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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees
Summit County Service Area #3
Park City, Utah

We have audited the accompanying financial statements of the governmental activities and the
business-type activities of Summit County Service Area #3 (the Service Area), as of and for the
year ended December 31, 2016, and the related notes to the financial statements, which
collectively comprise the Service Area’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

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

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.
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental and business-type activities of Summit
County Service Area #3, as of December 31, 2016, 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.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 5-11 and the schedule of revenues,
expenditures, and changes in fund balances — budget and actual — general fund on pages 41-42
be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a report dated
November 10, 2017 on our consideration of Summit County Service Area #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
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering Summit County Service Area #3's internal
control over financial reporting and compliance.

W«Wﬁc

Larson & Company, PC

Spanish Fork, Utah
November 10, 2017
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Summit County Service Area #3
Management's Discussion and Analysis
December 31, 2016

As management of Summit County Service Area #3 (the Service Area), we offer readers of the Service Area's
financial statements this narrative overview and analysis of financial activities of the Service Area for the fiscal
year ended December 31, 2016.

FINANCIAL HIGHLIGHTS
*Total net position for the Service Area as a whole increased by $297,963

*Total unrestricted net position for the Service Area as a whole increased by $408,071

*Total net position for governmental activities increased by $131,027

*Total net position for business-type activities increased by $166,936

BASIC FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the basic financial statements of the
Service Area. The basic financial statements comprise three components: (1) government wide financial
statements, (2) fund financial statements, and (3) notes to the financial statements.

Government-wide financial statements. The government-wide financial statements are designed to provide
readers with a broad overview of the Service Area's finances, in a manner similar to a private-sector business.

The statement of net position presents information on all of the Service Area's assets, deferred outflows,
liabilities, and deferred inflows, with the difference between the two reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator of whether the financial position of the
Service Area is improving or deteriorating.

The statement of activities presents information showing how the Service Area's net position changed during the
fiscal year reported. 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 this
statement for some items that will only result in cash flows in future fiscal periods.

Both of the government-wide financial statements distinguish functions of the Service Area that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that are
intended to recover all or a significant portion of their costs through user fees and charges (business-type
activities). The statement of activities is presented on two pages. The first page reports the extent to which each
function or program is self-supporting through fees and intergovernmental aid. The second page identifies the
general revenues of the Service Area available to cover any remaining costs of the functions or programs.



Summit County Service Area #3
Management's Discussion and Analysis
December 31, 2016

Fund financial statements. 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 Service Area also uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the
Service Area can be divided into two categories: governmental funds and proprietary funds.

Governmental funds. These funds are used to account for the same functions reported as governmental activities
in the government-wide financial statements. Governmental fund financial statements focus on near-term inflows
and outflows of spendable resources, as well as on balances of spendable resources available at the end of the
fiscal year.

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 government funds with similar information presented for
governmental activities in the 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 government fund balance sheet
and the government fund statement of the revenues, expenditures, and changes in fund balances provide
reconciliation to facilitate this comparison between governmental funds and governmental activities.

The Service Area maintains one major governmental fund, the general fund.

The Service Area adopts an annual appropriated budget for all its funds. Budgetary comparison schedules have
been provided to demonstrate legal compliance with the adopted budget for the general fund.

The basic governmental fund financial statements can be found later in this report; see Table of Contents.
Proprietary funds. The Service Area maintains one type of proprietary fund. Enterprise funds are used to report
the same functions presented as business-type activities in the government-wide financial statements. The

Service Area uses one enterprise fund to account for the operations of the water activities.

Proprietary funds provide the same type of information as the government-wide financial statements, only in
more detail. The enterprise funds are considered major funds of the Service Area.

The proprietary fund financial statements can be found later in this report; see Table of Contents.
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. The notes to the

financial statements are reported later in this report; see Table of Contents.

Other information. In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information concerning the Service Area.



Summit County Service Area #3
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FINANCIAL ANALYSIS

Summit County Service Area #3's Net Position

Governmental Business-type
Activities Activities
Total Total
Current Previous Current Previous Current Previous
Year Year Year Year Year Year
Current and other assets $ 830,761 605,849 848,156 668,624 1,678,917 1,274,473
Non-current assets 2,166,055 2,241,941 1,584,189 1,618,411 3,750,244 3,860,352
Total assets $ 2,996,817 2,847,790 2,432,345 2,287,035 5,429,161 5,134,825
Long-term debt outstanding $ - - 199,000 199,000 199,000 199,000
Other liabilities 99,675 81,675 56,488 79,089 156,163 160,764
Deferred inflows of resources 270,687 270,687 - - 270,687 270,687
Total liabilities and
deferred inflows 370,362 352,362 255,488 278,089 625,850 630,451
Net position:
Net investment in
capital assets 2,166,055 2,241,941 1,238,536 1,303,865 3,404,591 3,545,806
Restricted - - 146,653 115,546 146,653 115,546
Unrestricted 460,399 253,487 790,694 589,535 1,251,093 843,022
Total net position $ 2,626,455 2,495,428 2,175,883 2,008,946 4,802,337 4,504,374

As noted earlier, net position may serve over time as a useful indicator of financial position. Total assets and
deferred outflows of resources exceeded total liabilities and deferred inflow of resources at the close of the year by
$4,802,337, an increase of $297,963 from the previous year. This change is equivalent to the net income for the
year, in private sector terms.

Total unrestricted net position at the end of the year is $1,251,093, which represents an increase of $408,071 from
the previous year. Unrestricted net position are those resources available to finance day-to-day operations without
constraints established by debt covenants, enabling legislation, or other legal requirements.

The amount of current and other assets represent the amounts of cash and receivables on hand at the end of each
year. Other liabilities are the amounts of current and other liabilities due, at year end, for goods and services
acquired.

