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INDEPENDENT AUDITOR’S REPORT

To the Honorable Judge and
Members of the Commissioners’ Court of
Ward County, Texas

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
Ward County, Texas, as of and for the year ended December 31, 2018, and the related notes to
the financial statements, which collectively comprise the basic financial statements of the
County’s primary government 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.

Auditor’s 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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material
misstatement.

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

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



Basis for Adverse Opinion on Discretely Presented Component Unit

The financial statements referred to above do not include financial data for the County’s legally
separate component unit, Ward Memorial Hospital. Accounting principles generally accepted in
the United States of America require financial data for those component units to be reported
with the financial data of the County’s primary government unless the County also issues
financial statements for the financial reporting entity that include the financial data for its
component units. The County has not issued such reporting entity financial statements.
Because of this departure from accounting principles generally accepted in the United States of
America, the assets, deferred outflows of resources, liabilities, deferred inflows of resources, net
position, revenues, and expenses of the aggregate discretely presented component unit would
have been presented as $15,158,747, $913,854, $776,505, $2,056,223, $223,648,
$13,655,381, $17,738,428 and $16,661,880, respectively.

Adverse Opinion

In our opinion, because of the significance of the matter discussed in the "Basis for Adverse
Opinion on Discretely Presented Component Unit" paragraph, the financial statements referred
to above do not present fairly the financial position of the discretely presented component unit of
the County, as of December 31, 2018, or the changes in financial position thereof for the year
then ended in accordance with accounting principles generally accepted in the United States of
America.

Unmodified Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activity, and
each major fund of the Ward County, Texas, as of December 31, 2018, and the respective
changes in financial position and, where applicable, cash flows thereof for the year then ended
in accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matters

As discussed in Note 11 to the Financial Statements, in 2018 the County adopted new
accounting guidance prescribed by GASB Statement No. 75 for its retiree health insurance
benefits: this plan is a single employer defined benefit plan. Since GASB No. 75 implements
new measurement criteria and reporting provisions, significant information has been added to
the Government Wide Statements. Exhibit A-1 discloses the County’s Net OPEB Liability and
some deferred resource outflows and deferred resource inflows related to the County’s OPEB
plan. Exhibit B-1 discloses the adjustments to the District’s beginning Net Position. Our opinion
is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, TCDRS pension information, the schedule of changes
in the total OPEB liability and related ratios, and budgetary comparison information 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,
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Other Matters — continued

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 supplemental 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 Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Ward County, Texas’s basic financial statements. The combining
nonmajor fund financial statements are presented for purposes of additional analysis and are
not a required part of the basic financial statements.

The combining nonmajor fund financial statements and schedule of expenditures of state
awards are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the combining nonmajor fund financial statements are fairly stated in
all material respects in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
September 10, 2019, on our consideration of Ward County, Texas’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 Ward County, Texas’s internal control over
financial reporting and compliance.

Smith & Rives, PC
Monahans, Texas
September 10, 2019



WARD COUNTY, TEXAS
MANAGEMENT'S DISCUSSION AND ANALYSIS
AS QF DECEMBER 31, 2018

This section of Ward County’s annual financial report presents our discussion and analysis of
the County’s financial performance during the fiscal year ended December 31, 2018. Please
read it in conjunction with the Independent Auditor’s Report on page 1, and the County's Basic
Financial Statements, which begin on page 11.

FINANCIAL HIGHLIGHTS

The County's net position increased by $8,294,230 as a result of this year's operations. The
County does not have any business-type activities, so the increase above is attributable to our
governmental activities. (Exhibit B-1}

During the year, the County had expenditures that were $2,030,574 less than the $27,258,703
generated in tax and other revenues for governmental programs (before special items}. (Exhibit
C-3)

Total cost of all the County’s programs was $20,107,870. (Exhibit B-1)

The General Fund ended the year with a fund balance of $24,392,738. (Exhibit C-3} This is an
increase of $7,104,793 from the prior year fund balance attributable to less transfers out in the

current year.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The government-wide financial
statements include the Statement of Net Position and the Statement of Activities (on pages 11-
18). These provide information about the activities of the County as a whole and present a
longer-term view of the County’s property and debt obligations and other financial matters.
They reflect the flow of total economic resources in a manner similar to the financial reports of a
business enterprise.

Fund financial statements (starting on page 16} report the County's operations in more detail
than the government-wide statements by providing information about the County's most
significant funds. For governmental activities, these statements tell how services were financed
in the short term as well as what resources remain for future spending. They reflect the flow of
current financial resources, and supply the basis for tax levies. The remaining statements,
fiduciary statements, provide financial information about activities for which the County acts
solely as a trustee or agent for the benefit of those outside of the County.

The notes to the financial statements (starting on page 24) provide narrative explanations or
additional data needed for full disclosure in the government-wide statements or the fund

financial statements.

The combining statements for non-major funds, internal service funds and agency funds contain
even more information about the County's individual funds.
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REPORTING THE COUNTY AS AWHOLE

The Statement of Net Position and the Statement of Activities

The analysis of the County’s overall financial condition and operations begins on page 4. Its
primary purpose is to show whether the County is better off or worse off as a resuit of the year's
activities. The Statement of Net Position (page 11) includes all the County's assets and
liabilities at the end of the year while the Statement of Activities includes all the revenues and
expenses generated by the County’s operations during the year. These apply the accrual basis
of accounting, which is the basis used by the private sector companies.

All of the current year’s revenues and expenses are taken into account regardless of when cash
is received or paid. The County’s revenues are divided into those provided by outside parties
who pay the costs of some programs (such as court costs and fees) and grants provided by
outside parties and agencies (program revenues), and revenues provided by the taxpayers or
other unrestricted sources (general revenues). All the County’'s assets are reported whether
they serve the current year or future years. Liabilities are considered regardless of whether they
must be paid in the current or future years.

These two statements report the County’s Net Position and changes in them. The County's Net
Position (the difference between assets and liabilities) provides one measure of the County’s
financial health, or financial position. Over time, increases or decreases in the County’s Net
Position are one indicator of whether its financial health is improving or deteriorating. To fully
assess the overall health of the County, however, you should consider non-financial factors as
well, such as changes in the County's property tax base or the condition of the County’s

facilities.

in the Statement of Net Position and the Statement of Activities we present only the following
activity:

Governmental Activities: Most of the County's basic services are reported here. Property tax,
state and federal grants, charges for services and fines finance most of these activities.

REPORTING THE COUNTY’S MOST SIGNIFICANT FUNDS

Fund Financial Statements

The fund financial statements begin on page 186 and provide detailed information about the most
significant funds — not the County as a whole. Laws and confracts require the County to
establish some funds, such as grants received from a government agency. The County’s
administration establishes many other funds to help it control and manage meney for particular
purposes. The County’'s two kind of funds — governmental and proprietary — use different
accounting approaches.



