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ADDENDUM #1

Answers to questions submitted
for
Professional Auditing Services

Date of Addendum: January 17, 2014
Proposal Opening: January 30, 2014 2:00 p.m. MST (Arizona Time)

TO ALL VENDORS PROVIDING PROPOSALS ON THE ABOVE PROJECT:

The following addendum is to answer questions which were submitted in writing by the
01/17/14 deadline.

All other provisions of the Request for Proposal remain unchanged.
Questions and answers:

1. What was the audit fee for the 2012 and 2013 audits for the City of Prescott?
2012 — $31,835.00
2013 - $33,195.00

2. What was the audit fee for the 2012 and 2013 audits for the Hassayampa
Community Facilities Districts?
2012 — $3,180.00
2013 - $3,315.00

3. How long has the current CPA firm been doing the audit?
3 Years

4. Does the City have a policy of mandatory auditor rotation?
Yes, every 3 years as mandated by City Charter

5. Regarding the level of effort of the current Audit Firm:
a. What was the duration of time the Audit Firm was on-site performing

audit procedures? How many staff assigned?
4 staff spent 5 days on-site



b. What was the duration of time the Audit Firm was off-site performing
audit procedures/finalizing workpapers and preparation of required
reports?

We would need to contact the Audit Firm to inquire as to the time
they spent off-site

6. Does the City prepare its own CAFR, Schedule of Expenditures of Federal
Awards, Annual Expenditure Limitation Report? Or is the Audit Firm expected
to perform this function?

The City prepares the above listed reports

7. How many audit adjustments, if any, did the Auditor propose during the 2012
audit?

None

8. Can we obtain a copy of the two 2012 audit reports for the Hassayampa
Community Facilities Districts? Does the City prepare the financial statements
and related disclosures for the district?

Yes, it's a combined report and Yes, they are attached to this
addendum

9. Does the City expect any significant changes in its federal funding levels in
fiscal year 20147

No

10.RFP, Page 8 Part IV — Time Requirements, Sections D & E
a. Auditing standards require that separate materiality determinations be
made on each of the opinion units as applicable. Opinion units are:
I. Governmental Activities
ii. Business-type Activities
lii. Each major governmental fund
iv. Each major enterprise fund
v. Aggregate discretely presented component units
vi. Aggregate remaining fund information
b. The RFP indicates that the City will not be providing the draft of the
financial statements to be audited until October 30, 2014, the last day
the auditor is to have fieldwork completed, and the auditor’s report
draft is due 14 days later.
c. How will the City provide the opinion units and financial reporting to the
audit firm in time to properly plan the audit?
We will provide Trial Balance with the separation of the
opinion units by October 1, 2014.



11.How many total hours for the audits?

Audit is a fixed price, no idea how many hours the audit firm spent,
would have to contact them.

12.Any issues with the prior audit firm?

No issues, City Charter states we must change auditors every 3
years.

13. What were the audit dates for 2013? Interim? Final?

Interim (Trial Balance — October 1%
Final (October 21°' — October 25™)

14.1f the City could change anything about the current audit process, what would
it be?

Nothing

15.1f the audit is awarded to a new auditing firm, are there any transition issues
that would concern the City?

No transition issues expected
16.When will the CAFR be ready for auditor review?

October 30, 2014

17.1s the City expecting any major debt issuances and/or capital projects for
20147

Possible refunding of a Municipal Property Corporation Bond. Major
expansion of one of our Waste Water Treatment Plants

- END -
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2

201 S Cortez Street, Prescott, Arizona 86303

November 18, 2013

The Financial Statements of the Hassayampa Community Facilities Districts No. 1 and 2 (Districts), component units of the
City of Prescott, Arizona, for the fiscal year ended June 30, 2013 is hereby submitted.

This report presents the financial position of the Districts as of June 30, 2013, and the results of their operations for the year
then ended. The financial statements and supporting schedules have been prepared in accordance with generally accepted
accounting principles. We believe the data, as presented, is accurate in all material respects and is presented in a manner
designed to fairly set forth the financial position and results of operations of the various funds of the Districts.

REPORTING ENTITY
For financial reporting purposes the Districts are a primary government.

REPORT CONTENTS
There are two main sections to this report:

The Introductory Section includes the table of contents and this transitional letter.

The Financial Section includes the independent auditors’ opinion, management’s discussion and analysis, basic financial
statements for the Districts as a whole, other required supplemental information and notes to the financial statements.

The accuracy of the Districts’ financial statements and the completeness and fairness of their presentation is the
responsibility of the Districts’” management.

DEBT ADMINISTRATION
The Districts had two debt issues outstanding as of June 30, 2013. These issues amounted to $3,060,000.

CASH MANAGEMENT
Cash not required for current operations was invested through the trustee of the districts.

RISK MANAGEMENT
The Districts are exposed to various risks of loss related to torts, theft of, damage to and destruction of assets; errors and
omissions; and natural disasters for which the Districts carry insurance.

INDEPENDENT AUDIT

The Districts’ financial records are subject to an annual audit by an independent certified public accountant. The audit is
conducted in accordance with generally accepted auditing standards. The auditor determines whether the City followed
generally accepted accounting and reporting principles. Henry & Horne, LLP conducted the audit for fiscal year ending June
30, 2013. The audit opinion is located in the financial section of the report.

Sincerely,

Giluil

Mark Woodfill
Districts’ Treasurer



FINANCIAL SECTION



Henry & HORNE, LLP

Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

Board of Directors
Hassayampa Community
Facilities District No.1 and 2
Prescott, Arizona

We have audited the accompanying financial statements of the governmental activities and
each major fund (Debt Service and General), of Hassayampa Community Facilities District No.1
and 2 (the District), a component unit of the City of Prescott, Arizona, as of and for the year
ended June 30, 2013, which collectively comprise the District's basic financial statements as
listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America,; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express 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 from material
misstatement.

