Todd Creek Village Metropolitan District
(Adams County, Colorado)

FINANCIAL STATEMENTS
with Independent Auditors’ Report

December 31, 2009 and 2008




Todd Creek Village Metropolitan District
TABLE OF CONTENTS

December 31, 2009 and 2008

independent auditors’ report

............................................................................................................. 1
Basic financial statements:
Statements Of NBE ASSEIS ..o e e 2
Statements of revenues, expenses, and changes in net assets..............cccoociiiciiii s 3
Statements Of CASH fIOWS ..o ettt e s 4
Notes to financial StatemMENnts ............ccoiiiiii s e e O
Supplemental information:
Statement of revenues, expenditures and changes in fund balance —
budget and actual (budgetary basis) ... .18
Reconciliation of actual (budgetary basns) to statement of revenues
expenses and Changes iN NEL ASSELS .........coiiii it e e e b et e e 20

Schedule of debt service requirements to Maturity ..............cooviieiii 21




WAGNER

\VAY/ B B BARNES, rc

Certified Public Accountants & Business Consultants

Independent Auditors’ Report

Board of Directors
Todd Creek Village Metropolitan District
Adams County, Colorado

We have audited the accompanying basic financial statements of Todd Creek Village Metropolitan
District, as of December 31, 2009 and 2008, and for the years then ended, as listed in the table of
contents. These financial statements are the responsibility of the District's management. Our
responsibility is to express opinions on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatements. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinions.

The District has not presented management'’s discussion and analysis that the Governmental Accounting
Standards Board had determined is necessary to supplement, although not required to be part of, the
basic financial statements.

In our opinion, the financial statements referred to above present fairly, in all material respects the
financial position of Todd Creek Village Metropolitan District, as of December 31, 2009 and 2008, and the
changes in its financial position and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

Our audits were conducted for the purpose of forming opinions on the basic financial statements. The
supplemental information listed in the table of contents is presented for purposes of additional analysis
and is not a required part of the financial statements of the District. Such information has been subjected
to the auditing procedures applied in the audits of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

nge Bunn, PC

April 28, 2011
Lakewood, Colorado
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Todd Creek Village Metropolitan District

STATEMENTS OF NET ASSETS
December 31, 2009 and 2008

ASSETS
Current assets
Cash and cash equivalents
Cash and cash equivalents - restricted
Accounts receivable
Prepaid expenses
Total current assets

Capital assets
Water rights
Operating system and storage

Accumulated depreciation
Total capital assets

Other assets

Bond issuance costs (net of accumulated

amortization of $1,908,336 and $1,526,669, respectively)
Certificates of Participation issuance costs (net of

accumulated amortization of $72,177 and $51,653, respectively)
Certificates of Participation discount (net of

accumulated amortization of $44,670 and $31,968, respectively)

Total other assets

TOTAL ASSETS

LIABILITIES
Current liabllities
Bank overdraft
Accounts payable
Accrued interest payable
Line of credit payable
Total current liabilities

Long-term liabilities
Bonds and certificates of participation payable

TOTAL LIABILITIES

NET ASSETS
Invested in capital assets, net of related debt
Restricted
Unrestricted

TOTAL NET ASSETS

2009 2008
$ 6,130 $ ;
1,626,374 2,924,561
140,367 88,568
15,594 15,594
1,788,465 3,028,723
5,907,934 5,907,934
51,989,379 51,539,901
57,897,313 57,447,835
(6,234,330) (4,934,595)
51,662,983 52,513,240
861,438 1,243,105
172,696 193,220
106,880 119,582
1,141,014 1,555,907
54,592,462 57,097,870
= 44,178
255,038 134,734
88,260 88,260
1,000,000 980,713
1,343,298 1,247,885
27,785,000 27,785,000
29,128,298 29,032,885
23,877,983 24,728,240
1,626,374 2,924 561
(40,193) 412,184
$ 25464,164 $ 28,064,985

The accompanying Notes to Financial Statements are an integral part of these statements.
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Todd Creek Village Metropolitan District

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the Years Ended December 31, 2009 and 2008

Operating revenues
Water revenue
(FTC) Failure to connect
Meter fees
Inspection fees
Penalties and other income
Total operating revenues

Operating expenses

Accounting and audit

Depreciation

Directors fees

District management

Engineering

Insurance

Rental

Legal

Miscellaneous

MXU system

Office expense

Public relations

Repairs and maintenance

Utilities and water leases

Water treatment

Total operating expenses

Operating (loss)
Nonoperating revenue and (expense)

Investment earnings

Amortization expense

Credit enhancement fee

Interest

Interest expense - certificates of participation base rental

Loan fees

Paying agent fees

Total nonoperating revenue and (expense)