REPORTING THE COUNTY'S MOST SIGNIFICANT FUNDS-continued

Governmental Funds: Most of the County’s basic services are reported in governmental funds.
These use modified accrual accounting (a2 method that measures the receipt and disbursement
of cash and all other financial assets that can be readily converted to cash) and reported
balances that are available for future spending. The governmental fund statements provide a
detailed short-term view of the County’s general operations and the basic services it provides.
We describe the differences between governmental activities {reported in the Statement of Net
Position and the Statement of Activities}) and governmental funds in reconciliation schedules
following each of the fund financial statements,

Proprietary Funds: The County is closed its self-insurance internal service fund and moved to
full coverage health insurance in 2018.

THE COUNTY AS TRUSTEE

Reporting the County’'s Fiduciary Responsibifities

The County is the trustee, or fiduciary, for certain funds. The County is responsible for ensuring
that the assets reported in these funds are used for their intended purposes. All of the County’s
fiduciary activities are reported in a separate Statement of Fiduciary Net Position on page 23.
Fiduciary funds are not reflected in the government-wide financial statements because the
County cannot use these assets to finance its operations.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Our analysis focuses on the Net Position (Table I} and changes in Net Position (Table H) of the
County’'s governmental activities.

Net position of the County’s governmental activities were $65,937,127 at December 31, 2018,
Unrestricted net position — the part of net position that can be used to finance day-to-day
operations without constraints established by enabling legislation, or other legal requirements —
was $25,345,233 at December 31, 2018. This increase was impacted by the District's ¢change
in net position of governmental activities. (Exhibit C-4)

Table |
Ward County, Texas Net Position

Governmental Activities

2018 2017
Current and other assets 3 47 265,736 $ 44,224,062
Capital Assets 34,799,582 28,154,292
Total assets 82,065,318 72,378,354
Deferred Qutflow Related to Pension 1,561,793 3,218,139
Long-term liabilities 15,095,379 10,118,659
Qther liabilities 762,411 1,015,309
Total Liabilities 15,857,790 11,133,968
Deferred Inflow Related to Pension 1,822,194 583,333
Net Position:
Invested in capital assets, net of related
debt 34,799,582 28,154,292
Restricted 5,792,312 12,097,311
Unrestricted 25,345,233 23,627,589
Total Net Pasition 3 65,937,127 $ 63,879,182




Revenues:

Program Receipts:
Charges for Services
Grants & Contributions

General Receipts:
Ad-Valorem Taxes
Hotel/Motel Tax
Sales taxes
Licenses and permits
Miscellaneous
Investment Eamings

Total Revenue

Expenses:
General Government
Public Safety
Highways and Streets
Culture and Recreation
Indigent Assistance
Emergency Medical Services
County and District Clerks
County and District Attorneys
Corrections
Justices of the Peace
Miscellaneous

Total Expenses

Increase {decrease} in Net Pasition
before transfers

Transfers

Increase (decrease) in Net Position

Priar Period Adjustment

Net Position - Jan 1

Net Position - December 31

Table 1l

Changes in Net Position

Governmental Activities

2018 2017

3 1,492,587 3 1,347,565
778,601 791,736

25,102,550 19,550,536

400,000 325,000

84,385 63,229

359,453 323,167

638,782 729,701

545742 287.811

3 29,402,100 5 23,418,745

$ 5.412,062 $ 5,105,843
3,066,087 4,204,493
3,031,067 3,301,183
3,189,532 2,612,260
220,921 286,174
1,186,192 1,278,014
740,889 833,483
659,586 683,974
516,735 484,969
564,040 612,485
519,759 297,756

$ 20,107,870 $ 19,700,634
$ 9,294,230 $ 3,718,111
(1,000,000} L 12,000,000}

$ 8,294,230 $ 1,718,111
{6,236,295) (3,318,058)

63,879,192 65,479,139

$ 65,937,127 5 53,879,192

The cost of all governmental activities this year was $20,107,870. (Exhibit B-1) However, as
shown in the Statement of Activities on pages 12 thru 15, some of the costs were paid by those

who directly benefited from the programs ($1,492,587) or by other governments and

organizations that subsidized certain programs with grants and contributions ($778,601).



THE COUNTY'S FUNDS

As the County completed the year, its governmental funds (as presented in the balance sheet
on page 16) reported a combined fund balance of $30,185,048.

The General Fund is the chief operating fund of the County. At the end of the current fiscal
year, unassigned fund balance was $24,392,736.

General Fund Budgetary Highlights

Over the course of the year, the Commissioners’ Court made revisions to the County’s budget.
These budget amendments increased budgeted disbursements by $187,029.

The resources available for appropriation were $5,032,635 more than budgeted for the General
Fund, which is due to an increase in mineral valuations. {Exhibit G-1)

Expenditures were $2,628,418 less than budgeted, which is attributable to overall expenditures
being less than anticipated. (Exhibit G-1)

Actual expenditures were less than budgeted amounts for function 10 in the amount of
$756,413. These differences are the result of actual expenditures begin less than anticipated.
(Exhibit G-1)

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

As of December 31, 2018, the County had invested $34.8 million in a broad range of capital
assets, including land, buildings, roads and equipment.

Additions for the year included buildings/improvements, vehicles, machinery/equipment and
construction in progress.

More detailed information can be found in Note § on page 34 of this report.
Long-Term Obligations
At the end of the year, the County had $15.1 million of long-term obligations.

More detailed information about the County’s long-term liabilities can be found in Note 7 on
page 37.



ECONOMIC FACTORS AND NEXT YEAR'S BUDGET AND RATES

The County’s elected and appointed officials considered many factors when setting the fiscai
year 2019 budget and tax rate. One of those factors is the economy and, in particular, the oil &
gas industry. The price of crude oil and natural gas has been steady over the course of the
current year, which contributes heavily upon the valuation of properties on the mineral roll. The
County’s population has held steady in recent years, and it is possible that it may continue into
the foreseeable future.

These indicators were taken info account when adopting the budget for 2019. Amounts
available for appropriation in the budget are $24,453,321, an increase of 22.98% compared to
the 2018 budget of $19,883,924. Budgeted expenditures are expected to increase by 0.004%
to $17,993,670 from $17,913,161 in 2018. There are budgeted interfund transfers to the
Building & Construction Fund for $5,600,000 and Ward Memorial Hospital for $1,000,000. If
these estimates are realized, the County’s budgetary General Fund Balance will decrease by

$140,349.
CONTACTING THE COUNTY’'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors, and
creditors with a general overview of the County’'s finances and to show the County’s
accountability for the money it receives. If you have questions about this report or need
additional financial information, contact the County Auditor's Office at the Ward County
Courthouse, 400 S. Allen St., Monahans, Texas, 79756.