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

Tempe Scottsdale Casa Grande
2055 E. Warner Road 7098 E. Cochise Road 1115 E. Cottonwood Lane
Suite 101 Suite 100 Suite 100
Tempe, AZ 85284-3487 Scottsdale, AZ 85253-4517 Casa Grande, AZ 85122-2950
(480) 839-4900 (480) 483-1170 (520) 836-8201
Fax (480) 839-1749 Fax (480) 483-7126 Fax (520) 426-9432

www.henryandhorne.com



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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and each major fund (Debt
Service and General) of the Hassayampa Community Facilities District No.1 and 2, as of June
30, 2013, and the respective changes in financial position and the respective budgetary
comparison for the General Fund thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 7 to the financial statements, Governmental Accounting Standards Board
(GASB) issued Statement No. 62, Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, Statement No. 63,
Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net
Position, and Statement No. 65, Items Previously Reported as Assets and Liabilities that could
have a material impact on the financial statements. For the District, GASB Statement No. 62
has not impacted the financial statements; however, GASB Statement No. 63 has impacted
what was previously identified as “Statement of Net Assets” and renamed it to “Statement of Net
Position” and has impacted the presentation of the financial statements in the reclassification of
deferred revenues from liabilities to deferred inflows of resources. GASB Statement No. 65 has
not impacted the financial statements. Our opinions are not modified with respect to those
matters.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 2-4 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential
part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in
the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management'’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.



Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Hassayampa Community Facilities District No.1 and 2 basic financial
statements. The introductory section and other supplementary information are presented for
purposes of additional analysis and are not a required part of the basic financial statements.

The other supplementary information is the responsibility of management and was derived from
and relate directly to the underlying accounting and other records used to prepare the basic
financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the other supplementary information is
fairly stated in all material respects in relation to the basic financial statements as a whole.

The introductory has not been subjected to the auditing procedures applied in the audit of the

basic financial statements and, accordingly, we do not express an opinion or provide any
assurance on them.

/&%MJ/ ¥ /sz"b‘rag L P

Casa Grande, Arizona
December 9, 2013



MANAGEMENT’S DISCUSSION AND ANALYSIS

This discussion and analysis is intended to be an easily readable breakdown of the Hassayampa
Community Facilities Districts No. 1 and 2 (Districts) financial activities based on currently known facts,
decisions and conditions. This analysis focuses on current year activities and operations and should be
read in combination with the transmittal letter that begins on page one and the financial statements that
follow.

REPORT LAYOUT

The first several statements are highly condensed and present a government-wide view of the Districts’
finances and operations. Within this view, all District operations are categorized and reported as
governmental activities. Governmental activities include the issuance of bonds and the providing of
infrastructure improvements to the Districts. The government-wide statements include the Statement of
Net Position and Statement of Activities.

Statement of Net Position

The Statement of Net Position presents the assets and liabilities of governmental activities. Net Position,
the difference between assets and liabilities, provide a measure of the Districts’ financial strength, or
financial position. Over time, increases or decreases in net position are an indicator of whether the
financial health is improving or deteriorating.

Statement of Activities

The Statement of Activities presents the major program costs and matches major resources with each. To
the extent that direct charges and grants do not recover a program’s cost, it is paid from general revenue.
The statement simplifies the user’s analysis to determine the extent to which programs are self-
supporting and/or subsidized by general revenues.

Following the government-wide statements is a section containing fund financial statements. These
statements reinforce information in the government-wide financial statements or provide additional
information. The Districts’ major funds are presented in a separate column in the fund financial
statements. For each major fund, a Budgetary Comparison Statement is presented.

Fund Financial Statements

Fund financial statements present separately the major governmental funds. Governmental fund
statements follow the more traditional presentation of financial statements. Fund financial statements
display information at the individual fund level. Each fund is considered to be a separate accounting
entity.



Government-Wide Financial Statements

Statement of Net Position at June 30, 2013:

Table 1
Net Position at Year-end
Governmental
Activities
Assets June 30,2013 June 30,2012
Cash and short-term investments, restricted § 1,921,091 S 1,718,241
Special assessments receivable 2,837,339 3,291,045
Capital assets, net 4,777,645 4,954,446
Total assets 9,536,075 9,963,732
Liabilities
Due within one year 275,000 255,000
Due in more than one year 2,785,000 3,060,000
Total liabilities 3,060,000 3,315,000
Net Position
Net investment in capital assets 1,717,645 1,639,446
Restricted for capital projects 773,331 773,332
Restricted for debt service 3,985,099 4,235,954
Total net position S 6,476,075 S 6,648,732

Net position decreased by $172,657 during the year. Current year activities were offset by the current
year depreciation of $176,801. The liabilities decreased by $255,000, which represents repayment of
debt.

Statement of Activities for the year ended June 30, 2013:
Table 2
Governmental Activities
For the fiscal year ending:
June 30,2013 June 30,2012

Revenues
General revenues
Interest S 267,050 S 309,467
Miscellaneous 4,150 108,914
Total revenues 271,200 418,381
Expenses
General government 188,081 188,021
Interest on long-term debt 255,776 285,294
Total expenses 443,857 473,315
Change in net position (172,657) (54,934)
Beginning net position 6,648,732 6,703,666
Ending net position S 6,476,075 S 6,648,732

There were no significant changes in the governmental activities.



Capital Assets and Debt Administration

Capital Assets

As of year-end the Districts had invested $7.5 million in capital assets.

Debt Outstanding

As of year-end, the Districts had $3.1 million in debt outstanding compared to $3.3 million last year.

Additional information on the Districts’ capital assets and long-term debt can be found in the notes to the
financial statements.

FINANCIAL CONTACT

The Districts’ financial statements are designed to present users (citizens, taxpayers, investors, customers
and creditors) with a general overview of the Districts’ finances and to demonstrate the Districts’
accountability. If you have questions about the report or need additional financial information, please
contact the Districts at 201 South Cortez, Prescott, Arizona 86303.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2

STATEMENT OF NET POSITION
JUNE 30, 2013

Assets

Cash and short-term investments, restricted
Special assessments receivable
Capital assets
Land
Other capital assets (net of accumulated depreciation)
Total assets
Liabilities
Due within one year
Due in more than one year
Total liabilities
Net Position
Net investment in capital assets
Restricted for debt service
Total net Position

The notes to the financial statements are an integral part of this statement.
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Governmental
Activities

1,921,091
2,837,339

431,000
4,346,645

9,536,075

275,000
2,785,000

3,060,000

1,717,645
4,758,430

6,476,075




HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2013

Program Revenues

Net (Expense) Revenue and

Changes in Net Position

Operating Capital Total
Charges for Grants and Grants and Governmental
Services Contributions Contributions Activities
Function/Programs Expenses
Governmental activities
General government S 188,081 S - S - S - (188,081)
Interest on long-term debt 255,776 - - - (255,776)
Total governmental S 443,857 S - S - S - (443,857)
General revenues
Interest income 267,050
Miscellaneous 4,150
Total general revenues 271,200
Change in net position (172,657)
Net position - beginning 6,648,732
Net position - ending 6,476,075

