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Hoelfing & Companu, Inc.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Forest Lakes Metropolitan District

We have audited the accompanying financial statements of Forest Lakes Metropolitan District which
comprise the statements of net position as of December 31, 2016 and 2015, and the related statements of
revenues, expenses and changes in net position, and cash flows for the years then ended, and the related
notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits 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 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 opinion.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Forest Lakes Metropolitan District, as of December 31, 2016 and 2015, and the
changes in financial position and cash flows thereof for the years then ended in accordance with
accounting principles generally accepted in the United States of America.
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Economic Dependency

The District has not yet established a revenue base sufficient to meet its debt service and operational
expenses. As discussed in Note 9, the District is dependent upon future growth in the District and
restructuring and refinancing of the District’s long-term obligations to provide funds for such expenses.
Our opinion is not modified with respect to this matter.

Other-Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis as listed in the able of contents 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.

Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the financial statements that
comprise Forest Lakes Metropolitan District’s financial statements as a whole. The supplemental
information is presented for purposes of additional analysis and is not a required part of the financial
statements. The supplemental information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the financial statements.
The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the financial statements or to the
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 financial statements as a whole.

Colorado Springs, Colorado
June 1, 2017
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FOREST LAKES METROPOLITAN DISTRICT
Management’s Discussion and Analysis

This discussion and analysis (MD&A) of the Forest Lakes Metropolitan District’s (District) financial
performance provides an overview of the District's financial activities for the years ended
December 31, 2016 and 2015. The MD&A should be read in conjunction with the District’s financial
statements.

FINANCIAL HIGHLIGHTS

o By year-end 2016, the restructured development entity for Forest Lakes (Forest Lakes
Residential Development LLC) had nearly completed all remaining required public
infrastructure for the water and wastewater collection and distribution systems, the storm
water detention systems, the park and roadway landscaping and the public roads to serve
both Forest Lakes Filings #1 and #2. The final Plat for Forest Lakes Filing #2A had also
been approved and significant construction activity had commenced on that part of the
development. As required by the Facilities Financing and Acquisition Agreement between
Forest Lakes Metropolitan District (FLMD) and the Developer, an independent engineer will
evaluate the costs incurred by the Developer for the various components of the public
infrastructure and certify that those costs are reasonable. The Developer will then convey
all public infrastructure to FLMD in return for the District's agreement to reimburse the
Developer for those reasonable costs, when funds become available to do so. Conveyance
of the Filing #1 and #3 public infrastructure should occur during 2017.

e Lot sales in Filings #1 and #3 during 2016 resulted in the collection of water and
wastewater development fees on 82 lots by year-end. During the first 41/2 months of 2017,
development fees on another 12 lots were collected by FLMD. The District anticipates
home building activity to continue at a similar pace for the remainder of 2017.

o District operation of the water and wastewater systems is being provided by Donala Water
and Sanitation District under contract. Donala personnel continue to identify system
refinements to increase the efficiency of operations including the installation of SCADA
(supervisory control and data acquisition) systems for the various components of the
systems.

¢ In October, Pinon Pines Metropolitan District No. 1 — the District that encompasses Filings
#1, #2A and #3 was successful in issuing $8.33 million of limited tax general obligations
bonds. Under the terms of an Intergovernmental Agreement Pertaining to District No. 1 and
the 2016 Bonds, the net proceeds of the 2016 Bonds were used to defease the third party
held 1987B Bond Anticipation Notes (the BANs) and a portion of the 1987B Developer held
1987B BANSs. The remainder of the Developer held 1987B BANs were forgiven by the
Developer. Elimination of these long outstanding obligations is an important step in the
ability of FLMD and the Pinon Pines Districts to be able to effectively finance future public
improvements needed for the Pinon Districts’ developments...

e During 2016, FLMD completed an interconnection between the water systems of FLMD and
the adjacent Triview Metropolitan District. The interconnection between the two systems will
serve to provide emergency water supplies if and when either system may encounter such
a need.

o During 2016, the District provided delivery of augmentation water to twelve customers on
the Rampart Range, Hay Creek and Monument Creek from April through November.

e In March 2017, the Colorado Department of Public Health and Environment classified
FLMD as a “community water system”. This classification results in a mandated schedule
for water testing and other water system activities and will trigger FLMD’s need to do an
annual report to its customers on drinking water quality outcomes.



e The District has contracted with Wright Water Engineers (WWE) to review and update their
original design for the surface water treatment plant to treat the District's water in
Bristlecone Reservoir and deliver it to its customers. Because of the time that has passed
since the original design was completed and because certain State regulations have
changed with regard to water treatment requirements, this review and re-evaluation is a
very significant effort. WWE submitted the final design to the Colorado Department of
Public Health and Environment in May 2017 and they expect to go out to public bid on the
project in June. The District expects the project to be completed by mid-summer 2018. The
addition of a surface water supply to the District's water portfolio will greatly enhance the
water supply reliability.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the District’s basic financial
statements. Required statements for proprietary funds are: 1) Statement of Net Position, 2)
Statement of Revenues, Expenses and Changes in Net Position, and 3) Statement of Cash Flows.
The Statement of Net Position and the Statement of Revenues, Expenses and Changes in Net
Position are prepared using the economic resource measurement focus and the accrual basis of
accounting.

The Statements of Net Position present information on all of the District's assets and liabilities, with
the difference between the two reported as net position. Over time, increases or decreases in the
net position may serve as a useful indicator of whether the financial position of the District is
improving or deteriorating.

The Statements of Revenues, Expenses and Changes in Net Position present information which
reflects how the District's net position changed during the past year. All changes in the net position
are reported as soon as the underlying event giving rise to the change occurs, regardless of the
timing of the related cash flows. Thus, revenues and expenses are reported in the statement for
some items that will only result in cash flows in future fiscal periods.

The Statements of Cash Flows report the District’s cash flows from operating, noncapital financing,
and capital and related financing activities.
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FINANCIAL SUMMARY AND ANALYSIS
NET POSITION
District assets increased by approximately $ .925 million during 2016 while District liabilities

decreased by approximately $ 7.371 million. Thus, the total net position deficit decreased by
approximately $ 8.296 million.