Changes in capital assets are the result of the difference, in the current year, of the cost of acquisition of capital
assets and any depreciation charges on capital assets. Change in long-term debt is the difference in the amount of
debt issued and that which has been paid during the year.
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FINANCIAL ANALYSIS (continued)

Summit County Service Area #3's Change in Net Position

Governmental Business-type
Activities Activities
Total Total
Current Previous Current Previous Current Previous
Year Year Year Year Year Year
Program revenues:
Charges for services $ 22,100 27,420 356,849 254,822 378,949 282,242
Operating grants 103,822 149,553 - - 103,822 149,553
Capital grants - - - - - -
General revenues:
Property taxes 298,065 359,044 24,819 - 322,884 359,044
Other revenues 7,425 1,676 6,273 3,158 13,698 4,834
Total revenues 431,413 537,693 387,941 257,980 819,354 795,673
Expenses:
Road maintenance and
snow removal 294,383 264,297 - - 294,383 264,297
Water - - 227,007 197,512 227,007 197,512
Total expenses 294,383 264,297 227,007 197,512 521,390 461,809
Transfers in (out) (6,003) (31,291) 6,003 31,291 - -
Change in net position $ 131,027 242,105 166,936 91,759 297,963 333,864

For the Service Area as a whole, total revenues increased by $23,681 compared to the previous year, while total
expenses increased by $59,581. The total net change of $297,963 is, in private sector terms, the net income for
the year which is $35,901 less than the previous year.

Governmental activities revenues of $431,413 is a decrease of $106,280 from the previous year. This is primarily
due to a decrease in capital contributions and property taxes during the year. Governmental activities expenses of
$294,383 is an increase of $30,086 from the previous year. This is primarily due to an increase in snow removal
expenses during the year.

Business-type activities revenue of $387,941 is an increase of $129,961 from the previous year. Service revenues
increased by $102,027 and property taxes increased by $24,819. Business-type activities expenses of $227,007 is
an increase of $29,495 from the previous year. This is due to an overall increase in operation expenses.
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BALANCES AND TRANSACTIONS OF INDIVIDUAL FUNDS

Some of the more significant changes in fund balances and fund net position, and any restrictions on those
amounts, is described below:

General Fund

The fund balance of $460,399 reflects an increase of $206,913 from the previous year. Total revenues
decreased by $106,280. Property tax revenues decreased by $60,979. Intergovernmental revenues decreased by
$45,731. Charges for services decreased by $5,320. All other revenues increased by a total of $5,749.

Total expenditures, excluding transfers, decreased by $232,366.

The unassigned fund balance is $460,399.

Water Fund
Net operating income was $129,842 compared to the previous year net operating income of $60,724. The change
in net position was $166,936, compared to the previous year's net change of $91,759.

The amount restricted for debt service and construction are $54,945 and $91,708, respectively. The unrestricted
net position amounts to $790,694.

GENERAL FUND BUDGETARY HIGHLIGHTS

Revenues for the current year, exclusive of transfers and fund balance appropriations, were originally budgeted
in the amount of $362,187. The final budget was $430,498. Actual revenues, excluding transfers, amounted to
$431,413, which was $915 more than budgeted.

Expenditures for the current year, excluding transfers, were originally budgeted in the amount of $329,067. The
final budget was $397,378. Actual expenditures amounted to $218,497, which was $178,881 less than budgeted.
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CAPITAL ASSETS AND DEBT ADMINISTRATION

Summit County Service Area #3's Capital Assets (net of depreciation)

Governmental Business-type
Activities Activities
Total Total
Current Previous Current Previous Current Previous
Year Year Year Year Year Year
Net Capital Assets:
Land and water rights $ 1,120,000 1,120,000 64,735 64,735 1,184,735 1,184,735
Buildings and improvements 84,309 84,309 40,734 40,734 125,043 125,043
Infrastructure 2,032,988 2,032,988 - - 2,032,988 2,032,988
Machinery and equipment 7,951 7,951

Water system - - 2,453,133 2,453,133 2,453,133 2,453,133
Total 3,237,297 3,237,297 2,566,553 2,566,553 5,795,898 5,795,898

Less accumulated depreciation  (1,071,241)  (995,356)  (1,129,017)  (1,063,687)  (2,200,258)  (2,059,043)

Net Capital Assets $ 2,166,055 2,241,941 1,437,536 1,502,865 3,595,640 3,736,855

The total amount of capital assets, net of depreciation, of $3,595,640 is a decrease of $141,215 from the previous
year.

Governmental activities capital assets, net of depreciation, of $2,166,055 is a decrease of $75,885 from the previous
year.

Business-type activities capital assets, net of depreciation, of $1,437,536 is a decrease of $65,330 from the previous
year.

Additional information regarding capital assets may be found in the notes to financial statements.

10
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CAPITAL ASSETS AND DEBT ADMINISTRATION (continued)

Summit County Service Area #3's Outstanding Debt - Revenue Bonds

Current Previous
Year Year
Business-type activities:
2011 Water Revenue Bonds $ 199,000 199,000
Total business-type 199,000 199,000
Total outstanding debt $ 199,000 199,000

Additional information regarding the long-term liabilities may be found in the notes to financial statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES
No significant economic changes that would affect the Service Area are expected for the next year. Budgets
have been set on essentially the same factors as the current year being reported.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Summit County Service Area's finances
for all those with an interest in the Service Area's finances. Questions concerning any information provided in
this report or requests for additional financial information should be addressed to the Board of Trustees for
Summit County Service Area #3, 7215 North Silver Creek Road, Park City, Utah, 84098.

11
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Summit County Service Area #3
STATEMENT OF NET POSITION
December 31, 2016

ASSETS:
Current assets:
Cash and cash equivalents
Accounts receivable, net
Interfund balances
Total current assets

Non-current assets:
Restricted cash and cash equivalents
Capital assets:
Not being depreciated
Net of accumulated depreciation
Total non-current assets

Total assets

LIABILITIES AND DEFERRED INFLOWS OF RESOURCES:
Liabilities:
Current liabilities:
Accounts payable
Customer deposits
Bonds payable, current portion
Total current liabilities

Non-current liabilities:
Bonds payable, non-current portion
Total non-current liabilities
Total liabilities

Deferred inflows of resources - property taxes
Total liabilities and deferred inflows of resources

NET POSITION:
Net investment in capital assets
Restricted for:
Debt service
Construction
Unrestricted
Total net position

Total liabilities, deferred inflows of resources
and net position

Governmental ~ Business-type

Activities Activities Total
$ 586,497 721,771 1,308,268
292,263 78,386 370,649
(47,999) 47,999 -
830,761 848,156 1,678,917
- 146,653 146,653
1,120,000 64,735 1,184,735
1,046,055 1,372,801 2,418,856
2,166,055 1,584,189 3,750,244
$ 2,996,817 2,432,345 5,429,161
$ - 974 974
99,675 56,488 156,163
- 9,000 9,000
99,675 66,462 166,137
- 190,000 190,000
- 190,000 190,000
99,675 256,462 356,137
270,687 - 270,687
370,362 256,462 626,824
2,166,055 1,238,536 3,404,591
- 54,945 54,945
- 91,708 91,708
460,399 790,694 1,251,093
2,626,455 2,175,883 4,802,337
$ 2,996,817 2,432,345 5,429,161

