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Independent Auditors’ Report

Board of Directors

Brazos Valley Groundwater
Conservation District

Hearne, Texas

Report on the Financial Statements

We have audited the accompanying financial statements of the Brazos Valley Groundwater
Conservation District (“District”) as of and for the year ending December 31, 2019, and the related
notes to the financial statements, which collectively comprise the District’s basic financial
statements as listed in the accompanying table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.



An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Brazos Valley Groundwater Conservation District as of December 31,
2019, and the changes in net position, and cash flows for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, budgetary comparison and pension schedules on pages 6
through 9, page 30 and pages 31 through 32, be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by
the Government Accounting Standards Board, who considers it to be an essential part of the
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing
the information and comparing the information for consistency with management’s responses to
our inquiries, the basic financial statements, and other knowledge we obtained during our audit of
the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.

Report on Summarized Comparative Information

We have previously audited the District’s 2018 financial statements, and we expressed an
unmodified opinion on those audited financial statements in our report dated August 8, 2019. In
our opinion, the summarized comparative information presented herein as of and for the year ended
December 31, 2018 is consistent, in all material respects, with the audited financial statements
from which it has been derived.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated August
13, 2020, on our consideration of the Brazos Valley Groundwater Conservation District’s internal
control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Brazos Valley Groundwater Conservation
District’s internal control over financial reporting and compliance.

Bryan, Texas MILBERGER NESBITT & ASK, L.L.P.
August 13, 2020 Certified Public Accountants



Independent Auditors’ 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 Directors

Brazos Valley Groundwater
Conservation District

Hearne, Texas

We have audited, in accordance with the 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, the financial statements of the
Brazos Valley Groundwater Conservation District (“District”) as of and for the year ended
December 31, 2019, and the related notes to the financial statements, which collectively comprise
the District’s basic financial statements, and have issued our report thereon dated August 13, 2020.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the District’s
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the District’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the District’s
internal control.

A deficiency in internal control 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 and correct, misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose as described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or, significant deficiencies. Given those limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’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 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 we are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Bryan, Texas MILBERGER NESBITT & ASK, L.L.P.
August 13, 2020 Certified Public Accountants



Brazos Valley Groundwater Conservation District
Management’s Discussion and Analysis

For the Year Ended December 31, 2019

The following discussion and analysis of the District’s (the District’s) financial performance
presents management’s overview of the District’s financial activities for the year ended December
31, 2019. Please read it in conjunction with the District’s basic financial statements, which begin
immediately following this analysis. This annual financial report includes the Management’s
Discussion and Analysis (this section), the independent auditors’ report, the basic financial
statements of the District and the required supplementary information.

Overview of the Basic Financial Statements

The District operates as a utility enterprise and presents its financial statements using the economic
resources measurement focus and the full accrual basis of accounting. As an enterprise fund, the
District’s basic financial statements include four components:

Statement of Net Position

Statement of Revenues, Expenses and Changes in Net Position
Statement of Cash Flows

Notes to the Financial Statements

The Statement of Net Position includes all of the District’s assets and liabilities, with the difference
between the two reported as net position. Net position is displayed in three categories:

e Invested in Capital Assets, Net of Related Debt
e Restricted
e Unrestricted

The Statement of Net Position provides the basis for evaluating the capital structure of the District
and assessing its liquidity and financial flexibility.

The Statement of Revenues, Expenses and Changes in Net Position presents information which
shows how the District’s net position changed during the year. All of the current year’s revenues
and expenses are recorded when the underlying transaction occurs, regardless of the timing of the
related cash flows. The Statement of Revenues, Expenses and Changes in Net Position measures
the success of the District’s operations over the past year and determines whether the District has
recovered its costs through assessments, permit fees, and other charges.



Brazos Valley Groundwater Conservation District
Management’s Discussion and Analysis (Continued)

For the Year Ended December 31, 2019

The Statement of Cash Flows provides information regarding the District’s cash receipts and cash
disbursements during the year. This statement reports cash activity in four categories:

e Operating

e Noncapital financing

e Capital and Related financing
e Investing

This statement differs from the Statement of Revenues, Expenses and Changes in Net Position in
that it accounts only for transactions that result in cash receipts and cash disbursements.

The Notes to the Financial Statements provide a description of the accounting policies used to
prepare the financial statements and present material disclosures required by generally accepted
accounting principles that are not otherwise present in the financial statements.

Financial Highlights

During the year ending December 31, 2019, the District’s operating revenue of $599,611.54 and
operating expenses of $666,498.68 resulted in a $66,887.14 loss from operations. A financial
analysis of the District follows on the next page.