The County's legally separate component unit, Ward Memorial Hospital, has its own financial
audit. If you have questions about this report or need additional financial information, contact
the Hospital's management at the Ward Memorial Hospital, 406 S. Gary Avenue, Monahans,
Texas, 79756.
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WARD COUNTY, TEXAS
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The authority of county governments and their specific functions and responsibilities are created
by and dependent upon laws and legal regulations of the Texas State Constitution, Local
Government Code and V.A.C.S. Ward County (the County) operates under a county
judge/commissioners court type of government as provided by state statute. The financial and
reporting of the County conform to generally accepted accounting principles (GAAP) applicable
to state and local governments. GAAP for local governments include those principles
prescribed by the Governmental Accounting Standards Board (GASB), which includes all
statements and interpretations of the National Council on Governmental Accounting unless
modified by the GASB and those principles prescribed by the American Institute of Certified
Public Accountants in the publication entitled Audits of State and Local Gavernment Units.

The Commissioner's Court has governance responsibilities over all activities related to
Ward County, Texas. The County receives funding from local, state and federal
government sources and must comply with the concomitant requirements of these funding
source entities; however, the County is not included in any other governmental "reporting entity"
as defined by authoritative guidance. There are no component units included within the

reporting entity.

The County provides the following services to its citizens: public safety (law enforcement and
detention), public transportation (roads and bridges), health and welfare (pauper care, health
clinic facilities, meals for the elderly and indigent health care}, culture and recreation facilities,
conservation, public facilities, judicial and legal, elections functions, and general and financial
administrative services.

Governmeni-wide and Fund Financial Statements

The Statement of Net Position and the Statement of Activities are government-wide financial
statements. They report information on all of the Ward County's non-fiduciary activities with
most of the interfund activities removed. Govemnmental activities include programs supported
primarily by taxes, fines and fees, grants and other intergovernmental revenues. Business-type
activities include operations that rely to a significant extent on fees and charges for support.
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WARD COUNTY, TEXAS
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

The Statement of Activities presents a comparison between expenses and program revenues
for each function of the County's governmental activities. Direct expenses are those that are
specifically associated with a program or function and, therefore, are clearly identifiable to a
particular function. Program revenues include: a)fees, fines and charges paid by the recipients
of goods or services offered by the program, and b) grants and contributions that are restricted
to meeting the operational or capital requirements of a particular program. Revenues that are
not classified as program revenues, including all taxes, are presented as general revenues.

Interfund activities between governmental funds appear as due to/due from on the
Governmental Fund Balance Sheet and as other resources and other uses on the governmental
fund Statement of Revenues, Expenditures and Changes in Fund Balances. All interfund
transactions between governmental funds are eliminated on the government-wide statements.
Interfund activities between governmental funds and fiduciary funds remain as due to/due from
agency funds on the government-wide Statement of Net Position.

The fund financial statements provide reports on the financial condition and results of operations
for three fund categories - governmental, proprietary and fiduciary. Since the resources in the
fiduciary funds cannot be used for County operations, they are not included in the government-
wide statements. The County considers some governmental funds major and reports their
financial condition and results of operation in a separate column. Proprietary funds distinguish
operating revenues and expenses from non-operating items. Operating revenues and
expenses result from providing services and producing and delivering goods in connection with
a proprietary fund's principal ongoing operations. All other revenues and expenses are non-
operating.

Measurement Focus. Basis of Accounting and Financial Statement Presentation

The government-wide financial statements use the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a fliability is incurred, regardless of the timing of the related cash flows. Property
taxes are recognized as revenues in the year for which they are levied. Grants and similar
items are recognized as revenue as soon as all the eligibility requirements imposed by the
provider have been met.

Governmental fund financial statements use the current financial resources measurement focus
and the modified accrual basis of accounting. With this measurement focus, only current
assets, current liabilities and fund balances are included on the balance sheet. Operating
statements of these funds present net increases and decreases in current assets (i.e., revenues
and other financing sources and expenditures and other financing uses).
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WARD COUNTY, TEXAS
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Under the modified accrual basis of accounting, revenues are recognized in the accounting
period or expected to be collected within 60 days after year end and be used to pay liabilities of
the current period. Expenditures are generally recognized in the accounting period in which the
fund liability is incurred, if measurable. Exceptions to this general rule included unmatured
principal and interest on general long-term obligations which are recognized when due, This
exception is in conformity with generally accepted accounting principles. Agency funds are
purely custodial (assets equal liabilities) and thus do not involve measurement of results of
operations.

Property tax revenues and sales tax receipts are considered measurable and available when
collected by the respective intermediary collecting agency and recognized as revenue at that
time. Property tax revenues are considered measurable at the time of levy and are recognized
as unearned revenue, net of an allowance for estimated uncollectible taxes, at that time.
Property tax revenues are considered availabie if collected within 80 days subsequent to year
end. All tax collections expected to be received subsequent to year end are, therefore, reported
as unearned revenues. Licenses and permits, fines and forfeits, and miscellaneous revenues
when received in cash because they are generally not measurable uniil actually received.
Investment earnings are recorded on the accrual basis in all funds.

Intergovernmental revenues are recorded on a basis applicable to the legal and contractual
requirements of the individual grant programs. If funds must be expended on the specific
purpose or project before any amounts will be paid to the County, revenues are recognized as
the expenditures or expenses are recorded. If funds are virtually unrestricted and irrevocabie,
except for failure to comply with required compliance requirements, revenues are recognized or
susceptible to accrual. Federal and State grants awarded on the basis of entitlement periods
are recorded as intergovernmental receivables and revenues when entitlement occurs. Ali other
federal and state reimbursable-type grants are recorded as intergovernmental receivables and
revenues when the related expenditures are incurred.

The Proprietary Fund Types and Fiduciary Funds are accounted for on a flow of economic
resources measurement focus and utilize the accrual basis of accounting. This basis of
accounting recognizes revenues in the accounting period in which they are earned and become
measurable and expenses in the accounting period in which they are incurred and become
measurable. With this measurement focus, all assets and all liabilities associated with the
operation of these funds are included on the fund Statement of Net Position. The fund equity is
segregated into net investment in capital assets, restricted net position, and unrestricted net

position.
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WARD COUNTY, TEXAS
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Fund Accounting

The County reports the following major governmental funds:

General Fund - The General Fund is the County's primary operating fund. It accounts for all
financial resources except those required to be accounted for in another fund. The General
Fund balance is available for any purpose, provided it is expended or transferred in accordance
with the legally adopted budget of the County.

Building/Construction Fund - The Building/Construction Fund is used to account for and reports
financial resources that are restricted to expenditure for capital outlay, including the acquisition
or construction of capital facilities and other capital assets. The Building/Construction Fund
excludes those types of capital-related outflows financed by proprietary funds or for assets that
will be held in trust for individuals, private organizations, or other governments.

Other Funds - The Special Revenue Funds account for revenues derived from earmarked
revenue sources that are legally restricted to expenditures for a specific purpose.

Internal Service Fund - The Internal Service Fund accounts for the County's insurance
programs.

