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The District General Manager is responsible for carrying out the policies and resolutions of the
governing board, for overseeing the day-to-day operations of the District, and directly manages three
non-statutory departments (headed by appointed department heads) — Water and Wastewater
Operations; Engineering; and Finance and Administrative Services.

The basis for determining the reporting entity is established by the Governmental Accounting
Standards Board's (GASB) Statement No. 14, The Financial Reporting Entity. The financial reporting
entity for the CAFR is Centennial Water and Sanitation District as legally defined. The District has
no component units (legally separate entities for which the primary government is financially
accountable).

FACTORS AFFECTING FINANCIAL CONDITION

Revenue Base

The District’s primary revenue sources are rates assessed based on water usage and consumption and
reserved capacity fees based on tap fees assessed against new property as it is connected. The rates
are designed to fund general operation and maintenance expenses, debt service, major repair reserves
and portions of the water acquisition program. Reserved capacity fees pay for capital projects.

The District has historically benefited, especially in funding necessary infrastructure development, by
strong growth within the Highlands Ranch community. As the community matures, the District relies
more on the rate base that has been developed, complemented by continued growth potential for the
remaining housing development and significant opportunities for commercial and retail growth.

Actual growth in 2017 for the two areas the District serves, the Highlands Ranch Metro District and
Northern Douglas County Water and Sanitation District, can be summarized on the following table:

Highlands Northern
In 2017 Ranch Douglas
Single Family Residential 118 0
Multi Family Residential 384 0
Nonresidential acres 0 0
Nonresidential 3/4" equivalents 52 0
1981 - 2017
Single Family Residential 28,760 1,528
Multi Family Residential 7,203 104
Nonresidential 3/4" equivalents
Indoor Use 3,352
Irrigation Uses 2,374
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The District deposits directly to the Water Acquisition Fund an amount equal to $.50 (increasing
to $.57 in 2018)/ 1,000 gallons of water billed.

The policy for transferring current assets in excess of the above requirements are:

e to the Reserve Fund

o a transfer of $2.1 million less any miscellancous capital expenditures that occurred in
the operations fund during the fiscal year

¢ to the Financial Assurance Fund
o any remaining net current assets are transferred to a Financial Assurance Fund.

e cach year during the adoption of the next year’s budget the Board will review the forecasted
fund balances and, if necessary, direct transfers from the Financial Assurance Fund to other
funds to meet the financial needs of the District.

Long Range Capital Improvement Planning and Debt Management

The District maintains a comprehensive multi-section Capital Improvements Plan that is reviewed
on an annual basis and updated as necessary. The plan includes:
e aFacility Plan section details in the base infrastructure necessary to provide basic service
at build out of the service area. This amount is funded from reserve capacity payments.
e alook at the short-term requirements for additional surface water acquisition.
e facilities required due to the changing regulatory environment. Funding will be evaluated
for these facilities and upgrades as the improvements are required.

In recent years, accumulated reserved capacity fee collections have not only been sufficient to pay
for all of the identified base infrastructure capital projects but also the capital projects fund balance
which exceeds the identified remaining Facility Plan project costs.

In the early years, debt was issued to fund all major capital outlay. In addition, future water
acquisition and regulatory improvements may require some additional debt. During the most recent
review by Standard & Poor’s (2016) the District’s rating was upgraded from AA+to AAA.

The District achieved this level in part based on:
o Strength of the District’s financial performance as indicated by five consecutive years of good
debt service coverage and very strong liquidity.
e Overall low debt levels
e Ample water supply which officials believe will be sufficient to meet projected build out
demand.

During 2013 the District applied for a Colorado Water Conservation Board Loan for up to 90% of
the Chatfield Reallocation Project (described below) costs. In May 2014 the loan was approved
by CWCB in 3 tranches with each at a rate of 3%. The proceeds will be distributed similar to a
construction loan. Interest may be deferred until construction is complete but the District
anticipates making semi-annual payments. Draws began in 2017. As of December 31, 2017 the
total amount drawn was $1,569,065.



Pension and other employee benefits

The District does not participate in Social Security but does maintain a defined contribution pension
plan. All regular District employees are required to participate in the Plan and are eligible on their
date of hire. Eligible employees are required to contribute 6.2% of pay, which is matched by the
District. The contribution level was established equivalent to the Social Security requirements and
total contributions will be capped at the same maximum as established for Social Security
contributions. In addition, the District offers all regular employees the option to contribute to a 457
plan. The District matches the employee contributions to the 457 plan up to a maximum of 4%.

The District is a member of the Colorado Special District Association pool that provides medical,
dental, vision, short-term disability and life insurance benefits. The health insurance plans allow
retirees who have reached age 50 and 15 years of service to retire and stay in the plan until age 65.
All premiums are the responsibility of the retired employee. There are five past employees taking
advantage of the benefit.

MAJOR INITIATIVES

Wastewater

The Colorado Water Quality Commission has approved regulations for more stringent standards
for treating discharges from wastewater treatment plants across the state. The District will
continue to address implementation to meet the requirements over the next 5 years. During 2017
the District began design required to complete upgrades to the plant as the result of the
regulations as well as to improve efficiencies.

Water

The District has reviewed the water distribution system for any delivery constraints that may
exist and that may be reduced or eliminated with additional capital outlay. The chosen option
was another pump station. Construction of the new pump station began in 2017 and is
anticipated to be completed in June 2018. The estimated cost is $9.8 million.

Additional supplies of renewable surface water to supplement the existing water portfolio are
planned through participation in two major regional projects.

e The District is a major participant in reallocating flood storage space to municipal uses in
Chatfield Reservoir. The final phase of approval through the US Army Corps of
Engineers was approved in October 2014. The District’s initial share was estimated to
ultimately cost approximately $50 million. In October 2017 the District was notified of
an increase to the cost estimate bringing the total commitment to $57 million. The
District requested an increase in the loan amount and it was approved in May 2018.
Funding was placed in an escrow during 2015 with funding coming from cash reserves
and from the CWCB loan described above. It is anticipated that repayment will come
entirely from the increase in the Water Acquisition portion of the rates.

e The second project involves participation in a regional drinking water supply to several
communities in the area in cooperation with Denver Water and the City of Aurora. The
“WISE” project will incur capital costs of up to $8 million for infrastructure, in addition
to an annual rate charge per thousand gallons as actual deliveries take place. Multiple
agreements were executed in 2014, the capital construction began in 2015 and the District
began the local connection in 2017, with deliveries expected to be available in 2018. The
project financing will be through the use of existing cash balances and rates.
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Other Matters

Regquired Supplementary Information

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

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise Centennial Water & Sanitation District’s financial statements as a whole. The introductory,
supplemental information and statistical sections are presented for purposes of additional analysis and are not a
required part of the financial statements.

The supplemental information as listed in the table of contents is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare the basic
financial statements. Such information has been subjected to the auditing procedures applied in the audit of the
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 state ments 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.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the audit
of the basic financial statements and, accordingly, we do not express an opinion or provide any assurance on
them.

Littleton, Colorado
June 19, 2018






Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the District’s basic financial
statements.

The District’s financial statements included in this annual report are those of a special purpose
government engaged only in a business-type activity. The statements are comprised of two
components: 1) basic financial statements and 2) notes to the financial statements. This report also
contains other supplementary information in addition to the basic financial statements themselves.

The following basic financial statements are included:

e The statement of net position presents 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 net position may serve as a useful indicator of whether the
financial position of the District is improving or deteriorating (see pages 1-2).

o The statement of revenues, expenses and changes in net position presents information
showing how the District’s net position changed during the most recent fiscal year. All
changes in net position are reported as soon as the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses
are reported in this statement for some items that will only result in cash flows in future
fiscal periods (e.g., earned but unused vacation leave). The statement reports the District’s
operating and nonoperating revenue by source along with operating and nonoperating
expenses and capital contributions (see page 3).

¢ The statement of cash flows reports the District’s cash flows from operating activities,
investing, capital and noncapital activities (see page 4).

The notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The
notes to the financial statements can be found beginning on page 5 of this report.