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2013

Community
Facilities
District
Debt Total
Service General Governmental
Assets Fund Fund Funds
Cash and short-term investments, restricted S 1,147,760 S 773,331 S 1,921,091
Special assessments receivable 2,837,339 - 2,837,339
Total assets S 3,985,099 S 773,331 S 4,758,430
Deferred inflows of resources and Fund Balance
Deferred inflows of resources
Deferred revenue S 2,837,340 S - S 2,837,340
Fund Balance
Restricted 1,147,759 773,331 1,921,090
Total Deferred inflows of resources
and fund balances S 3,985,099 S 773,331
Amounts reported for governmental activities in the
statement of net position are different because:
Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds, net of
accumulated depreciation of $2,756,370. 4,777,645
Other long-term assets are not available to pay for current period
expenditures and therefore are deferred in the funds. 2,837,340
Long-term liabilities (bonds payable) are not due and
payable in the current period and, therefore, are not reported in
the funds. (3,060,000)

Net position of governmental activities

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

FOR THE YEAR ENDED JUNE 30, 2013

Revenues
Interest income
Special assessment principal
Miscellaneous
Total revenues

Expenditures
Current
Other services and charges
Debt service - principal
Debt service - interest
Total expenditures
Excess (deficiency) of revenues
over (under) expenditures

Other Financing Sources (Uses)
Transfers in
Transfers out
Total other financing sources (uses'
Net change in fund balance

Fund balance - beginning

Fund balance - ending

Community
Facilities
District
Debt Total
Service General Governmental
Fund Fund Funds
S 267,050 S - S 267,050
453,706 - 453,706
4,150 - 4,150
724,906 - 724,906
11,280 - 11,280
255,000 - 255,000
255,776 - 255,776
522,056 - 522,056
202,850 - 202,850
202,850 - 202,850
944,909 773,331 1,718,240
S 1,147,759 S 773,331 S 1,921,090

The notes to the financial statements are an integral part of this statement.

11



HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND
BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2013

Net change in fund balances - total governmental funds

Amounts reported for governmental activities in the
statement of activities are different because:

Governmental funds report capital outlays as expenditures
while governmental activities report depreciation expense
to allocate those costs over the lives of the assets.
This is the amount by which depreciation exceeded
capital outlays in the current period.

Expenditures for capital assets

Less: current year depreciation

Revenues in the statement of activities that do not provide current
financial resources are reported as revenues in the funds.

Repayment of bond principal is an expenditure in the governmental

funds, but the repayment reduces long-term liabilities in the
statement of net position.

Change in net assets of governmental activities

$ 202,850
(176,801)
(176.,801)
(453,706)
255,000
$ (172,657)

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL

FOR THE FISCAL YEAR ENDED JUNE 30, 2013

Sources of Financial Resources
Revenues
Interest income
Miscellaneous
Total revenues
Other Sources
Transfers from other funds
Total sources of financial resources
Uses of Financial Resources
Expenditures
Capital outlay
Total expenditures
Other Uses
Transfer to other funds

Total uses of financial resources
Excess (deficiency) of sources of financial
resources over (under) uses of financial resources
Fund balance, beginning
Fund balance, ending

General Fund

Original Variance
and Final Positive
Budget Actual (Negative)
S - S - S -
773,000 - 773,000
773,000 - 773,000
- - 773,000
- - 773,000
773,331 773,331 -
S 773,331 S 773,331 S 773,000

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Hassayampa Community Facilities Districts No. 1 and 2 (Districts), component units of the
City of Prescott, Arizona, conform to generally accepted accounting principles applicable to governmental units as
promulgated by the Governmental Accounting Standards Board. A summary of the more significant accounting policies of
the Districts follows.

A.

Financial Reporting Entity

The Districts were formed by petition to the City of Prescott, Arizona, City Council on February 13, 1996. The
Districts’ purposes are to acquire and improve public infrastructure in specified land areas. As special purpose
Districts and separate political subdivisions under the Arizona Constitution, the Districts can levy assessments and
issue bonds independently of the City. Property owners in the designated areas are assessed by the Districts and for
the costs of operating the Districts. The City Council serves as the Board of Directors; however, the City has no
liability for the Districts’ debt. For financial reporting purposes, transactions of the Districts are included as if the
Districts were part of the City's operations.

Basic Financial Statements

Basic financial statements are presented at both the government-wide and fund financial level. Both levels of
statements categorize primary activities as either governmental or business-type. Governmental activities, which are
normally supported by taxes and intergovernmental revenues, are reported separately from business-type activities,
which rely, to a significant extent, on user fees and charges for support. The Hassayampa Community Facilities
Districts have no business-type activities.

Government-wide financial statements display information about the reporting government as a whole. For the most
part, the effect of interfund activity has been removed from these statements. These statements focus on the
sustainability of the Districts as an entity and the changes in aggregate financial position resulting from activities of
the fiscal period. These aggregated statements consist of the Statement of Net Position and the Statement of
Activities.

The statement of activities demonstrates the degree to which the direct expenses of a given function are offset with
program revenues. Direct expenses are those that are clearly identifiable with a specific function. Generally,
program revenues include 1) charges to customers or applicants who purchase, use, or directly benefit from goods,
services or privileges provided by a given function, and 2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function. Taxes and other items not included among program
revenues are reported instead as general revenues.

Fund financial statements display information at the individual fund level. Each fund is considered to be a separate
accounting entity. Funds are classified and summarized as governmental, proprietary or fiduciary.

In general, the effect of interfund activity has been eliminated from the government-wide financial statements.

Basis of Presentation — Fund Accounting

The accounts of the Districts are organized on the basis of funds, each of which is considered a separate accounting
entity. The operation of each fund is accounted for with a separate set of self-balancing accounts that comprise its

assets, liabilities, reserves, fund equity, revenue and expenditures/expenses. Government resources are allocated to
and accounted for in individual funds based upon the purposes for which they are to be spent and the means by
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which spending activities are controlled. The various funds are reported by generic classification within the financial
statements.

The Districts report the following major governmental funds:

Community Facilities District Debt Service Fund is used to account for the accumulation of resources for, and the
payment of, general long-term debt principal, interest, and related costs.

General Fund is used to account for financial resources to be used for the operational expenses and other
activities.

Measurement Focus and Basis of Accounting

Measurement focus is a term used to describe which transactions are recorded within the various financial
statements. Basis of accounting refers to when transactions are recorded regardless of the measurement focus.