2016 2015
ASSETS
Current and other Assets $ 1,029,587 $ 113,898
Capital Assets 23,058,883 23,052,591
Total Assets 24,098,470 23,173,489
LIABILITIES
Long Term Liabilities outstanding 30,320,406 29,290,315
Other liabilities 269,609 8,670,970
Total Liabilities 30,590,015 37,961,285
NET POSITION
Net investment in capital assets 9,242,852 6,187,181
Unrestricted (15,734,397) (20,974,977)
Total net position $(6,491545) $ (14,787,796)

The District’'s assets consist largely of capital assets, which include the dams and reservoir sites
acquired during 2004, utility tracts in Forest Lakes Filing #1, significant water rights, the District’s
ownership interest in a jointly owned wastewater treatment plant and the recently completed
expansion of that plant, public roads, Dillon well, stormwater drainage systems, water transmission,
distribution and treatment systems, wastewater collection systems and a still sizeable amount of
construction work in progress. During 2016, as the District began collecting water and wastewater
development fees, its bank account balance increased materially. The $.925 million increase in
total assets is nearly completely due to this increase in available funds in the checking account.
The District’s long-term liabilities continued to increase to reflect accrued interest on the Water
Acquisition Agreement and on developer advances to the District. The $8.4 million decrease in
other liabilities reflects the defeasance of the 1987B BANs with the net proceeds of the 2016 bond
issue and the forgiveness of the remaining BAN obligations by the Developer.

The District’'s net position is comprised of a significant positive level of capital assets, less related
debt used to acquire those assets. Since the $3.0 million of BAN principal was retired, the amount
of net investment in capital assets has increased by approximately that same amount. Unrestricted
net position has shown a large negative balance due to the significant amount of accumulated
interest on the outstanding 1987B BANs and on the various obligations to the developer that were
incurred in the early years of the District before the initial developer went into bankruptcy and the
lending financial institutions failed. Because the accumulated BAN interest was either paid off or
forgiven in conjunction with the 2016 Bond issue by Pinon Pines Metropolitan District No. 1, the
deficit in unrestricted net position has decreased by approximately $5.24 million The combined
effect on total net position of the District was a very significant decrease in the net position deficit of
just over $ 8.296 million in 2016.
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CHANGES IN NET POSITION

OPERATING REVENUE
Contract services
Miscellaneous Income

Total Operating Revenue

OPERATING EXPENSES
Operating
General and Administrative
Total operating and general
and administrative
Operating Income(Loss)

NONOPERATING REVENUE
(EXPENSES)
Interest income

Interest expense
Gain(loss) on disposal of capital assets

Total non-oper revenue (exp)

(LOSS) BEFORE CONTRIBUTIONS
Developer contributions
Contributions from other govern.
Development Fees

Total Capital Contributions

CHANGE IN NET POSITION
NET POSITION (DEFICIT) -
BEGINNING OF YEAR

NET POSITION (DEFICIT) -
END OF YEAR

2015

201 2015
155,337  $ 60,645
400 0
155,737 60,645
432,127 358,633
218,613 114,377
650,740 473,010
(495,003) (412,365)
0 15
(1,253,749) (1,314,721)
0 0
(1,253,749) (1,314,706)
(1,748,752) (1,727,071)
2,114,288 0
6,692,861 0
1,237,854 115,190
10,045,003 115,190
8 296,251 (1,611,881)

(14,787,796)

(13,175,915)

$ (6.491,545)

v

$ (14,787,796)

Forest Lakes Metropolitan District continued to collect modest amounts of operating revenue
(water contract services) ($17,058) during 2015 as a result of the water augmentation services that
it provides to twelve lake owners and from potable water service provided to the jointly owned
wastewater treatment plant and from wastewater service provided to one outside District customer.
During 2015, unlike the prior two years, there were no raw water sales to augment the revenue
from water contract services. Forest Lakes Metropolitan District also levies an administrative
charge against the three Pinon Pines Districts for a portion of the costs of the administrative and
management services provided by Forest Lakes Metropolitan District to the taxing districts. As the
property tax revenue generated by the Pinon Pines Districts increases, the level of this charge will
increase until it is fully compensating Forest Lakes Metropolitan District for the services provided
on behalf of the Pinon Districts.



Operating expenses during 2015 were comparable to 2014 operating expenses. General and
administrative expenses for 2015 were materially higher than 2014 due mainly to the increased
legal expense necessitated by the transition of the Metro Districts Boards to a new developer joint
venture entity. 2015 interest expense was very nearly identical to 2014 due to the offsetting entries
for increasing interest expense on developer advances and increasing capitalized interest. Interest
expense on the developer advances continues to increase annually as the developer continues to
advance funds to the District for operating and capital expenses. A significant amount of the
accrued interest on these advances was capitalized in prior years into the various Capital
accounts. The level of capitalized interest has basically stabilized because of the absence of any
significant District activity with regard to capital infrastructure. The amounts of interest capitalized
for 2014 and 2015 are $141,927 and $142,564 respectively. There continues to be a loss before
contributions (if any) because of the District’s reliance upon developer advances to fund its annual
operations and because of the annual accrued interest liability. That loss in 2015 was comparable
to that in 2014.

During 2015, the District recorded cash contributions from development fee payments of $115,190.
That represents development fees paid during November and December; as lots sales and
building activity continues in 2016, those payments will increase materially. Due to the combined
effect of the annual operating and non-operating losses and capital contributions from development
fees, the deficit in net position has increased from a deficit of $13.18 million at the end of 2014 to a
deficit of $14.79 million by year end 2015.

2016

With the commencement of lots sales, home building activity and with new residents moving into
the newly completed homes, the operating revenue activity for the District has changed materially.
While Forest Lakes Metropolitan District continued to collect modest amounts of operating revenue
(water contract services) ($12,492) during 2016 as a result of the water augmentation services that
it provides to twelve lake owners, new sources of revenue from contract services for 2016 include
monthly billing to connected homes for both water and wastewater services and revenues collected
at the time development fees are paid for the “new tap kit/inspections” fee. Fees from the “new tap
kit/inspections” added over $95,000 to contract service revenue in 2016. Forest Lakes Metropolitan
District also levies an administrative charge against the three Pinon Pines Districts for a portion of
the costs of the administrative and management services provided by Forest Lakes Metropolitan
District to the taxing districts. As the property tax revenue generated by the Pinon Pines Districts
increases, the level of this charge will increase until it is fully compensating Forest Lakes
Metropolitan District for the services provided on behalf of the Pinon Districts.

