal year ended September 30, 2014, saw no increase from the
prior year, and remained at .5900 per $100 valuation.

e Continued increases in the property values in Cherokee County are expected to
provide an additional $170,000 of property tax revenue as compared to the fiscal year
ended September 30, 2013.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of Cherokee County’s finances for all
those with an interest in the County’s finances. Questions concerning any of the information provided
in this report or requests for additional financial information should be addressed to the Cherokee
County Auditor, 502 N. Main Street, Rusk, Texas 75785.
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M)

ASSETS

Cash and cash equivalents
Investments
Receivables, net of allowance
Due from other governments
Capital assets, net:
Land
Buildings and improvements
Infrastructure
Improvements other than buildings
Equipment
Less: accumulated depreciation
Total capital assets

Total assets

LIABILITIES

Accounts payable
Accrued liabilities
Due to others
Unearmed revenue
Noncurrent liabilities:
Due within one year
Due in more than one year
Total liabilities

NET POSITION

Net investment in capital assets
Restricted
Unrestricted

Total net position

CHEROKEE COUNTY, TEXAS

STATEMENT OF NET POSITION
SEPTEMBER 30, 2013

The accompanying notes are an integral part of these financial statements.
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Primary Government

Governmental
Activities

$ 901,865
6,691,180
2,008,527

220,626

544,383
12,423,357
111,448,764
2,627,726
9,667,932

( 126,062,419)

10,649,743

20,471,941

621,866

8,791
962,687
106,272

327,239
445,371

2,472,226

10,484,612
1,830,582
5,684,521

s__17999715



CHEROKEE COUNTY, TEXAS

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED SEPTEMBER 30, 2013

Net (Expense)
Revenue and
Change in
Primary
Government
Program Revenues Net Position
Fees, Fines Operating
Expenses and Charges Grants and Governmental
Functions/Programs for Services for Services Contributions Activities
Primary government
Governmental activities:
General government $ 4,493,170 §$ 1,256,488 $ 12,863  $( 3,223,819)
Justice system 3,149,639 983,789 913,582 { 1,252,268)
Public safety 3,121,000 153,196 207,198 ( 2,760,606)
Corrections and rehabilitation 2,159,420 137,433 7,487 ( 2,014,500)
Health and human services 1,433,883 195,582 623,223 ( 615,078)
Community and economic development 228,951 3,147 - ( 225,804)
Infrastructure and environmental services 5,788,665 849,067 128,083 ( 4,811,515)
Interest and fiscal charges 6,529 - - ( 6,529)
Total governmental activities 20,381,257 3,578,702 1,892,436 ( 14,910,119)
Total primary government $ 20381257 '$ 3,578,702 $ 1,892,436 ( 14,910,119)
General revenues
Taxes:
Property taxes levied for general purposes 8,977,341
Property taxes, levied for lateral roads 3,664,350
Sales 1,830,758
Other 20,472
Gain on sale of capital assets 8,191
Investment income 25,000
Miscellaneous 13,848
Total general revenues 14,539,960
Change in net position ( 370,159)
Net position, beginning 18,369,874
Net position, ending $ 17,999,715

The accompanying notes are an integral part of these financial statements.
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CHEROKEE COUNTY, TEXAS

BALANCE SHEET

GOVERNMENTAL FUNDS
SEPTEMBER 30, 2013
Other Total
Road Governmental Governmental
General and Bridge Funds Funds
ASSETS
Cash and cash equivalents $ 25266 $ 171,755 $ 704,844 § 901,865
Investments 3,055,254 2,793,460 842,466 6,691,180
Receivables (net of allowance for uncollectibles)
Taxes 1,326,468 389,794 22,600 1,738,862
Accounts 269,665 - - 269,665
Due from other governments 87,828 - 132,798 220,626
Total assets $ 4,764,481 $ 3355009 $§ 1,702,708 $§ 9,822,198
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable $ 306453 $§ 269,065 $ 46,348  $ 621,866
Accrued liabilities 8,791 - - 8,791
Due to others 122,526 830,000 10,161 962,687
Deferred revenues 1,301,662 350,034 26,396 1,678,092
Total liabilities 1,739,432 1,449,099 82,905 3,271,436
Fund balances:
Restricted for:
General government - - 416,998 416,998
Justice system - - 495,059 495,059
Public safety - - 58,789 58,789
Corrections and rehabilitation - - 27,445 27,445
Infrastructure and environmental services - 772,189 - 772,189
Debt service - - 54,011 54,011
Assigned for:
Health and human services - - 230,737 230,737
Infrastructure and environmental services - 1,133,721 81,252 1,214,973
Capital projects - - 261,503 261,503
Unassigned 3,025,049 - (  5991) 3,019,058
Total fund balances 3,025,049 1,905,910 1,619,803 6,550,762
Total liabilities and fund balance $ 4,764,481 $ 3,355009 $ 1,702,708 § 9,822,198

The accompanying notes are an integral part of these financial statements.
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CHEROKEE COUNTY, TEXAS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION

SEPTEMBER 30, 2013

Amounts reported for governmental activities in the statement of net position are different because:

Total fund balance - governmental funds $ 6,550,762
Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds. 10,649,743
Some of the County's assets are not available to pay for current period
expenditures and, therefore, are deferred as unavailable revenue in the funds. 1,571,820
The net other post employment benefits obligation reported in the governmental
activities does not require the use of current financial resources and, therefore,
( 352,415)

is not reported in the governmental funds.

Long-term liabilities, including notes payable and compensated absences, are
not due and payable in the current year and, therefore, are not reported in the

governmental funds. ( 420,195)

Net position of governmental activities b 17,999,715

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