The government-wide financial statements are presented on the full accrual basis of accounting with an economic
resource measurement focus. An economic resource focus concentrates on an entity’s or fund’s net position. All
transactions and events that affect the total economic resources (net position) during the period are reported. An
economic resources measurement focus is inextricably connected with full accrual accounting. Under the full accrual
basis of accounting, revenues are recorded when earned and expenses are recorded at the time liabilities are
incurred, regardless of the timing of related cash inflows and outflows.

Governmental fund financial statements are presented on a modified accrual basis of accounting with a current
financial resource measurement focus. This measurement focus concentrates on the fund’s resources available for
spending in the near future. Only transactions and events affecting the fund’s current financial resources during the
period are reported. Similar to the connection between economic resource management focus and full accrual
accounting, a current financial resource management focus is inseparable from a modified accrual basis of
accounting. Under modified accrual accounting, revenues are recognized as soon as they are both measurable and
available. Revenues are considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period.

A deferred revenue liability arises in the governmental funds balance sheet when potential revenue does not meet
either the measurable and available criteria for recognition in the current period. In the government-wide statement
of net position, with a full accrual basis of accounting, revenue must be recognized as soon as it is earned regardless
of availability. Thus, the liability created on the governmental fund balance sheet for unavailable deferred revenue is
eliminated.

Similar to the way its revenues are recorded, governmental funds only record those expenditures that affect current
financial resources. Principal and interest on general long-term debt are recorded as fund liabilities only when due or
when amounts have been accumulated in the debt service fund for payments to be made early in the following year.
In the government-wide financial statements, however, with a full accrual basis of accounting, all expenses affecting
the economic resource status of the government must be recognized. Thus, the expense and related accrued liability
for long-term portions of debt must be included.

Since the governmental fund statements are presented on a different measurement focus and basis of accounting
than the government-wide statements’ governmental activities column, a reconciliation is necessary to explain the
adjustments needed to transform the fund-based financial statements into the governmental activities column of the
government-wide presentation. This reconciliation is part of the financial statements.

15



Amounts reported as program revenues generally include 1) charges to customers or applicants for goods, services,
or privileges provided and fees, fines and forfeitures, 2) operating grants and contributions, and 3) capital grants and
contributions. Internally dedicated resources are reported as general revenues rather than as program revenues.

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

E. Budgets and Budgetary Accounting

On or before July 15 each year, the District’s treasurer shall prepare a proposed budget for the ensuing fiscal year to
be submitted to the Districts’ Board for approval. Public hearings on the budget are held each year in accordance
with legal requirements in order to obtain the comments of the residents of the Districts.

There are no differences between budget basis and generally accepted accounting principles. All appropriations and
encumbrances unexpended at year-end lapse and are not available in the following year. Budgets for all funds are
adopted in accordance with the requirements of the Arizona Constitution, Arizona Revised Statutes.

F. Receivables and Deferred Revenue

On or before July 15 each year, the Districts’ Board levies an assessment on the land in the Districts. These
assessments are due and payable in two installments, on November 1 and May 1 and become delinquent on the first
business day of December and June, respectively. Within twenty days from the date any installment is due, the
District initiates a foreclosure process.

The Districts do not record an allowance for uncollectible accounts. The foreclosure process adequately protects the
District in the event of default by a property owner. The special assessment receivable was $2,837,339 at June 30,
2013.

Governmental funds report deferred revenue in connection with receivables for revenues that are not considered to
be available to liquidate liabilities of the current period. At the end of the year, the deferred revenue reported in the
governmental funds of $3,291,045 is classified as unavailable.

Note 2. CASH AND INVESTMENTS

Arizona Revised Statutes authorize the Districts to invest public monies in the State Treasurers’ investment pools, interest
bearing savings accounts, certificates of deposit and repurchase agreements in eligible depositories; bonds or other
obligations of the United States government that are guaranteed as to principal and interest by the Untied States
government; or bonds of the State of Arizona counties, cities, towns, school Districts or special Districts as specified by
statute.

At year-end, the carrying amount of the Districts’ deposits was $1,921,091 and the total amount of bank balances was
$1,921,091. Cash and investments held by a trustee in the Districts’ name amounted to $540,194 at June 30, 2013 and are
restricted for debt service, this amount is covered by collateral. The remaining bank balance of $1,380,897 is held in U.S.
Government Mutual funds due to an overnight sweep agreement. Investments in U.S. Governmental Mutual Funds are
valued at cost, which approximated fair value.

Custodial credit risk is the risk that in the event of a bank failure, the government’s deposits may not be returned to it. As
of June 30, 2013, the District’s deposits were covered by collateral held by the District’s agent and thus had no deposits
that were exposed to custodial credit risk. The District’s investment policy requires collateralization of not less than 102%
of the market value of investments less any FDIC coverage and requires a third-party custodian to verify collateral
deposits prior to the District making payment for any investment requiring collateralization.
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As a means of limiting its exposure to fair value losses arising from rising interest rates, the District’s investment policy
limits the District’s investment portfolio to maturities of seven years or less. While the portfolio is managed to achieve a
two-year dollar weighted maturity, the maximum dollar weighted average maturity authorized by the investment policy is
four years.

The District is authorized by Trust Agreements to invest idle funds in obligations of the United States Government or its
agencies, collateralized mortgage obligations and pass-through securities, federally insured certificates of deposit in
eligible depositories, fully collateralized repurchase agreements, mutual funds consisting of the foregoing and the State
Treasurer’s Local Government Investment Pool (LGIP). The investments in U.S. Government Mutual Funds are not rated
by a nationally recognized statistical rating organization. There is no limit on the amounts that the District may invest in
any one issuer or institution.

Note 3. CAPITAL ASSETS

Capital assets, which include property, plant, equipment and infrastructure assets (e.g. roads, bridges, curbs and gutters,
streets, sidewalks, tunnels, drainage systems, water and sewer systems etc.) are reported in the applicable governmental
activity column in the government—wide financial statements. In the governmental fund statements, capital assets are
charged to expenditures when purchased. Capital assets are recorded at historical cost or estimated historical cost if
purchased or constructed.

Capital assets are defined by the Districts as assets with an initial, individual cost of $5,000 or more, and an estimated
useful life of greater than five years. Additions or improvements and other capital outlays that significantly extend the
useful life of an asset, or that significantly increase the capacity of an asset are capitalized. Other costs incurred for
repairs and maintenance are expensed as incurred.