Brazos Valley Groundwater Conservation District

Management’s Discussion and Analysis (Continued)
For the Year Ended December 31, 2019

Financial Analysis of the District

Statement of Net Position

2019 2018 Change
Current Assets $ 31544454 $  376,372.16 ($ 60,927.62)
Certificates of Deposit 1,004,409.14 988,052.68 16,356.46
Non-Current Assets 106,381.86 112,366.86 ( 5,985.00)
Total Assets $ 1,426,23554 $ 1,476,791.70 ($ 50,556.16)
Current Liabilities $ 3154951 $ 37,559.46 (% 6,009.95)
Non-Current Liabilities 20,093.00 16,418.00 3,675.00
Total Liabilities $ 51,64251 $ 53,977.46 (% 2,334.95)
Invested in Capital Assets $ 81,357.86 $ 87,767.86 ($ 6,410.00)
Restricted - - -
Unrestricted 1,293,235.17 1,335,046.38 ( 41,811.21)
Total Net Position $ 1374593.03 $ 142281424 ($ 48,221.21)
Operating Revenues $ 59961154 $ 611,989.25 ($ 12,377.71)
Operating Expenses ( 666,498.68) ( 706,366.58) 39,867.90
Income from operations ($ 66,887.14) ($ 94,377.33) $ 27,490.19
Non-operating revenues $ 18,665.93 $ 11,992.67 $ 6,673.26
Non-operating expenses - - -
Non-operating
revenues (expenses)  $ 18,665.93 $ 11,992.67 $ 6,673.26
Change in Net Position ($  48,221.21) ($ 82,384.66) $ 34,163.45

Changes in Net Income from Operations

The District’s operating revenues decreased slightly over the prior year due to lower water
production resulting in lower production revenue being generated.



Brazos Valley Groundwater Conservation District

Management’s Discussion and Analysis (Continued)
For the Year Ended December 31, 2019

Changes in Net Income from Operations - continued

Operating expenses were significantly lower in 2019 due in whole to the reduction of legal
expenses associated with litigation involving the District.

Capital Assets

At December 31, 2019, the District had invested in capital assets net of accumulated depreciation
as follows:

District Capital Assets

2019 2018 Change
Land $ 240000 $ 240000 $ -
Building 114,170.36 114,170.36 -
Office furniture, equipment and vehicles 102,660.99 102,660.99 -
$ 21923135 $ 219,231.35 $ -

Less: Accumulated Depreciation ( 137,873.49) ( 131,463.49) ( 6,410.00)

Total Capital Assets, Net of Depreciation $ 81,357.86 $ 87,767.86 ($  6,410.00)

Economic Factors

The District’s excellent financial condition continues as the District benefits from sound financial
planning on the part of the Board of Directors to assure the operating budget and fund balance are
sufficient to fulfill the obligation of successful groundwater management.

Contacting the District’s Financial Management

This financial report is designed to provide our customers, investors, and creditors with a general
overview of the District’s finances and to demonstrate the District’s accountability for the financial
resources it manages. If you have questions about this report or need additional financial
information, contact the Brazos Valley Groundwater Conservation District’s office at P. O. Box
528, Hearne, TX 77859.
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BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT

Statement of Net Position
December 31, 2019

With Comparative Totals for December 31, 2018

Assets
Current and other assets
Cash
Accounts and interest receivable
Certificates of deposit
Total Current Assets
Capital Assets
Fixed assets, net of $137,873.49 and
$131,463.49 accumulated depreciation,
respectively
Other noncurrent assets
Net pension asset
Total Assets
Deferred Outflows of Resources

Total Assets and Deferred Outflows

Liabilities
Current Liabilities

Accounts payable and accrued expenses
Net pension cost
Total Current Liabilities
Deferred Inflows of Resources
Total Liabilities and Deferred Inflows
Net Position

Invested in capital assets, net of related debt
Unrestricted

Total Net Position
Total Liabilities and Net Position

December 31,

2019 2018
253,266.08 363,716.41
62,178.46 12,655.75
1,004,409.14 988,052.68
1,319,853.68 1,364,424.84
81,357.86 87,767.86
- 14,822.00
1,401,211.54 1,467,014.70
25,024.00 9,777.00
1,426,235.54 1,476,791.70
31,485.51 37,559.46

64.00 -

31,549.51 37,559.46
20,093.00 16,418.00
51,642.51 53,977.46
81,357.86 87,767.86
1,293,235.17 1,335,046.38
1,374,593.03 1,422,814.24
1,426,235.54 1,476,791.70

The accompanying notes which begin on page 14 are an integral part of this statement.



BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT
Statement of Revenues, Expenses, and Changes in Net Position

For the Year Ended December 31, 2019
With Comparative Totals for December 31, 2018

Revenues

Assessments
Rural Water - Robertson County
Rural Water - Brazos County
Municipal - Robertson County
Municipal - Brazos County
Industrial - Robertson County
Industrial - Brazos County
Agricultural - Robertson County
Agricultural - Brazos County
Industrial - oil & gas rig supply
Steam electric

Fees and permits

Miscellaneous income

Total Revenues

Operating expenses
Supplies
Office supplies
Public education

Professional services
Legal, accounting and engineering fees
Salaries and benefits

Salaries

Payroll taxes
Health insurance
Retirement benefits

11

For the Year Ended

December 31,

2019 2018
30,634.42 23,098.14
28,664.64 39,879.38
18,387.84 17,918.88

443,433.36 460,326.07

8,749.14 2,931.96
30,083.81 30,481.07
11,373.58 7,492.09

8,285.86 5,381.78

3,331.19 11,949.47

1,302.20 1,303.44
14,500.00 11,076.97

865.50 150.00

599,611.54 611,989.25
14,027.49 11,153.02
32,242.26 33,866.22
46,269.75 45,019.24

237,446.69 290,347.19

210,560.35 201,225.32
17,362.75 15,281.44
31,144.00 33,802.26
28,977.10 26,320.39

288,044.20 $ 276,629.41

The accompanying notes which begin on page 14 are an integral part of this statement.