In addition to the basic financial statements and accompanying notes, this report also presents
certain supplementary information concerning the District’s budgetary comparisons.
Supplementary information can be found immediately after the notes.

Financial Analysis
Net position
As discussed above, net position serves over time as a useful indicator of a government’s financial
position.

e Net position continued to improve in 2017 as at December 31, 2017 District assets
exceeded liabilities by $240,150,803 an increase of $9,990,962 or 3.5% from December
31,2016.

e Net position was $230,159,841 at December 31, 2016, an increase of $7,665,370 or 3.4%
from December 31, 2015.










As of December 31, 2017 the amount designated for the first two reserves was approximately $34.5
million from unrestricted net position accumulated for the fiscal year and in total as shown below:

Major Repair Water Acquisition
Current Current
Year Cumnlative Year Cumulative Combined

Funding sources
Rates $ 1,745,157 $ 20,894,418 3 2,548,558 $ 18,633,459 $ 39,527,877
Development fees - - 965,340 19,265,628 19,265,628
Misc. Income 92,533 1,816 16,729 109,262
Interfund Trans fers - - 2,056,850 2,056,850
Expended (902,366) (1,134,289) (5,185,356) (25,285,583) (26,419,871)
$ 842,791 $ 19,852,662 $  (1,669642) $ 14,687,083 $ 34,539,746

The financial assurance fund increased by $1.0 million resulting in a total fund balance of $8.9m
as of December 31, 2017. This fund is not required based on the financial position of the District
but has been created by the Board consistent with bond covenant provisions.

The remaining $13.1 million of unrestricted assets is sufficient to meet the 6 months of working
capital that has been targeted by District policy to be maintained.

Other significant changes (those in excess of $1m) in the statement of net position were as

follows:

¢ RESTRICTED ASSETS in 2017 decreased $2.3m or 6% from 2016, after increasing
$1.9m or 5% between 2015 and 2016.

e CAPITAL ASSETS, NET are discussed more fully under capital related assets.

¢ LONG TERM DEBT in 2017 decreased $4.5m or 11% from 2016 after decreasing $5.7m
or 12.4% between 2015 and 2016. In 2017 and 2016 the outstanding debt was reduced by
scheduled principal payments plus amortization of premiums and discounts.
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Changes in net position

The following table summarizes the components of changes in net position and the impact on total

net position:

Condensed Statement of Changes in Net Position

2017-2016 2016-2015
Increase % Increase %
2017 | | 2016 | L 2015 (Decrease)  Change (Decreasc) Change
Operating income
Operating revenue:
Water operations $ 25958136 $ 26124365 $ 23520709 §  (166229) -06% § 2,603,656 11.1%
Wastewater operations 10,036,591 9,712,521 9,272,790 324,070 3.3% 439,731 4.7%
Total operating revenues $ 35,994,727 $ 35836886 $ 32793499 157,841 0.4% 3,043,387 9.3%
Business operating expense:
‘Water operations 12972389 12293,103 10,824304 679,286 5.5% 1,468,799 13.6%
Wastewater operations 4,206,289 4,693,610 4,983,185 (397321) -85% (289,575) -5.8%
Administrative and general 7,015,519 6,438,264 6,108,415 577255 9.0% 329849 5.4%
Noncapitalized major repair 581,383 860,597 511,951 (279214)  nc 348646 nc
Total busmess operating expenses 24,865,580 24,285,574 22427 855 580,006 24% 1,857,719 8.3%
Direct businees related mcome 11,129,147 11,551,312 10,365,644 “@22,165)  -3.7% 1,185,668 11.4%
Non-cash operating expenses:
Depreciation 6,629,523 6,638,711 6,665,027
Total non-cash operating expenses 6,629,523 6,638,711 6,665,027 9,188)  -0.1% (26,316) -0.4%
Operating income 4,499,624 4,912,601 3,700,617 (412977)  -8.4% 1,211,984 32.8%
Non-operating income
Non-operating revenue:
Net investment mcome (loss) 924377 810,284 594,850 114,093 14.1% 215434 36.2%
Gain on disposal of equipment 15,540 38290 6,070 (22350) -58.4% 32220 e
Other Income 1,167,517 8,385 406,059 1,159,132 nc (397,674)
Total non-operatng revenues 2,107,834 856,959 1,006,979 1250875  146.0% (150020) -14.9%%
Non-operating expense
Interest 1,381,579 1,596,732 1,737,148 (215,153) -13.5% (140416) -8.1%
Other 379,180 85519 293,661 85519 " #DIV/0!
Total non-operating expenses 1,760,759 1,682,251 1,737,148 78,508 4.7% (54,897) -3.2%
Income (loss) before contributions 4,846,699 4,087,309 2970448 759,390 18.6% 1,116,861 37.6%
Capital Contributions 5,144,263 3,578,061 2317349 1,566,202 43.8% 1,260,712 54.4%
Change in net position 9,990,962 7665370 5287797 § 2325502 303% $ 2377573 45.0%
Net position - beginning 230,159,841 222,494,471 217206674
Net position - endng $  240,150803 $ 230,159,841 S 222494471

As shown on the above table, net position increased in 2017 by $9.9m (4.3%) compared to $7.7m
(3.4%) in 2016 and $5.3m (2.4%) in 2015. The day to day business related income from operations
(operating revenues less operating expenses before the non-cash expenses for depreciation and
amortization) increased the District’s net position by $11,128,116 in 2017. When the income from
business operations is adjusted for depreciation, amortization and non-capitalized major repairs,
operating income in 2017 was available to contribute $4,498,593 towards the payment of interest
on the District’s outstanding debt and the transfer to the reserves discussed previously.

The more critical components of the change are related to the income and expenses directly related
to business operations and capital contributions. These two areas generate the funding to make the
annual debt service payments.
e Direct business related operating income in 2017, before considering depreciation and
amortization, was $11,128,116 a decrease of $0.4m from 2016 which was an increase of

$1.2m over 2015.

e Capital contributions continued as a significant revenue source, increasing both total net
position and the restricted net position for capital projects. Capacity fees, which are in

excess of the actual physical connection costs, are designed to recover the cost of building

the entire system of infrastructure necessary to serve the customer base. These capital
contributions are restricted by intergovernmental agreements for use either to construct

capital assets or to repay the principal on debt used to fund prior capital assets.

Key elements contributing to the changes in net position are more fully described below.
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Capital Related Assets and Debt Administration

Capital assets. The Centennial Water and Sanitation District’s investment in capital assets, net of
accumulated depreciation, as of December 31, 2017, amounts to $191,916,339 an increase of
$7.4m. This investment in capital assets includes:
e the water treatment system including raw and treated water storage reservoirs, pump
stations and treatment plants
e the wastewater treatment system including lift stations and a treatment plant
e major infrastructure for the transmission and distribution of water and the collection
and transmission of wastewater
administrative offices
¢ miscellaneous machinery and equipment.

Major capital asset activity during the current fiscal year included the following:
e The payments related to the WISE project for capital construction to allow for
deliveries to begin in 2017.
e Continued permitting and administrative process related to the Chatfield reallocation
process.

Additional information on the Centennial Water and Sanitation District’s capital assets can be
found in Note ITIB on page 12 and in the supplemental information on page 23 of this report.

Long-term debt. At the end of the current fiscal year, the District had total revenue bonded debt
outstanding of $41,814,059. The District’s debt represents bonds and loans secured solely by
specified revenue sources (i.e. revenue bonds). In 2016 and 2017 the debt decreased as the result
of scheduled principal payments. '

Traditionally the District’s outstanding revenue debt issued with bond insurance that provided an
“AAA” rating from Standard & Poors. However, due to the changes in the insurance market, the
underlying District ratings are more important.
e In December of 2017, Standard & Poors, as the result of a periodic review, upgraded the
District’s rating from AA+ to AAA with a stable outlook.
e In July of 2016, Standard & Poors, as the result of a periodic review, affirmed the rating of
AA+ with a positive outlook.










