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The Honorable District Judges of Denton County and
The Honorable Members of the Denton County Commissioners Court:

Chapter 114.025 and chapter 115.045 of the Local Government Code of the
State of Texas require that Denton County publish within six months of the close
of each fiscal year a complete set of financial statements presented in conformity
with generally accepted accounting principles (GAAP) and audited in accordance
with generally accepted auditing standards by a firm of licensed certified public
accountants. Per that requirement, we hereby issue the comprehensive annual
financial report of Denton County for the fiscal year ended September 30, 2013.

This report consists of management'’s representations concerning the finances of
Denton County. Consequently, management assumes full responsibility for the
completeness and reliability of all the information presented.in this report. To
provide a reasonable basis for making these representations, Denton County has
established a comprehensive internal control framework that is designed both to
protect the government’s assets from loss; theft; or misuse, and to compile
sufficient reliable information for the preparation of Denton County’s financial
statements in conformity with GAAP. Because the cost of internal controls
should not outweigh their benefits, Denton County's comprehensive framework of
internal controls has been designed to provide reasonable, rather than absolute,
assurance that the financial statements will be free from material misstatement.
We believe that, to the best of our knowledge and belief, this financial report is
complete and reliable in all material respects.

Denton County's financial statements have been audited by Pattillo, Brown and
Hill, LLP, a firm of licensed certified public accountants. The goal of the
independent audit was to provide reasonable assurance that the financial
statements of Denton County for the fiscal year ended September 30, 2013 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 auditors concluded, based upon the audit, that
there was a reasonable basis for rendering an unmodified opinion that Denton
County’s financial statements for the fiscal year ended September 30, 2013 are



fairly presented in conformity with GAAP. The independent auditors’ report is
presented as the first component of the financial section of this report.

The independent audit of the financial statements of Denton County was part of
the broader, federally mandated “Single Audit” designed to meet the special
needs of federal grantor agencies. The standards governing Single Audit
engagements require the independent auditors to report not only on the fair
presentation of the financial statements, but also on the audited government’s
internal controls and legal requirements involving the administration of federal
awards. These reports are included in the Single Audit section of this report.

GAAP require that management provide a narrative introduction, overview, and
analysis to accompany the basic financial statements in the form of
Management's Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement MD&A, and it should be read in conjunction with it.
Denton County's MD&A can be found immediately following the report of the
independent auditors. The financial section also includes government-wide
financial statements, fund financial statements, notes, required supplementary
information and the combining and individual fund financial statements and
schedules. The statistical section of this report includes selected financial and
demographic information on a multi-year basis.

PROFILE OF DENTON COUNTY

The County of Denton, established in 1846, is located in the north central part of
the state, which is considered to be a top growth area in the state, and one of the
top growth areas in the country. The County of Denton currently occupies a land
area of 911 square miles and serves a population of 694,050 according to the
most recent estimates of the North Central Texas Council of Governments. The
County of Denton is empowered to levy a property tax on both real and personal
property located within its boundaries.

Policy-making authority is vested in the Commissioners Court, consisting of the
County Judge and four County Commissioners. The Commissioners Court is
responsible, among other things, for adopting the budget and for setting policies.

The County provides a full range of services authorized by statute. Such
services include general governmental functions such as recording and licensing,
maintaining the county and district court systems, maintaining public facilities,
ensuring public safety, maintaining public health and welfare, aiding
conservation, and maintaining county roads and bridges.

The annual budget serves as the foundation for Denton County's financial
planning and control. All departments of the County are required to submit
budget requests to the budget officer during May each year. The budget officer
uses these requests to develop a proposed budget. The proposed budget is
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then presented to the Commissioners Court for review. The Commissioners
Court is required to hold public hearings on the proposed budget. The County is
required to adopt its budget by first day of the new fiscal year. The appropriated
budget is prepared by fund, function (e.g., public safety), and department. All
transfers of appropriations, either between departments or within an individual
department’s budget, require the approval of the Commissioners Court. Budget-
to-actual comparisons are provided in this report for each individual
governmental fund for which an appropriated annual budget has been adopted.

FACTORS AFFECTING FINANCIAL CONDITION

The information presented in the financial statements is perhaps best understood
when it is considered from the broader perspective of the specific environment
within which Denton County operates.

Local economy. Denton County is located in the north central part of Texas.
With approximately 694,050 citizens, it is the ninth most populous county in the
state. Major cities in the County include Denton which is the county seat,
Lewisville, Flower Mound and Carroliton. Denton County's many advantages
include climate, access to transportation, a young, skilled workforce, and its
educational facilities.

Denton County continues to experience strong growth in population and in its
economic base. The population has grown by almost 60% since the 2000
census and by nearly 120% since the 1990 census. During the same period, the
County's tax base has grown from $10 billion in 1990 to over $56 billion in 2013.