(Loss) before capital contributions

Capital contributions
Tap fees
Total capital contributions

Change in net assets
Net assets - beginning
Net assets - ending

2009 2008
$ 1,689,983 $ 1,510,407
673,246 774,284
17,660 15,375
3,300 1,350
76,194 105,116
2,460,383 2,406,532
7,232 9,416
1,299,735 1,287,564
5,000 3,300
594,000 576,000
20,800 18,320
14,332 15,278
400 3,540
305,833 214,156
8,195 24,234
54,756 48,542
79,958 79,867
10,414 29,888
188,366 182,697
419,524 226,634
80,250 68,977
3,088,795 2,788,413
(628,412) (381,881)
56,441 145,159
(414,893) (414,893)
g (125,000)
(1,143,089) (1,148,602)
(521,688) (521,688)
(30,530) (2,792)
(150) (1,400)
(2,053,909) (2,069,216)
(2,682,321) (2,451,097)
81,500 276,462
81,500 276,462
(2,600,821) (2,174,635)
28,064,985 30,239,620
$ 25464164 $ 28,064,985

The accompanying Notes to Financial Statements are an integral part of these statements.
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Todd Creek Village Metropolitan District
STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2009 and 2008

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

Net cash provided by operating activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES

Acquisition of capital assets

Net proceeds (payments) on line of credit

Escrow (payments) receipts for capital acquisitions

Interest paid on certificates of participation

Interest paid on revenue bonds

Interest paid on line of credit

Other debt-related expenditures

Net cash (used) by capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest and dividends received
Net cash provided by investing activities

NET (DECREASE) IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS - END OF YEAR

(continued)

2009 2008
$ 2,490,084 $ 2,758,176
(1,712,934) (1,278,047)
777,150 1,480,129
(449,478) (2,269,567)
19,287 (274,337)
" 200,006
(521,688) (521,688)
(1,059,125) (1,059,123)
(83,964) (89,477)
(30,680) (129,192)
(2,125,648) (4,143,378)
56,441 145,159
56,441 145,159
(1,292,057) (2,518,090)
2,924,561 5,442,651
$ 1,632,504 $ 2,924,561

The accompanying Notes to Financial Statements are an integral part of these statements.
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Todd Creek Village Metropolitan District

STATEMENTS OF CASH FLOWS
(continued)
For the Years Ended December 31, 2009 and 2008

2009 2008

Reconciliation of operating (loss) to
net cash provided by operating activities:
Operating loss $ (628,412) $  (381,881)
Adjustments to reconcile operating (loss) to net cash provided
by operating activities:

Depreciation expense 1,299,735 1,287,564
Tap fees received from customers 81,500 276,462
(Increase) decrease in accounts receivable (61,799) 75,182
(Increase) decrease in prepaids - 125,000
Increase (decrease) in bank overdraft (44,178) 44,178
Increase (decrease) in accounts payable 120,304 53,624
Total adjustments 1,405,562 1,862,010
Net cash provided by operating activities $ 777,150 $ 1,480,129

The accompanying Notes to Financial Statements are an integral part of these statements.
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Todd Creek Village Metropolitan District
NOTES TO THE FINANCIAL STATEMENTS

December 31, 2009

Note 1 — Definition of reporting entity

The Todd Creek Village Metropolitan District (the District) is a quasi-municipal corporation
organized on November 19, 1996 and is governed pursuant to provisions of the Colorado
Special District Act. The District's service area is located in Adams and Weld Counties,
Colorado. The District was established to provide water and wastewater services to an area
encompassing approximately 6,725 acres in Adams County and 6,000 acres in Weld County.

The District has no employees and all operations and administrative functions are contracted.

The District follows the Governmental Accounting Standards Board (GASB) accounting
pronouncements which provide guidance for determining which govemmental activities,
organizations and functions should be included within the financial 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, appointment of a voting majority of the organization's governing body, ability to
impose its will on the organization, a potential for the organization to provide specific financial
benefits or burdens and fiscal dependency.

As of December 31, 2009, no component unit has been identified as reportable to the District,
nor is the District a component unit of any other primary governmental entity.

Note 2 - Summary of significant accounting policies

The accounting policies of the District conform to generally accepted accounting principles as
applicable to governmental units accounted for as a proprietary enterprise fund. 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 net income and capital maintenance are appropriate determinations
of accountability.

The District has elected to follow Governmental Accounting Standards Board pronouncements.
Therefore, statements issued by the Financial Accounting Standards Board after November 30,
1989 are not applied.

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

A. Basis of accounting

The District's records are maintained on 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 capital
assets are shown as increases in assets and redemption of bonds and certificates of
participation is recorded as a reduction in liabilities. Tap fees are recorded as capital
contributions when received.

When both restricted and unrestricted resources are available for use, it is the District's policy
to use restricted resources first, then unrestricted resources as they are needed.




Todd Creek Village Metropolitan District

NOTES TO THE FINANCIAL STATEMENTS
(continued)
December 31, 2009

B. Operating revenue and expenses

The District distinguishes between operating revenues and expenses and nonoperating items
in the Statement of Revenues, Expenses and Changes in Net Assets. Operating revenues and
expenses generally result from providing services and producing and delivering goods in
connection with the District's purpose of providing water and wastewater services to its
customers. Operating revenues consist of charges to customers for service provided.
Operating expenses include the cost of service, administrative expenses and depreciation of
assets. All revenue and expenses not meeting this definition are reported as nonoperating
revenues and expenses or capital contributions.

