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SMITH COUNTY, TEXAS 
 
 

MANAGEMENT’S DISCUSSION AND ANALYSIS 
 

This discussion and analysis of the County of Smith’s financial performance provides an overview 
of the County’s financial activities for the fiscal year ended September 30, 2005.  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.  The discussion and analysis 
includes comparative data for prior years of government-wide data. 
 
FINANCIAL HIGHLIGHTS 
 
Government-Wide: 
 

 The County’s total net assets increased by $4,276,329. 
 

 The total government-wide assets of the County exceeded the liabilities at 
September 30, 2005 by $45,080,750 as is reported as total net assets of the 
primary government.  Of this amount, $16,672,934 (unrestricted net assets) 
may be used to meet ongoing obligations to citizens and creditors, $9,529,857 
is restricted for specific purposes (restricted net assets), and $18,877,959 is 
invested in capital assets, net of related debt. 
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Fund Financial Statements: 
 

 At the end of the fiscal year, the combined unreserved fund balance for the general operating 
funds (General, Juvenile General, and Indigent Health Care) was $9,425,090 or 24% of the 
combined expenditures. 

 
Long-Term Debt: 
 

 In fiscal year 2005, the County did not issue any additional long-term debt. 
 

 Smith County’s total debt decreased by $1,950,000.  Total debt at the end of fiscal year 2005 
is $21,400,000. 

 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This discussion and analysis is intended to introduce the reader to the County’s basic financial 
statements.  These statements are comprised of three components 1) Government-wide financial 
statements; 2) Fund financial statements, and 3) Notes to the basic financial statements.  Required 
supplementary information is included to the basic financial statements. 
 
Government-wide Financial Statements are designed to provide readers with a broad overview of 
county finances, in a manner similar to a private-sector business.  They include a Statement of Net 
Assets and a Statement of Activities.  Both of these statements are presented using the accrual 
method of accounting; therefore, revenues and expenses are taken into account regardless of when 
cash is received or when liabilities are paid. 
 
The statement of net assets presents information on all County assets and liabilities, with the 
difference between the two reported as net assets.  Over time, increases or decreases in net assets 
will serve the reader as a useful indicator of whether the financial position of the County is 
improving or deteriorating.  There are other non-financial factors, such as changes in the County’s 
property tax base and the condition of the County’s roads and facilities, that should be considered to 
assess the overall health of the County. 
 
The Statement of Activities presents information showing how net assets changed during the most 
recent fiscal year.  All changes in net assets are reported as soon as the underlying event giving rise 
to the change occurs, regardless of the timing of the related cash flows.  Due to a full accrual 
presentation, revenues and expenses are reported in this statement for some items that will result in 
cash flows in future fiscal periods. 
 
Government-wide financial statements distinguish functions of the County that are principally 
supported by taxes and intergovernmental revenues (governmental activities) from other functions 
that are intended to recover all or in part a portion of their costs through user fees and charges 
(business-type activities).  The governmental activities of the County include general government, 
judicial, public safety/law enforcement, health and welfare, public transportation, and community 
and economic development.  The County has no business-type activities and no component units. 
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Fund Financial Statements are groupings of related accounts that are used to maintain control over 
resources that have been segregated for specific activities or objectives.  The County, like other state 
and local governments, uses fund accounting to ensure and demonstrate finance-related legal 
compliance.  All of the funds of the County can be divided into three categories: governmental 
funds, proprietary funds, and fiduciary 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 funds financial statements focus on near-term 
inflows and outflows of spendable resources, as well as on balances of spendable resources available 
at the end of the fiscal year.  Such information may be useful in evaluating the County’s near-term 
financing requirements. 
 
Because the focus of governmental funds is narrower than that of the government-wide financial 
statements, it is useful to compare the information presented for governmental funds with similar 
information presented for governmental activities in the government-wide financial statements.  By 
doing so, readers may better understand the long-term impact of the government’s near-term 
financing decisions.  Both the governmental funds balance sheet and the governmental funds 
statement of revenues, expenditures, and changes in fund balance  provide a reconciliation to 
facilitate this comparison between governmental funds and governmental activities. 
 
Information is presented separately in the governmental funds balance sheet and in the governmental 
funds statement of revenues, expenditures and changes in fund balances for the General Fund, 
Juvenile Facility Capital Project Fund, and Other Governmental Funds.  The General Fund consists 
of the County’s General Fund, Juvenile General Fund, and the Indigent Health Care Trust Fund.  
Data from other governmental funds is combined into a single, aggregated presentation.   
 
Proprietary Funds provide the same type of information as the government-wide financial 
statements, only in more detail.  The Internal Service Fund (a component of proprietary funds) is 
used to report activities that provide supplies and services for other programs and activities, such as 
the County’ self-insurance program.  Because these services predominantly benefit governmental 
rather than business-type functions, the Internal Service Fund is reported with governmental 
activities in the government-wide financial statements. 
 
