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OSBORNE, PARSONS & ROSACKER, LLP
CERTIFIED PUBLIC ACCOUNTANTS

720 NORTH TEJON STREET
COLORADO SPRINGS, CO 80303-1012

GREGORY P. PARSONS, CPA - PARTNER TELEPHONE (719) 636-2321
JEFFREY 8. ROSACKER, CPA - PARTNER FAX (718) 636-2517
EMALL info@springscpa.com

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Southeastern Colorado Water Conservancy District
Pueblo, Colorado

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, and each major fund of the Southeastern Colorado Water Conservancy District (District)
as of and for the year ended December 31, 2011, which collectively comprise the District’s basic
financial statements 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 audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes consideration
of internal control over financial reporting as a basis for designing 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 over financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, and each major
fund of the District as of December 31, 2011, and the respective change in financial position and, where
applicable, cash flows thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Accounting principles generally accepted in the United States of America require that the management's

discussion and analysis and budgetary comparison information 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, s required by the Governmental Accounting Standards Board, who considers
it 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 inquires of management about the methods of preparing the
information and comparing the information for consistency with management’s response to our inquires,
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
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limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the District’s financial statements as a whole, The additional information, as listed
in the table of contents, s presented for purposes of additional analysis and is not a required part of the
financial statements. The additional information is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures apphied in the audit of the
financial statements and certain other additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements taken as a whole.

Colrdo Springs, Célorado
May 8, 2012
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MANAGEMENT’S DISCUSSION AND ANALYSIS
INTRODUCTION

This discussion and analysis is to provide an overview of the Southeastern Colorado Water
Conservancy District financial condition and operating results of the past year and to inform our
constituents about District financial issues and activities. We encourage readers to consider all of
the information presented here including the independent auditors’ report, the basic financial
statements, notes, and supplementary information.

Government-Wide activities and assets include both the Governmental (District) and the
Proprietary (Enterprise) Fund. The District functions as a Government Fund with one set of
standard accounting policies and the Enterprise functions as a business-type proprietary fund
with a different set of standard accounting policies both in accordance with the Generally
Accepted Accounting Principles. These policies are discussed in the summary of significant
accounting policies in Note 1 to the financial statements. Reconciliation for the Government
Fund is necessary in order to make a consolidated presentation.

FINANCIAL HIGHLIGHTS

Government-Wide Financial Statements — Includes both the Governmental and Proprietary
Funds

1. Government-Wide assets exceed its liabilities by $102,485,722 at December 31, 2011. The
District’s ongoing obligations may use the unrestricted net assets of the governmental
activities totaling $9,393,379 at December 31, 2011. Unrestricted net assets of the business-
type activity total $10,270,393 at December 31, 2011 and may also be used to meet ongoing
obligations. The combined total of funds available to meet ongoing obligations is
$19,663,772.

2. The District’s net assets (Government-Wide) increased from $95,053,406 at December 31,
2010 to $102,485,722 at December 31, 2011. This is an increase of $7,432,316 or 7.82
percent during the year ended December 31, 2011.

3. The most significant asset of the District is its perpetual water rights that are reported at
$132,237,478. Note 4 presents more detail relating to the District's capital assets. To
calculate Government-Wide Net Assets of $102,485,722, the value of the perpetual water
rights and land is combined with other assets and long-term liabilities. The Statement of Net
Assets clearly illustrates these details.

4. The District’s debt consists primarily of the amounts due to the U.S. Bureau of Reclamation
(Reclamation) totaling $51,082,243 at December 31, 2011. This includes both the obligation
related to the Fryingpan-Arkansas Construction Contract and the Safety of Dams obligation.
This represents a decrease of $7,027,888 during the year ended December 31, 2011. Note 5
presents the details of this obligation.



OVERVIEW

This annual report includes a series of financial statements. In addition to this Management’s
Discussion and Analysis (MD&A), the report consists of (1) Government-Wide statements, (2)
fund financial statements, (3) the notes to the financial statements, (4) required supplementary
information, and (5) additional information.

The first two basic statements present a Government-Wide view of the District’s finances. All
District operations are categorized and reported as either governmental or business-type
activities. Governmental activities include basic governmental and administrative services, the
repayment of primary debt, and the protection of the District’s water rights. The District’s
business-type activities carried out by the Proprietary Fund include the sale and administration of
water from the Fryingpan-Arkansas Project, related surcharges, and return flows. The Safety of
Dams repayment obligation is a long-term debt of the business activity. Projects include: (1)
National Environmental Protection Act Environmental Impact Study for the Arkansas Valley
Conduit and an Excess Capacity Master Contract, (2) enlargement of the Pueblo Reservoir and
Turquoise Lake (3) a lease of power privilege for Hydroelectric Power at the Pueblo Dam, (4)
water conservation program for Arkansas Valley Conduit, and other water issues and projects as
identified by the Board of Directors. These Government-Wide statements are designed to present
both the governmental and business-type activities as a consolidated total for the District. In
2011, the Board of Directors adopted Governmental Accounting Standards Board (GASB)
statement number 54, which increased transparency in the presentation of fund balances. The
Governmental Fund Balance Sheet illustrates this change. The notes to the financial statements
under note one: L. Fund Equity contains an explanation of this change in accounting policy.

