PAGOSA AREA WATER AND SANITATION DISTRICT
2009 ANNUAL REPORT

April 26, 2010



PAGOSA AREA WATER AND SANITATION DISTRICT
2009 ANNUAL REPORT

TABLE OF CONTENTS

l. DISTRICT DESCRIPTION — GENERAL INFORMATION ...cctteuirtnerenierencernserensrasesenserensessssesnssssnsssassssnsessnsessnnes 1
A. BOARD IVIEIVIBERS .vvvvvvvvvsvssssssssssssssssssssssesssesessssssssssssssssssssssssssssssssssssseserssessssseseeeseeeeeeeeseseeeseeeeeaeseeeeeees sosssssssssnnnne 1
B. CHANGES IN BOARD IMIEMBERSHIP ..eetieeiiiiieiieeieeeieeeeeeeeeeeeeeeeeseeesesesesesesesesesesessssssssssssssesasasasasssnssssssssnsssssnssnsnnnnnsnnnnn 1
C. OFFICIAL CONTACT FOR DISTRICT 1uuuutiiiiiettttiiieeeeeteetttsieeeeeetrestsseseessessssssaeeeesssssssnnesessssssssnneseesssssssssnesesessssssnnnns 2
D. ELECTIONS HELD IN PAST YEAR 1.uuiiiiiiititiieieeeieeetttteeeeeeeeestssieeeeessssssssaneeesssessssannsesesssssssannaeessssssssnnnsesessssssrsnnseneees 2
Il. DISTRICT BOUNDARY. ....uicuttuttuereecrecrenceserensessrassescrssssssesssassesssssssssssssassssssassesssnssassssssassssssassasssnssssssnssassansnns 2
A. CURRENT BOUNDARY AND SERVICE DESCRIPTION ...cevvuuuueeeeeeerersnnneeeeeeesersssnneeeeessssssssnsesesessssssnnmeesessssssssneneseesssssssnnnnns 2
B. CHANGES FOR 2009 AND PROPOSED CHANGES FOR 2010 ...ccvviuuiieieieieieiiiieeeeeeeeetttieeeeeesesstsnnneseseesssssnnnnnseseesssssnnnneens 2
HI.  AGREEIMIENTS .. ccuiitiiiitiiteitteierneeernnerenseresssresessnsessssssnssssnsssassssasessnsessssssnssssnsssassssnssssnsessssesnssssnsesassssnsesnnses 3
A. AGREEMENTS WITH OTHER TAXING DISTRICTS 1vvvvvvvrrrrrrrrrerrrererereeeseseresesesesssssssesrersseresseseserereresesesssesessssssessssssesesessenes 3
B. AGREEMENTS WITH SERVICE PROVIDERS ..1uueiiiiiittitiieeeeeerertitiieeeeeeesesstsneeesesesesssssnaeeesssssstsnaesessssssssnmaeseessssssssnnseseees 3
C. SPECIFIC PROJECT CONTRACTS .evvttuuueteeeretrtusiieseeeserssssnaeeessssssssseeseessssssssssaesesssssssssmiesesssesssssmmeeessssssssnnoesesesssssssnnns 4
D. WATER PROVISION SERVICE AGREEMENTS 1uvuuuueeeeereerrrsneneeeeerersssnaeeeessesssssnaesesssssssssmaessesssssssnmmeseessssssssmeeeessssssssnnnns 5
E. REIMBURSEMENT AGREEMENTS 1vvvvvvvuversrerssereresesssesssesesesesesesssessssesseereseseeeetetetetetetstetettteteteteseseeeeeeeeeeeeeeeeeeeeeeeeeenenns 5
IV.  SERVICE PLAN....cuttuitenietenertnereeirennerenseressseaseesnssssssssnsssessesassssassssssessssssnssssnsssassssnssssnsessssesnssssnsssassssnsennnnes 6
A. DISTRICT ORGANIZATION AND SERVICE PLAN CREATION ...vvvvvuuieeeeerereruneiaseeessesssnnnaeseeessssssnnneseesssssssssnnesesessssssnnnnseseeens 6
B. POWERS OF THE DISTRICT AS INCORPORATED INTO SERVICE PLAN ...uvvvvvvrvrrrererererererererererererererererssersssesssrsssrsrsrersrerereren 7
C. SERVICE AREA - ADHERENCE TO SERVICE PLAN .ceiiiiiiiiiciecc ettt et e e e e e e e e e e s e s e s e s e s e 8
D. WATER AND WASTEWATER SERVICE - ADHERENCE TO SERVICE PLAN «...eevvtutieiiiiieietiiiieeeeeeeeettieeseeeeeeesnnieseeesenessnnnneens 9
E. FISCAL ADHERENCE TO SERVICE PLAN .utuuuiiieeiiiittiiieeeeeeettttneeeeeesesastanaesessssssstnnaaeeesssssssnnaesessssssssnseeeesssssssnnnaesenes 10
V. DEVELOPIMMENT PROGRESS......c.ccttuiieiienitecrenteecrecenerentessesssessescsassessssssassesssassesessssassssssassasssassassssssassasssnsses 11
A. P ROJECTS COMPLETED. . eeeetttttuueeeseeerereseneaaeeeesessssannaseeessssssnnnnseeesssssssnnnnsesessssssssnnseesesssssssnnnseseesssssssnnnessesssssessnnes 11
B. PROJECTS IN PROGRESS OR NEAR CONSTRUCTION ...uueeeeerrrsruneeseesrerssenseeeesssssssnnnseseesssssssnsessesssssssnnneeseessssssnnnneseeses 11
VI.  FINANCIAL PLAN AND FINANCIAL ACTIVITIES ....ccuuttteierenierncrenccranerrasersnsersssesnssssnssssssssasessssessssssnssssnsesansens 13
A. D00 N 13
B. 2009 AND 2010 BUDGETS uuuueeiieeetttieeeeererersstieeeeessresstuaesesssesssmneeessssssssniesesssssssssiaeeesssssssssimesesesssssssmneeeesns 13
C. REVENUES AND EXPENDITURES ....ieiivtttiieeeeeeteretusieeeeereeesssnaesessssssssssaeesssssssssnnesessssssssnnasesssssssssnaesessssssssnmnnneees 13
D. DEBT SERVICE....etvtuuueeeeeeererttuuaeeeeeeerestanaasesesesssssnaseessssssssnnnssesesssssssssnseseessesssssnnsesessssssssnseseessssssssssssnnnneesesesees 16
E. ACTUAL AND ASSESSED VALUATION HISTORY ...civiiiiiuiieeeeeieretiiiieeeeeeeeerssniaeeeeesseessnnnasesesssesssssnneesessssssssnsnesesssesssnnnnnns 18
F. MILL LEVY HISTORY AND INFORMATION ..uuueeeeeeiuruueeseeerersssnsaseeesssssssnseseesssssssnnseseessssssssnnaesessssssssnnseseesssssssnnnaeseses 18
G. ESTIMATED AMOUNT OF ADDITIONAL GENERAL OBLIGATION DEBT TO BE ISSUED ...vvvvvvvvvrrrersrerererereresereresesesesesersseeseeeees 18
Vil. OTHER INFORMATION SPECIFICALLY REQUESTED BY BOARD OF COUNTY COMMISSIONERS............ccc.cc.... 18
A. DRY GULCH PROJECT SIZE AND COST evttuuieiiiiieittiiieeeeeererettneeeeeeesessssneesesssssssssnaeeesssesstanaesesssessssneeseessssssrnsnneseees 18
B. MV ATER LOSS - ettteeeitiietttee e etteeee et e e e eat e e etaeeerataeesssaeesssaneessnnnessssnnsesasnsessssnsesssnnessssnnsesssnnsesssnnnensessnnneessnnneernnn 23
C. ECONOMIC EFFECTS OF CONNECTION FEES «.eieiiitiiieieeeieeetiiiieeeeeeeeertstiieeeeesesesssannaeeesssessssnnaeeessssssssnnsesesssessssnnnenseees 23