Operating expenses during 2016 increased significantly over 2015 levels as FLMD began to
actually operate its water and wastewater systems to provide services to the growing number of
residents. Expenses were also incurred for irrigation and maintenance of the parks and roadway
landscaping in Filings #1 and #3. Administrative and General expenses also increased significantly
because of increases in engineering, legal and District Manager costs. The District Engineer
oversaw the completion of much of the new public infrastructure and was engaged in evaluating
some of the older systems that had been put in place in 2005-07 but not fully put into operation
until early 2016. Legal expenses also reflect the significant efforts surrounding the 2016 bond
issuance and defeasance of the 1987B BANSs. Interest expense in 2016 was slightly less than in
2015 due to the BAN defeasance in early October. Interest expense on the developer advances
has stabilized given the lack of need for additional advances from the Developer during 2016.
When the recently constructed Developer funded infrastructure for Filings #1 and #3 is conveyed to
the District, interest on developer advances will start to increase once again. A significant amount
of the accrued interest on these advances was capitalized in prior years into the various Capital
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accounts. The level of capitalized interest has basically stabilized because of the absence of any
significant District activity with regard to capital infrastructure. The amounts of interest capitalized
for 2015 and 2016 are $142,564 and $149,141 respectively. There continues to be a loss before
contributions because of the District’'s operating loss and the significant level of interest expense.
That loss in 2016 was comparable to that in 2015.

During 2016, the District recorded cash contributions from development fee payments of
$1,237,854. That level of development fees is reflective of the significant building activity during
2016; as lots sales and building activity continues in 2017, those payments will likely stay at
approximately that level. Due to the 2016 bond issuance by Pinon Pines Metropolitan District No. 1
(PPMD #1) and the use of the net proceeds to defease the 1987B BANs, $6.693 million was
recorded as a contribution from PPMD #1. An additional $2.114 million was recorded as a
Developer contribution to reflect the Developer’'s forgiveness of the remaining BAN obligations.
Due to the combined effect of the annual operating and non-operating losses and the $10.045
million in capital contributions, the deficit in net position has decreased from a deficit of $14.79
million at the end of 2015 to a deficit of $6.49 million by year end 2016.

BUDGETARY HIGHLIGHTS

The 2016 Budget initially allowed for the conveyance of some Developer contributed infrastructure
and for the dedication of the fully completed public roads to the County. While that activity did not
occur during 2016, the 2016 bond issuance by PPMD #1 and the subsequent defeasance of the
FLMD obligation for the 1987B BANs did necessitate an amendment to the 2016 Budget. That
2016 Budget amendment did adjust the Budget to show the defeasance of the 1987B BANs and
the contributions from PPMD #1 and the Developer for that defeasance. The District did also make
a payment to the Developer in 2016 of $211,330 as required by the Reconciliation Agreement with
the Developer to reduce its Developer Prepaid Tap Liability. Most other budget line items show that
actual activity for the year was in line with what was budgeted for 2016.
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CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

The District's investment in capital assets at December 31, 2016 and 2015 amounted to
$23,068,883 and $23,059,591 (net of accumulated depreciation), respectively. This investment in
capital assets includes both the original and expanded wastewater plant, dams, the water flow
measuring device, water rights, land, stormwater drainage systems, Dillon well, water transmission,
distribution and treatment systems, wastewater collection systems and construction in progress.
Analysis of changes in capital assets is as follows:

2016 2015

Wastewater Plant $ 4591415 $ 4,554,395
Wastewater collection system 2,102,523 2,048,460
Dams 2,451,380 2,451,380
Stormwater drainage systems 945,497 945,497
Wells 459,161 459,161
Water Flow Measuring Device 9,037 9,037
Water tank 898,287 898,287
Well-head treatment plant 789,480 789,480
Water transmission & distribution lines 2,840,588 2,840,588
Water rights 7,422,598 7,422,598
Land 383,280 383,280
Construction in progress 3,273,717 3,054,188
Accumulated Depreciation (3,098,080) (2,796,760)

Total Capital assets $ 23,068,883 $ 23,059,591

Additional information on the District's capital assets can be found in the notes to financial
statements on pages 9 and 10.

During 2016, the major capital outlays by the District were related to the review and refinement of
the original design for the surface water treatment plant.

Outstanding Debt

At December 31, 2016 and 2015, the District had $30,320,406 and $37,935,995, respectively, in
debt outstanding. The detail of outstanding debt is as follows:

2016 2015
Bond Anticipation Notes $ 0 $ 3,007,065
Funding Agreements 10,385,036 10,385,036
Water rights liability 5,155,250 5,155,250
Pre-paid tap fee liability 2,043,190 2,254,520
Accrued Interest 12,736,930 17,134,124

Total Outstanding Debt $ 30,320,406 $ 37,935,995
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Additional information on the District's long-term debt can be found in the notes to financial
statements on pages 11 through 12.

In 2008, the First Amendment to the Water Acquisition Agreement of 2006 reduced the District’s
obligation under that agreement by $1.785 million as a result of the transfer of 713.9 acre feet of
District owned groundwater rights to the developer. The 1987B BAN principal and accumulated
interest were both eliminated during 2016 through use of the net proceeds of the 2016 bond issue
by PPMD #1 and the simultaneous forgiveness by the Developer of the remaining Developer held
BAN obligations. Through 2016, the District continued to accrue interest annually on the
outstanding Developer Advance obligation. In 2016, the level of the prepaid tap fee liability was
reduced based on a payment to Forest Lakes LLC pursuant to its Reconciliation Agreement with
Forest Lakes LLC.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS

For 2017, the District has budgeted for the conveyance to the District of the Developer constructed
public infrastructure for Filings #1, #3 and #2A. The District has also budgeted for dedication of the
public streets within the development to the County. The District has also budgeted for significant
construction activity by the District on the surface water treatment plant. This plant is expected to
be a $5.0 million project. The 2017 Budget assumes that 50 houses, on average, will be taking
water/wastewater and landscaping services during 2017 and that 53 building permits will be pulled
during the year.

