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INDEPENDENT AUDITOR'S REPORT

Board of Directors
Lowell Metropolitan District
Colorado Springs, Colorado

We have audited the accompanying financial statements of the governmental activities and each major
fund of the Lowell Metropolitan District (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 an opinion 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 opinion.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of the Lowell
Metropolitan District, 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.

Emphasis of Matter Regarding Going Concern

The accompanying financial statements have been prepared assuming that the Lowell Metropolitan
District will continue as a going concern. As discussed in Note 5 and Note 6 to the financial statements,
the District was unable to make its full 2016 principal and interest payments on its limited tax general
obligation bonds series 2004. The unpaid interest will be capitalized to the principal balance of the loan.
The assessed property valuations have been lower than originally estimated when the bonds were issued
due to economic conditions. This has resulted in the use of the debt reserve funds as well as a line of
credit established by the developer. All available sources of liquidity have been used by the District, and
only the future revenues will be available for future bond maintenance payments.

Based on current estimates, the District will be unable to meet future obligations when due, which will
result in accrued interest that is accumulating faster than the District can pay it. Further, management is
limited in its ability to develop a plan due to the fact that the District has no assets available to liquidate,
and the service plan does not allow for additional debt to be issued. The absence of available sources of
liquidity and increasing amounts of accrued interest, raise substantial doubt about the District’s ability to
continue as a going concern. The financial statements do not include any adjustments that might result
from the outcome of this uncertainty. Our opinion is unmodified 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 and budgetary comparison information be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required
by the Governmental Accounting Standards Board, 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.
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Colorado Springs, CO 80903
June 29, 2017
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LOWELL METROPOLITAN DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2016

Going Concern

The Lowell Metropolitan District has no employees, and as such, they are heavily reliant on paid third
party service providers to provide guidance to the Board of Directors. Management, as it is used in the
Management Discussion and Analysis refers the Board of Directors.

Management assessed the current debt obligations and the District’s ability to continue as a going
concern, and their response is below.

The District has a service plan mill levy limitation 40 mills, subject to a current Gallagher adjustment to
48.94 mills, of which 5 mills can be used for operating and maintenance expenses. The District is
imposing its maximum Mill Levy, and pledging all “Pledged Revenues”, less the allowable
administrative expenses, identified under the indenture to the payment of the Series 2004 Bonds
(“Bond™), and therefore it is fulfilling such relevant covenants under the Bond indenture. Any full
annual debt service not being made is not due to the District failing to perform a Bond covenant, but
rather, is due to the impact of the lagging assessed valuation within the District when 43.94 mills of debt
service is imposed. Bond holders cannot force the District to impose a mill levy beyond the already
imposed maximum permitted Mill Levy.

Management evaluated the possibility of refunding the Bonds through discounted bond pricing. The
District had its bond underwriter, DA Davidson, look at the options for refinance in April 2014. Due to
the natural ending of the TIF revenue and the lagging assessed valuation growth within the District, the
conclusion from DA Davidson was that there is currently no viable option for the District to refinance
the Bonds at this time. The Bonds mature in 2033, and if the District does not have sufficient revenue to
pay the principal and accrued interest, per section 2.4 of the indenture, the interest keeps accruing until
the principal is paid. The District would continue to impose the debt service mill levy accordingly.

Dissolution of the District would occur only if the District has fulfilled the purpose it was created for
and its debt is current and being paid or has been discharged. The District could then seek dissolution
with a plan for continued bonded debt service mill levy being imposed while the District stays in
existence to such an extent as necessary to adequately provide for the payment of such outstanding debt.
Conditions needed to be able to dissolve do not exist for the District at this time.

The District, by annually certifying its maximum mill levy and pledging all Pledged Revenue to the
payment of the Bonds, is performing such covenants under the indenture. The District is imposing the
maximum allowed mill levy and using 43.94 mills for debt along with the specific ownership tax
revenue. The District will continue to perform its required indenture covenants, just like it has been
doing since the Bonds were issued. The District will continue its existence, continue to impose its annual
required mill levy and continue to provide the trustee with the pledged revenues.

Once the annual valuations grow, the opportunities for debt refinance should materialize.



