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JOHNSON (&3 COUNTY

3r

AUDITOR'S OFFICE

J.R. Kirkpatrick
County Auditor

(817) 556-6305 #2 N. Main ~ Courthouse ~ Cleburne, Texas 76033 Fax (817) 556-6075

March 22, 2013

THE HONORABLE DISTRICT JUDGES AND
THE HONORABLE COMMISSIONERS COURT:

Gentlemen:

In compliance with the statutory duties of the County Auditor as prescribed by Section 114.025 of the
Local Government Code of the State of Texas, the Comprehensive Annual Financial Report of Johnson
County, Texas, for the fiscal year ended September 30, 2012, is submitted herewith. Responsibility for
both the accuracy of the presented data, and the completeness and fairness of the presentation,
including all disclosures, rests with the County. This report has been prepared using generally accepted
accounting principles and guidelines promulgated by the Governmental Accounting Standards Board.
We have endeavored to conform substantially to the high standards of public financial reporting as
recommended by the Government Finance Officers Association of the United States and Canada. To
the best of our knowledge and belief, the enclosed data is accurate in all material respects and is
reported in a manner designed to present fairly the financial position and results of operations of the
various funds and account groups of the County. All disclosures necessary to enable the reader to gain
an understanding of the County's financial activities have been included.

The County is required to undergo an annual single audit in conformity with the provisions of the Single
Audit Act Amendments of 1996 and U. S. Office of Management and Budget Circular A-133, Audits of
States, Local Governments and Nonprofit Organizations. Information related to this single audit,
including the Schedule of Federal Financial Assistance, Findings and Recommendations, and the
independent auditors’ reports of the internal control structure and compliance with applicable laws and
regulations are included in the single audit section of this report.

In developing the County's accounting system, consideration is given to the adequacy of internal
accounting controls. Internal controls are designed to provide reasonable, but not absolute, assurance
regarding (1) the safeguarding of assets against loss from unauthorized use or disposition; and (2) the
reliability of financial records for preparing financial statements and maintaining accountability for assets.
The concept of reasonable assurance recognizes (1) the cost of a control should not exceed the benefits
derived; and (2) the evaluation of costs and benefits requires estimates and judgments by management.

All internal control evaluations occur within the above framework. The County Auditor’s Office
continually assesses its ability to ensure that adequate internal accounting controls are in place to
safeguard assets and provide reasonable assurance of proper recording of financial transactions. With
this goal, the internal audit function becomes a larger task each year, addressing the needs that change
and growth dictate.



ECONOMIC CONDITION AND OUTLOOK

Johnson County is strategically located in North Central Texas and is considered a part of the Fort Worth
metropolitan area. Johnson County is a member of the North Central Texas Council of Governments
which is comprised of sixteen counties. The area has experienced tremendous growth, which is
expected to continue for several years due to the influence of Dallas and Fort Worth adjacent to our
northern border.

Johnson County, like most of the state and nation, has seen a slight downturn in the business
environment during the last couple of years but has begun to take a turn for the better this past year.
The region has a varied manufacturing and industrial tax base that contributes to the relatively favorable
unemployment rate. During the past few years the County has seen a decrease in gas exploration due
to the declining price of natural gas. However, the royalty income, created by the original drilling activity
and continued producing wells, is still boosting the economy, but has a lesser impact than it did a few
years ago. The County’s tax base has experienced two consecutive years of loss but it appears to be
leveling out to a point where next year looks to have little on no loss. This downturn has been mostly
attributed to the fall in the price of natural gas. However, Johnson County is well positioned, financially,
with the above average fund balances it maintains; meaning the last couple of years has not created any
unmanageable hardship. Moreover, Johnson County has continued to move forward with capital
projects by using some of the very large fund balances we had. The County will continue to benefit from
the effect of the metropolitan influence on population growth to the north due to its close proximity to
Dallas and Fort Worth.

With the creation of the Johnson County Economic Development Commission (JCEDC) in September
1989, the County continues to be a competitive area for creating a favorable business climate. The
Commission has a goal of attracting new business to the area, resulting in new jobs and significant
increases to the tax rolls.

Population growth continues in Johnson County with significant residential growth in Cleburne, Burleson
and other cities. Combined efforts of the cities and county government have proven to be effective in
attracting industry as well. The downtown area of Cleburne benefits from aggressive tax incentives
approved by the city and county. The renovation of the old multi-storied hotel in downtown Cleburne was
completed and a privately-owned events center is under construction; further adding to the attraction of the
business area of the county seat.

Very significant advances have been made with the State Highway 121 project. This highway will provide
a much needed north-south route from our county seat to Fort Worth. Continued growth and urbanization in
the Dallas-Fort Worth region, specifically, Johnson County, has resulted in the need for more efficient
transportation systems to reduce current congestion and accommodate future traffic demand. The project
received final approval in 2011 and construction of the project has an expected completion date of spring,
2014. It was determined that it will be a toll road with the North Texas Tollway Authority having
responsibility for the project. NTTA projects are not a part of the state highway system and receive no
direct tax funding. The highway will extend 27.6 miles from the Fort Worth central business district to U.S.
Highway 67 in Cleburne. This project has been in the planning stages for decades and is now a reality.
The economic impact to Johnson County is expected to be quite significant.

The County provides a full range of services authorized by statute. Such services include general
governmental services such as recording and licensing, sustaining the District, County and Justice Court
systems, maintaining public facilities, ensuring public safety, preserving public health and welfare, aiding
conservation, and maintaining County roads and bridges.



MAJOR INITIATIVES

Johnson County, because of its continued growth, is faced with many challenges in delivering services to
its citizens, while maintaining a conservative financial approach. The Commissioners Court has been
committed to meeting increasing needs for services and facilities. The following initiatives reflect the
County’s commitment to ensuring that its citizens are able to live and work in an enviable environment.

For the Year

Johnson County has purchased all the land and buildings surrounding the Guinn Courts Building with the
latest being the old high school gym. This action will ensure Johnson County will be able to address
future justice administration needs, conveniently keeping all improvements within close proximity to the
courts building. The County has started construction of a 32,422 square foot office building to
accommodate the needs of additional personnel for the Johnson and Somervell County Community
Supervision and Corrections Department.

Johnson County now has plans to renovate the old high school gym that was part of the purchase of
school property. Until needed for the County’s court system, the gym will be a fithess center for county
employees as a result of a newly established and aggressive wellness program. The County expects to
receive long-term benefits in the areas of healthcare costs and employee morale.

Johnson County has completed the construction of the jail expansion project which houses 96 additional
prisoners. This was done in partnership with the jaill management contractor in which the County
contracts for day-to-day jail operations.

For the Future

The growth experienced by the county requires our elected officials to be forward thinking to address
issues before they become problems. As in most Texas counties, the need to accommodate the law
enforcement and administration of justice functions is truly a challenge. To meet this challenge, Johnson
County plans to see the completion of the Community Supervision and Corrections Department office
building spring, 2013. Additionally, the construction of a new sub courthouse in Avarado has been
approved. Construction is expected to begin in summer, 2014. This will give new and larger office and
courtroom space that is much needed it that particular precinct.

Johnson County also expects to see the completion of four (4) communications towers. This is needed
to greatly improve the communications of all emergency personnel by eliminating a lot of the
communication “dead zones” now experienced.

