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REPORT OF INDEPENDENT CERTIFIED
PUBLIC ACCOUNTANTS

Board of Directors
Timnath Ranch Metropolitan District No. 2

Report on the Financial Statements

We have audited the accompanying basic financial statements of the governmental activities and the
governmental fund of the Timnath Ranch Metropolitan District No. 2 (the “District”), as of and for the year
ended December 31, 2020, 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.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on conducting our audit in
accordance with auditing standards generally accepted in the United States of America as established by
the American Institute of Certified Public Accountants (“US GAAS”).

We conducted our audit in accordance with US GAAS. Those standards require that we plan and
perform our audit to obtain reasonable assurance about whether these financial statements are free of
material misstatement.

An audit includes performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the District’'s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the District’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting principles used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

1745 Shea Center Drive, Suite 400 1660 Marlands Lane
Highlands Ranch, CO 80129 Minocqua, WI 54548
720/344-4938 715/301-9782

206/888-2716 — fax
www.marcjamescpa.com



Opinions on the Financial Statements

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and the governmental fund of the Timnath
Ranch Metropolitan District No. 2, as of December 31, 2020, and the respective changes in financial
position thereof, and the respective budgetary comparison for the general fund for the year then ended, in
conformity with accounting principles generally accepted in the United States of America.

Other Matters
Management’s Discussion and Analysis

The Board of Directors has omitted the Management's Discussion and Analysis information that
accounting principles generally accepted in the United States of America require to be presented to
supplement the basic financial statements. Such information, although not part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of the financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. Our opinions on the basic financial statements are not
affected by this omitted information.

Highlands Ranch, Colorado
July 26, 2021
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Timnath Ranch Metropolitan District No. 2
GOVERNMENTAL FUND BALANCE SHEET/STATEMENT OF NET POSITION
December 31,2020

Governmental Fund

Statement
General of Net
Fund Adjustments Position
ASSETS
Property taxes receivable $ 28,821 $ - $ 28,821
Due from County Treasurer 5,422 - 5,422
Total assets $ 34,243 - 34,243
LIABILITIES
Accrued interest payable $ - 3,044,691 3,044,691
Due to other districts 5,422 - 5,422
Long-term liabilities
Due after one year - 6,541,121 6,541,121
Total liabilities 5,422 9,585,812 9,591,234
DEFERRED INFLOWS OF RESOURCES
Property taxes 28,821 - 28,821
FUND BALANCE/NET POSITION
FUND BALANCE
Restricted 1,300 (1,300) -
Unassigned (1,300) 1,300 -
Total fund balance - - -
Total liabilities, deferred inflows of
resources and fund balance $ 34,243
NET POSITION
Restricted 1,300 1,300
Unrestricted (9,587,112) (9,587,112)
Total net position $ (9,685812) $  (9,585,812)

The accompanying notes are an integral part of these financial statements
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Timnath Ranch Metropolitan District No. 2

STATEMENT OF GOVERNMENTAL FUND REVENUE, EXPENDITURES AND
CHANGE IN FUND BALANCE/STATEMENT OF ACTIVITIES

For the Year ended December 31, 2020

Governmental Fund

Statement
General of
Fund Adjustments Activities
Expenditures/Expenses
Operating
Payment to District No. 1
for services $ 216,540 $ - $ 216,540
Service fees paid to District No. 4 757,880 - 757,880
Treasurer's fee 563 - 563
Debt service
Interest expense - 363,704 363,704
Total expenditures/expenses 974,983 363,704 1,338,687
General Revenue
Property taxes 28,486 - 28,486
Specific ownership taxes 66,751 - 66,751
Intergovernmental 880,114 - 880,114
Interest and other (368) - (368)
Total general revenue 974,983 - 974,983
CHANGE IN FUND BALANCE/
NET POSITION - (363,704) (363,704)
Fund balance/net position
Beginning of the year - (9,222,108) (9,222,108)

End of the year $

$ (9,585,812)

$ (9,585,812)

The accompanying notes are an integral part of these financial statements
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Timnath Ranch Metropolitan District No. 2

