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INDEPENDENT AUDITOR'S REPORT

Washington County, Arkansas Officials and Quorum Court Members
Legislative Joint Auditing Committee

We have audited the accompanying regulatory basis financial statements of the general fund, road fund, and other funds in the
aggregate of Washington County, Arkansas, as of and for the year ended December 31, 2008, as listed in the table of contents.
These financial statements are the responsibility of the County's management. 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 Govemment 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 aiso 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.

As described more fully in Note 1(B and C), the County has prepared these financial statements using accounting practices
prescribed or permitted by Arkansas Code, which practices differ from accounting principles generally accepted in the
United States of America. The effect on the financial statements of the variances between these regulatory accounting
practices and accounting principles generally accepted in the United States of America, although not reasonably

determinable, are presumed to be material.

In our opinion, because of the effects of the matter discussed in the preceding paragraph, the financial statements referred
to above do not present fairly, in conformity with accounting principles generally accepted in the United States of America,
the financial position of Washington County, Arkansas, as of December 31, 2008, or the changes in its financial position or
where applicable, its cash flows, thereof for the year then ended. Further, the County has not presented a management's
discussion and analysis that accounting principles generally accepted in the United States has determined is necessary to
supplement, although not required to be part of, the basic financial statements.

The financial statements referred to above do not disclose all the required information concerning deposit risks, which
should be inciuded in order to conform with the regulatory basis of accounting described in Note 1(C).

In our opinion, except for the effects of not disclosing all required information conceming deposit risks, the financial statements
referred to above present fairly, in all material respects, the respective regulatory basis financial position of the general fund,
road fund and other funds in the aggregate of Washington County, Arkansas, as of December 31, 2008, and the respective
changes in the regulatory basis financial position, and the budgetary results for the general fund and road fund for the year
then ended on the basis of accounting as described in Note 1(C).

In accordance with Government Auditing Standards, we have also issued our report dated October 6, 2010 on our consideration
of the County's intemal control over financial reporting and our tests of its compliance with certain provisions of the state
constitution, 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 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.
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Our audit was conducted for the purpose of forming opinions on the.accompanying regulatory basis financial statements of
Washington County, Arkansas. The accompanying finan inf_onna_goﬁji‘;ted as supporting schedules in the table of contents is
presented for purposes of additional analysis and is noi?g required pyt of the financial statements of Washington County,
Arkansas. Such information has been subjected to the auditing proGedures applied in the audit of the financial statements and, in
our opinion, except for the effects on the financial information in-tHé"supporting schedules of the omission described above, such
information is fairly stated in all material respects in relation to the financial statements taken as a whole. Thé supplementary
information in the Schedule of Capital Assets required by the regulatory basis. of presentation and the Schedule of Selected
Information for the Last Five Years as listed in the table of coritents as Scheduiles 3 and 4 are presented for the purpose of
additional analysis. We have not applied auditing procedures to this information and, accordingly, we express no opinion on these
schedules.

DIVISION OF LEGISLATIVE AUDIT

Kegolloma—

Roger A. Norman, JD, CPA, CFE
Legislative Auditor

Little Rock, Arkansas

October 6, 2010
LOCO07208
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING, COMPLIANCE AND OTHER MATTERS,
AND OTHER ISSUES BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Washington County, Arkansas Officials and Quorum Court Members
Legislative Joint Auditing Committee

We have audited the accompanying regulatory basis financiai statements of the general fund, road fund, and other funds in the aggregate
of Washington County, Arkansas, as of and for the year ended December 31, 2008, and have issued our report thereon dated October 6,
2010. We issued an adverse opinion because the County prepared the financial statements using accounting practices prescribed or
pemmitted by Arkansas Code, which differ from accounting principles generally accepted in the United States of America. The effect on
the financial statements of the variances between these regulatory accounting practices and accounting principles generally accepted in
the United States of America, although not reasonably determinable, are presumed to be material. However, with respect to the basis of
accounting described in Note 1(C), our opinions on the general fund, road fund, and other funds in the aggregate were qualified because
required disclosures were not made conceming deposit risks. 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.
Internal Control r Financial Reportin

In planning and performing our audit, we considered the County’s internal control over financial reporting as a basis for designing our
auditing procedures for the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the County’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the County’s internal control over financial reporting. ‘