12

BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT

Statement of Revenues, Expenses, and Changes in Net Position

For the Year Ended December 31, 2019
With Comparative Totals for December 31, 2018

Operating expenses, continued
Other Services

Insurance
Advertising and legal notices
Conferences and travel
Telephone and utilities
Miscellaneous services
Dues

Other Expenses

Grant programs
Building maintenance
Depreciation

Total Expenses
Operating (loss) income

Non-operating income
Interest income

Change in Net Position

Net position, beginning
Net position, ending

For the Year Ended
December 31,
2019 2018

$ 433950 $ 4,580.46
360.44 196.30
20,722.12 16,947.01
6,803.73 6,776.75
5,704.30 4.682.07
2,423.00 1,713.00
$ 40,353.09 $ 34,895.59
$ 43,099.95 $ 52,096.14
4,875.00 1,625.00
6,410.00 5,754.01
$ 5438495 $ 59,475.15
3 666,498.68 $ 706,366.58
(% 66,887.14) ($ 94,377.33)
18,665.93 11,992.67
(% 48,221.21) ($ 82,384.66)
1,422,814.24 1,505,198.90
$ 1,374593.03 $ 1,422,814.24

The accompanying notes which begin on page 14 are an integral part of this statement.
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BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT
Statement of Cash Flows
For the Year Ended December 31, 2019
With Comparative Totals for December 31, 2018

For the Year Ended
December 31,
2019 2018
Cash Flows From Operating Activities
Cash Received from groundwater assessments
and users $ 550,210.49 $ 611,904.82
Cash paid to suppliers of goods and services ( 371,746.27) ( 446,860.96)
Cash paid for employee services ( 291,102.36) ( 279,652.83)
Net cash used by operating activities (% 112,638.14) ($ 114,608.97)
Cash Flows From Noncapital Financing Activities
Repayment of escrowed funds $ - (% 26,390.91)
Cash Flows From Capital and Related
Financing Activities
Acquisition and construction of capital assets $ - (% 25,639.05)
Cash Flows From Investing Activities
Investment earnings $ 18,544.27 $ 11,389.11
(Increase) decrease in certificates of deposit, net ( 16,356.46) 129,065.00
Net cash provided by investing activities $ 2,187.81 $ 140,454.11
Net decrease in cash % 110,450.33) ($ 26,184.82)
Cash, beginning 363,716.41 389,901.23
Cash, ending $ 253,266.08 $ 363,716.41

The accompanying notes which begin on page 14 are an integral part of this statement.
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BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT
Notes to the Financial Statements
December 31, 2019

Note 1 — Summary of Significant Accounting Policies

The basic financial statements of the Brazos Valley Groundwater Conservation District
(District) have been prepared in conformity with accounting principles generally accepted in
the United States of America applicable to governmental units. The Governmental
Accounting Standards Board is the accepted standard setting body for establishing
governmental accounting and financial reporting principles.

Organization

Brazos Valley Groundwater Conservation District (District) was initially created by an Act of
May 28, 1999, 76" Leg., R.S., ch. 1331, Sec 1(a)(2), 1999 Tex. Gen. Laws 4536 (SB 1911)
as a political subdivision. The District’s creation was ratified by H.B. 1784 during the 77"
Legislature in its Regular Session on September 1, 2001 and effective upon its confirmation
election held November 5, 2002. Its boundaries are coextensive with the boundaries of
Robertson and Brazos Counties. It was created to accomplish the purposes of Section 59,
Article XVI, Texas Constitution, and operating pursuant to the provisions of the Texas Water
Code, Chapter 36, relating to water conservation and development of natural resources for
public use and benefit. The basic operations of the District are financed from water use fees
assessed to water producers. The District is governed by an eight member board comprised
of four members from Brazos County and four members from Robertson County. The Board
is not included in any other governmental “reporting entity” as defined in Section 2100,
Codification of Governmental Accounting and Reporting Standards, since Board members
are appointed by the respective County Commissioners’ Courts, have decision making
authority, the power to designate management and the responsibility to significantly influence
operations and primary accountability for fiscal matters.

Reporting Entity

The basic financial statements of the District include all funds and operations which are
controlled by or dependent upon the District, and include no component units. The District
Board’s responsibility is to appoint management, set budgets for the District and oversee
operations included in these financial statements. The District does not have taxing authority.
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Basis of Accounting and Financial Statement Presentation

The basic financial statements of a governmental entity normally include both government-
wide and fund financial statements. However, because the District only has one fund, only
fund financial statements are presented. The District’s operations are accounted for as an
enterprise fund (proprietary fund type.) The focus of proprietary fund measurement is upon
the determination of operating income, changes in net position, net position and cash flows.

The District uses the full accrual basis of accounting. Under this basis, revenues are recorded
when earned and expenses are recorded when incurred, even though actual payment or receipt
may not occur until after the period ends.

