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INDEPENDENT AUDITORS’ REPORT

The Honorable Commissioners
of Shawnee County, Kansas:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of Shawnee County, Kansas
(the County), as of and for the year ended December 31, 2006, 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. Qur 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; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and the Kansas Municipal Audit Guide. 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
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of Shawnee County, Kansas, as of December 31, 2006,
and the respective changes in financial position and cash flows, where applicable, thereof and the
respective budgetary comparison for the general fund and health agency 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 August 16,
2007 on our consideration of the County’s 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 conirol 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.

RSM McGladrey Network

An Irdependently Owned Member



The Management’s Discussion and Analysis on pages 3 through 13 is not a required part of the basic
financial statements but is supplementary information required by accounting principles 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the County’s basic financial statements. The accompanying supplementary
information listed in the table of contents, including the schedule of expenditures of federal awards as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, 1s presented for purposes of additional analysis 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, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

August 16, 2007



MANAGEMENT’S DISCUSSION AND ANALYSIS

This discussion serves as an introduction, overview, and analysis of Shawnee County's financial statements for
the year ended December 31, 2006. The information contained herein is intended to provide the reader of the
financial statements with a well-rounded picture of the County’s financial condition and should be read in
conjunction with the accompanying financial statements and notes.

I. FINANCIAL HIGHLIGHTS

This 1s the County’s fourth year using a new financial reporting model as required by the provisions of GASB
(Governmental Accounting Standards Board) Statement No. 34. Four years of financial statements using the same
reporting mode! allows us to compare the financial statements for 2006 with the statements from the previous
three years. This comparison can be used to better understand and analyze the financial status of the County.
While the focus of this analysis will be on comparing 2006 with 2005, data from 2004 and 2003 is aiso valuable
to show possible trends in the County’s finances.

One of the biggest highlights of 2006 is the continued growth of the County’s General Fund balance. The $2,195,
812 increase from 20035 to 2006 demonstrates the County’s ability to maintain a significant fund balance over a
three-year period. In fact, the County has significantly increased the fund balance of the General Fund for three
straight years. The County’s General Fund balance is extremely important to the County’s financial security and it
is a factor that is used by rating services to calculate the County’s rating for the issuance of bonds and temporary
notes,

Another positive indicator is the County’s substantial increase in net assets by $32,914,836 from 2005 to 2006.
This equates to a 44.14% increase. This increase was attributable to a $39,857,910 increase in total assets held by
the County while increasing total liabilities by only $6,943,074, This increase of $32,914,836 from 2005 to 2006
was preceded by an increase of $13,918,806 from 2004 to 2005.

Another highlight of 2006 is the 65.05% increase in the County’s General Fund revenue from investments
compared to 2005, County General Fund revenue from investments in 2006 was $3,275,584 compared to
$1,984,638 in 2005.

* Fund Balance - At the end of 2004, the County’s General Fund balance was $11,226,736 and increased
to $12,731,189 in 2005. This upward trend continued i 2006. In 2006, the fund balance for the General
Fund increased to $14,927,001 with $11, 398,651 unreserved. This was a 17.2% increase in the General
Fund balance from 2005 to 2006. More importantly, the County’s General Fund balance for 2006 was
18% of the County’s budgeted revenue with 76% of that balance being unreserved. In 2005 the fund
balance was 16% of budgeted revenue and in 2004, the fund balance was 14.4% of the total 2004
budgeted revenue. In comparison, the General Fund balance was only 6.6% of the County’s budgeted
revenue in 2003. For the past three years, the unreserved General Fund balance was over 10% of the
budgeted revenue. The County hopes to maintain an unreserved balance equivalent to 0% of the
County’s General Fund budget.

e Net Assets — In 2006, Shawnee County’s total assets exceeded liabilities by $107,488,666. This is a
substantial increase over 2005. In 2005, the County’s assets exceeded liabilities by $74,573,830. In
comparison, Shawnee County’s total assets exceeded liabilities by $60,655,024 in 2004. Of the
$107,488,666 total net assets for 2006, $26,149,934 could be used to meet the government’s ongoing
obligations to citizens and creditors. The remaining $81,338,732 was invested in capital assets, net of
related debt or otherwise restricted by law. In 2005, $4,048,464 could be used {o meet the government’s
ongoing obligations to citizens and creditors while the remaining $70,525,366 was invested in capital
assets or otherwise restricted. Net assets increased by 2.2% for business-type activities from 2005 to



2006 compared to 3.3% from 2004 to 2005. The net assets for governmental activities increased by
46.56% from 2005 to 2006 compared to 24.3% from 2004 to 2005. As a whole, there was a 44.14%
Increase in net assets from 2005 to 2006. In comparison, there was a 23% increase in net assets from 2004
to 2005 and the increase in net assets from 2003 to 2004 was 14%.