LOWELL METROPOLITAN DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2016

The District

The Lowell Metropolitan District (District) is a quasi-municipal corporation and political subdivision of
the State, organized pursuant to Title 32, Article 1, Sections 101 et seq. Colorado Revised Statutes, as
amended. The District was formed in November 2000.

The District is located in the City of Colorado Springs and El Paso County, Colorado. The District 1s
approximately four blocks from the center of the City’s downtown and is part of the City's South Central
Downtown area, a downtown urban platted area that is the subject of the City's South Central Downtown
Urban Renewal Plan approved by the City Council of the City on April 26, 1988, as amended. The
Lowell Neighborhood possesses historic Victorian architectural sites which have been restored,
including its 110-year-old architectural anchor, the Lowell School, which has been completely renovated
and converted to an office building. The District currently contains approximately 58 acres.

The District was organized primarily to finance the design, acquisition, installation and construction of
water improvements, street improvements, public park and recreation/landscaping improvements and
sanitary sewer improvements for the Development.

The Developer and the Development

Lowell Development Partners LLC (Developer), formed in 1998, was selected by the City to develop
the Lowell Neighborhood development project, an urban redevelopment project in downtown Colorado
Springs, Colorado (Development or Lowell Neighborhood). The boundaries of the Development and the
District are virtually coterminous.

Prior to the District's formation, the Urban Renewal Authority of the City of Colorado Springs, Colorado
(Renewal Authority) and the Developer, entered into an Agreement for Disposition and Redevelopment
dated as of December 16, 1999, pursuant to which the Renewal Authority agreed to make payments
from incremental property taxes, remitted to the Renewal Authority by the Treasurer of El Paso County
to the Developer, for reimbursement of Developer's costs incurred in connection with the redevelopment
of the Lowell Neighborhood.

In accordance with its Service Plan, the District was formed to provide public improvements to be
dedicated to the City of Colorado Springs on behalf of Colorado Springs Utilities or to be retained by the
District for the use and benefit of the District’s property owners, inhabitants and taxpayers. The service
plan of the District limits the debt and general mill levy of the District.

In 2000, the qualified electors approved debt authorization of $11,000,000 to be used for construction of
infrastructure. At this time, the service plan limits this authorization to an issuance of $9,300,000.

In December 2004, the bonds were sold to a third party for $9,300,000. As of December 31, 2016, the
bonds had an outstanding principal balance of $7,940,000.



LOWELL METROPOLITAN DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2016

Overview of financial statements

The contents of this memorandum are intended to serve as an introduction to the District’s basic
financial statements.

Government-wide financial statements

The government-wide statement of net position and statement of activities are designed to provide
readers with a broad overview of the District’s finances using the economic resources measurement
focus and accrual basis of accounting. Revenues are recorded when eamed and expenses are paid and
recorded when a liability is incurred, regardless of the timing of the related cash flow.

The accounts of the District are organized on the basis of funds. Each fund is considered an independent
fiscal and accounting entity with a self-balancing set of accounts recording cash and/or other assets,
together with all related liabilities, obligations, reserves and equities that are segregated for the purpose
of carrying on specific activities or attaining certain objectives in accordance with special regulations,
restrictions or limitations.

The District uses a general fund to monitor its financial resources. The District adopts an annual
appropriated budget for the fund. A budgetary comparison statement has been provided.

Comparative statement of net position with related comments

Increase
Assets 2016 2015 (decrease)
Cash $ 20,643  $ 23,203 § (2,560)
Other assets 221,244 212,010 9,234
Total assets $ 241,887 § 235213 §$ 6,674
Liabilities
Annually appropriated reimbursement
obligations - Developer $ 1,269,783 § 1,269,783 § -
Other liabilities 1,058,568 688,060 370,508
Bond principle due in one year 560,000 320,000 240,000
Bonds payable 7,380,000 7,620,000 (240,000)
Total liabilities $ 10,268,351 § 9,897,843 § 370,508
Deferred inflows of resources
Property taxes $ 221,244 § 206,947 § 14,297
Net position
Restricted for emergencies 25,053 30,812 (5,759)
Unrestricted (deficit) (10,272,761) (9,900,389) (372.372)
Total net position $ (10,247,708) $ (9,869,577) §  (378,131)




LOWELL METROPOLITAN DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2016

Government-wide financial statements - Continued

Other assets — Property tax receivable increased due to increases in property assessments.
Other liabilities — Scheduled unpaid interest was accrued.
Bonds payable - No principal payments were made on the outstanding bond balance.