FINANCIAL CONDITION

Current Condition. Johnson County currently has large fund balances even though we have used cash
for recent capital projects, which have been mentioned. The unencumbered General Fund balance has
grown for several consecutive years and it was a prudent decision to use some cash to finance the
projects. The County is still well-positioned to fund all services into the near future while maintaining a
tax rate which is acceptable to taxpayers.




Long Range Financial Planning. Johnson County has a determination to manage growing fund
balances in a conservative and judicious manner. Fund balances will continue to exceed the popular
rules of thumb. The adopted tax rate consistently funds all services needed. In addition, the County
includes a separate “Contingency” line-item in the budget which ensures that unexpected situations do
not diminish our projected fund balances; keeping them at a healthy level. The County also established
a fund that is considered for capital projects or other, large, one-time expenditures. From time to time,
the County will transfer funds that represent some of the tax revenue derived from mineral properties into
this fund. Throughout the year, all mineral royalty received is deposited into this unbudgeted, separate
fund. However, for reporting purposes, it is considered part of the General Fund. With the knowledge
that these revenues will fluctuate with the price of natural gas, the County will not use such funds for
things which demand ongoing commitments such as additional personnel. Therefore, the significant
fund balance in the General Fund will be used to avoid some future debt by using cash at times when,
otherwise, issuing new debt would be the norm.

Significant Financial Policy. It is the policy of Johnson County to maintain an above-average fund
balance as evidenced by the Fund Balance Policy adopted in 2011. One method used to accomplish
this is by the segregation of revenue derived from mineral properties as described in the long range
financial plan. This conservative practice will ensure that the County has adequate funding in future
years which may bring further economic challenges beyond those which we currently face.

Administration. The officials having responsibility for the financial administration of the County are the
County Judge and four County Commissioners (the "Commissioners Court"), the Tax Collector and the
County Treasurer, all of whom are elected for four-year terms, and the County Auditor who is appointed
for a two-year term by the State District Judges having jurisdiction within the County. The governing
body of the County is the Commissioners Court. It has only those powers expressly granted to it by the
legislature and powers necessarily implied from such grant. Among other things, it approves the County
budget, determines the County tax rate, approves contracts in the name of the County, determines
whether a proposition to issue bonds should be submitted to the voters, conducts official business of the
County at designated meeting times, and appoints certain County officials.

The County Judge is the presiding officer of the Commissioners Court. Each Commissioner represents
one of the four precincts into which the County is divided and is elected by the voters of his precinct.
The County Commissioners supervise construction and maintenance of the County road systems as well
as perform other administrative duties.

The Tax Assessor-Collector is responsible for collecting ad valorem taxes, certain State and County fees
and other revenues. The office also contracts with other taxing entities to collect taxes for them.
Therefore, money is saved by taxpayers since only one tax collection organization is needed; eliminating
a costly duplication of effort.

The County Treasurer is the custodian of funds and has the sole authority to disburse funds for the
County. This includes receipting and depositing all funds paid to the County.

The County Auditor is the chief financial officer of the County and is responsible for substantially all
County financial and accounting control functions. The responsibilities of the County Auditor include
those of accounting, auditing, accounts payable and financial operations. The County Auditor also
determines the type, terms, and amounts of investments of County funds. The Commissioners Court
designated the County Auditor as the Investment Officer and has adopted an investment policy in
compliance with the Public Funds Investment Act.

As demonstrated by the statements and schedules included in the financial section of this report, the
County continues to meet its responsibility for sound financial management.



OTHER INFORMATION

Independent Audit The County’s financial statements have been audited by Kennemer, Masters and
Lunsford, L.L.C., a firm of licensed certified public accountants. The goal of the independent audit was
to provide reasonable assurance that the financial statements of the County for the fiscal year ended
September 30, 2012, are free of material misstatement. The independent audit involved examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements; assessing the
accounting principles used and significant estimates made by management; and evaluating the overall
financial statement presentation. The independent auditor concluded, based upon the audit, that there
was a reasonable basis for rendering an unqualified opinion that the Johnson County, Texas financial
statements for the fiscal year ended September 30, 2012, are fairly presented in conformity with GAAP.
The independent auditors’ report is presented as the first component of the financial section of this
report.

Awards The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to Johnson County for its
comprehensive annual financial report for fiscal year ended September 30, 2011. This was the twenty-
first consecutive year that the County has achieved this prestigious award. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.

Acknowledgments The production of this report is attributable to the dedication and work of the County
Auditor’s Office staff and Kennemer, Masters and Lunsford, L.L.C, our independent auditor.

In closing, | would like to thank all Johnson County Elected Officials, Department Heads and their staff
for their cooperation and leadership in conducting the financial affairs of the County. A special thanks is
extended to my staff that worked so diligently throughout the year.

Respectfully submitted,

J. R. Kirkpatrick
Johnson County Auditor
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KENNEMER, MASTERS & LUNSFORD

Independent Auditor’s Report

March 22, 2013

The Honorable County Judge,
and Members of Commissioners
Court of Johnson County, Texas

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of Johnson County, Texas (the
“County”) as of and for the year ended September 30, 2012, which collectively comprise the
County’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the County’s management. Our responsibility is to express
an opinion 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 of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of Johnson County, Texas as of September 30, 2012, and the
respective changes in financial position thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
March 22, 2013 on our consideration of the County’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts, grant
agreements, and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.



The Honorable County Judge,

and Members of Commissioners Court
of Johnson County, Texas

March 22, 2013

Page 2

Required Supplementary Information

The Management’s Discussion and Analysis and Statement of Revenue, Expenditures, and
Changes in Fund Balances — Budget and Actual — General Fund and Major Special Revenue
Fund, and the Texas County and District Retirement System Schedule of Funding — Last Three
Years on pages 3 through 14 and 60 through 63, respectively, are not a required part of the
basic financial statements but are supplementary information required by accounting principals
generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.

Combining and Individual Fund Statements and Schedules, and Federal and State Awards
Section

Our audit was performed for the purpose of forming an opinion on the financial statements that
collectively comprise the County’s basic financial statements. The accompanying information
identified in the table of contents as combining and individual fund statements and schedules is
presented for purposes of additional analysis and is not a required part of the basic financial
statements. Similarly, the accompanying schedules of expenditures of state awards are
presented for purposes of additional analysis as required by U.S. Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, the
State of Texas Single Audit Circular, and is not a required part of the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, are fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

Introductory and Statistical Sections

The information identified in the table of contents as Introductory and Statistical Sections is
presented for the purpose of additional analysis and is not a required part of the basic financial
statements of the County. Such additional information has not been subjected to the auditing
procedures applied in our audit of the basic financial statements and, accordingly, we express
no opinion on it.
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JOHNSON COUNTY, TEXAS
Management's Discussion and Analysis
For the Year Ended September 30, 2012

As management of Johnson County, Texas (“County”), we offer readers of the County's
financial statements this narrative overview and analysis of the financial activities of the County
for the fiscal year ended September 30, 2012. We encourage readers to consider the
information presented here in conjunction with additional information that we have furnished in
our letter of transmittal, which can be found on pages i - v of this report.

