VAN ZANDT COUNTY EMERGENCY
SERVICES DISTRICT NO. 3

ANNUAL FINANCIAL REPORT
FOR THE
FISCAL YEAR ENDED

SEPTEMBER 30, 2017



VAN ZANDT COUNTY EMERGENCY SERVICES DISTRICT NO. 3

ANNUAL FINANCIAL REPORT

FOR THE YEAR ENDED SEPTEMBER 30, 2017

Page
Number
FINANCIAL SECTION
Independent AUditors” REPOTT.......cuviiiiiiiiiiiiiiieiiie i 1-3
Management’s Discussion and ANALYSIS .......cccviriiieiiiiiiienicee e 4-10
Basic Financial Statements
Government-wide Financial Statements
Statement Of Net POSITION ....cooooeeeeeeeeeeeeeeeeeee 11
SEATEMENT OF ACHIVITIES. ...ttt e e e e, 12
Fund Financial Statements
Governmental Fund Financial Statements
Balance Sheet — Governmental FUNGS .........ooeveveeeiiieeeeeeeee e, 13
Reconciliation of the Balance Sheet to the
Governmental Funds to the Statement of Net POSition........ccccccvvvveeiiiveeeen, 14
Statement of Revenues, Expenditures, and Changes in
Fund Balance of Governmental Funds to the
Statement Of ACHIVITIES ...oooeeeeeee e 15
Reconciliation of the Statement of Revenues, Expenditures,
and Changes in Fund Balance of Governmental Funds to
the StatemMent OF ACHIVITIES ... ...eeeeeeee e 16
Schedule of Revenues, Expenditures, and Changes in
Fund Balance — Budget to Actual — General Fund ............cccccoeevveveciciieennen, 17
Notes t0 the FINANCIAl STATEMENTS ......coi ittt e e e e e eeeeean 18 — 27

COMPLIANCE SECTION

Independent Auditors’ Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of the Financial Statements Performed
in Accordance with Government Auditing Standards ............cccceeveiiiiiie s, 28 — 29



INTRODUCTORY SECTION



P

PATTILLO, BROWN & HILL, rL.L.p.

CERTIFIED PUBLIC ACCOUNTANTS m BUSINESS CONSULTANTS

INDEPENDENT AUDITORS’ REPORT

Board of Commissioners
Van Zandt County Emergency Services District No. 3
Canton, Texas 75103

Members of the Board:

We have audited the accompanying financial statements of the governmental activities and the
major fund of the Van Zandt County Emergency Services District No. 3 as of and for the year ended
September 30, 2017, and the related notes to the financial statements which collectively comprise the
Van Zandt County Emergency Services District No. 3’s basic financial statements as listed in the table
of contents.

Management’s Responsibility for the Financial Statements

Van Zandt County Emergency Services District No. 3’s 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 out 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 of
material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on auditors’ judgement,
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 Dbelieve 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 fund of the Van Zandt
County Emergency Services District No. 3 as of September 30, 2017, and the respective changes in
financial position and the respective budgetary comparison for the General Fund for the year then ended
in conformity 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 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required be 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 June
14, 2018, on our consideration of the Van Zandt County Emergency Services District No. 3’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 report or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering the Van Zandt County Emergency Services District No. 3’s internal control over financial
reporting and compliance.

P@Hﬂo,%mm « HUL, L.Lf

Waco, Texas
June 14, 2018



VAN ZANDT EMERGENCY SERVICES DISTRICT NO. 3

MANAGEMENT DISCUSSION AND ANALYSIS

SEPTEMBER 30, 2017

As management of the Van Zandt County Emergency Services District No. 3 (“ESD”), we offer readers
of the ESD’s financial statements this narrative overview and analysis of the financial activities of the
ESD for the fiscal year ended September 30, 2017. We encourage readers to read the information
presented here in conjunction with additional information that we have furnished in the ESD’s financial
statements, which follow this narrative.

FINANCIAL HIGHLIGHTS

e The assets of the ESD exceeded its liabilities at the close of the fiscal year by $359,956
(net position). Of this amount, $136,719, or 37%, is considered unrestricted and may
therefore be used to meet ESD’s on-going obligations to residents and creditors.
$228,181, or 63%, is net invest in capital assets, which does not directly generate revenue
and is not available for future spending.

e The government’s total net position increased by $92,118.

e As of the close of the current fiscal year, the ESD’s governmental funds reported an
ending fund balance 0f$134,034. The amount of $121,855 is available for spending at the
ESD’s discretion (unassigned fund balance).

e As of September 30, 2017, the unassigned fund balance for the General Fund of $121,855
represents approximately 44% of total general fund expenditures for the fiscal year.

e The ESD had no long-term debt outstanding at close of the fiscal year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the Van Zandt County
Emergency Services District No. 3’s basic financial statements. The ESD’s basic financial statements
consist of three components; 1) government-wide financial statements, 2) fund financial statements, and
3) notes to the financial statements. The basic financial statements present two different views of the
ESD through the use of government-wide statements and fund financial statements. In addition to the
basic financial statements, this report contains other supplemental information that will enhance the
reader’s understanding of the financial condition of the ESD.