Net position - Deficit increased approximately $378,000 as a result of the loss from operations for the
year. The loss from operations was partially funded from advances in the annually appropriated
reimbursement obligations — Developer and the remaining loss was accrued as additional interest
payable.

Comparative statement of activities with related comments

Increase
(decrease)
2016 2015 in net position
Expense
General and administrative $ 31,343 § 44997 § 13,654
County treasurer fee 3,122 3013 (109)
Interest 575,650 575,647 (3)
Total expense 610,115 623,657 13,542
Revenue
Tax 230,165 221,628 8,537
Interest 1,819 1,811 8
Total revenue 231,984 223,439 8,545
Change in net position (378,131) (400,218) 22,087
Net Position
Beginning of the year (9,869,577) (9,469,359) (400,218)
End of the year $ (10,247,708) $ (9,869,577) § (378,131)

General and administrative — Legal and accounting expenses decreased in 2016.

Tax revenue — Property assessments increased for taxes collected in 2016.



LOWELL METROPOLITAN DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2016

Government-wide financial statements - Continued

Original and final budget

Budgeted Amounts
Original Final Change
Revenue
Taxes $ 222947 $§ 222947 $ -
Interest income - - -
Total revenue 222,947 222,947 -
Expenditure
Debt interest 194,259 194,259 -
Other expenditures 46,300 46,300 -
Total expenditure 240,559 240,559 -
Revenue under expenditure $ (@17612) $ (17612) $ -

There were no budget amendments in 2016.

Budget and actual statement of activities comparison

Actual Variance
Final budgetary favorable
budget basis (unfavorable)
Revenue
Taxes $ 222947 $ 230,165 $ 7,218
Interest - 1,819 1,819
Total revenue 222,947 231,984 9,037
Expenditure/expense
Debt interest 194,259 206,697 (12,438)
Other expenses 46,300 29,830 16,470
Total expenditure/expense 240,559 236,527 4,032
Revenue over (under) expenditure
(non-G AAP basis) $ (17,612) $ (4,543) $ 13,069

Taxes — Specific ownership tax received was higher than budgeted.

Debt interest — Available funds for debt interest payment were greater than budgeted.

<7 -



LOWELL METROPOLITAN DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2016

Requests for information

Additional information or questions may be addressed to the Lowell Metropolitan District, c/o Lowell
Development Partners, LLC, 201 E. Las Animas Street, Suite 101, Colorado Springs, CO 80903.



FINANCIAL STATEMENTS



LOWELL METROPOLITAN DISTRICT
STATEMENT OF NET POSITION AND GOVERNMENTAL FUND BALANCE SHEET

DECEMBER 31, 2016
Governmental Statement of
fund Adjustments net position
ASSETS
Cash 18,575 - 18,575
Cash with County Treasurer 2,068 - 2,068
Property tax receivable 221,244 - 221,244
Total assets 241,887 - 241,887
LIABILITIES
Accounts payable 3,098 - 3,008
Accrued interest payable 1,055,470 - 1,055,470
Bond principle due in one year 320,000 240,000 560,000
Bonds payable - 7,380,000 7,380,000
Annually appropriated reimbursement
obligations - Developer 1,269,783 - 1,269,783
Total liabilities 2,648,351 7,620,000 10,268,351
DEFERRED INFLOWS OF RESOURCES
Property taxes 221,244 - 221,244
FUND BALANCES
Restricted for emergencies 25,053 (25,053) -
Unassigned (2,652,761) 2,652,761 -
Total fund balances (2,627,708) 2,627,708 -
Total liabilities, deferred inflows
of resources and fund balances 241,887
NET POSITION
Restricted for emergencies 25,053 25,053

Unrestricted (deficit)

Total net position

See notes to financial statements
T

(10,272,761)

(10,272,761)

$ (10,247,708)

$ (10,247,708)




LOWELL METROPOLITAN DISTRICT
RECONCILIATION OF THE GOVERNMENTAL FUND BALANCE SHEET
TO THE STATEMENT OF NET POSITION
DECEMBER 31, 2016