BASIC FINANCIAL STATEMENTS

o The Statement of Net Assets focuses on resources available for future operations. In
simple terms, this statement presents a snapshot view of the assets of the District, the
liabilities it owes and the net difference at December 31, 2011. The net difference is
further separated into amounts invested in capital assets, restricted for specific
purposes and unrestricted amounts. Governmental activities are reported on the
accrual basis of accounting. The Statement of Net Assets demonstrates that the
District is in a solid position for future operations with net assets that have steadily
increased in recent years.

. The Statement of Activities focuses on the gross and net costs of the District’s
programs and the extent to which such programs rely upon the general revenues. This
statement summarizes and simplifies the user’s ability to determine the extent to
which the programs are self-supporting and/or subsidized by general revenues.

. Fund financial statements focus separately on the Governmental Fund and the
Proprietary Fund. Governmental Fund statements follow the more traditional
presentation of financial statements and include a reconciliation of the Governmental
Fund Balance Sheet to the Statement of Net Assets and a reconciliation of the
Governmental Fund Statement of Revenues, Expenditures, and Changes in Fund
Balance to the Statement of Activities. Statements for the District’s Proprietary Fund



follow the Governmental Funds and include a Statement of Net Assets, Statement of
Revenues, Expenses, and Changes in Fund Net Assets, and Statement of Cash Flows.

. The notes to the financial statements provide additional disclosures required by
Generally Accepted Accounting Principles and provide information to assist the
reader in understanding the District’s financial condition.

The MD&A is intended to explain the significant changes in the financial position and
differences in operations between current and prior years. The MD&A includes currently known
information that management is aware of at the date of the auditor’s report. Please read it in
conjunction with the District’s financial statements that follow this section.

GOVERNMENT-WIDE

The District had a successful year in 2011. We continued to make timely repayments on our
long-term debt while maintaining our capital assets and our financial investment reserves. The
Total Net Assets is the best indicator in this presentation of a successful year as it displays the
increased net assets at December 31, 2011.

Government-Wide
Condensed Statement of Net Assets
December 31

2011 2010 Dollar Percent

Change Change
Current assets $ 33,264,458  $ 33,061,091 $ 203,367 0.62%
Capital assets, net 133,023,373 133,051,634 (28,261) -0.02%
Total Assets 166,287,831 166,112,725 175,106 0.11%
Current liabilities 18,208,933 19,008,007 (799,074) -4.20%
Long-term liabilities 45,593,176 52,051,312 (6,458,136) -12.41%
Total Liabilities 63,802,109 71,059,319 (7,257,210)  -10.21%

Invested in capital assets,

Net of related debt 82,671,950 75,555,311 7,116,639 9.42%
Restricted for TABOR 150,000 150,000 0 0.00%
Unrestricted 19,663,772 19,348,095 315,677 1.63%

Total Net Assets $102,485,722  $ 95,053,406 $ 7,432,316 7.82%




GOVERNMENTAL ACTIVITIES

The following table compares revenues and expenses for the governmental activities for 2011
and 2010. Governmental activities revenues continue to be positively impacted by the various
contracts entered into with Reclamation that applies revenues to the District’s repayment contract
for the Fryingpan-Arkansas Project. Specific Ownership taxes continued to decline in 2011 as
the U.S. economic conditions including consumer spending have not recovered. The increase in
Government expenditure is attributable to the Fryingpan-Arkansas Project, a pass through
activity.

Condensed Comparative Statement of Activities
Governmental Activities
Year Ending December 31

2011 2010 Dollar Percent
Change Change
Revenues
Program revenues —
Charges for services $ 9,023,228 $ 7,152,745 $ 1,870,483 26.2%
Grants 51,450 107,963 (56,513) -52.3%
General Revenues-
Property taxes 6,922,802 6,922,160 642 0.0%
Specific ownership taxes 593,282 668,383 (75,101) -11.2%
Investment earnings 150,027 68,334 81,693 119.5%
Other 756 - 756 100.0%
Total Revenues 16,741,545 14,919,585 1,821,960 12.2%
Expenses
General government 9,864,219 9,450,338 413,881 4.4%
Total Expenses 9,864,219 9,450,338 413,881
Increase in net assets 6,877,326 5,469,247 1,408,079 25.7%
Net assets, beginning of year 85,338,003 79,868,756 5,469,247 6.8%
Net assets, end of year $92,215,329 $85,338,003 $ 6,877,326 8.1%

