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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Houston County Appraisal District

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and the major fund
of Houston County Appraisal District (the “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 as listed in the 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.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in 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 auditors’ 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
appropriatencss 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 opinions.

Opinions
In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and the major governmental fund of Houston

County Appraisal District as of December 31, 2019, and the respective changes in financial position in
accordance with accounting principles generally accepted in the United States of America.
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INDEPENDENT AUDITORS’ REPORT - CONTINUED

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 information, schedule of changes in net pension liability,
and the schedule of pension contributions and related notes on pages 4 - 7 and 27 - 32, respectively, be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be
an essential part of 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.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 11,
2020, on our consideration of the 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 District’s internal control over
financial reporting and compliance.

’rwd.d-) Ham\.o-\‘—«'-/\, d- :YVC\IV\.S"'Y\- ) LLP

Todd, Hamaker & Johnson, LLP
Lufkin, Texas

March 11, 2020
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HOUSTON COUNTY APPRAISAL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2019
(UNAUDITED)

As management of the Houston County Appraisal District (the “District™), we offer readers of the District's
financial statements this narrative overview and analysis of the financial activities of the District for the
fiscal year ended December 31, 2019. We encourage readers to consider information presented herc as
well as the District's financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

o The District’s assets and deferred outflows of resources exceeded its liabilities and deferred inflows
of resources (or net position) at December 31, 2019 by $56,782.

o During the year, expenses exceeded revenues (or a decrease in net position) by $61,542.

e No new long-term debt was incurred in the year and none was outstanding at year end.

OVERVIEW OF THE FINANCIAL STATEMENTS

In accordance with GASB Statement No. 34 — Basic Financial Statements and Management’s Discussion
and Analysis for State and Local Governments, the basic financial statements must include both
government-wide and fund financial statements. Governments must also present a Management’s
Discussion and Analysis, Notes to the Financial Statements, and Required Supplementary Information,

GASB Statement No. 34 provides that for special-purpose governments engaged in a single government
program, the fund financial statements and the government-wide statements may be combined. The District
has elected to present financial statements under this combined method.

Using this method, governments will present financial statements that begin with governmental fund
financial statements, with columns for major funds (usually only a general fund). The next column is an
adjustments column. It reconciles the amounts reported in the governmental funds to show how specific
individual accounts would change when reported on the accrual basis of accounting. The final column of
these combined statements shows the amounts that normally would appear in the government-wide
statements.

Combined Financial Statements (pages 9 - 12).

Governmental Fund Financial Statements (first column).

Governmental fund financial statements focus on near-term inflows and outflows of spendable resources
available at the end of the fiscal year. Revenues are recognized when they are both measurable and
available. Expenditures are recorded when the related fund liability is incurred.

Governmental fund balance sheets present only current assets and liabilities. Capital assets and long-term
liabilities are excluded.

Governmental fund statements of revenues, expenditures and changes in fund balance report information
about the inflows, outflows, and balances of current financial resources.



HOUSTON COUNTY APPRAISAL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2019
(UNAUDITED)

Government-wide Financial Statements (final column).

Government-wide financial statements are designed to provide readers with a broad overview of the
District’s finances, in a manner similar to a private-sector business.

The statement of net position presents information on all of the District’s assets and liabilities, with the
difference between the two reported as net position.

The statement of activities presents information showing how the District’s net position changed during the
fiscal year. All of the current year’s revenues and expenses are accounted for in the statement of activities,
regardless of when cash is received or paid.

Notes to the Financial Statements (pages 13 - 25).

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements.

Required Supplementary Information (pages 27 - 32).

In addition to the basic financial statements and accompanying notes, this report also presents certain
supplementary information as required by the Governmental Accounting Standards Board.

THE DISTRICT’S NET POSITION

Over time, increases or decreases in net position may serve as a useful indicator of whether the financial
position of the District is improving or deteriorating. A portion of the District's net position, or $9,622, is
invested in capital assets and is not available for future spending. The remaining portion of the District’s
net position, or $47,160, is unrestricted in nature and available for future spending.