Depreciation on exhaustible assets is recorded as an allocated expense in the statement of activities with accumulated
depreciation reflected in the statement of net position and is provided on the straight-line basis, less substantiated
salvage value if any, over the following estimated useful lives:

Buildings and structures 40 years
Improvements other than buildings 40 years
Machinery and equipment 5-10 years
Infrastructure 40 years

Gains or losses from sales or retirements of capital assets are included in operations of the current period in the
government-wide and proprietary financial statements.
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A summary of changes in capital assets during the year follows:
Infrastructure and  Machinery and

Land Other Improvements Equipment Total

Balance 6/30/2012 $431,000 $ 7,072,043 S 30,972 $ 7,534,015
Decreases - - - -

Balance 6/30/2013 431,000 7,072,043 30,972 7,534,015
Accumulated depreciation 6/30/2012 - 2,548,597 30,972 2,579,569
Increases - 176,801 - 176,801
Accumulated depreciation 6/30/2013 - 2,725,398 30,972 2,756,370
Capital Assets, net $431,000 $ 4,346,645 S - S 4,777,645

Depreciation expense for governmental activities is charged to the general government function and amounted to
$176,801.

Note 4. LONG-TERM DEBT

Annual Requirements to Amortize Bonds Payable Summary of Debt Transactions
June 30, 2013 For the Fiscal year ended June 30, 2013

(in thousands of dollars)

Principal Interest Bonds Payable

2014 S 275 S 236 Beginning Balance July 1, 2012

2015 295 215 Community Facilities District Bonds S 3,315,000
2016 320 192

2017 345 167 Bonds Retired 255,000
2018 370 141

2019-2023 1,405 259 Ending Balance June 30, 2013

2024 50 4 Community Facilities District Bonds S 3,060,000
TOTAL S 3060 S 1,214

Community Facilities Districts Bonds:
Balance
June 30, 2013

$2,630,000 Community Facilities District Bonds are issued by community facilities districts (CFD), which are
special purpose districts created specifically to acquire and improve public infrastructure in specified
land areas. These special assessment lien bonds, totaling $7,315,000, were issued by Hassayampa CFD
Number 1 on November 1, 1996 with a final maturity of July 1, 2021 and bear an interest rate of
7.75%. Assessments are levied against property owners in the district to pay all the cost of the district.
The City has no liability for these community facilities district bonds.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2

201 S Cortez Street, Prescott, Arizona 86303

November 23, 2012

The Financial Statements of the Hassayampa Community Facilities Districts No. 1 and 2 (Districts), component units of the
City of Prescott, Arizona, for the fiscal year ended June 30, 2012 is hereby submitted.

This report presents the financial position of the Districts as of June 30, 2012, and the results of their operations for the year
then ended. The financial statements and supporting schedules have been prepared in accordance with generally accepted
accounting principles. We believe the data, as presented, is accurate in all material respects and is presented in a manner
designed to fairly set forth the financial position and results of operations of the various funds of the Districts.

REPORTING ENTITY
For financial reporting purposes the Districts are a primary government.

REPORT CONTENTS
There are two main sections to this report:

The Introductory Section includes the table of contents and this transitional letter.

The Financial Section includes the independent auditors’ opinion, management’s discussion and analysis, basic financial
statements for the Districts as a whole, other required supplemental information and notes to the financial statements.

The accuracy of the Districts’ financial statements and the completeness and fairness of their presentation is the
responsibility of the Districts’ management.

DEBT ADMINISTRATION
The Districts had two debt issues outstanding as of June 30, 2012. These issues amounted to $3,315,000.

CASH MANAGEMENT
Cash not required for current operations was invested through the trustee of the districts.

RISK MANAGEMENT
The Districts are exposed to various risks of loss related to torts, theft of, damage to and destruction of assets; errors and
omissions; and natural disasters for which the Districts carry insurance.

INDEPENDENT AUDIT

The Districts’ financial records are subject to an annual audit by an independent certified public accountant. The audit is
conducted in accordance with generally accepted auditing standards. The auditor determines whether the City followed
generally accepted accounting and reporting principles. Henry & Horne, LLP conducted the audit for fiscal year ending June
30, 2012. The audit opinion is located in the financial section of the report.

Sincerely,

Gl

Mark Woodfill
Districts’ Treasurer
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Henry & HORNE, LLP

Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

Board of Directors
Hassayampa Community
Facilities District No.1 and 2
Prescott, Arizona

We have audited the accompanying financial statements of the governmental activities and
each major fund (Debt Service and General), of Hassayampa Community Facilities District No.1
and 2 (the District), a component unit of the City of Prescott, Arizona, as of and for the year
ended June 30, 2012, 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 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 audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and the General Fund, of the
Hassayampa Community Facilities District No.1 and 2, as of June 30, 2012, and the respective
changes in financial position and the respective budgetary comparison for the General Fund
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
management’'s discussion and analysis be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required
by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management'’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Tempe Scottsdale Casa Grande
2055 E. Warner Road 7098 E. Cochise Road 1115 E. Cottonwood Lane
Suite 101 Suite 100 Suite 100
Tempe, AZ 85284-3487 Scottsdale, AZ 85253-4517 Casa Grande, AZ 85122-2950
(480) 839-4900 (480) 483-1170 (520) 836-8201
Fax (480) 839-1749 Fax (480) 483-7126 Fax (520) 426-9432

www.henryandhorne.com



Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Hassayampa Community Facilities District No.1 and 2 basic financial
statements. The other supplementary information as listed in the table of contents is presented
for purposes of additional analysis and is not a required part of the basic financial statements.
The other supplementary information has been subjected to the auditing procedures applied in
the audit 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.

Af{/J/L,u(L’ ¥ /(:JZC:‘L-N(_ Lo /.J
d

Casa Grande, Arizona

November 23, 2012



MANAGEMENT’S DISCUSSION AND ANALYSIS

This discussion and analysis is intended to be an easily readable breakdown of the Hassayampa
Community Facilities Districts No. 1 and 2 (Districts) financial activities based on currently known facts,
decisions and conditions. This analysis focuses on current year activities and operations and should be
read in combination with the transmittal letter that begins on page one and the financial statements that
follow.

REPORT LAYOUT

The first several statements are highly condensed and present a government-wide view of the Districts’
finances and operations. Within this view, all District operations are categorized and reported as
governmental activities. Governmental activities include the issuance of bonds and the providing of
infrastructure improvements to the Districts. The government-wide statements include the Statement of
Net Assets and Statement of Activities.