Our consideration of internal control over financial reporting was for the limited purpose described in the preceding paragraph and would
not necessarily identify all deficiencies in intemal control over financial reporting that might be significant deficiencies or material
weaknesses. However, as discussed below, we identified certain deficiencies in internal control over financial reporting that we consider

to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect misstatements on a timely basis. A significant deficiency is a control deficiency,
or combination of control deficiencies, that adversely affects the County's ability to initiate, authorize, record. process, or report financial
data reliably in accordance with the regulatory basis of accounting as prescribed or permitted by Arkansas Code such that there is more
than a remote likelihood that a misstatement of the County’s financial statements that is more than inconsequential will not be prevented
or detected by the County’s internal control. We consider the following deficiencies to be significant deficiencies in internal control over

financial reporting:

2008-1 To ensure the proper safeguarding of assets, financial accounting duties relating to initiating, receipting, depositing, disbursing,
and recording cash transactions should be distributed among appropriate employees. The County officials, as specified in the
Other Issues section of this report, did not segregate these duties to sufficiently reduce the risks of fraud or error and properly
safeguard the County’s assets, because of limited financial resources. We recommend that the financial accounting duties in

each office be segregated among employees to the extent possible.

The County officials, as specified in the Other Issues section of this report, responded and indicated that their offices wil
segregate the duties relating to initiating, receipting, depositing, disbursing, and recording cash transactions to the extent
possible with the current staffing levels.

2008-2 Arkansas Code requires that the County maintain accurate financial records. These financial records contained omissions/errors
that were considered material. General Fund financial records contained misstatements in assets, revenues, expenditures, and
other financing sources in the amounts of $92,506, $1,621,113, $656,834, and $2,081,080, respectively, due to

misclassifications and omissions in the records maintained by the Comptrolier.
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2008-2 (Continued)

The effect of these omissions/errors constitutes a significant control deficiency in the process of preparing financial statements.
We recommend the implementation of procedures to ensure that financial records are properly posted and reconciled.

County management has concurred with the above recommendation and has approved the appropriate entries to the County’s
financial records.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a remote likelihood
that a material misstatement of the financial statements will not be prevented or detected by the County's internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the first paragraph of this section and
would not necessarily identify all deficiencies in internal control that might be significant deficiencies and, accordingly, would not
necessarily disclose all significant deficiencies that are also considered to be material weaknesses. However, of the significant
deficiencies described above, we consider items 2008-1 and 2008-2 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the County's financial statements are free of material misstatement, we
performed tests of the County's compliance with certain provisions of the state constitution, laws, regulations, contracts and grant
agreements, noncompilance with which could have a direct and material-effect on the determination of financial statement amounts.
However, providing an opinion-on compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. Ttie results of our tests disclosed instances of noncompliance or other matters that are required to be reported under
Govemment Auditing Standards and which are described in the Intemal Control over Financial Reporting section as item 2008-2.

The County’s response to the findings identified in our audit is described above. We did not audit the County’s response and,
accordingly, we express no opinion on it.

Other Issues

The following issues are not significant deficiencies, material weaknesses or material instances of noncompliance, but are issues that are
presented to assist in the efficient operation of the County.

The commentary contained in this section relates to the following officials that held office during 2008:

County Judge: Jerry Hunton
Treasurer. Roger Haney

Sheriff. Tim Heider

Tax Collector: David Ruff

County Clerk: Karen Combs-Pritchard
Circuit Clerk: Bette Stamps

County Librarian: Glenda Audrain

Our audit procedures indicated that the Offices of Treasurer, Sheriff, County Clerk, Circuit Clerk, and County Librarian were in
substantial compliance with Arkansas fiscal and financial laws. Noncompliance with state law and accepted accounting practices was

noted in the Offices of County Judge and Tax'Collector.

County Judge

1. During 2008, Washington County entered into three construction contracts with Kinco Constructor's, LLC (Judicia!l Annex, Historical
Courthouse renovation, and parking deck demolition and cofistruction) to manage and construct without an approving court order as
required by Ark. Code Ann. § 14-22-112. Washington County also incorréctly delegated the bidding process to' the construction
manager for the construction of the Washington County parking deck in noncompliance with Ark. Code Ann. §§ 14:22.101 - 14-22-
115. The omission of the bidding process resulted in a civil lawsuit against the County for not bidding the thrée projects, which
resuited in an agreed order that the Historical Courthouse renovation and parking deck demolition and construction projects be bid
pursuant to Ark. Code Ann. § 22-9-201, and that the Judicial Annex project be allowed to culminate because it was substantially

complete,

2. As previously reported, the County’s fixed asset records were noted as being inadequate; the County was unable to reconcile the
December 31, 2007 ending asset balance to the January 1, 2008 beginning asset balance. Software deficiencies resulted in posted
deletions not being removed from the ending balance. Some cormrections were undocumented and serial numbers were inaccurate.
In addition, replacement elevators were added to the cost of the building on the fixed asset listing in error.