VIII.  CONCLUSION ....cuuuiuiiuiinuinntuniueuneuenaeeaueeaaiesaeasaeaseassaasssassasssssssasssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssns 24



N<XS<CHYIODPOZIrAS " IONMOUO®P

- om 0O W >
."".”"8003)>

GG.
HH.

Il.
4.

KK.

LL.

LIST OF EXHIBITS

Colorado State Auditor’s Office Special District Annual Report Form
District Boundary Map

Boundary Map Change Notification to State and County

List of Intergovernmental Agreements

Contract with MWH Americas, Inc.

MWH Task Order Authorizing 2009 Dry Gulch Study

Contract with Briliam Engineering

Minutes authorizing Harris Water Engineering 2003 and 2007 Reports
PAWSD Service Plan

1977 Decree and County Resolution to Organize PAWSD

1978 Service Plan Modification

Resolution Creating Enterprise Funds

. Historical Water Rates 2000-2010

2003 Rate Study

2008 Audited Financial Statements

2009 Budget

2009 Amended Budget

2010 Budget

Certification of Mill Levy for General Obligation Bonds

40-Year Capital Improvement Plans for Water and Wastewater

Briliam Engineering Report of Probable Cost for Snowball Water Treatment Facility
Minutes Regarding County Request to PAWSD to Waive Liens

. Historical and Projected Adjusted Net Revenues and Debt Service Parity

General Obligation Bond Debt Service Detail
Revenue Bond Debt Service Detail
2009 Lease Obligations

. Executed Loan and Bond Documents

. Actual and Assessed Valuation 2002-2010
. Mill Levy History 2002-2010

. 1989 Alternative Reservoir Site Evaluation

Compiled Minutes of Hidden Valley Reservoir Negotiations with Developer

2003 Appraisal Report to Evaluate Future Raw Water Demands and Water Supply
Alternative Plans

2009 Current Projections for Future Growth, Water Demand and Storage Needs
Newsletter Requesting Public Comment on One-Year Safety Supply Planning Policy
2004 Water Conservation and Drought Management Plan

Minutes Regarding Adoption of One-Year Safety Supply Margin Policy

Water Accountability Program Draft Plan

Strategic Plan Excerpts

MM. PAWSD Board Position Regarding Growth-Related Fees

NN

. Connection Fee Reference Table

00. List of Specific Revenues 2000-2009



PAGOSA AREA WATER AND SANITATION DISTRICT
Archuleta County, Colorado

2009 ANNUAL REPORT

For Activities Completed by December 31, 2009 and with Information about Past and
Prospective Years

Pursuant to Colorado Revised Statutes Section 32-1-207(3)(c), the following information
and documents (attached as Exhibits) are provided for the Pagosa Area Water and Sanitation
District’s (“PAWSD” or “District”) fiscal year ending December 31, 2009. This report sets forth
the activities undertaken by the District in its ongoing provision of water and wastewater
services within and without its service area. Unless otherwise noted, all statistical information
is as of December 31 of such year. This report follows the format set forth by the Colorado
State Auditor’s office, attached hereto as Exhibit A.

. District Description — General Information

The Pagosa Area Water and Sanitation District is a quasi-municipal corporation and a
political subdivision of the State of Colorado organized under Colorado Revised Statutes Title
32. A pre-cursor to the current District, the Pagosa Water and Sanitation District, was originally
formed in 1971 to provide water and wastewater service to the Pagosa Lakes Area which was
under development by Eaton International. That District was dissolved and the Pagosa Area
Water and Sanitation District organized by order of the District Court in and for the County of
Archuleta and State of Colorado entered on March 25, 1977. PAWSD was organized at this time
for the purposes of restructuring its existing bond indebtedness and to provide additional bond
funds to continue to install infrastructure.

a. Board Members (term expiration)

Karen Wessels, President and Chairman (May 2010)
Harold Slavinski, Vice-President (May 2010)
Windsor Chacey, Secretary/Treasurer (May 2012)
Bob Huff, Vice-President (May 2012)

Steve Hartvigsen, Vice-President (May 2012)

b. Changes in Board Membership

There were no Board changes in 2009.



c. Official Contact for District

Mrs. Carrie Weiss, District Manager
Pagosa Area Water and Sanitation District
100 Lyn Avenue

P.0. Box 4610

Pagosa Springs, CO 81157

(970) 731-2691

d. Elections Held in Past Year

No District elections were held in 2009.