CENTENNIAL WATER AND SANITATION DISTRICT
STATEMENTS OF NET POSITION
December 31, 2017 and 2016

ASSETS 2017 2016
CURRENT ASSETS
CURRENT OPERATING ASSETS
Cash deposits and investments S 51,998,405 $ 48,564,732
Accounts receivable 2,811,708 2,802,475
Due from other governments 1,484,297 1,628,820
Prepaid expenses - 1,212
Inventory 35,986 29,366
Net investment income receivable 229,283 223,934
56,559,679 53,250,539
CURRENT RESTRICTED ASSETS
Cash deposits and investments 36,181,686 38,503,191
Prepaids - cost of insurance - 3,792
36,181,686 38,506,983
Total Current Assets 92,741,365 91,757,522
NONCURRENT ASSETS
Capital assets
Buildings 2,353,338 2,353,338
Treatment system 247,404,977 246,891,921
Machinery and equipment 16,165,580 15,485,572
Water rights 40,532,735 40,532,735
Construction in progress 25,389,801 12,767,044
Less accumulated depreciation (139,930,092) (133,491,539)
Total Noncurrent Assets 191,916,339 184,539,071
DEFERRED OUTFLOWS OF RESOURCES
Deferred amount on refunding 1,409,738 1,844,346
Total deferred outflows of resources 1,409,738 1,844,346
Total Assets and Deferred Outflows of Resources $ 286,067,442 $ 278,140,939

(Continued to next page)

The accompanying notes are an integral part of the financial statements
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CENTENNIAL WATER AND SANITATION DISTRICT
STATEMENTS OF NET POSITION

December 31,2017 and 2016

LIABILITIES AND NET ASSETS 2017 2016
CURRENT LIABILITIES
CURRENT LIABILITIES PAYABLE FROM CURRENT
OPERATING ASSETS
Accounts payable $ 1,223,128 S 816,962
Accrued payroll liabilities 138,945 350,767
Retainages payable 9,213 -
Deposits 429,470 389,603
Current portion of compensated absences 39,330 7,430
1,840,086 1,564,762
CURRENT LIABILITIES PAYABLE FROM CURRENT
RESTRICTED ASSETS
Accounts and contracts payable 1,716,882 75,027
Retainages payable 234,048 10,558
Current portion of bonds payable 5,990,000 5,695,000
8,008,623 5,874,600
Total Current Liabilities 9,848,709 7,439,362
NONCURRENT LIABILITIES
Compensated absences 243,871 281,384
Revenue bonds payable (net of unamortized premiums and discounts) 35,824,059 40,260,352
Total Noncurrent Liabilities 36,067,930 40,541,736
Total Liabilities 45,916,639 47,981,098
NET POSITION
Net investment in capital assets 151,512,018 140,428,065
Restricted
Debt Service 7,257,405 6,813,000
Capital Projects 26,973,351 31,604,606
Unrestricted 54,408,029 51,314,170
Total Net Position 240,150,803 230,159,841
Total Liabilities and Net Position S 286,067,442 S 278,140,939

(Continued from prior page)

The accompanying notes are an integral part of the financial statements
2-



CENTENNIAL WATER AND SANITATION DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION
FOR THE YEARS ENDED
December 31, 2017 and 2016

2017 2016
OPERATING REVENUE
Water operations (pledged as security for revenue bonds) S 25,958,136 26,124,365
Wastewater operations (pledged as security for revenue bonds) 10,036,591 9,712,521
Total Operating Revenue 35,994,727 35,836,886
OPERATING EXPENSES
Water operations 12,972,389 12,293,103
Wastewater operations 4,296,289 4,693,610
Administrative and general 7,015,519 6,438,264
Noncapitalized major repair 581,383 860,597
Depreciation 6,629,523 6,638,711
Total Operating Expenses 31,495,103 30,924,285
Operating Income 4,499,624 4,912,601
NONOPERATING REVENUE
Net investment income (loss) 924,377 810,284
Gain on disposal of equipment 15,940 38,290
Other income 1,167,517 8,385
Total Nonoperating Revenue 2,107,834 856,959
NONOPERATING EXPENSES
Interest 1,381,579 1,596,732
Loss on disposal of equipment 379,180 85,519
Total Nonoperating Expenses 1,760,759 1,682,251
INCOME / (LOSS) BEFORE CONTRIBUTIONS 4,846,699 4,087,309
CAPITAL CONTRIBUTIONS
Reserved capacity fees 5,144,263 3,578,061
CHANGE IN NET POSITION 9,990,962 7,665,370
NET POSITION - BEGINNING OF YEAR 230,159,841 222,494,471
NET POSITION - END OF YEAR $ 240,150,803 230,159,841

The accompanying notes are an integral part of the financial statements
-3-



CENTENNIAL WATER AND SANITATION DISTRICT

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED
December 31, 2017 and 2016

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers and users
Payments to suppliers
Payments to employees

Net cash provided by operating activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Capital contributions

Purchase of capital assets and investment in undivided interest
Proceeds from sale of assets

Proceeds from revenue bonds

Principal paid on capital debt

Interest paid on capital debt

Net cash provided (used) by capital and related financing activities

CASH FLOW FROM INVESTING ACTIVITIES
Interest and dividends received
Purchase of long-term investments
Maturity of long-term investments

Net cash provided (used) by investing activities
NET INCREASE (DECREASE) IN CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS END OF YEAR (NOTE IIIA)

LONG TERM INVESTMENTS
TOTAL CASH DEPOSITS AND INVESTMENTS

Reconciliation of operating income to net cash provided by operating activities:

Operating income

Adjustments to reconcile operating income to net cash provided by operating activities:

Depreciation and amortization expense
(Increase) / decrease in accounts receivables
(Increase) / decrease in due from other governments
(Increase) / decrease in prepaid expenses
(Increase) / decrease in inventory
Increase / (decrease) in accounts payable
Increase / (decrease) in accrued payroll costs
Increase / (decrease) in retainages payable
Increase / (decrease) in deposits
Increase / (decrease) in compensated absences payable
Total adjustments
Net cash provided by operating activities

Noncash investing, capital and financing activities
Increase (decrease) in fair value of investments

The accompanying notes are an integral part of the financial statements
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2017 2016
36,130,017  $ 35,894,157
(18,450,321) (18,215,557)
(6,182,856) (6,054,074)
11,496,840 11,624,526
6,311,780 3,586,446
(12,815,175) (4,199,243)

15,940 38,290
1,569,065 .
(5,695,000) (5,545,000)
(984,859) (1,140,721)
(11,598,249) (7,260,228)
978,793 1,188,087
(27,036,074) (34,854,775)
26,648,023 33,678,824
590,742 12,135
489,333 4,376,433
32,244,028 27,867,595
32,733,361 32,244,028
55,446,730 54,823,895
88,180,091 S 87,067,923
4,499,624 S 4,912,601
6,629,523 6,638,711
(9,233) 96,340
144,523 (39,069)
1,212 1,921
(6,620) 0]
406,166 (58,776)
(211,822) (35,209)
9,213 .
39,867 106,867
(5,613) 1,147
6,997,216 6,711,925
11,496,840 S 11,624,526
(639,611) S (617,190)



CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2017

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A) REPORTING ENTITY

The District, a quasi-municipal corporation, is governed pursuant to the provisions of the Colorado Special
District Act. The District's service area is located in Douglas County, Colorado. The District was established
to wholesale water and wastewater service to other governmental entities providing water and sanitation
service within the service area.

The District follows the Governmental Accounting Standard Board (GASB) accounting pronouncements that
provide guidance for determining which governmental activities, organizations and functions should be
included within the reporting entity. GASB pronouncements set forth the financial accountability of a
governmental organization's elected governing body as the basic criterion for including a possible component
governmental organization in a primary government's legal entity. Financial accountability includes, but is
not limited to, the appointment by the primary entity of a voting majority of the component organization's
governing body, the ability of the primary entity to impose its will on the component organization, a potential
for the component organization to provide specific financial benefits or burdens and fiscal dependency of the
component organization.

The District provides services to other governmental entities, but is not financially accountable for any other
entity including the Highlands Ranch Metropolitan District and Northern Douglas County Water and
Sanitation District, which have separately elected boards, nor is the District a component unit of any other
governmental entity.