County Judge (Continued)

3. Washington County pledged juvenile fees that are restricted by Ark. Code Ann. § 16-13-326 to fund the bond issue “Capital
Improvement Revenue Bonds” Series 2008 (Historic Courthouse Project). In addition, the juvenile fees collected by the Circuit Clerk
Wwere not deposited into a “Court Costs and Fine Fund” as directed by the bond agreement. We recommend that the County review
the statutory authority of the County to pledge juvenile fees to fund the bond issue “Capital Improvement Bonds (Historic Courthouse
Project)” and determine whether the accounting for the pledged revenue is in compliance with the Bond Ordinance.

Tax Collector

1. Thefinal tax settiement again was not extended as a function of the Assessor's original charge valuation for the seventh consecutive
year. The Tax Collector incorrectly utilized the actual collections/disbursements as the basis for the final tax settiement.

2. The City of Fayetteville Tax Increment Financing (TIF) District was reflected on the final tax settlement as parts of other taxing units
as opposed to being a separate itemized taxing unit with a total value extended by itemized millage rates. As of December 31, 2008,
the TIF District owed other taxing units $60,457 due to the blended presentation of the TIF District within other taxing units.

executive and oversight management, the federal awarding agencies and pass-through entities, if applicable, and other parties as
required by Arkansas Code, and is not intended to be and should not be used by anyone other than these specified parties. However,
pursuant to Ark. Code Ann. § 10-4-417, all reports presented to the Legislative Joint Auditing Committee are matters of public record

and distribution is not limited.
DIVISION OF LEGISLATIVE AUDIT

%m&wﬂ

June M. Barron, CPA, CFE
Deputy Legislative Auditor

Little Rock, Arkansas
October 6, 2010
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WASHINGTON COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2008

NOTE 1: Summary of Significant Accounting Policies
A. Financial Reporting Entity

The County is a political subdivision of the state govemned by an elected quorum court. The reporting entity includes all
the funds of the County.

B. Basis of Presentation - Regulatory Fund Accounting

The financial statements are presented in accordance with the regulatory basis of presentation as prescribed or
pemitted by Arkansas Code. The law requires that the financial statements be presented on a fund basis with, as a
minimum, the general fund and road fund presented separately with all other funds included in the financial statements
presented in the aggregate. This law also stipulates that the financial statements consist of a balance sheet; a statement
of revenues, expenditures, and changes in fund balances; a comparison of the final adopted budget to actual
expenditures for the general and road fund: notes to financial statements; and a supplemental schedule of capital

assets.

A fund is defined as a fiscal and accounting entity with a self-balancing set of accounts recording cash and other
financial resources, together with related liabilities and residual balances, and changes therein, which are segregated for
purposes of carmying on specific activities or attaining certain objectives in accordance with special regulations,
restrictions, or limitations. )

The following types of funds are recognized in the accompanying regulatory basis financial statements,

General Fund - The General Fund is the primary operating fund and is used to account for all financial resources,
except those required to be accounted for in another fund. The General Fund heading as it appears in the financial
statements includes the following accounts: General, Treasurer, Collector, Assessor, Central Supply, Drug-Buy, Biue
Cross/Biue Shield Employee Self Insurance, and Historic Courthouse Renovation.

Road Fund - The Road Fund is used to account for the proceeds of specific revenue sources that are legally
restricted to expenditures for maintaining and constructing county roads.

Other Fu in A te - Other Funds in the Aggregate consist of all funds included in the financial
statements except for the General and Road Funds. The following types of funds are included in this column as

follows:

Special Revenue Funds - Special Revenue Funds are used to account for the proceeds of specific revenue
sources that are legally restricted to expenditures for specific purposes. The following Special Revenue Funds
are reported with other funds in the aggregate: Emergency 911, HIV Clinic, Community Grants, Jail Operations
Sales Tax, County Recorder's Cost, County Clerk's Cost, Sheriffs Communication ‘Facility and Equipment,
Juvenile Counse! Fee, Support Collection Cost, Treasurer's. Automation, Law Enforcement Grants, Drug Court
Grant, Rural Community Grants, Collector's Automation, County Clerk’s Recorder and Automation Cost, Court
Automation, Fire Marshall Grants, Office of Emergency Services Grants, Homeland Security Grant, Library,
Federal Emergency Management Agency (FEMA), and High Intensity Drug Trafficking Area (HIDTA) Grant.