Agency Funds - Agency Funds are used to report assets which cannot be used to support
County activities and are held in an agency capacity by the County for the benefit of others.

Assets, Liabilities, Deferred Inflows/Outflows,_and Net Position or Equity

Cash and Cash Equivalents - Highly liquid investments are considered to be cash equivalents
if they have a maturity of three months or less when purchased.

Property Taxes - Property taxes are levied October 1 in conformity with Subtitle E, Texas
Property Tax Code. Taxes are due on receipt of the tax bill and are delinquent if not paid before
February 1 of the year following the year in which imposed. On January 1 of each year, a tax
lien attaches to the property to secure payment of all taxes, penalties, and interest ultimately
imposed.
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WARD COUNTY, TEXAS
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Capital Assets - Purchased or constructed capital assets are reported at cost or estimated
historical cost. Donated capital assets are recorded at their estimated fair value at the date of
the donation. The cost of normal maintenance and repairs that do not add to the value of the
asset or materially extend assets' lives are not capitalized. Generally, a capitalization threshold
of $5,000 is used.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction is included as part of the capitalized value of the assets
constructed. There was no capitalized interest during the current year,

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

Building and Improvements 20-50
Furniture and Equipment 5-10
Vehicles and Heavy Equipment 5-10
Infrastructure 20-35

Compensated Absences - A liability for unused vacation and comp time for all full-time
employees and personal time off for EMS personne! is calculated and reported in the
government-wide statements. For financial reporting, the foliowing criteria must be met to be
considered as compensated absences:

1. Leave or compensation is attributable to services already rendered.
2. Leave or compensation is not contingent on specific event (such as iliness).

Per GASB Interpretation No. 6, liabilities for compensated absences are recognized in the fund
statemenis to the extent that the liabilities have matured (i.e., are due for payment).
Compensated absences are accrued as long-term debt in the government-wide statements.

Upon termination from the County employment, an employee that has completed a year of
employment shall be entitled to payment for the total accrued but unused days of vacation.
Comp time earned, but net taken, is paid at termination, but cannot accumulate beyond County
specified limits. Once the maximum number of compensatory hours has been accumulated,
employees are paid immediately for any additional compensatory hours earned. Sick leave
accrues at a rate of 8 hours per menth or 96 hours per year up to a maximum of 480 hours, but
compensation is paid only for illness-related absences. Unused sick leave is non-vesting and
will not be paid on termination, thus vacation and comp time is the only accrued compensation

liabilities recorded.

Use of Estimates - The preparation of financial statements in conformity with GAAP requires
the use of management's estimates. Actual results could differ from those estimates.
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Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Interfund Activity - Interfund activity results from loans, services provided, reimbursements or
transfers between funds. Loans are reported as interfund receivables and payables as
appropriate and are subject to elimination upon consolidation. Services provided, deemed to he
at market or near market rates, are treated as revenues and expenditures or expenses.
Reimbursements occur when one fund incurs a cost, charges the appropriate benefiting fund
and reduces its related cost as a reimbursement. All other interfund transactions are treated as

transfers.

Deferred Outflows/Inflows of Resources -In addition to assets, the statement of net position
will report a separate section for deferred outflows of resources. This 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
(expensefexpenditure) until then. The County has deferred outflows of resources for the
difference between projected and actual earnings for its pension plan and contributions made to
the pension plan after the measurement date, but before the end of the fiscal year.

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 County has only one
type of item, which arises only under a modified accrual basis of accounting that qualifies for
reporting in this category. Accordingly, the item, unavailable revenue, is reported only in the
governmental funds balance sheet. The governmental funds report unavailable revenues from
property taxes and fines and fees. These amounts are deferred and recoghized as an inflow of
resources in the period that the amounts become available.

Federal and State Grants and Entitlements - Grants, entitlements and shared revenues may
be accounted for within any of the fund types. The purpose and requirements for each grant or
entitlement are carefully analyzed to determine the proper fund type in which to record the
related transactions. Grants or entitiements received for purposes normally financed through a
particular fund type may be accounted for in that type provided that applicable legal restrictions
are appropriately satisfied. Such revenues received for purposes normally financed through the
general fund are accounted for within the Special Revenue Funds.

Fund Equity - In the fund financials, fund balance is the difference between governmental fund
assets and liabilities reflected on the balance sheet.

The fund balance of the General Fund is of primary significance because the General Fund is
the primary fund which finances most functions in the County.

The order of spending and availability of the fund balance shall be to reduce funds from the
listed areas in the following order: restricted, committed, assigned, and then unassigned funds.

The five classifications of fund balance of the governmental types are as follows;

Non-spendable fund balance classification includes amounts that cannot be spent because
they are either not in a spendable form or they are legally or contractually required to be
maintained intact. Examples of these funds are inventories or prepaid items. Additionally,
these items are not expected to be converted to cash.
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Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Restricted fund balance represents those funds other than non-spendable that are restricted
to specific purposes such as externally imposed by creditors, grantors, contributors or laws or
regulations of other governments. Additionally, these funds are imposed by law through
constitutional provisions or enabling legislation.

Committed fund balance represents those funds that can only be used for specific purposes
per the formal action (i.e., resolution) as a posted Commissioners’ Court agenda item of the
Ward County Commissioners' Court. These funds cannot be used for any other purpose unless
the Court removes or changes the specified use by taking the same type of action it employed
to previously commit the funds. These funds include contractual obligations entered into by the
Commissioners' Court.

Assigned fund balance represents those funds designated by the commissioners' court to be
used for specific purposes, but are neither restricted nor committed. The resources of these
funds could represent operating transfers to special revenue funds from the general fund and
the interest earnings associated with those transfers and those funds that are not classified as
restricted, non-spendable or committed.

Unassigned fund balance is the resulting difference between total fund balances less the
previous types of fund balances and is at the discretion of the Commissioners' Court. The
general fund is the only fund type that may represent a positive unassigned fund balance. In
other governmental funds, if expenditures incurred for specific purposes exceed the amounts,
restricted, committed or assigned to those purposes, it may be necessary to report a negative
unassigned fund balance.

When an expenditure is incurred for a purpose for which both restricted and unrestricted fund
balance is availabie, the County considers restricted funds to have been spent first,. When an
expenditure is incurred for which committed, assigned, or unassigned fund balances are
available, the County considers amounts to have been spent first out of committed, then
assigned funds, and finally unassigned funds.

Pensions — For purposes of measuring the net pension liability, deferred outflows of resources
and deferred inflows of resources related to pension expense , information about the Fiduciary
Net Position of Texas County and District Retirement System (TCDRS) and additions
to/deductions from TCDRS’s Fiduciary Net Position have been determined on the same basis
as they are reported as TCDRS. For this purpose, plan contributions are recognized in the
period that compensation is reported for the employee, which is when contributions are legally
due. Benefit payments and refunds are recognized when due and payable in accordance with
the benefit terms. Investments are reported at fair value.