The District's Net Position

2019 2018
ASSETS
Current and other assets $ 365304 $ 448,222
Capital asscts 9,622 5,814
Total asscts 374,926 454,036
DEFERRED OUTFLOWS 143.923 63,934
LIABILITIES
Long-term liabilitics 192,376 80,909
Other liabilitics 261,040 295.161
Total labilitics 453.416 376.070
DEFERRED INFLOWS 8,651 23.576
NET POSITION
Invested in capital assets,
net of related debt 9,622 5,814
Unrestricted 47.160 112,510
Total net position 3 56,782 $ 118,324




HOUSTON COUNTY APPRAISAL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2019
(UNAUDITED)

Change in Net Position

2019 2018
REVENUES
Programrevenues
Entity assessments $ 840,031 $§ 810917
Certificates, mapping, other 9,133 9,422
General revenues
[nvestment income 3,779 1,506
Gain (loss) on disposal of assets - -
Total revenues 852,943 821,845
EXPENSES
General govemment 914.485 829,722
Interest on long-term debt - -
Total expenses 914,485 829,722
Increase (decrease) in
net position (61,542) (7,877)
Net position, beginning of ycar 118,324 126,201
Net position, end of ycar s 56,782 $ 118324

FINANCIAL ANALYSIS OF THE GOVERNMENT'S FUNDS

As noted earlier, the District uses fund accounting to ensure and demonstrate compliance with finance
related requirements, if applicable.

Governmental Funds. The focus of the District's governmental funds is to provide information on near-
term inflows, outflows, and balances of spendable resources. Such information is useful in assessing the
District's financing requirements. In particular, unrestricted fund balances may serve as a useful measure
of a government's net resources available for spending at the end of the fiscal year.

As of December 31, 2019, the District's governmental funds reported a total fund balance of $110,611.
$55,501 of this balance is assigned to reflect the appropriation of a portion of the existing fund balance to
eliminate a projected deficit in the subsequent year’s budget. A portion of the District’s fund balance, or
$3,689, is in non-spendable form and represents prepaid amounts. The remainder of the fund balance, or
$51,421, is unassigned. During the year, the fund balance in the District's governmental funds decreased

by $48,593.

General Fund Budget. A comparison of the general fund budget and actual results is presented as required
supplementary information on pages 27-29. Actual revenues were higher than budgeted amounts by
$11,164. Actual expenditures were lower than budgeted amounts by $40,257.

The General fund balance decreased by $48,593 during the fiscal year; a decrease of $100,117 was
budgeted.



HOUSTON COUNTY APPRAISAL DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2019
(UNAUDITED)

CAPITAL ASSETS

The District’s investment in capital assets as of December 31, 2019, totaled $9,622 (net of accumulated
depreciation). Capital purchases totaling $6,505 were made during the year. During the year, fully
depreciated obsolete assets with a total original value of $3,809 were removed, with no net effect to the

financial statements.
Capital Assets (Net of Depreciation)

Govemmental Activities

2019 2018
Leasehold improvements $ 3,550 % 1,500
Fumiture and equipment 54,975 54,329
Less accumulated depreciation (48,903) (50,015)
Net 3 9,622 $ 5,814

DEBT ADMINISTRATION

At the end of the current fiscal year, the District had no outstanding long-term indebtedness.

ECONOMIC FACTORS AND NEXT YEAR'’S BUDGET AND RATES

The 2020 budget was approved at the District’s July 2019 board meeting. Revenues and expenses were
budgeted at levels consistent with the 2019 year. The budget includes a projected deficit of $55,501 to be
covered by existing fund balance.

REQUESTS FOR INFORMATION

The financial report is designed to provide our citizens, customers, investors and creditors with a general
overview of the District’s finances. [f you have questions about this report or need any additional
information, contact the District's business office at P.O. Drawer 112, Crockett, Texas 75835.
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HOUSTON COUNTY APPRAISAL DISTRICT

ASSETS
Cash and cash equivalents
Certificates of deposit
Accounts receivable
Prepaid amounts
Capital assets, net of accumulated

Total assets

DEFERRED QUTFLOWS OF RES
Pension plan

STATEMENT OF NET POSITION AND
GOVERNMENTAL FUND BALANCE SHEET

Total deferred outflows of resources

TOTAL ASSETS AND DE
OF RESOURCES

LIABILITIES
Accrued expenses
Due to other governments
Accrued compensated absences