STATEMENT OF REVENUE, EXPENDITURES AND CHANGE IN FUND BALANCE

BUDGET AND ACTUAL - GENERAL FUND

For the Year ended December 31, 2020

Original
and Final
Budget Actual Variance
Rewvenue
Property taxes $ 28,504 $ 28,486 $ (18)
Specific ownership taxes 65,191 66,751 1,560
Intergovernmental 902,804 880,114 (22,690)
Interest and other 20,000 (368) (20,368)
Total revenue 1,016,499 974,983 (41,516)
Expenditures
Operating
Contingency 20,000 - 20,000
Payment to District No. 1
for services 221,320 216,540 4,780
Service fees paid to District No. 4 774,609 757,880 16,729
Treasurer's fee 570 563 7
Total expenditures 1,016,499 974,983 41,516
CHANGE IN FUND BALANCE - - -
Fund Balance
Beginning of the year - - -
End of the year $ - $ - $ -

The accompanying notes are an integral part of these financial statements
-8-



Timnath Ranch Metropolitan District No. 2
NOTES TO FINANCIAL STATEMENTS

December 31, 2020

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Timnath Ranch Metropolitan District No. 2 (the “District”) conform
to the accounting principles generally accepted in the United States of America (“US GAAP”) as
applicable to governmental entities. The following is a summary of the more significant policies
consistently applied in the preparation of the basic financial statements of the District.

1. Reporting Entity

The District was formed, pursuant to the Colorado Special District Act, Article 1 of Title 32 of the
Colorado Revised Statutes, in November 2005, as a quasi-municipal corporation and a political
subdivision of the State of Colorado. The District was formed in conjunction with Timnath
Ranch Metropolitan District Nos. 1, 3 and 4 (the “District’'s). The District, along with District
Nos. 3 and 4, serve as the Financing Districts with District No. 1 serving as the Service District.
The District is governed by a five-member Board of Directors. The District is in the Town of
Timnath, Colorado.

The Districts were formed to serve the needs of the approximately 559-acre Timnath Ranch
mixed-use development being developed by Timnath Ranch, LLC (“the Developer”) currently
planned to consist of 1,600 single family and multi-family homes, 33 acres of light industrial
property and 60 acres of commercial property.

As required by US GAAP, these financial statements present the activities of the District, which
is legally separate and financially independent of other state and local government entities.
The District has no component units as defined by Governmental Accounting Standards Board
(“GASB”), Statement No. 14, The Reporting Entity and GASB No. 39, Determining Whether
Certain Organizations are Component Units.

2. Measurement Focus and Financial Reporting Framework
Government-wide Financial Statements

The government—wide financial statements, the Statement of Net Position and the Statement of
Activities, report information on the accrual basis of accounting related to the governmental-
type activities of the District, which rely to a significant extent on property taxes and specific
ownership taxes. The Statement of Activities demonstrates the degree to which expenses of
the governmental-type activities are supported by property tax and specific ownership taxes.

Governmental Fund Financial Statements

The governmental fund financial statements are prepared using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized
as soon as they are both measurable and available. Revenues are considered to be available
if the revenues are collectible within the current period or soon thereafter to pay liabilities of the
current period. For that purpose, the District considers revenues to be available if they are
expected to be collected within 60 days of the end of the current fiscal period.



Timnath Ranch Metropolitan District No. 2
NOTES TO FINANCIAL STATEMENTS

December 31, 2020

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

2. Measurement Focus and Financial Reporting Framework - continued

3.

5.

Governmental Funds

The District consists of one governmental fund. The governmental fund information is
presented separately in the governmental fund balance sheet and in the governmental
funds statement of revenue, expenditures, and change in fund balance for the General
Fund.

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

Cash and Cash Equivalents

The District considers cash and cash equivalents to include cash on hand, unrestricted
demand deposits and money market accounts, as applicable. As of December 31, 2020, the
District had no cash and cash equivalents.

Fair Value of Financial Instruments

The District’s financial instruments include various accounts receivable, accrued liabilities and
deferred inflows of resources. The District estimates that the fair value of these financial
instruments as of December 31, 2020, do not differ materially from the aggregate carrying
values used in the accompanying financial statements. The carrying amount of these
financial instruments approximates the fair value due to the short maturity of these financial
instruments.

Capital Assets

The District has a capitalization policy of $5,000. The District's Board of Directors has the
option to capitalize certain items less than $5,000 in certain circumstances. Depreciation, if
applicable, is to be provided in amounts sufficient to relate the cost of depreciable capital
assets to operations over the estimated useful lives of the assets.

The cost of normal maintenance and repairs that do not add to the value of, or materially
extend the life of, the related capital asset, are charged to expense as incurred, if applicable.