Fund balance per the governmental fund balance sheet $  (2,627,708)

Amounts reported for governmental activities in the
statements of activities are different because

Long-term liabilities, including bonds payable, are not
due and payable in the current period, and therefore,
are not reported as liabilities on the governmental
fund; however, those liabilities are reported on the
statement of net position. Such liabilities at year end
consisted of

Bonds payable (7,620,000)
Total (7,620,000)
Total net position per government-wide financial statements $ (10,247,708)

See notes to financial statements
e fih=



LOWELL METROPOLITAN DISTRICT
STATEMENT OF ACTIVITIES AND GOVERNMENTAL FUND REVENUE,
EXPENDITURE, AND CHANGES IN FUND BALANCE

YEAR ENDED DECEMBER 31, 2016

Expenditure/expense
County Treasurer's collection fee
Debt service expense
Accounting and audit
Insurance
Legal
Continuing disclosure services
Trust fees
Miscellaneous
Total expenditure/expense

Revenue
Property tax
Specific ownership tax
Interest
Total revenue

Change in fund balance/net position
Fund balance/net position

Beginning of the year
End of the year

See notes to financial statements

Governmental Statement of
fund Adjustments activities

$ 3,122 - $ 3,122
800,650 (225,000) 575,650
12,620 - 12,620

3,362 - 3,362

10,211 - 10,211

2,500 - 2,500

2,500 - 2,500

150 - 150

835,115 (225,000) 610,115

206,352 - 206,352

23,813 - 23,813

1,819 - 1,819

231,984 - 231,984
(603,131) 225,000 (378,131)
(2,024,577) (7,845,000) (9,869,577)

$  (2,627,708) $

(7,620,000)

$  (10,247,708)

] =



LOWELL METROPOLITAN DISTRICT
RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT
OF REVENUE, EXPENDITURE AND CHANGES IN FUND BALANCE
TO THE STATEMENT OF ACTIVITIES
YEAR ENDED DECEMBER 31, 2016

Net change in fund balance - governmental fund $ (603,131)

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

Long term liabilities are not recorded in the fund financial
statements while amounts past due are recorded in the fund
financial statements 225,000

Change in net position $  (378,131)

See notes to financial statements
212 -
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LOWELL METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Lowell Metropolitan District (District) have been prepared in conformity
with generally accepted accounting principles (GAAP) as applied to governmental units. The
Governmental Accounting Standards Board (GASB) is the accepted standards-setting body for
establishing governmental accounting and financial reporting principles.

The District’s annual financial reports include the accounts and funds of all District operations presented
in accordance with GASB Statement No. 34, Basic Financial Statements — and Management's
Discussion and Analysis — for State and Local Governments.

GOING CONCERN ISSUES ARISING FROM THE INABILITY TO PAY MATERIAL
OBLIGATIONS AS THEY BECOME DUE

Outside of the projected revenues for the District of approximately $230,000, the District has no other
available sources of liquidity and the Districts' debt service requirements and normal operating expenses
significantly exceed that projected revenue.

These conditions raise substantial doubt about the District’s ability to continue as a going concern.

Despite these challenges, management intends to continue operations with the anticipation that as the
economy improves, the ability to refinance the bonds will present itself.

History of the District and reporting entity

History - The District is a quasi-municipal corporation and political subdivision of the State of Colorado
organized pursuant to Title 32 Article 1, Sections 101 et seq Colorado Revised Statutes as amended
(District Act). On November 7, 2000, the qualified electors voted in favor of the District’s formation,
elected its initial Board of Directors, and approved the debt and limited tax questions. On May 29, 2002,
the El Paso County District Court issued a Court Order and Decree ordering and approving the
organization of the District. On July 1, 2002, the District’s Board of Directors held its first
organizational meeting.

The District is located in the City of Colorado Springs (City) and El Paso County (County) Colorado.

The District was organized primarily to finance the design, acquisition, installation and construction of
water improvements, street improvements, public park and recreation/landscaping improvements and
sanitary sewer improvements (Facilities) for the Lowell Neighborhood Development Project (Project).