B) MEASUREMENT FOCUS, BASIS OF ACCOUNTING, AND FINANCIAL STATEMENT
PRESENTATION

The accounting policies of the District conform to generally accepted accounting principles as applicable to
governmental units accounted for as proprietary enterprise funds. The enterprise fund is used since the
District's powers are related to those operated in a manner similar to a private utility system where fees and
charges are designed to recover costs, including capital cost.

The District's records are maintained on the economic resources measurement focus and the accrual basis of
accounting. Revenue is recognized when earned and expenses are recognized when the liability is incurred.
Depreciation is computed and recorded as an operating expense, expenditures for property, plant and
equipment are shown as increases in assets, and redemption of bonds is recorded as a reduction in liabilities.
Capacity fees are recorded as capital contributions when received. The District distinguishes between
operating revenues and expenses and nonoperating items. Operating revenues and expenses generally result
from providing services and producing and delivering goods in connection with the District’s principal
ongoing business of providing water and wastewater service. The primary operating revenues are for charges
to customers for sales and services. Operating expenses include the cost of sales and services, administrative
expenses, and depreciation of assets. All revenues and expenses not meeting this definition are reported as
non-operating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the District’s practice to use
restricted assets first, then unrestricted resources as they are needed.
5.




CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

©

1)

2)

3)

4)

ASSETS, LIABILITIES AND NET POSITION

Cash deposits and investments

The District’s cash and cash equivalents are short-term, highly liquid investments that are both readily
convertible to known amounts of cash and so near their maturity, generally less than three months to
maturity when purchased, that they present insignificant risk of changes in value because of changes
in interest rates.

Investments are reported at market value.

Inventory
Inventory, which includes water meters, is valued at the lower of cost or market on the first-in,

first-out basis.

Restricted Assets / Designated Assets

The District restricts the following: 1) capacity fees for the purpose of investing in water and
wastewater facilities and improvements and for the payment of debt service; 2) proceeds from bond
issues for original investment in or major repair and replacement of water and wastewater facilities
and improvements, as specified by the bond resolutions; and 3) charges for services and other income
designated for the purpose of meeting potential bond covenant requirements related to debt coverage.

In addition the District designates a portion of its current operating assets for future major repair,
replacement and renovation of its capital assets and the acquisition of surface water supplies.
$32,335,774 has been so designated as of year-end.

Capital Assets
The District defines capital assets as assets with an initial, individual cost of more than $5,000 and an

estimated useful life in excess of one year. The costs of maintenance and repairs that do not add to
the value of the asset or materially extend asset lives are not capitalized. Property, plant and
equipment are stated at cost except for those assets contributed, which are stated at the developer's
cost (which approximates market) or at a calculated market value based on capacity fee rates at the
date of contribution for the source of supply.

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

Depreciation expense has been computed using the straight-line method over the following estimated
economic useful lives:

Water and wastewater treatment plants 40 years
Pump stations, structural reservoirs and lift stations 40 years
Water and wastewater infrastructure 40 years
Office building 40 years

Furniture and equipment
(vehicles, office equipment, computer equipment etc.) ~ 5-10 years
(process equipment) 10-20 years
Interest expense incurred by the District during the period of construction of the water and wastewater
treatment facilities has been capitalized (Note IIIC).




CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

3)

6)

7

8)

Amortization
Original Issue Premiums and Original Issue Discounts
Original issue premiums and discounts are deferred and are amortized using the effective
interest method over the life of the respective bonds. Unamortized premiums and discounts
adjust the face value of amounts reported as bonds payable.

Cost of Refunding

The cost of a bond refunding is being amortized using the interest method over the life of the
defeased bonds. The amortization amount is a component of interest expense and the
unamortized cost is reflected as a deferred outflow of resources.

Prepaid Bond Insurance
The cost of insurance for a bond issue is being amortized using the interest method over the
life of the bonds. The unamortized cost is reflected as a deferred outflow of resources.

Compensated Absences

The District has a policy that allows employees to accumulate unused vacation benefits up to a certain
maximum number of hours. Accumulated unpaid vacation pay is accrued when earned by the
employees.

Postemployment benefits

The District participates in the Colorado Employer Benefit Trust (CEBT) a multiple employer trust
for public institutions providing employee benefits. CEBT covers approximately 17,000 employees
and over 200 participating groups. The Trust is governed by a board of trustees made up of
representatives from participating groups. The CEBT plan meets the definition of a community rated
plan and therefore is not required to provide certain information.

A District employee with at least 15 years of service with the District and who has reached at least 50
years of age at retirement is eligible to continue on the District’s health plans by paying the full
premium amount and no subsidy of the premium is provided by the District. This benefit expires
when the retiree reaches the age of 65, thereby making the maximum eligibility period 15 years. Five
former employees are currently using this benefit.

Since the plan meets the definition of a community rated plan, the District’s expense is strictly the
annual contribution and there is no implicit rate subsidy. Therefore no liability is reported in the
financial statements for postemployment benefits.

Capital Contributions

Reserved Capacity Fees

Pursuant to intergovernmental agreements, the District receives payment from other governments for
their license to use capacity in the total water and wastewater facilities of the District. Such fees are
not user fees and thus are reflected as capital contributions.

Source of Supply / Water Transfer ~
The District has recorded the computed value of certain water rights, facilities and easements
transferred to it by the developer of Highlands Ranch (Note IVD). The agreement for the transfer
requires repayments to Shea Homes only if capacity fees are collected from governmental entities
other than the Highlands Ranch Metropolitan District. The repayments, as more fully described in
Note 1V.D) 2) have reduced the original contribution amount of $32,500,000.

Capacity fees collected for services provided outside of Highlands Ranch and paid to Shea Homes
are reflected as distributions of capital contributions.

7




CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

9) Comparative Information
Comparative information for the prior year has been presented in the accompanying financial
statements in order to provide an understanding of changes in the District’s financial position and
operations. However, complete comparative data in accordance with generally accepted accounting
principles has not been presented since its inclusion would make the financial statements unduly
complex and difficult to read.

II. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A) BUDGETS

Budgets are adopted on a non-GAAP basis of accounting. The appropriation is at the total fund expenditures
level and lapses at year-end for operating and debt service expenditures. Appropriations for capital projects
are continuing appropriations on a project-by-project basis and extend until the District’s Board of Directors
rescinds any unexpended appropriation. Expenditures may not legally exceed appropriations as described
above.

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 Board of Directors can
only amend appropriation resolutions upon completion of notification and publication requirements. The
appointed management of the District can transfer between line items within the fund level appropriation
without notice.

B) TAX, SPENDING AND REVENUE LIMITATIONS

In 1992, Colorado voters approved the Taxpayer's Bill of Rights (TABOR), which added a new 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.

TABOR is complex and currently subject to interpretation. Numerous lawsuits against other entities in the
State have been filed regarding election question wording and procedures. Future implementation will depend
upon litigation and legislative guidance.

TABOR generally requires voter approval for any new tax, tax increases and new debt. Even though
management believes that the District is an "Enterprise” as defined under TABOR and, therefore, is exempt
from the provisions of TABOR, the District conducted an election in 1992, and in compliance with TABOR
approved (1) increased revenues and spending to comply with intergovernmental agreements between the
District and Highlands Ranch Metropolitan District; (2) preserved the then existing $280,000,000 debt
authorization; (3) authorized refunding of District debt at higher or lower interest rates than the rate on the
refunded debt; and (4) authorized other multiple-year debt or financial obligations including revenue bonds.




CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

1. DETAILED NOTES

A) CASH DEPOSITS AND INVESTMENTS

The District maintains a cash and investment pool that is displayed on the statement of net position as "Cash
deposits and investments". It is the intent of the District to diversify the investments within its portfolio to
avoid incurring unreasonable risks inherent in over-investing in specific instruments, individual financial
institutions, corporations, or maturities.