REQUESTS FOR INFORMATION

This financial report is designed to give its readers a general overview of the District’s finances.
Questions regarding any information contained in this report or request for additional financial
information should be addressed to: Ann Nichols, District Manager, 2 North Cascade Avenue,
Suite 1280, Colorado Springs, CO 80903.
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FOREST LAKES METROPOLITAN DISTRICT

STATEMENTS OF NET POSITION
DECEMBER 31, 2016 AND 2015

ASSETS
Current assets
Cash and cash equivalents
Receivables
Inventory
Prepaid expense

Total current assets

Capital assets
Capital assets not being depreciated
Capital assets being depreciated, net

Total capital assets
Total assets

LIABILITIES

Current liabilities
Accounts payable
Accrued interest
Bond anticipation notes

Total current liabilities

Long-term liabilities
Accrued interest
Funding agreements
Water rights liability
Prepaid tap fee liability

Total long-term liabilities

Total liabilities
NET POSITION
Net investment in capital assets

Unrestricted

Total net position

The accompanying notes are an integral part of these financial statements.

2016 2015
$ 996,876 $ 112,071
6,455 1,827
14,902 -
11,354 -
1,029,587 113,898
11,079,595 10,860,066
11,989,288 12,199,525
23,068,883 23,059,591
24,098,470 23,173,489
269,609 25,290
- 5,638,615
- 3,007,065
269,609 8,670,970
12,736,930 11,495,509
10,385,036 10,385,036
5,155,250 5,155,250
2,043,190 2,254,520
30,320,406 29,290,315
30,590,015 37,961,285
9,242,852 6,187,181
(15,734,397) (20,974,977)

$ (6,491,545)

$ (14,787,796)




FOREST LAKES METROPOLITAN DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

Operating revenues:
Water contract services
Other contract services
Miscellaneous income

Total operating revenues

Operating expenses:
Facility maintenance
Depreciation
District management
Insurance
Legal
Accounting
Consulting
Other

Total operating expenses
Operating income (loss)
Nonoperating revenues (expenses):
Interest income
Interest expense
Total non-operating revenue (expenses)
Income before capital contributions
Capital contributions
Developer contributions

Contributions from other government
Development fees

Total capital contributions
Change in net position
Net position (deficit) - beginning

Net position (deficit) - ending

The accompanying notes are an integral part of these financial statements.
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2016 2015
$ 136,763 $ 17,058
18,574 43,587
400 -
155,737 60,645
130,807 59,075
301,320 299,558
90,642 37,789
9,071 7,586
74,720 41,320
13,100 12,850
2,082 2,145
28,998 12,687
650,740 473,010
(495,003) (412,365)
; 15
(1,253,749) (1,314,721)
(1,253,749) (1,314,706)
(1,748,752) (1,727,071)
2,114,288 -
6,692,861 -
1,237,854 115,190
10,045,003 115,190
8,296,251 (1,611,881)

(14,787,796)

(13,175,915)

$ (6,491,545)

$ (14,787,796)




FOREST LAKES METROPOLITAN DISTRICT
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

2016 2015
CASH FLOW FROM OPERATING ACTIVITIES
Proceeds from water service contracts $ 132,135 $ 21,262
Proceeds from other contracts 18,574 43,587
Miscellaneous receipts 400 -
Cash paid to vendors (170,668) (154,840)
Net cash used by operating activities (19,559) (89,991)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Proceeds from funding agreement - 82,376
Net cash provided by non-capital financing activities - 82,376
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Proceeds from development fees 1,237,854 115,190
Proceeds from funding agreement - 12,633
Proceeds from intergovernmental agreement 6,692,861 -
Proceeds from developer 2,114,288 -
Payment to bond escrow agent (8,807,148) -
Payment of prepaid tap liability (211,330)
Acquisition and construction of capital assets (122,161) (12,633)
Net cash provided (used) by capital and related financing activities 904,364 115,190
CASH FLOWS FROM INVESTING ACTIVITIES
Interest received - 15
Net cash provided by investing activities - 15
Increase (decrease) in cash and cash equivalents 884,805 107,590
Cash and cash equivalents, beginning of year 112,071 4,481
Cash and cash equivalents, end of year $ 996,876 $ 112,071

The accompanying notes are an integral part of these financial statements.

3



FOREST LAKES METROPOLITAN DISTRICT

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

Reconciliation of operating income (loss) to net cash
used by operating activities:

Operating loss
Adjustments to reconcile operating loss to net
cash used by operating activities:
Depreciation

Change in assets and liabilities:
(Increase) decrease in assets:
Other receivables
Inventory
Prepaid expense
Increase (decrease) in liabilities:
Accounts payable related to operations

Total adjustments
Net Cash Used by Operating Activities
Schedule of non-cash investing, capital and financing activities:

Capitalized interest

2016 2015
$ (495,003) $ (412,365)
301,320 299,558
(4,628) 4,204
(14,902) -
(11,354)
205,008 18,612
475,444 322,374
$  (19,559) $  (89,991)
$ 149,141 $ 142,564

The accompanying notes are an integral part of these financial statements.

4
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FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements have been prepared in accordance with U.S. generally accepted
accounting principles as applied to local governments and promulgated by the Governmental Accounting
Standards Board (GASB). A summary of the significant accounting policies used in the preparation of these
financial statements follows.

A. REPORTING ENTITY

Forest Lakes Metropolitan District (the District) is a quasi-municipal corporation, governed pursuant to the
provisions of the Colorado Special District Act. The District’s service area is located in El Paso County,
Colorado. A portion of the District has been annexed into the Town of Monument. The District was
established to provide water and sanitary sewer service, park and recreational facilities, safety protection, street
improvements, transportation, and mosquito control services to the properties with the District boundaries.

The accompanying financial statements present the government and its component units, entities for which the
government is considered to be financially accountable. Blended component units, although legally separate
entities, are, in substance, part of the government’s operations. Each discretely presented component unit is
reported in a separate column in the government-wide financial statements to emphasize that it is legally
separate from the government.