C. Use of estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires District management to make estimates and
assumptions that affect the reported amounts of assets and liabilittes and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenditures during the reporting period. Actual results could differ
from those estimates.

D. Deposits and investments

The District's cash and cash equivalents are considered to be cash on hand, demand deposits
and short-term investments with original maturities of three months or less from the date of
acquisition.

Investments for the District are reported at fair value.
E. Restricted cash

Certain proceeds of the District's revenue bonds and certificates of participation, as well as
certain resources set aside for their repayment, are classified as restricted assets on the
balance sheet because they are maintained in separate bank accounts and their use is limited
by applicable bond covenants. Restricted cash totaled $1,632,504 at December 31, 2009 and
$2,924,561 at December 31, 2008.

F. Accounts receivable, allowance for doubtful accounts

Use fees and tap fees constitute a perpetual lien on or against property served until paid. Such
liens may be foreciosed upon as provided by the State of Colorado. Therefore, no provision for
uncollectible receivables has been made in the financial statements.

G. Capital assets

Capital assets, which include water rights, water wells, storage and treatment facilities and
delivery systems, are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the date of
donation or at the developer's cost. Capital assets are defined by the District as those assets
with a cost or value of $1,000 or greater. The costs of normal maintenance and repairs that do
not add to the value of the asset or materially extend assets lives are not capitalized.




Todd Creek Village Metropolitan District

NOTES TO THE FINANCIAL STATEMENTS
(continued)
December 31, 2009

Major outlays for capital assets and improvements for which the District retains title are
capitalized as projects are constructed. Interest incurred during the construction phase of
capital assets is not included as part of the capitalized value of the assets constructed.

Property, plant, and equipment of the District are depreciated using the straight line method
over the estimated useful lives (40 years for water system infrastructure). 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.
Depreciation expense for the years ended December 31, 2009 and 2008 totaled $1,299,735
and $1,287,564, respectively.

H. Amortization of bond and loan costs

Bond and loan issue costs and discounts are being amortized over the respective terms of the
bonds or loan using the straight-line method. Amortization expense for bond, loan, and
discounts amounted to $414,893 per year for the years ended December 31, 2009 and 2008.

l. Budgetary information

In accordance with State Budget Law, the District's Board of Directors holds public hearings in
the fall of each year to approve the budget and appropriate funds for the ensuing year. The
appropriation is at the total fund expenditures level and lapses at year-end. The District's
Board of Directors can modify the budget by line item within the total appropriation without
notification. The total appropriation can only be modified upon completion of notification and
publication requirements.

On January 13, 2011, the District's Board of Directors amended the 2009 total budgeted
appropriations from $9,366,832 to $9,687,126.

J. Contributed capital

Tap fees and water resource fees are generally recorded as capital contributions when
received. Lines contributed to the District by developers are recorded as capital contributions
and additions to the systems at the developer’s cost or at the estimated fair value at the date of
contribution.

Note 3 — Cash and investments

Cash and investments as of December 31, 2009 and 2008 are classified in the accompanying
financial statements as follows:

2009 2008
Cash and cash equivalents $ 6,130 $ E
Cash and cash equivalents — restricted 1.626.374 2,924,561
Total cash and investments $ 1632504 $ 2,924 561

Cash and investments in the amount of $0 and $1,118,772 was restricted at December 31,
2009 and 2008, respectively, for use in the construction, installation, and completion of
improvements in the water system and completion of a wastewater transmission system. Cash
and investments in the amount of $1,632,374 and $1,805,789 was restricted at December 31,
2009 and 2008, respectively, for the payment of bond and certificate of participation interest
and principal.




Todd Creek Village Metropolitan District

NOTES TO THE FINANCIAL STATEMENTS
(continued)
December 31, 2009

A. Cash deposits

Colorado statutes require that the District use eligible public depositories as defined by the
Colorado Public Deposit Protection Act (the Act). Under the Act, amounts on deposit in excess
of federal insurance levels must be collateralized. The eligible collateral is determined by the
Act and allows the institution 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 the uninsured public deposits as a
group. The market value of the collateral must be at least equal to the aggregate uninsured
deposits. The State Regulatory Commissions for banks and financial services are required by
Statute to monitor the naming of eligible depositories and reporting of the uninsured deposits
and assets maintained in the collateral pools.

Custodial credit risk — deposits
Custodial credit risk is the risk that in the event of a bank failure, the District's deposits may not

be returned to it. The District's cash deposit and investment policy adopts State statutes
regarding custodial credit risk for deposits. As of December 31, 2009 and 2008, none of the
District's bank balance was exposed to custodial credit risk.

