
















































































































































































LB.

L.B.2.

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

FINANCIAL REPORTING ENTITY — BASIS OF PRESENTATION
(CONTINUED)

Component Units (Continued)

Blended Component Units (Continued)

Sewer District No. 1 is a separate entity created by state statutes. The governing body
of Cherokee County, which created the district, also serves as the districts’ governing
body.

Discretely Presented Component Units

Discretely presented component units are separate legal entities that meet the
component unit criteria described above but do not meet the criteria for blending.

Cherokee County Extension Council (CCEC) provides services in such areas as
agriculture, home economics, and 4-H class, to all persons in the County. The Council
is governed by an elected four-member executive board. Cherokee County annually
appropriates a significant portion of CCEC’s operating budget. CCEC is fiscally
dependent on the County. The financial activity of the CCEC has been excluded from
the reporting entity.

Jointly Governed Organizations

Jointly Governed Organizations are organized to provide goods or services to the
citizens of two or more governments. These organizations are governed by
representatives from each of the governments that create the organization.

Cherokee County, Kansas is a member of the Southeast Kansas Regional Planning
Commission (the “Commission”). The Commission is composed of 12 counties. The

Commission is governed by a board composed of one member from each of the twelve
participating counties.

Cherokee County, Kansas is a member of the Southeast Kansas Regional Juvenile
Detention Center (the “Center”). The Center is composed of 11 counties. The
purpose of which was to construct a regional juvenile detention facility. The Center is
governed by a Board of Directors. The Board consists of one County Commissioner
from each of the eleven counties.
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LB.

LB.3.

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
FINANCIAL REPORTING ENTITY - BASIS OF PRESENTATION (CONTINUED)
Fund and Account Groups
The accounts of the County are organized into funds each of which is considered to be
a separate accounting entity. The operations of each fund is summarized by providing

a separate set of self-balancing accounts. The following funds are used by the County:

Governmental Fund Types

These are the funds through which most governmental functions are typically
financed. The funds included in this category are as follows:

General Fund -

The General Fund is the general operating fund of the County. All financial resources,
except those required to be accounted for in another fund, are accounted for in the
General Fund.

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.

Debt Service Fund -

The Debt Service Fund is used to account for the accumulation of resources for, and
the payment of, general long-term debt including capital lease obligations, principal,
interest and related costs.

Capital Projects Funds -

Capital Project Funds are established to account for major capital expenditures not
financed by Enterprise Funds, Internal Service Funds, or Trust Funds.

Proprietary Fund Types

These funds account for operations that are organized to be self-supporting through
user charges. Funds in this category are the Enterprise Funds.
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CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007
L. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
L.B. FINANCIAL REPORTING ENTITY - BASIS OF PRESENTATION (CONTINUED)
I.B.3. Fund and Account Groups (Continued)

Proprietary Fund Types (Continued)

Enterprise Funds -

These funds are established to account for operation that are financed and operated in
a manner similar to private business enterprises, where the intent is that costs of

providing goods or services to the general public on a continuing basis be financed or
recovered primarily through user charges.

Fiduciary Fund Types

Agency Funds -

Agency Funds are used to account for assets held by the County as an agent for other
funds and/or other governments. Agency Funds are custodial in nature and do not
involve measurements of results of operations.

I.C. BASIS OF ACCOUNTING

Statutory Basis of Accounting. The Statutory basis of accounting, as used in the
preparation of these statutory basis financial statements, is designed to demonstrate
compliance with the cash basis and budget laws of the State of Kansas. Cash receipts
are recognized when the cash balance of a fund is increased. Expenditures include
disbursements, accounts payable, and encumbrances, with disbursements being
adjusted for the prior year’s accounts payable and encumbrances. Encumbrances are
commitments related to unperformed (executory) contracts for goods and services, and
are usually evidenced by a purchase order or written contract. For an interfund
transaction, a cash receipt is recorded in the fund receiving cash from another fund,
and an expenditure would be charged in the fund from which the transfer is made.

The County has approved a resolution that is in compliance with KSA 75-1120a(c),

waiving the requirement for application of generally accepted accounting principles
and allowing the County to use the statutory basis of accounting.
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I.C.

L.D.