The District has no component units for which either discrete or blended presentation is required.
B. BASIS OF PRESENTATION—FINANCIAL STATEMENTS

The basic financial statements (i.c., the statement of net position and the statement of revenues, expenses and
changes in net position) report information on all of the non-fiduciary activities of the District.

The accounts of the District are organized and operated on the basis of funds. A fund is an independent fiscal
accounting entity with a self-balancing set of accounts. Fund accounting segregates funds according to their
intended purpose and is used to aid management in demonstrating compliance with finance-related legal and
contractual provisions. The minimum number of funds maintained is consistent with legal and managerial
requirements.

The District accounts for all of its activities in a single proprietary — enterprise fund for its activities which are
similar to those found in the private sector, where the determination of changes in net position is necessary or
useful to sound financial administration. The business type activities of the District rely significantly upon
service charges.

C. MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

The District’s financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows.



FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
D. ASSETS, LIABILITIES, AND NET POSITION

Cash and cash equivalents

The District’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.

Capital assets

All purchased capital assets are valued at cost where historical records are available and at an estimated
historical cost where no historical records exist. Donated capital assets are valued at their estimated fair market
value on the date received.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend asset
lives are not capitalized. Improvements are capitalized and depreciated over the remaining useful lives of the
related fixed assets, as applicable.

Depreciation of the wastewater plant, dams, equipment, and wells is computed using the straight-line method
over the estimated useful lives as follows:

Wastewater plant 40 years
Dams 30 - 100 years
Water flow measuring device 33 1/3 years
Storm-water drainage system 50 years
Wells 50 years
Water flow measuring device 33 1/3 years
Wastewater collection system 25 —100 years
Water distribution system 100 years
Water tank 33 1/3 years
Well-head treatment plant 25 years

When depreciable property is acquired, depreciation is included in expense for the year of acquisition for the
number of months during the year the asset was in service. When depreciable property is retired or otherwise
disposed of, depreciation is included in expense for the number of months in service during the year of
retirement and the related costs and accumulated depreciation are removed from the accounts with any gain or
loss reflected in the statement of revenue, expenses and changes in fund net position.

The cost of water rights includes acquisition, legal and engineering costs related to the development and
augmentation of these rights. Since the rights have a perpetual life, they are not amortized. All other costs,
including costs incurred for the protection of these rights, are expensed.

Capitalized interest
Interest incurred during construction is reflected in the capitalized value of the asset constructed, net of

investment earnings on invested bond proceeds during the same period. Capitalized interest for the years ended
December 31, 2016 and 2015 was $149,141 and $142,564, respectively.



FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
D. ASSETS, LIABILITIES, AND NET POSITION (CONTINUED)
Deferred outflows/inflows of resources

In addition to assets, the statement of financial position will sometimes report a separate section for deferred
outflows of resources. This separate financial statement element, 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.

In addition to liabilities, the statement of financial position will sometimes report a separate section for deferred
inflows of resources. This separate financial statement element, deferred inflows of resources, represents an
acquisition of net position that applies to a future period(s) and so will not be recognized as an inflow of
resources (revenue) until that time.

Net position flow assumption

The District may fund outlays for a particular purpose from both restricted and unrestricted resources. In order
to calculate the amounts to report as restricted—net position and unrestricted—net position in the financial
statements, a flow assumption must be made about the order in which the resources are considered to be
applied. It is the District’s policy to consider restricted—net position to have been depleted before
unrestricted—net position is applied.

E. REVENUES AND EXPENSES
Operating and non-operating revenues and expenses

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues
and expenses generally result from providing services in connection with the fund’s principal ongoing
operations. The principal operating revenues of the fund are water and other contract services. Operating
expenses include all expenses incurred to provide contract services. All revenues and expenses not meeting this
definition are reported as non-operating revenues and expenses.

F. ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles in the
United States of America requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.



FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 2 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY
BUDGETARY INFORMATION

In accordance with the State Budget Law, the District’s Board of Directors holds public hearings in the fall
each year to approve the budget and appropriate the funds for the ensuing year. The appropriation is at the
total fund expenditures level and lapses at year end. The District’s Board of Directors can modify the budget
by line item within the total appropriation with notification. The appropriation can only be modified upon
completion of notification and publication requirements.

NOTE 3 - DEPOSITS AND INVESTMENTS
DEPOSITS

The Colorado Public Deposit Protection Act (PDPA) requires that all units of local government deposit cash in
eligible public depositories. Eligibility is determined by state regulations. Amounts on deposit in excess of
federal insurance levels must be collateralized by eligible collateral as determined by the PDPA. PDPA allows
the financial institution to create a single collateral pool for all public funds held. The pool is to be maintained
by another institution, or held in trust for all the uninsured pubic deposits as a group. The market value of the
collateral must be at least equal to 102% of the uninsured deposits.

As of December 31, 2016 and 2015, the carrying amounts of the District’s deposits were $996,876 and
$111,906, respectively and the bank balances were $997,421 and $115,871, respectively. In 2016 of the total
bank balances, $250,000 was covered by FDIC insurance and the remaining balance of $747,421 falls under the
provisions of the Colorado Public Deposit Protection Acts which are collateralized in single institution pools.
All deposits were covered by FDIC insurance in 2015.

INVESTMENTS
The District is authorized by Colorado Statutes to invest in the following:

e Bonds and other interest-bearing obligations of the United States government.

e Bonds and other interest-bearing obligations which are guaranteed by the United States
government.

e Bonds which are a direct obligation of the State of Colorado, or of any city, county or school
district therein.

e Notes or bonds issued to the “National Housing Act”.

e Repurchase agreements.

e Local government investment pools.



FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 3 - DEPOSITS AND INVESTMENTS (CONTINUED)

RECONCILIATION OF DEPOSITS AND INVESTMENTS TO THE STATEMENTS OF NET POSITION

Cash and cash equivalents:
Deposits
Money Market Funds

NOTE 4 - CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2016 was as follows:

Capital assets, not being depreciated:
Water rights
Land
Construction in progress

Total capital assets, not being depreciated

Capital assets, being depreciated:
Wastewater plant
Dams
Stormwater drainage system
Wells
Water flow measuring device
Wastewater collection system
Water distribution system
Water tank
Well-head treatment plant

Total capital assets, being depreciated
Less accumulated depreciation
Total capital assets, being depreciated, net

Total capital assets, net

2016 2015
$ 996,876 $ 111,906
- - 165
$ 996,876 $ 112,071
Beginning Ending
Balance Increase Decrease Balance
$ 7,422,598 $ - 3 - $ 7,422,598
383,280 - - 383,280
3.054.188 219,529 - 3.273.717
10.860.066 219,529 - 11.079.595
4,554,395 37,020 - 4,591,415
2,451,380 - - 2,451,380
945,497 - - 945,497
459,161 - - 459,161
9,037 - - 9,037
2,048,460 54,063 - 2,102,523
2,840,588 - - 2,840,588
898,287 - - 898,287
789.480 - - 789.480
14,996,285 91,083 - 15,087,368
(2,796.760) (301,320) - (3.098.080)
12.199.525 (210,237) - 11.989.288
$ 23,059,591 9292 § - $ 23,068,883




FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 4 - CAPITAL ASSETS (CONTINUED)

Capital asset activity for the year ended December 31, 2015 was as follows:

Capital assets, not being depreciated:
Water rights
Land
Construction in progress

Total capital assets, not being depreciated

Capital assets, being depreciated:
Wastewater plant
Dams
Stormwater drainage system
Wells
Water flow measuring device
Wastewater collection system
Water distribution system
Water tank
Well-head treatment plant

Total capital assets, being depreciated
Less accumulated depreciation
Total capital assets, being depreciated, net

Total capital assets, net

Beginning Ending

Balance Increase Balance
$ 7,422,598 $ - 3 - $ 7,422,598
383,280 - - 383,280
2.898.991 155,197 - 3.054.188
10.704.869 155,197 - 10.860.066
4,554,395 - - 4,554,395
2,451,380 - - 2,451,380
945,497 - - 945,497
459,161 - - 459,161
9,037 - - 9,037
2,048,460 - - 2,048,460
2,840,588 - - 2,840,588
898,287 - - 898,287
789.480 - - 789.480
14,996,285 - - 14,996,285
(2,497.202) (299.558) - (2,796.760)
12.499.083 (299.558) - 12.199.525
$ 23,203,952 § (144.361) $ - $ 23,059,591
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FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 5 - LONG TERM OBLIGATIONS
Bond anticipation notes

The District issued Bond Anticipation Notes (BANSs), dated August 15, 1987, in the aggregate principal
amounts of $795,000 for Series 1987A and $4,605,000 for Series 1987B. The BANSs are not general obligations
of the District and were issued in anticipation of the issuance of general obligation bonds. The Series 1987A
BANSs with an interest rate of 6% matured August 15, 1990. The Series 1987B BANs with an interest rate of
7.25% matured August 15, 1990. The Series 1987A BANs were redeemed in 1990 with available funds held by
the District and $524,881 of pledged assets from a developer.

The Series 1987B BANs were secured by a funding agreement provided by former landowners, which was not
honored when the BANs matured. The BANs former trustee, U.S Bank, made a partial distribution to 1987B
BANSs holders in 1990 and 1992. In a prior year, the District recorded the BANs and a portion of accrued
interest as expired with an increase in contributed capital in the amount of $3,103,209. However, current
management of the District considers the BANs due and payable. Therefore, the BANs have been recorded as a
current liability of the District as of December 31, 2001.

In October 2016 Forest Lakes Metropolitan District entered into an Intergovernmental Agreement with Pinon
Pines Metropolitan District (the Pinon District) for the purpose of paying off the BANs. General Obligation
Limited Tax Bonds, Series 2016 in the principal amount of $8,330,000 were issued by the Pinon District.
Principal of $3,007,065 and accrued interest of $5,800,084 were paid with $6,692,861 in 2016 bond proceeds
contributed to the District by the Pinon District and a developer contribution (BAN forgiveness) of $2,114,288.

Funding agreements

The District has entered into Funding Agreements with the Developer (see Note 8) to advance funds to the
District for capital and operations and maintenance expenses to enable the District to provide services. The
District will repay the Developer to the extent that the funds are available or, at the discretion of the District,
from available bond proceeds. Simple interest accrues from the date each developer advance is received at 8%
per annum.

Prepaid taps

In the Funding Reconciliation Agreement dated September 4, 2003 and effective December 31, 2002, the
District confirmed an obligation to entitle the Developer (see Note 8) to ownership of 216 combined water and
sewer taps worth $2,816,640 based on the District’s then current rate of $13,040 per combined water and sewer
tap fee. By acceptance of the tap fee obligation, the Developer has agreed that the prepaid taps will be the only
obligations carried over from the previous funding agreements (as more fully described in the Fund
Reconciliation Agreement dated September 4, 2003) and that the Developer shall not seek any reimbursement
or credit from the District with respect to the funding agreements other than for prepaid tap fees. The prepaid
tap fee liability represents the accumulated developer advances and the acquisition of water rights at the actual
or estimated values as of the date of the transactions. During 2016 building activity allowed for the liquidation
of $211,330 in tap fee liability. 14 taps were liquidated leaving a remaining balance of 202 taps.
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FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 5 - LONG TERM OBLIGATIONS (CONTINUED)
Water rights

Under an Assignment and Assumption Agreement dated October 28, 2003, the Developer assigned certain
water rights to the District. Subsequently, it was determined that it was in the best interest of the District to
reimburse the Developer for that portion of the water rights already assigned to the District by the Developer.
Accordingly, on August 1, 2006, the District entered into a Water Acquisition Agreement with the Developer
totaling $6,940,000 for reimbursement of these water rights and for the transfer of water rights not previously
assigned to the District. Simple interest accrues from the date of the agreement at 8% per annum

Under the First Amendment to Water Acquisition Agreement dated December 31, 2008, the District transferred
certain water rights originally acquired by the District in the 1980’s, back to the Developer. The water rights
transferred reduced the amount owed for the reimbursement of the original agreement by $1,784,750, based on
the appraised value of the water rights at the time of transfer. Simple interest will continue to accrue on the new
principal balance of $5,155,250 at 8% per annum.