Basic Financial Statements

The first two statements in the basic financial statements are the Government-Wide Financial
Statements. They provide both short and long-term information about the ESD’s financial status.

The next statements are Fund Financial Statements. These statements focus on the activities of the
individual parts of the ESD’s government. These statements provide more detail than the government-
wide statements. The Fund Financial Statements consist of the Governmental Fund financial statements.

The next section of the basic financial statements are the notes to the financial statements. The notes to
the financial statements explain in detail some of the data contained in those statements.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide the reader with a broad overview of
the ESD’s finance, similar in form to a financial statement of a private-sector business. The government-
wide statements provide short and long-term information about the ESD’s financial status as a whole.

The Statement of Net Position presents information on all of the ESD’s assets and liabilities, with the
difference between the two reported as net position. Over time, increases and decreases in net position
may serve as a useful indicator of whether the financial position of the ESD is improving or
deteriorating. The Statement of Net Position combines and consolidates governmental funds current
financial resources (short-term spendable resources) with capital assets and long-term obligations. In
order to assess the overall health or financial condition of the ESD, other non-financial factors should
also be taken into consideration. These include changes in the ESD’s property tax base.

The Statement of Activities presents information showing how the ESD’s net position changed during
the most recent fiscal year. All of the current year’s revenues and expenses are taken into account
regardless of when cash is received or paid. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows.

Thus, revenues and expenses are reported in these statements for some items that will only result in cash
flows in future fiscal periods (e.g., uncollected taxes, if material value).

The government-wide statements present one category, the governmental activities. The governmental
activities include most of the ESD’s basic services such as administrative services, contractual services,
and professional fees. Property taxes finance these activities.



Fund Financial Statements

The fund financial statements provide a more detailed look at the ESD’s most significant funds. A fund
is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The ESD, like all other governmental entities in Texas,
uses fund accounting to ensure and reflect compliance (or non-compliance) with finance-related legal
requirements, such as the General Statutes or the ESD’s budget ordinance. The ESD’s fund falls into the
category of a governmental fund.

Governmental Funds — Governmental funds are used to account for those functions reported as
governmental activities in the government-wide financial statements. All of the ESD’s basic services are
accounted for in the governmental funds. This fund focuses on how assets can readily be converted into
cash flow in and out, and what monies are left at year-end that will be available for spending the next
year. Governmental funds are reported using an accounting method called modified accrual accounting
which provides a short-term spending focus. As a result, the governmental fund financial statements
give the reader a detailed short-term view that helps him or her determine if there are more or less
financial resources available to finance the ESD’s programs.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in government-wide financial statements. By doing so,
readers may better understand the long-term impact of the government’s near-term financing decisions.
Both the governmental fund Balance Sheet and the governmental fund Statement of Revenues,
Expenditures, and Changes in Fund Balances provide a reconciliation to facilitate this comparison
between governmental funds and governmental activities.

The ESD adopts an annual budget for its General Fund, as required by the General Statutes. The budget
is a legally adopted document that incorporates input from the residents of the ESD, the management of
the ESD, and the decisions of the ESD Board about which services to provide and how to pay for them.
It also authorizes the ESD to obtain funds from identified sources to finance these current period
activities. The budgetary statement provided for the General Fund demonstrates how well the ESD
complied with the budget ordinance and whether or not the ESD succeeded in proving the services as
planned when the budget was adopted. The budgetary comparison statement uses the budgetary basis of
accounting and presented using the same format, language, and classifications as the legal budget
document. The statement shows four columns: 1) original budget; 2) the final budget as amended by the
board; 3) the actual resources, charges to appropriations, and ending balances in the General Fund; and
4) the difference or variance between the final budget and the actual resources and charges.



Notes to the Financial Statements

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

Net Position
2017 2016

Current and other assets $ 142,203 $ 115,402

Capital assets 228,181 189,596

Total assets 370,384 304,998

Long-term liabilities - 21,033

Other liabilities 5,484 11,183

Total liabilities 5,484 32,216
Net position

Net investment in capital assets 228,181 168,563

Unrestricted 136,719 104,219

Total net position $ 364,900 $ 272,782

As noted earlier, net position may serve over time as one useful indicator of a government’s financial
condition. The net position of the ESD exceeded liabilities by $364,900 as of September 30, 2017.
ESD’s net position increased by $92,118, or 34%, for the fiscal year ended September 30, 2017.