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
BASIS OF ACCOUNTING (CONTINUED)

Departure from Generally Accepted Accounting Principles. The basis of accounting
described above results in a financial statement presentation which shows cash
receipts, expenditures, cash and unencumbered cash balances, and expenditures
compared to budget. Balance sheets that would have shown noncash assets such as
receivables, inventories, and prepaid expense, liabilities such as deferred revenue and
matured principal and interest payable, and reservations of the fund balance are not
presented. Under generally accepted accounting principles, encumbrances are only
recognized as a reservation of fund balance; encumbrances outstanding at year end do
not constitute expenditures or liabilities. Consequently, the expenditures as reported
do not present the cost of goods and services received during the fiscal year in
accordance with generally accepted accounting principles. Capital assets that account
for the land, buildings, and equipment owned by the municipality are not presented in
the financial statements. Also, general long-term debt such as general obligation
bonds, capital leases, temporary notes, no-fund warrants and compensated absences
are not presented in the financial statements.

BUDGETARY INFORMATION

Kansas statutes require that an annual operating budget be legally adopted for the
general fund, special revenue funds (unless specifically exempted by statute), debt
service funds, and enterprise funds. The statutes provide for the following sequence
and timetable in the adoption of the legal annual operating budget:

1. Preparation of budget for the succeeding calendar year on or before August 1%

2. Publication in local newspaper on or before August 5™ of the proposed budget
and notice of public hearing on the budget.

3 Public hearing on or before August 15", but at least ten days after publication
of notice of hearing.

4. Adoption of the final budget on or before August 25",

The statutes allow for the governing body to increase the originally adopted budget for
previously unbudgeted increases in revenue other than ad valorem property taxes. To
do this, a notice of public hearing to amend the budget must be published in the local
newspaper. At least ten days after publication the hearing may be held and the
governing body may amend the budget at that time. The budgets for the General,
Road and Bridge and Direct Election Funds were amended during the year.
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LD.

LE.

LE.1.

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
BUDGETARY INFORMATION (CONTINUED)

The statutes permit transferring budgeted amounts between line items within an
individual fund. However, such statutes prohibit expenditures in excess of the total
amount of the adopted budget of expenditures of individual funds. Budget comparison
statements are presented for each fund showing actual receipts and expenditures
compared to legally budgeted receipts and expenditures.

All legal annual operating budgets are prepared using the statutory basis of accounting
in which revenues are recognized when cash is received and expenditures include
disbursements, accounts payable and encumbrances, with disbursements being
adjusted for prior year’s accounts payable and encumbrances. Encumbrances are
commitments by the municipality for future payments and are supported by a
document evidencing the commitment, such as a purchase order or contract. Any
unused budgeted expenditure authority lapses at year-end.

A legal operating budget is not required for capital projects funds, fiduciary funds,
federal and state grants, permanent funds, and the following special revenue funds:

County Building Fund

Special Bridge Fund

Special Liability Fund

Special Highway Improvement Fund
Special Machinery Fund

Recorder of Deeds Technology Fund

Spending in funds which are not subject to the legal annual operating budget
requirement is controlled by federal regulations, other statutes, or by the use of
internal spending limits established by the governing body.

ASSETS AND LIABILITIES

Cash and Investments

The County Treasurer pools cash and investments of various funds to facilitate
management. Cash applicable to a particular fund is readily identifiable. The balance
in the pooled cash accounts is available to meet current operating needs. Cash in
excess of current needs in invested in time deposits. Additional cash and investments
are presented in Note [ILA.
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LF.

LF.1.

LF.2.

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Compensated Absences

The County’s policy regarding vacation and sick pay provide employees a maximum
of four weeks vacation after 12 years of employment and sick leave accumulation at
one day per month with an unlimited accumulation. Employees are paid for all unused
vacation days at December 31%. No vacation days are carried forward. Sick leave is
carried forward at a maximum of 720 hours at December 31%. The Employee is paid
for their sick leave in excess of 720 hours at December 31%. Employees are paid for ¥
of their sick leave if certain conditions are met. The total hours of sick leave
accumulated at December 31, 2007 was 22,000. No estimate of the value was
available.

RECEIPTS AND EXPENDITURES
Sales Tax

Cherokee County levies a one and one-half percent (1 2%) sales tax on taxable sales
within the County. The tax is collected by the Kansas Department of Revenue and
remitted to the County. The tax is placed in the general fund to provide County
services. One-half percent (1/2%) or one-third (1/3) of the sales tax collected is
restricted and is to be used to retire the debt incurred to construct and furnish the new
law enforcement and detention facility.

Property Tax
Property taxes are an enforceable lien on property as of January 1. Taxes are levied on
November 1 and are due and payable one-half on December 20" and one-half on May

10™ the ensuing year. Unpaid taxes become delinquent after the due dates.

The assessed valuation of tangible property for the calendar year 2007 for purposes of
taxation was $134,580,519.
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LF.2.