Financial Highlights

e The assets of the County exceeded its liabilities at the close of the most recent fiscal
year for governmental activites by $ 92,083,886 (net assets). Of this amount,
$ 26,631,406 (unrestricted net assets), may be used to meet the government’s ongoing
obligations to citizens and creditors with the County’s fund designation.

e The County’s total net assets increased for governmental activities by $ 2,151,242.

e As of the close of the current fiscal year, the County’s governmental funds reported
combined ending fund balances of $ 37,265,884. 56.27% of this amount, $ 20,968,543
(unassigned fund balance), were available for use within the County’s fund designations.
Of the governmental funds amount, $ 15,774,672 has been restricted for specific uses.

¢ At the end of the current fiscal year, unassigned fund balance for the general fund was
$ 20,969,138 or 45.59% of the total general fund expenditures.

Overview of the Financial Statements

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

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the County’s finances, in a manner similar
to a private-sector business.

The statement of net assets presents information on all of the County’s assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or decreases
in net assets may serve as a useful indicator of whether the financial position of the County is
improving or deteriorating.

The statement of activities presents information showing how the County’s net assets changed
during the fiscal year. All changes in net assets are reported when 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 the
future fiscal periods (e.g., uncollected taxes and earned but unused compensated absences).



JOHNSON COUNTY, TEXAS
Management's Discussion and Analysis
For the Year Ended September 30, 2012

The government-wide financial statements distinguish functions of the County that are
principally supported by taxes and intergovernmental revenues (governmental activities). The
governmental activities of the County include general government, administration of justice,
financial administration, elections, law enforcement, highways and streets, health and welfare,
culture and recreation, and conservation. The County has no business-type activities.

The government-wide financial statements can be found on pages 16 and 17 of this report.

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. The
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 the County
can be divided into three categories: governmental funds, proprietary funds, and fiduciary
funds.

e 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 the government-wide financial statements, governmental
fund financial statements focus on current sources and uses of spendable resources, as
well as on balances of spendable resources available at the end of the fiscal year. Such
information may be wuseful in evaluating a government's near-term financing
requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental funds
balance sheet and the governmental fund statements of revenues, expenditures, and
changes in fund balances, provides reconciliations to facilitate this comparison between
governmental funds and governmental activities.

The County maintains sixty-two (62) individual governmental funds. Information is
presented separately in the governmental fund balance sheet and in the governmental
fund statement of revenues, expenditures, and changes in fund balances for the
General, Road and Bridge (special revenue fund), General Debt Service (debt service
fund), and the Motorola Simulcast Radio System (capital projects fund); all of which are
considered to be major funds. Data from the other fifty-eight (58) funds are combined
into a single, aggregated presentation. Individual fund data for each of these non-major
governmental funds is provided in the form of combining statements elsewhere in this
report. The basic governmental funds financial statements can be found on pages 18
through 25 of this report.

o Proprietary Funds. The County maintains no proprietary funds.
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e 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 operations. The County is the trustee, or fiduciary, for these funds
and is responsible for ensuring that the assets reported in these funds are used for their
intended purposes. All of the County’s fiduciary activities are reported in a separate
statement of fiduciary net assets on page 26 and a statement of changes in fiduciary net
assets that can be found on pages 144 through 146.

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. The notes to the financial statements can be found on pages 27 through 58 of this
report.

Other Information. In addition to the basic financial statements and accompanying notes, this
report also presents certain required supplementary information that further explains and
supports the information in the financial statements. Required supplementary information can
be found on pages 60 through 63 of this report.

The combining statements referred to earlier in connection with non-major governmental funds
are presented following the required supplementary information on pensions. Combining and
individual statements and schedules can be found on pages 72 through 146 of this report.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of government’s financial
position. In the case of the County, assets exceeded liabilities by $ 92,083,886 as of
September 30, 2012. This is an increase in net assets of $ 2,151,242 which is primarily due to
a net increase in charges for services.

The largest portion of the County’s net assets, $ 52,633,294 (57.16%) reflects its investments in
capital assets (e.g., land; buildings and improvements; furniture, equipment and vehicles;
infrastructure; and construction in progress), less any debt used to acquire those assets that is
still outstanding. The County uses capital assets to provide service to citizens; consequently
these assets are not available for future spending. Although the County’s investment in its
capital assets is reported net of related debt, it should be noted that the resources needed to
repay this debt must be provided from other sources, since the capital assets themselves
cannot be used to liquidate these liabilities. Net capital assets increased by $ 3,656,914 due to
a significant increase in construction in progress, primarily the Adult Probation building project.

An additional portion of the County’s net assets of $ 12,819,186 (13.92%) represents resources
that are subject to external restrictions on how they may be used. The remaining balance of
unrestricted net assets of $ 26,631,406 (28.92%) may be used to meet the government’s
ongoing obligations to citizens and creditors.

As of September 30, 2012, the County is able to report positive balances in all three categories
of net assets.
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JOHNSON COUNTY’S NET ASSETS

Governmental Activities
September 30, September 30, Net
2012 2011 Change

$ 51,136,237 $ 56,841,695 $( 5,705,458)

Current and other assets

Capital assets 63,712,042 60,055,128 3,656,914
Total assets 114,848,279 116,896,823 (2,048,544)
Current and other liabilities 6,621,156 4,752,887 1,868,269
Long-term liabilities 16,143,237 22,211,292 ( 6,068,055)
Total liabilities 22,764,393 26,964,179 ( 4,199,786)
Net Assets:
Invested in capital assets,
net of related debt 52,633,294 39,260,726 13,372,568
Restricted 12,819,186 18,434,100 ( 5,614,914)
Unrestricted 26,631,406 32,237,818 ( 5,606,412)
Total net assets $_92,083886 $_89,932,644 $ 2,151,242

2012 Net Asset Percentages

28.92%

Elnvestedin
Capital
Assets, Net
of Related
Debt

m Restricted

57.16%

13.92%

2011 Net Asset Percentages

Elnvestedin
43.66% Capital
Assets, Net
of Related
Debt

35.84%

m Restricted
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Analysis of the County’s Operations. Governmental activities reported an increase in net
assets in the amount of $ 2,151,242, The following table provides a summary of the County’s
operations for the year ended September 30, 2012.