The Project is located approximately four blocks from the center of the City’s downtown area and is part
of the City’s South Central Downtown Urban Renewal Plan.

Reporting entity - The District is a special district, governed, under the terms of the District Act, as
defined in the Colorado State Statutes, by an elected five-member Board.

For financial reporting purposes, the District is a single unit entity, with a single purpose, and includes
all funds for which it is financially accountable. The District has no component units for which it is
responsible for reporting or controlling. The District does not exercise any power over any other entity.

=13 =



LOWELL METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
Government-wide and fund financial statements

Government-wide financial statements - The government-wide financial statements (i.e. the
statement of net position and the statement of activities) report information on all of the non-
fiduciary activities of the government. The statement of activities demonstrates the degree to which
program revenues are sufficient to cover the direct expenses of the District.

The government-wide financial statements use the economic resources measurement focus and the
accrual basis of accounting. Revenue is recorded when earned and expense is recorded when a
liability is incurred regardless of the timing of the related cash flow.

Governmental fund financial statements - The accounts of the District report in a single general
fund. Within the general fund are self-balancing set of accounts recording cash and/or other assets
together with all related liabilities, obligations, reserves, and equities, segregated for the purpose of
carrying on specific activities or attaining certain objectives in accordance with special regulations,
restrictions, or limitations.

Governmental fund financial statements use the current financial measurement focus and the
modified accrual basis of accounting. Revenue recognition is contingent on the measurable and
available resources reported as current assets or available for use within one year. Taxpayer assessed
income and gross receipts are “measurable” when in the hands of intermediary collecting
governments and are recognized as revenue at that time. Anticipated refunds of such taxes are
liabilities and reductions of revenue when they are measurable and their validity seems certain.

Expenditures, under the modified accrual basis of accounting, recognize liabilities when incurred,
regardless of when they are paid. Exceptions to this general rule include principal and interest on
general long-term debt which is recognized when due.

The more significant of the District’s accounting policies are as follows:

Basis of accounting - Basis of accounting refers to when revenue and expenditure/expense are
recognized and reported in the financial statements and relates to the timing of the measurements made,
regardless of the measurement focus applied.

Budgets and budgetary accounting - The budget process begins in the fall of each year. The District’s
outsourced accounting firm submits a compiled budget for the fiscal year commencing the following
January 1, to the Board of Directors. The budget reports the various funds reported within the general
fund. The budget includes expenditures, any actual or estimated deficits, and the means of financing
them. The District solicits comments from the public relating to the proposed budget. The District
obtains any taxpayer comments. Prior to December 31, the Board legally enacts the budget.

The District has authorized the outsourced accounting firm to transfer budgeted amounts between line
items of the District budget; however, the Board of Directors must approve any revisions that alter the
total expenditures of the District.

- fd -



LOWELL METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Colorado Revised Statutes require that all governmental funds have legally adopted budgets and
appropriations. Total expenditures for each fund may not exceed the amount appropriated. All
appropriations lapse at the end of each fiscal year. Appropriations may increase during the fiscal year
provided unanticipated revenue offsets them.

Capital assets - Capital assets are at historical cost. Improvements complete have been transferred to the
City of Colorado Springs and any future improvements will also be turned over to the City of Colorado
Springs, and other non-related third parties upon completion of the project. After turnover, maintenance
and operation of the assets becomes the responsibility of the third parties. Accordingly, the District will
relinquish control and ownership of all capital assets and recognize no depreciation.

Employee benefits - The District contracts a third party to perform the management functions of the
District and currently has no employees.

Fund balance classifications - The governmental funds present fund balances on classifications that
comprise a hierarchy based primarily on the extent to which the District is bound to honor constraints on
the specific purposes for which amounts in the respective government funds can be spent. The
classifications available are as follows:

Non-spendable - includes amounts that are (a) not in spendable form or (b) legally or contractually
required to be remaining intact. The “not in spendable form” criterion includes items that are not
expected to be converted to cash such as inventories, prepaid items and long-term notes receivable.

Restricted - includes amounts that are restricted for specific purposes stipulated by external resource
providers constitutionally or through enabling legislation.

Committed - includes amounts restricted for the specific purposes determined by the passage of a
resolution of the District’s Board of Directors. Modifications or changes to commitments require the
District’s Board of Directors approving a new resolution.