Fiduciary Funds are used to account for resources held for the benefit of parties outside the 
government.  The County’s fiduciary activities are reported in a separate Statement of Fiduciary 
Assets and Liabilities.  These activities are excluded from the County’s other financial statements 
since the County cannot use these assets to finance its operations.  The accounting used for fiduciary 
funds is much like that used for proprietary funds.  The County is responsible for ensuring that the 
assets reported in these funds are used for their intended  purposes. 
 
Notes to the Basic Financial Statements provide information that is essential to a full 
understanding of the data provided in the government-wide and fund financial statements. 
 
Required Supplementary Information is in addition to the basic financial statements and 
accompanying notes and presents a budgetary comparison schedule, which includes the original and 
final amended budget and actual figures. 
GOVERNMENT-WIDE FINANCIAL ANALYSIS 
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As part of the tier two group, the County initially applied GASB 34 to reports for the prior fiscal 
period.  A comparative analysis of government-wide data is presented. 
 
Of the County’s total assets of $73,292,534, the largest components are: (1) cash and investments of 
$27,532,942 or 38% (2) receivables which largely represent the deferred taxes for FY2005 of 
$4,864,053 or 7%, and (3) capital assets net of accumulated depreciation of $40,380,963 or 55%.  
Capital assets are non-liquid assets and cannot be utilized to satisfy County obligations.  Out of the 
total liabilities of $28,211,784, approx. $4,829,607 are current liabilities. 
 
The County’s assets exceeded liabilities by $45,080,750 at the close of the most recent fiscal year.  
The County’s net assets for fiscal year ended September 30, 2004 and 2005 are summarized as 
follows: 

 
    

 Governmental 
Activities FY04 

 Governmental 
Activities FY05  

Current & Other Assets $      32,046,253 $   32,911,571 
Capital Assets (net of depreciation)         38,026,686         40,380,963 
     Total Assets  $      70,072,939 $   73,292,534 

Current & Other Liabilities $        7,687,888 $     4,829,607 
Long-term Liabilities         21,580,630         23,382,177 
     Total Liabilities  $     29,268,518 $   28,211,784 

Net Assets:  
Invested in Capital Assets, Net of Related Debt $      14,626,952 $   18,877,959 
Restricted            8,690,919           9,529,857 
Unrestricted         17,486,550         16,672,934 
     Total Net Assets  $     40,804,421 $   45,080,750 

 
 

About 21% or $9,529,857 of the County’s net assets represent restricted net assets which are 
resources that are subject to external restrictions on how they may be used.  Restrictions include 
statutory requirements, bond covenants, and granting conditions.  The most significant portion 
($18,877,959) of the County’s net assets reflects its investment in capital assets (e.g., land, 
buildings, machinery & equipment) net of related debt. 
 
Governmental activities increased the County’s net assets by $4,276,329.  The Reconciliation of the 
Statement of Revenues, Expenditures and Changes in Fund Balances of Governmental Funds further 
details the increase in net assets.  
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Smith County’s Changes in Net Assets 
 

 Governmental 
Activities 2004  

 Governmental 
Activities 2005 

Revenues:  
Net Program Revenues:  
Charges for Services $           13,281,533  $        14,059,437 
Operating Grants & Contributions                5,980,885           4,959,734 
Capital Grants & Contributions                     31,880              112,893 
General Revenues:  
Property Taxes              22,498,083         24,486,652
Sales & Other Taxes              11,671,090          12,594,960
Rentals & Commissions                   868,933              792,444 
Reimbursements                     59,954                10,144 
Miscellaneous                     33,280               162,864 
State Shared                     89,239              129,983 
Gain in Sale of Assets                     11,816                  5,384 
    Loss on donation of assets                   (42,000)                        -
Interest                   186,867              664,187 
Total Revenues              54,671,560         57,978,682 

Expenses:  
General Government                7,291,686           7,505,881 
Justice System              14,033,007         14,425,143 
Public Safety                6,634,514           8,479,614 
Health & Human Services                2,591,414           2,205,194 
Infrastructure                6,367,850           4,332,439 
Corrections & Rehabilitation              14,855,604         15,734,815 
Community & Economic Development                               -                        -
Interest on Long-term Debt                   827,558            1,019,267 
Total Expenses              52,601,633         53,702,353 

Change in Net Assets                2,069,927           4,276,329 
Net Assets - Beginning              38,737,775         40,804,421 
Other Increases (Decreases) in Fund                     (3,281) -
Net Assets - Ending $           40,804,421 $        45,080,750 
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Program Expenses & Revenues - Governmental Activities
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Key elements of the analysis of government-wide revenues and expenses reflect the following: 
 

 Program revenues of $19,132,064 equaled 36% of governmental 
expenses of $53,702,353.  As expected, general revenues of 
$38,846,618 provided the additional support and coverage for 
expenses. 