Unissued debt
On November 4, 2003, a majority of the qualified electors of the District authorized the issuance of
indebtedness in an amount not to exceed $51,000,000 at an interest rate not to exceed 18% per annum. The full

$51,000,000 remains unauthorized and unissued as of December 31, 2016.

Changes in Long-term Debt

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
1987B Bond
Anticipation Notes $ 3,007,065 $ - $ 3,007,065 $ - 8 -
Funding agreements 10,385,036 - - 10,385,036 -
Prepaid tap fee liability 2,254,520 - 211,330 2,043,190 -
Water rights liability 5,155,250 - - 5,155,250 -
Accrued interest 17,134,124 1,402,890 5,800,084 12,736,930 -
Total loans and accrued
interest payable $ 37,935,995 $ 1402,.890 $ 9,018,479 $ 30,320,406 $ -
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FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 6 - NET POSITION

Net position is reported in three separate categories—net investment in capital assets, net position-restricted,
and net position-unrestricted.

Net investment in capital assets consists of capital assets net of accumulated depreciation and capital-related
deferred outflows of resources; reduced by borrowings and deferred inflows of resources that are attributable to
the acquisition, construction, or improvement of those assets. As of December 31, 2016 and 2015, net
investment in capital assets was as follows:

2016 2015
Net Investment in Capital Assets:
Capital assets, net of accumulated depreciation $ 23,068,885 $ 23,059,592
Estimated principal portion of long-term obligations (13.,826,033) (16,872.411)
Total Net Investment in Capital Assets $ 9242852 § 6,187,181

Net position-restricted is the difference between non-capital assets whose use is restricted for use either
externally imposed by creditors, grantors, contributors, or laws and regulations of other governments; or
imposed by law through constitutional provisions or enabling legislation, and related liabilities and deferred
inflows of resources (excluding capital-related borrowings).

Any portion of net position not already classified as either net investment in capital assets or net position-
restricted, is automatically classified as net position-unrestricted.

NOTE 7 - RISK MANAGEMENT

The District is exposed to various risks of losses related to torts; theft of, damage to and destruction of assets;
errors and omissions; injuries to employees; and natural disasters.

The District is a member of the Colorado Special Districts Property and Liability Pool (Pool) as of December
31, 2016. The Pool is an organization created by intergovernmental agreement to provide property, liability,
public officials’ liability, boiler and machinery and worker’s compensation coverage to its members. Settled
claims have not exceeded this coverage in any of the past three fiscal years.

The District pays annual premiums to the Pool for liability, property and public officials’ liability coverage. In
the event aggregated losses incurred by the Pool exceed amounts recoverable from reinsurance contracts and
funds accumulated by the Pool, the Pool may require additional contributions from the Pool members. Any
excess funds which the Pool determines are not needed for purposes of the Pool may be returned to the
members pursuant to a distribution formula.
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FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 8 - RELATED PARTIES

In 2015, the developer entities (Developers) associated with the District were modified to add an additional
entity called Forest Lakes Residential Development LLC. All current board members are employees of one of
the partners of that LLC.

The Developers acquired approximately 90% or $4,140,000 of the original principal face amount of the Series
1987B Bond Anticipation Notes. The BANs were acquired after the paying agent circulated an offer to all
bondholders as of February 14, 1995. The BANs were totally paid in October 2016 (see Note 5).

Under Funding Agreements the District had received advances from the Developers as of December 31, 2016
and 2015 totaling $10,385,036 and $10,385,036, respectively. Accrued interest on the Funding Agreements as
of December 31, 2016 and 2015 totaled $8,109,970 and $7,280,969, respectively (see Note 5).

In the Funding Reconciliation Agreement dated September 4, 2003 and effective December 31, 2002, the
District confirmed an obligation to entitle the Developers to ownership of 202 combined water and sewer taps
(see Note 5).

Under the August 1, 2006 Water Acquisition Agreement, the District agreed to reimburse the Developers for
water rights valued at $6,940,000. The reimbursement was reduced by $1,784,750 under an amendment to the
original agreement. Accrued interest on this obligation as of December 31, 2016 and 2015 totaled $4,626,960
and $4,215,540, respectively (See Note 5).

NOTE 9 - COMMITMENTS AND CONTINGENCIES

Construction Commitments

As of December 31, 2016 and 2015, the District had unexpended construction related contract commitments of
approximately $192,074 and $0, respectively.

Economic Dependency

The District has not yet established a revenue base sufficient to meet its operational expenses and is dependent
upon future growth in the District and advances from the Developer.

The District paid off the BANs in 2016 with funds received in accordance with an intergovernmental agreement
with Pinon Pines Metropolitan District No. 1.

Active development of the various properties within the District began in 2015 and continued throughout 2016.
The District’s ability to generate cash from tap fees and service fees improved in 2016.

Management is developing plans to increase revenues and lower debt service requirements. The District
continues to be dependent on the Developer for funding operational and capital expenses.
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FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 10 - INTERGOVERNMENTAL AGREEMENTS
Intergovernmental agreement with Triview Metropolitan District

On March 28, 2002, the District entered into an agreement with Triview Metropolitan District (Triview) to
jointly design, construct, operate and own the Monument Creek Interceptor (Interceptor). The costs of design
and construction of the project are paid equally by Triview and the District. In accordance with the agreements,
the District has 37% ownership and Triview has 63% ownership in the Interceptor. Initially, Triview will
operate and manage the Interceptor via a management contract with Donala Water & Sanitation District
(Donala). The costs of such management and operation of the interceptor will be paid on a quarterly basis in
direct proportion to the use of the wastewater or re-use lines, based on actual flows.

Intergovernmental agreement with Triview Metropolitan District and Donala Water and Sanitation District

The District entered into an agreement dated November 11, 1999, subsequently amended on October 25, 2001,
with Triview and Donala to define ownership rights in the wastewater treatment plant. Prior to these
agreements, the District owned approximately 60% and Triview owned approximately 40% of the treatment
facility under an agreement dated August 19, 1986. Under the amended agreement the District and Triview
transferred part ownership to Donala.