Net Investment in Capital Assets

The largest portion of the ESD’s net position is $228,181, or 63%, reflects the ESD’s investment in
capital assets, less any related debt still outstanding that was issued to acquire those items. The ESD
uses these capital assets to provide services to citizens; consequently, these assets are not available for
future spending. Although the ESD’s investment in its capital assets is reported net of the outstanding
related debt, the resources needed to repay the debt must be provided by other sources, since the capital
assets cannot be used to liquidate these liabilities.



Unrestricted Net Position

Unrestricted net position of $136,719, or 37%, is available to fund ESD programs to citizens and
creditors.

Changes in Net Position

2017 2016
Revenues:
General Revenues:
Property taxes $ 309,315 $ 293,979
Total Revenues 309,315 293,979
Expenses:
Program Expenses:
Contracted services 143,930 137,031
Professional services 30,429 25,342
Administrative services 42 426 33,052
Interest on long-termdebt 412 1,822
Total Expenses 217,197 197,247
Increase (decrease) in net position 92,118 96,732
Net position - Beginning 272,782 161,958
Prior Period Adjustment - 14,092
Net Position- Beginning (restated) 272,782 176,050
Net position - Ending $ 364,900 $ 272,782

Governmental-Type Activities — The Governmental Fund activities increased the ESD’s net position
by $92,118 during the fiscal year ended September 30, 2017.

Interest, 1%  Professional
Services, 13%

Administrative
Services, 17%

Emergency
Management
Services , 69%



FINANCIAL ANALYSIS OF THE ESD’S FUNDS

As noted earlier, the Van Zandt County Emergency Services District No. 3 uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements.

Governmental Funds — The focus of the ESD’s governmental funds is to provide information on near-
term inflows, outflows, and balances of usable resources. Such information is useful in assessing the
ESD’s financing requirements. Specifically, unreserved fund balance can be a useful measure of a
government’s net resources available for spending at the end of the fiscal year.

The General Fund is the only fund of ESD and reported an ending fund balance of $134,034 with is a
35% increase in comparison with the prior year’s total ending fund balance. The components of total
fund balance are as follows:

e Nonspendable fund balance of $12,179, or 9%, of total fund balance, consists of items that have
been prepaid and not spendable.

e Unassigned fund balance of $121,855, or 91%, of total fund balance represents residual available
fund balance that is not restricted, committed, or assigned by management or otherwise.

General Fund Budgetary Highlights — Generally, budget amendments fall into one of three categories:
1) amendments made to adjust the estimates that are used to prepare the original budget ordinance once
exact information is available; 2) amendments made to recognize new funding amounts from external
sources, such as Federal and State grants; and 3) increases in appropriations that become necessary to
maintain services. ESD did not amend its budget during the fiscal year.

Capital Assets — The ESD’s investment in capital assets for its governmental activities as of September
30, 2017 totals $228,181 (net of accumulated depreciation). This investment in capital assets consists of
equipment.

Capital Assets
As of September 30, 2017
(net of accumulated depreciation)

2017 2016
Buildings $ 51,162  $ -
Machinery & Equipment 218,682 218,682
Accumulated Depreciation ( 41,663) ( 29,086)
Total $ 228181  $ 189,596

More detailed information about the ESD’s capital assets is presented in Note V to the financial
statements.



Long-Term Debt — As of September 30, 2017, the ESD had no long-term debt outstanding.

Outstanding Debt
As of September 30, 2017

2017 2016

Note Payable $ - $ 21,033
Total $ - $ 21,033

More detailed information about the ESD’s long-term liabilities is presented in Note VI to the financial
statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The FY2018 budget reflects a property tax rate of $0.079800 per $100 valuation, which is the same as
the fiscal year 2017 tax rate.

REQUESTS FOR INFORMATION

This report is designed to provide a general overview of the ESD’s finances. Questions concerning any
of the information provided in this report or requests for additional financial information should be

addressed to the Van Zandt County Emergency Services District No. 3, P.O. Box 246, Canton, Texas
75103.
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VAN ZANDT COUNTY EMERGENCY SERVICES DISTRICT NO. 3

STATEMENT OF NET POSITION

ASSET
Cash and cash equivalents
Receivables (net of allowance for collectibles)
Prepaid expenses
Capital assets, net of accumulated deprecation:
Machinery and equipment

Total Assets

LIABILITIES
Accounts Payable

Total Liabilities

NET POSITION
Net investment in capital assets
Unrestricted

Total Net Position

The accompanying notes are an
integral part of this statement.