Debt Service Funds - Debt Service Funds are used to account for the accumulation of resources for, and the
payment of, general long-term debt principal, interest and related costs. The following Debt Service Fund is
reported with other funds in the aggregate: Juvenile Detention Complex Bond Payment and Historic Courthouse

Project Bonds.

Agency Funds - Agency Funds are used to account for assets held by the entity as an agent for individuals,
private organizations, other governmental units, and other funds. The foilowing Agency Funds are reported with
other funds in the aggregate: County Judge’s accounts (Juvenile Detention Center and pétty cash/change
funds), County Treasurer's accounts (Law Library, Flexible Spending, ACDEP Water Project, Devil's Den Water
Project, Common School, Timberland, Fayettevilie TIF. District; HAZMAT, Checking Interest, Sioan improvement
District, Treasurer's Operating, Collectors Operating, and Assessor's Operating), Collector's accounts
(Current/Delinquent Tax, Escrow, and Cash Change Funds), Sheriffs accounts (Fee, Felony Bond, and
Execution), County Clerk's accounts (Fee and Trust), Circuit Cleri’'s accounts (Fee, Advanced Cost, Child
Support, Circuit Fines and Costs — Adult, and Circuit Fines and Costs ~ Juvenile), and Assessor accounts

(Change Fund). :
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NOTE 1:

NOTE 2:

WASHINGTON COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2008

Summary of Significant Accounting Policies (Continued)
C. Basis of Accounting

The financial statements are prepared on the regulatory basis of accounting as prescribed or permitted by Arkansas
Code. This regulatory basis differs from accounting principles generally accepted in the United: States of America.
Revenues are recognized as soon as they are both measurable and available except for Treasurer's and Collector's
commission and Taxes apportioned - Assessor's salary and expense which are recognized when earned. 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 government considers revenues to be available if they are
collected within sixty (60) days of the end of the currént period. Expenditures generally are recorded when a liability
is incurred. However, debt service expenditures, as well as expenditures relatéd to compensated absences and
claims and judgments; are recorded only when payment is due. As a result of the use of this regulatory basis of
accounting, capital assets and long-term debt are not recorded in these financial statements. -

. Assets, Liabilities, and Fund Balances

For the purpose of financial reporting, “cash and cash equivalents” includes all demand and savings accounts,
certificates of deposit, and treasury bills.

Settiements Pending

Settlements pending are considered fines, forfeitures, costs, excess commissions/salary and expenses, and interest
that have not been transferred to the appropriate entities. ‘

Eun lan

1. Reserved Fund Balance indicates that portion of fund balance that is not appropriable for expenditure or is
legally segregated for a specific future use.

2. Designated Fund Balance indicates that portion of fund balance for which the entity has made tentative plans for
financial resource utilization in a future period.

3. Undesignated Fund Balance indicates that portion of fund balance not reserved or designated.

Property Taxes

A lien attaches to the real property in January and on personal property in June of each year. Property taxes are
collectible beginning the first business day of March of the subsequent year, but are riot considered delinquent until

after October 10.

F. Budget Law

1. Legal Requirements

State law requires that the Quorum Court, before the end of each fiscal year, make apptopriations, by ordinance, for
the expenditures of County govemment for the following year. The Quorum Court may make appropriation
amendments at any time during the current fiscal year. Appropriations lapse at the end of each year. Under certain
conditions, the budget may be amended subsequent to the year-end.

2. Accounting

The County prepared an annual budget on the regulatory basis for the General Fund, Road Fund, and the other
Special Revenue Funds.

Cash

Deposit risks related to credit risk, concentration of credit risk, interest rate risk, and foreign currency risk have not been
provided as required by Governmental Accounting Standards Board Statement no. 40.

-12-



WASHINGTON COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2008

NOTE 3: Legal or Contractual Provisions for Deposits and Investments

State law generally requires that county funds be deposited in federally insured banks located in the State of Arkansas. The
County deposits may be in the form of checking accounts, savings accounts, and/or time deposits. Public funds may also be
invested in direct obligations of the United States of America and obligations the principal and interest on which are fully
guarantesd by the United States of America. :

NOTE4: Accounts Receivable
The accounts receivable balance at December 31, 2008 is composed of the following:

General Road Other Funds
Description Fund Fund in the Aggregate
State aid $ 664,070 $ 279,032 $ 79,057
Federal aid 3,392 36 7,134
Property taxes 129,109 18,106 10,484
Sales taxes 325,323 216,882 574,675
Fines, forfeitures, and costs 38,999 55,702
Interest 13,723 3,964 10,014
Officers' fees 69,085 119,451
Franchise taxes 80,689
Jail fees 22,470 188,167
911 fees 62,319
Other 922,948 174,609 388,436
Totais $ 2,189,119 $ 773,318 $ 1,495,439