Cash and Other Deposits

Cash and other deposits consist of demand and time deposits with financial institutions and
are carried at cost. For purposes of the statement of cash flows, all cash and other deposits
with an original maturity of three months or less when acquired are considered to be cash
equivalents.

Fixed Assets

Fixed assets are recorded at historical cost. Depreciation is computed using the straight-line
method over useful lives of five to forty years.

Compensated Absences

District employees earn vacation and sick leave in varying amounts based on length of service.
The District records the cost of vested vacation as it is earned. Vacation pay is payable to
employees at the time vacation is taken or upon termination of employment.

Net Position

Net position is divided into three components:

Invested in capital assets — this component consists of capital assets, including
restricted capital assets, net of accumulated depreciation.

Restricted — this component consists of external constraints imposed on net position by
creditors, grantors, or laws or regulations of other governments or through
constitutional provisions or enabling legislation.

Unrestricted — this component consists of net position that do not meet the definition
of “restricted” or “invested in capital assets, net of related debt.”

At December 31, 2019, the District has no restricted net position.
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Budgeting

The Board of Directors of Brazos Valley Groundwater Conservation District approved the
budget for the year ended December 31, 2019 on December 13, 2018 and approved an
amended budget on August 13, 2020. The annual budget is considered a management control
and planning tool and, as such, is incorporated into the accounting system of the District.

Concentrations

The District’s primary source of revenue is from groundwater charges levied to entities and
individuals who extract water from the groundwater basis underlying the District. The amount
of rainfall in the area can have a significant effect on the amount of water extracted.

Assessments

The District is allowed by the Texas Legislature to assess fees to water producers. The District
currently defines water producers as those that have a well capable of producing more than
50,000 gallons of water per day. The initial fees could not exceed: $0.25 per acre-foot for
water used for irrigating agricultural crops or operating existing steam electric stations; or
$0.0425 per thousand gallons for water used for any other purpose. These fees may be
increased at a cumulative rate not to exceed three percent per year.

Public/Municipal/RWPS water producers are assessed an annual fee of $.0325/1,000 for the
first 100,000,000 gallons of water pumped and $.0425/1,000 for gallons pumped thereafter.
All other water producers in Robertson and Brazos Counties are assessed a fee of
$.0425/1,000 gallons of water pumped, $0.25 per acre-foot for steam electric stations and
$.125/acre foot for agricultural irrigation. Each participant may pay its assessment monthly.

The District requires oil and gas hydraulic fracturing wells to pay water production fees
annually at a rate of $.0425/1,000 gallons of water pumped.

Assessments collected in the current fiscal year which are for the subsequent fiscal year are
recorded as deferred revenue.

Risk Management

The District is exposed to various risks of loss related to torts, theft, damage or destruction of
assets, errors and omissions, injuries to employees and natural disasters. During the year
ended December 31, 2019, the District purchased coverage with the Texas Municipal League
Intergovernmental Risk Pool to cover property and general liabilities. In addition, the District
purchased commercial insurance to cover commercial crime coverage and public official
bonds. There were no significant reductions in coverage in the past fiscal year and there were
no settlements exceeding insurance coverage.
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Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Pensions

The District implemented the GASB Statement No. 68, Accounting and Financial Reporting
for Pensions and Statement No. 71, Pension Transition for Contributions Made Subsequent
to the Measurement Date — an Amendment of GASB Statement No. 68.

In government-wide and enterprise fund financial statements, pension plans are required to
be recognized and disclosed using the accrual basis of accounting. In general, the District
recognizes a net pension liability, which represents the District’s proportionate share of the
excess of the total pension liability over the fiduciary net position of the pension plan reflected
in the actuarial report provided by the Texas County & District Retirement System. The net
pension liability is measured as of December 31, 2018.

Changes in the net pension liability are recorded, in the period incurred, as pension expense
or as deferred inflows or deferred outflows of resources depending on the nature of the change.
The changes in net pension liability that are recorded as deferred inflows of resources or
deferred outflows of resources (that arise from changes in actuarial assumptions or other
inputs and differences between expected or actual experience) are amortized over the
weighted average remaining service life of all participants in the respective pension plan and
are recorded as a component of pension expense beginning with the period in which they are
incurred.

For purposes of measuring the net pension liability and deferred outflow/inflows of resources
related to pensions, and pension expense, information about the fiduciary net position of the
District’s pension plan and additions to/deductions from the plan’s fiduciary net position have
been determined on the same basis as they are reported by the Texas County & District
Retirement System. For this purpose, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with the benefit terms.
Investments are reported at fair value.
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Note 2 — Cash

The District’s funds are required to be deposited and invested under the terms of a depository
contract. The depository bank places approved pledged securities for safekeeping and trust
with the District’s agent bank in an amount sufficient to protect District funds on a day-to-
day basis during the period of the contract. The District’s cash deposits as of and during the
year ended December 31, 2019 were entirely covered by FDIC insurance or by pledged
collateral held by the District’s agent bank in the District’s name.

The District’s cash and certificates of deposit are considered Category 1 investments (insured
or registered, or securities held by the District or its agent in the District’s name).