LF.3.

LF.4.

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
RECEIPTS AND EXPENDITURES (CONTINUED)
Property Tax (Continued)

The tax levy per $100.00 of assessed valuation of tangible property for the calendar
year was $5.13. The levy is composed of the sum of the legal tax levies for all funds
with authorized levies.

The County bills and collects its own property taxes. Collection of current year
property tax by the County Treasurer is not completed, apportioned nor distributed to
the various subdivisions until the succeeding year, such procedure being in conformity
with governing state Statutes.

It is not practicable to apportion delinquent taxes held by the County Treasurer at the
end of the audit period and, further, the amounts thereof are not material in
relationship to the financial statements taken as a whole.

Payments by Other Governments

The State of Kansas makes payments directly to the judges and employees of the
circuit courts in Cherokee County for salaries and fringe benefits. Cherokee County is
not liable for these payments. The total amount of these on-behalf payments was not
available and is unable to be estimated.

Reimbursements

A reimbursement is an expenditure or expense initially made in one fund, but properly
attributable to another fund. For example, it is common for the general fund to pay a
vendor’s bill and have portions of it reimbursed by other funds. In accounting for
such reimbursements, Cherokee County records an expenditure (or expense) in the
reimbursing fund, and a reduction of expenditure (or expense) in the reimbursed fund,
following the authoritative guidance of the Governmental Accounting, Auditing and
Financial Reporting.
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ILA.

IL.B.

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007
STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
COMPLIANCE WITH STATE STATUTES

Funds are not disbursed as provided for in state statutes in order to earn discounts and
avoid penalties. (KSA 12-105a, 12-105b, 10-801 et seq)

The County violated the cash-basis law in the Employee Benefits Fund. (KSA 10-
1113)

Inventory records prepared annually by department heads, compiled by the County
Clerk and inspected by the board were not performed. (KSA 19-2687)

Proper interest was not collected by the County Sheriff on personal property tax
warrants. (KSA 79-2101)

No records of encumbrances or accounts payable are maintained. (KSA 10-1117)

The County Attorney did not review and give approval to claims presented for
payment. (KSA 19-716)

Records are not maintained showing budget balance available for appropriation.
(KSA 79-2934)

The County Treasurer does not have custodial agreements and security agreements for
all depositories. (KSA 9-1405)

The General Fund and Employee Benefits Fund expenditures exceeded the adopted
budget. (KSA 79-2935)

DEFICIT CASH/UNENCUMBERED CASH FOR INDIVIDUAL FUNDS
The Employee Benefits Fund had a deficit unencumbered cash balance at December

31, 2007. The following agency funds had deficit cash balances at December 31,
2007: Correctional Institutions Fund, VIN Fund, and Delinquent Personal Tax Fund.
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CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

DETAILED NOTES ON FUNDS AND ACCOUNTS

III. A. Deposits and Investments

As of December 31, 2007, the County had the following investments and maturities.

Investment Type Fair Value Cost
Federal Home Loan Bank Note, 5%
Dated April 21, 2005. Due April
21, 2010. Par Value $495,000 $ 496,470 $ 499,331

Financial Square Trust Treasury
Obligation Fund Admin CL 469
(Mutual Fund) 33,924 33,924

$ 530,394 $ 533,255

K.S.A. 9-1401 establishes the depositories which may be used by the County. The
statute requires banks eligible to hold the County’s funds have a main or branch bank
in the county in which the government is located, or in an adjoining county if such
institution has been designated as an official depository, and the banks provide an
acceptable rate of return on funds. In addition, K.S.A. 9-1402 requires the banks to
pledge securities for deposits in excess of FDIC coverage. The County has no other
policies that would further limit interest rate risk.

K.S.A. 12-1675 limits the County’s investment of idle funds to time deposits, open
accounts, and certificates of deposit with allowable financial institutions; U.S.
government securities; temporary notes; no-fund warrants; repurchase agreements;
and the Kansas Municipal Investment Pool. The County has no investment policy that
would further limit its investment choices.

Concentration of Credit Risk - State statues place no limit on the amount the County

may invest in any one issuer as long as the investments are adequately secured under
K.S.A. 9-1402 and 9-1405.
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III. A.

III. A.L

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

DETAILED NOTES ON FUNDS AND ACCOUNTS (CONTINUED)
Deposits and Investments (Continued)

Custodial Credit Risk — Deposits — Custodial credit risk is the risk that in the event of
a bank failure, the County’s deposits may not be returned to it. State statutes require
the County’s deposits in financial institutions to be entirely covered by federal
depository insurance or by collateral held under joint custody receipt issued by a bank
within the State of Kansas, the Federal Reserve Bank of Kansas City, or the Federal
Home Loan Bank of Topeka, except during designated “peak periods” when required
coverage is 50%. The County has not designated “peak periods”. All deposits were not
legally secured at December 31, 2007.