The District's cash deposits at December 31, 2009 are as follows:

Carrying Bank
Balance Balance
Cash deposits $ - $ 42,278

The District’s cash deposits at December 31, 2008 are as follows:

Carrying Bank
__Balance __Balance
Cash deposits $ - $ 25428

B. Investments

Credit risk

The District's cash deposit and investment policy adopts State statutes regarding credit risk for
investments.

Colorado statutes specify investment instruments meeting defined rating and risk criteria in
which local governments may invest, which include:

Obligations of the United States and certain U.S. government agency securities
Certain international agency securities

General obligation and revenue bonds of the U.S. local government entities
Bankers' acceptances of certain banks

Commercial paper

Written repurchase agreements collateralized by certain authorized securities
Certain money market funds

Guaranteed investment contracts

Local government investment pools

The District’'s money market accounts with Valley Bank & Trust and Collegiate Peaks Bank are
not rated.




Todd Creek Village Metropolitan District

NOTES TO THE FINANCIAL STATEMENTS
(continued)
December 31, 2009

Interest rate risk
Colorado revised statutes limit investment maturities to five years or less unless formally

approved by the Board of Directors. Such actions are generally associated with a debt service
reserve or sinking fund requirements.

As of December 31, 2009, the District had the following investments:

Maturity Fair Value
Colorado Surplus Asset Fund Trust Weighted average $ 1,093,716
under 60 days
Non-rated Money Market and
Certificates of Deposit Less than 1 year 538.788
$ 1632504
As of December 31, 2008, the District had the following investments;
Maturity Fair Value
Colorado Surplus Asset Fund Trust Weighted average $ 1,284,363
under 60 days
Aim Trust Treasury Portfolio (Zion) Less than 1 year 123,929
Non-rated Money Market and
Certificates of Deposit Less than 1 year 1,516,269
$ 2,924,561

Colorado Surplus Asset Fund Trust (CSAFE)

During 2009, the District invested in the Colorado Surplus Asset Fund Trust (CSAFE), which is
an investment vehicle established by state statute for local government entities to pool surplus
assets. The State Securites Commissioner administers and enforces all State statutes
governing the Trust. The trust is similar to a money market fund, with each share valued at
$1.00. CSAFE may investin U.S. Treasury securities, repurchase agreements collateralized by
U.S. Treasury securities and highest rated commercial paper. A designated custodial bank
serves as custodian for CSAFE’s portfolio pursuant to a custodian agreement. The custodian
acts as safekeeping agent for CSAFE's investment portfolic and provides services as the
depository in connection with direct investments and withdrawals. The custodian's internal

records segregate investments owned by CSAFE. CSAFE is rated AAAm by Standard &
Poor’s.

Concentration of credit risk
The District's cash deposit and investment policy adopts state statutes regarding concentration
of credit risk for investments. The District invests primarily in money markets and/or U.S.

securities, U.S. agency securities, or U.S. sponsored corporate securities, which are not subject
to concentration of credit risk.

Custodial credit risk — investments

For investments, custodial credit risk is the risk that in the event of the failure of the
counterparty, the District will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party. The District's cash deposit and
investment policy adopts state statutes regarding custodial credit risk for investments As of
December 31, 2009 and 2008, the District had $1,632,504 and $2,924,561, respectively, of
investments held by outside parties. The Aim Trust Treasury Portfolio is rated AAAm by
Standard and Poor's.
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Todd Creek Village Metropolitan District

NOTES TO THE FINANCIAL STATEMENTS
(continued)
December 31, 2009

Note 4 — Capital assets

Capital asset activity for the year ended December 31, 2009 was as follows:

Beginning Ending
Balance Increases Decreases Balance
Capital assets, not being
depreciated:
Water rights $ 5,907,934 $ - $ - $ 5,907,934
Capital assets, being
depreciated:
Water distribution and
storage 46,607,049 449,478 - 47,056,527
Sewer system 4,932,852 - - 4,932,852
Accumulated depreciation (4,934,595) - (1,299,735) (6,234,330)
Total capital assets, being
depreciated, net 46,605,306 449 478 (1,299,735) 45,755,049
Capital assets, net $ 52,513,240 $ 449478 $(1,299,735) $ 51,662,983

Note 5 — Long-term debt and related subsequent events

A. Changes in long-term debt

The following is an analysis of changes in bonds and loans payable for the year ended
December 31, 2009:

Balance New Principal Balance Due within
12/31/08 Issues Payments 12/31/09 one year
Series 2004 Bonds $19,125,000 $ B $ . $19,125,000
Series 2006
Certificates of
Participation 8,860,000 - - 8,660,000
Total $27,785,000 $ - $ - $27,785,000

B. Bonds payable

$25,575,000 Water Revenue Refunding and Improvement Bonds, Series 2004, dated
December 27, 2004

The bonds are term bonds in the amount of $25,575,000 maturing through December 2019.
The bonds were issued to finance the construction, installation and completion of
improvements to the water supply, purification, transmission and distributions system,
wastewater lift station, force main and interceptor trunk line, and to refund and discharge the
outstanding District revenue bonds as well as other District obligations. The bonds bear
interest from 4.75% to 6.125% per annum payable semi-annually on June 1 and December 1.

