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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, 2016, 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 audit 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



wmsments, the auditor considers internal control
ition of the financial statements in order to
gircumstances, but not for the purpose of

due to fraud or to error. In making those risig#
relevant to the entity’s preparation and faig
design audit procedures that are appropri
expressing an opinion on the effectiveness of
no such opinion. An audit also includes evaluating
management, as well as
evaluating the overall presentation of the financial statemen@.
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,
2016, 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 on pages 6 through 9; the analysis and budgetary comparison on page
28; and the pension schedules on pages 29 through 30, 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 2015 financial statements, and we expressed an
unmodified opinion on those audited financial statements in our report dated July 14, 2016. In our
opinion, the summarized comparative information presented herein as of and for the year ended
December 31, 2015 is consistent, in all material respects, with the audited financial statements
trom which it has been derived.



2017, on our consideration of the Brazos VuiigS
control over financial reporting and on our tests of i

orting and compliance and
the results of that testing, and not to provide an opinion on internal gfntrol 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.
July 13, 2017 Certified Public Accountants
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Brazos Valley Groundwater
Conservation District
Hearne, Texas

: Based on an Audit of Financial Statements

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audit 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, 2016, and the related notes to the financial statements, which collectively comprise the
District’s basic financial statements and have issued our report thereon dated July 13, 2017.

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 control 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 identity 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
ot material misstatement, we performed tests of its compliance with certain provisions of laws,



pliance with which could have a direct and

regulations, contracts, and grant agreements, Oy
' Satement amounts. However, providing an

material effect on the determination of fipg
opinion on compliance with those provisigf

, objective our audit, and accordingly, we
do not express such an opinion. The results iugg t sed no instances of noncompliance
or other matters that we are required to be reported ghde ruditing Standards.

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.

Purpose of this Report

Bryan, Texas MILBERGER, NESBITT & ASK, L.L.P.
July 13, 2017 Certified Public Accountants
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The following discussion and analysis of the District’s e District’s) financial

performance presents management’s overview of the District’s financial activities for the
twelve month period ended December 31, 2016. 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 Basic 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.
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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

¢ Noncapital financing

e Capital financing
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 Basic 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, 2016, the District’s operating revenue of
$601,362.57 and operating expenses ot $718,942.70 resulted in $117,580.13 loss from
operations. A financial analysis of the District follows on the next page.
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Financial Analysis of the District

Statement of Net Position

2016 2015 Change

Current Assets $ 66892378 % 763,10193 (% 94,178.15)
Certificates of Deposit 1,107,653.43 1,098,941.40 8,712.03
Non-Current Assets 98,025.57 106,585.57 ( 8,560.00)

Total Assets $ 1,874,602.78 $ 1,968,628.90 § (94,026.12)
Current Liabilities $ 4484949 § 30,758.66 $ 14,090.83
Non-Current Liabilities 16,548.00 18,332.00 (1,784.00)

Total Liabilities $ 6139749 $§ 4909066 $ 14,861.10
Invested in Capital Assets $ 78,650.57 $ 92,054.57 (% 13,404.00)
Restricted - - -
Unrestricted 1,734,654.72 1,827,483.67 (92,928.95)

Total Net Position $ 1,813,205.29 § 1,919,538.24 § (106,332.95)

2016 2015 Change

Operating Revenues $ 601,36257 $ 628,493.92 (% 27,131.35)
Operating Expenses ( 718,942.70) ( 529,807.50) ( 189,135.20)

Income from operations $§ (117,580.13) §  98,686.42 (3 216,266.55)
Non-operating revenues 3 11,247.18 § 10,497.13 § 750.05
Non-operating expenses - - -

Non-operating

revenues (expenses) 3 11,24718 § 10,497.13 § 750.05
Change in Net Position § (106,332.95) $ 109,183.55 (% 215,516.50)

Changes in Net Income from Operations

The District’s operating revenues decreased over the prior year due to lowered water
production. Municipal, agricultural and industrial uses were down due to generous rainfall

during the growing season and a dramatic reduction in oil and gas activity.
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Changes in Net Income from Operations - continued

Operating expenses increased over the previous year primarily due to higher than expected
legal expenditures addressing legal issues involving the District and ongoing
hydrogeological expenses resulting from the GMA 12 regional water planning effort and
challenges to District generated documents created for that endeavor.