As with the nation as a whole, job cutbacks were felt in Denton County in both
manufacturing and service industries. Our September, 2013, unemployment rate
of 5.4% does compare favorably with the 6.3% statewide rate, and with the 7.2%
national rate. During the 2013 year, the County had over $1.35 billion in new
property added to the tax rolls. This is a 22% increase in new construction in the
County compared to the previous year, but it is considerably less than prior
years. Also, in 2013, approximately 5,000 new housing starts were added in the
County.

The economic outlook for Denton County remains very positive for the near
future. Major industrial investments in the past, which include Alliance Airport, a
Wal-Mart distribution center, and the Texas World Speedway, continue to attract
additional development in the County. New housing developments such as
Rayzor Ranch, the Hills of Denton, Hunter Ranch and Cole Ranch are expected
to add over 28,000 new housing units in the next 20 years, but construction has
slowed due to the nationwide recession. There also have been major
investments in the County by the healthcare profession with several major
hospitals undergoing significant expansions. These expansions have in turn
spurred additional investment in office buildings and other medical services. Also,
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corporate expansions by Target and Schlumberger have been completed. The
retail industry continues to expand throughout Denton County as the population
of the County continues to grow steadily. Denton County's two universities, the
University of North Texas and Texas Woman’s University, and North Central
Texas College continue to turn out a large number of skilled graduates each
year, and enroliment at these schools continues to increase significantly each
year. This labor supply, combined with air, rail and highway transportation
centers, adds assurance to the County’s continued economic growth.

Long-term Financial Planning. Denton County has adopted several financial
management policies to provide guidelines to insure its long-term financial
health. The General Fund Balance policy sets a minimum level for reserve
funds in the General Fund at 12% of current budgeted expenditures. It also
establishes guidelines for appropriate uses of excess reserves, and it sets out
strategies for the County when compliance has not maintained. The Debt
Management Policy establishes guidelines for debt issuance, debt levels,
appropriate types of debt to issue, and debt repayment schedules. These
policies have been adopted in the last nine years, and the County has remained
in compliance with them. To further strengthen our long-term financial planning,
Denton County adopted its first formal Capital Improvements Plan in 2009, and
the plan has been updated each year since.

Relevant Financial Policies. The continuing high inflation in health care costs,
and County's implementation of Government Accounting Standards Board
Statement 45 have created added emphasis on the cost of Other Post-
Employment Benefits (OPEB) in connection with the County’'s employee health
insurance program. Efforts to more clearly understand the impact of these future
costs have centered on more in-depth analysis of the county’s policies regarding
elegibility for OPEB and the levels of OPEB granted for employees’ service to the
County. Hopefully, fine tuning of these policies will result in the preservation of
employee benefits and in reductions in future costs to the county.

Major Initiatives. Continued implementation of the facilities and transportation
improvements identified in the Capital Improvement Plan was the major priority of
County management in 2013. Using funding from the 2009 and 2010 Permanent
Improvement Bond issues, the County completed construction of Phase Il of a
multi-step plan to develop a new administrative complex on property in Denton
owned by the County. Construction on the three buildings included in Phase Il of
the Adminstrative Complex was completed by early in the 2013 fiscal year.
Construction was begun on the County's law enforcement center and juvenile
detention center, and completion of these projects is expected in 2014. These
projects, along with ongoing projects related to the courts building, and the
criminal justice computer system will all help to insure that the County’s facilities
remain up to date and sufficient for conducting county business.
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A major portion of the funding from the 2010 and 2012 Pl Bonds was dedicated
to transportation improvements. The County was very active in finalizing
contracts with municipalities in the County and with the State of Texas to insure
that needed improvements were begun. We also hired several engineering firms
to plan and design projects where the funding contracts were already in place.
Both the facilities and the transportation initiatives will carry forward into the 2014
fiscal year.

AWARDS AND ACKNOWLEDGMENTS

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to Denton County for its
comprehensive annual financial report (CAFR) for the fiscal year ended
September 30, 2012. This was the twenty-second consecutive year that the
government has received this prestigious award. In order to be awarded a
Certificate of Achievement, the County must publish an easily readable and
efficiently organized CAFR. This report satisfied both GAAP and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We believe
that our current CAFR 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.

In addition, the government also received the GFOA's Distinguished Budget
Presentation Award for its annual budget document dated October 1, 2012. In
order to qualify for the Distinguished Budget Presentation Award, the
government’s budget document was judged to be proficient in several categories,
including serving as a policy document, a financial plan, an operations guide, and
as a communications device.