Currently, it is the intent of the District to convey any acquired or constructed capital assets to

the Town of Timnath or other local governmental entities, as applicable. As of December 31,
2020, the District had no capital assets and there were no conveyances during 2020.

-10-



Timnath Ranch Metropolitan District No. 2
NOTES TO FINANCIAL STATEMENTS
December 31, 2020
NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued
6. Property Taxes

Property taxes are levied on December 15 and attach an enforceable lien on the respective
property on January 1. Taxes are payable in full on or before April 30 or in two installments
on February 28 and June 15. The County Treasurer collects and remits the property taxes to
the District on a monthly basis.

District No. 1 in its capacity as the Service District collects all property taxes on behalf of the
Districts as service fees. The portion of the District's property taxes for operations are
reflected as a Payment to District No. 1 for services and the debt service portion, transferred
to District No. 4 by District No. 1, are reflected as Service fees paid to District No. 4.

7. Use of Estimates

The preparation of financial statements in conformity with US GAAP involves the use of
District management’s estimates that may affect the reported amounts of assets and liabilities
as of the date of the financial statements, and the reported amounts of revenue and
expenses as applicable, during the reporting period. These estimates are based upon
District management’s best judgment, after considering past events and assumptions about
future events. Actual results could differ from those estimates.

NOTE B — BUDGET INFORMATION

The District’s annual budget is prepared on a Non-GAAP basis for the District’'s General Fund
and Debt Service Fund. An annual appropriated budget is adopted at the total fund expenditure
level and the annual appropriations lapse at the end of the District’s fiscal year.

The District conforms to the following procedures, in accordance with the State of Colorado
Revised Statutes, in the establishment of the budgetary information reflected in the
accompanying financial statements.

On or before October 15, the District's Treasurer and/or the District's Manager submit a proposed
budget for the subsequent fiscal year to the District’s Board of Directors. The budget sets forth all
proposed expenditures for administration, operations, maintenance, debt service, and capital
projects for the budget year; all anticipated revenues for the budget year; estimated beginning
and ending fund balances; actual figures for the prior fiscal year and projected figures through the
end of the current year; and a written budget message describing the important features of the
budget.

Following receipt of the proposed budget, the District publishes notice of the hearing at which the
adoption of the proposed budget will be considered, a statement that the proposed budget is
available for inspection, and that any interested elector may file objections to the proposed
budget prior to its adoption. The budget hearing is held at a regular or special Board of Directors’
meeting.

Following the budget hearing, the Board of Directors adopts the budget and makes appropriations
for the budget year. The District also certifies a mill levy for collection in the budget year.
Because the District certifies a mill levy, the adoption of the budget, appropriations and
certification of the mill levy must occur on or before December 15.
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Timnath Ranch Metropolitan District No. 2
NOTES TO FINANCIAL STATEMENTS
December 31, 2020
NOTE C — CASH AND INVESTMENTS

The Colorado Public Deposit Protection Act (“PDPA”) requires that all units of local government
deposit cash in eligible public depositories. State regulators determine the eligibility. Amounts on
deposit in excess of the Federal Deposit Insurance Corporation (“FDIC”) insurance levels must be
collateralized. The eligible collateral is determined by the PDPA. The PDPA allows institutions to
create a single collateral pool for all public funds. The pool is to be maintained by another
institution, or held in trust for all uninsured public deposits. The market value of the collateral
must be equal to 102% of the aggregate uninsured public deposits. The Colorado Division of
Banking for banks and savings associations 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, 2020, the District did not maintain depository accounts.
NOTE D — LONG-TERM DEBT
Subordinate Note Payable

In November 2015, the District entered into a Subordinate Note Payable and Loan Agreement
with the Developer in order to finance improvements within the District boundaries. The note
payable has a final maturity date of January 2048. The note payable carries an interest rate of
the Federal Reserve Bank prime rate plus 2% with an effective rate of 5.25% as of December 31,
2020.

With the issuance of the Limited Tax General Obligation Refunding and Improvement Bonds,
Series 2018A by District No. 4, a portion of the note payable principal was paid. However, the
unpaid accrued interest, in the amount of $1,796,821, associated with the paid portion remains
outstanding. Under the terms of the Note Payable and Loan Agreement, the unpaid accrued
interest is not subject to additional accrual.