SEPTEMBER 30, 2017
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Primary Government

Governmental
Activities

$ 124,497

5,527
12,179

228,181
370,384

5,484
5,484

228,181
136,719

$ 364,900




VAN ZANDT COUNTY EMERGENCY SERVICES DISTRICT NO. 3

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED SEPTEMBER 30, 2017

Net (Expense)
Revenue and Changes
in Net Position

Operating Capital Primary Government
Charges for Grants and Grants and Governmental
Function/Program Activities Expenses Services Contributions Contributions Activities
Primary Government
Governmental Activities:
Contracted services $ 143,930 $ - $ - $ - $( 143,930)
Professional services 30,429 - - - ( 30,429)
Administrative services 42,426 - - - ( 42,426)
Interest on long-term debt 412 - - - ( 412)
Total Governmental Activities $ 217,197 $ - $ - $ - ( 217,197)
General Revenues:
Property Taxes 309,315
Total General Revenues 309,315
Change in net position 92,118
Net position - beginning 272,782
Net position - ending $ 364,900
The accompanying notes are an
integral part of this statement. 12



General
Fund
ASSETS
Cash and cash equivalents $ 124,497
Receivables (net of allowances for uncollectibles) 5,527
Prepaid expenses 12,179
Total Assets 142,203
LIABILITIES
Accounts Payable 5,484
Total liabilities 5,484
DEFERRED INFLOWS OF RESOURCES
Unavailable revenues - property taxes 2,685
Total Deferred Inflows of Resources 2,685
FUND BALANCE
Nonspendable-prepaid items 12,179
Unassigned 121,855
Total Fund Balance 134,034
Total Liabilities, Deferred Inflows of
Resources and Fund Balances $ 142,203

VAN ZANDT COUNTY EMERGENCY SERVICES DISTRICT NO. 3
BALANCE SHEET - GOVERNMENTAL FUNDS

SEPTEMBER 30, 2017

The accompanying notes are an
integral part of this statement. 13



VAN ZANDT COUNTY EMERGENCY SERVICES DISTRICT NO. 3

RECONCILIATION OF THE BALANCE SHEET OF THE GOVERNMENTAL FUND
TO THE STATEMENT OF NET POSITION

SEPTEMBER 30, 2017

Total fund balance - governmental funds balance sheet $

Amounts reported for governmental activities in the statement of net position are different because:

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

Accumulated depreciation is not included in the governmental fund financial statements. (

Revenue reported as unearned revenue In the governmental fund financial statements was recorded as
revenue in the government-wide statement.

Net position of governmental activities - statement of net assets $

The accompanying notes are an
integral part of this statement. 14

134,034

269,844
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VAN ZANDT COUNTY EMERGENCY SERVICES DISTRICT NO. 3

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE - GOVERNMENTAL FUNDS

REVENUE
Property taxes

Total Revenues

EXPENDITURES

Current:
Contracted services
Professional services
Administrative services

Debt service
Principal retirement
Interest and fiscal agent fees

Total Expenditures

Net Change in Fund Balance

Fund Balance, Beginning

Fund Balance, Ending

The accompanying notes are an
integral part of this statement.

FOR THE YEAR ENDED SEPTEMBER 30, 2017
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General
Fund

$ 31232
312,329

143,930
30,429
81,011

21,033
1,163
277,566

34,763

99,271

$ 134,034



VAN ZANDT COUNTY EMERGENCY SERVICES DISTRICT NO. 3

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCE OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED SEPTEMBER 30, 2017

Net change in fund balance - total governmental funds $ 34,763

Amounts reported for governmental activities in the statement of activities are different
because:

Depreciation is not recognized as an expense in governmental funds since it does not require
the use of current financial resources. The effect of recording the current year's depreciation is
to decrease net position. 38,585

Current year long-term debt principal payments are expenditures in the fund financial
statements but are shown as a reduction in long-term debt in the government-wide financial
statements. 21,033

Interest is accrued on outstanding debt in the government-wide financial statements, whereas
the fund financial statements an interest expenditure is reported when paid. 751

I he change In property tax revenue IS reported In the statement ot activities, however, this
change does not provide current financial resources and is there fore not reported as revenues
in the funds. ( 3,014)

Change in net position of governmental activities - statement of activities $ 92,118

The accompanying notes are an
integral part of this statement. 16



VAN ZANDT COUNTY EMERGENCY SERVICES DISTRICT NO. 3

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL - GENERAL FUND

FOR THE YEAR ENDED SEPTEMBER 30, 2017

Variance with

Final Budget -
Budget Positive
Original Final Actual (Negative)
REVENUE
Property taxes including P& $ 300,351 $ 300,351 $ 312,329 $ 11,978
Total Revenues 300,351 300,351 312,329 11,978
EXPENDITURES
Current:
Contracted services 158,405 158,405 143,930 14,475
Professional services 7,500 7,500 30,429 ( 22,929)
Administrative services 86,346 86,346 81,011 5,335
Emergency fund 25,000 25,000 - 25,000
Debt service
Principal 22,000 22,000 21,033 967
Interest 1,100 1,100 1,163  ( 63)
Total Expenditures 300,351 300,351 277,566 22,785
Net Change in Fund Balances - - 34,763 34,763
Fund Balance, Beginning of Year 99,271 99,271 99,271 -
Fund Balance, End of Year $ 99,271 $ 99,271 $ 134,034 % 34,763