1. District Boundary
a. Current Boundary and Service Description

A District Boundary Map is attached hereto as Exhibit B. The boundaries of the District
have expanded significantly over the years through the process of elections and petitions for
inclusion, resulting in an area that now exceeds 76 square miles for water service and 9.1
square miles for wastewater service. In order to service this area, the District operates
approximately 300 miles of water main lines and 100 miles of wastewater main lines, with
associated infrastructure including over 1,200 fire hydrants, 24 wastewater lift stations, 3 water
treatment plants, 12 treated water storage tanks, 2 wastewater treatment facilities and 5
reservoirs. Water service connections are currently provided to 5,356 properties which serve
7,177 equivalent units (a unit of measure employed by the District to equate to the level of
service necessary for one single-family home). Wastewater service is provided for 3,033
properties and 4,234 equivalent units.

b. Changes for 2009 and Proposed Changes for 2010

The annual Boundary Map change notifications to the County and State are attached
hereto as Exhibit C. There were no District boundary changes in 2009. In 2010, it is anticipated
that a small inclusion of a tract of land described as the SE % of the SE % of Section 4, Township
35 North, Range 2 West will enlarge the District boundary by 39.68 acres. This Petition for
Inclusion was approved by the Board of Directors at their regular meeting on February 9, 2010.



Agreements

a. Agreements with Other Taxing Districts

A list of 2009 Intergovernmental Agreements is attached hereto as Exhibit D.

San Juan Water Conservancy District (SJWCD): The District had five separate
Intergovernmental Agreements (IGA) with the SJWCD in 2009. These were
regarding the sharing of costs and information related to the Dry Gulch Project,
payment for PAWSD administrative staff time, office space and materials, and
for costs associated with the Stevens Reservoir enlargement project.

Pagosa Fire Protection District: This IGA is regarding the maintenance of fire
hydrants.

b. Agreements with Service Providers

The following agreements and authorizations for services were in place in 2009:

10.

11.

Hart Construction, District Contractor: Responsible for infrastructure
maintenance and improvement work.

Davis Engineering: Responsible for water modeling, mapping, design and
surveying services.

Briliam Engineering: Responsible for wastewater modeling and design services.
Harris Water Engineering: Responsible for providing Consulting Engineer services
on numerous projects and water planning activities.

Collins, Cockrel and Cole: Responsible for providing all legal services.

Computer Medics: Responsible for providing all computer and phone network
maintenance and installations.

Timberline Electric Controls Corporation and Browns Hill: Responsible for
providing all maintenance and installation services for the Supervisory Control
and Data Acquisition (SCADA) system.

Datamatic: Responsible for providing all Automated Meter Reading technology
maintenance services.

Southwest Water Company: Responsible for providing all wastewater line Inflow
and Infiltration televising and repair.

Clark, White and Associates, Inc.: Responsible for preparing financial statements
for annual audit.

Wall, Smith, Bateman and Associates, Inc.: Responsible for conducting annual
audit.




C.

Specific Project Contracts

In addition to routine maintenance and improvements, the following capital project

contracts and authorizations were in place in 2009. For specific project descriptions,
see Section V. below. Copies of the contracts and authorizations for MWH Americas,

Briliam Engineering and Harris Water Engineering for Dry Gulch Project work are
attached hereto as Exhibits E, F, G and H, respectively.

1. Stevens Reservoir Enlargement
1.1 Weminuche Construction Authority: General Contractor
1.2 Hart Construction: General contractor, wetlands mitigation construction
1.3 Ecosphere Environmental Services: Environmental compliance oversight
1.4 Aqua-Hab, Inc.: Wetlands mitigation oversight
1.5 Davis Engineering Services, Inc.: Project engineer, surveying

2. Hatcher Water Treatment Plant Upgrades
2.1 Briliam Engineering: Project Engineer

3. Highlands Lagoon Elimination
3.1 Briliam Engineering: Project Engineer
3.2 Triad Western Constructors: General Contractor
3.3 Ecosphere Environmental Services: Environmental compliance and wetlands
mitigation oversight
3.4 Davis Engineering Services, Inc.: Environmental survey and permitting
3.5 Horizon Environmental: Stormwater BMPs and environmental compliance
oversight
3.6 Aqua-Hab, Inc.: Wetlands mitigation oversight
3.7 Kutak Rock: Bond Counsel
3.8 Parker Ag Services: Biosolids Removal
3.9 Western Technologies: Geotechnical Engineering
3.10 Trautner Geotech: Geotechnical construction services

4. Dry Gulch Project

4.1 Harris Water Engineering: Project Coordinator, USFS Land Coordinator and
raw water resource consultant

4.2 MWH Americas, Inc.: Project Engineer (dam, diversion and pump station)

4.3 Briliam Engineering: Water Treatment Plant design

4.4 Davis Engineering Services, Inc.: Surveying; Treated water transmission line
design

4.5 Aqua-Hab, Inc.: Wetlands ecology

4.5 Ecosphere Environmental Services: Environmental compliance

4.6 La Plata Archeological: Archeological services




4.7 Western Land Group: USFS land services
4.8 Southwest Land Alliance: Conservation Easement services
4.9 BBC Research and Consulting: Fee consultant

5. Meadows Well Capping
5.1 Val Valentine: Contractor

6. San Juan Pre-Sedimentation Pond Enlargement
6.1 SLV: General Contractor

. Water Provision Service Agreements

1. Pagosa Golf: Agreement by PAWSD to provide up to a total of 900 acre-feet of
water for irrigation purposes and lake level maintenance.

2. Log Park Water Company: Agreement by PAWSD to provide treated water
service to the Log Park Water Company service area. In return, PAWSD received
water rights to compensate for the additional water demand.

Reimbursement Agreements

No reimbursement agreements with developers or builders were in place in 2009.



Service Plan

The PAWSD Service Plan is attached hereto as Exhibit I. The District’s Service Plan was
not changed in 2009. However, in order to respond to the Service Plan-related items in
the Archuleta County Board of County Commissioner’s March 8, 2010 letter to the
PAWSD Board, the following information is provided for this 2009 Annual Report.

a. District Organization and Service Plan Creation

The Pagosa Water and Sanitation District (“PWSD”) was originally established in 1971 by
the Eaton Development Corporation to facilitate the development plans of that
corporation. Under then and currently existing state law, the establishment of a Special
District to facilitate funding of a development through taxing and bonding authority was
and still is allowed. In 1976, when the PWSD was contemplating revision of its funding
arrangements, the District was advised that formation of a new district would more
readily facilitate a refinancing of the existing District’s obligations and would provide for
additional projected development costs. Therefore, in 1976, following statutory
procedures, the Pagosa Area Water and Sanitation District (“PAWSD”) was organized
and ultimately decreed by the District Court in and for the County of Archuleta and
State of Colorado on March 25, 1977. The decree was recorded at Reception No. 87712
with the Archuleta County Clerk and Recorder’s Office. Attached to the decree of the
District Court is a resolution of the Archuleta County Board of County Commissioners
(“BoCC”), dated January 26, 1977, approving the organization of the PAWSD. This
decree with attached resolution is attached hereto as Exhibit J.