Assigned - includes amounts intended to be used by the District for specific purposes that are neither
restricted nor committed. Intent is expressed by the District’s Board of Directors to which the
assigned amounts are to be used for specific purposes. Assigned amounts include appropriations of
existing fund balance to eliminate a projected budgetary deficit in the subsequent year’s balance.

Unassigned - this is the residual classification for the general fund.

In circumstances where an expenditure is incurred for a purpose for which amounts are available in
multiple fund balance classifications, fund balance is reduced in the order of restricted, committed,
assigned and unassigned.

- 15



LOWELL METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Net position classifications - The government-wide financial statements classify net position in the
following categories:

Invested in capital assets, net of related debt - this classification consists of capital assets net of
accumulated depreciation and reduced by outstanding related debt that is attributed to the
acquisition, construction, or improvement of capital assets.

Restricted net position - this classification consists of restrictions created by external creditors,
grantors, contributors, laws or regulations of other governments, enabling legislation and
constitutional provisions.

Unrestricted net position - this classification represents the remainder of net assets that do not meet
the definition of “invested in capital assets, net of related debt”, or “restricted net assets”.

Fair value of financial instruments - The District’s financial instruments include cash and cash
equivalents, tax receivable, interest payable and bonds payable. Due to the current economic conditions
affecting the District, the bonds value on the balance sheet reflects amortized historical value, which
may not approximate the fair value. The District estimates that the fair value of all other financial
instruments at December 31, 2016, does not differ materially from the aggregate carrying value of its
financial instruments recorded in the accompanying balance sheet.

Estimates - The preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expense during the period.
Actual results could differ from those estimates.

NOTE 1 - RESTRICTED CASH AND CASH EQUIVALENTS

The Colorado Public Deposit Protection Act (PDPA) requires that all units of local government deposit
cash in eligible public depositories. State regulators determine which public depositories are eligible on
an annual basis. Eligible public depositories collateralize all deposited funds in excess of federal
insurance according to the PDPA. PDPA allows the depository to create a single collateral pool for all
public funds in excess of the FDIC. An independent depository must hold collateral funds and they must
be equal to 102% of the aggregate uninsured deposits. The District has not adopted a formal deposit and
investment policies; however, the District follows State Statues regarding deposits and investments.

The government categorizes deposits to give an indication of risk assumed by the government at the end
of the year. The various categories are as follows: a) Uncollateralized; b) Collateralized with securities
held by the pledging institution; ¢) Collateralized with securities held by the pledging institution’s trust
department or agent but not in the depositor-government’s name.

< TG



LOWELL METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - RESTRICTED CASH AND CASH EQUIVALENTS - Continued

Custodial credit risk deposits - Custodial credit risk is the risk that in the event of bank failure, the
Districts’ deposits may be lost, despite the PDPA collateralized funds. As of December 31, 2016, the
District’s cash holdings did not exceed the FDIC insurance. Funds held by the treasurer are
collateralized under the PDPA.

As of December 31, 2016, the District’s deposits are as follows:

Carrying Bank
amount balance
Cash
Cash held by the treasurer (PDPA) $ 2,068 $ 2,068
Insured (FDIC insured) 18,575 18,575
$ 20,643 § 20,643

NOTE 2 - CAPITAL ASSETS

As of December 31, 2007, the District had expended all construction-designated funds and had
transferred the completed capital assets to the City.

NOTE 3 - TAX, SPENDING AND DEBT LIMITATIONS

In November 1992, the voters of Colorado approved the Taxpayer’s Bill of Rights (TABOR), which
added Section 20 to Article X of the Colorado Constitution. TABOR contains tax, spending, revenue
and debt limitations that apply to the State of Colorado and all local governments.

Some provisions of TABOR require further judicial interpretation. The District makes no representation
as to the overall impact of TABOR on the future activities of the District, including its ability to
generate sufficient revenues for its general operations, to undertake additional programs, or to engage in
any subsequent financing activities.