Unearned revenue - next year budget assessments

Noncurrent liabilities
Net pension liability

Total liabilities

DEFERRED INFLOWS OF RESOURCES

Pension plan

Total deferred inflows of reso

FUND BALANCE/NET POSITION

Fund balance
Nonspendable - prepaid amount
Assigned for 2020 budget
Unassigned

Total fund balance
TOTAL LIABILITIES, DE

OF RESOURCES, AND FUND BALANCE

Net position
Invested in capital assets, net of
Unrestricted

TOTAL NET POSITION

DECEMBER 31, 2019
General Adjustments Statement of
Fund (Note A) Net Position
S 251,545 - S 251,545
110,070 - 110,070
3,689 - 3,689
depreciation - 9,622 9,622
365,304 9,622 374,926
OURCES
- 143,923 143,923
- 143,923 143,923
FERRED QUTFLOWS
S 365,304 153,545 518,849
$ 6,491 - 6,491
3,607 - 3,607
- 6,347 6,347
244,595 - 244,595
- 192,376 192,376
254,693 198,723 453416
- 8,651 8,651
urces - 8,651 8,651
S 3,689 (3,689) -
55,501 (55,501) -
51,421 (51,421) .
110,611 (110,611) -
FERRED INFLOWS
S 365304
related debt 9,622 9,622
47,160 47,160
56,782 § 56,782

See accompanying notes to the financial statements.
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HOUSTON COUNTY APPRAISAL DISTRICT
RECONCILIATION OF GOVERNMENTAL FUND BALANCE
TO NET POSITION OF GOVERNMENTAL ACTIVITIES
DECEMBER 31, 2019

NOTE A - ADJUSTMENTS FROM GOVERNMENTAL FUND
BALANCE TO NET POSITION OF GOVERNMENTAL ACTIVITIES

Total governmental fund balance $ 110,611

Capital assets used in governmental activities are not current financial
resources and therefore, are not reported in the governmental funds. 9,622

Deferred pension plan amounts relate to subsequent pension plan measurement
periods and/or do not consume current financial resources and therefore,

these amounts are not reported in the governmental funds. 135,272

Payables for accrued compensated absences are not due in the current
period and therefore, are not reported in the governmental funds. (6,347)

Net pension liabilities are not due in the current period and therefore, are not

reported in the governmental funds. (192,376)
Net position of governmental activities $ 56,782

See accompanying notes to the financial statements.
-10-




HOUSTON COUNTY APPRAISAL DISTRICT

STATEMENT OF ACTIVITIES AND GOVERNMENTAL FUND REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE
FOR THE YEAR ENDED DECEMBER 31, 2019

EXPENDITURES/EXPENSES
General government

Salaries
Employee benefits
Administration expense
Data processing
Appraisal engineers
Office expense
Travel and auto
Rents and leases
Utilities and telephone
Legal and accounting
Insurance
Mapping expense
Contract labor
Dues and memberships
Legal notice and advertising
Appraisal review board
Books and subscriptions
Repairs and maintenance
Capital outlay
Depreciation

Total general government expenditures

PROGRAM REVENUES
Operating assessments
Collection assessments
Tax certificates
Mapping and other income

Total program revenues

GENERAL REVENUES
Investment income

Total general revenues

Excess (deficiency) of revenues over expenditures

Change in net position

FUND BALANCE/NET POSITION
Beginning of the year

End of the year

General Adjustments Statement of

Fund (Note B) Activities
b 418944 § 204 S 419,148
164,185 16,553 180,738
20,000 - 20,000
51,509 - 51,509
52,000 - 52,000
34,978 - 34,978
65,769 - 65,769
20,888 - 20,888
16,440 - 16,440
10,556 - 10,556
1,806 - 1,806
23,536 - 23,536
5,308 - 5,308
2,500 - 2,500
1,036 - 1,036
3,822 - 3,822
1,518 - 1,518
236 - 236

6,505 (6,505) -

- 2,697 2,697
901,536 12,949 914,485
663,143 - 663,143
176,888 - 176,888

6,063 - 6,063
3,070 - 3,070
849,164 - 849,164
3.779 - 3,779
3.779 - 3,779
(48,593) 48,593
(61,542) (61,542)
159,204 12,319 118,324
$ 110611 $ (630) $ 56,782

See accompanying notes to the financial statements.
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HOUSTON COUNTY APPRAISAL DISTRICT
RECONCILIATION OF EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES - GOVERNMENTAL FUNDS TO
CHANGE IN NET POSITION - STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2019

NOTE B - ADJUSTMENTS FROM EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES TO CHANGE IN NET POSITION

Excess (deficiency) of revenues over expenditures - governmental fund

This amount represents the change in accrued compensated absences from
the beginning of the period to the end of the period.