JOHNSON COUNTY’S CHANGES IN NET ASSETS

Governmental Activities

Net assets - September 30,

September 30, September 30, Net
2012 2011 Change
Revenues:
Program Revenues:
Charges for services $ 16,727,694 $ 8,560,206 $ 8,167,488
Operating grants and contributions 2,752,569 3,853,757 ( 1,101,188)
Capital grants and contributions 240,887 60,135 180,752
General Revenues:
Property taxes 44,359,032 46,080,488 ( 1,721,456)
Other taxes 546,139 432,473 113,666
Unrestricted Investment earnings 116,335 111,064 5,271
Gain on disposition of capital assets 42,118 42,118
Miscellaneous 970,333 1,741,776 ( 771,443)
Total revenues 65,755,107 60,839,899 4,915,208
Expenses:
General government 9,457,279 9,842,672 ( 385,393)
Administration of justice 9,499,338 9,284,807 214,531
Financial Administration 4,187,083 3,902,117 284,966
Elections 440,552 437,699 2,853
Law enforcement 27,745,191 20,066,995 7,678,196
Highways and streets 9,803,003 9,529,285 273,718
Health and welfare 1,305,482 2,357,972 ( 1,052,490)
Culture and recreation 176,365 163,991 12,374
Conservation 159,099 61,553 97,546
Interest on long-term debt 830,473 821,658 8.815
Total expenses 63,603,865 56,468,749 7,135,116
Increase (decrease) in net assets 2,151,242 4,371,150 ( 2,219,908)
Net assets — October 1, 89,932,644 85,561,494 4,371,150

92,083,886 $_ 89,932,644

2,151,242
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67.46%

0.83%

2012 Revenue Percentages
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2012 Expense Percentages
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Financial Analysis of the County’s Funds

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

Governmental funds. The focus of the County’s governmental funds is to provide information
on near-term inflows, outflows, and balances of spendable resources. Such information is
useful in assessing the County’s financing requirements. In particular, unreserved 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 of the end of the current fiscal year, the County’s governmental funds reported combined
ending fund balances of $ 37,265,884. The unassigned fund balance of $ 20,968,543
constitutes 56.27% of ending fund balance. The fund balance is categorized as 1)
nonspendable ($ 522,669), 2) restricted ($ 15,774,672), and 3) unassigned ($ 20,968,543).

Fund balance of the General Fund decreased by $ 5,778,645; the Road and Bridge (special
revenue fund) decreased by $ 1,075,030; the General Debt Service (debt service fund)
decreased by $ 551,635, the Motorola Simulcast Radio System (capital project fund) decreased
by $ 2,195,525, and, other (non-major) governmental funds increased by $ 1,863,455.

The decrease in fund balance in the general fund resulted from additional transfers to the
General Debt Service (debt service fund) to call $ 6,220,000 in certificates of obligation bonds.
General fund revenues and expenditures were up from the prior year due to the $ 6,609,928 in
jail operations revenue and expenditures during the current year. Regarding the Road & Bridge
(special revenue fund), the decrease in fund balance was the result of increased highway and
street maintenance and construction. The decrease in fund balance for the General Debt
Service (debt service fund) was the result of the call of $ 6,220,000 in certificate of obligation
bonds prior to maturity. The decrease in fund balance for the Motorola Simulcast Radio System
(capital projects fund) was due to the continued expenditure of fund assets on the construction
project. The change in fund balance for other governmental funds generally is a result of
changes in special revenue projects, grants and awards and other capital project expenditures.
The related increase in fund balance in the current year is minimally higher than the prior year
increase in fund balance.

General Fund Budgetary Highlights. The County budget is prepared by the County Judge’s
Office and presented to Commissioners Court for approval. The county operates within this
budget for the fiscal year with expenditure amendments made as needed.

The difference between the General Fund original expenditure budget and the revised budget
was a $ 16,147,881 increase including $ 9,978,188 in transfers out. One relatively large
amendment was approved this year for $ 5,149,830 for a new jail operations agreement.
Another significant amendment included amounts for a capital murder trial.

During the year, revenues exceeded budget while expenditures were less than budget.
Revenues were higher primarily due to the increase in prisoner housing revenues. Lower than
budgeted expenditures resulted in many areas in the general government expenditures
including less than expected health insurance costs.

-10-
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Total General Fund revenue exceeded the budget by approximately 7.67% and total General
Fund expenditures were under budget by approximately 5.80%.
Capital Assets

This investment in capital assets includes land; buildings and improvements; furniture,
equipment and vehicles; infrastructure; and construction in progress.

Major capital asset events during the current fiscal year included the following:

¢ Retired older equipment with net book value of approximately $ 671,600.
e Acquisition of new vehicles, tractors, various road and bridge equipment.
e Construction in progress for new communications towers and CSCD office building of

$ 5,289,000.
JOHNSON COUNTY'’S CAPITAL ASSETS
Net of Accumulated Depreciation
Governmental Activities
September 30, September 30, Net
2012 2011 Change
Land $ 2,288,709 $ 2,288,609 $ 100
Buildings and improvements 31,041,910 29,937,125 1,104,785
Furniture, equipment and vehicles 6,483,650 6,663,104 ( 179,454)
Infrastructure 18,504,644 19,084,564 ( 579,920)
Construction in progress 5,393,129 2,081,726 3,311,403
Total $_63,712,042 $_ 60,055,128 $_ 3,656,914

2012 Percent Net Capital Assets

8.47% 3.59% =Land

m Buildings and

improvements
29.04% ——

Furniture, equipment
48.72% andvehicles

Infrastructure

= Constructionin
progress

10.18%
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2011 Percent Net Capital Assets

3.47% 3.81% =Land

m Buildings and

improvements
31.78% _~ P

Furniture, equipment
and vehicles

49.85%

Infrastructure

|
| = Constructionin
11.09% progress

Additional information on the County’s capital assets can be found in note 5 on pages 46
through 47 of this report.

DEBT ADMINISTRATION

At the end of the current fiscal year, the County had a total bonded and note debt of
$ 14,454,721, which, comprises bonded and debt backed by the full faith and credit of the
County and the jail facilities loan agreement. The bonds will be retired with revenues from
property taxes, and fees for services, while the jail agreement loan will be retired with revenues
related to the jail operations.

JOHNSON COUNTY’S LONG-TERM DEBT
Bonds, Tax Notes, Components of Debt, and Compensated Absences

Governmental Activities

September 30, September 30, Net
2012 2011 Change

Certificates of Obligation bonds $ $ 6,620,000 $( 6,620,000)
General Obligation bonds 13,075,284 14,034,246 ( 958,962)
Jail agreement obligation 1,379,437 1,379,437
Components of Debt:

Premium on bonds 90,316 140,147 ( 49,831)

Accrued interest payable 49,203 86,599 ( 37,396)
Compensated absences 829,912 816,656 13,256
Unfunded OPEB obligation 719,085 513,644 205,441

Total $_16,143,237 $_ 22,211,292 $(__ 6,068,055)

-12-
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2012 Percent Long-Term Debt
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During the fiscal year, the County’s total debt decreased $ 6,068,055 or 27.32%. The net
decrease was due primarily to the principal payments on called general obligation debt.

All of the outstanding Bonds of the County payable from its limited taxes are insured and are,
therefore, rated “Al” by Moody’s Investors Service Inc. (“Moody’s”), and “AA” by Standard &
Poor’s (“S&P”). State statutes limit the amount of general obligation debt a government may
issue to 25% of its total assessed valuation. The current limitation for Johnson County
significantly exceeds the outstanding general obligation debt.

Additional information on the County’s long-term debt can be found in note 7 on pages 48
through 51 of this report.

Economic Factors and Next Year's Budgets and Rates

The annual budget is the means by which Commissioners Court sets the direction of the
County, and allocates its resources.

In considering the budget for FY 2013, Commissioners Court considered the following factors:

e Property tax rate was set at an amount significantly under the rollback rate. Even with
this, the County will continue to increase unencumbered fund balances.

e Employees were given additional compensation of a one-time $ 500 payment each.
This payment therefore does not bind the governing body to any future payroll cost
increases.

Request for Information
This financial report is designed to provide a general overview of 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 Office of the Johnson County Auditor, #2 N.
Main Street, Cleburne, Texas, 76033, or call (817) 556-6305.

