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Chadwick, Steinkirchner, Davis & Co., P.C. Consultants and Certified Public Accountants

CSD

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
March 9, 2017

The Board of Directors o
Cotton Ranch Metropolitan District

We have audited the accompanying financial statements of the governmental activities, the business-type
activity, and each major fund of Cotton Ranch Metropolitan District as of and for the year ended December
31, 2016. and the related notes to the financial statements, which collectively comprise the District’s basic
financial statements 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 of 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 District’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 District’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.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, business-type activity, and each major fund of Cotton Ranch
Metropolitan District, as of December 31, 2016, and the respective changes in financial position, and where
applicable, cash flows thereof and the respective budgetary comparison for the General Fund for the year then
ended in accordance with accounting principles generally accepted in the United States of America.
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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 3 through 7 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 Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise Cotton Ranch Metropolitan District’s basic financial statements. The Debt Service Fund and
Proprietary Fund budgetary schedules and the property tax statistical schedule are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The budgetary schedules 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. The 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 information is fairly stated, in all material respects, in relation to
the basic financial statements as a whole.

The property tax statistical schedule has not been subjected to the auditing procedures applied in the audit of
the basic financial statements, and accordingly, we do not express an opinion or provide any assurance on it.

W' e bl e, Davy ¢ oy P C



Cotton Ranch Metropolitan District
Management Discussion and Analysis
December 31, 2016

This management's discussion -and analysis of the Cotton Ranch Metropolitan District's
financial statements provides an overview of the District’s financial activities for the fiscal year
ended December 31, 2016. The intent of this discussion and analysis is to look at the District's
financial performance as a whole; it should be read in conjunction with the basic financial
statements and notes to enhance the reader's understanding of the District's overall financial
performance.

Using the Basic Financial Statements

This annual report consists of three parts — management'’s discussion and analysis (this
section), the basic financial statements, and required supplementary information. The basic
financial statements include two types of information on the same statement that present
different views of the District:

. Govemment-wide financial statements that provide both Jong-term and short-term
information about the District's overall financial status.

J Fund financial statements that focus on individual parts of the District government,
reporting the District’s operations in more detail than the government-wide statements.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data. The statements are followed by a section of
required supplementary information that further explains and supports the information in the
financial statements. Additional supplemental information has also been included to enhance
the reader’'s understanding of the financial statements.

Govemment-wide Financial Statements

The government-wide financial statements consist of the Statement of Net Position and the
Statement of Activities. These statements report information about the District as a whole and
include all assets, liabilities, and deferred inflows of resources using the accrual basis of
accounting, which is similar to the accounting used by most private-sector companies. All of
the current year's revenues and expenses are taken into account regardless of when cash is
received or paid.

These two statements report the District's net position and changes in net position. The
District’'s net position — the difference between assets, deferred outflows, liabilities, and
deferred inflows — is one way to measure the District's financial health, or financial position.
Over time, increases or decreases in the District's net position is one indicator of whether its
financial health is improving or deteriorating. Other non-financial factors, however, such as
changes in the District's property tax base and the condition of the infrastructure, are needed
to assess the overall health of the District.

Fund Financial Statements

The fund financial statements provide more detailed information about the District's funds,
focusing on its most significant funds — not the District as a whole. The District's major
governmental funds include the General Fund and the Debt Service Fund. Unlike government-
wide financial statements, the focus of the fund financial statements is directed to specific
activities of the District rather than the District as a whole. Except for the General Fund, a
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Cotton Ranch Metropolitan District
Management Discussion and Analysis
December 31, 2016

specific fund is established to satisfy managerial control over resources or to satisfy finance-
related legal requirements established by external parties or governmental statutes or
regulations.

Governmental funds — The District’s activity is reported as a governmental fund, which focuses
on how money flows into and out of those funds and the balances left at year-end that are
available for spending in future periods. The funds are reported using an accounting method
called modified accrual accounting, which measures cash and all other financial assets that
can readily be converted to cash. The governmental fund financial statements provide a
detailed short-term view of the District's general government operations and the basic services
it provides. Governmental fund information helps to determine whether there are more or fewer
financial resources that can be spent in the near future to finance the District's programs. The
relationship (or differences) between governmental activities (reported in the Statement of Net
Position and the Statement of Activities) and governmental funds is provided in reconciliations
following the fund financial statements.