A reconciliation of cash and investments on Statements of Net Position as of December 31 is as follows:
l December 31, I

2017 2016
Cash on hand $ 400 $ 700
Cash deposits 107 299,469
Investments
Held in safekeeping $ 55,446,730 $ 54,823895
Chatfield Reallocation Project Escrow 30,776 2,488,362
Local government mvestment pools 32,692,033 29,287,242
Money market mutual fund 10,047 88,179,584 168,774 86,768,273
Total Cash Deposits and Investments $ 88,180,091 $ 87,068,442

Cash deposits and investments are presented in the Statement of Net Position as follows:

| December 31, 1
2017 2016
Cash deposits and investments - unrestricted $ 51,998,405 $ 48,564,732
Cash depostis and investments - restricted 36,181,686 38,503,191
Total Cash Deposits and Investments 88,180,091 87,067,923

Cash Deposits
The Colorado Public Deposit Protection Act (PDPA) requires that all units of local government deposit cash

in eligible public depositories. Amounts on deposit in excess of federal insurance levels must be
collateralized. The eligible collateral is determined by the PDPA. PDPA allows the institution to create a
single collateral pool for all public funds. The pool for all the uninsured public deposits as a group is to be
maintained by another institution or held in trust. The market value of the collateral must be at least 102% of
the aggregate uninsured deposits. Deposits covered by PDPA are not subject to custodial credit risk. The
State Regulatory Commission for banks is required by statute to monitor the naming of eligible depositories
and reporting of the uninsured deposits and assets maintained in the collateral pools. As of December 31,
2017, $774,719 of the bank balance for the cash deposits were collateralized pursuant to PDPA.

Investments

Colorado State Statutes specify investment instruments meeting defined risk criteria in which units of local
government may invest. The District has adopted an investment policy that is more restrictive than the State
Statutes and is limited to:

1. U.S. Treasury Obligations: Treasury Bills, Treasury Notes, and Treasury Bonds with a final maturity
not exceeding five years from the date of purchase and U.S. Treasury Strips with maturities not
exceeding five years from the date of purchase.

2. Federal Instrumentality Securities: Debentures, discount notes, and callable securities with a final
maturity not exceeding five years from the date of purchase issued by the following: Federal National
Mortgage Association (FNMA), Federal Farm Credit Bank (FFCB), Federal Home Loan Bank
(FHLB), Federal Home Loan Mortgage Corporation (FHLMC), and Student Loan Marketing
Association (SLMA).




CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

3. Corporate Debt: debt issued by any corporation or bank organized and operating within the United
States with a maturity not exceeding three years from the date of trade settlement. The debt must
be rated at least AA- or the equivalent at the time of purchase by at least two NRSROs, and rated
not less by any NRSRO that rates it. The District shall limit investments in Corporate Debt to no
more than 25 percent of the total portfolio and 5 percent per issuer.

4. Repurchase Agreements, executed subject to an approved Master Purchase Agreement, with a
termination date of 90 days or less collateralized by U.S. Treasury Securities listed in 1 above with
maturities not exceeding ten years.

5. Prime Commercial Paper with an original maturity of 270 days or less which is rated at least A-1 by
Standard & Poors or P-1 by Moody's at the time of purchase by each service which rates the
commercial paper.

6. Eligible Bankers Acceptances with original maturities not exceeding 180 days, issued on domestic
banks whose senior long-term debt is similar to 4 above; have a combined capital and surplus of at
least $250,000,000; and have deposits insured by the FDIC.

7. Local Government Investment Pools authorized under CRS 24-75-702.

8. Money Market Mutual funds which have a rating of AAA by Standard and Poors or AAAm by
Moody's.

The District investments at December 31, 2017 and 2016 and the maturities were as follows:
| December 31, 2017
Investment Maturities (in Years)

Moody One to five years

Investments held in safekeeping Rating Less than 1 Callable 2017 Noncallable Total

US Treasury securitics Aa $ - $ - $ 24,052,135 $ 24052135
US Agency securities Aaa 324,487 997,788 12,834,048 14,156,323
Commercial paper P-1 - - 799,192 799,192
Supra-national notes Aaa 2,668,726 2,668,726
Corporate debt Aa3 443,414 1,084,361 6,593,250 8,121,025
Municipals Aa2 1,023,115 - 4,626,213 5,649,328

$ 1,791017  § 2082149 $ 51573564 $ 55446730

| December 31, 2016
Investment Maturities (in Years)
Moody One to five years

Investments held in safekeeping Rating Less than 1 Callable 2017 Noncallable Total
US Treasury securities Aa $ - 3 - $ 18890730 § 18,890,730
US Agency securities Aaa - 4,484,546 14,618,284 19,102,830
Supra-national notes Aaa 1,701,452 1,701,452
Corporate debt Aa3 1,139,529 - 8747332 9,886,861
Municipals Aa2 - - 5242023 5,242,023

$ 1,139,529 § 4484546 $ 49,199821 § 54,823,895

As of December 31, 2017, the District had invested $32,695,123 in the Colorado Local Government Liquid
Asset Trust (“CSIP”), an investment vehicle established for local government entities in Colorado to pool
surplus funds and as of December 31, 2016 had invested and $29,287,242 in a different Colorado Local
Government Liquid Asset Trust (‘COLOTRUST”) . The State Securities Commissioner administers and
enforces all state statutes governing the Trust. CSIP operates similarly to a money market fund and each share
is equal in value to $1.00. CSIP is rated AAAm by Standard and Poor’s. Investments of CSIP are limited to
those allowed by State statutes. A designated custodial bank serves as custodian for the Trust's portfolios
pursuant to a custodian agreement. The custodian acts as safekeeping agent for the Trust's investment
portfolios and provides services as the depository in connection with direct investments and withdrawals.
Substantially all securities owned are held by the Federal Reserve Bank in the account maintained for the
custodial bank. The custodian's internal records identify the investments owned by the participating
governments.




CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

The District has executed a safekeeping agreement with a financial institution that provides for the financial
institution to act in a custodial capacity. The custodian holds investments acquired by the District in a Federal
Reserve custodial account. The investments in this account are not available to the general creditors of the
custodian. Ownership of the securities by the District is maintained in the custodian's internal accounting
records. CSIP records its investments at fair value and the District records its investment in CSIP using the

net asset value method.

Concentration of Credit Risk — State statutes do not limit the amount the District may invest in one issuer. At
December 31, 2017 the District maintained investments in excess of 5% in the following issuers:

% of portfolio
Money Market Fund - CSIP 37.06%
US Treasury securities 27.29%
US Agency securities
Federal National Mortgage Association 5.07%
Municipal bonds (aggregate-no issuer exceeds 5%) 6.41%
Corporate bonds (aggregate-no issuer exceeds 5%) 9.21%

Cash deposits and investments are reflected as of December 31 Statements of Net Position and Statement of

Cash Flows as follows:

Unrestricted
Restricted (Note IC3)

Total Cash Deposits and Investments

Less long-term investments

Cash and cash equivalents

| December 31, |
2017 2016
$ 51,998405 § 48,564,732
36,181,686 38,503,191
88,180,091 87,067,923
55,446,730 54,823,895
$ 32733361 $§ 32244028
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CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

B) CAPITAL ASSETS
Capital asset activity for the years ended December 31, 2017 and 2016 was as follows:

CENTENNIAL WATER AND SANITATION DISTRICT

CHANGE IN CAPITAL ASSETS
Balance at Balance at
January 1, December 31,
2017 Increases Decreases 2017
Capital assets not being depreciated:
Water rights $ 40,532,735 $ - 5 - $ 40,532,735
Construction in progress 12,767,044 13,771,629 1,148,872 25,389,801
Total capital assets not being depreciated 53,299,779 13,771,629 1,148,872 65,922,536
Capital assets being depreciated:
Buildings 2,353,338 - - 2,353,338
Treatment system
Water
Source of supply 23,683,377 - - 23,683,377
Storage reservoirs - treated water 14,808,733 - - 14,808,733
Storage reservoirs - raw water 51,083,366 - - 51,083,366
Treatment plant - water 31,628,322 513,056 - 32,141,378
Pump stations 7,607,360 - - 7,607,360
Wastewater
Treatment plant - wastewater 39,339,971 - - 39,339,971
Lift stations 2,039,744 - - 2,039,744
Infrastructure
Transmission and distribution 62,354,121 - - 62,354,121
Collection and transmission 14,346,927 - - 14,346,927
Machinery and equipment 15,485,572 870,979 190,971 16,165,580
Total capital assets being depreciated 264,730,831 1,384,035 190,971 265,923,895
Less accumulated depreciation for:
Buildings 1,922,991 56,480 1,979,471
Treatment system 98,137,445 1,034,520 99,171,965
Machinery and equipment 33,431,104 5,538,524 190,971 38,778,657
Total accumulated depreciation 133,491,540 6,629,523 190,971 139,930,092
Total capital assets being depreciated, net 131,239,292 (5,245,488) 0 125,993,803
Capital assets, net $ 184,539,071 § 8,526,141 1,148,872  $ 191,916,339