-14-
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JOHNSON COUNTY, TEXAS
STATEMENT OF NET ASSETS
September 30, 2012

Assets
Cash and temporary investments
Receivables (Net of Allowance for Uncollectibles):
Taxes
Accounts
Due from other governments
Inventories
Prepaid items
Bond issuance cost (net of accumulated amortization)
Capital Assets:
Land
Buildings and improvements (net)
Furniture, equipment and vehicles (net)
Infrastructure (net)
Construction in progress

Total assets

Liabilities
Accounts and accrued liabilities payable
Unearned revenue
Noncurrent Liabilities:
Due within one year
Due in more than one year

Total liabilities

Net Assets
Invested in capital assets, net of related debt
Restricted:
Debt service
Health services
Public transportation projects
Records management
Other
Unrestricted

Total net assets

The notes to the financial statements are an integral part of this statement.
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Exhibit 1

Governmental
Activities

$ 41,445,825

899,419
7,640,360
465,915
295,773
226,896
162,049

2,288,709
31,041,910
6,483,650
18,504,644
5,393,129

114,848,279

6,367,088
254,068

2,623,335
13,519,902

22,764,393

52,633,294

969,233
1,403,499
7,031,511
1,564,097
1,850,846

26,631,406

$ 92,083,886




JOHNSON COUNTY, TEXAS
STATEMENT OF ACTIVITIES Exhibit 2
For the Year Ended September 30, 2012

Net
(Expense)
Revenue and
Program Revenues Change In
Operating Capital Net Assets
Charges for Grants and Grants and Governmental
Expenses Services Contributions  _Contributions Activities
Functions/Programs
Governmental Activities:
General government $ 9457279 $ 2477276 $ 20,165 $ 10,500 $( 6,949,338)
Administration of justice 9,499,338 2,551,462 749,006 (  6,198,870)
Financial administration 4,187,083 1,210,846 (  2,976,237)
Elections 440,552 81,180 71,374 ( 287,998)
Law enforcement 27,745,191 8,371,959 1,733,509 43,940 ( 17,595,783)
Highways and streets 9,803,003 1,962,896 20,285 186,447 (  7,633,375)
Health and welfare 1,305,482 23,376 158,230 ( 1,123,876)
Culture and recreation 176,365 48,699 ( 127,666)
Conservation 159,099 ( 159,099)
Interest on long-term debt 830,473 ( 830,473)
Total governmental activities 63,603,865 16,727,694 2,752,569 240,887 ( 43.882,715)
General Revenue:
Property taxes 44,359,032
Other taxes 546,139
Unrestricted investment earnings 116,335
Gain on sale of capital assets 42,118
Miscellaneous 970,333
Total general revenues 46,033,957
Change in net assets 2,151,242
Net assets — beginning 89,932,644
Net assets — ending $__ 92,083,886

The notes to the financial statements are an integral part of this statement.
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JOHNSON COUNTY, TEXAS
BALANCE SHEET - GOVERNMENTAL FUNDS
September 30, 2012

Major Funds
Motorola
Road & General Simulcast
General Bridge Debt Service Radio System
Fund Fund Fund Fund
ASSETS
Cash and temporary investments $ 23016211 $ 5,428,348 $ 802,092 $ 2,026,222
Receivables (Net of Allowance for
Uncollectibles):
Taxes 727,074 96,950 44,749
Accounts 892,732 34,746
Due from other governments
Due from other funds 498,764 34,777 2,539
Due from others 709,579
Inventories 295,773
Prepaid expenditures 226,301
Total assets $ 26,070,661 5890594 $ 849380 $ 2,026,222
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts and accrued
liabilities payable $ 3,684,270 538,324 $ $ 1,272,699
Due to other funds 100,437
Due to others 610,763
Deferred revenue 479,752 52,279 27,886
Total liabilities 4,875,222 590,603 27,886 1,272,699
Fund Balances:
Nonspendable 226,301 295,773
Restricted 5,004,218 821,494 753,523
Unassigned 20,969,138
Total fund balances 21,195,439 5,299,991 821,494 753,523
Total liabilities and fund balance $ 26,070,661 $ 5,890,594 $ 849380 $ 2,026,222

The notes to the financial statements are an integral part of this statement.
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Non-Major
Funds
Other Total
Governmental Governmental
Funds Funds
$ 10,172,952 $ 41,445,825
30,646 899,419
77,603 1,005,081
465,915 465,915
63,121 599,201
709,579
295,773
595 226,896
$ 10,810,832 45 647,689
$ 871,795 6,367,088
498,764 599,201
610,763
244 836 804,753
1,615,395 8,381,805
595 522,669
9,195,437 15,774,672
( 595) 20,968,543
0,195,437 37,265,884
$ 10,810,832 $ 45,647,689

Exhibit 3



JOHNSON COUNTY, TEXAS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET Exhibit 3R
TO THE GOVERNMENTAL ACTIVITIES STATEMENT OF NET ASSETS Page 1

September 30, 2012

Total fund balances - governmental funds balance sheet (Exhibit 3) $ 37,265,884

Amounts reported for governmental activities in the statement of net assets (Exhibit 1) are
different because:

Capital assets used in governmental activities are not financial resources and therefore are not reported
in the funds. Capital assets include $ 114,258,476 in assets less $ 50,546,434 in accumulated depreciation. 63,712,042

Judicial accounts receivables net of related allowance for uncollectible accounts are unavailable to pay for
current period expenditures and availability of funds that are uncertain as to availability are not recorded
in the funds. Judicial receivables of $ 11,792,900 net of allowance for uncollectible accounts of
$ 5,256,437 in the General fund amounted to $ 6,536,463. 6,536,463

Property taxes receivable unavailable to pay for current period expenditures are deferred in the funds. Deferred
property tax revenues for the General fund, Road and Bridge special revenue fund, Indigent Health Care special
revenue fund, Law Enforcement Center debt service fund, and the Equipment debt service fund
amounted to $ 448,501, $ 52,279, $ 15,012, $ 27,885, and $ 7,008, respectively. 550,685

Debt issuance costs are reported as current financial uses for governmental funds but the expenditures
increase long-term assets in the statement of net assets. This amount is amortized over the life
of the debt. Net debt issuance costs were $ 162,049 (original issuance costs of $ 308,611 less

accumulated amortization of $ 146,562). 162,049
Payables for bond principal are not reported in the funds. ( 13,075,284)
Payables for note principal are not reported in the funds. ( 1,379,437)

Premium on the issuance of bonds provides current financial resources to governmental funds but the proceeds
decrease long-term assets in the statement of net assets. This amount is amortized over the life of the bonds.
Net premium on the issuance of bonds were $ 90,316 (premium on the sale of bonds of $ 188,901 less
amortization of $ 98,585). ( 90,316)

Payables for bonded debt interest are not reported in the funds except for amounts received from the sale
of bonds or issuance of notes after the issuance date. Total accrued interest payable of $ 49,203. ( 49,203)

The liability for the underfunded annual required contribution as calculated for the retiree health

insurance benefits is not reported in the funds. ( 719,085)
Payables for compensated absences are not reported in the funds. ( 829,912)
Net assets of governmental activities - statement of net assets (Exhibit 1) $_ 92,083,886