At December 31, 2007, the County’s carrying amount of deposits was $9,106,094 and
the bank balance was $9,627,320. Eighty-one percent of the bank balance was held by
one bank resulting in a concentration of credit risk. Of the bank balance, $496,772 was
covered by federal depository insurance, $2,500,000 was covered by private
insurance, and $6,630,548 was covered by Letters of Credit.

Custodial Credit Risk — Investments — For an investment, this is the risk that, in the
event of the failure of the issuer or counterparty, the County will not be able to recover
the value of its investments or collateral securities that are in the possession of an
outside party. State statutes require investments to be adequately secured. The above
investments are made by and held by the Commerce Trust Company, N.A., Kansas
City, Missouri, trustee for the Series 2005 Refunding Certificates of Participation.

Restricted Assets
The following amounts recorded in the following funds were restricted as follows:

General Fund -
Series 2005 Refunding Certificates of Participation -

Principle and Interest Account $ 498
Reserve Account 532,750
Cost of Issuance Account 7

Total $ 533,255
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CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

IIL. DETAILED NOTES ON FUNDS AND ACCOUNTS (CONTINUED)

I1.B Interfund Transactions

Operating transfers were as follows:

From: To:

Landfill General $ 11,012

The above transfers are included in the expenditures of the disbursing fund and

included in cash receipts of the receiving fund as required by the cash basis and
budget laws of Kansas.
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IV. LONG-TERM DEBT

CHEROKEE COUNTY, KANSAS

Notes to Financial Statements
December 31, 2007

Changes in long-term debt for the year ended December 31, 2007 are as follows:

Date of Balance Balance
Amount of Interest Date of Final Beginning Reductions / End of
Issue Issue Rates Issue Maturity of Year Additions Payments Year
No Fund Warrants
2006A $ 575,000 5.99% 9-06-2006  9-01-2011  $ 575,000 § - $ 115000 $ 460,000
2006B 500,000 5.00% 9-06-2006  9-01-2011 500,000 - 100,000 400,000
Capital Leases
John Deere Backhoes (2) 93,650 4.75% 8-15-2007  4-15-2012 - 93,650 - 93,650
Postage Meter 32,275 3.42% 8-15-2002  12-31-2007 6,231 - 6,231 -
AS400 Computer 29,688  3.31/5.56%  3-01-2007  7-01-2009 - 29,688 9,711 19,977
File Server 14,312 3.42% 8-22-2006  8-22-2008 12,107 - 7,039 5,068
Sterling Dump Trucks (8) 350,242 6.95% 11-17-2006 11-17-2011 350,242 - 60,976 289,266
Road Graders (12) 1,644,800 4.40% 6-05-2007 .  6-05-2013 - 1,644,800 - 1,644,800
Certificates of Participation
Series 2005 7,150,000  2.55/5.00%  4-01-2005  11-15-2021 6,665,000 - 340,000 6,325,000
Totals $ 8,108,580  $1,768,138 § 638,957  $9,237,761
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IV. LONG-TERM DEBT

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
For the Year Ended December 31, 2007

Current maturities of long-term debt and interest for the next five years and in five year increments through maturity are as follows:

Principal

No Fund Warrants
Capital Leases
Certificates of Participation

Total Principal

Interest

No Fund Warrants
Capital Leases
Certificates of Participation

Total Interest

Total Principal and Interest

Year

2008 2009 2010 2011 2012 2013-2017 2018-2021 Total
$ 215,000 $ 215,000 $ 215,000 $ 215,000 $ - $ - $ - 860,000
301,582 312,867 317,865 333,839 265,335 521,273 - 2,052,761
350,000 360,000 375,000 385,000 400,000 2,240,000 2,215,000 6,325,000
$ 866,582 $ 887,867 $ 907,865 $ 933,839 $ 665,335 $2,761,273 $2,215,000 9,237,761
$ 47,554 $ 35,666 $ 23,777 $ 11,889 h - 3 - $ - 118,886
98,754 82,224 66,812 50,838 34,025 22,936 - 355,589
264,395 253,545 241,665 228,728 215,060 832,690 285,000 2,321,083
$ 410,703 $ 371,435 $ 332,254 $ 291,455 $ 249,085 $ 855,626 $ 285,000 2,795,558
$1,277,285 $1,259,302 $1,240,119 $ 1,225,294 $ 914,420 $3.616,899 $2.,500,000 12,033,319
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CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