Reporting on the District as a Whole

Statement of Net Position
The perspective of the Statement of Net Position is of the District as a whole. Following is a
summary of the District's net position for fiscal years 2016 and 2015.

2016 2015
Governmental | Business-type Governmenta! | Business-type
Assels: Activitles Activities Total Activities Activitles Total
Current assets 715,527 192,389 907,916 888,657 168,855 1,047,512
Capital and non-current assets 0 542,834 542,834 0 553,305 553,305
Total Assets 715,527 735,223 1,450,750 888,657 712,160 1,600,817
Liabilities:
Current liabilities 32,274 0 32,274 91,538 0 91,538
Long-term liabilities (including current portion), 9.677,167 0 9,677,167 9,754,310 0 9,754,310
Total Liabilities 9,709,441 0 9,709,441 9,845,848 0 9,845,848
Defemred inflows of Resources:
Property Taxes 418,050 418,050 482,737 482,737
Total Deferred Inflows of Resources 418,050 0 418,050 482,737 0 482,737
|Net Position:
Net investment in capital assets 0 542,834 542,834 0 553,305 553,305
Restricted for emergencies 510 0 510 an 0 311
Restricted for conservation turst activities 12,457 0 12,457 9,101 0 9,101
Restricted for debt service 213,175 0 213.175 274,837 0 274,837
Unrestricted (9.638.106) 192,389 (9.445.717) (9.724,177) 158,855 {9.565,322)
Total Net Position {9,411,964) 735,223 (8,676,741) (9,439,928) 712,160 (8,727,768)

The District shows a substantial negative balance in net position. This deficit balance is the
result of the District issuing bonds to pay for infrastructure and then conveying that
infrastructure to the Town of Gypsum for the Town's ongoing operation and maintenance for
the benefit of the District's and Town’s constituents. The most significant items on the
statement of net position are the long-term liabilities and these are described in more depth in
Note C.
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Statement of Activities

The perspective of the Statement of Activities is of the District as a whole. The statement of
activities reflects the cost of program services and the charges for services and sales, grants
and contributions offsetting those services. The following detail reflects the total cost of
services supported by program revenues and general property taxes, as well as other general
revenues, resulting in the overall change in net assets for the fiscal years 2016 and 2015.

2016 2015
Governmental | Business-type Govemmental | Business-type
Activities Activities Total Activities Activities Total

REVENUES:
Program revenues:

Charges for services 0 103,239 103,239 0 98,154 98,154

Grants and contnibutions 3,356 13,750 17,106 2,887 21,150 24,037
General revenues:

Taxes 505,560 0 505,560 350,574 0 350,574

Interest and other revenue 4,051 0 4,051 1,814 0 1814
ETotal revenues 512,967 116,989 629,956 355,215 119,304 474,519 |
EXPENSES:

General Government 42,983 0 42,983 32,935 0 32,935

Water Activity operations 0 93,926 93,926 0 97,906 97,906

Interest on General Long Term Debt 442,020 0 442020 442 846 0 442 846

Total expenses 485,003 93,926 578,029 475,181 97,906 573,687
Increase in net position before transfers 27,964 23,063 51,027 (120,506) 21,398 (99,108)
Transfers 0 0 0 0 0 0
Change in net position 27,964 23,063 51,027 (120,506) 21,398 (99,108)

Net assets January 1 (9,439,928) 712,160 | (8,727,768)]  (9,319,422) 690,762 |  (6,628,660)

Net assets December 31 (9,411,964) 735,223 |  (8,676,141)]  (9,439,928) 742,160 | (8,727,768)

The District's primary source of revenues is property taxes, while secondary revenue sources are
water user fees (which are reflected as charges for services) and tap fees (which are reflected as
capital grants and contributions). These revenues are used to pay the cost of the general
government, the cost of the irrigation water activity expenses, and to pay the District’s debt service.