The preparation of this report would not have been possible without the efficient
and dedicated services of the entire staff of the County Auditor’s office. Credit
also must be given to the County Treasurer, Budget Office, Purchasing
Department and Human Resources Department for their support for maintaining

es A. Wells, CPA
Denton County Auditor
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PATTILLO, BROWN & HILL, .LPp.

CERTIFIED PUBLIC ACCOUNTANTS B BUSINESS CONSULTANTS

INDEPENDENT AUDITOR’S REPORT

To the Honorable County Judge and
Commissioners’ Court
Denton County, Texas

Report of the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of Denton 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
error.

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.

1
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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 the Denton County, Texas, as of September 30, 2013, and the respective
changes in financial position and, where applicable, cash flows thereof and the respective budgetary
comparison for the General Fund 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 and the Schedule of Funding Progress for the employees’
retirement system and other post-employment benefit plans on pages 4—~15 and 60 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 Denton County, Texas’ basic financial statements. The introductory section,
combining and individual nonmajor fund financial statements and schedules, and statistical section are
presented for purposes of additional analysis and are not a required part of the basic financial statements.
The schedule of expenditures of federal and state awards is presented for purposes of additional analysis
as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, Non-Profit Organizations, and the State of Texas Uniform Grant Management Standards,
and is also not a required part of the basic financial statements.

The combining and individual nonmajor fund financial statements and schedules and the
schedule of expenditures of federal and state awards 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 and individual nonmajor fund financial statements and schedules and the schedule of
expenditures of federal and state awards are fairly stated, in all material respects, in relation to the basic
financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an opinion or
provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
March 27, 2014, on our consideration of the Denton 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 Denton
County, Texas’ internal control over financial reporting and compliance.

Tardlo, Browm <« hL, L.Lf

Waco, Texas
March 27, 2014



Denton County, Texas
MANAGEMENT’S DISCUSSION AND ANALYSIS

This discussion and analysis of Denton County's financial performance provides
an overview of the County’s financial activities for the fiscal year ended
September 30, 2013. The MD&A should be read in conjunction with the
accompanying transmittal letter, the basic financial statements and the
accompanying notes to those financial statements.

FINANCIAL HIGHLIGHTS

e Denton County’s liabilities exceeded its assets and deferred outflows, at
the close of the most recent fiscal year by $(126,616,537) (net position).
Of this amount $17,229,999 is restricted for specific purposes.
Unrestricted net position is $(318,822,424).

e As of the close of the current fiscal year, Denton County’s governmental
funds reported combined ending fund balances of $287,380,203, an
increase of $15,028,132 in comparison with the prior year. Of this total
amount, $33,575,223 is available for spending at the government's
discretion (unassigned fund balance).

e At the end of the current fiscal year, unassigned fund balance for the
general fund was $33,590,723 or 28.30 percent of the total general fund
expenditures.

e Denton County’s total bonded debt increased by $42,330,000 (7.64
percent) during the current fiscal year. The key factors in this increase are
that the County issued $109,795,000 in new bonded debt in 2013 while
over $17 million in previously issued debt was retired during the year.
$49,725,000 in previously issued bonds was refinanced at lower interest
rates to save the County almost $4,800,000 in interest expenses.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to Denton
County’s basic financial statements. Denton County’s basic financial statements
comprise 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 Denton
County’s finances, in a manner similar to a private-sector business. They present



the financial picture of the County from an economic resources measurement
focus using the accrual basis of accounting. These statements include all assets
of the County (including infrastructure) as well as all liabilities (including long-
term debt). Additionally, certain eliminations have been made as prescribed by
GASB Statement No. 34 in regards to inter-fund activity, payables and
receivables.

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

The statement of activities presents information showing how the County’s net
position changed during the most recent 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).

Both of the government-wide financial statements distinguish functions of Denton
County that are principally supported by taxes and intergovernmental revenues
(governmental activities) from other functions that are intended to recover all or
significant portion of their costs through user fees and charges (business-type
activities). The governmental activites of Denton County include general
government, public safety, roads and bridges, public health and judicial.

The government-wide financial statements can be found on pages 16-17 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. Denton 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 Denton 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 the government-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows
of spendable resources, as well as on balances of spendable resources at the
end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements.



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

Denton County maintains 38 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 Fund, the Debt Service Fund, the 2009 Permanent
Improvement Bond Fund, the 2010 PI Bond Project Fund, 2012 Pl Bond Fund,
and the 2013 Pl Bond Fund all of which are considered to be major funds. Data
from the other 32 governmental 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.

Denton County adopts an annual appropriated budget for the General Fund, the
Debt Service Fund and for certain of the Special Revenue Funds. Budgetary
comparison schedules have been provided for all budgeted funds to demonstrate
compliance with this budget.

The basic governmental fund financial statements can be found on pages 18-24
of this report.