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2016

Net
(Expense)
Charges Operating Revenue
for Grants and (To Next
Expenses Services Contributions Page)
FUNCTIONS/PROGRAMS:
Primary government:
Governmental activities:
Road maintenance and
snow removal 294,383 22,100 103,822 (168,460)
Total governmental activities 294,383 22,100 103,822 (168,460)
Business-type activities:
Water 227,007 356,849 - 129,842
Total business-type activities 227,007 356,849 - 129,842
Total primary government $ 521,390 378,949 103,822 (38,619)

(continued on next page)

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
STATEMENT OF ACTIVITIES (continued)
For the Year Ended December 31, 2016

Governmental ~ Business-type

Activities Activities Total

CHANGES IN NET POSITION:
Net (expense) revenue

(from previous page) $ (168,460) 129,842 (38,619)
General revenues:

Property taxes 298,065 24,819 322,884

Unrestricted investment earnings 3,375 6,273 9,648

Miscellaneous 4,050 - 4,050
Total general revenues 305,490 31,092 336,582

Transfers in (out) (6,003) 6,003 -
Change in net position 131,027 166,936 297,963
Net position - beginning restated 2,495,427 2,008,947 4,504,375
Net position - ending $  2,626455 $ 2,175,883 4,802,337

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
BALANCE SHEET - GOVERNMENTAL FUNDS
December 31, 2016

General
Fund
ASSETS

Cash and cash equivalents $ 586,497

Accounts receivable, net of allowances 292,263
TOTAL ASSETS $ 878,760
LIABILITIES AND DEFERRED INFLOWS OF RESOURCES

Liabilities:

Customer deposits - roads $ 99,675
Due to water fund 47,999

Total liabilities 147,674

Deferred inflows of resources - property taxes 270,687
TOTAL LIABILITIES AND DEFERRED INFLOWS OF RESOURCES 418,361
FUND BALANCES:

Unassigned 460,399
TOTAL FUND BALANCES 460,399
TOTAL LIABILITIES, DEFERRED INFLOWS OF RESOURCES,

AND FUND BALANCES $ 878,760

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
For the Year Ended December 31, 2016

General
Fund
Revenues:

Property taxes $ 298,065

Intergovernmental revenues 103,822

Charges for services 22,100

Interest 3,375

Miscellaneous revenue 4,050
Total revenues 431,413
Expenditures:

Current:

Road maintenance and snow removal 166,698

Professional services 18,540

Legal fees 11,850

Insurance 3,967

General administration 3,072

Trails and parks 14,370
Total expenditures 218,498
Excess (deficiency) of revenues over

(under) expenditures 212,915
Other financing sources and (uses):

Transfers (out) (6,003)
Total other financing sources and (uses) (6,003)
Net change in fund balances 206,913
Fund balances - beginning of year 253,487
Fund balance - end of year $ 460,399

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET POSITION
December 31, 2016

Total Fund Balance for Governmental Funds $ 460,399

Total net position reported for governmental activities in the statement of net position
is different because:

Capital assets used in governmental funds are not financial resources and
therefore are not reported in the funds:

Capital assets, at cost 3,237,297
Less accumulated depreciation (1,071,241)
Net capital assets 2,166,055
Total Net Position of Governmental Activities $ 2,626,455

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2016

Net Change in Fund Balances - Total Governmental Funds $ 206,913

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

Governmental funds report capital outlays as expenditures. However,
in the statement of activities, assets with a material cost are

capitalized and the cost is allocated over their estimated useful
lives and reported as depreciation expenses.

Depreciation expense (75,885)

Change in Net Position of Governmental Activities $ 131,027

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
STATEMENT OF NET POSITION - PROPRIETARY FUND
December 31, 2016

Water
Fund
ASSETS:
Current assets:
Cash and cash equivalents $ 721,771
Accounts receivable, net 78,386
Due from general fund 47,999
Total current assets 848,156
Non-current assets:
Restricted cash and cash equivalents 146,653
Capital assets:
Not being depreciated 64,735
Net of accumulated depreciation 1,372,801
Total non-current assets 1,584,189

Total assets

LIABILITIES:
Current liabilities:

Accounts payable $ 974
Customer deposits 56,488
Bonds payable, current portion 9,000
Total current liabilities 66,462
Non-current liabilities:
Bonds payable, non-current portion 190,000
Total non-current liabilities 190,000
Total liabilities 256,462
NET POSITION:
Net investment in capital assets 1,238,536
Restricted for:
Debt service 54,945
Capital projects 91,708
Unrestricted 790,694
Total net position 2,175,883

Total liabilities and net position

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN NET POSITION - PROPRIETARY FUND
For the Year Ended December 31, 2016

Water
Fund
Operating income:
Charges for sales and service $ 346,340
Connection fees 10,509
Total operating income 356,849
Operating expenses:
Water master services 47,576
Repairs and maintenance 63,244
Professional services 18,653
Legal fees 9,723
Utilities 13,568
Insurance 5,669
Other supplies and expenses 3,246
Depreciation expense 65,330
Total operating expense 227,007
Net operating income (loss) 129,842
Non-operating income (expense):
Property taxes 24,819
Interest income 6,273
Total non-operating income (expense) 31,092
Income (loss) before transfers 160,933
Transfers in (out) 6,003
Change in net position 166,936
Net position - beginning 2,008,947
Net position - ending $ 2,175,883

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2016

Water
Fund
Cash flows from operating activities:

Cash received from customers - service $ 359,945

Cash paid for goods and services (160,703)
Net cash provided (used) in operating activities 199,242
Cash flows from noncapital financing activities:

Interfund activity 11,283

Customer deposits (22,602)
Net cash provided (used) in

noncapital financing activities (11,320)
Cash flows from capital and related

financing activities:

Cash from property taxes 24,819
Net cash provided (used) in capital

and related financing activities 24,819
Cash flows from investing activities:

Cash received from interest earned 6,273
Net cash provided (used) in investing activities 6,273
Net increase (decrease) in cash 219,014
Cash balance, beginning 649,409
Cash balance, ending $ 868,424
Cash reported on the statement of net position:

Cash and cash equivalents $ 721,771

Non-current restricted cash 146,653
Total cash and cash equivalents $ 868,424

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
STATEMENT OF CASH FLOWS (continued)
For the Year Ended December 31, 2016

Reconciliation of Operating Income to Net Cash
Provided (Used) in Operating Activities:

Water
Fund
Net operating income (expense) $ 129,842
Adjustments to reconcile operating income or (loss)
to net cash provided (used)in operating activities:
Depreciation and amortization 65,330
Changes in assets and liabilities:
(Increase) decrease in receivables 3,096
Increase (decrease) in payables 974
Net cash provided (used) in operating activities $ 199,242

The notes to the financial statements are an integral part of this statement.
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Summit County Service Area #3
NOTES TO FINANCIAL STATEMENTS
December 31, 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
1-A. Reporting entity

The Summit County Service Area #3 (the Service Area) was organized in September 7, 1964 by the
original developer of the Silver Creek Estates Subdivision. Its boundaries and services were expanded by
a resolution in November of 1982 and approved by the Summit County Commissioners. The Service Area
operates under the direction of the Board of Trustees. The Service Area provided snow removal, road
maintenance and culinary water services.

Although the Service Area operates with the approval of the Summit County Commission, the Summit
County Auditor chooses not to include the Service Area as a component unit of Summit County in its
financial statements. The Service Area has not identified any entities which should be included as
component units of the Service Area.

1-B. Government-wide and fund financial statements
Government-wide Financial Statements

The government-wide financial statements, consisting of the statement of net assets and the statement of
changes in net assets report information on all of the non-fiduciary activities of the primary government
and its component units. For the most part, the effect of inter-fund activity has been removed from these
statements. Governmental activities , which normally are supported by taxes and intergovernmental
revenues, are reported separately from business-type activities, which rely to a significant extent on fees
and charges for support.

The statement of activities reports the expenses of a given function offset by program revenues directly
connected with the functional program. A function is an assembly of similar activities and may include
portions of a fund or summarize more than one fund to capture the expenses and program revenues
associated with a distinct functional activity. Direct expenses are those that are clearly identifiable with a
specific function or segment. Indirect expenses are not allocated. All expenses are included in the
applicable function. Program revenues include (1) charges to customers or applicants who purchase, use,
or directly benefit from goods, services, or privilege provided by a given function or segment and (2)
grants and contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among program revenues are
reported instead as general revenues.

Fund Financial Statements
Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds, if any, even though the latter are excluded from the government-wide financial statements. Major

individual governmental funds and major individual enterprise funds are reported as separate columns in
the fund financial statement.
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1-C. Measurement focus, basis of accounting and financial statement presentation

The financial statements of the Service Area are prepared in accordance with generally accepted
accounting principles (GAAP).

The government-wide statements are reported using the economic resources measurement focus and the
accrual basis of accounting, generally including the reclassification of internal activity (between or within
funds). However, internal eliminations do not include utility services provided to Service Area
departments or payments to the general fund by other funds for providing administrative and billing
services for such funds. Reimbursements are reported as reductions to expenses. Proprietary and any
fiduciary fund financial statements are also reported using this same focus and basis of accounting
although internal activity is not eliminated in these statements. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. Property
tax revenues are recognized in the year for which they are levied while grants are recognized when the
grantor eligibility requirements are met.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. The Service Area
considers revenues to be available if they are collected within 60 days of the end of the current fiscal
period. Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to compensated absences and claims
and judgments, are recorded only when payment is due.

Property taxes, sales taxes, intergovernmental revenues, and interest 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. Only the portion of special assessments, if any, receivable within the current fiscal
period is considered to be susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the government.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
income and expense reported in proprietary fund financial statements include those revenues and expenses
related to the primary, continuing operations of the fund. Principal operating revenues for proprietary
funds are charges to customers for sales or services. Principal operating expenses are the costs of
providing goods or services, including administrative expenses and depreciation of capital assets. Other
revenues and expenses are classified as non-operating in the financial statements.

Policy regarding use of restricted resources

When both restricted and unrestricted resources are available for use, it is the Service Area's policy to use
restricted resources first, then unrestricted resources as needed. Restricted assets and liabilities payable
from restricted assets current in nature are reported with current assets and current liabilities. Restricted
assets, non-current reports assets restricted for acquisition or construction of non-current assets, or are
restricted for liquidation of long-term debt.
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1-D. Fund types and major funds
The Service Area reports the following major governmental fund:

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

The Service Area reports the following major proprietary funds:

The water fund is used to account for the activities of the Service Area's water production, treatment, and
distribution operations.

1-E. Assets, Liabilities, and Net Position or Equity
1-E-1. Deposit and Investments

Investments are reported at fair value. Deposits are reported at cost, which approximates fair value.
Investments of the Service Area are accounts at the Utah Public Treasurers Investments Fund. Additional
information is contained in Note 3.

1-E-2. Cash and Cash Equivalents

The Service Area's cash and cash equivalents are considered to be cash on hand, demand deposits, and
short-term investments with original maturities of three months or less from the date of acquisition.

1-E-3. Receivables and Payables

Accounts receivable other than property taxes and intergovernmental receivables are from customers
primarily for utility services. Property tax and intergovernmental receivables are considered collectible.
Customer accounts are reported net of an allowance for uncollectible accounts. The allowance amount is
estimated using accounts receivable past due more than 90 days.

During the course of operations, there may be transactions occur between funds that are representative of
lending/borrowing arrangements outstanding at year-end. These are reported as either due to or due from
other funds.

Property taxes are assessed and collected for the Service Area by Summit County and remitted to the
Service Area shortly after collection. Property taxes become a lien on January 1 and are levied on the first
Monday in August. Taxes are due and payable on November 1, and are delinquent after November 30. All
dates are in the year of levy.
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1-E. Assets, Liabilities, and Net Assets or Equity (continued)
1-E-4. Restricted Assets

In accordance with certain revenue bond covenants, resources may be required to be set aside for the
repayment of such bonds, and, on occasion, for the repair and maintenance of the assets acquired with the
bond proceeds. These resources are classified as restricted assets on the balance sheet because of their
limited use. Most capital grant agreements mandate that grant proceeds be spent only on capital assets.
Unspent resources of this nature are also classified as restricted. The limited use resources described above
involve a reported restriction of both cash and net assets.