Changes in Long-Term Debt

The following is an analysis of the changes in the long-term debt for the year ended December
31, 2020:

December 31, December 31, Due within
2019 Additions Payments 2020 One Year
Subordinate note
payable $ 6,541,121  $ - $ - $ 6,541,121 §
Accrued interest
subject to
additional accrual 884,166 363,704 - 1,247,870 -
Accrued interest not
subject to
additional accrual 1,796,821 - - 1,796,821 -
$ 9,222,108 $ 363,704 $ - $ 9,580,812 $ -

Under the terms of the Note Payable and Loan Agreement, there are no required payments until
the final maturity date; however, at the discretion of the Board of Directors the District may make
payments should moneys be available.
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Timnath Ranch Metropolitan District No. 2
NOTES TO FINANCIAL STATEMENTS
December 31, 2020
NOTE D — LONG-TERM DEBT - continued
Debt Issuance Authorization

In November 2007, the qualified electors of the District approved the issuance of indebtedness
and the imposition of taxes for the repayment thereof up to $182,000,000 at an interest rate not to
exceed 15% for providing public improvements and up to $25,000,000 at an interest rate not to
exceed 15% for service plan purposes.

However, under the District’'s Service Plan, based upon the debt issued by the Districts, the
amount of indebtedness available for issuance as of December 31, 2020 was $0.

NOTE E — TIMNATH DEVELOPMENT AUTHORITY AGREEMENT

The Town of Timnath formed the Timnath Development Authority (“the Authority”), as an urban
renewal authority. The Districts are within the boundaries of the area designated in the Urban
Renewal Plan for the Town of Timnath. Pursuant to the Urban Renewal Plan, the tax
incremental revenue derived from the levy of incremental property taxes against property within
the boundaries of the Authority is to be divided between the taxing authority and the Authority for
a period of 25 years. The tax incremental revenue allocated to the District for the year end
December 31, 2020, in the amount of $880,114, is reflected as intergovernmental.

NOTE F — FUND BALANCE/NET POSITION
Fund Balance

The District utilizes the fund balance presentation as required under GASB Statement No. 54,
Fund Balance Reporting and Governmental Fund Type Definitions. Fund balances are
categorized as non-spendable, restricted, committed, assigned or unassigned.

Non-spendable — represents amounts that cannot be spent because they are either in
non-spendable form or legally required to remain intact,

Restricted — represents amounts with external constraints placed on the use of these
resources or imposed by enabling legislation,

Committed — represents amounts that can only be used for specific purposes imposed by
a formal action of the District’'s highest level of decision-making authority, the District's
Board of Directors. Committed resources cannot be used for any other purpose unless
the District's Board of Directors removes or changes the specific use by the same type of
action used to commit those amounts, either by resolution or by ordinance,

Assigned — represents amounts that the District intends to use for specific purposes as
expressed by the District’s Board of Directors or a District official delegated the authority
to assign amounts,

Unassigned — represents the residual classification for the general fund or deficit
balances in other funds, as applicable.
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Timnath Ranch Metropolitan District No. 2
NOTES TO FINANCIAL STATEMENTS

December 31, 2020

NOTE F — FUND BALANCE/NET POSITION — continued

Amounts are considered to have been spent when an expenditure is incurred for purposes for
which both restricted and unrestricted (committed, assigned, or unassigned) amounts are
available. Unrestricted amounts are considered to have been spent when an expenditure is
incurred for purposes for which amounts in any of these unrestricted fund balances classifications
could be used.

As of December 31, 2020, the District’s fund balance consisted of the following:

General
Fund
Restricted
Emergency reserve $ 1,300
Unassigned (1,300)
Total fund balance $ -

Net Position

Net Position represents the difference between assets and deferred outflows of resources less
liabilities and deferred inflows of resources. The District may report three categories of net
position, as follows:

Net investment in capital assets — consists of net capital assets, reduced by outstanding balances
of any related debt obligations and deferred inflows of resources attributable to the acquisition,
construction, or improvement of those assets and increased by balances of deferred outflows or
resources related to those assets.

Restricted net position — net position is considered restricted if their use is constrained to a
particular purpose. Restrictions are imposed by external organizations such as federal or state
laws. Restricted net position is reduced by liabilities and deferred inflows of resources related to
the restricted assets.

Unrestricted net position — consists of all other net position that does not meet the definition of the
above two components and is available for general use by the District.

When an expense is incurred for purposes for which both restricted and unrestricted net position
is available, the District will use the most restrictive net position first.