Other Post-Employment Benefits (Retiree Health Insurance) — The fiduciary net position of
the County’s Retiree Health Insurance Benefits has been determined using the flow of economic
resources measurement focus and full accrual basis of accounting. This includes for purposes
of measuring the net OPEB liability, deferred outflows of resources and deferred inflows of
resources related to other post-employment benefits, OPEB expense, and information about
assets, liabilities and additions to/deductions from the City’'s Retiree Health Insurance Benefit's
fiduciary net position. Benefit payments are recognized when due and payable in accordance
with the benefit terms. There are no investments as this is a pay as you go plan and all cash is
held in a cash account.
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WARD COUNTY, TEXAS
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018
Note 2: STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Informatiocn

The County Judge submits an annual budget to the Commissioners Court in accordance with
the laws of the State of Texas. The budget is presented to the Commissioners Court for review,
budget workshops are held with the various County department officials, and public hearings
are held to address priorities and the allocation of resources. Prior to September 30, the
Commissioners’ Court adopts the annual fiscal year budgets for all County operating funds.
Once approved, the Commissioners’ Court may amend the legally adopted budget when
unexpected modifications are required in estimated revenues and appropriations.

The budget for the general fund is prepared on the GAAP basis. Revenues are budgeted in the
year receipt is expected; and expenditures are budgeted in the year that the liability is incurred.

All the County's funds held positive fund equity at December 31, 2018.

Note 3: DEPOSITS, INVESTMENTS AND SECURITIES

The County’s cash and cash equivalents are considered to be cash on hand, demand deposits
and short-term investments with original maturities of twelve months or less from the date of
acquisition. The County's cash and cash equivalents were comprised of six demand deposit
accounts, sixteen time deposits and thirty-six TexPool accounts at December 31, 2018.

The total carrying amount of the County Treasurer's demand deposits at December 31, 2018
was 51,357 819 and the bank balance was $1,856,287. The County Treasurers demand
deposits at December 31, 2018, and during the year ended December 31, 2018, were covered
by FDIC insurance and pledged collateral, except for the date of highest demand deposit.
Demand deposits on February 5, 2018 exceeded pledged securities and FDIC insurance by
$281,968. The following is disclosed regarding coverage of combined balances on the date of
highest demand deposit:

Highest FMV of
Demand Securities FDIC
Bank Deposit Balance Pledged Insurance Month
February
Tejas Bank $4.213,734 $3,931,765 $500,000 2018

The County also held $2,615 in undeposited funds on December 31, 2018,

A portion of the County's cash and cash equivalents consist of balances held by TexPool, a
branch of the State government. To minimize credit risk, TexPool’s investment policy allows the
portfolio’'s investment manager to only invest in obligations of the U.S. Government, its
agencies; repurchase agreements; and no-load AAAm money market mutual funds registered
with the SEC. Texpool is rated AAAmM by Standard & Poor's. Market value at December 31,
2018 is provided by TexPool.
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Note 3: DEPOSITS, INVESTMENTS AND SECURITIES — continued

The County’s cash equivalents held with TexPool at December 31, 2018 are shown below:

Carrying Market
Name Amount Value

TexPool  $33,627,023 §33,627,023

Custodial Credit Risk for Deposits and Investmenis

State law requires governmental entities to contract with financiat institutions in which funds will
be deposited to secure those deposits with insurance or pledged securities with a fair value
equaling or exceeding the amount on deposit at the end of each business day. The pledged
securities must be in the name of the governmental entity and held by the entity or its agent
bank. At February 5, 2018 demand deposits were not adequately covered by pledged securities
and FDIC insurance, $ 281,968 of demand deposits were at risk.

Foreign Currency Risk

The County has no investments or deposits of a foreign currency as of December 31, 2018.

Interest Rate Risk

The County has not been exposed to any interest rate risk as of December 31, 2018.

Concentration of Credit Risk

The County has not been exposed to any concentration of credit risk as of December 31, 2018.
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FOR THE YEAR ENDED DECEMBER 31, 2018

Note &: CAPITAL ASSETS - continued

Depreciation expense was charged to governmental functions as follows:

10
12
14
15
16
17
i8
19
21
22
23
25
26
31
33
36
37
38
39
42
49
51
52
53
54
55
56
57
66

General Government
Judicial

Elections _
Financia! Administration
Irformation Technology
Tax

Agri

Facilities

Sheriff

Fire Protection
Corrections

Jail

Public Safety

Highways & Streets
County Clerk

District Clerk

Justice of the Peace
County Attorney
Constable

EMS

Victims

Recreation

Parks

Museums

Pools

Libraries

Senior Citizens Center
Emergency Management
Economic Opportunity

Total Depreciation

35

$ 12,473
62,039
1,959
65,507
16,711
44,970
18,408
27,388
192,366
1,142
32,810
179,828
1,756
275,032
36,967
38,038
65,277
37,548
6,226
119,780
8,553
105,562
9,694
3,874
501
41,930
44,636
913
6,671

$ 1,458,569







WARD COUNTY, TEXAS
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Note 6: INTERFUND BALANCES AND TRANSFERS - continued

Interfund Transfers consist of the following:

Transfers Transfers
In Out Purpose
Transfers from General Fund to:
Special Revenue Fund - 1,000,000 Funding for Construclicn/Renovations
Hoszpital - 1,000,000 Operating Transfers - Hospital
Special Reverue Fund - 259,879 Operaling Transfer - Juvenile Probation
Special Revenue Fund - 138 Operating Transfer- Victims of Crime Acl Fund
Special Revenue Fund . 584 Qperating Transfer - Title M-EAJPO
Special Revenue Fund - 459 Operating Transfer - Hotel/Matel
Internal Service Fund 363,695 - Internal Service Fund Closed
383,695 2,261,086
Transfers toffrom Construction Fund from
General Fund 1,000,000 - Operating Transfer - General Fund
Special Revenue Fund 39,368 _ - Operating Transfer - Hotel{Motel Fund
1,038,388 -
Transfers to Special Revenue Funds from:
General Fund 250,879 - Operating Transfer - Juvenite Probation
General Fund 139 - Operating Transfer- Victims of Crime Acl Fund
General Fund 589 - Operating Transfer - Title IV-EfJFO
General Fund 45% - Qperating Transfer - Hotel/Motel
261,088 -
Transfers from Special Revenue Fund
to:
Special Revenue Fund - 35,368 Operating Transfer - Construction/Rencvation
- 38,368
Transfers from Internal Service Funds
to:
General Fund - 363,605 internal Service Fund Closad
363,605
Total transfers g 1,664,129 % 2,664,129

Note 7: LONG-TERM OBLIGATIONS

Long-term obligations are comprised of compensated absences, which includes annual vacation
pay, comp pay, and personal time off pay (for EMS staff) of $238,071; net other
postemployment benefits obligation of $12,578,222; and net pension liability of $2,279,086. The
balance for long-term obligations at December 31, 2018 was $15,095,379.
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Note 8: DEFERRED INFLOWS OF RESOURCES

Governmental Funds report unavailabie revenue in connection with receivables for revenues
that are not considered to be available to iquidate liabilities of the current period. Governmental
funds also defer revenue recognition in connection with resources that have been received but

not yet earned.