In 2009 the Districts completed an expansion of the plant to 1.75 MGD. Under the terms of the above
agreements, the three Districts reallocated ownership. Ownership was also modified under a 2009 agreement
between Triview and Donala, with Triview deeding ownership of 6.7% of the 1.75 MGD capacity to Donala.
The current ownership is 37.3% owned by Triview, 17.1% by Forest Lakes, and 45.6% by Donala. The plant is
currently being operated by Donala and all parties are responsible for their respective share of operations and
maintenance costs, based on the relative share of actual flows.

In addition, in accordance with the November 11, 1999 agreement, an ownership interest in a 24” interceptor
was transferred to the District. As a result of the transfer, the interceptor is owned 25% by the District, 50% by
Triview, and 25% by Donala.

Town of Monument Intergovernmental Agreements

On January 9, 1989, the District and the Town of Monument agreed to certain responsibilities regarding the
ownership and operations of facilities the District is empowered to construct and operate within the Town of
Monument and the allocation of certain sales tax revenues to the District. On July 18, 2005, the District and the
Town of Monument amended the original agreement to allow for the formation of a Public Improvement
Corporation and the assessment of a Public Improvement Fee, which will replace the sales tax revenues
allocated to the District.

On August 15, 2007, the District and the Town entered into an easement agreement, for the construction and
use of a water tank storage unit. This agreement allows for the construction of a 1.SMG water tank, with IMG
capacity funded by the District and .5MG capacity funded by the Town. The Town’s share of the construction
costs are in exchange for use of the additional capacity, and the District retains ownership of the entire water
tank. In accordance with the agreement, the Town shall pay its share of the construction costs to the District
periodically as the District receives invoices for costs associated with the water tank.
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FOREST LAKES METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE 10 - INTERGOVERNMENTAL AGREEMENTS (CONTINUED)
Intergovernmental Agreement with Pinon Pines Metropolitan District Nos. 1, 2 and 3

In order to fulfill the requirements of the service plan, the District entered into a Facilities Funding,
Construction, and Operations Agreements with the Pinon Pines Metropolitan District Nos. 1, 2, and 3 (the
Pinon District), effective July 19, 2004. This agreement shall remain in full force and effect until all of the
terms and conditions of the agreement have been performed in their entirety and as long as any bonds or other
obligations are outstanding. On October 6, 2016 the District entered into an intergovernmental agreement with
the Pinon District pertaining to the issuance of Series 2016 Bonds by Pinon Pines Metropolitan District No. 1.

The District will own, operate, maintain, finance, and construct facilities benefiting all of the districts, and the
Pinon Districts will contribute to the costs of construction, operation, and maintenance of such facilities.

The District will have little or no assessed valuation within its boundaries from which general obligations could
be paid, and therefore may issue revenue bonds. The Pinon Districts will either issue general obligation bonds
at various points in time and use such proceeds to pay their obligations to the District, refinance previously
issued revenue bonds of the District, or pledge their ad valorem tax revenues to the repayment of revenue bonds
issued by the District.

The service plans approve and voters within the Pinon Districts have authorized $354,900,000 of debt.
$8,330,000 in General Obligation Limited Tax Bonds were issued in October 2016. The bonds were used to
repay the BANSs.

Intergovernmental agreement with Donala Water and Sanitation District

On March 7, 2016, the District entered into an agreement with Donala Water and Sanitation District to receive
water and wastewater operating services, as well as related administration services.

NOTE 11 - AMENDMENT TO COLORADO CONSTITUTION

Colorado voters passed an amendment to the State Constitution, Article X, Section 20, which has several
limitations, including revenue raising, spending abilities, and other specific requirements of state and local
governments.

Fiscal year spending and revenue limits are determined based on the prior year’s spending adjusted for inflation
and local growth. Revenue in excess of the limit must be refunded unless the voters approve retention of such
revenue.

On November 4, 2003, a majority of the District’s electors authorized the District to collect, retain, and spend
all fees, grants and other revenues, other than ad valorem taxes, without any limitations imposed under
TABOR.

The Amendment is complex and subject to judicial interpretation. The entity believes it is in compliance with
the requirements of the amendment. However, the entity has made certain interpretations of the amendment’s
language in order to determine its compliance.
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FOREST LAKES METROPOLITAN DISTRICT
SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION
BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)

FOR THE YEAR ENDED DECEMBER 31, 2016

REVENUES
Beginning fund balance
Contract services for O&M
Interest income
Miscellaneous income
Capital contributions

TOTAL REVENUES

EXPENDITURES
District management
Facility maintenance
Insurance
Legal
Accounting and auditing
Consulting
Other
Capital outlay
Contribution to other government
Payment of prepaid tap liability
Payment to bond escrow agent
Interest expense
Reserves

TOTAL EXPENDITURES

EXCESS OF REVENUE OVER
EXPENDITURES

Less:
Depreciation
Accrued interest
Beginning fund balance

Add:
Capital outlay
Payment of prepaid tap liability
Payment to bond escrow agent

CHANGE IN NET POSITION

See the accompanying independent auditors' report.
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Variance
Favorable
Actual Budget (Unfavorable)
$ 88,608 $ 88,608 $ -
155,337 67,730 87,607
- 25 (25)
400 - 400
10,045,003 13,319,689 (3,274,686)
10,289,348 13,476,052 (3,186,704)
90,642 155,000 64,358
130,807 150,000 19,193
9,071 7,900 (1,171)
74,720 75,000 280
13,100 14,000 900
2,082 2,300 218
28,998 27,660 (1,338)
161,472 316,759 155,287
- 1,733,241 1,733,241
211,330 - (211,330)
8,807,148 9,018,478 211,330
- 1,402,891 1,402,891
- 7,058 7,058
9,529,370 12,910,287 3,380,917
759,978 $ 565,765 $ 194,213
(301,320)
(1,253,749)
(88,608)
161,472
211,330
8,807,148
$ 8,296,251



FOREST LAKES METROPOLITAN DISTRICT
SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION
BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)
FOR THE YEAR ENDED DECEMBER 31, 2016

Ending fund balance is calculated as follows:

Current assets $ 1,029,587
Current liabilities (269,609)
$ 759,978

See the accompanying independent auditors' report.
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