Proprietary fund. Denton County maintains one type of proprietary fund. The
internal service fund is an accounting device used to accumulate and to allocate
costs internally among Denton County’s various functions. Denton County uses
an internal service fund to account for its self-insurance program for employee
health and dental benefits. Because this program predominantly benefits
governmental rather than business-type functions, it has been included within
governmental activities in the government-wide financial statements.

The basic proprietary fund financial statements can be found on pages 25-27 of
this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the
benefit of parties outside the government. Fiduciary funds are nof reflected in the
government-wide financial statement because the resources of those funds are
not available to support Denton County’s own programs. The accounting used
for fiduciary funds is much like that used for proprietary funds.



The basic fiduciary fund statement can be found on page 28 of this report.

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 statement can be found on pages 29-59 of this report.

Other information. In addition to the basic financial statements and
accompanying notes, this report also presents certain required supplementary
information and combining and individual fund statements for the Debt Service
Fund and the Special Revenue Funds.

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 Denton County, liabilities
exceeded assets and deferred outflows of resources by $126,616,537 at the
close of the most recent fiscal year.

The largest portion of Denton County’s net position represents cash and
investments that are to be used for capital improvements for the County. The
County’s investment in capital assets (e.g., land, buildings, machinery, and
equipment) is more than offset by the related debt used to acquire those assets
that is still outstanding. This results in a negative number for the County’s total
net position. Although Denton 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.

Denton County Net Position

The County’s net position for the fiscal years ended September 30, 2013 and
2012 are summarized as follows:



2013 2012

Current and other assets 320,067,266 $ 302,731,359
Capital assets (net of depreciation) 228,690,114 205,191,799

Total assets 548,757,380 507,923,158
Current and other liabilities 23,377,055 19,865,604
Long-term liabilities 651,996,862 601,307,586

Total Liabilities 675,373,917 621,173,190

Net position:

Net investment in capital assets 174,975,888 161,726,144
Restricted 17,229,999 16,398,831
Unrestricted (318,822,424) (281,375,007)

Total net position

$ (126,616,537) $ (113,250,032)

About 3.14% of Denton County’s total assets represent resources that are
subject to external restrictions on how they may be used. Restrictions include
statutory requirements, bond covenants and granting conditions. Also, in many
instances, liabilities that have affected the County’s net assets in a negative
manner have financed non-County road projects and therefore have not resulted
in a corresponding increase in County assets.

The County’s net position decreased by $7.4 million, excluding a prior period
adjustment during the current fiscal year. Key components of this decrease
include the following:

Unrestricted net position decreased by nearly $25.3 million as a result of
expenses financed by long-term debt proceeds for infrastructure
improvements not owned by the County. Expenses from debt proceeds
generally also increase county assets, but Denton County has voluntarily
lent its support to improving state and city-owned roads and highways.
Without these types of expenses, Denton County would have experienced
an increase in net position during 2013.

An increase in net position in the internal service fund of $4.49 million due
to increased plan premiums and a decrease in overall claims paid in 2013.

A reporting requirement for debt in government-wide statements is that the
principal debt payments of $17,740,000 are expenditures in the traditional
fund statements and a reduction of debt (which increases net position) in
the government-wide financial statements.



e Investments increased by $20.1 million primarily due to the issuance of
over $70 million in new bonded debt, and to the expenditure of $54 million
of proceeds from previously issued permanent improvement bonds.

e Net position was also decreased by $5.97 million due to required
adjustment to ending position in FY 2012. This was necessary due to a
reporting error in the county’s criminal justice computer system.

Governmental activities. Governmental activities, which are the County’s only
activities, decreased Denton County’s net position by $7,391,400. Key elements
of this decrease are as follows:

2013 2012
Revenues:
Net Program Revenues:
Charges for services $ 24126,115 $ 23,412,290
Operating grants and contributions 26,912,531 25,669,604
Capital grants and contributions 673,691 820,766
General Revenues:
Property taxes 155,505,737 149,738,540
Unrestricted investment earnings 536,010 584,091
Total revenues 207,754,084 200,225,291
Expenses:
General government 20,755,105 21,506,924
Judicial 20,043,132 19,717,321
Legal 12,414,856 12,186,816
Financial management 6,586,692 6,499,141
Public Facilities 10,907,349 10,263,736
Public Safety 70,230,759 67,781,949
Health and welfare 9,333,897 10,814,737
Conservation 367,272 366,965
Contractual 3,079,664 3,016,238
Roads Maintenance 38,433,544 39,807,090
Interest on long-term debt 23,003,214 23,323,098
Total expenses 215,145,484 215,284,015
Changes in net position (7,391,400) (15,058,724)
Net position - beginning (113,250,029) (98,191,305)