Unspent proceeds of bonds issued to finance capital assets are also reported as restricted cash.
1-E-5. Inventories and Prepaid items

Inventories in governmental funds are not reported. These consist of immaterial amounts of expendable
supplies for consumption. Such supplies are acquired as needed. Proprietary fund inventories, where
material, are stated at the lower of cost or market, using the first-in, first-out basis.

Prepaid items record payments to vendors that benefit future reporting and are reported on the
consumption basis. Both inventories and prepayments are similarly reported in government-wide and fund
financial statements.

1-E-6. Deferred Outflows/Inflows of Resources

In addition to assets, the statement of net position will sometimes include 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 (expense/expenditure) until then. The Service Area does not currently have any reportable
deferred outflows of resources.

In addition to liabilities, the statement of net position will sometimes include 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 then. Property taxes to be collected in November were unavailable
in the current fiscal year. Accordingly, these property taxes are deferred and will be recognized as an
inflow of resources in the period that the amounts become available.
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1-E. Assets, Liabilities, and Net Assets or Equity (continued)
1-E-7. Capital Assets

Capital assets includes property, plant, equipment, and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items), and are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. Capital assets are defined by the government as
assets with an initial, individual cost of $5,000 and an estimated useful life in excess of three years. Such
assets are recorded at historical cost or at estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the date of donation. Infrastructure is
depreciated.

The cost of normal maintenance and repairs that does not add to the value of an asset or materially extend
the assets' life is not capitalized. Major outlays for capital assets and improvements are capitalized as
projects are constructed. Interest incurred during the construction phase of capital assets of business-type
activities is included as part of the capitalized value of the assets constructed. Upon retirement or
disposition of capital assets, the cost and related accumulated depreciation are removed from the respective
accounts. Depreciation of capital assets is computed using the straight-line method over their estimated
useful lives.

Property, plant, and equipment of the primary government, as well as the component units if any, is
depreciated using the straight line method over the following estimated useful lives:

Assets Years
Buildings and improvements 10-40
Infrastructure 20
Machinery and equipment 10
Water distribution system 20-50

1-E-8. Long-term Obligations

In the government-wide and proprietary fund financial statements, long-term debt and obligations are
reported as liabilities in the applicable governmental activities, business-type activities, or proprietary fund
statement of net assets. Bond issuance costs, bond discounts or premiums, and the difference between the
reacquisition price and the net carrying value of refunded debt are deferred and amortized over the terms
of the respective bonds using the effective interest method. Bonds payable are reported net of the
applicable bond premium or discount.

The governmental fund financial statements recognize the proceeds of debt and premiums as other
financing sources of the current period. Issuance costs are reported as expenditures.
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1-E-9. Net position flow assumption

Sometimes the Service Area 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 and proprietary fund financial
statements, a flow assumption must be made about the order in which the resources are considered to be
applied. It is the Service Area's policy to consider restricted - net position to have been depleted before
unrestricted - net position is applied.

1-E-10. Fund balance flow assumptions

Sometimes the Service Area 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 reports as restricted, 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 Service Area's policy to consider restricted fund balance to
have been depleted before using 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.

1-E-11. Fund balance policies

Fund balance of governmental funds is reported in various categories based on the nature of any
limitations requiring the use of resources for specific purposes. The Service Area itself can establish
limitations on the use of resources through either a commitment (committed fund balance) or an
assignment (assigned fund balance). The committed fund balance classification includes amounts that can
be used only for the specific purposes determined by formal action of the Service Area's highest level of
decision making authority. The Service Area Board is the highest level of decision-making authority for
the Service Area that can, by adoption of an ordinance prior to the end of the fiscal year, commit fund
balance. Once adopted, the limitation imposed by the ordinance remains in place until a similar action is
taken (the adoption of another ordinance) to remove or revise the limitation.

Amounts in the assigned fund balance classification are intended to be used by the government for
specific purposes, but do not meet the criteria to be classified as committed. The Board may also assign
fund balance, as it does when appropriating fund balance, to cover a gap between estimated revenue and
appropriations in the subsequent year’s appropriated budget. Unlike commitments, assignments generally
only exist temporarily. In other words, an additional action does not normally have to be taken for the
removal of an assignment. Conversely, as discussed above, an additional action is essential to either
remove or revise a commitment.

1-E-12. Estimates
The preparation of financial statements, in accordance with generally accepted accounting principles

(GAAP), requires management to make estimates and assumptions that affect certain reported amounts
and disclosures. Accordingly, actual results could differ from those estimates.
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NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

2-A. Budgetary data

The Board of Trustees adopts an annual operating budget which can be amended by the Board throughout
the year. Formal budgetary accounting is employed as a management control for all funds of the Service
Area. For each of the funds for which a formal budget is adopted, the same basis of accounting is used to
reflect actual revenues and expenditures recognized on the basis of general accepted account principles.
At the fund level, actual expenditures cannot exceed budgeted appropriations; however, with proper

approval of the Board of Trustees, budgetary transfers between line items can be made. The budgeted
financial statements represented in this report reflect final budget authorization, including all amendments.

2-B. Deficit fund net assets

None of the Service Area's funds have deficit balances.

The remaining portion of this page intentionally left blank.
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NOTE 3 - DETAILED NOTES
3-A. Deposits and investments

Cash and investments as of December 31, 2016 consist of the following:

Fair Value
Demand deposits $ 252,708
Investments - PTIF 1,202,214
Total cash $ 1,454,922

Cash and investments listed above are classified in the accompanying government-wide statement of net
assets as follows:

Cash and cash equivalents (current) $ 1,308,268
Restricted cash and cash equivalents (non-current) 146,653
Total cash and cash equivalents $ 1,454,922

Cash equivalents and investments are carried at fair value in accordance with GASB Statement No. 72.

The Utah Money Management Act (UMMA) establishes specific requirements regarding deposits of
public funds by public treasurers. UMMA requires that Service Area funds be deposited with a qualified
depository which includes any depository institution which has been certified by the Utah State
Commissioner of Financial Institutions as having met the requirements specified in UMMA Section 51,
Chapter 7. UMMA provides the formula for determining the amount of public funds which a qualified
depository may hold in order to minimize risk of loss and also defines capital requirements which an
Institution must maintain to be eligible to accept public funds. UMMA lists the criteria for investments and
specifies the assets which are eligible to be invested in, and for some investments, the amount of time to
maturity.