Capital Assets

At December 31, 2016, the District had invested in capital assets net of accumulated
depreciation as follows:

District Capital Assets

2016 2015 Change
Land $ 2,400.00 $ 2,400.00 $ S
Building 89,970.31 89,970.31 -
Office furniture, equipment and vehicles 101,221.99 101,221.99 -
$ 19359230 $§ 193,592.30 § S
Less: Accumulated Depreciation ( 114,941.73) ( 101,537.73) ( 13,404.00)
Total Capital Assets, Net of Depreciation $ 78,650.57 § 92,054.57 (3 13,404.00)

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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Assets
Current and other assets
Cash
Accounts and interest receivable
Certificates of deposit

Total Current Assets

Capital assets
Fixed assets, net of $114,941.73 and
$101,537.73 accumulated depreciation,
respectively
Other noncurrent assets
Net pension asset

Total Assets

Deferred Outtlows of Resources
Total Assets and Deferred Outflows

Liabilities
Accounts payable and accrued expenses
Total 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

BER CONSERVATION DISTRICT

- 6
De er 31 2015

10

December 31,
016 2015

649,833.50 752,636.75

19,090.28 10,465.18
1,107,653.43 1,098,041.40
1,776,577.21 1,862,043.33
78,650.57 92,054.57
6,790.00 3,297.00
1,862,017.78 1,957,394.90
12,585.00 11,234.00
1,874,602.78 1,968,628.90
44,349 .49 30,758.66
44,849.49 30,758.66
16,548.00 18,332.00
61,397.49 49,090.66
78,650.57 92,054.57
1,734,554.72 1,827,483.67
1,813,205.29 1,919,538.24
[,874,602.78 1,968,628.90

The accompanying notes which begin on page 14 are an integral part of this statement.
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BRAZOS VALLEY GROUNDWA
Statement of Revenues, Expen '
For the Year Endg

With Comparative To® er 31,2015
F "ear Ended
Dgfember 31,
2016 2015
Revenues
Assessments
Rural Water - Robertson County 19,283.39 § 19,843.30
Rural Water - Brazos County 40,921.00 45,536.50
Municipal - Robertson County 18,986.00 21,565.80
Municipal - Brazos County 442.,054.84 465,588.00
Industrial - Robertson County 3,966.36 3,763.03
Industrial - Brazos County 28,112.06 30,156.91
Agricultural - Robertson County 10,288.28 8,935.92
Agricultural - Brazos County 4,717.25 4,353.49
Industrial - oil and gas rig supply 16,761.89 16,710.97
Fees and permits 14,100.00 12,000.00
Miscellaneous income 2,171.50 40.00
Total Revenues 601,362.57 § 628,493.92
Operating expenses
Supplies
Oftice supplies 17,380.05 $ 22,740.98
Public education 33,429.60 24,972 .88
50,809.65 $ 47,713.86
Professional services
Legal, accounting and
engineering fees 270,833.68 $ 200,399.58
Salaries and benefits
Salaries 173,188.88 § 165,158.14
Payroll taxes 12,977.23 12,788.13
Health insurance 22,027.97 21,353.82
Retirement benefits 16,252.68 22,630.61
224,446.76 S 221,930.70

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

Other Services
Insurance
Advertising and legal notices
Conferences and travel
Telephone and utilities
Miscellaneous services
GAM 12 update
Dues

Other Expenses

Grant programs
Building maintenance
Depreciation

Non-operating revenue
Interest income

Net Position, beginning
Prior period adjustments - GASB 68
Net Position, ending

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

statement.

Total expenses

Operating (loss) income

Change in Net Position

T Changes in Net Position

goer 31, 2016
er 31,2015
Faj "ear Ended
Dgfember 31,
2016 2015
$ 3,380.54 3,025.24
2,136.71 715.80
13,951.39 13,116.91
6,943.39 6,672.68
12,377.15 14,442.27
44,000.00 -
493,94 377.75
$ 83,283.12 38,350.65
$ 73,415.49 7,250.00
2,750.00 -
13,404.00 14,162.71
$ 89,569.49 21,412.71
S 718,942.70 529,807.50
($ 117,580.13) § 08,686.42
11,247.18 10,497.13
($ 106,332.95) $ 109,183.55
1,919,538.24 1,827,826.69
- 17,472.00)
$ 1,813,205.29 1,919,538.24