The accompanying notes are an
integral part of this statement. 17



VAN ZANDT COUNTY EMERGENCY SERVICES DISTRICT NO. 3

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED SEPTEMBER 30, 2017

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Van Zandt County Emergency Services District No. 3 (“ESD”) was created in July 2013. The
ESD is governed by a five-member board which has the authority to make decisions, appoint
administrators and managers, and significantly influence operations. It also has the primary
accountability for fiscal matters.

The accounting and reporting policies of the ESD relating to the funds included in the
accompanying basic financial statements conform to accounting principles generally accepted in
the United States of America (“GAAP”) applicable to state and local governments. Generally
accepted accounting principles for local governments include those principles prescribed by the
Governmental Accounting Standards Board (“GASB”), the American Institute of Certified
Public Accountants in the publication entitled State and Local Governments — Audit and
Accounting Guide and by the Financial Accounting Standards when applicable. The more
significant accounting policies of the ESD are described below:

A. Reporting Entity

The ESD is a financial reporting entity as defined by GASB Statement No. 14, “The
Financial Reporting Entity,” as amended by GASB Statement No. 39, “Determining Whether
Certain Organizations are Component Units.”
A discretely presented component unit is reported in a separate column in the government-
wide financial statements to emphasize it is legally separate. The criteria for including
organizations as a component unit with the ESD’s reporting entity, as set forth in Section
2100 of GASB’s Codification of Governmental Accounting and Financial Reporting
Standards, include whether:

e The organization is legally separate (can sue or be sued in its own name);

e The ESD appoints a voting majority of the organization’s board;

e The ESD is able to impose its will on it organization;

e The organization has the potential to impose a financial benefit/burden on the ESD;
and

e There is a fiscal dependency by the organization on the ESD.

18



In addition, GASB Statement No. 61 considers an organization that does not meet the
financial accountability criteria may be included as a component unit if management’s
professional judgment determines it to be necessary and misleading if omitted. The
evaluation includes consideration of whether the financial benefit or burden exists in the
relationship between the entities. Management has not identified any additional organizations
that fit this criteria.

Based upon the application of these tests, the ESD does not have any discretely presented or
blended component units nor a component unit of any other reporting entity.

. Basis of Presentation

The basic financial statements are prepared in conformity with GAAP which requires the
government-wide financial statements to be prepared using the accrual basis of accounting
and the economic resources measurement focus. Significantly, the ESD’s statement of net
position include both noncurrent assets and noncurrent liabilities. In addition, the
government-wide statement of activities reflects depreciation expenses on the ESD’s capital
assets, including infrastructure.

In addition to the government-wide financial statements, the ESD has prepared fund financial
statements which use the modified accrual basis of accounting and the current financial
resource measurement focus for the governmental funds.

Management’s Discussion and Analysis provides an analytical overview of the ESD’s
financial activities. In addition, a budgetary comparison schedule is presented that compares
the original adopted budget and final amended General Fund budget with actual results.

The financial statements include both government-wide (based on the ESD as a whole) and
fund financial statements. The government-wide financial statements (i.e., the statement of
net position and the statement of activities) report information on all of the nonfiduciary
activities of the primary government.

The government-wide statement of activities demonstrate the degree to which the direct
expenses of a functional category (i.e., administrative services, emergency services, etc.) or
program are offset by program revenues. Direct expenses are those that are clearly
identifiable with specific functions or programs. Taxes and other items not included among
program revenues are reported instead as general revenues. Internally dedicated resources are
also reported as general revenues rather than as program revenues.

The fund financial statements are provided for the governmental funds. ESD operates with a
single fund — General Fund. GASB Statement No. 34 sets forth minimum criteria (percentage
of assets, liabilities, revenues or expenditures/expenses for the determination of major funds).

The net cost (by function) is normally covered by general revenue (property taxes and
interest income).

19



The government-wide focus is more on the sustainability of the ESD as an entity and the
change in aggregate financial position resulting from the activities of the fiscal period. The
focus of the fund financial statements is on major individual funds of the governmental
categories. Each presentation provides valuable information that can be analyzed and
compared to enhance the usefulness of the information.

The ESD reports one major governmental fund: General Fund. The General Fund is used to
account for all activities of the government and the collection of ad valorem taxes.

C. Measurement Focus

Measurement focus refers to what is being measured; basis of accounting refers to when
revenues and expenditures are recognized in the accounts and reported in the financial
statements. Basis of accounting relates to the timing of the measurement made, regardless of
measurement focus applied.