NOTES: Accounts Payable
The accounts payable balance at December 31, 2008 is composed of the following:'

General Road Other Funds
Description Fund Fund in the Aggregate
Vendor payables $ 851,685 $ 228,682 $ 211,779
Other 5,095 36,009 6,677
Totals $ 856,780 $ 264,691 $ 218,456

NOTE 8: Interfund Balances
Individual fund interfund receivable and payable balances are as follows:

December 31, 2008

Interfund Interfund
Fund Receivables . Payables
General Fund $ 302,355
Road Fund $ 301,004
Other Funds in the Aggregate:
Library 1,351
Totals $ 302,355. $ 302,355
. TS ST

Interfund receivables and payables consist of errors in depositing restricted revenues and interfund loans. These balances
are expected to be repaid during the next five years. County General Fund loaned County Road Fund $300,000 for the
purchase of a quarry lease and the loan was amortized to be repaid over five years (2009 ~ 2013) with interest of
$24,266. Due to an error, the County Road Fund and County Library Fund also owed County General $1,004 and
$1,351, respectively.

-13-



NOTE 7:

NOTE 8:

WASHINGTON COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2008

Legal Debt Limit

A. Bonded Debt

The County is subject to a constitutional limitation for bonded indebtedness equal to ten percent (10%) of the total
assessed value for tax purposes of real and personal property as determined by the last tax assessment. At
December 31, 2008, the legal debt limit for bonded debt was $284,186,999. There were no property tax secured bond

issues.
B. Short-Term Financing Obligations

The County is subject to a constitutional limitation for short-term financing obligations equal to two and one half
percent (2.5%) of the assessed value of taxable property within the County as determined by the last tax
assessment. At December 31, 2008, the legal debt limit for short-term financing obligations was $73,588,079. The
amount of short-term financing obligations was $632,482, leaving a legal debt margin of $72,955,597.

Reserved Fund Balance
Reserved fund balance consists of the foliowing:

December 31,
2008
General

Blue Cross/Blue Shield Employee Self-Insurance $ 2,043,161
Road $ 2,408,807

Special Revenue Funds:
Emergency 911 $ 387,266
HIV Clinic 46,203
Community Grants 1,872
Jail Operations Sales Tax 4,146,403
County Recorder's Cost 1,128,425
County Clerk's Cost 23,827
Sherif's Communication Facility and Equipment 498,211
Juwenile Counsel Fee 4,152
Support Collection Cost 6,018
Treasurer's Automation 14,314
Law Enforcement Grants 193,315
Drug Court Grant 17,615
Rural Community Grants 23,456
Collector's Automation 243,352
County Clerk's Recorder and Automation Cost 489,841
Court Automation : 96,599
Fire Marshall Grants 53,577
Office of Emergency Senvices Grants 17,960
Homeland Security Grant 34,756
Library 854,998
Federal Emergency Management Agency (FEMA) 459,739
High Intensity Drug Trafficking Area (HIDTA) Grant 1
Total Special Revenue 8,741,800
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WASHINGTON COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2008

NOTE8: Reserved Fund Balance (Continued)

December 31,
2008
Other Funds in the Aggregate (Continued)
Debt Senvice Fund:
Juvenile Detention Complex Bond Payment and
Historic Courthouse Project Bonds $ 5,685,759
Total Other Funds in the Aggregate $ 14,427 559

NOTE9: General Fund - Designated Fund Balance
General Fund designated fund balance consists of the following:

December 31,
Description 2008

Historic Courthouse Renovation $§ 187

NOTE 10: Commitments
Total commitments consist of the following at December 31, 2008:

December 31,
2008
Long-Term Debt $ 7017272
Noncancellable Lease 183,203
Construction Contracts 381,008
Professional Services Contracts 2,846,523
Total Commitments $ 10,428,006
L]
Long-Term Debt
Long-Term Debt at December 31, 2008 is comprised of the following:
December 31,
: —2008
Washington County Ordinance no. 08-53 (October 9, 2008) approved the issuance of Washington County,
Arkansas - Capital improvement Revenue Bonds (Historic Courthouse Project), Series 2008 in the amount
of $5,600,000, bearing interest at 3.0% - 5.3% per annum with scheduled maturities of November 1stin
each of the years 2008 through 2028. PaymemsaretobemadefromtheHistorichMusePrqectFund. $ 5,600,000



WASHINGTON COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS

NOTE 10: Commitments (Continued)
Long-Term Debt (Continued)

neral R i Payable

DECEMBER 31, 2008

Washington County Ordinance no. 04-12 (February 23, 2004) approved the issuance of Washington County,
Arkansas - General Revenue Promissory Notes (Refunding and Road Equipment Project), Series 2004A and
20048 in the amount of $1,595,000 and $2,245,000, respectively. Series 2004A matured on November 1,

2004. Series 2004B bears interest at 1.25% - 2.6% per annum with scheduled maturities on April 1stin each
of the years 2005 through 2009. Payments are to be made from the Road Fund.