Prior Period Adjustment
Net position - ending

(5,975,108)

$ (126,616,537) $

(113,250,029)




Key elements of the analysis of government-wide revenues and expenses reflect
the following:

e Property tax revenues increased by $5.67 million (3.7%) during the year.
This increase is the result of increases to the tax base that totaled $1.3
billion and a 1.15% increase in the effective tax rate. Taxes were
increased to fund salary and benefit increases for county employees and
for increased debt service.

e Both charges for services and grants and contributions increased by
significant amounts as the county's increased population and stronger
economy resulted in an increased demand for county services.

e Total expenses were almost unchanged year. Increases in spending in
the judiciary system and in public safety due were offset by declines in
government, health and road maintenance expenses. The county
continues to increase efficiency of service provision to offset increases in
mandated costs such as in the criminal justice system. Also, 2013 was the
fifth year for Denton County to implement the provisions of GASB 45, and
this resulted in additional recognition of expenses for other post-
employment benefits that totaled $9.35 million.

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS

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

Governmental funds. The general governmental functions are reported in the
General, Special Revenue, Debt Service and Capital Projects funds. The focus
of Denton County’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is
useful in assessing Denton County’s annual financing and budgeting
requirements. In particular, unassigned fund balance may serve as a useful
measure of the County’s net resources available for spending at the end of the
fiscal year.

At the end of the current fiscal year, Denton County’s governmental funds
reported combined ending fund balances of $287,380,203, an increase of $15.0
million in comparison with the prior year. Approximately 12.4 percent of this total
amount ($33.58 million) constitutes unassigned fund balance, which is available
for spending at the County’s discretion. The remainder of fund balance is divided
among assigned fund balance of $0, commited fund balance of $0, restricted
fund balance of $253,683,080 and non-spendable fund balance of $121,900.
The County’s ability to spend each of these types of fund balance is more limited
than with unassigned fund balance, and the limitations on spending are
discussed more fully in the notes to the financial statements.
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The general fund is the chief operating fund of Denton County. At the end of the
current fiscal year, unassigned fund balance of the general fund was
$33,5690,723, while total fund balance was $33,712,622. 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 represents 28.78% of total general fund expenditures, and total fund
balance represents 28.88% of that same amount.

The fund balance of Denton County’s general fund increased by $4.5 million
during the current fiscal year, even though $4.1 million was transferred to other
governmental funds. Key factors that enabled the County to increases the level
of fund balance are as follows:

e Total revenues from taxes increased over the prior year by $5.6 million.
Taxes increased due a slight increase in the tax rate, and because of an
increase in taxable property. Fees and licenses and permits also increased by
$2.5 million as demand for services continued to increase and a new County
Clerk Records Archive fee was in effect for its first full year.

e Expenditures in the General Fund increased by $2.2 million (1.8%) over prior
year totals. Spending has increased only slowly in the recent past. County
management continued to hold the line on spending but did grant employee
raises averaging 2.5%. Only 8 new employees were funded in the 2013
adopted budget.

e Fund balances in capital projects funds remained stable as spending from
debt proceeds was offset by the County’s issuance of $55 million in new debt
during the year. Numerous road and building construction projects that were
initiated in prior years continued, and several new projects were begun.

The debt service fund has a total fund balance of $2,870,387 all of which
will be used for the payment of debt service.

GENERAL FUND BUDGETARY HIGHLIGHTS

The County budget is prepared in accordance with financial policies approved by
the Commissioners Court, and in accordance with accounting principals
generally accepted in the United States. The budget is prepared by the Budget
Officer and approved by the Commissioners Court. The approved budget is
used as a management control device during the year, and appropriations are
set at the expenditure line item level. Budgetary transfers between departments
must be approved by the Commissioners Court.

Differences between the original budget and the final amended budget were

moderate (a $1,343,000 increase in appropriations), and were primarily for the
following:

11



o The re-appropriation of funds for prior year-end encumbrances
($533,000), and,

e The appropriation of funds received during the budget year from grant
programs ($800,000)

During the year, however, revenues exceeded budgetary estimates and
expenditures were less than budgetary estimates. Major variances include:

e Property tax revenue exceeded budget by 2.0% ($1.9 million) due to
higher than expected collection rates and to increased penalties and
interest on collections of delinquent taxes.

e Licenses, intergovernmental revenue, and fees of office exceeded
budgeted amounts by between 8% and 16% due to increases in vehicle
sales, mixed beverage taxes, grant programs and communcations
contract fees, and an increase in demand for services.

e Due to interest rates that remained at historic lows throughout the year,
investment income was under budget almost 50%.

e Total general fund expenditures were 95.1% of the amended budget, and
most functional areas of expenditures varied less than 5% from the
amended budget. Major savings were realized in the Public Facilities and
General Governmental areas of the budget. Salary, operational
expenditures, and insurance savings offset increased expenditures for
employee health insurance, prisoner related expenses, and court related
expenditures.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital assets. Denton County’'s investment in capital assets for its
governmental activities as of September 30, 2013 totals almost $229,000,000
(net of accumulated depreciation). This investment in capital assets includes
land, buildings and improvements, machinery and equipment, roads, and
bridges.