TABOR also requires local governments to establish emergency reserve funds. The reserve funds are
emergency funds equal to at least 3% of fiscal year spending, as defined in the statutes. TABOR allows
local governments to impose emergency taxes (other than property taxes) if certain conditions are met.
TABOR emergency reserves cannot compensate for economic conditions, revenue shortfalls, or local
government salary or benefit increases. As of December 31, 2016, the District has reserved
approximately $25,000 towards the TABOR emergency reserve requirements.

The District has assessed it’s compliance with TABOR and believes it is in material compliance.

NOTE 4 - 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 provides for these
risks through the purchase of commercial insurance.
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LOWELL METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 5 - LONG-TERM DEBT

Long-term debt consists of limited tax general obligations bonds. The District was responsible for
principal payments of $225,000 and $95,000 during the fiscal years ending December 31, 2016 and
2015, respectively, which were not paid and are included in the bond principle due in one year on the
Statement of Net Position. A summary of changes in long-term debt is as follows:

Beginning Ending
balance Additions Payments balance
$ 7,940,000 $ - $ - $ 7,940,000

NOTE 6 — LIMITED TAX GENERAL OBLIGATION BONDS

On June 1, 2005, the District issued limited tax, general obligation bonds to provide funds for the
acquisition and construction of improvement facilities located within the District and to finance other
costs associated with issuing the bonds and organizing the District.

The Series 2004 Bonds ($9,300,000 original issue) carry an interest rate of 7.25% principal and interest,
payable semi-annually on June and December 1, commencing on June 1, 2005, and maturing on
December 1, 2033. In 2011, the District issued the First Supplemental Trust Indenture. The bondholders
of a majority of the aggregate principal amount of the bonds consented to and approved the First
Supplemental Trust Indenture. The purpose of the First Supplemental Trust Indenture was to revise the
mandatory sinking fund redemption schedule to reflect such redemption of the Series 2004 Bonds.

The bonds are subject to redemption prior-to maturity at the option of the District and are subject to
mandatory sinking fund redemption. The mandatory sinking fund redemption dates are the same as the
principal debt service requirement dates.

Set forth in the following table are the debt service requirements for the Series 2004 bonds through
maturity after issuance of the First Supplemental Trust Indenture, based on outstanding balances as of
December 31, 2016.

Year Principal Interest Total
Past-due $ 320,000 $ 1,055470 $ 1,375,470
2017 240,000 575,650 815,650
2018 260,000 558,250 818,250
2019 280,000 539,400 819,400
2020 300,000 519,100 819,100
2021 320,000 497,350 817,350
2022-2026 1,980,000 2,104,675 4,084,675
2027-2031 2,810,000 1,274,550 4,084,550
2032-2033 1,430,000 203,725 14635725

$ 7,940,000 $ 7,328,170 $ 15,268,170

At December 31, 2016, the accrued interest balance included approximately $1,007,000 of scheduled
unpaid interest.
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LOWELL METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 7 - RECONCILIATION OF BUDGET TO ACTUAL

The District prepares its budget on a basis of accounting other than generally accepted accounting
principles (GAAP). A reconciliation of the budgetary basis to GAAP is provided on the schedule of
revenue, expenditure, and changes in fund balance (non-GA AP basis) and actual - general fund.

NOTE 8 - CONTINGENCIES

The District constructed infrastructure assets, and as assets were completed, transferred the completed
assets to the City and other non-related third parties. However, the 2004 Series bonds are exclusively the
responsibility of the District, and do not constitute a debt or indebtedness by the City, the recipient of the
- assets constructed with the bond funds.

The District was liable for any construction defects for a period of one year after initial acceptance by
the City for any water and sewer related assets, and for two years for street and drainage related assets.
As of December 31, 2016, the District is not liable for any construction defects.

The District is also subject to compliance requirements as defined in the indentures of the 2004 Limited
Tax General Obligation Bonds. As of December 31, 2016, management was not aware of any contingent
liabilities arising from compliance issues with the general obligation bonds.

NOTE 9 - RELATED PARTIES AND POTENTIAL CONFLICT OF INTEREST

The District selected Lowell Development Partners LLC (Developer) to develop the Project. The
members of the Board are either officers or employees of the Developer or have had other business or
professional relationships with the Developer.

The Developer has funded the required bond reserve of $1,252,000. As of December 31, 2016, the bond
reserve was fully drawn. The Developer has no further obligations as it relates to the general obligation
bonds.