PENSION PLAN

Plan description

The County contributes to the Kansas Public Employees Retirement System (KPERS),
a cost-sharing multiple-employer defined benefit pension plan as provided by K.S.A.
74-4901, et seq. KPERS provides retirement benefits, life insurance, disability income
benefits, and death benefits. Kansas law establishes and amends benefit provisions.
KPERS issues a publicly available financial report that includes financial statements
and required supplementary information. That report may be obtained by writing to
KPERS (611 S Kansas, Suite 100; Topeka, KS 66603) or by calling 1-888-275-5737.

Funding Policy

K.S.A. 74-4919 establishes the KPERS member-employee contribution rate at 4% of
covered salary. The employer collects and remits member-employee contributions
according to the provision of section 414(h) of the Internal Revenue Codes. State law
provides that the employer contribution rate be determined annually based on the
results of an annual actuarial valuation. KPERS is funded on an actuarial reserve
bases. State law sets a limitation on annual increases in the contribution rates for
KPERS employers. The employer rate established by statute for calendar year 2007 is
5.31%. Cherokee County, Kansas’s employer contributions to KPERS for the years
ending December 31, 2007, 2006, and 2005, were $198,043, $167,399, and $124,591
respectively, equal to the statutory required contributions for each year.
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CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

RISK MANAGEMENT

The County is exposed to various risks of loss related to torts; theft of; damage to,
or destruction of assets; errors and omissions; injuries to employees; and natural
disasters. The County has been unable to obtain general liability insurance at a cost
it considered to be economically justifiable. For this reason, the County joined
together with other counties in the Kansas County Association Multi-Line Pool
(KCAMP), a public entity risk pool currently operating as a common risk management
and insurance program for participating members. The County pays an annual
premium to KCAMP for its general insurance coverage. The agreement for formation
of the Kansas County Association Multi-Line Pool provides that the pool will be
self-sustaining through member premiums and will reinsure through commercial
companies for claims in excess of stated amounts for each insured event. The County
also participates in the Kansas Workers’ Risk Cooperative for Counties (KWORC),
a public entity risk pool which generates as a common risk management and insurance
program for members. The County pays an annual premium to KWORC for workers’
compensation coverage.

The County continues to carry commercial insurance for all other risk of loss. Settled
claims resulting from these risks have not exceed commercial insurance coverage in
any of the past three fiscal years.

Cherokee County entered into a contract with Blue Cross and Blue Shield of Kansas,

Inc. for a self insured medical program for the period January 1, 2007 through
December 31, 2007.

The Plan accepts the full responsibility for the Benefits and Administrative expenses
which are in excess of the Combined Individual and Aggregate Stop-Loss Provision
for the remainder of that contract year. The Plan has no liability under this Contract
until the Contract Holder’s liability has been terminated by the Combined Individual
and Aggregate Stop-Loss Provision.

Combined Individual and Aggregate Stop-Loss Provision means:

1. Individual Subseriber: The incurred Claims Expense for Benefits in excess
of $30,000 for an Insured in a Contract Year and the Administrative Fee of the
Contract Holder’s Administrative Services Agreement associated with the
Incurred Claims Expense in excess of the stated dollar amount.

2. Aggregate: The Incurred Claims Expense in excess of 125% of the Expected
Incurred Claims Expense and the Administrative Fee of the Contract Holder’s
Administrative Services Agreement associated with the Incurred Claims
Expense in excess of the stated percent.
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XI.

CHEROKEE COUNTY, KANSAS
Notes to Financial Statements
December 31, 2007

OTHER POST EMPLOYMENT BENEFITS

As provided by K.S5.A. 12-5040, the County allows retirees to participate in the group
health insurance plan. While each retiree pays the full amount of the applicable
premium, conceptually, the County is subsidizing the retirees because each participant
is charged a level of premium regardless of age. However, the cost of this subsidy has
not been quantified in these financial statements.

Under the Consolidated Omnibus Reconciliation Act (COBRA), the County makes
health care benefits available to eligible former employees and eligible dependents.
Certain requirements are outlined by the federal government for this coverage. The
premium is paid in full by the insured. There is no cost to the government under this
program.

LITIGATION

The County is party to various legal proceedings which normally occur in
governmental operations. While the outcome of such proceedings cannot be predicted,
due to insurance maintained by the County, the County feels that any settlement or
judgment not covered by insurance would not have a material adverse effect on the
financial condition of the County.