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

e A variety of transportation construction projects were initiated or
continued at a cost of $24 million, financed by road bonds.

e A project to construct a road and bridge service center in
Commissioner Precinct 1 was completed. This project had a cost of
$2.45 million and was being funded by the 2008 Tax Note Fund.

e The County continued the implementation of a master planning project
for approximately 40 acres of land in eastern Denton that was
acquired for $3.9 million in 2006. The master plan calls for a campus
with five separate county facilities that will be constructed in phases.
Constuction of Phase | was completed in FY 2011. Construction of
the three separate Phase |l buildings was completed in 2013, with a

12



construction cost of over $29 million. Phase Il provided new office
space for the Adult Probation, Technology Services, Elections, and
Public Facilities departments.

e A formal capital improvements planning process for the County was
continued by a county official committee chaired by the Budget
Director. The first five-year plan was adopted by the Commissioners
Court in the summer of 2007, and implementation continued in fiscal
2013. The plan is updated annually by the County. Design and
construction for the jail expansion, juvenile probation expansion, and
Lewisville government center expansion projects in this plan continued
during in fiscal 2013.

Denton County’s Capital Assets

Accumulated Net Capital

Governmental Activities: Cost Depreciation Assets
Land $ 11,722,666 $ % $ 11,722,666
Buildings and Improvements 165,997,914 32,960,167 133,037,747
Machinery & Equipment 43,027,910 30,899,088 12,128,822
Infrastructure 179,329,986 141,335,847 37,994,139
Construction in Progress 33,806,540 - 33,806,540

Total $ 433,885,016 $ 205,195,102 § 228,689,914

Additional information of Denton County's capital assets can be found in note
IV.C of this report.

Long-term debt. At the end of the current fiscal year, Denton County had total
bonded debt outstanding of $596,245,000. Article 3, Section 52e of the Texas
Constitution establishes the County’'s outstanding debt limit at an amount no
greater than 25% of its real property valuation.

Denton County’s total bonded debt increased by $42,330,000 7.64 percent)
during the current fiscal year. Denton County issued bonds and notes totaling
$109,795,000 and a total of $17,740,000 in debt was retired. The County also
refunded $49,725,000 in existing debt as part of the larger bond issuance.

Denton County’s bond ratings were upgraded in 2009 from “AA+” to “AAA” by
Standard & Poor's and in 2010 from “Aa1” to “Aaa” by Moody's for general
obligation debt. Both ratings agencies cited the County’s growing tax base,
growing population, and strong financial management policies as rationale for
their ratings upgrades.

Additional information on Denton County’s long-term debt can be found in note
IV-F of this report.
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

e The unemployment rate for Denton County is currently 5.5 percent,
which is slightly improved over the rate of 5.6 percent a year ago. The
County’'s rate does compare favorably to the state's average
unemployment rate of 6.4 percent and the national average rate of 7.2
percent.

e New construction and improvements to the County’s tax rolls provided
an additional $3.7 million in property tax revenues for 2014 without
requiring a tax rate increase over the County’s effective tax rate.

e By limiting other increases in spending and due to the larger than
expected additional tax revenue, salary increases of 4% were
approved for county employees in the FY 2014 budget. This is the
largest raise in more than 5 years.

¢ Increases in costs for health and dental care eased in 2013. Because
of this, the increase in the County’s funding to the employee benefit
plan for 2014 was only $683,000 ($362 per employee per year). This
is the smallest annual increase in budgeted health insurance in over 5
years.

e A $3.2 million expenditure increase for debt service was included in
the 2014 budget due to the new bonded debt issued in 2013. In
preparation for opening the jail and juvenile detention expansions,
budgetary funding was approved for 82 new employees county-wide.
This is the highest number of new positions approved in the last
decade.

e The County’'s tax base increased by $2.62 billion for 2014. This
increase was the result of over $1.3 billion in new property being
added to the tax roll. Also, increases in the value of land and existing
improvements offset decreases in the valuations of mineral property
and business personal property.

All of these factors were considered in preparing Denton County’s budget for
the 2014 fiscal year.