This amount represents the change in net pension liabilities from the beginning
of the period to the end of the period.

Governmental funds report capital outlay as expenditures. In the statement of
activities, the cost of those assets is allocated over their estimated useful lives
and reported as depreciation expense. This is the amount by which capital outlays
exceeded depreciation in the current period.

Change in net position - statement of activities

See accompanying notes to the financial statements.
-12-
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HOUSTON COUNTY APPRAISAL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019 *®

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Introduction

The financial statements of Houston County Appraisal District (the “District”) have been prepared in
accordance with accounting principles generally accepted in the United States of America (“GAAP”) as
applied to government units. The Governmental Accounting Standards Board (“GASB”) is the accepted
standard-setting body for establishing governmental accounting and financial reporting principles. The more
significant accounting and reporting policics used by the District are discussed below.

Reporting Entity

Houston County Appraisal District is a governmental unit under the applicable laws of the State of Texas.
The District is responsible for appraising property in the district for each taxing unit that levies ad valorem
taxes on property within the district. In addition, the District collects property taxes for some of the taxing
units within its jurisdiction.

It is governed by a Board of Directors which is composed of five members, appointed by the governing
bodies of the entities for which the District appraises and collects taxes. Funding for the District is provided
annually from each taxing entity based on an approved budget.

For financial reporting purposes, based on standards established by GASB Statement No. 61, The Financial
Reporting Entity: Omnibus-an amendment of GASB Statements No. 14 and No. 34, these financial statements
should present the District (the primary government) and its component units. Component units generally are
legally separate entities for which the primary government is financially accountable or for which the nature
and significance of their relationship with a primary government are such that exclusion would cause the
reporting entity’s financial statements to be misleading. The District does not have any blended or discretely
presented component units.

Government-wide and Fund Financial Statements

GASB Statement No. 34 provides that for special-purpose governments engaged in a single government
program, the fund financial statements and the government-wide statements may be combined. The District
has elected to present financial statements using this combined method.

The government-wide financial statements include the statement of net position and the statement of
activities, These statements report information on all of the activities of the District as a whole.
Governmental activities include programs normally supported by taxes, grants, and other intergovernmental
revenues.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific
function or segment. Program revenues include: 1) charges to customers who purchase, use, or directly
benefit from goods, services, or privileges provided by a given function or segment and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a particular function or
segment. Taxes and other revenue sources not properly included with program revenues are reported as
general revenues.

New Accounting Pronouncements

GASB Statement No. 83, Certain Asset Retirement Obligations (“GASB 83”), addresses accounting and
financial reporting for certain asset retirements which include a legally enforceable liability associated with

-14-



HOUSTON COUNTY APPRAISAL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019

the retirement of such tangible capital asset. The requirements of this statement are effective for financial
statements for periods beginning after June 15,2018. Implementation of GASB 83 did not have an impact on
the District’s financial disclosures.

GASB Statement No. 84, Fiduciary Activities (“GASB 84”), improves guidance regarding the identification
of fiduciary activities for accounting and financial reporting purposes and how those activities should be
reported. The requirements of this statement are effective for financial statements for periods beginning after
December 15, 2018, Implementation of GASB 84 did not have an impact on the District’s financial

disclosures.

GASB Statement No. 87, Leases (“GASB 87%), is intended to increase the usefulness of governments’
financial statements by requiring recognition of certain lease assets and liabilities for leases that previously
were classified as operating leases and recognized as inflows of resources or outflows of resources based on
the payment provisions of the contract. The requirements of this statement are effective for financial
statements for periods beginning after December 15, 2019. The effects of implementing GASB 87 on the
District’s financial disclosures have not been evaluated by management.

GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings and Direct
Placements (“GASB 88”), is intended to improve the information that is disclosed in notes to government
financial statements related to debt and to clarify which liabilities governments should include when
disclosing information related to debt. The requirements of this statement are effective for financial
statements for periods beginning after June 15, 2018. Implementation of GASB 88 did not have an impact on
the District’s financial disclosures.