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. The economic resources
measurement focus means all assets and liabilities (whether current or noncurrent) are
included on the statement of net position and the operating statements present increases
(revenues) and decreases (expenses) in total net position. Under the accrual basis of
accounting, revenues are recognized when earned. Expenses are recognized at the time the
liability is incurred.

Governmental funds level financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenues are
recorded as soon as they are both measurable and available. Revenues are considered to be
available when they are collectible with the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose, the government considers revenues to be
available if they are collected within 60 days of the end of the current fiscal period.
Expenditures are generally recorded when a liability is incurred, as under accrual accounting.

Ad valorem taxes associated with the current fiscal period are all considered to be susceptible
to accrual and so have been recognized as revenues of the current fiscal period. All other
revenue items are recorded as revenues when received in cash, as the resulting receivable is
not measureable.

When both restricted and unrestricted resources are available for use it is the government’s
policy to use restricted first, then unrestricted resources as they are needed.

D. Financial Statement Amounts

1. Cash and Cash Equivalents

The ESD’s cash and cash equivalents are considered to be cash on hand and demand
deposits.

20



Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid items.

Receivables
Property tax receivables are shown net of allowance for uncollectible accounts.

The ESD believes that sufficient detail of receivable and payable balances is provided in
the financial statements to avoid the obscuring of significant components by aggregation.

Restricted Assets

Assets are reported as restricted when limitations on their use changes the nature or
normal understanding of the availability of the asset. Such constraints are either
externally imposed by creditors, contributors, grantors, or laws of the other governments,
or are imposed by law through constitutional provisions or enabling legislation. There
were not restricted assets in the current fiscal year.

Capital Assets

Capital assets, which includes equipment purchased or acquired, are reported in the
government-wide financial statements. The ESD defines capital assets with an initial
individual cost of more than $1,000 and an estimated useful life in excess of three years.
Such assets are recorded at historical cost or estimated historical cost if historical cost is
not available. Donated capital assets are recorded at acquisition value, which is the price
that would be paid to acquire an asset with the equivalent service potential at the
acquisition date. Additions, improvements, and other capital outlays that significantly
extend the useful life of an asset are capitalized. Other costs incurred for repairs and
maintenance are expensed.

Capital assets are being depreciated using the straight-line method over the following
estimated useful lives:

Estimated
Asset Class Useful Lives
Machinery and Equipment 10-20 years

Deferred Inflows/Outflows of Resources

In addition to assets, the statement of net position reports a separate section for deferred
outflows of resources. The separate financial statement element, deferred outflows of
resources, represents a consumption of net position that applies to a future period(s) and
so will not be recognized as an outflow of resources (expenses/expenditures) until then.
The ESD does not have any item that qualifies for reporting in this category.
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In addition to liabilities, the statement of net position will sometimes report a separate
section for deferred inflows of resources. This separate financial statement element,
deferred inflows of resources, 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 ESD has one item that qualifies for reporting in this category. The item,
unavailable revenue, is reported in the governmental funds balance sheet. Deferred
revenue from property taxes are shown as deferred inflows of resources. This amount is
deferred and recognized as inflows of resources in the period that the amounts become
available.

Property Taxes

Property tax is levied each October 1 on the assessed value listed as of the prior January 1
for all real and personal property located in the Van Zandt County Emergency District
No. 3. Assessed value represents the appraisal value less applicable exemptions
authorized by the board. The Appraisal Board of Review establishes appraised values at
100% for estimated market value. A tax lien attaches to the property on January 1 of each
year, to secure the payment of all taxes, penalties, and interest ultimately imposed for the
year on that property, whether or not the taxes are imposed in the year the lien attaches.

Taxes are due October 1 immediately following the levy date and are delinquent after the
following January 31%. Revenues are recognized as the related ad valorem taxes are
collected. Additional delinquent property taxes estimated to be collectible within 60 days
following the close of the fiscal year have been recognized as a revenue at fund level.

In Texas, county-wide central appraisal district are required under the Property Tax Code
to assess all property within the appraisal district on the basic of 100% of its market value
and are prohibited from applying any assessment ratios. The value of property within the
appraisal district must be reviewed every five years, however, the ESD may, at its own
expense, require annual reviews of appraisal values. The ESD may challenge appraised
values established by the appraisal district through appeals, and, if necessary, take legal
action. Under this legislation, the ESD continues to set tax rates on ESD property.
However, if the effective tax rate, including tax rates for bonds and other contractual
obligations, adjusted for new improvements, exceeds the rate for the previous year by
more than 8%, qualified votes of the ESD may petition for an election to determine
whether to limit the tax rate to no more than 8% above the tax rate of the previous year.