The PAWSD Service Plan (“Service Plan”) was modified on October 31, 1978 to
specifically acknowledge that PAWSD would serve the replatted Martinez Mountain
Estates with water service only, and that the lots within that platted subdivision would
be removed from the PAWSD wastewater service area. This modification was recorded
on November 2, 1978 at reception number 93167 in the Archuleta County public
records. Notification of this modification or others pursuant to §32-1-202(2)(b) C.R.S.
was not required for Title 32 districts organized before 1991, but the County-recorded
modification is attached hereto as Exhibit K. The change from providing full service to
just water service within the Martinez Mountain Estates prompted the creation of
separate operational and taxing subdistricts known as District One and District Two
within PAWSD because of the different levels of service provided and facilities required.

Colorado Revised Statutes are vague regarding when a Special District is obligated to
seek formal amendment of its Service Plan. It is the firm belief of the District that all
rules have been followed appropriately and that there have been no material changes
to the Service Plan requiring a formal amendment, as supported in the paragraphs
below. However, the District is open and willing to continued discussion of this matter.



b. Powers of the District as Incorporated into Service Plan

1. General

In paragraph five, the decree of the district court conveys to the Board of Directors of
PAWSD, “all powers of a public or quasi-municipal corporation.” Reciting in part the
language contained in Section 32-1-207(1), C.R.S., that paragraph further states that
PAWSD activities shall

“conform as far as practicable to the approved Service Plan and Resolution
of Approval of the Board of County Commissioners of Archuleta County,
Colorado. The approved Service Plan and Resolution required by part 2 of
article 1 of title 32, C.R.S. 1973, previously filed in the within action shall be,
and the same are hereby, incorporated by reference in and appended to this
Order.”

In paragraph three, the BoCC Resolution authorizing the organization of PAWSD states
at paragraph 3, “that the Service Plan of the proposed Pagosa Area Water and
Sanitation District is hereby approved without condition or modification.” Further,
paragraph seven of the Decree states that, “Board of District and lawful successors shall
hereafter take such steps and procedures as the needs of the District require.” In
paragraph 8, “the District shall have all powers of water and sanitation districts per Title
32, Article 4; and all power and authority as hereafter conferred by law.” Article 4 of
Title 32 was repealed and re-enacted as Section 32-1-1004 by the Colorado Legislature
in 1991.

2. Out-of-District Facilities

In addition to the general powers and authorities granted to all special districts
organized under Title 32 (found at Section 32-1-1001(1), C.R.S.), water and sanitation
districts have been granted additional power and authority by the Colorado legislature.
These are described at Section 32-1-1006(1), C.R.S., and include among others the
authority to divide the district into separate service areas according to the services
provided, assess delinquency penalties on unpaid fees and charges, acquire water rights
and construct facilities outside of district boundaries, exercise eminent domain, increase
or decrease tap fees, and assess availability of service charges.

Section 32-1-1001(1)(e), C.R.S., specifically authorizes all Title 32 districts to acquire,
dispose of, and encumber real and personal property. Section 32-1-1006(1)(e), C.R.S.,
specifically authorizes any water district or water and sanitation district to “acquire
water rights and construct and operate lines and facilities within and without the
district.” PAWSD operates and maintains diversion, storage and pipeline facilities that
are located outside of PAWSD boundaries as well as within PAWSD boundaries.

It is, therefore, inconsequential that the purchase of land for the Dry Gulch Reservoir
and associated infrastructure has occurred outside the service territory defined in the



Service Plan. In the purchase of real property the District has exercised the full statutory
authority available to Special Districts.

c. Service Area - Adherence to Service Plan

1977

The Service Plan anticipated serving an area of approximately 9,000 acres and a
population of approximately 4,800 by the year 2000. An annual water demand was
projected of 2,692 acre-feet per year by 1998 and also projected wastewater service to
7,569 lots by 1984. The revenues necessary to fund construction of the District’s
infrastructure were projected to come from bond issues supported by a property tax
projected at 20 mills, adjustable as needed by the Board. Specifically on page 19, “For
the purpose of this study a 20 mill rate is used, however, this rate may be adjusted as
required by the Directors of the District.”

The Service Plan established equivalent units, the amount of water demand required by
a single family dwelling in one year, as the base unit for computing water demand and
for adjusting District fees and charges. The Service Plan projected a base service charge
rate of $16.50 per equivalent unit per month, and anticipated that all charges would be
adjusted according to equivalent units of water demand. Water customers were to be
charged an additional $1.50 per thousand gallons used above the base amount provided
at the base service charge rate. The rates contemplated by the Service Plan did not
incorporate the tiered rate schedule now commonly used by many water utilities,
including PAWSD, which significantly increases the service charge for water used above
the base amount in order to encourage conservation and reduce waste. Since the
implementation of a tiered water rate schedule, PAWSD has experienced a steady
decline in customer water usage, and this trend has helped to delay PAWSD’s need to
finance new water resources projects and reduce costs to existing customers.

2010

Today, PAWSD serves approximately 50,000 acres and an approximate permanent
population of 9,500. The significant transient tourist and part-time resident population
is difficult to estimate, and therefore water demand planning on the basis of equivalent
units is prudent. The PAWSD service territory has grown considerably in its 33 years of
existence. A total of 59 territorial inclusions have occurred since 1976. All increases in
service territory have occurred through the statutorily authorized inclusion procedure
detailed at Section 32-1-401, et seq., C.R.S., which requires a public hearing on the
inclusion held by the Board of Directors, and an approval of the inclusion only after such
hearing. The Board is prohibited from granting an inclusion if a municipality or county
has submitted a written objection to the inclusion and can provide the property with
adequate service within a reasonable time and on a comparable basis. PAWSD has
never received a written objection to an inclusion from Archuleta County or the Town of
Pagosa Springs.