GRANT PROGRAM INVOLVEMENT

In the normal course of operations, the County participates in various federal or state
grant/loan programs from year to year. The grant/loan programs are often subject to
additional audits by agents of the granting or loaning agency, the purpose of which is
to ensure compliance with the specific conditions of the grant or loan. Any liability
for reimbursement which may arise as a result of these audits cannot be reasonably
determined at this time, although it is believed the amount, if any, would not be
material.
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CHEROKEE COUNTY, KANSAS
Schedule of Expenditures of Federal Awards
For the year ended December 31, 2007

Federal Agency or
Federal Grantor/Pass-through Grantor/ CFDA Pass-through Federal
Program Title Number Number Expenditures
U.S. Department of Agriculture
Passed-through Kansas Department of Health and Environment
Special Supplemental Nutrition Program for Women, Infants and Children 10.557 262,090
U.S. Department of Health and Human Services
Passed-through Kansas Department of Health and Environment
Immunization Grants 93,268 2,198
Centers for Disease Control and Prevention Investigations and
Technical Assistance 93.283 37,450
Maternal and Child Health Services Block Grants to the States 93,904 9,034
Total U.S. Department of Health and Human Services 48,682
U.S. Department of Homeland Security
Passed-through Kansas Adjutant General
Emergency Management Performance Grants 97.042 3,233
Disaster Grants - Public Assistance (Presidentially Declared Disasters) 97.036 213,253
Total U.S. Department of Homeland Security 216,486
Total Expenditures of Federal Funds 527,258

See accompanying notes to Schedule of Expenditures of Federal Awards.
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CHEROKEE COUNTY, KANSAS
Notes to the Schedule of Expenditures of Federal Awards
For the year ended December 31, 2007

NOTE A - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal
grant activity of Cherokee County, Kansas and is presented on the statutory basis
of accounting. The statutory basis of accounting is designed to demonstrate
compliance with the cash basis and budget laws of the State of Kansas. Cash
receipts are recognized when cash is received. Expenditures include cash
disbursements, accounts payable, and encumbrances. The information in this
schedule is presented in accordance with the requirements of OMB Circular A-
133, Audits of State and Local Governments, and Non-Profit Organization.
Therefore, some amounts presented in this schedule may differ from amounts
presented in or used in the preparation of the financial statements.
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MENSE, CHURCHWELL & MENSE, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
427 Wall Street, P.O. Box 818
Joplin, Missouri 64802-0818

Telephone 417-623-2505
Fax 417-623-2507

EUGENE M. MENSE, JR., C.P.A. (1929 - 2006)
CHRIS D. CHURCHWELL, C.PA.
EUGENE M. MENSE Ill, C.P.A.

REPORT ON INTERNAL
CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS
BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Board of County Commissioners
Cherokee County, Kansas

We have audited the financial statements of Cherokee County, Kansas as of and for the year
ended December 31, 2007, and have issued our report thereon dated September 22, 2008.
Cherokee County, Kansas prepares its financial statements in conformity with the accounting
practices prescribed by the State of Kansas to demonstrate compliance with the cash basis and
budget laws of the State, which practices differ from accounting principles generally accepted
in the United States of America. 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 Over Financial Reporting

In planning and performing our audit, we considered Cherokee County Kansas’s internal
control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of Cherokee County Kansas’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of
Cherokee County Kansas’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
internal 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
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prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects Cherokee County,
Kansas’s ability fo initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of Cherokee County Kansas’s financial statements that
is more than inconsequential will not be prevented or detected by Cherokee County, Kansas’s
internal control. We consider the deficiencies described in the accompanying schedule of
findings and questioned costs to be significant deficiencies in internal control over financial
reporting. 2007-1, 2007-2, 2007-3, 2007-4, 2007-5 and 2007-6.

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 Cherokee County, Kansas’s internal
control.

Our consideration of the 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 the 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 2007-1, 2007-4, and 2007-6 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Cherokee County, Kansas’s financial
statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance 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. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

We noted certain matters that we reported to management of Cherokee County, Kansas, in a
separate letter dated September 22, 2008.

Cherokee County Kansas’s response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. We did not audit Cherokee County
Kansas’s response and, accordingly, we express no opinion on it.

This report is intended solely for the information and uwse of management, County
Commission, others within the entity, and federal awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other than these specified parties.