BRAZOS VALLEY GROUNDWAZER CONSERVATION DISTRICT

Bnber 31, 2015

¢ Year Ended
ecember 31,
01 2015
Cash Flows From Operating Activities
Cash received from groundwater assessments
and users $ 593,079.92 $ 637,088.39
Cash paid to suppliers of goods and services ( 470,646.55) ( 298,994.55)
Cash paid for employee services ( 227,559.26) ( 236,261.78)
Net cash provided by
operating activities ($ 105,125.89) $ 101,832.06
Cash Flows From Noncapital Financing Activities $ - $ -
Cash Flows From Capital and Related
Financing Activities $ - $ -
Cash Flows From Investing Activities
Investment earnings $ 11,034.67 §$ 10,095.45
(Increase) decrease in certificates of deposit, net ( 8,712.03) 83,794.17
Net cash provided by
investing activities $ 2,322.64 § 93,889.62
Net (decrease) increase in cash (3 102,803.25) $ 195,721.68
Cash, beginning 752,636.75 556,915.07
Cash, ending $ 649.833.50 $ 752,636.75

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

13
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BRAZOS VALLEY GROUN by RVATION DISTRICT

Notes to the Financ

December 31, 2016

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 77t
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 St csgntation

Basic financial statements of a governmental g 3 ig®mde both government-wide
{ W has one fund, only fund

: #cunted for as an enterprise
fund (proprietary fund type.) The focus of proprietary” fufl 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, 2016, the District has no restricted net position.
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Budgeting O

The Board of Directors of Brazos Valley Groghdwater Qpnsgetion District approved the
budget for the year ended December 31, 2016 o Nog€n 2015 and approved an
amended budget on July 13, 2017. The annual budgetd¥s gfnsigfred a management control

and planning tool and, as such, is incorporated into the accounihg 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, 2016, 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 confo the'th
principles requires management to make estimates and®sg s that affect the reported
amounts of assets and liabilities and disclosure of contingent afSets 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.

ally accepted accounting

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, 2016.

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 tair value.
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Note 2 ~ Cash
The District’s funds are required to be depost d iy e :

contract. The depository bank places approved pld @P ec
with the District’s agent bank in an amount sufficient istrict funds on a day-to-
day basis during the period of the contract. The District’s Casiffdeposits as of and during the
year ended December 31, 2016 were entirely covered by FDIC insurance or by pledged
collateral held by the District’s agent bank in the District’s name.

r the terms of a depository
for safekeeping and trust

The District’s cash and certificates of deposit are considered Category | 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, 2016:

Office
Furniture,
Equipment and Land and
Vehicles Building Total

Balance - December 31,2015  $  101,221.99 § 9237031 § 193,592.30

Additions - - -

Balance - December 31,2016  $ 101,221.99 $§ 9237031 § 193,592.30

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 paid for the year
ended December 31, 2016 were $146,831.63.

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 paid or the year ended December 31, 2016 were $74,845.66.
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Note 5 — Defined Benefit Pension Pluo
Plan Description fe
A description of the pension plan pursuant to Paragrap 4@8 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 COLAs. 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.

¢. 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 2016 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.tedrs.org.
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Note 5 — Defined Benefit Pension Plan

/;
Membership Information f
Members December 31, 2015 & December 31, 2016

Number of inactive employees entitled

to but not yet receiving benefits 1 2
Number of active employees: 3 3
Average monthly salary*: $4,154 $5,142
Average age*: 46.56 47.84
Average length of service in years*: 3.25 4.08

Inactive Employees (or their Beneficiaries) Receiving Benefits

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

*Averages reported for active employees. They differ from the prior year’s report, which
included all active and inactive members. Average service includes all proportionate service.

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 13.13% for the
months of the accounting year in 2016.

The deposit rate payable by the employee members for calendar year 2016 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 Benetit Pension Pla;i

f

Pension, Liabilities, Pension Expenses and D
Related to Pensions

's/Inflows of Resources

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

Net Pension (Asset)/Liablitity 2016 2015
Total pension liability $ 154,556 § 111,218
Fiduciary net position 161,346 114,515
Net pension (asset) liability $ (6,790) $ (3,297)
Fiduciary net position as a percentage

of total net position liability 104.39%  102.96%
Pensionable covered payroll (1) $ 169,087 $ 166,664
Net pension liability as a percentage

of covered payroll -4.02% -1.98%

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 Plag

The discount rate is the single rate of returtzt~ h

payments results in an actuarial present value of pr
of the following:

to all projected benefit
ayments equal to the total

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 benetfit 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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termined to be sufficient

Based on the above, the projected fiduciarydliet 1t1
compared to projected benefit payments. Based ex level of cash flows and
investment returns to the system, the fiduciary net pos®io ercentage of total pension
liability is projected to increase from its current level in futlire ffears.