The largest inclusion of territory into the PAWSD service area occurred following an
inclusion election in 1992, at which voters approved the transfer to PAWSD of the
obligation to provide water service to the combined service areas of the Town of Pagosa
Springs and the Archuleta Water Company, and other adjacent areas not then serviced.
This inclusion was accomplished in accordance with the statutory requirements, and in
July 1993 PAWSD began providing water service within its newly included territory in
PAWSD’s District 2.

Because the inclusion process is statutorily authorized by Section 32-1-401, et seq.,
C.R.S., publically noticed, requiring a public hearing with opportunity for county or
municipal intervention, an election in some circumstances and ultimately approval by
the district court, it is not deemed a material modification requiring amendment of the
Service Plan.

d. Water and Wastewater Service - Adherence to Service Plan

Originally the Service Plan intended to serve both water and wastewater. However, as
early as 1978 (as evidenced by the Service Plan modification attached hereto as Exhibit
K), it became clear that some areas would only require water service. PAWSD District 1,
in which both services are provided, contains approximately 6,300 acres which is less
than the Service Plan originally projected and fewer accounts (3,033 in 2009) than the
7,569 lots the Service Plan projected by 1998. Due to the 1992 major inclusion described
above and subsequent smaller inclusions of “water only” service territory into PAWSD’s
District 2, PAWSD now provides water service to an area much greater than the Service
Plan originally projected. Despite this growth, in 2009 PAWSD had an annual treated
water demand of 2,021 acre-feet, still less than the 2,692 acre-feet per year projected
by the Service Plan as necessary by 1998. PAWSD’s total annual water demand to date
has not exceeded that projected by its Service Plan, nor have the number of projected
wastewater taps been exceeded. This can be explained by lower actual per account
water use than projected, and a slower than projected full development of properties
within District 1. The District has not exceeded the original projections of the service
plan for water or wastewater service, despite significant increases in its service area.

Following the passage of the Taxpayer’s Bill of Rights (“TABOR”) in 1992, the Colorado
Legislature enacted legislation to acknowledge the existence of water activity
enterprises (specifically exempted from TABOR) as Section 37-35.1-101, et seq., C.R.S.
That statute acknowledged the authority of water conservancy districts (organized
under article 45 of Title 37, C.R.S.), water conservation districts (organized under articles
46, 47, 48 or 50 of Title 37, C.R.S.), water and sanitation districts or other entity created
pursuant to Title 32, C.R.S., any entity created pursuant to Title 29, C.R.S., or a county or
a municipality, to create and operate an enterprise within its operating structure if it
engages in a government water activity business, defined in the statute as the provision
of water and wastewater services, owned by such local government.



On July 13, 1995, PAWSD re-adopted and re-established its Water Activity Enterprise by
resolution. This resolution is attached hereto as Exhibit L. The resolution recognized
that PAWSD has always, and continues to operate a government-owned water activity
business, i.e., the provision of water and wastewater services, and is authorized to
utilize the enterprise status with regard to the requirements of TABOR. The
constitutional provision known as TABOR specifically exempts water and wastewater
activity enterprises from its requirements. Section 37-45.1-101(1)(f), C.R.S., specifically
identifies the provision of wholesale and retail water supply and wastewater services as
a qualifying activity for a water activity enterprise. Further, Section 37-45.1-103(1),
C.R.S., provides that “any district which under applicable provisions of law has its own
bonding authority may establish or may continue to maintain water activity enterprises
for the purpose of pursuing a continuing water activity.”

PAWSD, by authority of its Service Plan and Decree, does possess its own bonding
authority and therefore may continue to maintain its water activity enterprises. Doing
so does not constitute a material modification of the Service Plan.

e. Fiscal Adherence to Service Plan

The Service Plan reads, “Water rates in the future may be adjusted as necessary to
compensate for increased production and operating costs” (p.21). Since 1977,
production and operating costs have increased many-fold. The Service Plan authorizes,
and provides the flexibility to accommodate changes in costs, changes in District water
and wastewater service demand due to water usage patterns and conservation
practices, and changes to District revenue needs.

A spreadsheet of historical water rates is attached hereto as Exhibit M. The rate study
completed in May 2003, which was used to establish a structure for the District’s
Schedule of Fees and Charges, is attached hereto as Exhibit N. Since that time, the
Board of Directors has adjusted such Fees and Charges as needed to accommodate the
operational and planning realities encountered.

The PAWSD fee structure, and adjustments made by the Board in the exercise of its
management authority, is within the parameters projected by the Service Plan, allowed
by state law, and does not constitute a material modification of the Service Plan
requiring formal amendment.

10



V. Development Progress

a. Projects completed

The following capital improvements were completed in 2009:

Stevens Reservoir Enlargement: Dam construction completed in October.
Inflow and Infiltration (1&I): Approximately 10 miles of the District’s
wastewater main lines were televised and cleaned, and authorized repairs
made throughout 2009.

Painting of Hatcher Water Tank: Completed in March

Relocation of Lift Station #2: Completed in September

San Juan River Pre-Sedimentation Pond: Enlargement of existing pond and
associated environmental permitting and mitigation completed in November
Installation of Automated Meter Reading Equipment Including Solar Panels:
Completed in November

Sawmill Bottleneck: Upgrade/replacement of a portion of water main at
Sawmill and N. Pagosa Blvd., completed in October

N. 5" Street Line Replacement: Replacement of a portion of water main at N.
Fifth Street and Lewis Street, completed in July

Rock Ridge Line Replacement: Replacement of a portion of water main in
Alpha/Rock Ridge at Great West Avenue.

Eagle’s Loft Gravity Line: Installation of new wastewater main line and lift
station on Park Avenue at Eagle’s Loft, completed in January.

Meadows Well Capping: Locating and capping of unused irrigation wells
undesired by property owners in Pagosa Meadows subdivision, completed in
October.

b. Projects in Progress or Near Construction

Stevens Reservoir Enlargement: Wetlands planting to be completed July
2010.

Hatcher Water Treatment Plant Upgrades: Engineering completed,
contractor chosen, and construction to start April 2010. Anticipated
completion May 2011.

Highlands Lagoon Elimination: Engineering completed and project is in
construction. Anticipated completion November 2011.

Biosolids Beneficial Use: Options researched and are under final evaluation
at this time. Anticipated start August 2010 and completed in November
2011.