GASB Statement No. 89, Accounting for Interest Cost Incurred before the End of a Construction Period
(“GASB 89”), is intended to enhance the relevance and comparability of information about capital assets and
the cost of borrowing for a reporting period and to simplify accounting for interest cost incurred before the
end of a construction period. The requirements of this statement are effective for financial statements for
periods beginning after December 15, 2019. The effects of implementing GASB 89 on the District’s financial
disclosures have not been evaluated by management.

GASB Statement No. 90, Majority Equity Interests — an amendment of GASB Statements No. 14 an No. 61
(“GASB 907), is intended to improve the consistency and comparability of reporting a government’s majority
equity interest in a legally separate organization and to improve the relevance of financial statement
information for certain component units. The requirements of this statement are effective for financial
statements for periods beginning after December 15, 2018. Implementation of GASB 88 did not have an
impact on the District’s financial disclosures.

GASB Statement No. 91, Conduit Debt Obligations (“*GASB 917), is intended to provide a single method of
reporting conduit debt obligations by issuers and eliminate diversity in certain practices. The requirements of
this statement are effective for financial statements for periods beginning after December 15, 2020. The
effects of implementing GASB 91 on the District’s financial disclosures have not been evaluated by
management.

GASB Statement No. 92, Omnibus 2020 (“*GASB 927), is intended to enhance comparability in accounting
and financial reporting and to improve consistency of authoritative literature. The requirements of this
statement are effective for financial statements for periods beginning after June 15, 2020. The effects of
implementing GASB 92 on the District’s financial disclosures have not been evaluated by management.

-15-



HOUSTON COUNTY APPRAISAL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded when eamed and expenses are recorded when a liability
is incurred, regardless of the timing of related cash flows. Revenues from taxing entities for budget
assessments are recognized in the fiscal year for which the assessments apply.

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized when they are both measurable and
available. Available means collectible within the current period or soon enough thereafter to pay current
liabilities. The District considers revenues to be available if they are collected within 60 days of the end of
the fiscal year. Expenditures are recorded when the related liability is incurred, as under accrual accounting,.
Debt service expenditures, both principal and interest, are recorded only when payment is due.

The District has one governmental fund:

The general fund is the District’s primary operating fund. It accounts for all financial resources of the
general government, except those required to be accounted for in another fund.

The District has no proprietary funds.

When an expenditure is incurred for purposes for which both restricted and unrestricted (committed, assigned,
or unassigned) amounts are available, it is the District’s policy to generally consider restricted amounts to
have been reduced first. When an expenditure is incurred for purposes for which amounts in any of the
unrestricted fund balance classifications could be used, it is the policy of the District that committed amounts
would be reduced first, followed by assigned amounts, and then unassigned amounts. In both instances, when
a proposed expenditure is made with specific balances identified as the source of the funding, that specific
fund balance will be used.

Assets, Liabilities, Deferred Inflows of Resources, and Net Position or Fund Balance

Deposits and Investments

The District’s cash and cash equivalents are considered to be cash on hand, demand deposits, certificates of
deposit and short-term, highly liquid investments that are readily convertible to known amounts of cash and
so near maturity that they present insignificant risk of changes in value because of changes in interest rates.
Cash equivalents include investments with original maturities of three months or less and are stated at fair
value.

Certificates of deposit consist of deposits with original maturities greater than three months. Certificates of
deposit are recorded at cost, which approximates market value at December 31, 2019.

The District is required by the Public Funds Collateral Act (Government Code, chapter 2257) to maintain
security for all deposits of funds that exceed coverage provided by the Federal Deposit Insurance Corporation
(“FDIC™). As of the balance sheet date, the District’s cash deposits were fully collateralized by securities
pledged by the depository banks. Based on audit procedures conducted in conjunction with the audit of the
basic financial statements, the District complied with the requirements of the Public Funds Collateral Act.

The District is required by the Public Funds Investment Act (Government Code, chapter 2256) (the “Act™) to

adopt, implement, and publicize a written investment policy which primarily emphasizes safety of principal
and liquidity, and addresses investment diversification, yield, and maturity. Additionally, the policy must
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address the quality and capability of investment management and include the types of investments in which
the entity may invest its funds, as well as the maximum allowable stated maturity of any individual
investment, the maximum dollar-weighted average maturity allowed based on the stated maturity date for the
portfolio of pooled fund groups, and bid requirements for certificates of deposit.