The statutes of the State of Texas limit the ad valorem tax rate of emergency services
districts to $.10 per $100 assessed value. The ESD’s tax rate for this reported fiscal year
was in compliance at a rate of $0.079800.

Long-Term Obligations

In the government-wide financial statements, long-term debt and other long-term
obligations are reported as liabilities in the statement of net position.
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9.

10.

11.

Fund Equity

In the fund financial statements, the General Fund reports fund balance as nonspendable,
restricted, committed, assigned, or unassigned based primarily on the extent to which the
ESD is bound to honor constraints on how specific amounts can be spent.

e Nonspendable fund balance — includes amounts not in spendable form, such as
inventory, or amounts required to be maintained intact legally or contractually
(principal endowment), (e.g., inventory, pre-paid items, permanent scholarships).

e Restricted fund balance — includes amounts constrained for a specific purpose by
external parties (e.g. Debt Service, Capital Projects, State and Federal Grant
Funds).

e Committed fund balance — includes amounts constrained for a specific purpose by
the board using its highest level of decision making authority (e.g., Major
Maintenance, Capital Replacement Reserve, Land, etc.) Commitments may be
changes or lifted only by the board taking the same formal action that originally
imposed the constraint.

e Assigned fund balance — includes general fund amounts constrained for a specific
purpose by the board. Assignments of fund balance are much less formal than
commitments.

e Unassigned fund balance — is the residual classification for the general fund.
Unassigned amounts are technically available for any purpose.

Net Position Flow Assumption

Sometimes the ESD will fund outlays for a particular purpose from both restricted (e.g.,
restricted bond or grant proceeds) and unrestricted resources. In order to calculate the
amounts to report as restricted-net position and unrestricted net position in the
government-wide fund financial statements, a flow assumption must be made about the
order in which the resources are considered to be applied. It is the ESD’s policy to
consider restricted net position to have been depleted before unrestricted net position is
applied.

Fund Balance Flow Assumption

Sometimes the ESD will fund outlays for a particular purpose from both restricted and
unrestricted resources (the total of committed, assigned and unassigned fund balance). In
order to calculate the amounts to report as restrict, committed, assigned and unassigned
fund balance in the governmental fund financial statements a flow assumption must be
made about the order in which the resources are considered to be applied. It is the ESD’s
policy to consider restricted fund balance to have been depleted before using any of the
components of unrestricted fund balance. Further, when the components of unrestricted
fund balance can be used for the same purpose, committed fund balance is depleted first,
followed by assigned fund balance. Unassigned fund balance is applied last.
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12. Comparative Data/Reclassification

Comparative total data for the current year to budget have been presented in the financial
statements in order to provide an understanding of budgeted to actual results.

13. Use of Estimates

The preparation of financial statements in conformity with GAAP requires the use of
management’s estimates.

14. Program Expenses
Certain indirect costs such as administrative costs are included in the program expense
reported for individual functional activities.
1. COMPLIANCE AND ACCOUNTABILITY

A. Finance-Relayed Legal and Contractual Provisions

In accordance with GASB Statement No. 38, “Certain Financial Statement Note
Disclosures,” violations of finance-related legal and contractual provisions, if any, are
reported below, along with actions taken to address such violations:

Violation

n/a

Action

n/a

B. Deficit Fund Balance or Fund Net Position of Individual Funds

Following are funds having deficit fund balances or fund net position at year end, if any,
along with remarks which address such deficits:

Fund Name Deficit Amount

None reported Not applicable

C. Budgetary Data

The ESD adopts a budget of governmental fund types on the modified accrual basis of
accounting. The ESD is required to present the adopted and final amended budgeted revenues
and expenditures. The ESD compares the final amended budget to actual revenues and
expenditures.
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DEPOSITS
Cash Deposits

At September 30, 2017, the carrying amount of the ESD’s deposits (cash, certificates of deposit,
and interest-bearing savings accounts included in temporary investments) was $124,497, and the
bank balance was $131,437. The ESD’s cash deposits at September 30, 2017 and during the year
ended September 30, 2017, were entirely covered by FDIC. The ESD did not have any restricted
cash as of September 30, 2017.

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover its deposits or will not be able to
recover collateral securities that are in the possession of an outside party. The custodial credit
risk for investments is the risk that, in the event of the failure of the counterparty to a transaction,
a government will not be able to recover the value of its investments or collateral securities that
are in possession of another party. The Public Funds Act does not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits or investments,
other than the following provisions for deposits: the Public Funds Investment Act and ESD’s
investment policy requires that a financial institution secure deposits made by state or local
governmental units by pledging securities in an undivided collateral pool help by a depository
regulated under state law (unless so waived by the governmental unit). The market value of the
pledged securities in the collateral pool must equal at least the bank balance less FDIC. As of
fiscal year end, the ESD’s deposits were entirely covered by FDIC.