Note 3 — Fixed Assets

The following is a summary of changes in fixed assets for the year ended December 31, 2019:

Office
Furniture,
Equipment and Land and
Vehicles Building Total

Balance - December 31,2018 $ 102,660.99 $ 116,570.36 $ 219,231.35

Additions - - -

Balance - December 31,2019 $ 102,660.99 $ 116,570.36 $ 219,231.35

Note 4 — Commitments

The District has an engineering/hydrologist contract to perform Hydro-geological studies of
the aquifers within the District to develop the appropriate science as required by law and for
development of the District’s management plan and rules. The total fees incurred for the year
ended December 31, 2019 were $100,038.63.

The District has contracts with attorneys for general counsel expenses, developing
management strategies, monitoring of legislative issues and defense of permits and
regulations. The total fees incurred for the year ended December 31, 2019 were $68,325.23.
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Note 5 — Defined Benefit Pension Plan
Plan Description

A description of the pension plan pursuant to Paragraph 40 of GASB Statement No 68 is as
follows:

a. Brazos Valley Groundwater Conservation District participates in the Texas County &
District Retirement System (TCDRS), which is a statewide, agent multiple-employer,
public employee retirement system.

b. A brief description of benefit terms:

1) All full- and part-time non-temporary employees participate in the plan, regardless
of the number of hours they work in a year. Employees in a temporary position
are not eligible for membership.

2) The plan provides retirement, disability and survivor benefits.

3) TCDRS is a savings-based plan. For the District’s plan, 7% of each employee’s
pay is deposited into his or her TCDRS account. By law, employee accounts earn
7% interest on beginning of year balances annually. At retirement, the account is
matched at an employer set percentage (current match is 235%) and is then
converted to an annuity.

4) There are no automatic COLASs. Each year, the District may elect an ad hoc COLA
for its retirees (if any). There are two COLA types, each limited by actual inflation.

5) Benefit terms are established under the TCDRS Act. They may be amended as of
Jan. 1 each year, but must remain in conformity with the Act.

c. Membership information is shown in the chart below.

d. The District’s contribution rate is calculated annually on an actuarial basis, although
the employer may elect to contribute at a higher rate. The Brazos Valley Groundwater
Conservation District contribution rate is based on the TCDRS funding policy adopted
by the TCDRS Board of Trustees and must conform to the TCDRS Act. The employee
contribution rates are set by the District and are currently 7%. Contributions to the
pension plan from the District for 2018 are shown in the Schedule of Employer
Contributions.

e. The most comprehensive annual financial report for TCDRS can be found at the
following link, www.tcdrs.org.


http://www.tcdrs.org/
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Note 5 — Defined Benefit Pension Plan (continued)

Membership Information

Members December 31, 2017 _December 31, 2018
Number of inactive employees entitled

to but not yet receiving benefits 2 2
Number of active employees: 3 3
Average monthly salary*: $6,042 $5,487
Average age*: 48.85 49.85
Average length of service in years*: 5.08 6.08

Inactive Employees (or their Beneficiaries) Receiving Benefits

Number of benefit recipients: 0 0
Average monthly benefits $0 $0

*Averages reported for active employees.
Funding Policy

The District has elected the annually determined contribution rate (variable rate) plan
provisions of the TCDRS Act. The plan is funded by monthly contributions from both
employee members and the employer based on the covered payroll of employee members.
Under the TCDRS Act, the contribution rate of the employer is actuarially determined
annually. The District contributed using the actuarially determined rate of 12.18% for the
months of the accounting year in 2019.

The deposit rate payable by the employee members for calendar year 2019 was the rate of 7%
as adopted by the Board. The employee deposit rate and the employer contribution rate may
be changed by the Board within the options available in the TCDRS Act.
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Note 5 — Defined Benefit Pension Plan (continued)

Pension, Liabilities, Pension Expenses and Deferred Outflows/Inflows of Resources
Related to Pensions

The District’s proportionate share of the net pension liability/asset is as follows:

Net Pension (Asset)/Liablitity 2018 2017
Total pension liability $ 268,466 $ 212,790
Fiduciary net position 268,402 227,612
Net pension liability (asset) $ 64 $ (14,822)
Fiduciary net position as a percentage

of total net position liability 99.98%  106.97%
Pensionable covered payroll (1) $ 190,154 $ 217,508
Net pension liability as a percentage

of covered payroll 3.00% -6.81%

The total pension liability was determined by an actuarial valuation as of the valuation date,
calculated based on the discount rate and actuarial assumptions below.

(1) Payroll is calculated based on contributions as reported to TCDRS.

Discount Rate

Discount rate (2) 8.10% 8.10%
Long-term expected rate of return, net of

Investment expense (2) 8.10% 8.10%
Municipal bond rate (3) Does not apply  Does not apply

(2) This rate reflects the long-term rate of return funding valuation assumption of 8.00%, plus
0.10% adjustment to be gross of administrative expenses as required by GASB 68.