Secondary Centrifuge: Project broke ground February 2010; anticipated
completion in November 2010.
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Snowball Raw Water Pipeline: Discussions on-going with CDOT on the
replacement of a portion of the water line at the Jackson Mountain slide
area. Depending on successful negotiations, anticipated start date summer
2010 and completion fall 2011.

Water Meter Replacement Program: Systematic replacement and
reprogramming of all 5,356 water meters in District to read in 10 gallon
increments. Beginning in April 2010, and depending on grant funding to
expedite, anticipated completion 2012-2014.

Inflow and Infiltration (1&I): Televising and cleaning of selected portions of
the District’s sewer lines to start in April 2010. After televising, point repairs
should be completed by November of 2010. Manhole rehabilitation and
repairs to start in May 2010, and be completed by November 2010.

12



VI.

Financial Plan and Financial Activities

a. 2009 Audit

The 2009 Audit is currently in progress; the report will be available in late summer as
directed by statute. The District suggests that in future years, this Annual Report be
provided to the County following the release and Board approval of the final audited
financial statements for the reporting year. The 2008 Audit Report is attached hereto as
Exhibit O.

b. 2009 and 2010 Budgets

The 209 Budget, 2009 Amended Budget and 2010 Budget are attached hereto as
Exhibits P, Q and R, respectively.

2009 Amended Budget explanation: $6,000,000 initially budgeted in 2009 represented
anticipated proceeds from the 2008 Colorado Water Resources and Power Development
Authority loan for construction of the new treatment technology at the Hatcher Water
Treatment facilities. Early in 2009, the opportunity arose to pursue Federal Stimulus
funding in the form of zero interest loans and grants. Intense efforts throughout the
early part of the year yielded $9.3 million dollars in such funding for the Highlands
Lagoon Elimination project. Engineering and staff efforts were diverted from the
Hatcher project during 2009, delaying the need for loan proceeds and making
amendment of the 2009 Budget for this line item necessary. Repayment of both loans
will be made from water and wastewater service charge revenues.

c. Revenues and Expenditures

2009 Revenues and Expenditures are detailed in the 2009 Amended Budget attached
hereto as Exhibit Q. Certified mill levies for individual General Obligation Bond Issues
are attached hereto as Exhibit S. In order to respond to the financial-related items in the
Archuleta County Board of County Commissioner’s March 8, 2010 letter to the PAWSD
Board, the following information is provided for this 2009 Annual Report.

1. Service Charges

Due to the increasing costs of regulatory compliance, energy, chemicals and other
operating costs, water and wastewater service charges have more than doubled since
2003. In 1977, water service charges were projected in the Service Plan to be $16.50
per month for one equivalent unit base or $198 per year. The current 2010 PAWSD
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service charge is $12.00 per month for the base rate plus an increasing tiered rate
structure based upon water usage. In 2006 through 2009, the average usage per
equivalent unit throughout the PAWSD water system was between 4,000 and 5,000
gallons. The monthly service charge for that usage under the current PAWSD rate
schedule would be $33.00 ($12 base rate + 5 x $4.20). The 100 percent increase over
the 33 years that the District has been in existence is computed to be 3% per year in
simple terms, and well within a reasonable inflationary increase over the same period of
time. The current monthly service charge for a customer using 12,000 gallons of water is
$77.60 (512 base rate + (8 x $4.20) + (4 x $8)).

Projections about rates for future years cannot be made, as there are simply too many
variables such as (to name a few): the nature of the global, national, state and local
economies, the amount of precipitation received from year to year, national health care
reform and its affect on health insurance rates, cost of living and inflation, cost of
construction commaodities, energy costs, programs put in place by the District to
optimize its operations, community water conservation practices, new State and Federal
regulations requiring implementation of more advanced and costly treatment
technology, and local growth rates. Similarly, these factors undermine comparisons
between PAWSD and other Districts as none of these uniformly affect disparate water
providers, just as various factors do not evenly affect the needs of different Counties for
property tax revenue.

A table of historical water rates for the last ten years is attached hereto as Exhibit M.
The rate study was completed in May 2003 and was used to establish the structure for
the District’s Schedule of Fees and Charges is attached hereto as Exhibit N.

2. Service Charges and Demands of Growth

Colorado HB 08-1141 prohibits a local government (including a home rule Town) from
approving an application for a development permit unless it determines that the
applicant has demonstrated that the water supply required at full build-out is adequate.
As the local governments continue to approve development permits and grant vested
rights, PAWSD is expected to accommodate this and plan on expansion of its
infrastructure in order to provide an adequate water supply to these vested
development rights unless the county or other local government develops its own public
water system, or the developer develops a private water system. Because many of the
approved developments occur within PAWSD's boundaries, PAWSD has predicated its
planning on developing dependable water resources to supply such developments. It is
a fundamental philosophy of the PAWSD Board that the costs associated with the
demands of growth — applicants for development permits, for example — should not be
imposed on existing customers. Current customers already bear the costs of replacing
existing aging infrastructure, costs which are reflected in water and wastewater service
charges and in the 40-year Capital Improvement Plans. These CIPs are attached hereto
as Exhibit T. Sound financial planning practices from the past continue to serve the
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District’s customers, allowing the District to hold down service charges and not burden
existing customers with costs that are required to serve the water demands of growth.

Specific to the BOCC’s concerns regarding the pledging of service charges to pay for the
Dry Gulch Project, construction of that project will not begin until growth demands are
indicated and funding options are viable. The only debt outstanding on this project is for
the acquisition of land required for a reservoir of any size. This was funded by a low-
interest state-backed loan (Colorado Water Conservation Board, or CWCB) and will be
paid off from growth-related Water Resource Fee (WRF) revenues (see Section VI(d)(3)
below for further discussion of loan). PAWSD acknowledges that should the existing low
WREF revenues continue for an extended period, the CWCB loan costs may need to be
passed on to existing customers. That would be the last resort of several pursued by the
District; to the extent that the entire amount of debt service related to the land
purchase was financed by service charges, this expense would result in additional
charges of approximately $7.00/per month/per equivalent unit. As an early intervention
measure to preclude this circumstance, the PAWSD Board has directed that, in addition
to the current balance of $1,027,635 in the WRF fund, an additional $600,000 be
reserved from the Capital Investment Fee (CIF), the total which would provide at least
two years of payments on the CWCB loan before any such burden would be put upon
existing customers. It should be noted that actual payments and payment schedule will
not be determined until substantial completion of land acquisition.