NOTE G — COMMITMENTS

Intergovernmental Agreement Concerning District Operations and Outstanding Reimbursement
Obligations (“District Operations Agreement’)

Under the District Operations Agreement, District No.1 is authorized to undertake certain
administrative functions on behalf of the Districts, and as such, the Districts agree to fund the
operating costs incurred by District No.1 from legally available funds of the Districts. Under the
District Operations Agreement, District No. 2 remitted to District No. 1, $216,540 during 2020.
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Timnath Ranch Metropolitan District No. 2
NOTES TO FINANCIAL STATEMENTS
December 31, 2020
NOTE G — COMMITMENTS - continued
District Management Agreement
The District outsources the management of the District which includes overall management,
accounting and administrative services. The service contract renews annually each year on
January 1, unless notice of non-renewal is provided by either party as described in the service
contract.
NOTE H — RELATED PARTIES AND TRANSACTIONS

Members of the Board of Directors

All the members of the Board of Directors of the District are employees, owners or are otherwise
affiliated with the Developer.

Subordinate Note Payable

As further discussed in NOTE D, there is a Subordinate Note Payable in the amount of
$6,541,121 with accrued interest in amount of $3,044,691 due to the Developer.

NOTE | - RISK MANAGEMENT

The District is exposed to various risks of loss related to torts, theft of, damage to, and destruction
of assets and natural disasters. These risks are covered by commercial insurance purchased
from independent insurance brokers. Settled claims have not exceeded this commercial
coverage in any of the past three years.

NOTE J — TAX, SPENDING AND DEBT LIMITATIONS

Article X, Section 20 of the Colorado Constitution, commonly known as the Taxpayer’s Bill of
Rights (“TABOR”), contains tax, spending and debt limitations which apply to the State of
Colorado and all local governments.

TABOR requires local governments to establish emergency reserves. These reserves must be at
least 3% of fiscal year spending (excluding bonded debt service). Local governments are not
allowed to use the emergency reserves to compensate for economic conditions, revenue
shortfalls, or salary or benefit increases.

The District's management believes it is in compliance with the provisions of TABOR. However,

TABOR is complex and subject to interpretation. Many of the provisions, including the calculation
of the fiscal year spending limits may require judicial interpretation.
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Timnath Ranch Metropolitan District No. 2
NOTES TO FINANCIAL STATEMENTS
December 31, 2020
NOTE K — RECONCILIATION OF THE GOVERNMENTAL FUND AND THE GOVERNMENT-WIDE
FINANCIAL STATEMENTS
The Governmental Funds Balance Sheet/Statement of Net Position includes an adjustments

column which reconciles the differences between the government-wide and fund financial
statements as follows:

Long-term debt is not due and payable in the current period
and, therefore, are not reflected in the governmental fund,

$ 6,541,121
Interest expense is recognized in the governmental fund as
paid; therefore accrued interest payable is only recognized
on the Statement of Net Position. 3,044,691

The Statements of Governmental Funds Revenues, Expenditures and Changes in Fund
Balance/Statement of Net Activities includes an adjustment column which reconciles the
differences between the government-wide and fund financial statements as follows:

Interest is recognized in the governmental fund as paid.
For the Statement of Activities interest expense is
recognized as incurred. This is the amount of interest
expense incurred during the year 2020 and reflected in
the Statement of Activities. $ 363,704

NOTE L — CORONAVIRUS PANDEMIC

In December 2019, an outbreak of a novel strain of coronavirus (“COVID-19”) originated in
Wuhan, China and has since spread world-wide, including the United States. In March 2020, the
World Health Organization characterized COVID-19 as a pandemic.

COVID-19 has adversely affected the economies and financial markets of the United States,
including Colorado, resulting in a world-wide economic downturn, operational closures, and social
restrictions that has impacted the operations, services, and sources of revenue of the District.

The District continues to monitor and assess the effects of the COVID-19 pandemic on the
District; however, the ultimate impact of the COVID-19 outbreak or a similar health epidemic is
highly uncertain and subject to change.

NOTE M — MANAGEMENT’S EVALUATION OF SUBSEQUENT EVENTS

The preparation of the District’s financial statements and accompanying footnotes in conformity
with generally accepted accounting principles requires management of the District to evaluate
transactions and events subsequent to the balance sheet date involving the District.
Management has evaluated the subsequent transactions and events of the District through July
26, 2021, which is the date the financial statements and accompanying notes were available for
issuance.
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