Statement of Net Assets

The Statement of Net Assets presents the assets and liabilities of governmental activities. Net assets, the
difference between assets and liabilities, provide a measure of the Districts’ financial strength, or financial
position. Over time, increases or decreases in net assets are an indicator of whether the financial health
is improving or deteriorating.

Statement of Activities

The Statement of Activities presents the major program costs and matches major resources with each. To
the extent that direct charges and grants do not recover a program’s cost, it is paid from general revenue.
The statement simplifies the user’s analysis to determine the extent to which programs are self-
supporting and/or subsidized by general revenues.

Following the government-wide statements is a section containing fund financial statements. These
statements reinforce information in the government-wide financial statements or provide additional
information. The Districts’ major funds are presented in a separate column in the fund financial
statements. For each major fund, a Budgetary Comparison Statement is presented.

Fund Financial Statements

Fund financial statements present separately the major governmental funds. Governmental fund
statements follow the more traditional presentation of financial statements. Fund financial statements
display information at the individual fund level. Each fund is considered to be a separate accounting
entity.



Government-Wide Financial Statements

Statement of Net Assets at June 30, 2012:

Table 1
Net Assets at Year-end
Governmental
Activities
Assets June 30,2012 June 30,2011
Cash and short-term investments, restricced § 1,718,241 S 1,607,495
Special assessments receivable 3,291,045 3,744,924
Capital assets, net 4,954,446 5,131,247
Total assets 9,963,732 10,483,666
Liabilities
Due within one year 255,000 250,000
Due in more than one year 3,060,000 3,530,000
Total liabilities 3,315,000 3,780,000
Net Assets
Invested in capital assets, net of related debt 1,639,446 1,351,247
Restricted for capital projects 773,332 971,452
Restricted for debt service 4,235,954 4,380,967
Total net assets S 6,648,732 S 6,703,666

Net assets decreased by $54,934 during the year. Current year activities were offset by the current year
depreciation of $176,801. The liabilities decreased by $465,000, which represents repayment of debt.

Statement of Activities for the year ended June 30, 2012:
Table 2
Governmental Activities
For the fiscal year ending:
June 30,2012 June 30,2011

Revenues
General revenues
Interest S 309,467 S 211,299
Miscellaneous 108,914 25,000
Total revenues 418,381 236,299
Expenses
General government 188,021 186,579
Interest on long-term debt 285,294 322,568
Total expenses 473,315 509,147
Change in net assets (54,934) (272,848)
Beginning net assets 6,703,666 6,976,514
Ending net assets S 6,648,732 S 6,703,666

There were no significant changes in the governmental activities.



Capital Assets and Debt Administration

Capital Assets

As of year-end the Districts had invested $5.3 million in capital assets.

Debt Outstanding

As of year-end, the Districts had $3.3 million in debt outstanding compared to $3.8 million last year.

Additional information on the Districts’ capital assets and long-term debt can be found in the notes to the
financial statements.

FINANCIAL CONTACT

The Districts’ financial statements are designed to present users (citizens, taxpayers, investors, customers
and creditors) with a general overview of the Districts’ finances and to demonstrate the Districts’
accountability. If you have questions about the report or need additional financial information, please
contact the Districts at 201 South Cortez, Prescott, Arizona 86303.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
STATEMENT OF NET ASSETS
JUNE 30, 2012

Governmental
Assets Activities
Cash and short-term investments, restricted S 1,718,241
Special assessments receivable 3,291,045
Capital assets
Land 431,000
Other capital assets (net of accumulated depreciation) 4,523,446
Total assets 9,963,732
Liabilities
Due within one year 255,000
Due in more than one year 3,060,000
Total liabilities 3,315,000
Net Assets
Invested in capital assets, net of related debt 1,639,446
Restricted for debt service 5,009,286
Total net assets S 6,648,732

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2012

Net (Expense) Revenue and

Program Revenues Changes in Net Assets
Operating Capital Total
Charges for Grants and Grants and Governmental
Function/Programs Expenses Services Contributions Contributions Activities
Governmental activities
General government S 188,021 S - S - S - S (188,021)
Interest on long-term debt 285,294 - - - (285,294)
Total governmental S 473,315 S - S - S - (473,315)
General revenues
Interest income 309,467
Miscellaneous 108,914
Total general revenues 418,381
Change in net assets (54,934)
Net assets - beginning 6,703,666
Net assets - ending S 6,648,732

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2012

Community
Facilities
District
Debt Total
Service General Governmental
Assets Fund Fund Funds
Cash and short-term investments, restricted S 944,909 S 773,332 S 1,718,241
Special assessments receivable 3,291,045 - 3,291,045
Total assets S 4,235,954 S 773,332 S 5,009,286
Liabilities and Fund Balance
Liabilities
Deferred revenue S 3,291,045 S - S 3,291,045
Fund Balance
Restricted 944,909 773,332 1,718,241
Total liabilities and fund balances S 4,235,954 S 773,332

Amounts reported for governmental activities in the
statement of net assets are different because:

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds, net of
accumulated depreciation of $2,548,597. 4,954,446

Other long-term assets are not available to pay for current period
expenditures and therefore are deferred in the funds. 3,291,045

Long-term liabilities (bonds payable) are not due and
payable in the current period and, therefore, are not reported in
the funds. (3,315,000)

Net assets of governmental activities S 6,648,732

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
FOR THE YEAR ENDED JUNE 30, 2012

Community
Facilities
District
Debt Total
Service General Governmental
Fund Fund Funds
Revenues
Interest income S 309,467 S - S 309,467
Special assessment principal 453,879 - 453,879
Miscellaneous 108,914 - 108,914
Total revenues 872,260 - 872,260
Expenditures
Current
Other services and charges 11,220 - 11,220
Debt service - principal 465,000 - 465,000
Debt service - interest 285,294 - 285,294
Total expenditures 761,514 - 761,514
Excess (deficiency) of revenues
over (under) expenditures 110,746 - 110,746
Other Financing Sources (Uses)
Transfers in 198,120 - 198,120
Transfers out - (198,120) (198,120)
Total other financing sources (uses) 198,120 (198,120) -
Net change in fund balance 308,866 (198,120) 110,746
Fund balance - beginning 636,043 971,452 1,607,495
Fund balance - ending S 944909 S 773,332 S 1,718,241

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND
BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2012

Net change in fund balances - total governmental funds

Amounts reported for governmental activities in the
statement of activities are different because:

Governmental funds report capital outlays as expenditures
while governmental activities report depreciation expense
to allocate those costs over the lives of the assets.
This is the amount by which depreciation exceeded
capital outlays in the current period.