* Investments — In 2004, investment revenue for the County’s General Fund was $754,824 and in 2005
investment revenue climbed to $1,984,638. Revenue from interest jumped 63.05% in 2006 to $3,275,584.
Investment revenue is important to the County’s General Fund because it can be used for the County’s
day-to-day operations. Investment revenue decreases the amount of taxes required for County operations,
For this reason, the County usually has 95% of available cash invested. Although these investments are
short-term, rising interest rates brought higher than expected interest revenue in both 2005 and 2006.
Budgeted revenue for the General Fund was only $811,088 in 2006.

11. OVERVIEW OF THE FINANCIAL STATEMENTS
A. Understanding the Financial Statements

This management’s discussion and analysis is intended to serve as an introduction to Shawnee County’s basic
financial statements by providing the reader with a broad overview of the financial statements which will assist
the reader in understanding the statements themselves. The notes to the financial statements, which foliow the
statements, are also essential for the reader’'s understanding of the financial statements because they contain
valuable additional information necessary for' gaining a complete understanding of the County’s financial
position. Supplementary information is also included at the end of this report to provide additional information for
the reader. This supplementary information includes a Summary Schedule of Prior Year Audii Findings and a
Schedule of Findings and Questioned Costs.

The basic financial statements of the County include the government-wide financial statements as well as fund
specific financial information for the General Fund, Health Agency, proprietary funds, fiduciary funds, special
revenue funds, capital project funds and internal service funds.

The accrual basis of accounting is utilized for the government-wide, fiduciary and proprietary fund financial
statements. These statements focus on the long-term financial picture of the County as a whole. Under the
accrual basis of accounting, revenues are recorded when earned and expenses are recorded at the time the
liabilities are incurred, regardless of when the cash flows take place. The governmental fund financial statements
present the results of the County’s operations using the modified accrual basis of accounting. Under the modified
accrual basis of accounting, revenues are recognized when susceptible to accrual, i.e., when they become both
measurable and available. Expenditures, other than interest on long-term debt, are recorded when the liability is
mneurrad.

The Statement of Net Assets and Statement of Activities are valuable resources in evaluating and measuring the
County’s financial health because they report on the difference between the County’s assets and liabilities. This
difference, known as net assets, can be used over time to determine whether the County’s financial health is
improving or declining. Other non-financial factors, such as the condition of the County’s infrastructure and
quality of County services, also need to be evaluated.

B. Overview of County Funds

The County uses several types of funds to manage its resources: governmental funds, proprietary funds and
fiduciary funds. A fund is a fiscal entity with a set of self-balancing accounts that is used to maintain financial
control over a specific activity or to atfain certain objectives in accordance with regulafions, restrictions or
limitations.



The basic services provided by the County are reported in ifs governmental funds, These include public safety,
judicial, public works, health and welfare, and culture and recreation. General government administrative services
are also included. These funds are reported using the modified accrual basis of accounting.

Proprietary funds are prepared on the accrual basis of accounting and fall into two categories: Enterprise Funds
and Internal Service Funds. The County currently has two enterprise funds, the Refuse Department and the Golf
Course. These funds are used to account for operations that are financed and operated in a manner similar to
private business enterprises where the intent of the governing body is that the costs (expenses, including
depreciation) of providing goods or services to the general public on a continuing basis be financed or recovered
primarily through user charges, or where the periodic determination of net income is deemed appropriate.

Internal Service Funds are used to account for the cost of operations shared by various functions of the County.
The County has three internal service funds. Two of the funds, the Worker’s Compensation and Employer Health
Insurance Fund account for the county’s self-insurance activities. The Stock Room Fund accounts for
procurement of general supply products. In the government-wide statements, the activity of the majority of these
internal service funds is presented as part of the governmental activity information.

Fiduciary Funds are used by the County to account for resources held by the County for the benefit of a third
party. Because the resources of these funds are not available for the County’s operations, they are not presented in
the government-wide financial statements, but a Statement of Fiduciary Assets and Liabilities is included in the
report.

II1. DISCUSSION AND ANALYSIS
A, Net Assets

As mentioned earlier, net assets may serve over time as a useful indicator of a government’s financial position.
The County as a whole had total net assets of $107,488,666 compared to $74,573,830 in 2005, $60,655,024 in
2004 and $53,145,562 in 2003. The increase in 2006 from 2005 was 44.14%. Owerall, the increase from 2003 to
20006 was 102.25%.

In the case of the County’s governmental activities, assets exceeded liabilities by $103,329,159 in 2006 compared
to $70,503,951 in 2005, §56,713,957 in 2004 and $47,626,680 at the end of 2003. From 2005 to 2006, net assets
for the County’s governmental activities increased by $32,825,208 which equates to 46.56%. From 2004 to 2005
the increase was 24.3%. Net assets for governmental activities comprised 96% of total net assets in 2006
compared 10 94.5% in 2005 and 93.5% in 2004.

While there was a substantial increase in the governmental net assets from 2005 to 2006, there was only a slight
increase in net assets for business-type activities. From 2005 to 2006, the increase was $89,628 or 2.2%. This
compares to a 3.3% increase from 20604 to 2005.