Washington County Ordinance no. 07-12 (March 8, 2007) authorized the issuance and sale of General Revenue

Promissory Notes (Crusher Project), Series 2007 for the purchase of land and road equipment in the amount

of $267,241, bearing interest at 4.80% per annum with accrued interest and principal paid monthly on the amount
- -of the outstanding principal balance unti! May 21, 2011..-Payments are to be made from the Road Fund.—- --

Total General Revenue Promissory Notes Payable

Compensated Absences

TOTAL LONG-TERM DEBT

December 31,
2008

$ 465,000

—- -167,482
632,482
784,790

$ 7,017,272

- — ]

Due to the County’s regulatory basis of accounting, these liabilities are not recorded in the financial statements.

bt Service Requiremen turi

The County is obligated for the following amounts at December 31, 2008:

Years Ending
December 31,

2009
2010
2011
2012
2013
2014-2018
2019-2023
2024-2028
Total Obligations
Less Interest

Total Principal

Noncancellable L ease

Bonds Notes Total

$ 449675 $ 544,721 $ 994,396
449,125 73,675 522,800
448,425 30,698 479,123
451,795 451,795
449,108 449,108
2,246,895 2,246,895
2,246,810 2,246,810
2,241,675 2,241,675
8,983,508 649,094 9,632,602
3,383,508 16,612 3,400,120

$ 5,600,000 $ 632,482 $ 6232482

The County entered into a noncancellable lease agreement for 911 equipment on September 14, 2005. Terms of the lease
are annual rental payments of $91,602 for five years. The County is obligated for the following amount for the next two

years:
Year

2009
2010

Total

Rental expense for 2008 was $91,602.

December 31, 2008

$ 91,602

91,601

$ 183,203
T ——



WASHINGTON COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2008

NOTE 10: Commitments (Continued)

Construction Contracts
The County was contractually obligated for the following construction contracts at December 31, 2008:

Contract Balance

Project Name Completion Date December 31, 2008
Washington County Judicial Annex Construction Contracts July 2009 $ 299,355
Washington County Historic Courthouse Renovation September 2010 81,653
Total $ 381,008

Additional details and information for these two construction contracts and related subsequent events concerning them
are described more fully at Notes to Financial Statements no. 13.

Professional Service Contracts T .

The County entered into a professional services contract for $3,296,000 with Arkansas CAMA Technology for real estate
appraisal and appraisal maintenance on December 28, 2007. Terms of the contract were 36 payments of $91,556 each
with a prorated reduction of $3,333 on those payments for the cost of the County's licensing agreement with Pictometry
Software. The County is obligated for the unpaid balance of $2,197,333 as of December 31, 2008.

The County entered into a contract for $385,000 with McGoodwin, Williams, and Yates, Inc., as architect on the
Washington County Courthouse Parking Deck project on November 6, 2008 as “Compensation for Basic Services". As of
December 31, 2008, the balance on this contract was $308,000. See Notes to Financial Statements no. 13 for

subsequent contract information relating to this project.

The County entered into a contract with Polk Stanley Rowland Curzon Porter Architects, Ltd., as architect for the
Renovation/Rehabilitation on the Historic Washington County Courthouse on July 7, 2005 for ten percent of the cost of
the work completed. As of December 31, 2008, the balance on this contract was $341,190.

The County contracted with Kinco, LLC for the demolition and construction of a parking deck on November 17, 2008, but
there was no defined dollar value in that contract. See Notes to Financial Statements no. 13 for subsequent contract

information relating to this project.

NOTE 11: Interfund Transfers

The General Fund transferred $207,600 to the Other Funds in the Aggregate to supplement the budget of the Jail
Operations Sales Tax Fund with $55,543, the County Clerk’s Cost Fund with $1, the Office of Emergency Services Grants
Fund with $56, and the Juvenile Detention Complex Bond Payment and Historic Courthouse Project Bonds Fund with
$152,000. The General Fund received $457,931 from the Other Funds in the Aggregate. Of that amount, the Emergency
911 Fund transferred $8,014 for repayment of loan interest, the County Recorder's Cost Fund transferred $446,409 of
excess funds, and the Homeland Security Grant Fund transferred $3,508 to correct an error from a previous year.