Less outstanding capital debt (41,814,059)
Plus deferred amount on refunding 1,409,738
Net investment in capital assets 151,512,018

12




CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

CENTENNTAL WATER AND SANTITATION DISTRICT
CHANGE IN CAPITAL ASSETS

Balarice at Balance at
Jamuaty 1, December 31,
2013 Increases Decteases 2016
Capital azsets not being depreciated:
Water rights 5 4053273 0§ - 5 - % i053273%
Construction il progress 8,008 734 3,768,220 12767 002
Total capital assets not being depreciated 42531482 3768280 - 33,289 770

Capital assets being depreciated:
Buildings 23333538 - - 2.333.538

Treatment system

Water
Source of supply 23,683,377 - - 23683377
Storage reservoits - treated water +4.808,735 - - 14,308 733
Storage resetvoits - raw water 31,083,366 - - 31,083,366
Treaument plant - water 31,628,322 - - 31,628,522
Pump stations 7.607.360 - - 7.607.550
Wastewater
Treatment plant - wastewater 38,332,871 - - 30330071
Lift stations 2000210 39554 - 2038704
Infrasttucture

Transmission and distribution 6223712372 82,840 - 62,334,121
Collection and transmission 14,316,027 - - 14,346,027
Machitiery and equipment 13,182,337 433,018 140,983 13183372
Total capital assets being depreciated 264,503,413 373401 142,083 264.730.831

Less accumulated depreciation for:
Buildings 1.864.768 38225 1,522,651
Treatment systein 072325354 1034804 118,033 08,157,223
Machinery and equipment 27,883,500 3,343,393 353,-3110=
Total accwnulated deptreciation 127,002,811 6,638,711 140983 133,481,339
Total capital assets being depreciated, net 137,302,602 (6.063,310} - 151,232.202
Capital assets, net 5186834081 5 (2,293,020% - 5 181359071

Less outstandings capital debt [13,035,332)

Plus defetred amount on refunding 1841318

Netinvestment in capital assets 140,428,063
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CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

O) LONG-TERM DEBT

The District has issued long term debt for the purposes of financing the construction of infrastructure including
treatment facilities necessary to provide for the operations. Following are summaries of the District’s long-

term debt as of December 31, 2017 and 2016 and its 2017 and 2016transactions:

Balance Balance Due in
12/31/2016 Additions Reductions 12/31/2017 2018
Revenue Bonds Payable $ 45955352  $ 1,569,059 $ 5710352 $ 41,814,059 % 5,990,000
Compensated absences 288,814 372,479 378,092 283,201 39,3301
Long-term Liabilities $ 46,244,166  $ 1,941,538 § 6,088,444 $ 42097260 $ 6,029,330
Balance Balance Due in
12/31/2015 Additions Reductions 12/31/2016 2017
Revenue Bonds Payable $ 51,530,066 $ - $ 5574714 % 45,955,352 $ 5,695,000
Compensated absences 287,667 384,575 383,428 288,814 7,430‘
Long-term Liabilities $ 51,817,733  § 384,575 § 5,958,142  § 46,244,166  § 5,702,430

The District's bonds payable as of December 31,2017 and 2016 its 2017 and 2016 debt transactions are shown

in more detail below:

Balance at Balance at Current
January 1, New Issues/ Payments/ December 31, Portion
2017 Refundings Amortization 2017 Due 2018
REVENUE BONDS PAYABLE
Series 2008 2,420,000 - 2,420,000 - -
Series 2012 A and B 43,520,000 - 3,275,000 40,245,000 5,990,000
CWCB Loan - 1,569,059 - 1,569,059 -
45,940,000 1,569,059 5,695,000 41,814,059 $ 5,990,000
Original issue premium 15,352 - 15,352 -
Original issue discount - - -
45955352 $ 1,569,059 § 5710352 41,814,059
Current portion 5,695,000 5,990,000
Long term portion $ 40,260,352 $ 35,824,059
Balance at Balance at Current
January 1, New Issues/ Payments/ December 31, Portion
2016 Refundings Amortization 2016 Due 2017
REVENUE BONDS PAYABLE
Series 2008 4,755,000 - 2,335,000 2,420,000 2,420,000
Series 2012 A and B 46,730,000 - 3,210,000 43,520,000 3,275,000
51,485,000 - 5,545,000 45,940,000 $ 5,695,000
Original issue premium 51,630 - 36,278 15,352
Original issue discount 214) - 214) -
51,536,416 $ - $ 5581064 45,955,352
Current portion 5,375,000 5,695,000
Long term portion $ 46,161,416 $ 40,260,352
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CENTENNIJAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

REVENUE BONDS PAYABLE
The bonds are payable solely from net operating revenues, defined as:

e recurring revenues, which includes all income received from the operation of the District facilities
including rates, fees, tolls and charges, interest income and other operating income but excludes
capacity fees.

® less normal operations and maintenance expenses not including non-capitalized major repair
expenses paid from major repair reserves, depreciation and amortization of bond issuance expenses.

During the year ended December 31,2017, $11,128,116 of net operating revenues, as defined by the various
bond covenants, was generated to make debt service principal and interest payments of $6,679,859.

The outstanding bond issues are summarized as follows:

e The Series 2012 A Water and Sewer Revenue Tax-Exempt Refunding and Improvement Note dated
December 1, 2012, in the amount of $30,490,000 is a tax exempt loan due in varying increasing
amounts annually through 2024. Interest is at fixed rates of 2.09% payable semi-annually June 1
and December

e The Series 2012 B Taxable Water and Sewer Revenue Refunding Note (Taxable Convertible to
Tax-Exempt) dated December 1, 2012, in the amount of $18,750,000 is due in varying increasing
amounts annually through 2023. Interest was initially at a taxable fixed rate of 3.01% payable
semi-annually June 1 and December 1. The Note converted to tax-exempt status on September 3,
2014 at a new rate of 1.96%.

Principal and interest on the bonds payable portion of long-term debt (excluding lease-purchase
obligations) mature as follows:

Principal Interest Total

2018 5,990,000 821,348 6,811,348
2019 6,105,000 699,296 6,804,296
2020 X 6,235,000 574,600 6,809,600
2021 6,360,000 447,845 6,807,845
2022 6,495,000 318249 6,813,249
2022-2024 9,060,000 236,892 9,296,892
$ 40,245,000 $ 3098230 $ 43,343,230

In 2015 the Board authorized additional debt in order to fund the Chatfield Reallocation Project. The
Colorado Water Conservation Board (“CWCB”) approved three loan contracts with the District in the
maximum amount of $44,000,000. The loans are similar to construction loans and proceeds will be disbursed
to match the phased funding of the project. The contracts require that the District contribute at least 10 percent
of the project cost which for the purpose of the CWCB loan approval is estimated at $48,888,000. All three
loan contracts closed on October 15, 2015. The District’s 10 percent match was deposited into an escrow
account at the time of closing. Draws began in 2017. The total draws as of December 31, 2017 were
$1,569,065.

LEASES PAYABLE
The District does not currently have any lease-purchase obligations.
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CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

OTHER DEBT INFORMATION

On November 3, 1992, a majority of the qualified electors of the District authorized the issuance of
indebtedness in an amount not to exceed $280,000,000 of which $168,420,000 remains authorized but
unissued. The District currently has no intention of issuing any general obligation debt but may issue revenue
obligations.