The bonds are subject to redemption prior to maturity, at the option of the District, as allowed
under a “Special Mandatory Redemption” provision whereby the District, from sources other
than borrowed funds or funds derived from refunding or refinancing of the Series 2004 Bonds,
may redeem certain bonds at a price equal to the principal amount plus accrued interest.

1"




Todd Creek Village Metropolitan District

NOTES TO THE FINANCIAL STATEMENTS
(continued)
December 31, 2009

Accordingly, bonds with an original maturity date of December 1, 2009 may be redeemed no
earlier than December 1, 2005, bonds maturing on December 1, 2014 may be redeemed no
earlier than June 1, 2009, and bonds maturing on December 1, 2019 may be redeemed no
earlier than June 1, 2010.

Alternatively, the bonds are subject to redemption prior to maturity, at the option of the District,
redeemed with borrowed funds beginning on December 1, 2012, and on any date thereafter,
upon payment of par and accrued interest, with a redemption premium through November 30,
2014, and without a redemption premium thereafter.

The bonds are payable solely from and secured by an irrevocable pledge of and first lien upon
the “pledged revenue” as defined in the bond indenture. Additional security for the bonds is
provided by a “debt service reserve fund” and by guaranty agreements dated as of December
27, 2004, one between the District and Osborne Holding Corporation, owner of The Equinox
Group LLC (the Developer), a Colorado limited liability company, whose affiliates owned or
controlled, at the date of the agreement, approximately 58% of the property to be served with
water services and facilities by the District (the Developer owned approximately 2% of the
property served by the District at December 31, 2009), and the other between the District and
an individual principal of the Developer.

With respect to “pledged revenue” that may be derived by the District's water system, the
Developer and its principal have entered into a Standby Tap Purchase Agreement whereby the
Developer and its principal have guaranteed the payment of principal and interest on the bonds
in the event that “pledged revenues” are insufficient in any year. The Developer and its
principal agree, jointly and severally, to purchase water and wastewater taps from time to time
in the amount necessary to pay when due the scheduled amounts of principal and interest with
respect to the Series 2004 bonds. The Trustee issued a demand letter on November 9, 2009
calling on the Developer and its principal to fulfill its obligation under the Standby Tap Purchase
Agreement to assist the District in making bond interest and principal payments. Due to
economic conditions, neither the Developer nor its principal was able to purchase taps to
provide funds for payment of bond interest and principal on December 1, 2009. Consequently,
the District withdrew funds from the Bond Reserve Fund to satisfy the required interest
payment.

Forbearance Agreement / Event of Default

Due to insufficient pledged tap fee revenue, a portion of bond principal payments for maturities
that were originally due on December 1, 2009 were not paid on that date, and have not been
paid as of the date of the auditors' report (event of default). The District entered into a
Forbearance Agreement (the Forbearance) with the Bond Trustee on December 1, 2009,
whereby 100% of the bondholders of the 2009 maturities agreed to defer redemption of the
bond principal to June 1, 2011. Under the terms of the Forbearance, the District, among other
requirements, must:

continue to pay interest in a timely manner to all holders of the Series 2004 Bonds;
maintain the Bond Reserve Fund at a minimum of $1,000,000 on and after December
1, 2009,

maintain the COPS Reserve Fund after December 1, 2009 at or below $351,000;

not cause a condition of default under the COPS Indenture;

impose an Availability of Service Fee and deposit the proceeds with the Trustee;
impose a Failure to Connect Fee and deposit with the Trustee amounts in excess of
those necessary for operations;

N —
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Todd Creek Village Metropolitan District

NOTES TO THE FINANCIAL STATEMENTS
(continued)
December 31, 2009

7. not make capital expenditures in excess of $250,000;

8. not expend more than $2,483,901, $2,733,433, and $2,958,724 for the years ending
December 31, 2009, 2010, and 2011, respectively;

9. not incur any additional indebtedness;

10. not dispose of any assets other than in the ordinary course of business, and certain
water rights.

The District did not make required minimum rental payments of $675,845 on December 1,
2010, which is an event of default under the COPS agreement, thereby violating requirement
number 4 above. Further, the District withdrew $529,561 from the Bond Reserve Fund to make
bond interest payments on June 1, 2010, leaving a balance of $769,488 in the reserve fund,
which is an event of default under the Forbearance Agreement (number 2 above).

The District, as of the date of the auditors’ report, is negotiating a new forbearance agreement
with the Bond Trustee and bondholders.