In addition to the reservoir, another component of the Dry Gulch Project is the upgrade
and capacity expansion of the Snowball Water Treatment Plant. Currently this aged
treatment plant is running at capacity (1.5 million gallons per day (MGD) and there is a
moratorium in place for new inclusions into the area served by this plant, which is
primarily defined as the Town of Pagosa Springs and areas northerly, southerly, easterly
and westerly to Piedra Road. It is anticipated that funding will be required to replace the
Snowball Water Treatment Plant in 2014, or later depending on growth and community
water use patterns. Capacity expansion will be paid for by growth fees. Existing
customers will pay for this necessary technological upgrade of the existing capacity (1.5
MGD). The most recently estimated cost for this upgrade is $9,371,000. The District has
substantial unrestricted funds in reserve exceeding $4 million that could be used
partially for this replacement. In addition to these funds, approximately $2,770,000 is
available from a 2006 bond issue. The debt service payments on a loan necessary for the
upgrade will need to be funded through service charges. The Briliam Engineering Report
of Probable Cost for Snowball Water Treatment Facility is hereto attached as Exhibit U.

3. Bad Debts

In 2007, County Development Services Director Rod Proffitt presented a request from
the Archuleta County BOCC for the District to consider waiving any delinquent charges
resulting in existing District liens from past certification of delinquent accounts to the

County Treasurer for collection with property taxes. The topic had been previously
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discussed with regard to cases where the amount due exceeded the assessed value or
market value of a property. The Board of Directors initially offered to cooperate with
the County in this regard by accepting 30% of the fees recorded upon the County’s
successful sale at auction so that the properties could be put back on the tax rolls. The
Board of County Commissioners rejected that proposition and again petitioned the
PAWSD Board that in the “spirit of community well-being” to fully remove the
certification of past due amounts, which the PAWSD Board did in October of 2007.
(PAWSD minutes are attached hereto as Exhibit V.) As a result of this action and upon
final determination of the amount due on such applicable accounts, the District
performed a bad debt adjustment on its 2008 Financial Statement in the amount of
approximately $172,500 in the Water Enterprise and $72,900 in the Wastewater
Enterprise. To the District’s knowledge, the County has not yet taken any action to
auction these properties or otherwise restore these properties to the tax rolls.

d. Debt Service

1. Authorized but Unissued Debt

PAWSD currently has no authorized but unissued general obligation debt.

In 1992, the passage of TABOR repealed approval of any previous to 1992-authorized
General Obligation debt that had not yet been issued.

2. Financial Contractual Obligations

The Total Net Assets of the District have steadily increased as evidenced by the last four
years’ audited Financial Statements (2005-2008; the 2008 Audited Financial Statement
is attached hereto as Exhibit O). Adjusted Net Revenue trends and debt service
coverage are illustrated on the spreadsheets attached hereto as Exhibit W. Although
fluctuating, net revenues remain well in excess of bond resolution requirements as
illustrated. A complete listing of the District’s General Obligation Bond debt, Revenue
Bond debt and 2009 Lease Obligations are attached as Exhibits X, Y and Z, respectively,
and the executed loan and bond documents are attached as Exhibit AA.

It is anticipated that with the District’s flawless history of compliance with existing
revenue bond resolutions and debt service payments, along with the expected
retirement of the 1998 Revenue Bond in 2013, financing for the Snowball Water
Treatment Plant upgrade in 2014 will be available and affordable. If financing cannot be
obtained, the project will be delayed from this currently-anticipated 2014 date.

3. Colorado Water Conservation Board Loan for Dry Gulch Land Acquisition
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A short-term bridge loan, obtained through Wells Fargo at a 4.5% interest rate, in
combination with $1,000,000 in grant funds obtained by the SJWCD from the State
Water Supply Reserve Account, enabled the first phase of the land purchases for the Dry
Gulch Project to proceed. Voters approved a ballot issue in 2006 allowing the SJWCD to
accept Dry Gulch Project grant funding. Long-term financing was provided by the
Colorado Water Conservation Board (CWCB) at 3.5% over a 30-year term and, upon
those loan funds becoming available, the Wells Fargo bridge loan was paid off in January
of 2009.

County representatives have made false, or perhaps misinformed, allegations that the
District did not use current representations in obtaining approval for the CWCB
financing. Information in the CWCB Loan Application and supporting documentation
was current at the time of submittal in August of 2007. Both PAWSD and SJWCD
annually review actual growth and water usage data to adjust estimates of future water
demands. The Equivalent Unit (EU) method is necessary for estimating growth because
it better indicates the water service demand. Using permanent population estimates
based on census information does not accurately reflect water demand created by
seasonal population fluctuations common in Archuleta County due to the large
percentage of vacation homes and the tourism-based economy. In January of 2007, the
Districts reviewed the EU growth data from 2000 to 2006 as well as per capita daily use.
This review indicated that future modifications should be made to the previous water
demand estimates provided in the 2003 Report. Those then-current growth estimates
based upon the 2000 to 2006 period were used to formulate the Feasibility Study that
accompanied the Loan Application submitted in August 2007. In November 2007, a
reduction in the total dollar amount requested was made because of the statewide
political climate and the amount of funding available for authorization by Governor
Ritter in House Bill 08-1346 for CWCB loans and as recommended by the CWCB.
Although not known at the time of submittal in August 2007, the growth in EUs by
December 2008 was within 130 EUs, or less than 2% different, from the projections
made at the time of the loan submittal.

The CWCB loan was approved in January 2008 and upon the Governor’s signature in
June of 2008, contract negotiations and parity testing could begin. Parity testing, the
formal Certification by an Independent Certified Public Accountant necessary for
issuance of debt secured by pledged revenues, was performed for the twelve month
period (in this case, July 2007 —June 2008) immediately preceding the Board’s
execution of the debt authorization in July of 2008. The process by which to obtain
CWCB financing is a comprehensive and protracted process involving several
independent and objective oversight authorities. In fact, final conditions were not met
and actual disbursement from that authorized amount was not actually received until
January 2009, fully two years from the inception of discussions. In summary, the District
used the best information available at the time of the application submission and no
significant variance was apparent at the time of the application’s approval. Objective
oversight of debt service continues through PAWSD’s independent annual audit. Again,
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VII.

it should be noted that the final loan repayment schedule will be determined upon
substantial completion of land acquisition for the Dry Gulch Project.

e. Actual and Assessed Valuation History

Actual and assessed valuation for the current year and seven years prior is attached
hereto as Exhibit BB.

f. Mill Levy History and Information

The mill levy history for the current year and seven years prior are attached hereto as
Exhibit CC.