UMMA enables the State Treasurer to operate the Public Treasurer's Investment Pool (PTIF). PTIF is
managed by the Utah State Treasurer's investment staff and comes under the regulatory authority of the
Utah Money Management Council. This council is comprised of a select group of financial professionals
from units of local and state government and financial institutions doing business in the state. PTIF
operations and portfolio composition is monitored at least semi-annually by the Utah Money Management
Council. PTIF is unrated by any nationally recognized statistical rating organizations. Deposits in PTIF are
not insured or otherwise guaranteed by the State of Utah. Participants share proportionally in any realized
gains or losses on investments which are recorded on an amortized cost basis. The balance available for
withdrawal is based on the accounting records maintained by PTIF. The fair value of the investment pool
is approximately equal to the value of the pool shares. The Service Area maintains monies not
immediately needed for expenditure in PTIF accounts.
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3-A. Deposits and investments (continued)

Fair Value of Investments

The Service Area measures and records its investments using fair value measurement guidelines established
by generally accepted accounting principles. These guidelines recognize a three-tiered fair value hierarchy,
as follows: Level 1--Quoted prices for identical investments in active markets; Level 2--Observable inputs
other than quoted market prices; and, Level 3--Unobservable inputs. At December 31, 2016, the Service
Area's investments in PTIF had an approximate fair vaule of $1,202,214. The PTIF uses a Level 2 fair
value measurement.

Deposit and Investment Risk

The Service Area maintains no investment policy containing any specific provisions intended to limit the
Service Area's exposure to interest rate risk, credit risk, and concentration of credit risk other than that
imposed by UMMA. The Service Area's compliance with the provisions of UMMA addresses each of these
risks.

Interest rate risk
Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. All deposits and investments of the Service Area are available immediately.

Credit risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligations. 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. At December 31, 2016, all of the Service Area's demand
deposits are covered by FDIC insurance.

Custodial credit risk for investments is the risk that, in the event of the failure of the counterparty (e.g.,
broker-dealer) to a transaction, a government will not be able to recover the value of its investment or
collateral securities that are in the possession of another party. This risk is addressed through the policy of
investing excess monies only in PTIF.

Concentration of credit risk
Concentration of credit risk is the risk of loss attributed to the magnitude of a government's investment in a
single issuer. PTIF falls under the constraints of UMMA in limiting concentrations of investments.

3-B. Receivables

The allowance policy is described in Note 1-E-3. Receivables as of year end for the Service Area's funds
are shown below:

General Water
Fund Fund Total
Customers, net of allowances $ - 78,386 78,386
Property tax 275,583 - 275,583
Due from other governments 16,680 - 16,680
Total receivables $ 292,263 78,386 370,649
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3-C. Capital Assets

Capital asset activity for the governmental activities was as follows:

Governmental activities
Capital assets, not being depreciated:
Land and land rights
Total capital assets, not being depreciated

Capital assets, being depreciated:
Buildings and improvements
Infrastructure

Total capital assets, being depreciated

Less accumulated depreciation for:
Buildings and improvements
Infrastructure

Total accumulated depreciation

Total capital assets being depreciated, net

Governmental activities capital assets, net

Beginning Ending
Balance Additions Retirements Balance
$ 1,120,000 - 1,120,000
1,120,000 - 1,120,000
84,309 - 84,309
2,032,988 - 2,032,988
2,117,297 - 2,117,297
24,682 3,408 28,089
970,674 72,478 1,043,152
995,356 75,885 1,071,241
1,121,941 (75,885) 1,046,055
$ 2,241,941 (75,885) 2,166,055

Depreciation expense was charged to functions/programs of the primary government governmental

activities was follows:

Governmental activities:
Roads and snow removal
Total
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3-C. Capital Assets (continued)

Capital asset activity for the business-type activities was as follows:

Beginning Ending
Business-type activities Balance Additions  Retirements Balance
Capital assets, not being depreciated:

Land and water shares $ 64,735 - - 64,735
Total capital assets, not being depreciated 64,735 - - 64,735
Capital assets, being depreciated:

Water system 2,453,133 - - 2,453,133

Buildings and improvements 40,734 - - 40,734

Equipment 7,951 - - 7,951
Total capital assets, being depreciated 2,501,818 - - 2,501,818
Less accumulated depreciation for:

Water system 1,024,638 64,904 - 1,089,542

Buildings and improvements 31,098 426 - 31,524

Equipment 7,951 - - 7,951
Total accumulated depreciation 1,063,687 65,330 - 1,129,017
Total capital assets being depreciated, net 1,438,130 (65,330) - 1,372,801
Business-type activities capital assets, net $ 1,502,865 (65,330) - 1,437,536

Depreciation expense was charged to functions/programs of the primary government business-type

activities was follows:
Business-type activities:

Water system $ 65330
Total $ 65,330
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3-D. Long-term debt

Long-term liability activity for the year ended December 31, 2016 was as follows:

Business-type activities: Due
Original % Beginning Ending Within
Principal ~ Rate Balance Additions  Reductions Balance One Year
2011 Water Revenue Bonds
$ 428,000 1.69 $ 199,000 - - 199,000 9,000
Total business-type activity
long-term liabilities $ 199,000 - - 199,000 9,000

In October 2010, the Service Area issued revenue bonds for $428,000. Proceeds from the issuance were
used to repair an existing booster pump station and constructing water lines and related improvements. The
bonds are Build America Bonds and are federally taxable, but the Service Area receives a subsidy from the
Internal Revenue Service for interest paid. The bonds have been sold to the Utah Department of
Environmental Quality, Drinking Water Board bearing interest at the rate of 1.69% and mature on January
1, 2041. The Drinking Water Board has agreed to forgive the Service Area of the obligation to repay up to
a maximum amount of $214,000 so that the maximum principal amount of the series 2010 Bonds to be
paid to the Drinking Water Board shall not exceed $214,000.

Debt service requirements to maturity for business-type activities are as follows:

Principal Interest Total
2017 °$ 9,000 6,659 15,659
2018 5,000 3,211 8,211
2019 5,000 3,127 8,127
2020 5,000 3,042 8,042
2021 6,000 2,958 8,958
2022-2026 36,000 13,097 49,097
2027-2031 45,000 9,718 54,718
2032-2036 48,000 5,864 53,864
2037-2040 40,000 1,690 41,690
Total $ 199,000 49,366 248,366
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3-E. Interfund receivable, payables, and transfers

Interfund payables:
Due to Due from
General Fund $ - 47,999
Water Fund 47,999 -
Total $ 47,999 47,999

NOTE 4 - OTHER INFORMATION
4-A. Risk management

The Service Area is exposed to various risks of loss related to torts; theft of, damage to, and destruction
of assets; errors and omissions; and natural disasters. The Service Area participates in the Utah Local
Government Trust, a public agency insurance mutual, which provides coverage for property damage and
general liability. The Service Area is subject to a minimal deductible for claims. There have been no
significant reductions in insurance coverage from coverage in the prior year. Amounts of settlements
have not exceeded insurance coverage in any of the past three fiscal years.