By far, the largest portion of the governmental activity net assets reflect its investment in capital assets (land,
buildings, machinery and equipment and infrastructure), less any outstanding debt used to construct or acquire
those assets. The County uses these assets to provide services to citizens, and consequently, these assets are not
available for future spending. 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. The County’s
total investment in capital assets (net of related debt) mncreased from to $69,627,612 in 2006 compared to
$63,759,832 in 2005, $51,594,983 in 2004, and $39,170,849 at the end of 2003. From 2003 to 2006, the increase
in capital assets (net of related debt) was 77.75%.



It is important to note that a portion of the County’s net assets represents resources that are subject to external
restrictions on how they may be used. The remaining balance of unrestricted net assets may be used to meet the
government’s ongoing obligations to citizens and creditors. In 2003 the unrestricted net assets were $10,701,814.
This fell to $4,223,165 in 2004 and in 2005 fell slightly to $4,048,464. In 20006, the unrestricted net assets rose to
$£26,149,934. This was an increase of 545.929% from 2005 to 2006.

The following are the County’s Statements of Net Assets for 2005 and 2006.

2005 Statement of Net Assets

Governmental  Business-ype

Activities Actlvities Total
Assets $ 137208500 §  1,922B845 § 139,221,045
Capital assets 83,381,738 2,512,327 85,804,065
Total Assets 220,680,238 4,434,872 225,125,110
Liabilities 74,874,118 198,817 75,072,935
Long-term: liabilities 75,312,168 166,176 75,478,345
Total Liabilities 150,186,287 364,963 150,551,280
Net Assets:
Invested in capital assets, nat of related debt 651,247,505 2,512,327 63,759,832
Restricted 6,765,534 . 8,765,534
Unrestricted 2,490,912 1,657,552 4,048,464
Total Net Assets § 70503851 % 4089879 $ 74,573,830
2006 Statement of Net Assets
Governmental  Businessfype
Activities Acfivities Total
$ 165,074,372 § 1628267 § 166,702,639
Capital assets 96,145,137 3,135,244 98,280,381
Total Assets 260,219,508 4,763,511 264,983,020
{iabilities 71,894,534 412,825 72,307,356
Long-term liabiiities 84,995,819 191,179 85,186,998
Total Liabilities 156,890,350 604,004 157,494,354
Net Assets:
Invested in capital assets, net of related debt 66,492,368 3,135,244 68,627,612
Restricted 11,711,120 - 11,711,120
Unrestricted 25,125,671 4,024,283 26,149,934
Total Net Assets $ 103,320,158 % 4,159,507 § 107,488,665




B. Revenues and Expenses

For the past four years governmental activities comprised about 94% of the total revenues generated by the
County and approximately 93% of the County’s expenditures. In 2004 the increase in governmental net assets,
$8,610,135 was significantly higher than the change in net assets at the end of 2003. This can be attributed to a
substantial increase in tax revenues in 2004 coupled with only a slight increase in expenses. This upward trend
continued in 2005, where the governmental change in net assets was $13,789,994, In 2006, there was a substantial

mcrease of $32,825,208 in the governmental change in nets assets.

The business-type activities, while the smaller percentage of revenue and expenditures, showed a slight decrease
in net assets for 2003 and a small increase in 2004, In 2005, the change in nets assets increased from $72,580 in
2004 to $128,812. In 2006, the change 1n net assets for business-type activities decreased slightly to $89,628.

The table below shows the condensed revenues, expenses and changes in net assets for 2005 and 2006 broken

down into governmental activities and business-type activities,

Revenues, Expenses, and Changes in Net Assets for 2005 and 2006

Revenues
Program Revenues;
Charges for Senices
Operating Grants & Contributions
Capital Granis & Confributions
General Revenues:
Taxes
Other
Totai Revenues

Expenses
General Government
Public Safety & Judicial
Pubiic Works, Highways & Stregis
Health, Welfare, and Education
Culiure & Recreation
Unatiocated Depreciation
Interestand Fiscal charges
Refuse
Golf Course

Total Expenses

Excess of reveriues over expenses
Transfers
Change in Net Assets

Net Assets, beginning of year
Net Assels, end of year

2005 2008 2005 2006
Governmental Governmental Business-type Business-type
Activities Activities Activities Activities
$14424539 § 14771705 § 7262374 § 7714338
6,845,866 5,971,381 17,760

11,005,861 27891768
72,600,475 75,195,051 - -
6,814,001 8,489,572 80,624 144,102
111,680,742 133,416,477 7,322,998 7,876,201
15,088,703 14,962,922 -
36,545,935 38,936,436
13,412,304 14,417 607
23,067 441 22,115,640
6,679,284 8,911,848
56,378 56,378
3360397 3503132
5,051,139 6,643,509
- - 833,353 833,370
98,210,442 100,903,963 6,884,492 7476879
13,480,300 32515514 438,506 398,322
308,604 309,694 {308,694} (309,694)
13,789,994 32.825208 128,812 89,528
56,713,957 70,503,951 3,941,087 4,069,879
$ 70,503,851 $103,329,159 § 4069879 § 4,159507
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