Interest incurred during the period of construction and preparation for use of certain assets is capitalized as
part of the cost of those assets.

During the periods ended December 31, 2017 and 2016 interest costs were incurred as follows:

2017 2016
Interest costs incurred $ 958,538 % 1,140,720
Interest costs capitalized -
Net interest expense $ 958,538 $ 1,140,720
Interest costs capitalized - inception to date $ 14941287 $ 14,941,287

D) INTERGOVERNMENTAL RECEIVABLES AND PAYABLES
The following schedule reflects the District's net receivables as of December 31 from other governmental
entities:

I December 31,
2017 2016
Highlands Ranch Metropolitan District $ 1470646 $ 1,615,289
Highlands Ranch Metropolitan District No. 5 13,649 13,531
$ 1484295 § 1,628,820

These receivables from other governmental entities are classified as due from other governments on the
statements of net position under the following section:

I December 31, I
2017 2016
Current Operating Assets $ 1484297 $ 1,628,820

$ 1484297 $ 1,628,820

IV OTHER INFORMATION

A) DEFINED CONTRIBUTION PENSION PLAN

All regular employees of the District participate in the Highlands Ranch Special Districts' Employees
Retirement Plan (the "Plan"). The Plan is a defined contribution plan established through an interdistrict
agreement with Highlands Ranch Metropolitan District forming the Highlands Ranch Special Districts'
Employees Retirement Association which if governed by a retirement board comprised of the Treasure of
Highlands Ranch Metropolitan District, two citizens appointed by the Highlands Ranch Board and the District
Board and two employee representatives elected at large, however both of the participating districts must be
represented. The Retirement Board may recommend changes to the plans as well as the contribution amounts.
The member Districts boards of directors must approve any changes recommended by the Retirement
Association. The Retirement Association administers the Plan through the Principal Financial Group, Inc. No
audited GAAP basis reports are prepared.
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CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

At December 31, 2017 there were 195 active plan members comprised of 103 full and part-time members
employed by the District and 92 full and part-time members employed by Highlands Ranch Metro. In a
defined contribution plan, benefits depend solely on amounts contributed to the plan plus investment earnings.
Employees become Plan members upon employment as regular full time employees. Under the Plan, 6.2%
of the Plan members pensionable compensation is withheld and remitted to the Plan Administrator. The
members are immediately invested in their contribution plus earnings. The District contributes a matching
payment of 6.2% of Plan members' pensionable compensation. The District's contributions plus earnings
become fully vested to the Plan members upon the completion of three years of Plan membership.

District contributions for Plan members who leave employment before they are fully vested are used to reduce
the District's benefit obligations or to pay plan related expenses. There is no liability for benefits under the

Plan beyond the District's matching payments.

Contributions actually made by Plan members and the District for the years ended December 31 are as follows:

2017 2016
Employer $ 359,846 $ 332,218
Employee 359,846 332,218

The District's contributions are shown net of forfeitures (if any) which results in the difference in contributions
between the employer and employee.

B) DEFERRED COMPENSATION PLAN

The District currently offers to its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457 administered by Principal Financial Group, Inc. Participation in the plan is
optional for all employees. The District does provide a match for up to 4% of wages. The matching structure
is 100% on the first 2% of employee contributions and 50% on employee contributions in excess of 2% up to
a maximum of 4%. The plan allows employees to defer a portion of their salary until future years. All
amounts deferred are held in trust for the exclusive benefit of participating employees.

O) BOARD OF DIRECTORS

The Board of Directors is elected for staggered four-year terms. In addition, all of the District's Board of
Directors are employees of Shea Homes/Properties ("Shea"), the developer of Highlands Ranch.

D) COMMITMENTS AND CONTINGENCIES

1) Intergovernmental Agreements

The District has entered into water and wastewater service agreements with the Highlands Ranch Metropolitan
District (“Metro District”). The agreement provides for the District to provide potable water and wastewater
treatment services to areas included within the Metro District in exchange for the payment to the District of
capacity fees. In addition, the Metro District has elected to pay the District to provide total service to it. Total
service includes operation and maintenance of the Metro District facilities as well as billing the respective
customers of the Metro District. The agreement expires in 2030.

The District has also entered into a water and wastewater service agreement with Highlands Ranch
Metropolitan District No. 5 which changed its name in 2016 to Mirabelle Metropolitan District and
subsequently included land outside of the Highlands Ranch boundaries. Mirabelle is currently inactive. Prior
to becoming active, the existing agreement, which expires in 2030, will need to be renegotiated.




CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

Northern Douglas County Water and Sanitation District (Northern) is provided service under an extended
service area agreement providing wholesale water and wastewater service to the district directly, not to
individual customers. Northern is only guaranteed service for the number of taps and at the specific locations
for which it has acquired capacity. Northern may purchase options to acquire future capacity. As of December
31,2017, Northern has options paid that have not been exercised yet.

The District has entered into an agreement with the Metro District wherein the cost related to the employment
of certain management, administrative and engineering personnel employed by either the District or the Metro
District and the cost of office supplies and other materials necessary for them to function would be shared
with each of the respective districts entering into the agreement. The cost of these services is determined
annually as part of the budget process and is reimbursed monthly.

Related to the agreement the District rents a portion of the District’s office building to the Metro District. The
income generated in 2017 from the lease was $161,900. The building has an original cost of $2,330,997 with
a carrying value of $343,054.

2) Water Transfer Agreement

The District has entered into an agreement with Shea Homes wherein the District was conveyed an interest in
certain water rights and associated water facilities and easements (the value of which are included under
Property, Plant and Equipment as Source of Supply) and the rights under agreements with the City of
Englewood.

Payment by the District to Shea for the water rights and associated water facilities and easements that were
conveyed is entirely dependent upon the sale of water taps to customers located outside the Highlands Ranch
development area ("Extended Service Area"), if any. No payment is required for taps sold to service the
Highlands Ranch development area. The payment to Shea was last adjusted effective January 1, 2013 and is
subject to additional increase adjustinents in five-year increments. To date payment has been remitted to Shea
for 1,902 taps. The 2017 fee of $12,360 per tap, subject to the 5 year adjustment, will be paid to the extent
that the next 7,598 taps are sold. No payment for any taps provided beyond 9,500 taps is required.

The maximum total compensation if all 9,500 taps are sold is $88,045,665 at the rates in effect as of December
31,2017. The District is not required to sell such taps unless it determines that it is feasible to do so. Therefore
total compensation under the agreement based on the current approvals by the District will be less than
$88,045,665. Cumulative payments under the agreement are $6,837,615 through December 31, 2017.

3) Water Supply Agreements

In addition to a significant permanent water portfolio, the District has entered into numerous water supply
agreements of both a long-term (greater than one-year) and short-term ( designed and have been exercised
longer than one-year but are cancellable with various notice periods in one year or less) nature.
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CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

The long term agreements are subject to the following terms:

a.

The rights and obligations assumed from Shea by the District under the City of Englewood contracts
include:

1) a "take or pay" minimum annual payment schedule;

2) annual deliveries from Englewood’s Ranch Creek system;

3) the use of storage space in Englewood’s McLellan Reservoir;

4) the exclusive use of water which is surplus to Englewood’s needs.
The initial contract period was for the 20-year period from 1981 to 2000 with four additional 20-year
renewal periods at the option of the District. The District exercised the first option and then
renegotiated the contract in 2003. The renegotiated contract provides for the purchase of all water
that is surplus to Englewood's needs, as well as lease capacity in certain water conveyance and
storage facilities. Lease payments are fixed amounts based on calendar periods, subject to annual
CPI adjustment. The pricing structure of the water purchases is tied to Englewood’s delivery
performance. Centennial also agreed to purchase provisions regarding certain water from
Englewood's Ranch Creek delivery system. Initial term of agreement is a 20-year period from
2003 to 2022 with four additional 20-year renewal periods at the option of the District.
In 1994 the District entered into an agreement with the Board of Water Commissioners of the City
and County of Denver ("Denver Water Board") to acquire 1,000 acre feet of water annually. The
agreement provides for minimum annual payments on a take or pay basis of 85% of the acquired
acre-feet of water at the then current rate.
In 2003, the District entered into an agreement with the Center of Colorado Water Conservancy
District (CCWCD). The CCWCD agreement leases to the District 5/7ths of the yield of two water
rights for 50 years, with a 50 year renewal option. The cost to the District is 6/7ths of the expenses
related to the water rights acquisition, related permitting and water court processing expenses.
The two water rights are the Randall Ditch and Sessions Ditch, both which divert from Michigan
Creek, a tributary to the South Platte River. The anticipated “wet year” yield of both water rights
is 700 acre-feet annually. CCWCD will receive the first 200 acre-feet and the District receives the
remainder. The District owns approximately 200 acre feet of storage in fee. Delivery under the
project required the construction of a new water storage reservoir that was completed in 2009.