BUSINESS TYPE ACTIVITIES

The Water Activity Enterprise functions from a solid financial base; however, the success of the
Proprietary Fund is more accurately measured by the impact that it has facilitating projects
within the District that benefit our constituents. Progress continues to be made in serving as a
leader for community interest groups. In addition, the Arkansas Valley Conduit and Excess
Capacity programs signed a Memorandum of Agreement with the District and Reclamation in
2011, to complete the National Environmental Protection Act Environmental Impact Study on
the development of both projects. The Enlargement program continued to progress in 2011 with

iv



projected increased activity in 2012 to move the program forward. The newest development
within the Enterprise is Hydroelectric Power. The development of Hydroelectric Power as an
additional revenue source will significantly increase the future financial activity within the
Proprietary Fund. The following table compares revenues and expenses for the business-type

activities for 2010 and 2011.

Condensed Comparative Statement of Activities

Revenues
Program Revenues
Charges for services & sales
Intergovernmental revenue
General Revenues
Investment earnings
Total Revenues

Expenses
Water Activity Enterprise
Total Expenses
Increase in net assets
Net assets, January 1

Net assets, December 31

BUDGET ANALYSIS

Business-Type Activities
Year Ending December 31

2011 2010 Change

$ 2,415,184 $1,978,853 $436,331
118,154 504,574 (386,420)
154,800 48,876 105,924
2,688,138 2,532,303 155,835
2,133,148 1,918,416 214,732
2,133,148 1,918,416 214,732
554,990 613,887 (58,897)
9,715,403 9,101,516 613,887
$10,270,393 $9,715,403 $554,990

Percent
Change

22.0%
-76.6%

216.7%
6.2%
11.2%
11.2%
-9.6%
6.7%

5.7%

In December 2010, the District’s Board of Directors adopted a budget for Government Funds for
the calendar year 2011 following a public hearing as required by state law. The original budgeted
appropriation for the year ended December 31, 2011 totaled $14,434,056. The District chose not
to modify the expenditure by amendment in 2011. Actual expenditures for 2011 totaled
$14,180,295. The required supplementary information schedule details the General Fund

budgetary comparison.



CAPITAL ASSETS AND DEBT ADMINISTRATION

At December 31, 2011 and 2010, the District had $132,237,478 invested in perpetual water
rights classified as a non-depreciable capital asset. Office furniture and equipment was
inventoried and obsolete items removed from the asset list. Note 4 details the capital assets. The
District implemented the Strategic Plan for Information Technology in 2011, to improve
communication and productivity. An increase in depreciable assets and accumulated depreciation
reflects the financial impact of the improvements.

Capital Assets
as of December 31

2011 2010
Nondepreciable Assets
Perpetual water rights 132,237,478 132,237,478
Land 20,092 20,092
132,257,570 132,257,570
Depreciable Assets
Buildings and Improvements 1,192,649 1,181,771
Furniture & Equipment 406,849 411,288
1,599,498 1,593,059
Accumulated Depreciation (833,695) (798,995)
Capital Assets, Net $ 133,023,373 $ 133,051,634

The contract between the District and Reclamation stipulates that the District is responsible for
repayment of a portion of the costs of the Fryingpan-Arkansas Project. The total estimated
repayment obligation for the District in 1981 was $132,237,478. This represented $74,348,993
allocated to agriculture and $57,888,485 allocated to municipal and industrial. Each year the
District also incurs operating and maintenance costs.

The District utilizes the collection of ad valorum property tax and Winter-water storage charges
to retire the debt. Reclamation credits miscellaneous revenue to the repayment of the Project debt
based on contracts for use of Fryingpan-Arkansas facilities for storage and delivery of non-
Project water.

The repayment contract period is for 40 years with an extension of ten years. The District is well
within this time period with an estimated principal balance owed at December 31, 2011 of
$50,351,423. Because the balance owed is less than the original cost allocated to municipal and
industrial users, future payments will be applied to operating and maintenance cost first, and then
to the agriculture portion of the original construction which is free of interest.

Vi



In addition to the obligation for the original reimbursable construction costs, another contract
was entered into on July 15, 1998 with Reclamation for the repayment of funds expended for a
federally performed Safety of Dams modification program. The Proprietary Fund pays $60,000
per year from surcharge fees collected on water activities within the District boundaries for the
agricultural portion of debt. The municipal portion was paid off in 2010. The balance of this
contract obligation at December 31, 2011 totals $730,820.

FINANCIAL CONTACT
The District’s financial statements are designed to present users with a general overview of the

District’s finances and to demonstrate the District’s accountability. Any questions should be
directed to the staff at the District office at 31717 United Avenue, Pueblo, Colorado, 81001.
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