Mense, Churchwell & Mense, 13;(‘,%/_
Certified Public Accountants
Joplin, Missouri
September 22, 2008
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MENSE, CHURCHWELL & MENSE, P.C.
CERTIFIED PUBLIC ACCOUNTANTS
427 Wall Street, P.O. Box 818
Joplin, Missouri 64802-0818
Telephone 417-623-2505
Fax 417-623-2507

EUGENE M. MENSE, JR., C.P.A. (1929 - 20086)
CHRIS D.CHURCHWELL, C.P.A.
EUGENE M. MENSE'lll, C.P.A.

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

Board of County Commissioners
Cherokee County, Kansas

Compliance

We have audited the compliance of Cherokee County, Kansas with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year
ended December 31, 2007. Cherokee County, Kansas’s major federal programs are identified
in the summary of auditor’s results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts, and grants
applicable to each of its major federal programs is the responsibility of Cherokee County,
Kansas’s management. Qur responsibility is to express an opinion on Cherokee County,
Kansas’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Govermment Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types
of compliance requirements referred to above that could have a direct and material effect on a
major federal program occurred. An audit includes examining, on a test basis, evidence about
Cherokee County, Kansas’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination
of Cherokee County, Kansas’s compliance with those requirements.

In our opinion, Cherokee County, Kansas complied, in all material respects, with the

requirements referred to above that are applicable to each of its major federal programs for the
year ended December 31, 2007.

-76-



Internal Control Over Compliance

The management of Cherokee County Kansas is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts, and grants applicable to federal programs. In planning and performing our audit, we
considered Cherokee County Kansas’s internal control over compliance with the requirements
that could have a direct and material effect on a major federal program in order to determine
our auditing procedures for the purpose of expressing our opinion on compliance, but not for
the purpose of expressing an opinion on the effectiveness of internal control over compliance.

Accordingly, we do not express an opinion on the effectiveness of Cherokee County,
Kansas’s internal control over compliance.

A control deficiency in an entity’s internal control over compliance 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 noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remote likelihood that material noncompliance with a type of

compliance requirement of a federal program will not be prevented or detected by the entity’s
internal control.

Our consideration of internal control over compliance 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 or material weaknesses. We did not

identify any deficiencies in internal control over compliance that we consider to be material
weaknesses, as defined above.

This report is intended solely for the information and use of management, County
Commission, others within the entity, and federal awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other these specified parties.

Mense, Churchwell & Mense, P.C.
Certified Public Accountants

Joplin, Missouri
September 22, 2008
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CHEROKEE COUNTY, KANSAS
Schedule of Findings and Questioned Costs
For the year ended December 31, 2007

Section I — Summary of Auditor’s Results

Financial Statements

Type of auditor’s report issued: Unqualified opinion on financial
statements prepared in conformity
with the regulatory accounting
practices of the State of Kansas.

Internal control over financial reporting:

e Material weakness(es) identified? X yes no

e Significant deficiency(ies) identified not
considered to be a material weakness(es)? X yes no
Noncompliance material to financial statements noted? yes X no

Federal Awards

Internal control over major programs:
e Material weakness(es) identified? yes X no

o Significant deficiency(ies) identified not
considered to be a material weakness(es)? yes X none reported

Type of auditor’s report issued on compliance for major programs:  Unqualified

Any audit findings disclosed that are required to be reported
in accordance with Section .510(a) of Circular A-1337 yes X no

Identification of major programs:

CFDA Number Name of Federal Program
10.557 Special Supplemental Nutrition Program for Women, Infants and Children
97.036 Disaster Grants — Public Assistance (Presidentially Declared Disasters)

Dollar threshold used to distinguish between type A and type B programs: $ 300,000

Auditee qualifies as a low-risk auditee? yes X no
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CHEROKEE COUNTY, KANSAS
Schedule of Findings and Questioned Costs
For the year ended December 31, 2007

Section 11 - Financial Statement Findings

2007-1

Criteria:

Condition:

Effect:

Cause:

Recommendation:

Management Response:

2007-2

Criteria:

Condition:

Effect:

Cause:

Recommendation:

Segregation of Duties

Duties should be segregated so that employees who maintain
accounting records do not collect money and have access to funds.

Personnel who receive and receipt cash also maintain accounting

records. This condition is present in many of the departments and
fee offices of the County.

The effect of this condition could result in the improper recording
of assets or the possible understatement or misappropriation of
assets.

Limited number of employees available.

To the extent possible, duties should be segregated to serve as a
check and balance of employee’s integrity and maintain the best
control system possible.

The number of employees is limited and it is not feasible given
current budget conditions to employ additional staff.

Accounting Manual

Cherokee County should prepare an accounting manual that would
inform all employees of desired operating procedures and policies.

The County does not have an accounting manual.