4-B. Subsequent events

In preparing these financial statements, the Service Area has evaluated events and transactions for
potential recognition or disclosure through November 10, 2017, the date the financial statements
were available to be issued.
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Budgetary Comparison Schedules

The Budgetary Comparison Schedule presented in this section of the report is for the Service Area's General
Fund.

Budgeting and Budgetary Control

The budget for the General Fund is legally required and is prepared and adopted on the modified accrual
basis of accounting.

Original budgets represent the revenue estimates and spending authority authorized by the Service Area
Board prior to the beginning of the year. Final budgets represent the original budget amounts plus any
amendments made to the budget during the year by the Board through formal resolution. Final budgets do
not include unexpended balances from the prior year because such balances automatically lapse to
unreserved fund balance at the end of each year.

Current Year Excess of Expenditures over Appropriations

For the year ended December 31, 2016, spending was within the budget appropriations.
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SCHEDULE OF REVENUES, EXPENDITURES, AND

CHANGES IN FUND BALANCES - BUDGET AND ACTUAL - GENERAL FUND
For the Year Ended December 31, 2016

Revenues
Taxes
Intergovernmental revenues
Charges for services
Interest
Miscellaneous revenue
Total revenues

Expenditures
Road maintenance and snow removal
Professional services
Legal fees
Insurance
General administration
Trails and parks
Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

Other financing sources and (uses)
Transfers in (out)

Total other financing sources and (uses)

Net change in fund balances

Fund balances - beginning of year

Fund balances - end of year

Budgeted Budgeted Variance with

Original Final Actual Final Budget
$ 290,687 $ 290,687 $ 298,065 7,378
50,000 118,311 103,822 (14,489)
20,000 20,000 22,100 2,100
1,500 1,500 3,375 1,875

- - 4,050 4,050

362,187 430,498 431,413 915
273,037 326,598 166,698 159,900
25,000 25,000 18,540 6,460
15,000 22,500 11,850 10,650
4,430 4,430 3,967 463

1,600 3,900 3,072 828
10,000 14,950 14,370 580
329,067 397,378 218,498 178,880
33,120 33,120 212,915 179,795
(33,120) (33,120) (6,003) 27,117
(33,120) (33,120) (6,003) 27,117

- - 206,913 206,913

253,487 253,487 253,487 -

$ 253,487 253,487 460,400 206,913
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CERTIFIED PUBLIC ACCOUNTANTS

4
4m Larso

INDEPENDENT AUDITOR’S 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 Trustees
Summit County Service Area #3
Park City, Utah

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 and
business-type activities of Summit County Service Area #3 (the Service Area), as of and for the year
ended December 31, 2016, and the related notes to the financial statements, which collectively comprise
Summit County Service Area #3’s basic financial statements, and have issued our report thereon dated
November 10, 2017.

Internal Control over Financial Reporting

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

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or, significant deficiencies. Given 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.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Service Area’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.
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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.

W&W/C

Larson & Company, PC

Spanish Fork, Utah
November 10, 2017
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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT AS REQUIRED BY THE STATE COMPLIANCE
AUDIT GUIDE ON COMPLIANCE WITH GENERAL STATE COMPLIANCE REQUIREMENTS
AND ON INTERNAL CONTROL OVER COMPLIANCE

Board of Trustees
Summit County Service Area #3
Park City, Utah

Report on Compliance with General State Compliance Requirements

We have audited Summit County Service Area #3's, (the Service Area), compliance with the applicable
general state compliance requirements described in the State Compliance Audit Guide, issued by the Office of
the Utah State Auditor, that could have a direct and material effect on the Service Area for the year ended
December 31, 2016.

General State Compliance requirements were tested for the year end December 31, 2016 in the following
areas:

Budgetary Compliance Restricted Taxes and Related Revenues
Fund Balance Treasurer’s Bond
Open and Public Meetings Act

Management’s Responsibility
Management is responsible for compliance with the general state compliance requirements referred to above.
Auditor’s Responsibility

Our responsibility is to express an opinion on the Service Area’s compliance based on our audit of the
compliance requirements referred to above. We conducted our audit of compliance in accordance with auditing
standards generally accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards issued by the Comptroller General of the United States; and the
State Compliance Audit Guide. Those standards and the State Compliance Audit Guide require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the compliance
requirements referred to above that could have a direct and material effect on the Service Area occurred. An
audit includes examining, on a test basis, evidence about the Service Area’s compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance with general state
compliance requirements. However, our audit does not provide a legal determination of the Service Area’s
compliance.

Opinion on General State Compliance Requirements

In our opinion, Summit County Service Area #3 complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on the Service Area for the year
ended December 31, 2016.
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Other Matters

The results of our auditing procedures disclosed no instances of noncompliance, which are required to be
reported in accordance with the State Compliance Audit Guide.

Report on Internal Control over Compliance

Management of the Service Area is responsible for establishing and maintaining effective internal control over
compliance with the compliance requirements referred to above. In planning and performing our audit of
compliance, we considered the Service Area’s internal control over compliance with the compliance
requirements that could have a direct and material effect on the Service Area to determine the auditing
procedures that are appropriate in the circumstances for the purpose of expressing an opinion on compliance
with general state compliance requirements and to test and report on internal control over compliance in
accordance with the State Compliance Audit Guide, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Service Area’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a general state compliance requirement on a
timely basis. A material weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility that a material
noncompliance with a general state compliance requirement will not be prevented, or detected and corrected,
on a timely basis. A significant deficiency in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance with a general state compliance requirement that is less
severe than a material weakness in internal control over compliance, yet important enough to merit attention
by those charged with governance.

Our consideration of internal control over compliance 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 compliance
that might be material weaknesses or significant deficiencies. We did not identify any deficiencies in internal
control over compliance that we consider to be material weaknesses. However, material weaknesses may
exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of

internal control and compliance and the results of that testing based on the requirements of the State
Compliance Audit Guide. Accordingly, this report is not suitable for any other purpose.