Expenditures for capital assets

Less: current year depreciation

Revenues in the statement of activities that do not provide current
financial resources are reported as revenues in the funds.

Repayment of bond principal is an expenditure in the governmental

funds, but the repayment reduces long-term liabilities in the
statement of net assets.

Change in net assets of governmental activities

$ 110,746
(176,801)
(176.,801)
(453,879)
465,000
$ (54.934)

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Sources of Financial Resources
Revenues
Interest income
Miscellaneous
Total revenues
Other Sources
Transfers from other funds
Total sources of financial resources
Uses of Financial Resources
Expenditures
Capital outlay
Total expenditures
Other Uses
Transfer to other funds

Total uses of financial resources
Excess (deficiency) of sources of financial
resources over (under) uses of financial resources
Fund balance, beginning
Fund balance, ending

General Fund

Original Variance
and Final Positive
Budget Actual (Negative)
S - -s :
- 198,120 (198,120)
- 198,120 (198,120)
- (198,120) 198,120
971,452 971,452 -
S 971,452 S 773,332 S 198,120

The notes to the financial statements are an integral part of this statement.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Hassayampa Community Facilities Districts No. 1 and 2 (Districts), component units of the
City of Prescott, Arizona, conform to generally accepted accounting principles applicable to governmental units as
promulgated by the Governmental Accounting Standards Board. A summary of the more significant accounting policies of
the Districts follows.

A.

Financial Reporting Entity

The Districts were formed by petition to the City of Prescott, Arizona, City Council on February 13, 1996. The
Districts’ purposes are to acquire and improve public infrastructure in specified land areas. As special purpose
Districts and separate political subdivisions under the Arizona Constitution, the Districts can levy assessments and
issue bonds independently of the City. Property owners in the designated areas are assessed by the Districts and for
the costs of operating the Districts. The City Council serves as the Board of Directors; however, the City has no
liability for the Districts’ debt. For financial reporting purposes, transactions of the Districts are included as if the
Districts were part of the City's operations.

Basic Financial Statements

Basic financial statements are presented at both the government-wide and fund financial level. Both levels of
statements categorize primary activities as either governmental or business-type. Governmental activities, which are
normally supported by taxes and intergovernmental revenues, are reported separately from business-type activities,
which rely, to a significant extent, on user fees and charges for support. The Hassayampa Community Facilities
Districts have no business-type activities.

Government-wide financial statements display information about the reporting government as a whole. For the most
part, the effect of interfund activity has been removed from these statements. These statements focus on the
sustainability of the Districts as an entity and the changes in aggregate financial position resulting from activities of
the fiscal period. These aggregated statements consist of the Statement of Net Assets and the Statement of
Activities.

The statement of activities demonstrates the degree to which the direct expenses of a given function are offset with
program revenues. Direct expenses are those that are clearly identifiable with a specific function. Generally,
program revenues include 1) charges to customers or applicants who purchase, use, or directly benefit from goods,
services or privileges provided by a given function, and 2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function. Taxes and other items not included among program
revenues are reported instead as general revenues.

Fund financial statements display information at the individual fund level. Each fund is considered to be a separate
accounting entity. Funds are classified and summarized as governmental, proprietary or fiduciary.

In general, the effect of interfund activity has been eliminated from the government-wide financial statements.

Basis of Presentation — Fund Accounting

The accounts of the Districts are organized on the basis of funds, each of which is considered a separate accounting
entity. The operation of each fund is accounted for with a separate set of self-balancing accounts that comprise its

assets, liabilities, reserves, fund equity, revenue and expenditures/expenses. Government resources are allocated to
and accounted for in individual funds based upon the purposes for which they are to be spent and the means by
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which spending activities are controlled. The various funds are reported by generic classification within the financial
statements.

The Districts report the following major governmental funds:

Community Facilities District Debt Service Fund is used to account for the accumulation of resources for, and the
payment of, general long-term debt principal, interest, and related costs.

General Fund is used to account for financial resources to be used for the operational expenses and other
activities.

Measurement Focus and Basis of Accounting

Measurement focus is a term used to describe which transactions are recorded within the various financial
statements. Basis of accounting refers to when transactions are recorded regardless of the measurement focus.

The government-wide financial statements are presented on the full accrual basis of accounting with an economic
resource measurement focus. An economic resource focus concentrates on an entity’s or fund’s net assets. All
transactions and events that affect the total economic resources (net assets) during the period are reported. An
economic resources measurement focus is inextricably connected with full accrual accounting. Under the full accrual
basis of accounting, revenues are recorded when earned and expenses are recorded at the time liabilities are
incurred, regardless of the timing of related cash inflows and outflows.

Governmental fund financial statements are presented on a modified accrual basis of accounting with a current
financial resource measurement focus. This measurement focus concentrates on the fund’s resources available for
spending in the near future. Only transactions and events affecting the fund’s current financial resources during the
period are reported. Similar to the connection between economic resource management focus and full accrual
accounting, a current financial resource management focus is inseparable from a modified accrual basis of
accounting. Under modified accrual accounting, revenues are recognized as soon as they are both measurable and
available. Revenues are considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period.

A deferred revenue liability arises in the governmental funds balance sheet when potential revenue does not meet
either the measurable and available criteria for recognition in the current period. In the government-wide statement
of net assets, with a full accrual basis of accounting, revenue must be recognized as soon as it is earned regardless of
availability. Thus, the liability created on the governmental fund balance sheet for unavailable deferred revenue is
eliminated.

Similar to the way its revenues are recorded, governmental funds only record those expenditures that affect current
financial resources. Principal and interest on general long-term debt are recorded as fund liabilities only when due or
when amounts have been accumulated in the debt service fund for payments to be made early in the following year.
In the government-wide financial statements, however, with a full accrual basis of accounting, all expenses affecting
the economic resource status of the government must be recognized. Thus, the expense and related accrued liability
for long-term portions of debt must be included.

Since the governmental fund statements are presented on a different measurement focus and basis of accounting
than the government-wide statements’ governmental activities column, a reconciliation is necessary to explain the
adjustments needed to transform the fund-based financial statements into the governmental activities column of the
government-wide presentation. This reconciliation is part of the financial statements.