At the end of the current fiscal year, fund balances in the governmental funds
totaled $287.4 million. Denton County has appropriated $15 million of this
amount for spending in the 2014 fiscal year budget. $3 million of fund
balance in the Capital Improvement Fund is appropriated for expenditures in
2014. This is a decision of County management to fund certain capital
expenditures from reserve funds and to forego issuing debt for them. Almost
$2.0 million in the Debt Service Fund is appropriated for 2014. It is expected
that conservative revenue budgets and the historical spending of less than
100% of budgeted expenditures will serve to make the actual decrease in
fund balance far less than budgeted.
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REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of Denton
County’s finances for all those with an interest in the government’s finances.
Questions concerning any of the information provided in this report or
requests for additional financial information should be addressed to the
County Auditor’s Office, 401 W. Hickory, Suite 423, Denton, Texas, 76201.

15






BASIC FINANCIAL STATEMENTS



Denton County, Texas
STATEMENT OF NET POSITION

September 30, 2013 Governmental
Activities
ASSETS
Cash $ 11,519,659
Investments 300,579,774
Receivables: =
Taxes 2,468,518
Accrued Interest 2,732
Other Receivables 237,546
Fines Receivable 5,561,680
Less Allowance for Uncollectables (3,040,467)
Due from Other Governments 1,600,852
Inventories 121,900
Deferred Charges 1,015,072
Capital Assets:
Land 11,722,666
Buildings 165,997,914
Depreciation on Buildings (32,960,167)
Equipment 43,027,910
Depreciation on Equipment (30,899,088)
Infrastructure 179,329,986
Depreciation on Infrastructure (141,335,847)
Construction in Progress 33,806,740
TOTAL ASSETS 548,757,380
LIABILITIES
Accounts Payable 14,140,330
Wages Payable 1,952,899
Interest Payable 4,592,681
Due to Other Governments 1,283,703
Other Payables -
Unearned Revenue 1,407,443
Non Current Liabilities:
Due within One Year 23,691,308
Due in More than One Year 628,305,554
TOTAL LIABILITIES 675,373,917
NET POSITION
Net Investment in Capital Assets 174,975,888
Restricted for Road and Bridge 5,557,055
Restricted for Records Management 2,546,607
Restricted for Juvenile Probation 646,496
Restricted for Indigent Health 5,431,796
Restricted for Law Enforcement 848,424
Restricted for Technology & Security 682,332
Restricted for Other Purposes 1,517,289
Unrestricted (318,822,424)
Total Net Position $ (126.616,537)

See the notes to the financial statement.
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Denton County, Texas

RECONCILIATION OF THE STATEMENT OF REVENUES

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

For the Fiscal Year Ended September 30, 2013

Amounts reported for governmental activities in the statement of activities (p. 17)
are different because:
Net change in fund balances - total governmental funds (p. 19) $ 15,028,132

Governmental funds report all capital outlays as expenditures. However, in
the statement of activities the cost of some of the assets is allocated over
their estimated useful lives and reported as depreciation expense.

This is the amount by which capital outlays for County owned assets

were more than depreciation in the current period. 23,804,254

The net effect of various miscellaneous transactions (deletions) involving
capital assets. (305,939)

Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the funds. (24,099)

Some expenses reported in statement of activities are not fund expenditures

(e.g. compensated absences and other post-employement benefits which
are liabilities not normally liquidated with current financial resources). (10,013,826)

The issuance of long-term debt (e.g., bonds, leases) provides current financial
resources to governmental funds, while the repayment of the principal of
long-term debt consumes the current financial resources of governmental
funds. Neither transaction, however, has any effect on net assets. This
amount is the net effect of these differences in the treatment of
of long-term debt and related items. (40,368,249)

Internal service funds are used by management to charge the costs to account
for group medical self-insurance and flexible spending accounts of

employees. The net revenue/(loss) is reported with governmental
activities. 4,488,327

Change in net position of governmental activities (p. 17) $ (7,391,400)

See the notes to the financial statements.
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GENERAL FUND

STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL

For the Year Ended September 30, 2013

REVENUES

TAXES

LICENSES AND PERMITS
INTERGOVERNMENTAL
FEES OF OFFICE

FINES

INTEREST
MISCELLANEOUS

TOTAL REVENUES

EXPENDITURES
GENERAL GOVERNMENT

COMMISSIONERS COURT
COMMISSIONER, PRECINCT #1
COMMISSIONER, PRECINCT #2
COMMISSIONER, PRECINCT #3
COMMISSIONER, PRECINCT #4
COUNTY JUDGE

BAIL BOND BOARD

COUNTY CLERK

HUMAN RESOURCES

PURCHASING DEPARTMENT
VEHICLE MAINTENANCE DEPARTMENT
NON-DEPARTMENTAL

FINANCIAL INFORMATION SYSTEMS
INFORMATION SERVICES

PRINT/MAIL DEPARTMENT

PUBLIC WKS/GEOGRAPHIC INFO SYS
DEPT OF PUBLIC WORKS/PLANNING
HIST COMM HOT FUNDS GRANT
CHOS/BAYLESS-SELBY MUSEUM 2013
OFFICE OF HISTORY & CULTURE