The supply and the costs associated with each of the long-term agreements for 2016 and 2017 can be
summarized as follows:

| 2017 { | 2018 |
Consumption Lease Minimum Obligation
Acre Fee $ $ Acre Feet $
Long Term*
a) City of Englewood 5,589 § 2,090,537 $ 359,887 5,520 $1,694,203
b) Denver Water Board 966 330,953 - 1,000 342,140
¢) CCWCD/Bargas Ranch 195 33,634 - 200 27,328

4)

Construction commitments

As of December 31, 2017 unexpended appropriations for capital projects and water acquisition amounted to
approximately $54,553,805.
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CENTENNIAL WATER AND SANITATION DISTRICT
NOTES TO FINANCIAL STATEMENTS, continued

E) RISK MANAGEMENT

The District is exposed to various risks of loss related to torts, thefts of, damage to, or destruction of assets;
errors or omissions; injuries to employees, or acts of God.

The District is a member of the Colorado Special Districts Property and Liability Pool (Pool) as of
December 31, 2017. The Pool is an organization created by intergovernmental agreement to provide
property, liability, public official's liability, boiler and machinery and workers compensation coverage to
its members. The pool provides:

e coverage for property claims up to $100,000,000

¢ liability coverage for claims up to $1,000,000.

e  Workers compensation claims are covered up to statutory limits, with claims related to employer’s

liability up to $2,000,000.

Settled claims have not exceeded coverage in any of the past three fiscal years.

The District pays annual premiums to the Pool for liability, property and public officials. 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 that 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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CENTENNIAL WATER AND SANITATION DISTRICT
SCHEDULE OF REVENUE, EXPENDITURES AND CHANGES IN FUNDS AVAILABLE
BUDGETARY BASIS - BUDGET TO ACTUAL
FOR THE YEAR ENDED

December 31,2017
Variance from
final budget -
Original Revised 2017 Favorable
Budget Budget Actual (Unfavorable)
REVENUES AND OTHER RECEIPTS
OPERATING
Water operations $ 24,679,880 $ 24,679,880 $ 24,670,787 $ (9,093)
Wastewater operations 10,076,000 10,076,000 10,036,591 (39,409)
Other operating 1,702,690 1,702,690 1,287,349 (415,341)
36,458,570 36,458,570 35,994,727 (463,843)
NONOPERATING and OTHER RECEIPTS
Net investment income 733,000 733,000 924,378 191,378
Proceeds from bond issuance - - 1,569,065 1,569,065
Capital contributions 5,537,280 5,537,280 5,144,263 (393,017)
Other income (including cash from sale of equipment) 315,000 315,000 1,183,457 868,457
6,585,280 6,585,280 8,821,163 2,235,883
Total Revenue and Other Receipts 43,043,850 43,043,850 44,815,890 1,772,040
EXPENDITURES and OTHER OUTLAYS
OPERATING
Water operations 13,422,180 12,524,443 12,972,389 (447,946)
Wastewater operations 5,324,673 4,977,734 4,296,289 681,445
Administrative and general technical 7,174,212 6,841,461 7,015,519 (174,058)
Miscellaneous capital
Capital outlay 941,430 903,845 929,376 (25,531)
26,862,495 25,247,483 25,213,573 33,910
NONOPERATING 23,763,550
Debt Service
Interest paid on bonds 1,149,000 1,149,000 984,859 164,141
Principal paid on bonds 5,695,000 5,695,000 5,695,000 -
All other funds / capital related
Capital improvement projects 29,888,866 16,484,229 8,785,935 7,698,294
Water acquisition 955,346 48,845287 4,664,712 44,180,575
Major repair projects 927,000 1,847,046 587,333 1,259,713
Bond issuance expenditures 36,290 36,290 - 36,290
38,651,502 74,056,852 20,717,839 53,339,013
Total Expenses 65,513,997 99,304,335 45,931,412 53,372,924
EXCESS REVENUE OVER (UNDER)
EXPENSES (BUDGETARY BASIS) (22,470,147) (56,260,485) (1,115,522) 55,144,963
FUNDS AVAILABLE - BEGINNING OF YEAR 84,235,015 89,821,999 89,821,999 -
FUNDS AVAILABLE - END OF PERIOD $ 61,764,868 $ 33,561,514 $ 88,706,477 $ 55,144,963

Sce accompanying Independent Auditors' Report
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CENTENNIAL WATER AND SANITATION DISTRICT
BUDGET RECONCILIATION
FOR THE YEAR ENDED

BUDGETARY FUNDS AVAILABLE AT DECEMBER 31, 2017 IS COMPUTED AS FOLLOWS

Restricted
Debt Service Capital Projects Operating Combined
Cuirent assets $ 7,257,405 $ 28,924,281 $ 56,559,679 $ 92,741,365
Liabilities payable from current assets (6,057,693) (1,950,930) (1,840,087) (9,848,710)
Net current assets per financial statements 1,199,712 26,973,351 54,719,592 82,892,655
Budget adjustments:
Accrued interest payable 67,693 - - 67,693
Long term compensated absences - - (243,871) (243,871)
Current portion of bonds payable 5,990,000 - - 5,990,000
Funds available at December 31, 2017 $ 7,257,405 $ 26,973,351 $ 54,475,721 3 88,706,477

RECONCILIATION FROM BUDGETARY BASIS TO GAAP BASIS OF ACCOUNTING

REVENUE (Budgetary basis) $ 44,815,890
Less: :
Capital contributions (3,575,198)
Proceeds from bond issuance (1,569,065)
REVENUE (GAAP basis) 38,102,562
EXPENDITURES (Budgetary basis) 45,931,412
Plus:
Depreciation 6,629,523
Amortization 423,042
Net decrease in accrued interest payable (26,321)
Loss on disposal of assets 379,180
Noncapital major repair 581,383
Less:
Operating miscellaneous capital (929,376)
Water acquisition (4,664,712)
Capital improvement projects (8,785,935)
Major repair projects (587,333)
Principal payments (5,695,000)
EXPENSES (GAAP basis) 33,255,863
INCOME (LOSS) BEFORE CONTRIBUTIONS 3 4,846,699

Sce accompanying Independent Auditors’ Report
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CENTENNIAL WATER AND SANITATION DISTRICT

STATISTICAL SECTION
DECEMBER 31, 2017

This section of the Centennial Water and Sanitation District Comprehensive Annual Financial
Report presents detailed data as a context for understanding the information in the financial

statements, note disclosures, and required supplementary information.

Content Tables & Charts

Pages

FINANCIAL TRENDS Al—-A3
These tables and charts contain trend information to help the

reader understand how the District’s financial condition has

changed over time.

REVENUE CAPACITY Bl - B4
These tables and charts contain information to help the reader
assess the District’s largest revenue sources.

DEBT CAPACITY C1-C2
These tables and charts present information to help the reader

assess the affordability of the District’s current levels of

outstanding debt and the District’s ability to issue debt in the

future.

DEMOGRAPHIC & ECONOMIC INFORMATION D1-D2
These tables and charts offer demographic and economic

indicators to help the reader understand the environment that

the District’s financial activities are taking place within.

OPERATING INFORMATION El
These tables and charts contain service data to help the reader

understand how information in the financial report relates to

the services the District provides and the activities it

performs.
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