The notes to the financial statements are an integral part of this statement.
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JOHNSON COUNTY, TEXAS

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
For the Year Ended September 30, 2012

Revenues:
Taxes
Intergovernmental
Prisoner housing services
Fees
Fines
Investment income
Miscellaneous

Total revenues

Expenditures:

Current:
General administration
Administration of justice
Financial administration
Elections
Law enforcement
Highways and streets
Health and welfare
Culture and recreation
Conservation

Capital outlay

Debt Service:
Principal
Interest and fiscal charges

Total expenditures

Excess (deficiency) of revenues over
expenditures

Other Financing Sources (Uses):
Proceeds from sale of capital asset
Transfers in
Transfers out

Total other financing sources and (uses)
Net change in fund balances

Fund balances - beginning

Fund balances - ending

Major Funds
Motorola
Simulcast
Road & General Radio System
General Bridge Debt Service C&M
Fund Fund Fund Fund
35,711,762 $ 5,737,347 $ 2,190,414 $
829,904
6,609,928
4,066,540 1,962,896
1,507,227
82,568 13,748 1,559 3,672
1,406,952 270,643
50,214,881 7,984,634 2,191,973 3,672
7,367,290
8,855,038
3,952,542
365,261
24,541,692
6,994,809
439,382
164,385
158,300
2,123,225 2,203,435
146,735 7,680,000
593,321
45,990,625 9,118,034 8,273,321 2,203,435
4224256 ( 1,133,400) ( 6,081,348) ( 2,199,763)
16,898 58,370
127,965 5,529,713 4,238
10,147,764)
10,002,901) 58,370 5,529,713 4,238
5,778,645) ( 1,075,030) ( 551,635) ( 2,195,525)
26,974,084 6,375,021 1,373,129 2,949,048
21,195439 $ 5,299,991 $ 821,494 $ 753,523

-22-



Exhibit 4

Non-Major
Funds
Other Total
Governmental Governmental
Funds Funds

1,191,056 $ 44,830,579

1,910,564 2,740,468
6,609,928

915,066 6,944,502
19,064 1,526,291
14,788 116,335
693,858 2,371,453
4,744,396 65,139,556
739,643 8,106,933
577,734 9,432,772
209,521 4,162,063
70,140 435,401
2,059,737 26,601,429
91,005 7,085,814
811,829 1,251,211
2,315 166,700
158,300

2,809,615 7,136,275
7,826,735

593,321

7,371,539 72,956,954

2,627,143) ( 7,817,398)

4,750 80,018
5,829,638 11,491,554
1,343,790) ( 11,491554)

4,490,598 80,018

1863455 (  7,737,380)
7,331,982 45,003,264

9,195437 $ 37,265,884
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JOHNSON COUNTY, TEXAS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS TO GOVERNMENTAL
ACTIVITIES STATEMENT OF ACTIVITIES

For the Year Ended September 30, 2012

Net change in fund balances - total governmental funds (Exhibit 4) $(

Amounts reported for governmental activities in the statement of activities (Exhibit 2) are
different because:

Governmental funds report capital outlays as expenditures. However, in the governmental activities
statement of activities, the cost of those assets is allocated over their estimated useful lives
as depreciation expense. This is the amount by which capital outlay of $ 7,498,868 exceeded
depreciation of $ 5,516,665 in the current period.

Contributions of capital assets are not reported in the funds, however, contributions of capital assets are
reported as capital contributions in the governmental activities statement of activities. During the current
year, $ 1,712,619 of land, buildings and equipment were contributed to and accepted by the County,
less $ 1,526,172 in a note payable also assumed by the County.

Property tax revenues in the governmental activities statement of activities do not provide current
available resources and are not reported as revenues in the funds. Deferred property tax revenues
for the general fund, Road and Bridge special revenue fund, Indigent Health Care special revenue fund,
General debt service fund, and Equipment debt service fund amounted to $ 78,536, $( 11,605), $ 3,816,
$5,129, and $( 1,284), respectively.

Governmental funds report proceeds from the sale of assets as revenue. However, in the governmental
activities statement of activities, the cost of the assets disposed is offset against the proceeds to report
gain or loss on the disposition of assets. The costs of assets disposed were $ 37,900. (Cost of $ 1,656,393
less accumulated depreciation of $ 1,618,493). (

Judicial revenues (resulting from accounts receivables net of related allowance for uncollectible accounts)
in the governmental activities statement of activities does not provide current available resources and are not
reported as revenues in the funds. The change in these net receivables resulted in an increase in
revenues reported in the governmental activities statement of activities.

Debt issuance cost is an expenditure in the governmental fund, but the cost increases long-term
assets in the statement of net assets. This amount is amortized over the life of the debt. Debt
issuance cost amortization is $ 223,342. (

Repayment of long-term debt principal is an expenditure in the governmental funds, but the repayment
reduces long-term liabilities in the governmental activities statement of net assets. The funds statements
reported $ 7,680,000 in long-term bond principal payments and $ 146,735 in long-term note payments.

Premium on the issuance of bonds provide current financial resources to governmental funds but the proceeds
decrease long-term assets in the statement of net assets. Bond premium amortization was $ 49,832.

-24-

Exhibit 4R
Page 1

7,737,380)

1,982,203

186,447

74,592

37,900)

312,394

223,342)

7,826,735

49,832

(continued)



JOHNSON COUNTY, TEXAS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS TO GOVERNMENTAL
ACTIVITIES STATEMENT OF ACTIVITIES - Continued

For the Year Ended September 30, 2012

Some expenses reported in the governmental activities statement of activities do not require the use
of current financial resources and, therefore, are not reported as expenditures in governmental funds.
This is the amount of accretion and accrued interest on long-term debt. Current bond accretion of
$ 101,038 less the change in accrued interest on note and bonds of $ 37,396

Some expenses reported in the governmental activities statement of activities do not require
the use of current financial resources and therefore are not reported as expenditures in governmental
funds. This is the amount of change in the liability for underfunded annual required contribution
for the post employment health insurance benefits.

Some expenses reported in the governmental activities statement of activities do not require
the use of current financial resources and, therefore, are not reported as expenditures in
governmental funds. This is the amount of change in compensated absences.

Change in net assets of governmental activities (see Exhibit 2)

The notes to the financial statements are an integral part of this statement.
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JOHNSON COUNTY, TEXAS
STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS

September 30, 2012

Assets
Cash and temporary investments
Receivables:
Accounts receivable
Due from others

Total assets
Liabilities
Accounts and accrued liabilities payable

Due to others

Total liabilities

The notes to the financial statements are an integral part of this statement.
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Agency
Funds

7,893,120

290,636
610,763

8,794,519

352,086
8,442,433

8,794,519




JOHNSON COUNTY, TEXAS
Notes to the Financial Statements
For The Year Ended September 30, 2012
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JOHNSON COUNTY, TEXAS
Notes to the Financial Statements
For The Year Ended September 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of Johnson County, Texas (County) related to the funds in the
accompanying basic financial statements conform to accounting principles generally accepted in the United
States of America applicable to state and local governments. Generally accepted accounting principles for
local governments include those principles prescribed by the Governmental Accounting Standards Board
(GASB), the American Institute of Certified Public Accountants in the publication entitled Audits of State
and Local Governmental Units and by the Financial Accounting Standards Board (when applicable). As
allowed in Section P80 of GASB’'s Caodification of Governmental Accounting and Financial Reporting
Standards, the County has elected not to apply Financial Accounting Standards Board Statements and
Interpretations, Accounting Principles Board Opinions, and Accounting Research Bulletins of the
Committee of Accounting Procedure issued after November 30, 1989. The more significant accounting
policies of the County are described below.