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 2017
information for a 7-10 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 2013.
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Asset Class

Geometric Real
Rate of Retum
(Expected Minus

US Equities

Private Equity

Global Equities

International Equities -
Developed Markets

Intermational Equities -
Emerging Markets

Investment-Grade Bonds

High-Yield Bonds

Opportunistic Credit

Direct Lending

Distressed Debt

REIT Equities

Master Limited Partnerships

(MLPs)
Private Real Estate

Partnerships

Hedge Funds

Benchmark Inflation))
Dow Jones U. S. Total
Stock Market Index 4.70%
Cambridge Associates
Global Private Equity &
Venture Capital Indexa) 16.00% 7.70%
MSCI World (net) Index 1.50% 3.00%
MSCI World ExUSA (net) 10.00% 4.70%
MSCI EM Standard (net) Index 7.00% 5.70%
Bloomberg Barclays U. S.
Aggregrate Bond Index 3.00% 0.60%
Citigroup High-Yield
Cash-Pay Capped Index 3.00% 3.70%
Citigroup High-Yield
Cash-Pay Capped Index 2.00% 3.83%
S&P/LSTA Leveraged
Loan Index 10.00% 8.15%
Cambridge Associates Distressed
Securities Index4) 3.00% 6.70%
67% FTSE NAREIT Equity
REITs Index+ 33% FRSE
EPRA/Nareit Global Real
Estate Index 2.00% 3.85%
Alerian MLP Index 3.00% 5.60%

Cambridge Associates Real

Estate Indexs) 6.00% 7.20%
Hedge Fund Research, Inc.

(HFRI) Fund of Funds

Composite Index 20.00% 3.85%

oy Target asset allocation adopted at the April 2017 TCDRS Board meeting.
o Geometric real rates of veturn in addition to assumed inflation of 2.0%, per Cliffiwater’s 2017 capital market

ASSUMpPLions.

v Includes vintage vears 2006-present of Quarter Pooled Horizon IRRs.
W Includes vintage years 2005 -present of Quarter Pooled Horizon IRRs.
v Ineludes vintage years 2007-present of Quarter Pooled Horvizon IRRs

23
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Note 5 — Defined Benefit Pension Plan ¢
Other Key Actuarial Assumptions e
r

Updated mortality assumptions were adopted in 2015. All o actuarial assumptions that
determined the total pension liability as of December 31, 2016 were based on an actuarial
experience study for the period January 1, 2009 — December 31, 2012, except where required
to be different by GASB 68.

The total pension liabilities in the December 31, 2016 actuarial valuations were determined
using the following actuarial assumptions:

Valuation date December 31, 2015 to December 31, 2016
Measurement date December 31, 2015 to December 31, 2016
Actuarial cost method Entry Age
Amortization Method Level percentage of payroll, closed
Remaining Amortization Period years (based on contribution rate calculated in
12/31/2016 valuation)

Asset Valuation Method 5-year smoothed market
Inflation 3.0%
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 In the 2015 actuarial valuation, assumed life
expectancies were adjusted as a result of adopting
a new projection Scale (110% of the MP-2014
Ultimate Scale) for 2014 and later. Previously Scale AA
had been used. The base table is the RP-2000
table projected with Scale AA to 2014.
Changes in Plan Provisions  2015: Employer contributions reflect that the current service
Retlected in the Schedule of matching was increased to 150% for future benefits
Employer Contributions* 2016: No changes in plan provisions.

*Only changes effective 2015 and later are shown in the Notes to the Schedule.
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Changes in the Net Pension Liability f
The changes in the net pension liability for the Plan were as fofgows:

Total
Pension Plan Fiduciary ~ Net Pension
Liability Net Position  Liability/(Asset)
Balance at December 31,2015 $ 111,218.00 $ 114,515.00 $ (3,297.00)
Changes, net 43,338.00 46,831.00 (3,493.00)

Balance at December 31,2016  $ 154,556.00 $ 161.346.00 $ (6,790.00)

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 $174,830.00 $ 154,556.00 $ 137.,240.00
Fiduciary net position 161,346.00 161,346.00 161,346.00

Net pension liability(asset) $ 13,484.00 $ (6,790.00) $ (24,106.00)
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Pension Expense and Deferred Outflh
Pensions '

erred Inflows of Resources Related to

As of December 31, 2016, the deferred inflows an urces are as follows:

Deferred |

Deterred
Outflows of Inflows of
Resources Resources
Differences between expected and
actual experience $ 2,368.00 % 16,548.00
Changes n assumptions 1,350.00 -
Net difference between projected and
actual earnings 8,867.00 -
Contributions made subsequent to
measurement datem 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:

Year ended December 31:

2017 $1,570.00
2018 1,570.00
2019 1,222.00
2020 (957.00)
2021 (1,365.00)
Thereafter.) (6,003.00)

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

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

Note 6 — Subsequent Events

These financial statements considered subsequent events through July 13, 2017, the date the
financial statements were available to be issued.
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BRAZOS VALLEY GROUNDWAIER CONSERVATION DISTRICT
Budgetary G@fnpdMgon Schedule
For the Year § af cmber 31, 2016

Variances with

Budget
Budgeted Amounts Positive
Original Amendments Amende Actual (Negative)
OPERATING REVENUES
Groundwater usage fees
fees and assessments $590,101.90 - $ 590,10190 $ 601,362.57 $ 11,260.67
OPERATING EXPENSES
Supplies $§ 51,500.00 - 51,500.00 §  50,809.65 $ 690.35
Professional services 157,900.00 118,000.00 275,900.00 270,833.68 5,066.32
Salaries and benefits 240,300.00 - 240,300.00 224,446.76 15,853.24
Other services 82,300.00 1,000.00 83,300.00 83,283.12 16.88
Other expenses 57,000.00 33,000.00 90,000.00 89,569.49 430.51
Total Operating
Expenses $589,000.00 § 152,000.00 $ 741,000.00 $ 71894270 $ 22,057.30
Operating Income
(Loss) § 1,101.90 ($ 152,000.00) ($ 150,898.10) $ (117,580.13) $ 33,317.97
NON-OPERATING
REVENUE - - - 11,247.18 11,247.18
Change in
Net Position $ 1,101.90 (§ 152,000.00) (§ 150,898.10) $ (106,332.95) $§ 44,565.15

Net Position - beginning
of year 1,919,538.24

Net Position - end of year $ 1,813,205.29
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BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT
Schedule of Changes in Net Pg p¥pn Liability and Related Ratios

December 31,

g /’ 2016 2015
Total Pension Liability a

Service Cost 3 6 $ 33,086

Interest on total pension liability 218 8,598
Effect on plan changes . ( 2,329)
Etfect on assumption changes or inputs - 1,595
Effect on economic/demographic (gains) or losses 2,664 ( 16,525)
Benefit payments/refunds of contributions - | 6,862)
Net change in total pension liability $ 43338 § 17,564
Total pension liability, beginning 111,218 93,654
Total pension liability, ending § 154556 $§ 111,218

Fiduciary Net Position

Employer contributions $ 22201 § 36,481

Member contributions 11,836 11,806
Investment income net of investment expenses 8,746 ( 3,013)
Benefit payments/refunds ot contributions - | 6,862)
Administrative expenses ( 95) ( 71)
Other 4,143 ( 8)

Net change in fiduciary net position § 46,831 § 38333

Fiduciary net position, beginning 114,515 76,182

Fiduciary net position, ending § 161346 $§ 114,515
Net pension liability/(asset) ($ 6,790) ($ 3,297)
Fiduciary net position as a % of total pension 104.39% 102.96%

Pensoinable covered payroll $ 169,087 § 166,664

Net pension liability as a % of covered payroll -4.02% -1.98%



BRAZOS VALLEY GROUNDWATER CONSERVATION DISTRICT
Schedule of Emplg¥@ng ontributions

December 31,
016 2015

$ 22,833

Actuarially Determined Contribution(1)

Actual Employer Contributions(1) 36,481
Contribution Deficiency (Excess) $ ($ 13,648)
Pensionable Covered Payroll(2) $ 169,087 $ 166,664
Actual Contribution as a % of Covered Payroll 13.10% 21.90%

(1) 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.

(2)  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 years (based on contribution rate calculated in
12/31/2016 valuation)

Asset Valuation Method S-year smoothed market

Inflation 3.0%

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 In the 2015 actuarial valuation, assumed life expectancies
were adjusted as a result of adopting new projection scale
(110% of the MP-2014 Ultimate Scale) for 2014 and later.
Previously Scale AA had been used. The base table is the RP-2000
table projected with Scale AA to 2014
Changes in Plan Provisions 2015: Employer contributions reflect that the current service matching
Reflected in the Schedule* rate was increased to 150% for future benefits.
2016: No changes in plan provisions.

¥ Only changes effective 2015 and later are shown in the Notes to the Schedule.