C. Certificates of participation (COPS)

The District entered into a lease purchase agreement for a principal amount of $8,660,000,
dated May 18, 2006, with Todd Creek Farms Metropolitan District No.1 Water Activity
Enterprise Leasing Trust 2006 (the Trust). The Trust acts as lessor, and the District acts as
lessee. The Trust was created by the Trustee (Zions First National Bank, Denver, Colorado)
pursuant to a trust indenture and laws of the State of Colorado. The proceeds of the issuance
of the COPS are used to fund the acquisition of water rights and the acquisition, construction
and installation of various water and non-potable water facilities. The Trust leases such water
rights and facilities to the District pursuant to a 16.5-year lease agreement. Base rentals under
the lease agreement are sufficient to cover the payments of principal and interest on the
certificates, and all trustee costs. The District may elect at any time to purchase the property
from the Trust in an amount sufficient to redeem, pay, and defease all outstanding COPS. At
the termination of the lease, ownership of all assets reverts to the District. The obligations of
the District under the lease are not secured by a piedge or lien on any revenues or funds of the
District, and are payable on a parity basis with other general unsecured capital obligations of
the District. The obligations of the District under the lease are subject to a pledge of certain
District property constructed with the proceeds of the COPS.

The COPS bear interest at rates ranging from 5.75% to 6.125%. They are subject to optional
redemption on December 1, 2012 and thereafter at prices ranging from par to par plus a 2%
premium. Certain certificates are subject to a mandatory sinking fund beginning on December
1, 2010.

The District accounts for proceeds of the issuance of the COPS as debt proceeds, and reports
all assets of the trust and all outstanding COPS on its financial statements. Rental payments to
the Trust are reported as interest expense and principal reductions by the District.

The District did not make required minimum rental payments of $675,845 on December 1,
2010, which is an event of default under the COPS agreement. As of the date of the auditors’
report, the District is in negotiation with the Trustee for the COPS holders to obtain a
Forbearance Agreement similar to the Forbearance with bondholders of the Series 2004 bonds.
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Todd Creek Village Metropolitan District
NOTES TO THE FINANCIAL STATEMENTS

{continued)
December 31, 2009

D. Debt maturities

Debt maturities for the next five years and to maturity, based on the above agreements with
Trustees, are as follows:

Year ended December 31, Principal Interest Total
2010 $ 415000 $ 1580813 $ 1,995813

2011 5,790,000 1,302,825 7,092,825

2012 465,000 1,277,525 1,742 525

2013 490,000 1,250,788 1,740,788

2014 7,895,000 1,222,613 9,117,613

2015-2019 9,505,000 3,540,251 13,045,251

2020-2022 3,225,000 453.858 3,678.858

Total $ 27,785,000 § 10,628,673 § 38,413,673

E. Refunding

On December 27, 2004, the District advance refunded and defeased (debt legally satisfied)
$12,500,000 of its Water Revenue Refunding and Improvement Bonds dated November 1,
2001 by portions of the proceeds from the issuance of $25,575,000 Water Revenue Refunding
and Improvement Bonds, dated December 27, 2004 with an interest rate ranging from 4.75% to
6.125%. $6,200,000 of the bonds were redeemed outright and $6,300,000 were defeased.
The defeased bonds are not considered a liability of the District since sufficient funds
($6,751,058) were deposited with a trustee and invested in U.S. government securities for the
purpose of paying the principal and interest of the defeased bonds when due.

Note 6 — Line of credit

The District has a $1,000,000 line of credit agreement with Valley Bank & Trust which matured
November 3, 2009 and has been extended to May 3, 2011. The credit agreement provides for
monthly interest payments at 8.5%. Borrowings under this note agreement are secured by a
deed of trust on the District's water rights and storage facilities. Additional security for this
agreement is provided by a guarantee from the Developer and an individual principal of the

Developer. At December 31, 2009 and 2008, respectively, the outstanding balance was
$1,000,000 and $980,713.

Note 7 — Net assets

The District has net assets consisting of three components — invested in capital assets, net of
related debt; restricted; and unrestricted.

Invested in capital assets, net of related debt consists of capital assets, net of accumulated
depreciation and reduced by the outstanding balances of bonds, loans, notes or other
borrowings that are attributable to the acquisition, construction, or improvement of those net
assets. As of December 31, 2009 and 2008, the District has invested in capital assets, net of
related debt of $23,877,983 and $24,728,240. The District had $1,632,504 and $2,924,561

restricted by contractual obligation for payment of debt service and capital projects as of
December 31, 2009 and December 31, 2008, respectively.
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Todd Creek Village Metropolitan District

NOTES TO THE FINANCIAL STATEMENTS
(continued)
December 31, 2009

Note 8 — Related parties

The majority of the District's Board of Directors are either stockholders or employees of The
Equinox Land Group, Inc. (the Parent Company). The Parent Company owns Village Water
Management, LLC (the Company), with which the District entered into an agreement to perform
administrative duties, maintain and administer operations, and handle the financial affairs of the
District. The contract expires in 2014, but is subject to the District's annual budget and
appropriation. Under the terms of the agreement, the Company received a monthly fee for
these services in an amount not to exceed $25,000 for January through July 2005, $32,000
from August, 2005 through November, 2006, $48,000 from December, 2006 through December
2008, and $49,500 thereafter. During the years ended December 31, 2009 and 2008, the
District paid $594,000 and $576,000, respectively, to the Company under this agreement.