RECEIVABLES

Receivables as of September 30, 2017, for the ESD’s individual major fund, including the
applicable allowances for uncollectible accounts, are as follows:

General
Receivables - taxes $ 9,214
Less: allowance for uncollectibles ( 3,687)
Net Total Receivables $ 5,627
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V. CAPITAL ASSETS

Capital assets activity for the period ended September 30, 2017 was as follows:

Beginning Ending
Balances Additions Decreases Balances
Governmental Activities
Capital assets, being depreciated:
Buildings $ - $ 51,162 $ - $ 51,162
M achinery & Equipment 218,682 - - 218,682
Total capital assets being depreciated 218,682 - - 269,844
Less accumulated depreciation for:
Buildings - ( 1,279) ( 1,279)
M achinery & Equipment ( 29,086) ( 11,298) - ( 40,384)
Total accumulated depreciation ( 29,086) ( 12,577) - ( 41,663)
Total capital assets being depreciated, net 189,596  ( 12,577) - 228,181
Governmental activities capital assets, net $ 189,596  ( 12,577) $ - $ 228,181

Total depreciation - governmental activities
Fire $( 12,577)
VI. LONG-TERM OBLIGATIONS

A summary of long-term debt transactions, including the current portion, for the year ended
September 30, 2017 is as follows:

Changes in Governmental Long-Term Debt

Interest Amounts Amounts
Rate Original Outstanding Outstanding  Due Within
Description Payable Issue 2016 Issued Retired 2017 One Year
Note Payable
Fire Trucks 5.00% $ 150,000 $ 21,033 $ - $( 21,033) $ - $
Total Long-Term Debt $ 150,000 $ 21,033 $ - $( 21,033) $ - $
Changes in Governmental Long-Term Debt
Interest Amounts Amounts
Rate Original Outstanding Outstanding  Due Within
Description Payable Issue 2016 Issued Retired 2017 One Year
Note Payable
Fire Trucks 500% $ 150,000 $ 21,033 $ - $( 21,033) $ - $ -
Total Long-Term Debt $ 150,000 $ 21,033 $ - $( 21,033) $ - $ -
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VII.

VIII.

The purpose of the note payable is as follows:

$150,000 note payable, obtained to finance purchase of 2003 Spartan and 1993 International fire
trucks.

INSURANCE COVERAGE

In accordance with state statute, the ESD was protected against unanticipated catastrophic
individual or aggregate loss by stop-loss coverage carried through VFIS of Texas, a commercial
insurer licensed or eligible to do business in Texas in accordance with the Texas Insurance Code.
Stop-loss coverage was in effect for individual claims exceeding $3,000,000 and for aggregate
loss.

LITIGATION

The ESD is not aware of any pending or threatened litigation at year-end.

COMMITMENTS

In November 2015, an agreement with South Van Zandt Volunteer Fire Department (“SVZFD”)
was signed for the ESD to use tax funds to assist with the purchase of equipment and the
maintenance and operation of equipment. During the current fiscal year, the ESD assisted with
the purchase of a 2015 tanker. The amount paid by ESD was $34,330. The remaining balance for
the cost of the tanker was provided by grant assistance from Texas Forest Services to SVZFD.
The grant is in the name of the SVZFD; therefore, the title to the tanker is in the SVZFD’s name.
The title is to remain in SVZFD’s name for at least ten years.

CONTRACTED SERVICES

The ESD contracts with the South Van Zandt Volunteer Fire Department, Inc., to provide a fire
department and ambulance service to the ESD No. 3, and certain areas prescribed by the County
Commissioners. Such expenditures paid for the fiscal year ended September 30, 2017 were
$143,930.
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PATTILLO, BROWN & HILL, L.L.P.

CERTIFIED PUBLIC ACCOUNTANTS m BUSINESS CONSULTANTS

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 Commissioners
Van Zandt County Emergency Services District No. 3
Canton, Texas 75103

We have audited, 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, the financial statements of the governmental
activities and the major fund of Van Zandt County Emergency Services District No. 3, as of and for the
year ended September 30, 2017, and the related notes to the financial statements, which collectively
comprise Van Zandt County Emergency Services District No. 3’s basic financial statements, and have
issued our report thereon dated June 14, 2018.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Van Zandt County
Emergency Services District No. 3’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
opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the Van Zandt County Emergency Services District No. 3’s internal control. Accordingly, we do not
express an opinion on the effectiveness of Van Zandt County Emergency Services District No. 3’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 a 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.
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Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be material weaknesses or significant deficiencies. Given these
limitations, during our audit we did not identify any deficiencies in internal control over financial reporting
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 Van Zandt County Emergency
Services District No. 3’s financial statements are free from material misstatement, we performed tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

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.

PaA)rLMO,%Mw\ <« L, Lot

Waco, Texas
June 14, 2018
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