(3) The plan’s fiduciary net position is projected to be available to make all projected future
benefit payments of current active, inactive and retired members. Therefore, the discount
rate for calculating the total pension liability is equal to the long-term expected rate of
return, and the municipal bond rate does not apply.
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Note 5 — Defined Benefit Pension Plan (continued)

The discount rate is the single rate of return that, when applied to all projected benefit
payments results in an actuarial present value of projected benefit payments equal to the total
of the following:

1) The actuarial present value of benefit payments projected to be made in future periods
in which (a) the amount of the pension plan’s fiduciary net position is projected to be
greater than the benefit payments that are projected to be made in that period and (b)
pension plan assets up to that point are expected to be invested using a strategy to
achieve the long-term rate of return, calculated using the long-term expected rate of
return on pension plan investments.

2) The actuarial present value of projected benefit payments not included in (1),
calculated using the municipal bond rate.

Therefore, if plan investments in a given future year are greater than projected benefit
payments in that year and are invested such that they are expected to earn the long-term rate
of return, the discount rate applied to projected benefit payments in that year should be the
long-term expected rate of return on plan investments. If future years exist where this is not
the case, then an index rate reflecting the yield on a 20-year, tax-exempt municipal bond
should be used to discount the projected benefit payments for those years.

The determination of a future date when plan investments are not sufficient to pay projected
benefit payments is often referred to as a depletion date projection. A depletion date
projection compares projections of the pension plan’s fiduciary net position to projected
benefit payments and aims to determine a future date, if one exists, when the fiduciary net
position is projected to be less than projected benefit payments. If an evaluation of the
sufficiency of the projected fiduciary net position compared to projected benefit payments
can be made with sufficient reliability without performing a depletion date projection,
alternative methods to determine sufficiency may be applied.

In order to determine the discount rate to be used by the employer we have used an alternative
method to determine the sufficiency of the fiduciary net position in all future years. Our
alternative method reflects the funding requirements under the employer’s funding policy and
the legal requirements under the TCDRS Act.

1) TCDRS has a funding policy where the Unfunded Actuarial Accrued Liability (UAAL)
shall be amortized as a level percent of pay over 20-year closed layered periods.

2) Under the TCDRS Act, the employer is legally required to make the contribution
specified in the funding policy.

3) The employer’s assets are projected to exceed its accrued liabilities in 20 years or less.
When this point is reached, the employer is still required to contribute at least the
normal cost.

4) Any increased cost due to the adoption of COLA is required to be funded over a period
of 15 years, if applicable.
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Note 5 — Defined Benefit Pension Plan (continued)

Based on the above, the projected fiduciary net position is determined to be sufficient
compared to projected benefit payments. Based on the expected level of cash flows and
investment returns to the system, the fiduciary net position as a percentage of total pension
liability is projected to increase from its current level in future years.

Since the projected fiduciary net position is projected to be sufficient to pay projected benefit
payments in all future years, the discount rate for purposes of calculating the total pension
liability and net pension liability of the employer is equal to the long-term assumed rate of
return on investments. This long-term assumed rate of return should be net of investment
expenses, but gross of administration expenses for GASB 68 purposes. Therefore, we have
used a discount rate of 8.10%. This rate reflects the long-term assumed rate of return on assets
for funding purposes of 8.00%, net of all expenses, increased by 0.10% to be gross of
administrative expenses.

Long-term Expected Rate of Return

The long-term expected rate of return on TCDRS assets is determined by adding expected
inflation to expected long-term real returns, and reflecting expected volatility and correlation.
The capital market assumptions and information show below are provided by TCDRS’
investment consultant, Cliffwater LLC. The numbers shown are based on January 2019
information for a 10-year time horizon.

Note that the valuation assumption for long-term expected return is re-assigned at a minimum
of every four years, and is set based on a 30-year time horizon; the most recent analysis was
performed in 2017.



Note 5 — Defined Benefit Pension Plan (continued)

Geometric Real
Rate of Return

Target (BExpected Minus
Asset Class Benchmark Allocation Inflation)2)
US Equities Dow Jones U. S. Total
Stock Market Index 10.50% 5.40%
Private Equity Cambridge Associates
Global Private Equity &
Venture Capital Indexg) 18.00% 8.40%
Global Equities MSCI World (net) Index 2.50% 5.70%
International Equities -
Developed Markets MSCI World EXUSA (net) 10.00% 5.40%
International Equities -
Emerging Markets MSCI EM Standard (net) Index 7.00% 5.90%
Investment-Grade Bonds Bloomberg Barclays U. S.
Aggregrate Bond Index 3.00% 1.60%
Stratetic Credit FTSE High-Yield
Cash-Pay Capped Index 12.00% 4.39%
Direct Lending S&P/LSTA Leveraged
Loan Index 11.00% 7.95%
Distressed Debt Cambridge Associates Distressed
Securities Indexa) 2.00% 7.20%
REIT Equities 67% FTSE NAREIT Equity
REITs Index+ 33% S&P
Global REIT (net) Index 2.00% 4.15%
Master Limited Partnerships
(MLPs) Alerian MLP Index 3.00% 5.35%
Private Real Estate
Partnerships Cambridge Associates Real
Estate Indexs) 6.00% 6.30%
Hedge Funds Hedge Fund Research, Inc.
(HFRI) Fund of Funds
Composite Index 13.00% 3.90%

@ Target asset allocation adopted at the April 2019 TCDRS Board meeting.