At the end of December 31, 2018, deferred inflows in the General Fund were comprised of the

following:
General Fund

Net Unrealized Property Taxes $ 16,134,941
Net Unrealized Fines & Penalties 183,336

Total Deferred
Inflows $ 16,318277

Note 9: RISK MANAGEMENT

General and Professional Liability

The County has entered into an agreement with Texas Association of Counties (TAC) for
property, general liability, law enforcement liability, auto liability, auto physical damage, public
officials’ liability, crime coverage, and workers’ compensation insurance. TAC Insurance funds
were formed by the entry into inter-local participation agreements by member political
subdivisions of the State of Texas to jointly self-insure its members against certain risks within a
defined scope, to purchase excess insurance or reinsurance when deemed prudent, and to pay

necessary administrative disbursements.

Property Insurance

The County's property insurance program includes blanket property coverage with various limits
for quake and flood and deductibles ranging from $500 to $25,000.

The County paid $172,044 in property, general liability, and professional liability insurance
premiums for the year ended December 31, 2018.

Health Insurance

The County's health insurance program was changed from a “self-insured” minimum premium
cash flow plan to a fully insured plan effective Apnl 1, 2017. For 2018, the County paid
$1,567,790 in health and dental insurance premiums.
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Life Insurance/Aerg Care

The County pays the premium for employees and retirees who elect to participate in the plan
and remits these premium payments to the insurance company. County contributions for life
insurance premiums amounted to $34,366 for the year ended December 31, 2018. In addition
the Commissioners contracted with Aero Care to cover the air transport for the residents of
Ward County for one year in the amount of $57,183.

Worker's Compensation

The County’s worker's compensation plan is administered by the Texas Association of Counties
(TAC) under fully-funded (pooled) coverage in which the County is a member.
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Note 10: EMPLOYEES’ RETIREMENT PLAN

Plan Description

The County provides retirement, disability, and death benefits for all of its fuil-time
employees through an agent multiple employer defined benefit pension plan in the
statewide Texas County and District Retirement System (TCDRS). Article 33 of the
State Statutes grants the authority to establish and amend the benefit terms to the
TCDRS Board of Trustees (TCDRS Board). TCDRS issues a publicly available financial
report that can be obtained at www.tcdrs.org.

At the measurement date, December 31, 2017, pension expense was as follows:

Service Cost 3 1,220,849
Interest on total pension liability 2,918,183
Effect on plan changes 750,512
Administrative Expenses 24,671
Member contributions (530,617)
Expected investment return net of investment expenses (2,627,320)
Recognition of deferred inflows/cutflows of resources

Recognition of economic/demegraphic gains or losses (115,952)

Recognition of assumption changes or inputs 163,771

Recegnition of investment gains cr losses 283,645
Other 2,046
Pension Expense 3 2,089,788

As of December 31, 2017, the deferred inflows and ouiflows of resources are as

follows:
Deferred Deferred
Inflows of Outflows of
Deferred Inflows/Qutflows of Resources Resources Resources
Differences between expected and actual experience $ 365,097 % 214,612
Changes of assumptions - 281,614
Net difference between projected and actual earnings 322,562 -
Contributions made subsequent to measurement date N/A 1,055,567
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Note 10: EMPLOYEES' RETIREMENT PLAN - continued

The $1,055,567 reported as deferred outflows of resources related to contributions
subsequent to the measurement date will be recognized as a reduction of the nat
pension liability in the year ended December 31, 2018, Other amounts reported as
deferred outflows of resources and deferred inflows of resources related to pensions will
be recognized in pension expense as follows:

2018 3 300,717

2019 182,651
2020 {251 474)
2021 (423,326)
2022 -
Thereafter -

Total $  (191.432)

Plan Information

At December 31, 2017, the County had 158 current and 124 former employees and 107
retirees participating in the Plan.

Actuarial Assumptions

The actuarial assumptions that determine the total pension liability as of December 31,
2017 were based on the results of an actuarial experience study for the period January 1, 2013-
December 31, 2018, except where required to be different by GASB 68.
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Note 10: EMPLOYEES' RETIREMENT PLAN - continued

Valuation Date:

Actually 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 fo determine contribution rates:

Actuarial Cost Method
Amortization Method
Remaining Amortization Period
Asset Valuation Methed
Inflation

Salary increases

Investment rate of return

Retirement Age

Mortality

Changes in Assumptions and
Methods Reflected in the
Schedule of Employer
Contributions*

Changes in Plan Provisions
Reflected in the Schedule*

Entry Age

Level percentage of payroll, clesed

12.5 years (based on contribution rate calculated in 12/31/2017 valuation}
5-year smoothed market

2.75%

Varies by age and service. 4.9% average over career inciuding inffation.
8.00% {Gross of administrative expenses)

Members who are eligible for service retirement are assumed to

commence receiving benefit payments based on age. The average age at
service retirement for recent retirees is 61.

130% of the RP-2017 Healthy Annuitant Mortality Table for males and 110%
of the RP-2014 Healthy Annuitant Mortality Table for females, both projected
with 110% of the MP-2014 Ultimate scale after 2014.

2015: New inflation, mortality and other assumptions were reflected.

2017: New mortality assumptions were reflected.

2015: No changes in plan provisions were reflected in the Schedule.
2018: No changes in plan provisions were reflected in the Schedule.

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

*Only changes effective 2015 and later are shown
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Note 10: EMPLOYEES' RETIREMENT PLAN - continued

{Long-terrn Rate of Investment Refurn and Target Allocafion

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 shown below are provided by TCDRS'
investment consultant, Cliffwater, LLC. The numbers shown are based on January 2018
information for a10 year time horizon.

Note that the valuation assumption for long-term expected return is re-assessed at a minimum
every four years, and is set based on a 30-year time horizon; the most recent analysis was
performed in 2017. See Miliman's TCDRS Investigation of Experience report for the period
January 1, 2013 to December 31, 2016 for more details.