The Service Plan authorized the District to issue debt instruments to finance the
infrastructure necessary for the District’s services. In 1977, the Service Plan anticipated
a mill levy throughout the District to pay bonded indebtedness through 1996. For 2010,
PAWSD certified an operations mill levy of 6.090 mills for District 1 and 1.949 mills for
District 2. In 2010, the general obligation bond mill levy for District 1 was certified at
5.264 mills, and was certified at 2.854 mills for District 2. Combining the operational
and debt obligation mill levies for each district reveals a total in 2010 of 11.364 mills for
District 1 and 4.811 mills for District 2. The total mill levy burden in each district is
substantially less than the 20 mills projected by the PAWSD Service Plan.

g. Estimated Amount of Additional General Obligation Debt to be Issued

No additional General Obligation debt is planned at this time. General Obligation debt
will almost certainly be required in the future to provide services and facilities for
proposed developments already approved within the PAWSD service area by the local
government land use authorities in Archuleta County, and for individual territory
inclusion requests.

Other Information Specifically Requested by Board of County Commissioners

In its letter dated March 8, 2010, the BOCC made specific inquiries. To the extent that
the District believes that such inquiries have not been answered by the Annual Report
herein, the District provides the following explanations.

a. Dry Gulch Project Size and Cost

1. History of Project

The District has historically been proactive regarding future planning. Raw water
storage was a critical component of the 1977 Service Plan and continues to be critical to
District planning today. Since 1987, long before more than doubling the PAWSD water
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service area with the inclusion of the Town of Pagosa Springs and Archuleta Water
Company systems, PAWSD in cooperation with the SIWCD has been looking ahead to
ensure that reliable, high quality raw water sources and treatment facilities are available
in the future for this community. Through the SJWCD’s efforts, a large scale analysis
was undertaken to evaluate alternative raw water reservoir sites that could meet future
water demands. This study, 1989 Alternative Reservoir Site Evaluation, is hereto
attached as Exhibit DD. After commissioning the 1989 study and authorizing
subsequent geotechnical work on the most suitable reservoir sites, Hidden Valley was
identified by the SJWCD Board in 1991 as the optimal site. Purchase of the site was
pursued for $1000 per acre. During this time, however, a developer purchased the
property for private use. To achieve agreement with the developer allowing the
Districts to use the property for a 3,000 acre-foot reservaoir, the Districts would have had
to build the dam, accept water level drawdown restrictions, deny public access, and
relocate an easement and water rights diversion location on the San Juan River. In
return, the developer would have had to obtain adequate domestic (as opposed to
existing agricultural) water rights. The developer was unable to secure these rights.
Because sufficient water rights were questionable and restrictions on use of the
reservoir would have been imposed, the Boards of both Districts chose to pursue other
alternatives. In retrospect over 20 years later and after inclusion of the Town of Pagosa
Springs and Archuleta Water Company systems, the relatively small size of the Hidden
Valley reservoir would have been insufficient for long-term future water security.
Compiled minutes of the Hidden Valley developer negotiations are hereto attached as
Exhibit EE.

Based on the 1989 report and follow-up study in 2003 by Harris Water Engineering
(Appraisal Report to Evaluate Future Raw Water Demands and Water Supply Alternative
Plans, attached hereto as Exhibit FF), the Dry Gulch site was determined as the next
most suitable site. It is the only remaining location that can easily accommodate
sufficient water capacity and has proximity to existing main water supply lines and
population centers. PAWSD, together with the SIWCD, purchased 661 acres of property
for the Dry Gulch Reservoir at a cost of approximately $9.8 million in January of 2008.
This property is necessary no matter what size reservoir is ultimately constructed. The
SJWCD has an existing 1967 conditional water right for 6,300 acre-feet at this site. A
portion of the property will also be used for the new Dry Gulch Project treatment plant,
pump station and diversion from the San Juan River. Acquisition of approximately 140
acres of additional private land is currently under negotiations. Simultaneously, PAWSD
and the SJWCD are pursuing a Forest Service Special Use permit and/or land exchange
for the remainder of the property required. This land is also needed regardless of
reservoir size.

2. Drought Management Planning

Current planning for the Dry Gulch Reservoir is for a storage capacity of 19,000 acre-
feet, based on demand projected through for the year 2055. Of this amount, 13,610
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acre-feet is for a One-year Safety Supply Margin. These current figures were presented
to the public in February 2009, approved by the Board in March 2009, and subsequently
published in hard copy and digital form via the District website as the 2009 Current
Projections for Future Growth, Water Demand and Storage Needs report. This report
reflects comprehensive re-analysis of population and demand projections that
supersede earlier projections, such as those found in the 2003 Harris Water Engineering
Appraisal Report to Evaluate Future Raw Demands and Water Supply Alternative Plans.
The 2009 Current Projections for Future Growth, Water Demand and Storage Needs
report contains all of the assumptions used in calculating the reservoir size, including
the storage capacity allocated for drought planning, and is hereto attached as Exhibit
GG.

The Board of Directors established its policy to provide for a One-Year Safety Supply
Margin by Resolution on April 13, 2004 through development and adoption of its Water
Conservation and Drought Management Plan. The One-Year Safety Supply Margin has
been defined by PAWSD as storage of the total annual water system demand in addition
to water storage needed to satisfy the normal annual water demand. In the Plan the
adoption of the One-Year Safety Supply margin is referred to on page 11,

“A firm water supply for this plan is defined as, “adequate raw water
facilities incorporated with conservation measures to provide the normal
water demand without mandatory restrictions, plus a one year supply
safety margin.””

The Board recognized that storage of water in times of surplus stream flow for use when
adequate stream flow is not available has been essential to PAWSD’s ability to provide a
reliable water supply in the past, and continues to be necessary to supply future
demands. Prior to the adoption of this policy in 2004, information was sent to all
customers via the District newsletter in May 2003. In January 