NOTE 12: Prior Year Restatement

The General Fund, Road Fund, and Other Funds in the Aggregate fund balances at January 1, 2008 were restated for the
net effect of recognizing receivables and payables in the amounts of $896,631, $127,584, and $868,758, respectively.

NOTE 13: Subsequent Events

During 2008, Washington County entered into three construction contracts with Kinco Constructor's, LLC (Judicial Annex,
Historical Courthouse renovation, and Parking Deck demolition and construction) to manage and construct without an
approving court order and without following statutorily required bidding procedures. The omission of the bidding process
resulted in civil lawsuit #20089-12752 against the County which resulted in an agreed order that the Historical Courthouse
renovation and Parking Deck demolition and construction projects be bid and that the Judicial Annex project be allowed to

culminate because it was substantially complete.
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NOTE 13:

NOTE 14:

WASHINGTON COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2008

Subsequent Events (Continued)

The County entered into a contract with Kinco Constructor's, LLC for razing the old parking deck and installing a new parking
deck on November 17, 2008. As a result of Washington County Civil Lawsuit #2009-12752, the County bid this project and
awarded a contract dated August 3, 2009 in the amount of $4,357,000 to Vratsinas Construction Company, LLC (VCC).
Subsequent change orders increased this contract amount to $6,050,916. As of October 6, 2010, the County had
disbursed $4,910,529 on the project. Also, as a result of these actions, the architect on the project, (McGoodwin, Williams,
and Yates, Inc.) has requested that their original contract of $385,000 be increased by an additional $30,000 per month
for each month that the actual substantial completion was extended past August 24, 2010.

The County entered into a contract with Kinco Constructor's, LLC for the renovation of the Historic Courthouse on
September 12, 2008. As a result of Washington County Civil Lawsuit #2009-12752, the County bid this project and awarded
a contract dated August 3, 2009 in the amount of $2,615,000 to Milestone Construction. Subsequent change orders
increased this contract amount to $2,741,776. As of October 6, 2010, the County had disbursed $2,596,938 on the project.

On April 8, 2010, the County entered into a construction contract with Crossland Construction Co., Inc., for the construction of
the Washington County Coroner's Office for $373,000. As of October 6, 2010, the County had disbursed $262,734 with an
estimated completion date in iate October 2010,

Risk Management

The County is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets: errors and
omissions; and natural disasters. These risks are covered by commercial insurance purchased from independent third
parties and participation in a public entity risk pool. The amount of settlements, if any, has not exceeded the insurance
coverage for each of the past three years. There were no significant reductions in insurance coverage in the major

categories of risk from coverage in the prior year.

The County participates in the Association of Arkansas Counties Program (public entity risk pools) for coverage in the
following areas:

Workers' Compensation - This program provides statutory benefits for losses incurred by County officials,
empioyees and volunteer fire fighters while performing work for the County. Rates for counties participating in this
program are revised annually based on the cost experience of the particular county or group as determined by the
Workers’ Compensation Commission.

Vehicle Program

A. Liability - This program may pay all sums the County legally must pay as damages because of bodily injury,
death or property damage to which this agreement applies involving a covered county vehicle and for which the
County is liable. The limit of payment by the program is $25,000 for bodily injury per person, $50,000 for bodily
injury per accident and $25,000 for property damage per accident. The County shall pay into the program each
year a charge established annually by the Risk Managemient Fund Board for covered county vehicles owned or

leased by the County.

B. Physical Damage - This program covers vehicles (excluding mobile equipment) which are the property of the
participating county. Property is valued at the full cost to repair or replace the property after deduction for
depreciation. Loss amounts payable will be reduced by the deductible amount of $500 per occurrence. The
County agrees to pay into the program each year a service charge established annually by the Risk

Management Fund Board for covered property.

General Liability Program - The program shall provide legal defense in civil rights suits against the county
government of a participating county and pay judgments imposed on County officials and employees and the county
government and county-formed boards and commissions. Coverage is limited to $350,000 per case with an annual
aggregate of $500,000. The County agrees to pay into the program each year a rate established by the Risk
Management Fund Board. Each county also agrees to pay the first $500 of the aggregate cost for all expenses on

each lawsuit.