 
 Over 29% of the expenses are for Corrections & Rehabilitation 

($15,734,815) while this category provided about 8% of total 
revenues of $57,978,682. 

 
 The next largest category of expenses is the Justice System 

($14,425,143) at 27%.  The Justice System provided about 8.5% 
of total revenues.  Justice System expenses increased due to 
indigent defense legislation that resulted in changes regarding 
assignment of attorneys and movement of prisoners and  the 
increased number of capital murder trials. 

 
 Public Safety activities accounted for 16% of governmental 

expenses while this category provided 4% of total revenues. 
 

 Infrastructure (Road & Bridge) accounted for 8% of governmental 
expenses while this category provided 8% of total revenues. 

 
 Grant revenues and contributions comprised about 9% of total 

revenues.  
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FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS 
 
As noted earlier, the County uses fund accounting to ensure and demonstrate compliance with 
finance related legal requirements.  Fund accounting and budget control have been the framework of 
the County’s strong fiscal management and accountability.  The County has a AA3/AA bond rating. 
 
Governmental Funds - The general government functions are reported in the General, Special 
Revenue, Debt Service, and Capital Project Funds.  The focus of the County’s governmental funds is 
to provide information on near-term inflows, outflows, and balances of spendable resources.  Such 
information is useful in assessing the County’s annual financing and budgeting requirements.  In 
particular, unreserved fund balance may serve as a useful measure of a government’s net resources 
available for spending at the end of the fiscal year. 
 
As of the end of the current fiscal year, the County’s governmental funds reported combined ending 
fund balances of $25,895,329.  Approximately $16,365,472, or 63%, of the funds balance represents 
unreserved fund balance which is available for spending.  The remainder of fund balance is reserved 
to indicate that it is not available for new spending because it has already been committed: (1) to pay 
debt service ($327,026); (2) to fund capital projects ($9,202,831). 
 
 
The County’s General Fund is the chief operating fund of the County.  At the end of the current 
fiscal year, unreserved fund balance in the County’s General Fund was $6,832,854.  As a measure of 
the general fund’s liquidity, we compare both unreserved fund balance and total fund balance to total 
fund expenditures.  Unreserved fund balance in the County’s general fund ($6,832,854) represents 
approx. 16% of the County’s general fund expenditures.  General budgetary targets for reserves are 
12% of expenditures.  The fund balance of the County’s general fund increased by $400,738 during 
the current fiscal year. 
 
The debt service fund has a total fund balance of $327,026, a decrease of $68,810 as compared with 
the prior year. 
 
The Juvenile Attention Center capital project fund has a fund balance of $3,432,951.  This project 
was completed in fiscal year 2004. 
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The following table presents the amount of revenues from various sources as well as increases or 
decreases from the prior year. 
 

Governmental Funds - Revenues Classified by Source 
     

Revenues by Source  FY 2005   FY 2004  Increase 
(Decrease) 

Percent of 
Change 

Property Taxes    $24,751,619    $22,544,199 $  2,207,420 9.79%
Licenses and Other Taxes      13,038,924    12,102,578      936,346 7.74%
Fees of Office        8,327,311    7,969,582      357,729 4.49%
Fines        1,992,136    1,806,392       185,744 10.28%
Intergovernmental Revenues        5,474,492    6,271,055       (796,563) -12.70%
Other Revenues & Fees        4,679,738    3,981,375      698,363 17.54%
Total Revenues    $58,264,220 $54,675,181 $  3,589,039 6.56%

 
 Taxes - the increase of $2,207,420 was primarily due to an increase from the prior year in the 

certified tax roll compiled by the Smith County Appraisal District.  Increased tax collections 
resulted from an unchanged tax rate of .25447 by the increase in property values. 

 
 The decrease in other revenues and fees is a result of tenant lease expirations in the Ferguson 

St. building.  The building purchased in 2001 for the courthouse annex consisted of binding 
tenant leases until 2003 and 2004.   

Revenues Classified By Source - Governmental Funds
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The following table presents expenditure by function compared to prior year amounts. 
 