Geometric Real
Rate of Return

Target (Expected minus
Asset Class Benchmark Allocationt" Inflation)®
US Equities Dow Jones U.5. Total Stock Market Index 11.50% 4.55%

) . Cambridge Associates Global Private 2 o
Private Equity Equity & Venture Capital Index® 16.00% 7.55%
Global Equities MSCI World {net) Index 1.50% 4.85%
International Equities - Developed MSCI World Ex USA {net) 11.00% 4.55%
Internationail Equities - Emerging MSCI EM Standard (net) 8.00% 5.55%
Investment-Grade Bonds ﬁ]'é’g:'berg Barclays U.S. Aggregate Bond 5 50, 0.75%
Strategic Credit FTSE High-Yield Cash-Pay Capped Index 8.00% 4.12%
Direct Lending S&P/LSTA Leveraged Loan Index 10.00% 8.06%
Oistressed Debt Cambridge Assofiates Distressed 2.00% 5.30%

67% FTSE NAREIT Equity REITs Index +
REIT Equities 33% FRSE EPRA/NAREIT Global Real 2.00% 4.05%
Estate Index
?::let:esr) Limited Partnerships Alerian MLP Index 3.00% 6.00%
Private Real Estate Partnerships ﬁi’;‘ﬁ;‘dge Associates Real Estate 6.00% 6.25%
Hedge Fund Research, Inc. {HFRI) Fund N "
Hedge Funds of Funds Composite Index 18.00% 4.10%
Totai 100.00%

" Target asset allocation adopted at the April 2018 TCORS Board Meeting.
# Geometric real rates of return in addition to assumed inflation of 1.95% per Cliffwater's 2018 capital market

assumptions.

® Includes vintage years 2006-present of Quarler Pooled Horizon IRRs.
“ Includes vintage years 2005-present of Quarter Pooled Horizon IRRs.
3 Includes vintage years 2007-present of Quarter Pooled Horizon IRRs.
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Note 11: POSTEMPLOYMENT HEALTHCARE BENEFITS continued

The plan does not issue a stand-alone report. For inquiries relating to the plan, please contact
Ellen Friar, Ward County, 400 S. Allen, Monahans, TX 79756.

Emplovees covered by benefit terms

At January 1, 2018, the following employees were covered by the benefit terms:

Inactive employees, retiree's spouses or beneficiaries currently receiving benefit payment 59
Inactive employees entitled to but not yet receiving benefit payments

Active employees 112

Total T

The OPEB Liability of $12,578,222 was measured as of December 31, 2018.

Actuarial assumptions and other inputs

The total OPEB liability in the December 31, 2018 actuarial valuation was determined using the
following actuarial assumptions and other inputs, applied to all periods included in the
measurement unless otherwise specified:

Valuation Timing The valuatien is performed at January 1, 2018 with measurements

at December 31, 2017 and December 31, 2018.

Actuarial Cost Method Entry Age Normal
Discount Rate(" December 31, 2017: 3.44%
December 31, 2018: 4.10%
Inflation 2.30% per year
Salary Increases Used the 2017 TCDRS report, varying on plan entry age. The rates

from this report is compounded with the wage increase rate of 3.00%
per year for the total salary increase rates.
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Note 11: POSTEMPLOYMENT HEALTHCARE BENEFITS continued

Coverage Assumption

Marriage Assumptions

Mortality
Retirement Rates

Termination Rates

Disability

Changes in Actuarial Assumptions

100% of active employees are assumed to elect coverage at retirement.

50% of members are assumed to elect spausal coverage at retirement.

When pravided, actual ages for spouses are used. Otherwise, it is assumed that
female spauses are 3 years younger than male spouses.

Sex Distinct RP-2000 Mortality projected forward with Scale BB

Used the December 2017 TCDRS Report.

Used the 2017 TCDRS Report for the Middle Terminatien Group. Sample
termination rates vary on plan entry age.

Used sample rates of disability from the 2017 TCDRS Report.

Rates used in determining termination, retirement, and disability were updated
from using the prescribed rates in the 2013 TCDRS Report using the prescribed
rates in the 2017 TCDRS Report.

(1)The discount rate is based on the Bond Buyer's 20-year General Obligation Index immediately
prior to or coincident with the measurement date.

Changes in Total OPEB Liability

Balance as of December 31, 2017 $ 13,071,379

Changes for the year:
Service cost 779,013
interest on total OPEB liability 469,814
Changes in benefit terms -
Differences between expected and actual experience -
Changes in assumptions or other inputs (1,352,715}
Benefit Payments (389,269)

Balance as of December 31, 2018 3 12,578,222

Sensitivity of the total QPEB liability to changes in the discount rate.

The following presents the total OPEB liability of the County, as well as what the County's total
OPEB liability would be if it were calculated using a discount rate that is 1-percentage-point
lower (3.10%) or 1-percentage-point higher:

Current
1% Decrease Discount Rate 1% Increase
(3.10%) (4.10%) (5.10%])

Total OPEB Liability $ 14,708,968 5 12,578,222 % 10,866,083
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Note 12:

The County offers its employees two deferred compensation plans created in accordance with
Internal Revenue Code Section 457. The plans, available to all County employees, permit them
to defer a portion of their salary until future years. The deferred compensation is not available

DEFERRED COMPENSATION PLAN

to employees until termination, retirement, death, or unseen emergency.

All amounts of compensation deferred under the plans, all property and rights purchased with
those amounts, and all income attributable to those amounts, property or rights are (until paid or
made available to the employee or other beneficiary) solely the property and rights of the
County {without being restricted to the provisions of bhenefits under the plan), subject only to
claims of the County’s general creditors. Participants’ rights under the plan are equal to those
of general creditors of the County in an amount equal to the fair market value of the deferred

account for each participant.

The balances of the deferred compensation plans at December 31, 2018 were $14,818 and

$1,315,624, respecitively.

Nationwide Retirement Solutions

Contributions and
Market Gains

Beginning Balance,
January 1, 2018

Withdrawals, Fees
and Market Losses

Ending Balance,
December 31, 2018

3 -

3 14,818

5 13,623 b 1,195
MassMutual
Beginning Balance, Contributions and

January 1, 2018 Market Gains

Withdrawals and
Market Losses

Ending Balance,
Oecember 31, 2018

$1,414,037 $81,226

($179,639)

$1,315,624
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Note 13: RELATED PARTY TRANSACTIONS

The Cffice of Ward County Attorney is considered a part-time position and the County Attorney
is permitted to maintain a private practice in addition {o his public duties. As a result, some
facilities, equipment and services are utilized in both his private practice and his public duties as
Ward County Attorney. The physical separation and accounting of the two functions are
deemed inefficient and improbable by hoth Ward County and the Ward County Attorney. As a
result, the County and the County Attorney have entered into an agreement whereby allocations
of costs that jointly benefit the County and the County Attorney’s private practice have been
proposed, approved and applied as part of the costs of the Office of the Ward County Attorney.
This agreement stipulates that the County Attorney will provide his personal office space,
furniture and eguipment and services for accounting for the County Attorney Hot Check Fund at
no charge to the County in return for the County’s subsidy of the personal portion of his
secretaries’ ime. The County Attorney makes an effort to segregate and pay for his personal
portion of other expenses such as utilities (considered 25% personal and bills the County for
75% of utilities on an after-the-fact basis), telephone, office cleaning, seminars, law library,
subscriptions and internet services and postage.