24

@ Geometric real rates of return in addition to assumed inflation of 1.70%, per Cliffwater’s 2019 capital

market assumptions.

@ Includes vintage years 2006-present of Quarter Pooled Horizon IRRs.
@ Includes vintage years 2005-present of Quarter Pooled Horizon IRRs.
® Includes vintage years 2007-present of Quarter Pooled Horizon IRRS
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Note 5 — Defined Benefit Pension Plan (continued)
Other Key Actuarial Assumptions
All actuarial assumptions that determined the total pension liability as of December 31, 2018
were based on an actuarial experience study for the period January 1, 2013 — December 31,

2016, except where required to be different by GASB 68.

The total pension liabilities in the December 31, 2019 actuarial valuations were determined
using the following actuarial assumptions:

Valuation date December 31, 2017 to December 31, 2018
Measurement date December 31, 2017 to December 31, 2018
Actuarial cost method Entry Age

Amortization Method Level percentage of payroll, closed
Remaining Amortization Period 19.2 years (based on contribution rate calculated

in 12/31/2018 valuation)

Asset Valuation Method 5-year smoothed market

Inflation 2.75%

Salary Increases Varies by age and service. 4.9% average

over career including inflation.

Investment rate of Return 8.00%, net of investment expenses, including inflation
Retirement Age Members who are eligible for service retirement are

assumed to commence receiving benefit payments

on age. The average age at service retirement for
recent retirees is 61.

Mortality 130% of the RP-2014 Healthy Annuitant Mortality

Table for males and

110% of the RP-2014 Healthy Annuitant Mortality

Table for females, both projected with 110% of the

MP-2014 Ultimate scale after 2014.

Changes in Assumptions and 2015: New inflation, mortality and other

Methods Reflected in the Schedule assumptions were reflected.

of Employer Contributions* 2017: New mortality assumptions were reflected.
Changes in Plan Provisions 2015: No changes in plan provisions were reflected
Reflected in the Schedule in the Schedule.

of Employer Contributions* 2016: No changes in plan provisions were reflected

in the Schedule.

2017: New Annuity Purchase Rates were reflected
for benefits earned after 2017.

2018: No changes in plan provisions were reflected
in the Schedule.

*Only changes that affect the benefit amount and that are effective 2015 and later are shown
in the Notes to the Schedule.
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Note 5 — Defined Benefit Pension Plan (continued)
Changes in the Net Pension Liability

The changes in the net pension liability for the Plan were as follows:

Total Plan Net
Pension Fiduciary Pension
Liability Net Position  Liability/(Asset)
Balance at December 31, 2017  $ 212,790.00 $ 227,612.00 $ (14,822.00)
Changes, net 55,676.00 40,790.00 14,886.00
Balance at December 31, 2018  $ 268,466.00 $ 268,402.00 $ 64.00

Sensitivity of the Net Pension Liability to Changes in the Discount Rate

The following presents the net pension liability of the district, calculated using the discount
rate of 8.10%, as well as what the Brazos Valley Groundwater Conservation District net
pension liability would be if it were calculated using a discount rate that is one percent point
lower (7.10%) or one percent higher (9.10%) than the current rate.

Current
Discount Discount Discount
Rate - 1% Rate Rate + 1%
(7.10%) (8.10%) (9.10%)
Total pension liability $ 303,660.00 $ 268,466.00 $ 238,383.00
Fiduciary net position 268,402.00 268,402.00 268,402.00

Net pension liability(asset) $ 35,258.00 $ 64.00 $ (30,019.00)
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Pension Expense and Deferred Outflows and Deferred Inflows of Resources Related to
Pensions

As of December 31, 2018, the deferred inflows and outflows of resources are as follows:

Deferred Deferred
Ouitflows of Inflows of
Resources Resources
Differences between expected and
actual experience $ 20,093.00 $ 5,952.00
Changes in assumptions - 2,596.00
Net difference between projected and
actual earnings - 16,476.00
Contributions made subsequent to
measurement dateq N/A Employer determined

Amounts currently reported as deferred outflows of resources and deferred inflows of
resources related to pensions, excluding contributions made subsequent to the measurement
date, will be recognized in pension expense as follows:

(Y]

@

Year ended December 31:

2019 $ 3,913.00
2020 1,734.00
2021 1,323.00
2022 3,735.00
2023 (1,058.00)
Thereafter() (4,716.00)

Any eligible employer contributions made subsequent to the measurement date through the employer’s fiscal
year end

Total remaining balance to be recognized in future year, if any. Note that additional future deferred inflows
and outflows may impact these humbers.

Note 6 — Contingencies

The District currently has one lawsuit filed against it. The District was sued in the United
States District Court for the Western District of Texas, Waco Division. Two parties are
involved in the complaint. Two Motions to Dismiss were filed by the District and have been
considered. The District received favorable rulings on both motions with both rulings
appealed to the 5" Circuit Court of Appeals. Oral arguments took place in October 2019.
Following oral arguments, the Fazzino portion of the suit was remanded to the Waco Division
Court for further action. The involved parties are currently moving through depositional and
trial scheduling.
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Note 7 — Subsequent Events

These financial statements considered subsequent events through August 13, 2020, the date
the financial statements were available to be issued.