The District is authorized to invest in financial instruments, as authorized by the Act, including:

e U.S. Treasury securities which have a liquid market; direct obligations of the State of Texas, and
other obligations that are guaranteed by the State of Texas or United States of America;

e obligations of states, agencies, counties, and other political subdivisions of any state having been
rated as investment quality by a nationally recognized investment rating firm and having received a
rating of not less than “A” or its equivalent;

o fully insured or collateralized certificates of deposit at commercial banks;

e repurchase agreements collateralized by U.S. Treasury or U.S. Government Agency securities in
accordance with a master repurchase agreement;

¢ joint pools of political subdivisions in the State of Texas which invest in instruments and follow
practices allowed by current law (the pool must be continuously rated no lower than “AAA” or
“AAA-m” by at least one nationally recognized rating service).

The Act also requires an annual audit of investment practices. Audit procedures conducted in conjunction
with the audit of the basic financial statements disclosed that the District’s investment practices adhered to its
policies and were consistent with the requirements of the Public Funds Investment Act.

Fair Value of Financial Instruments

The District evaluates the fair value of its non-investment financial instruments based on the current interest
rate environment and current pricing of debt instruments with comparable terms. The carrying value of all
non-investment financial instruments, including debt, is considered to approximate fair value.

Revenues

The District is financed primarily through the allocation of anticipated budget costs to the taxing units
participating in the District. Each taxing unit is allocated a portion of the budget equal to the proportion of
that taxing unit’s assessed property values (property within the District boundaries) in relation to the assessed
property values for all of the taxing units of the District in total for that year.

The District may refund to the taxing entities assessments levied that were in excess of the District’s
budgetary requirements. During the year, no such refunds were made.

Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting periods. These amounts are
recorded as prepaid assets and excluded from current period expenses. Prepayments for insurance totaling
$3,264 and rent in the amount of $425, all of which related to future periods, totaled $3,689 at December 31,

2019.
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Capital Assets, Depreciation, and Amortization

Capital assets, which include primarily furniture and equipment, are reported in the government-wide
financial statements. Capital assets are considered by the District to be assets with an initial, individual cost
of more than $1,000 and an estimated useful life in excess of one year. Such assets are recorded at historical
cost or estimated historical cost if purchased or constructed. Contributed capital assets are recorded at
estimated fair market value at the date received.

Costs incurred for normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are expensed.

Capital assets are depreciated using the straight-line method. When capital assets are disposed, the cost and
applicable accumulated depreciation are removed from the respective accounts, and the resulting gain or loss
is recorded in operations. The estimated useful lives for all assets are between 5 and 10 years.

Deferred Inflows/Qutflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate section for deferred
outflows of resources. This separate financial statement element represents a consumption of net position that
applies to a future period(s) and so will not be recognized as an outflow of resources (expense/expenditure)
until that time. The District has three types of items, which arise only under a full accrual basis of accounting,
that qualify for reporting in this category: 1) unamortized differences — pension plan projected and actual
investment earnings, is recognized as a component of pension expense at an actuarially determined rate; 2)
pension contributions subsequent to the plan measurement date, is recognized as a component of pension
expense in the following fiscal year; and 3) unamortized differences — actuarial assumption changes, is
reported on the government-wide statement of net position and is recognized as a component of pension
expense at an actuarially determined rate.

In addition to liabilities, the statement of financial position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element represents an acquisition of net
position that applies to a future period(s) and so will not be recognized as an inflow of resources (revenue)
until that time. The District has one item, which arises under a full accrual basis of accounting, that qualifies
for reporting in this category. Unamortized differences — pension plan expected and actual economic
experience, is reported on the government-wide statement of net position and is recognized as a component of
pension expense at an actuarially determined rate.

Compensated Absences

Itis the District's policy to encourage all employees to utilize their vacation and compensatory time annually.

Employees may carry forward any unused, unearned vacation and compensatory time in accordance with the
District’s personnel policy guidelines. Unused, eamed vacation and compensatory time is payable to
employees at separation. Accordingly, compensated absences have been accrued in these financial
statements.

Sick leave is recorded as an expenditure during the fiscal year in which such benefits are paid. Sick leave
may accumulate, but does not vest.

Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are reported as
liabilities in governmental activities.
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