Employee duties are not adequately segregated which may lead to
errors or misappropriation of assets.

County employees do not have the time to internally develop a
manual. It is not economically feasible at the present time to
contract with an outside entity to prepare an accounting manual.

Cherokee County should develop an accounting manual as time and
expenses allow,
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CHEROKEE COUNTY, KANSAS
Schedule of Findings and Questioned Costs
For the year ended December 31, 2007

Section TI - Financial Statement Findings (Continued)

Management Response:

2007-3

Criteria:

Condition:
Effect:

Cause:

Recommendation:

Management Response:

2007-4

Criteria:

Condition:

Effect:

Cause:

Recommendation:

Management Response:

It is not feasible at this time to contract for the development of such
a manual. Employees do not have the time to internally develop a
manual given the limited number of employees.

Accounts Payable/Encumbrances

Cherokee County should maintain a record of encumbrances/
accounts payable for each fund.

No record of encumbrances/accounts payable are maintained.
Over expenditure of the budget and violation of state statutes.

Current accounting program does not provide for the recording of
encumbrances/accounts payable.

County should purchase or develop a program.

Management will inquire abut such a program and will evaluate
feasibility.

Fixed Assets
Cherokee County should maintain a record of fixed assets.
No such records exist.

County may lose control of the item(s) and this could result in the
loss or misappropriation of assets.

County employees do not have sufficient time to develop and
maintain such records nor is it feasible to develop such records at
this time.

The County should prepare and develop fixed asset accounting
records.

Employees do not have necessary time to develop records, and
given current budget constraints, it is not feasible to contract the
project.
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CHEROKEE COUNTY, KANSAS
Schedule of Findings and Questioned Costs
For the year ended December 31, 2007

Section Il - Financial Statement Findings (Continued)

Condition:

Effect:

Cause:

Recommendation:

Management Response:

Internal Control Over Federal Awards

Circular A-133 “Audits of States, Local Governments and Non-
Profit Organizations” states that it is the auditee responsibility to
identify all federal awards received and expended and the programs
under which they were received. This shall include the C.F.D.A.
title and number, award year and number, federal agency name and
name of the pass-through entity.

These records are currently not maintained.

Risk that federal awards and expenditures will go undetected and
not be recorded in County’s records.

Lack of appropriate written procedures.

The County Commission establish written procedures. The
procedures should include a requirement that all grant applications
be brought before the County Commission at the weekly meeting
and the Commission formally approve or reject the application. If
approved and the County is successful in obtaining the grant, the
Commission should formally accept the grant at the Commission’s
weekly meeting. At the time of acceptance, the C.F.D.A. title and
number should be obtained and recorded in the minutes. Copies of
all grant agreements should then be copied and filed in a central
location. In addition, responsibility should be assigned to one
employee to oversee that the necessary records and information are
retained and filed.

Recommendation will be taken into consideration and will be
communicated to respective department personnel.
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CHEROKEE COUNTY, KANSAS
Schedule of Findings and Questioned Costs
For the year ended December 31, 2007

Section II - Financial Statement Findings (Continued)

2007-6 Reconciliation of Bank Accounts
Criteria: Bank accounts should be reconciled monthly.
Condition: The inmate and property control room bank accounts maintained by

the County Sheriff and the bank account at American Bank
maintained by the County Treasurer are not being reconciled.

Effect: Condition could result in errors going undetected and possible
understatement or misappropriation of assets.

Cause: Unknown

Recommendation: Bank accounts should be reconciled to the ledger and subsidiary
journals and accounts monthly.

Management Response: Cause of the condition and correction of the condition will be
determined.
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CHEROKEE COUNTY, KANSAS
Schedule of Findings and Questioned Costs
For the year ended December 31, 2007

Section III — Federal Awards Findings and Questioned Costs

No findings related to Federal Awards reported.
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CHEROKEE COUNTY, KANSAS
Summary Schedule of Prior Audit Findings
For the year ended December 31, 2007

No prior year findings. Cherokee County, Kansas was not required to be audited under OMB
Circular A-133 Standards.
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CHEROKEE COUNTY, KANSAS
Corrective Action Plan
For the year ended December 31, 2007

Finding 2007-1, 2007-2, and 2007-4

The County does not have necessary personnel or additional time with existing personnel to
implement or perform these tasks. The County Commission does not consider it feasible to
hire additional personnel given the County’s current financial condition.

Finding 2007-3

Management will inquire about such program modifications or programs to purchase and will
evaluate the feasibility of implementation.

Finding 2007-6

Recommendation has been communicated to Department personnel.
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