Ward County authorizes the Ward County Judge to utilize his county office for his private
practice of law. The Commissioners’ Court has found that this arrangement serves a public
purpose in that it makes the County Judge more available to county officials and staff, as well as
to the public. The County Judge provides his own office supplies and reimburses Ward County
for copies and long distance telephone calls. In 2018 the County Judge earned $800 from Ward
County for court-appointed representation of indigent defendants in district court.
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WARD COUNTY, TEXAS
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Note 16: PRIOR PERIOD ADJUSTMENT

The County had the following prior-period adjustment in 2018:

Exhibit B-1 _ Exhibit C-3
Employee Aflac deductions recorded in wrong fund from a prior year 3 4,236 $ 4236
JRAC Funds that shouid have been accrued in the prior year 17,179 17,179
Prior Period Adjustment for Retiree OPEB - Retiree Health Insurance {6,257,710) -
$ {6,236,295) $ 21,415
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Ward County, Texas
Notes to Required Supplementary Information
December 31, 2018

Budgetary Information

The County follows these procedures in establishing the budgetary data reflected in these
financial statements:

1.

The County ludge, as budget officer, with the assistance of the County Auditor, prepares
a budget to cover all proposed expenditures and the means of financing them for the
succeeding year, and delivers the proposed budget to Commissioners Court.

Commissioners Court holds budget sessions with each department head.

Commissioners Court holds budget hearings for the public at which all interested
person’s comments concerning the budget are heard.

Commissioners Court formally adopts the budget in open court meeting.

The adopted budget becomes the authorization for all legal expenditures for the County
for the fiscal year. Appropriations lapse at the end of the fiscal year.

The formally adopted budget may legally be amended by commissioners in accordance
with article LGC-111-010 or LGC-111-011.

Annual budget is legally adopted for the General Fund.

An appropriate resolution (the appropriated budget) to control the level of expenditures
should be legally enacted prior to September 30. The County maintains its legal level of
budgetary control at the department level. Amendments to the 2018 budget were
approved by the Commissioners Court as provided by law.

All budget appropriations lapse at year-end.
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Valuation Date:

Notes to the Schedule of Contributions

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 assumpiions used to determine confribufion rates:

Actuarial Cost Method:

Amortization Method:

Remaining Amortization Period:

Asset Valuation Method:
Inflation:

Salary Increases:

Investment Rate of Return:

Retirement Age:

Mortality:

Changes in Assumptions and
Methods Reflected in the
Schedule of Employer
Contributions*

Changes in Plan Provisions
Reflected in the Schedule of
Employer Contributions*

Entry Age
Level percentage of payroll, closed.

12,5 years (based on contribution rate calculated in

12/31/2017 valuation)
5-year smoothed market
2.75%

Varies by apge and service. 4.9% average over career including
inflation.
nvestment

8.00%, net of administrative and

including inflation

gxpenses,

Members who are eligible for service retirement are assumed
to commence teceiving benefit payments based on age. The
average age at service retirement for recent retirees is 61,

130% of the RP-2014 Healthy Annuitant Mortality Table for

males and 110% of the RP-2014 Healthy Annuitant Mortality

Table for females, both projected with 110% of the MP-2014
Ulitimate scale after 2014,

2015: New inflation, mortality and other assumptions were
reflected,

2017: New mortality assumplions were reflected.

2015: No changes in plan provisions were reflecied in the
Schedule.

2016; No changes in plan provisions were reflected in the
Schedule.

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

*Only changes that affect the benefit amount and that arc cffective 2015 and later are shown in the Notes to the

Schedule
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FEDERAL AWARDS SECTION



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

The Honorable Judge and Members of the Commissioners’ Court of Ward
County, Texas

We have audited, in accordance with the auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States,
the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the County of Ward (the
“County”) as of and for the year ended December 31, 2018, and the related notes to the
financial statements, which collectively comprise the County’s basic financial statements,
and have issued our report thereon dated September 10, 2019.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the
County’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 County’s internal control. Accordingly, we do not express an
opinion on the effectiveness of the County’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be

material weaknesses or significant deficiencies. Given these limitations, during our audit
we did not identify any deficiencies in internal control that we consider to be material

weaknesses. However, material weaknesses may exist that have not been identified.
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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 County’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.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the County’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 an instance
of noncompliance or other matter that is required to be reported under Government Auditing
Standards and which is described in the accompanying schedule of findings and questioned
costs as item 2018-001.

The County’s Response to Findings

The County’s response to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. The County’s response was not subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we express
no opinion on it.

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 result of that testing, and not to provide an opinion on the effectiveness of
the County’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 County’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

Smith & Rives, PC
Monahans, Texas
September 10, 2019
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WARD COUNTY, TEXAS
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED DECEMBER 31, 2018

I. Summary of the Auditor’s Results
1. Financial Statements

Type of auditor's report issued: Unmaodified — County’s Financials
Adverse — Omitted Component Unit

Internal control over financial reporting:
One or more material weaknesses identified? Yes X _No

One or more significant deficiencies identified
that are not considered to be material weaknesses? Yes X _ None Reported

Noncompliance material to financial
Statements noted? X _ Yes No

2.  The County was not subject to Federal or State Single Audit.

Il. Findings relating to the Financial Statements Which Are Required to be reported in
Accordance with Generally Accepted Auditing Standards.

2018 ~ 001 — Highest Daily Cash Balances Exceeding FDIC and Pledged Securities
Noncompliance

Criteria — The State requires that local governments have their deposits adequately covered through
FDIC insurance and pledged securities with their depository.

Condition — There was one instance where the highest daily cash balance exceeded the depository’s
coverage of FDIC insurance and pledged securities. It occurred on February 5, 2018.

Context — Some departments, such as the General Fund Account, receive large amounts of deposits
from other departments, such as the County Tax Assessor-Collector,

Cause — There are spikes that occur at certain times of the year in account balances due to incoming
large transactions, such as the collection of property taxes.

Effect — These spikes causes the County's overall deposits to exceed the combined coverage of existing
FDIC insurance and pledged securities.

Recommendation — Ask the bank to increase collateral for these times during the year.

Views of Responsible Officials — See Carrective Action Plan.
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WARD COUNTY, TEXAS
SCHEDULE OF STATUS OF PRIOR FINDINGS
YEAR ENDED DECEMBER 31, 2018

A. Auditor's Review of Pricr Year Findings

2017-001 Highest Daily Cash Balances Exceeding FDIC and Pledged Securities

In the prior year, there was an instance where the County's deposits exceeded the FDIC
insurance and pledged securities.

This is a repeat finding for 2018.



WARD COUNTY, TEXAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED DECEMBER 31, 2018

With respect to each audit finding included in the current year's auditor's reports:

2018-001 Highest Daily Cash Balances Exceeding FDIC and Pledged Securities

County officials agree to ask their depository to increase pledged securities for certain times of the year in
anticipation of large deposits that could potentially exceed the depository's combination of FDIC
insurance and pledged securities.