Required Supplementary Information
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BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT

Budgetary Comparison Schedule
For the Year Ended December 31, 2019

Variances with

Budget
Budgeted Amounts Positive
Original Amendments Amended Actual (Negative)
OPERATING REVENUES
Groundwater usage fees
and assessments $ 587,076.43 3 - $ 587,076.43 $ 599,611.54 $ 12,535.11
OPERATING EXPENSES
Supplies $ 49,500.00 $ - $ 49,500.00 $ 46,269.75 $ 3,230.25
Professional services 260,350.00 (9,000.00)  251,350.00 237,446.69 13,903.31
Salaries and benefits 284,865.69 3,184.31 288,050.00 288,044.20 5.80
Other services 39,125.00 1,375.00 40,500.00 40,353.09 146.91
Other expenses 42,000.00 12,500.00 54,500.00 54,384.95 115.05
Total Operating
Expenses $ 67584069 $ 8,059.31 $ 683,900.00 $ 666,498.68 $ 17,401.32
Operating Income
(Loss) $ (88,764.26) $ (8,059.31) $ (96,823.57) $ (66,887.14) $ 29,936.43
NON-OPERATING REVENUE - - - 18,665.93 18,665.93
Change in Net Position $ (88,764.26) $ (8,059.31) $ (96,823.57) $ (48,221.21) $ 48,602.36
Net Position, beginning 1,422,814.24

Net Position, ending R
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BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT
Schedule of Changes in Net Pension Liability and Related Ratios

December 31,
2018 2017
Total Pension Liability
Service Cost $ 43,081 $ 35,547
Interest on total pension liability 20,726 15,398
Effect on plan changes - -
Effect on assumption changes or inputs - 1,918
Effect on economic/demographic (gains) or losses (8,130) 5,370
Benefit payments/refunds of contributions - -
Other (1) 1
Net change in total pension liability $ 55,676 $ 58,234
Total pension liability, beginning 212,790 154,556
Total pension liability, ending $ 268,466 $ 212,790
Fiduciary Net Position
Employer contributions $ 30,133 $ 26,414
Member contributions 13,311 15,226
Investment income net of investment expenses (3,755) 24,221
Benefit payments/refunds of contributions - -
Administrative expenses (216) (151)
Other 1,317 556
Net change in fiduciary position $ 40,790 $ 66,266
Fiduciary net position, beginning 227,612 161,346
Fiduciary net position, ending $ 268,402 $ 227,612
Net pension liability/(asset) $ 64 $ (14,822)
Fiduciary net position as a % of total pension 99.98% 106.97%
Pensionable covered payroll $ 190,154 $ 217,508

Net pension liability as a % of covered payroll 0.03% -6.81%
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BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT
Schedule of Employer Contributions

December 31,

2018 2017 2016 2015
Actuarially Determined Contribution(1) $ 22990 $ 26,414 $ 22201 $ 22,833
Actual Employer Contributions(1) 30,133 26,414 22,201 36,481
Contribution Deficiency (Excess) (€3 7,143) $ - $ - (% 13,648)
Pensionable Covered Payroll(2) $ 190,154 $ 217508 $ 169,087 $ 166,664
Actual Contribution as a % of Covered Payroll 15.80% 12.10% 13.10% 21.90%
@ TCDRS calculates actuarially determined contributions on a calendar year basis. GASB
Statement No. 68 indicates the employer should report employer contribution amounts
on a fiscal year basis.
(7)) Payroll is calculated based on contributions as reported to TCDRS.
Notes to Schedule
Valuation Date: Actuarially determined contribution rates are calculated each
December 31, two years prior to the end of the fiscal year in which
contributions are reported.

Methods and assumptions used to determine contribution rates:
Actuarial Cost Method Entry Age
Amortization Method Level percentage of payroll, closed
Remaining Amortization Period 19.9 years (based on contribution rate calculated in

12/31/2017 valuation)
Asset Valuation Method 5-year smoothed market
Inflation 2.75%
Salary Increases Varies by age and service. 4.9% average over career

including inflation
Investment rate of Return 8.0%, net of investment expenses, including inflation
Retirement Age Members who are eligible for service retirement are

assumed to commence receiving benefit payments based on

age. The average age at service recent retirees is 61.
Mortality 130% of the RP-2014 Health Annuitant Mortality Table for males and

110% of the RP-2014 Health Annuitant Mortality Table for females, both

projected with 110% of the MP-2014 Ultimate scale after 2014.

Changes in Assumptions and 2015: New inflation, mortality and other assumptions were reflected.
Methods Reflected in the 2017: New mortality assumptions were reflected.
Schedule of Employer Contributions™>
Changes in Plan Provisions 2015: No changes in plan provisions were reflected in the Schedule.
Reflected in the Schedule of 2016: No changes in plan provisions were reflected in the Schedule.
Employer Contributions* 2017: New Annuity Purchase Rates were reflected for benefits earned
after 2017.
* Only changes that affect the benefit amount and that are effective 2015 and later are shown in the Notes to

Schedule