The individual principal of the Developer owned 50% of the Parent Company through
December 31, 2008. Effective January 1, 2009, the individual principal of the Developer sold
his interest in the Parent Company to the remaining stockholder, who is on the Board of
Directors of the District.

The District is assessed an additional 10% by a construction company, owned by the Parent
Company, on all construction costs as a construction management fee. Total amounts paid to
the construction company in construction management fees for the years ended December 31,
2009 and 2008 were $21,072 and $46,420.

In 2008, the District paid credit enhancement fees of $125,000 to the principal of the developer
for assisting in obtaining and guaranteeing financing agreements for the District.

Note 9 — Water agreements

Water Lease Agreements

On January 1, 2004, the District entered into two Water Lease Agreements with Coors Brewing
Company (Coors), both renewable annually until December 31, 2006. Under the terms of the
agreements, the District received the right for a minimum of 250 acre feet of Leased Water at a
rate of $175 per acre foot in 2005 and $200 per acre foot in 2006, with minimum annual
payments of $45,500 and $52,000, respectively, payable on January 1 each year.

Effective January 1, 2008, the District renewed its two Water Lease Agreements with Coors,
both now terminating on December 31, 2011 (initial term). Both Agreements may be renewed
for an additional five year term after the initial term.

Under the terms of the first Agreement, the District will receive the right to 100 acre feet of
Leased Water at the following per acre foot rates: 2008, $250; 2009, $275; 2010, $300; and
2011, $325. The minimal annual payments are as follows: 2008, $25,000; 2009, $27,500;
2010, $30,000; and 2011, $32,500, payable on January 1 each year.

Under the terms of the second Agreement, the District will receive the right to 250 acre feet of
Leased Water at the following per acre foot rates: 2008, $250; 2009, $275; 2010, $300; and
2011, $325. The District agrees to pay a minimum amount each year equal to the cost of 160
acre feet of Leased Water. The minimal annual payments are as follow: 2008, $40,000; 2009,
$44,000; 2010, $48,000; and 2011, $52,000, payable on January 1 each year.
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Todd Creek Village Metropolitan District
NOTES TO THE FINANCIAL STATEMENTS

(continued)
December 31, 2009

Note 10 — Commitments and contingencies and related subsequent events

Commitments
The District had active construction projects as of December 31, 2009 and 2008. Commitments
under these projects totaled $74,350 and $218,972 at December 31, 2009 and 2008.

Effective March 1, 2009, the District entered into an operating lease ending February 28, 2014
for its administrative offices. The lessor is an entity related to the Developer. The rental rate is
$3,080 per month, on a triple-net basis whereby the District pays taxes, maintenance and
repairs, and insurance. Minimum base rental payments, including expected property taxes,
due for the next five years and in total are as follows:

Year ended December 31,

2010 $ 41676
2011 41,676
2012 41,676
2013 41,676
2014 6,946
Total $ 173,650

Contingencies

During, and subsequent to, December 31, 2009, the District is party to two lawsuits with two
banks, and has demanded payment of tap fees from a third bank. In total, the District asserts
that it is owed $6,849,267 in unpaid tap fees, arising from the transfer of title for lots within the
District's boundaries to the banks. The District was unsuccessful in District Court in February
2011 with respect to one case involving approximately $5,400,000 in unpaid taps. Regarding
that case, the District has instructed its attorney to appeal the order and judgment of the District
Court to the Colorado Court of Appeals. In the event the District is not successful on an open
records act issue in one of the bank litigation matters, it may incur attorneys' fees in an amount
to be awarded by the court, likely less than $17,000. The final outcome of these legal actions is
undeterminable as of the date of the auditors’ report.

Subsequent to December 31, 2009, the District was named as defendant in a lawsuit seeking
injunctive relief requiring the District to repair a reservoir within the District's boundaries. The
outcome of the case and any potential liability is undeterminable as of the date of the auditors'
report.

Note 11 — 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
maintains commercial insurance for all risks of loss. Settied claims have not exceeded the
commercial insurance coverage limits in any of the past three years.
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Todd Creek Village Metropolitan District
NOTES TO THE FINANCIAL STATEMENTS
{continued)

December 31, 2009

Note 12 — 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, revenue and debt limitations which apply to the State
of Colorado and all local governments.

The District's management believes it qualifies under the Water Activity Enterprise definition of
TABOR and therefore is not subject to the requirements of TABOR. However, TABOR is
complex and subject to interpretation.