Reporting Entity

In evaluating how to define the government, for financial reporting purposes, management has considered
all potential component units. The decision to include a potential component unit in the reporting entity was
made by applying the criteria set forth in GAAP. Based upon the application of these criteria, the following
is a brief review of each potential component unit addressed in defining the County's reporting entity.
Financial statements for component units can be obtained from the office of the County Auditor.

Included in the reporting entity:

Johnson County, Texas (Primary Government) -

The County is a political subdivision of the State of Texas. The County is governed by the Commissioners
Court, composed of four elected County Commissioners and an elected County Judge. Each of these
officials serves a term of four years. The primary activities of the County include: the construction and
maintenance of county roads, provision of public safety through a sheriff's department, support of area fire
protection and ambulance service, administration of justice, correctional facilities, health and welfare
services, culture and recreation, and other social and administrative services.

For the year ended September 30, 2012, no other organizations have been combined for either blended or
discrete presentation in the County's financial statements. The following organizations are not considered
"related organizations."

Excluded from the reporting entity:

Adult Probation -

This entity is considered a separate agency of the State of Texas. While the County provides office space,
utilities, telephone and certain supplies, the operations of this unit are primarily provided for by the State. A
separate board develops the operating budget, which is also approved and controlled by the State of
Texas. Required County expenditures are disclosed as a department within the General Fund function of
Corrections. Due to custodial responsibility, the accounts of this entity are reported as an Agency Fund of
the County.
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JOHNSON COUNTY, TEXAS
Notes to the Financial Statements
For The Year Ended September 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Reporting Entity - continued

Johnson County Appraisal District -

This is a separate entity providing property appraisal services to all taxing units within the county. This
entity has its own governing board, elected by the various taxing units, which it serves; however, the taxing
units do not designate management or significantly influence operations. The Appraisal District's cost of
operations is divided on a prorated basis among the various taxing units within the county. Johnson
County's share of this cost is disclosed within the General Fund under the Financial Administration function.

Other entities within the county which provide similar services but are not included in the reporting entity
because they do not meet the criteria are: municipalities, school districts, drainage districts, hospital
districts, water districts and various non-profit organizations.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of activities)
report financial information on all of the nonfiduciary activities of the primary government. For the most
part, interfund activity has been removed from these statements; however, interfund services provided and
used are not eliminated in the process of consolidation. Governmental activities, which normally are
supported by taxes and intergovernmental revenues, are reported separately from business-type activities,
which rely to a significant extent on fees and charges for support. Johnson County has no business-type
activities.

The statement of activities demonstrates the degree to which the direct expenses of a given program
are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific
function or segment. Program revenues include 1) charges to customers or applicants who purchase,
use or directly benefit from goods, services, or privileges provided by a given program and 2) operating
or capital grants and contributions that are restricted to meeting operational or capital requirements of a
particular program. Taxes and other items not properly included among program revenues are reported
instead as general revenues.

Separate financial statements are provided for governmental funds, and fiduciary funds, even though the
latter are excluded from government-wide financial statements. Major individual governmental funds and
major individual enterprise funds are reported as separate columns in the fund financial statements.
The County has no enterprise fund.

Measurement Focus, Basis Of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary and fiduciary fund (excluding agency
funds, which have no measurement focus but are on the accrual basis of accounting) financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues in
the year for which they are levied. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been met.
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JOHNSON COUNTY, TEXAS

Notes to the Financial Statements

For The Year Ended September 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Measurement Focus, Basis Of Accounting, and Financial Statement Presentation - continued

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
County considers revenues to be available if they are collected within 60 days of the end of the current
fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment is due.

Revenues from property and other taxes, grants and contracts, fees (charges for services), fines
(including forfeitures), and interest associated with the current fiscal period are all considered to be
susceptible to accrual. Miscellaneous revenues are recorded as revenue when received in cash because
they are generally not measurable until actually received. Investment earnings are recorded as earned,
since they are both measurable and available.

Revenue from investments, including governmental external investment pools, is based upon fair value.
Fair value is the amount at which a financial instrument could be exchanged in a current transaction
between willing parties, other than in a forced or liquidation sale. Most investments are reported at
amortized cost when the investments have remaining maturities of one year or less at time of purchase.
External investment pools are permitted to report short-term debt investments at amortized cost,
provided that the fair value of those investments is not significantly affected by the impairment of the
credit standing of the issuer, or other factors. For that purpose, a pool's short-term investments are
those with remaining maturities of up to ninety days.

Grant funds are considered earned to the extent of the expenditures made under the provisions of the
grant. Accordingly, when such funds are received, they are recorded as deferred revenues until the related
and authorized expenditures have been made. If balances have not been expended by the end of the
project period, grantors sometimes require the County to refund all or part of the unused amount.

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services, or privileges provided, and 2) operating and capital grants and contributions. Internally
dedicated resources are reported as general revenues rather than as program revenues. Likewise,
general revenues include all taxes.

When both restricted and unrestricted resources are available for use, it is the County’s policy to use
restricted resources first, and then unrestricted resources as they are needed.
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JOHNSON COUNTY, TEXAS
Notes to the Financial Statements
For The Year Ended September 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Measurement Focus, Basis Of Accounting, and Financial Statement Presentation - continued

The County has presented the following major governmental funds:

The General fund is the County’s primary operating fund. It accounts for all financial resources of
the County, except those required to be accounted for in another fund. All general tax revenues
and other receipts that are not restricted by law or contractual agreement to some other fund are
accounted for in this fund. General operating expenditures, fixed charges and capital improvement
costs that are not paid through other funds are paid from the general fund.

The Road and Bridge special revenue fund accounts for the property taxes and fees from auto
registration, certificates of title, gross weight and axle fees, and approved expenditures for public
transportation projects.

The General Debt Service fund is utilized to account for property tax collections for the repayment
of general obligation bonded debt of the County.

The Motorola Simulcast Radio System (capital project) fund is used to account for capital
expenditures for the purchase and construction of a radio equipment system.

Additionally, the County reports the following fiduciary funds:

The agency funds account for assets that the government holds on behalf of others as their agent.
The County’s agency funds include Unclaimed Money, Tax Assessor/Collector, District and County
Clerk trusts, Sheriff Department Funds, Seizure and Restitution Funds, and Community
Corrections and Supervision (Adult Probation) funds.

New Pronouncements

GASB No. 60, “Accounting and Financial Reporting for Service Concession Arrangements”, was issued
November 2010. The management of the County does not believe that the implementation of this
statement will have a material effect on the financial statements of the County. This statement is effective
for periods beginning after December 15, 2011.