The indenture assigns rights and options to the Developer. Among the rights assigned, is the right to
issue subordinate debt for repayment of the costs for the funding of the reserve requirement and for
other expenses incurred by the Developer not reimbursed. Further, the Developer obtained purchase
option rights to land within the development. As of December 31, 2016, the Developer has not exercised
these rights.

The Developer has made cash advances to the District. These advances are currently non-interest
bearing and represent annually appropriated reimbursement obligations. The District does not impute
interest due to the right of the Developer to request reimbursement of the accumulated interest relating
to the reserve in the future. The payment of the debt is contingent on the Developer exercising his right
to reimbursement, available surplus funds, and the extinguishment of the bonds per the indenture
agreement. Given the current remote possibility of this happening, the District has made no estimates as
to any potential liability relating to these rights.

1o 2



LOWELL METROPOLITAN DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 9 - RELATED PARTIES AND POTENTIAL CONFLICT OF INTEREST - Continued

Developer advance activity (line of credit) for the year ended December 31, 2016, is as follows:

Beginning Ending
balance Additions Payments balance
$ 1,269,783 § - $ - $ 1,269,783

NOTE 10 - SUBSEQUENT EVENTS

Management has evaluated events through June 29, 2017, the date on which the financial statements
were available to be issued.

The June 2017 interest payment of $287,825 was partially paid in the amount of $147,809 on June 1,
2017. No principal was paid on the bonds subsequent to year end.
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LOWELL METROPOLITAN DISTRICT
SCHEDULE OF REVENUE, EXPENDITURE, AND
CHANGES IN FUND BALANCE
BUDGET (NON-GAAP BASIS) AND ACTUAL - GENERAL FUND
YEAR ENDED DECEMBER 31, 2016

Variance
with
Actual final budget
Budgeted amounts budgetary favorable
Original Final basis (unfavorable)
Revenue
Property tax $ 206,947 $ 206,947 $ 206,352  § (595)
Specific ownership tax 16,000 16,000 23,813 7,813
Interest income - - 1,819 1,819
Total revenue 222,947 222,947 231,984 9,037
Expenditure
County treasurer's collection fee 5,300 5,300 3,122 2,178
Accounting and audit 16,400 16,400 12,620 3,780
Insurance 3,000 3,000 283 2,717
Legal 12,000 12,000 11155 845
Continuing disclosure services 5,000 5,000 - 5,000
Trustee fees 4,500 4,500 2,500 2,000
Miscellaneous 100 100 150 (50)
Debt service
Interest 194,259 194,259 206,697 (12,438)
Total expenditure 240,559 240,559 236,527 4,032
Revenue over (under) expenditure
(non-GAAP basis) $ (17,612) $ (17,612) (4,543) $ 13,069
GAAP adjustments
Prepaid expense (3,079)
Accounts payable (1,556)
Past due principal and interest (593,953)
Revenue over (under) expenditure
(GAAP basis) (603,131)
Fund balance
Beginning of the year (2,024,577)
End of the year $ (2,627,708)

See accompanying independent auditors' report and notes to financial statements
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LOWELL METROPOLITAN DISTRICT
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY INFORMATION

Lowell Metropolitan District (District) adheres to the following procedures in establishing the budgetary
data reflected in the budgetary comparison schedule.

The budget process begins in the fall of each year. The District’s outsourced accounting firm, submits a
compiled budget, for the fiscal year commencing the following January 1 to the Board of Directors. The
budget reports the various funds reported within the general fund. The budget includes expenditures, any
actual or estimated deficits, and the means of financing them. The District solicits comments from the
public relating to the proposed budget. The District obtains any taxpayer comments. Prior to December
31, the Board legally enacts the budget. The General Fund uses the cash basis of accounting in preparing
the budget.

The District has authorized the outsourced accounting firm to transfer budgeted amounts between line
items of the District budget; however, the Board of Directors must approve any revisions that alter the
total expenditures of the District.

Colorado Revised Statutes require that all governmental funds have legally adopted budgets and
appropriations. Total expenditures for each fund may not exceed the amount appropriated. All
appropriations lapse at the end of each fiscal year. Appropriations may increase during the fiscal year
provided unanticipated revenue offsets them.
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