The County also participates in the Self-Insured Fidelity Bond Program administered by the Governmental Bonding Board.
This program covers actual losses sustained by the participating entity through any fraudulent or dishonest act or acts
committed by any of the officials or employees, acting alone or in collusion with others, during the bond period to an amount
not exceeding the lesser of $250,000 or the amount of the bond. Premiums for coverage are determined by the State Risk
Manager and approved by the Board. These premiums are paid by the State Treasurer from funds withheld from the County
Aid Fund. There is a $1,000 deductible per occurrence.
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WASHINGTON COUNTY, ARKANSAS
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2008

NOTE 15: Arkansas Public Employees Retirement System

NOTE 16:

NOTE 17:

NOTE 18:

NOTE 18:

Plan Description

The County contributes to the Arkansas Public Employees Retirement System (PERS), a cost-sharing multiple-employer
defined benefit pension plan. PERS provides retirement and disability benefits, annual cost-of-living adjustments, and
death benefits to plan members and beneficiaries. Benefit provisions are established by State law and can be amended
only by the Arkansas General Assembly. The Arkansas Public Employees Retirement System issues a publicly available
financial report that includes financial statements and required supplementary information for PERS. That report may be
obtained by writing to Arkansas Public Employees Retirement System, One Union National Plaza, 124 W. Capitol,
Little Rock, Arkansas 72201 or by calling 1-800-682-7377.

Funding Policy

PERS has contributory and non-contributory plans. Contributory members are required by code to contribute 5% of their
salary. Each participating employer is required by code to contribute at a rate established by the Board of Trustees of the
system based on the annual actuarial valuation.

Self-Insured Benefits

The County provides an insurance benefits plan for employees on a self-insured basis. Blue Advantage Administrators of
Arkansas is currently the third party administrator, which provides claims administration/adjudication services for a set
monthly fee based on the number of covered employees. As of December 31, 2008, the balance in the account was
$2,043,161 and is reflected in the financial statements as the General Fund's reserved fund balance. To safeguard against
catastrophic claims expenses, the County also maintains reinsurance policy with American Fidelity Assurance Company
which will fund individual claims that exceed $150,000 per occurrence. .

Joint Venture

Washington County and the City of Springdale entered into an interlocal agreement for the “County” Bomb Team. The
County received a total of $1,261,400 for equipment for use by the City of Springdale Bomb Team that services the entire
County. The County is to maintain the equipment in their inventory for three years after the grant's closure date, The
equipment was agreed to then be remitted to the City of Springdale upon the expiration of that time period. The official
grant closure date for the fiscal year 2002 Grant - Phase 1 was July 28, 2006 for $761,400 in equipment. The official grant
closure date for the fiscal year 2003 Grant — Phase 2 was April 2, 2008 for $500,000 worth of equipment. Subsequently,
on February 22, 2010, the City of Bentonville agreed to take the bomb squad property and personnel and bomb squad
mission with Washington County remaining as the property owner.

Joint Venture: Boston Mountain Solid Waste District

Washington, Madison, Carroll, and Benton Counties entered into an agreement in April 1891 to form the Four-County (NW)
Solid Waste Management District in accordance with Ark. Code Ann. § 8-6-707. This agreement stated that their emphasis
would be on recycling, composting, and waste reduction. In February 2005, only Washington and Madison Counties
remained in the agreement and the name was changed to Boston Mountain Solid Waste District. Washington County paid
$20,806 to the Solid Waste District during 2008. Separate financial statements of the District may be obtained at: 11398

Bond Road, Prairie Grove, AR 72752.

Pledged Revenues

The County has pledged future revenues that are derived from the payment of fines (including fines in the nature of
restitution) and court costs collected in the criminal and juvenile matters by the Circuit Courts (including any successor
courts bearing such matters) in the County, that remain after the payment of prior claims that the County is legally obligated
to make from such funds (the “Prior Claims”) to repay $5,600,000 in bonds that were delivered on November 19, 2008 to
provide funding for the purpose of financing the costs of renovating, furnishing, and equipping of the historic courthouse.
Total principal and interest remaining on the bonds are $5,600,000 and $3,383,508, respectively, payable through
November 1, 2028. For the current year, no principal and interest were paid.

The Juvenile Detention Complex Bond Payment and Historic Courthouse Project Bonds Fund received a total of $576,918
from these revenue sources in 2008. Any fees collected in excess of the debt service requirements may be used at the
option of the County for administration of justice purposes.
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WASHINGTON COUNTY, ARKANSAS Schedule 3
SUPPLEMENTARY INFORMATION
SCHEDULE OF CAPITAL ASSETS
DECEMBER 31, 2008

(Unaudited)
December 31,
2008
Land $ 3,485,314
Buildings 52,902,298
Equipment 23,227,896
Total ~$ 79,615,508
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