GASB No. 61, “The Financial Reporting Entity: Omnibus - an amendment of GASB Statements No. 14 and
No. 34", was issued November 2010. The management of the County does not believe that the
implementation of this statement will have a material effect on the financial statements of the County. This
statement is effective for periods beginning after June 15, 2012.

GASB No. 62, “Caodification of Accounting and Financial Reporting Guidance Contained in Pre-November
30, 1989 FASB and AICPA Pronouncements”, was issued December 2010. The management of the
County does not believe that the implementation of this statement will have a material effect on the
financial statements of the County. This statement is effective for periods beginning after December 15,
2011.

GASB No. 63, “Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources,
and Net Position”, was issued June 2011. The management of the County does not believe that the
implementation of this statement will have a material effect on the financial statements of the County. This
statement is effective for periods beginning after December 15, 2011.
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JOHNSON COUNTY, TEXAS
Notes to the Financial Statements
For The Year Ended September 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

New Pronouncements - continued

GASB No. 64, “Derivative Instruments: Application of Hedge Accounting Termination Provisions-and
amendment of GASB Statements No. 53", was issued June 2011. The statement was implemented and
did not have an impact on the County’s financial statements. This statement is effective for periods
beginning after June 15, 2011.

GASB No. 65, “ltems Previously Reported as Assets and Liabilities”, was issued March 2012. The
management of the District does not believe that the implementation of this statement will have a material
effect on the financial statements of the County, although it will reclassify items previously recorded as
assets and liabilities within the County’s financial statements as outflow and inflows of resources. This
statement is effective for periods beginning after December 15, 2012.

GASB No. 66, “Technical Corrections — 2012 - an amendment of GASB Statements No. 10 and No. 627,
was issued March 2012. The management of the County does not believe that the implementation of this
statement will have a material effect on the financial statements of the County. This statement is effective
for periods beginning after December 15, 2012.

Budgetary Data

The budget law of the State of Texas provides that amounts budgeted for current expenditures from the
various funds of the County shall not exceed the balances in the funds, plus the anticipated revenues for
the current year as estimated by the County Auditor. The legal level of budgetary control is at the category
or line item level (salaries and wages and employee benefits, and operating expenditures) within
departments of each fund. Any expenditure, which alters the total budgeted amounts of a fund must be
approved by Commissioners Court, and the budget amended. Budgets are adopted on a basis consistent
with generally accepted accounting principles.

Annual appropriated budgets are adopted for the General fund, certain special revenue funds (Road and
Bridge Fund, Lateral Road Fund, Right of Way Fund, Records Management and Preservation Fund,
Records Archive — County Clerk Fund, Records Archive — District Clerk Fund, Court Records Preservation
Fund, Justice of the Peace Technology Fund, Courthouse Security Fund, County/District Court Technology
Fund, District Court Records Technology Fund, Justice Court Building Security Fund, Juvenile Justice
Alternative Education Fund, Juvenile Probation Fees Fund, Juvenile Case Manager Fund, STOP Federal
Forfeiture Fund, District Attorney Forfeiture Fund, Sheriff Forfeiture Fund, County Essential — Capital
Murder Trial Fund, Law Library Fund, Special Crimes Operations Fund, STOP Operations Fund, Pre-Trial
Bond Supervision Fund, Indigent Health Care Fund, Indigent Defense Formula/Improvement Fund,
Guardianship Fee Fund, Election Services Contract Fund, Texas Information and Notification Everyday
(VINE) Grant Fund, Sexual Assault Prevention and Crisis Service Fund, 911 Addressing Maintenance
Contract Fund, State Criminal Alien Assistance Fund, Historical Society Account Fund, and the debt
service funds.

Prior to May 1 of each year, or as soon thereafter as practical, the County Judge, assisted by the County
Auditor, prepares a proposed operating budget for the subsequent fiscal year beginning the following
October 1st. The proposed operating budget establishes estimated revenues and other resources
available for appropriation. Proposed expenditures may not exceed estimated revenues, other resources,
and available fund balances.
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JOHNSON COUNTY, TEXAS
Notes to the Financial Statements
For The Year Ended September 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Budgetary Data - continued

Subsequent to May 15 and after proper publication of notice, a public hearing is conducted by the
Commissioners Court to obtain taxpayer comments. If an increase to the effective tax rate of more than 3%
is proposed as a result of the proposed budget, additional notices and public hearings are required.

After the public hearing(s) the Commissioners Court makes appropriate budget changes and adopts the
budget through the passage of an order at a regularly scheduled meeting. A separate order is adopted to
levy the taxes necessary to finance the budgeted expenditures.

Although the level of budgetary control is total revenues plus available fund balance, the County adopts its
budget at a line-item level for managerial control purposes. Line item level is defined for revenue purposes
as the type of revenue to be derived and for expenditure purposes by department and type of expenditures
(salaries and wages, and employee benefits; operating expenses/expenditures; and capital outlay).

At the discretion of Commissioner's Court, transfers of line item budgets within a fund may be made.
Amendments to provide for items not included in the original budget may be made by the Commissioners
Court upon finding and declaration of the existence of an emergency sufficient to require action. County
management has no prerogative to amend the budget without the approval of Commissioners Court.
Appropriations not exercised in the current year lapse at the end of the year. One hundred fifty-one
supplemental budget amendments in the general and special revenue funds were deemed necessary due
to the timing of planned expenditures and construction projects.

Encumbrances

Encumbrances represent commitments related to unperformed contracts for goods or services.
Encumbrance accounting - under which purchase orders, contracts and other commitments for the
expenditure of resources are recorded to reserve that portion of the applicable appropriation - is utilized.
Encumbrances outstanding at year-end are reported as a reservation of fund balances and do not
constitute expenditures or liabilities because the commitments will be honored during the subsequent
year. As of September 30, 2012, the County had no encumbrances outstanding.

Cash and Investments

Cash and temporary investments include amounts in demand deposits and short-term investments with a
maturity date within three months of the date acquired by the County. For purposes of the cash flow
statement, cash and temporary investments are considered cash equivalents. In accordance with GASB
Statement 31, “Accounting and Financial Reporting for Certain Investments and for External Investment
Pools”, investments are stated at fair value.

The County maintains a cash and investment pool that is available for use by all funds. Each fund type's
portion of this pool is displayed on the combined balance sheet as cash and temporary investments under
each fund's caption. Funds are allowed to exceed the amount of their equity in the pooled cash account.
Funds with overdrawn accounts are disclosed as an interfund payable in the liability section of the balance
sheet.
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JOHNSON COUNTY, TEXAS
Notes to the Financial Statements
For The Year Ended September 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Property Taxes

Property taxes are levied as of October 1st of each year with statements prepared and mailed at that date
or soon thereafter. The tax levy is based upon appraised property values as of each previous January 1st
for all taxable property within the County. Payments are due and payable when taxes are levied and may
be timely paid through January 31st. On February 1st, taxes become delinquent and subject to penalty
and interest charges. After June 30th, any uncollected taxes are subject to tax suit and additional charges
to offset related legal costs. The lien date for property taxes is July 1st.

The appraisal of property within the county is the responsibility of the Johnson County Appraisal District.
The Texas Legislature established the Appraisal District and the related Appraisal Review Board in 1979
through the adoption of a comprehensive Property Tax Code. The Appraisal District is required under the
Code to assess propert