Note 13 — Noncompliance with Colorado Revised Statute

Colorado Revised Statutes require that local governments submit audited financial statements
for calendar year-end by July 31, or September 30 if granted an extension, of the following
year. The District was not in compliance with the statutory requirement.

wekddfr
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Todd Creek Village Metropolitan District

STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUNDS
AVAILABLE - BUDGET AND ACTUAL (BUDGETARY BASIS)

For the Year Ended December 31, 2009

Variance with

Original Final Final Budget
Budgeted Budgeted Favorable
Amounts Amounts Actual (Unfavorable)
ENTERPRISE:
Revenues
Water revenue $ 1,648,000 $ 1,648,000 $ 1,689,983 $ 41,983
(FTC) Failure to connect 500,000 500,000 673,246 173,246
Meters 20,000 20,000 17,660 (2,340)
Inspection fees 5,000 5,000 3,300 (1,700)
Tap fees 662,000 662,000 14,000 (648,000)
Investment eamnings 2,000 2,000 234 (1,766)
Proceeds from line of credit 418,939 418,939 - (418,939)
Penalties and other income 75,000 75,000 76,194 1,194
Total revenues 3,330,939 3,330,939 2,474,617 (856,322)
Expenditures
Accounting and audit 9,500 9,500 7,232 2,268
Administration 74,000 74,000 79,958 (5,958)
Credit enhancement fee 153,938 153,938 - 153,938
Directors fees 4,000 4,000 5,000 (1,000)
District management 594,000 594,000 594,000 -
Emergency reserve 70,768 70,768 - 70,768
Engineering 35,000 35,000 20,800 14,200
Insurance 7,000 7,000 14,332 (7,332)
Interest 90,000 90,000 83,964 6,036
Lease payment 510,000 510,000 521,686 (11,688)
Legal 120,000 320,000 305,833 14,167
Loan fees - - 30,530 (30,530)
Miscellaneous 25,000 25,000 8,195 16,805
MXU system 60,000 60,000 54,756 5244
Community relations 25,000 25,000 10,414 14,586
Raw water acquisition 216,500 336,794 280,935 55,859
Repairs and maintenance 210,000 210,000 188,366 21,634
Rental - - 400 (400)
Utilities 160,000 160,000 138,589 21,411
Water treatment 65,000 65,000 80,250 (15,250)
Total expenditures 2,429,706 2,750,000 2,425,242 324,758
Excess of enterprise revenues
over (under) enterprise expenditures 901,233 580,939 49,375 (531,564)
Funds available (deficit) - beginning
enterprise fund (901,233) (901,233) (524,903) 376,330
Funds available (deficit) - ending
enterprise fund $ - $ (320,294) $ (475528) $ (155,234)

(continued)
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Todd Creek Village Metropolitan District

STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUNDS
AVAILABLE - BUDGET AND ACTUAL (BUDGETARY BASIS)\

(continued)

For the Year Ended December 31, 2009

GENERAL GOVERNMENT:
Revenues
Tap fees
Investment earnings
Total revenues

Expenditures

Debt service:

Interest

Principal

Paying agent fees

Capital Outlay:

Water rights

Operating system and storage

Total expenditures

Excess of general government revenues
over (under) general
government expenditures

Funds available (deficit) - beginning
general government

Funds available (deficit) - ending
general government

Total district revenues

Total district expenditures

Total excess of revenue over
(under) expenditures

Funds available (deficit) - beginning
Funds available (deficit) - ending

Variance with

Original Final Final Budget -
Budgeted Budgeted Favorable
Amounts Amounts Actual (Unfavorable)
3,608,766 $ 3,608,766 § 67,500 §  (3,541,266)
90,000 90,000 56,207 (33,793)
3,698,766 3,698,766 123,707 (3,575,059)
1,059,126 1,059,126 1,059,125 1
5,350,000 5,350,000 - 5,350,000
- B 150 (150)
528,000 528,000 449,478 78,522
6,937,126 6,937,126 1,508,753 5,428,373
(3,238,360) (3,238,360)  (1,385,046) 1,853,314
3,671,531 3,671,531 (5,170,841) (8,842,372)
433,171 § 433,171 § (6,555,887) $§  (6,989,058)
7,029,705 § 7,029,705 $ 2,598,324 (4,431,381)
9,366,832 9,687,126 3,933,995 5,753,131
(2,337,127) (2,657,421)  (1,335,671) 1,321,750
2,770,298 2,770,298 (2,954,001) (5,724,299)
433,171 § 112,877 $ (4,289,672) $  (4,402,549)
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Todd Creek Village Metropolitan District

RECONCILIATION OF ACTUAL (BUDGETARY BASIS) TO STATEMENT
OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the Year Ended December 31, 2009

REVENUE (BUDGETARY BASIS)
Total revenue (GAAP basis)

EXPENDITURES (BUDGETARY BASIS)
Add:
Depreciation
Amortization

Less:
Capital outlay

Total expenses (GAAP basis)

CHANGE IN NET ASSETS PER STATEMENT OF REVENUES,
EXPENSES AND CHANGES IN NET ASSETS

20

$ 25083
2,598,324
3,933,995

1,299,735
414,893

(449,478)
5,199,145

$ 2,600,821
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