The revenues exceeded the expenditure in 2016 resulting in an increase in the District's net position.
Some of the District's bond agreements require the District to pay the debt service principal and
interest annually and all mandatory bond payments have been made. The District's other bond
agreements only require the District to pay the debt service principal and interest as the District has
the funds available from property taxes and other revenues generated by the District. The unpaid
interest expense has been accrued and will be paid at such time that the District has the funds
available or if funds are not available to make these payments by certain future dates, then the
obligation to pay the debt service is cancelled. Note C explains these provisions of the District's
long-term debt obligations in greater detail.
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Cotton Ranch Metropolitan District
Management Discussion and Analysis
December 31, 2016

The District’s Funds

The fund level financial statements focus on how services were financed in the short-term as well as
what remains for future spending. The fund level financial statements are reported on the modified
accrual basis of accounting.

At the fund level, under the modified accrual basis of accounting, depreciable assets and their
related depreciation expense are not reflected as they are not a current period financial resource or
use. In addition, at the fund level, inflows from operating loans are presented as a source of funds
while outflows for capital outlay and debt service payments are presented as an expenditure item, as
these items represent current period financial resources and uses.

The District experienced a moderate increase in fund balances in the General and Proprietary Funds
for 2016 because revenues during the year exceeded expenditures. This surplus will be set aside in
a reserve to be used for future years’ expenditures. The Debt Service Fund had a decrease in fund
balance as reserves were used to pay part of the debt service.

General Fund Budgetary Highlights

The District's procedures in establishing budgetary data reflected in the financial statements are
summarized in Note A of the financial statements. Details of the General Fund budget can be seen
on Page 14 of the financial statements.

General Fund Resources (Inflows)

The District's final General Fund actual revenues and other financing sources in the amount of
$20,359 exceeded the final budget of $18,283.

General Fund Charges to Appropriations (Outflows)

The District's final budgetary expenditures and other financing uses of $8,701 were $952 less than
the final appropriated balance of $9,653.

Capital Assets

At the end of 2016, the District didn't have any funds invested in governmental activities capital
assets and had $542,834 invested in business-type activities capital assets. See Note D, Capital
Assets.

Debt Administration

During 2013 the District restructured certain bonds extending the maturity dates which enabled the
District to lower its required debt service mill levy rate. In the absence of this debt restructuring, the
District's debt service mill levy rate would have been in excess of 90 mills and was able to be
reduced to 47 mills. At December 31, 2016, the District had $9,677,167 of long-term obligations
outstanding. See Note C, Long-term Debt for a detail of the terms and annual requirements to
amortize the District’'s long-term debt.
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Contacting the District's Financial Management

This financial report is designed to provide our residents, customers, taxpayers, investors, and
creditors with a general overview of the District's finances and to show the District's accountability for
the money it receives. If you have any questions regarding this report or need additional financial

information, please contact the:

Cotton Ranch Metropolitan District Manager
C/o Marchetti & Weaver, LLC

28 Second Street, Suite 213

Edwards, CO 81632

Tel: (970) 926-6060

Fax: (970) 926-6040



Cotton Ranch Metropolitan District

STATEMENT OF NET POSITION

December 31, 2016
Governmental Business-type
Activities Activities Total
ASSETS
Equity in pooled cash and investments $ 291,351 $ 176,255 $ 467,606
Receivables
Property taxes receivable 418,050 - 418,050
Water fees receivable - 12,477 12,477
Tap fees receivable - 3,600 3,600
Miscellaneous receivables 2,026 57 2,083
Prepaid expenses 4,100 - 4,100
Capital assets (net of accumulated depreciation)
Non-potable water system, net - 228,799 228,799
Water rights - 314,035 314,035
Total Assets 715,527 735,223 1,450,750
LIABILITIES
Accounts payable 4,835 - 4,835
Accrued interest payable 27,439 - 27,439
Non-current liabilities, due within one year
Bonds 100,000 - 100,000
Non-current liabilities
Bonds 9,577,167 - 9,577,167
Total Liabilities 9,709,441 - 9,709,441
DEFERRED INFLOWS OF RESOURCES
Property taxes 418,050 - 418,050
Total Deferred Inflows of Resources 418,050 - 418,050
Total Liabilties and Deferred Inflows of Resources 10,127,491 - 10,127,491
NET POSITION
Net investment in capital assets - 542,834 542,834
Restricted for emergencies 510 - 510
Restricted for conservation trust activities 12,457 - 12,457
Restricted for debt service 213,175 - 213,175
Unrestricted (9,638,106) 192,389 (9,445,717)
Total Net Position $ (9,411,964) $ 735223 $ (8,676,741)

The accompanying notes are an integral part of this statement.
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