RECORDS MANAGEMENT DEPARTMENT

CHOS/BAYLESS SELBY GRANT 2010
VETERANS SERVICE OFFICE
ELECTIONS ADMINISTRATION DEPT

CIVIL SERVICE COMMISSION
COUNTY WIDE TECHNOLOGY

Total General Government

JUDICIAL

JUDICIARY AND COURT SUPPORT
16TH DISTRICT COURT

168TH DISTRICT COURT

211TH DISTRICT COURT

362ND DISTRICT COURT

Budget Amounts

Variance
Positive(Negative)

Original Revised Actual With Final Budget
$ 94,440,774 $ 94,440,774 $ 96,328,002 $ 1,887,228
2,520,000 2,520,000 2,937,701 417,701
4,862,762 6,755,806 7,759,037 1,003,231
12,954,500 12,954,500 14,097,132 1,142,632
3,540,000 3,540,000 3,390,803 (149,197)
201,000 201,000 104,320 (96,680)
1,633,464 1,663,440 1,775,192 111,752
120,152,500 122,075,520 126,392,186 4,316,666
118,401 117,401 117,015 386
217,172 221,222 217,086 4,136
221,880 221,880 220,742 1,138
230,794 231,794 231,634 260
221,421 224,508 224,032 476
335,577 335,577 334,450 1,127
3,129 3,129 1,641 1,488
3,674,987 3,670,525 3,616,172 154,353
950,354 952,104 939,805 12,299
905,442 905,501 897,824 7,677
349,685 367,606 354,372 13,234
6,309,827 3,769,560 1,747,236 2,022,324
98,160 98,160 83,896 14,264
2,328,519 2,627,828 2,540,358 (12,530)
329,392 329,392 305,130 24,262
402,200 444,829 440,993 3,836
416,622 416,717 406,703 10,014

25,000 2,961 2,961 -

83,188 108,570 103,037 5,533
369,639 376,407 374,527 1,880
269,697 275,833 263,148 12,685
32,215 38,444 37,529 915
386,269 386,269 384,349 1,920
1,336,214 1,382,860 1,333,670 49,190
11,075 11,076 606 10,469
2,008,750 2,163,674 2,104,947 58,727
21,635,609 19,583,826 17,183,765 2,400,062
375,415 370,915 336,213 34,702
701,329 913,793 998,495 (84,702)
695,182 955,482 935,769 19,713
712,503 850,750 871,291 (20,541)
709,147 934,894 889,474 45,420
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GENERAL FUND

STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES - BUDGET AND ACTUAL - (Continued)
For the Year Ended September 30, 2013

Budget Amounts Variance
Positive(Negative)
Original Revised Actual With Final Budget
367TH DISTRICT COURT 710,880 843,200 883,836 (40,636)
393RD DISTRICT CT - FAMILY LAW 555,217 644,047 626,263 17,784
431ST DISTRICT COURT 566,058 566,058 434,082 131,976
COUNTY COURT AT LAW NO. 1 626,374 627,773 499,179 128,594
COUNTY CRIMINAL COURT #2 617,135 643,534 633,387 10,147
COUNTY COURT AT LAW #2 / CIVIL 388,295 389,739 377,199 12,540
PROBATE COURT 1,628,175 1,632,433 1,544,416 88,017
COUNTY CRIMINAL COURT #1 619,164 661,108 664,541 (3,433)
COUNTY CRIMINAL COURT #3 612,766 624,210 628,982 (4,772)
COUNTY CRIMINAL COURT #4 607,072 723,471 697,928 25,543
COUNTY CRIMINAL COURT #5 679,315 680,714 626,735 53,979
DISTRICT CLERK 1,667,597 1,679,807 1,672,452 7,355
COUNTY COURT ADMINISTRATOR 94,107 94,107 93,874 233
JUSTICE OF THE PEACE, PCT 1 492,643 492,803 489,106 3,697
JUSTICE OF THE PEACE, PCT 2 336,066 336,141 322,860 13,281
JUSTICE OF THE PEACE, PCT 3 460,887 460,928 447,210 13,718
JUSTICE OF THE PEACE, PCT 4 335,037 335,037 333,581 1,456
JUSTICE OF THE PEACE, PCT 5 502,311 502,311 492,993 9,318
JUSTICE OF THE PEACE, PCT 6 379,687 379,687 373,154 6,533
JUVENILE CASE MANAGER 54,348 54,348 47,331 7,017
DISTRICT COURT ADMINISTRATOR 184,899 184,899 184,454 445
JURY AN