Expenditures by Function - Governmental Funds 

Expenditures by Function  FY 2005   FY 2004   Increase 
(Decrease)  

Percent of 
Change 

General Government       $   7,439,789  $  7,221,999 $    217,790 3.02%
Justice System          12,698,186    12,901,932 (203,746) -1.58%
Public Safety            8,123,191      6,494,988 1,628,203 25.07%
Corrections & Rehabilitation          15,058,288    13,807,053 1,251,235 9.06%
Health & Human Services            2,181,419      2,646,118 (464,699) -17.56%
Infrastructure            6,539,127      6,103,245 435,882 7.14%
Capital Outlay            2,110,970       2,975,641 (864,671) -29.06%
Debt Service - Principal            2,138,127      2,035,785 102,342 5.03%
Debt Service - Interest & Fiscal            1,020,116         879,841 140,275 15.94%

   $57,309,213    $55,066,602  $2,242,611 4.07%

 
Overall, total expenditures increased by 4.07%; however some categories experienced significant 
change.  Public Safety expenditures increased by 25.07% primarily due to the rise in fuel prices and 
the outsourcing of warrant and emergency dispatch services.  Health and Human Services decrease 
is a result of savings generated through policy changes in the Indigent Health Care services.  Capital 
outlay decreases are due to equipment purchases in FY04 that were not necessary in FY05. 
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GENERAL FUND BUDGETARY HIGHLIGHTS 
 
The budget is prepared in accordance with accounting principles generally accepted in the United 
States of America by the County Budget Officer and approved by the Commissioners Court 
following a public hearing.  Appropriated budgets are approved and employed as a management 
control device during the year.  The County maintains strict budgetary controls and sets its 
appropriations at the category level (i.e. salaries, benefits, operating expenses, and capital) for each 
department.  Appropriation transfers may be made between select categories or departments only 
with the approval of the Commissioners Court. 

 
The following are significant variations between the final budget and actual amounts. 
 

 Actual revenues were higher than budgeted by $3,173,191.  Sales tax ($1,755,436), 
Fee of Office  ($376,430), Intergovernmental revenues ($212,931) and Interest 
Income ($208,425) resulted in the most significant revenues increases. 

 
 Actual expenditures were lower than budgeted in all categories.  General and 

Administrative expenses were lower by $96,712 mainly due to salary lag.  Judicial 
expenses were lower by $710,879 mainly attributable to the Juvenile Probation.  
Public Safety/Law Enforcement expenses were lower by $139,647 mainly 
attributable to salary lag in the Sheriff’s office.  

 
DEBT ADMINISTRATION AND CAPITAL ASSETS 
 
Long-term Debt - At September 30, 2005, the County had certificates of obligation outstanding in 
the amount of $21,400,000.  The County’s bond rating is AA3 from Moody’s and AA from Standard 
and Poor’s. 
 
The following represents the activity of the long-term debt of the County for FY2004. 
 
 

 Beginning 
Balance 

Additions Reductions Ending 
Balance 

Governmental Activities:   
Limited Tax Notes  $                 -   $                -  $               -  $                 - 
Certificates of Obligation      23,350,000                      -     1,950,000 21,400,000 
Compensated Absences        1,547,553         125,369                     - 1,672,922 
Capital Leases           296,493         200,894        188,127 309,260 
Total  $  25,194,046  $   326,263  $2,138,127 $23,382,182 

 
 
Capital Assets - The capital assets of the County are those assets (land, buildings, improvements, 
roads & bridges, and machinery & equipment), which are used in the performance of the County’s 
functions including infrastructure assets.  At September 30, 2005, net capital assets of the 
governmental activities totaled $40,380,963.  Depreciation on capital assets is recognized in the 
Government-wide financial statements. 
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County's Capital Assets 

 Cost Accumulate
d 

Net Capital 
Assets 

Governmental Activities:  
Land $         145,396  $                  -  $           145,396 
Buildings & Improvements       32,968,921 13,452,538         19,516,383 
Machinery & Equipment       12,134,237 9,105,623           3,028,614 
Infrastructure       61,009,912 45,480,261         15,529,651 
Construction in Progress         2,160,919 -           2,160,919 
Total   $ 108,419,385 $68,038,422 $      40,380,963 

 
 
ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES 
 
The annual budget is developed to provide efficient and economic uses of the County’s resources, as 
well as, a means to accomplish the highest priority objectives.  Through the budget, the County 
Commissioners set the direction of the County, allocate its resources and establish its priorities. 
 
In considering the County budget for FY2006, the County Commissioners and management 
considered the following factors: 
 

 Property tax revenues, despite the overall economy, are budgeted to increase due to 
the rise in certified values. 

 Interest rates are planned to increase slightly. 
 Structured 3% salary increases for the workforce (6% law enforcement) were 

approved effective January 2006. 
 
REQUEST FOR INFORMATION 
 
This financial report is designed to provide our citizens, taxpayers, and investors with a general 
overview of the County’s finances and to show the County’s accountability for the money it 
receives.  If you have questions about this report, or need any additional financial information, 
contact the appropriate financial office (County Auditor, County Treasurer or County Judge) at 200 
E. Ferguson St., Tyler, Texas 75702 or visit the County’s website at www.smith-county.com. 
 
 
 
