Tt (g PE

Larson & Company, PC
Spanish Fork, Utah

November 10, 2017
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CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Trustees
Summit County Service Area #3
Park City, Utah

We have audited the financial statements of the governmental and business-type activities of Summit County
Service Area #3 for the year ended December 31, 2016. Professional standards require that we provide you with
information about our responsibilities under generally accepted auditing standards, as well as certain information
related to the planned scope and timing of our audit. We have communicated such information in our letter to you
dated April 26, 2017. Professional standards also require that we communicate to you the following information
related to our audit.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by Summit County Service Area #3 are described in Note 1 to the financial statements.
No new accounting policies were adopted and the application of existing policies was not changed during 2016.
We noted no transactions entered into by the governmental unit during the year for which there is a lack of
authoritative guidance or consensus. All significant transactions have been recognized in the financial statements
in the proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events.
Certain accounting estimates are particularly sensitive because of their significance to the financial statements
and because of the possibility that future events affecting them may differ significantly from those expected

Certain financial statement disclosures are particularly sensitive because of their significance to financial
statement users.

The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing our audit.
Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the audit,
other than those that are clearly trivial, and communicate them to the appropriate level of management.
Management has corrected all such misstatements. In addition, none of the misstatements detected as a result of
audit procedures and corrected by management were material, either individually or in the aggregate, to each
opinion unit’s financial statements taken as a whole.

Disagreements with Management

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated November 10, 2017.
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Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters,
similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an accounting
principle to the governmental unit’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the governmental unit's auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a condition
to our retention.

Other Matters

With respect to the supplementary information accompanying the financial statements, we made certain inquiries
of management and evaluated the form, content, and methods of preparing the information to determine that the
information complies with accounting principles generally accepted in the United States of America, the method of
preparing it has not changed from the prior period, and the information is appropriate and complete in relation to
our audit of the financial statements. We compared and reconciled the supplementary information to the
underlying accounting records used to prepare the financial statements or to the financial statements themselves.

This information is intended solely for the use of the Board and management of Summit County Service Area #3
and is not intended to be, and should not be, used by anyone other than these specified parties.

Very truly yours,

%/@%4 <;H74ny pc
/
Larson & Company, PC

Spanish Fork, Utah

November 10, 2017



Schedule of Audit Findings

Internal Control Findings — Current Year
1C-2016.1 Annual Bond Payment

Finding: In review of the 2011 Water Revenue Bond covenants and requirements, annual payments are
required to be made by December 31. We noted in our review of the bond activity that the Service Area
has made the previous two bond payments in January of the following year. As a result of the late
payments, the district is behind one payment as of December 31, 2016.

Recommendation: To prevent additional potential interest and penalties, we recommend that the
Service Area make their annual bond payment prior to December 31 annually. Although the 2016
payment was made subsequent year end, and additional payment will need to be made in December
2017 to keep the Service Area current with the bond amortization payment schedule. We also
recommend that the Service Area implement additional controls over cash disbursements and payables
to ensure accurate and timely bond payments in the future.

Client Response: Management will ensure bond payments happen on a timely basis by implementing a
timeline for the accounting staff and oversight by the Treasurer.

IC-2016.2 Reporting expenditures in correct period

Finding: It was noted in our review of expenditures that certain invoices we recorded and paid in 2016
relating to work performed in a prior period. Accounting principles dictate that expenditures be recorded
and reported in the period in which the Service Areas originally incurred the liability, not when invoice is
received.

Recommendation: It is recommended that the Service Area implement additional controls over financial
reporting to ensure that transactions are reported in the proper period. Invoices should be reported in the
period when the liability was originally incurred, and if need be, an accrued liability should be recorded if
the disbursement will happen in a subsequent period.

Client Response: The Service Area has created accounting policies outlining the year end closing
procedures that include accruing liabilities and they have hired an accountant with the necessary training
and experience to ensure that invoices that arrive after the end of the accounting year are accrued

properly.
IC-2016.3 Documented approval of cash disbursements

Finding: It was noted during our cash disbursement test that there was no written documentation that
disbursements were properly authorized and approved for disbursement. During our review of the Service
Area’s minutes, we noted that the Board discussed and approved certain cash disbursements. However,
in addition to verbal authorization, there should be proper written documentation of the approval on all
disbursements. This can be accomplished at the time of verbal approval by having the appropriate
individual stamp documentation for each individual disbursement approved for payment along with a
signature and date.

Recommendation: We recommend that each cash disbursement contain appropriate documentation
with written approval along with the verbal approval done during Board Meetings.

Client Response: To ensure the proper approvals on invoices, the Service Area has tightened the
process for Board approval. The Treasurer assures that all board approvals are in place before checks
are signed and mailed. In addition, they are creating a list of approved vendors for routine expenses.
Processes will include quarterly review of the expenses as compared to the budget and a listing of
expenses for the applicable time frame.

State Compliance Findings — Current Year

There were no state compliance findings for the year ended December 31, 2016.



Status of Prior Audit Findings

Internal Control Findings — Prior Year

There were no internal control findings for the year ended December 31, 2015.

State Compliance Findings — Prior Year

SC-2015.1 Budgetary Compliance

Finding: In accordance with Utah Code 17B-1-619, an entity may not make or incur expenditures in
excess of total appropriations in the budget as adopted or as subsequently amended. For the year ended
December 31, 2015 general fund expenditures and transfers out exceeded budgeted appropriations in
the amount of $116,907.

Recommendation: We recommend that management and the Board of Trustees monitor on an ongoing
basis the expenditures as compared to budgeted amounts. If the need arises the Service Area should
amend the budget to reflect the changes in planned expenditures, prior to using the funds.

Status of Finding: This appears to have been corrected during the current period.

SC-2015.2 Treasurer’s Bond

Finding: Governmental entities are required to have the Treasurer properly bonding in accordance with
Utah Administrative Conde R628-4-4 per the Money Management Council. The bond must be for an
amount determined by the state, which is a percentage of the prior year’s budgeted revenue. We noted
that the service area was not sufficiently bonded for the year ending December 31, 2015.

Recommendation: We recommend that the service area get a bond in place to cover the public funds
and treasurer, in the amount dictated by the state.

Status of Finding: This appears to have been corrected in current period.