14



Amounts reported as program revenues generally include 1) charges to customers or applicants for goods, services,
or privileges provided and fees, fines and forfeitures, 2) operating grants and contributions, and 3) capital grants and
contributions. Internally dedicated resources are reported as general revenues rather than as program revenues.

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

E. Budgets and Budgetary Accounting

On or before July 15 each year, the District’s treasurer shall prepare a proposed budget for the ensuing fiscal year to
be submitted to the Districts’ Board for approval. Public hearings on the budget are held each year in accordance
with legal requirements in order to obtain the comments of the residents of the Districts.

There are no differences between budget basis and generally accepted accounting principles. All appropriations and
encumbrances unexpended at year-end lapse and are not available in the following year. Budgets for all funds are
adopted in accordance with the requirements of the Arizona Constitution, Arizona Revised Statutes.

F. Receivables and Deferred Revenue

On or before July 15 each year, the Districts’ Board levies an assessment on the land in the Districts. These
assessments are due and payable in two installments, on November 1 and May 1 and become delinquent on the first
business day of December and June, respectively. Within twenty days from the date any installment is due, the
District initiates a foreclosure process.

The Districts do not record an allowance for uncollectible accounts. The foreclosure process adequately protects the
District in the event of default by a property owner. The special assessment receivable was $3,291,045 at June 30,
2012.

Governmental funds report deferred revenue in connection with receivables for revenues that are not considered to
be available to liquidate liabilities of the current period. At the end of the year, the deferred revenue reported in the
governmental funds of $3,291,045 is classified as unavailable.

Note 2. CASH AND INVESTMENTS

Arizona Revised Statutes authorize the Districts to invest public monies in the State Treasurers’ investment pools, interest
bearing savings accounts, certificates of deposit and repurchase agreements in eligible depositories; bonds or other
obligations of the United States government that are guaranteed as to principal and interest by the Untied States
government; or bonds of the State of Arizona counties, cities, towns, school Districts or special Districts as specified by
statute.

At year-end, the carrying amount of the Districts’ deposits was $1,718,241 and the total amount of bank balances was
$1,718,241. Cash and investments held by a trustee in the Districts’ name amounted to $551,474 at June 30, 2012 and are
restricted for debt service, this amount is covered by collateral. The remaining bank balance of $1,166,767 is held in U.S.
Government Mutual funds due to an overnight sweep agreement. Investments in U.S. Governmental Mutual Funds are
valued at cost, which approximated fair value.

Custodial credit risk is the risk that in the event of a bank failure, the government’s deposits may not be returned to it. As
of June 30, 2012, the District’s deposits were covered by collateral held by the District’s agent and thus had no deposits
that were exposed to custodial credit risk. The District’s investment policy requires collateralization of not less than 102%
of the market value of investments less any FDIC coverage and requires a third-party custodian to verify collateral
deposits prior to the District making payment for any investment requiring collateralization.
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As a means of limiting its exposure to fair value losses arising from rising interest rates, the District’s investment policy
limits the District’s investment portfolio to maturities of seven years or less. While the portfolio is managed to achieve a
two-year dollar weighted maturity, the maximum dollar weighted average maturity authorized by the investment policy is
four years.

The District is authorized by Trust Agreements to invest idle funds in obligations of the United States Government or its
agencies, collateralized mortgage obligations and pass-through securities, federally insured certificates of deposit in
eligible depositories, fully collateralized repurchase agreements, mutual funds consisting of the foregoing and the State
Treasurer’s Local Government Investment Pool (LGIP). The investments in U.S. Government Mutual Funds are not rated
by a nationally recognized statistical rating organization. There is no limit on the amounts that the District may invest in
any one issuer or institution.

Note 3. CAPITAL ASSETS

Capital assets, which include property, plant, equipment and infrastructure assets (e.g. roads, bridges, curbs and gutters,
streets, sidewalks, tunnels, drainage systems, water and sewer systems etc.) are reported in the applicable governmental
activity column in the government—wide financial statements. In the governmental fund statements, capital assets are
charged to expenditures when purchased. Capital assets are recorded at historical cost or estimated historical cost if
purchased or constructed.

Capital assets are defined by the Districts as assets with an initial, individual cost of $5,000 or more, and an estimated
useful life of greater than five years. Additions or improvements and other capital outlays that significantly extend the
useful life of an asset, or that significantly increase the capacity of an asset are capitalized. Other costs incurred for
repairs and maintenance are expensed as incurred.

Depreciation on exhaustible assets is recorded as an allocated expense in the statement of activities with accumulated
depreciation reflected in the statement of net assets and is provided on the straight-line basis, less substantiated salvage
value if any, over the following estimated useful lives:

Buildings and structures 40 years
Improvements other than buildings 40 years
Machinery and equipment 5-10 years
Infrastructure 40 years

Gains or losses from sales or retirements of capital assets are included in operations of the current period in the
government-wide and proprietary financial statements.
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A summary of changes in capital assets during the year follows:
Infrastructure and  Machinery and

Land Other Improvements Equipment Total

Balance 6/30/2011 $431,000 $ 7,072,043 S 30,972 $ 7,534,015
Decreases - - - -

Balance 6/30/2012 431,000 7,072,043 30,972 7,534,015
Accumulated depreciation 6/30/2011 - 2,371,796 30,972 2,402,768
Increases - 176,801 - 176,801
Accumulated depreciation 6/30/2012 - 2,548,597 30,972 2,579,569
Capital Assets, net $431,000 $ 4,523,446 S - S 4,954,446

Depreciation expense for governmental activities is charged to the general government function and amounted to
$176,801.

Note 4. INTERFUND TRANSFERS

During the year $198,120 was transferred from the general fund to the debt service fund. This transfer represents the
funds that remained at the end of the capital projects for district number 2.

Note 5. LONG-TERM DEBT

Annual Requirements to Amortize Bonds Payable Summary of Debt Transactions
June 30, 2012 For the Fiscal year ended June 30, 2012

(in thousands of dollars)

Principal Interest Bonds Payable

2013 S 255 § 256 Beginning Balance July 1, 2010
2014 275 236 Community Facilities District Bonds S 3,780,000
2015 295 215
2016 320 192 Bonds Retired 465,000
2017 345 167

2018-2022 1,725 392 Ending Balance June 30, 2011

2023-2024 100 11 Community Facilities District Bonds S 3,315,000
TOTAL S 3315 $§ 1,469
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Community Facilities Districts Bonds:
Balance
June 30, 2012

$2,860,000 Community Facilities District Bonds are issued by community facilities districts (CFD), which are
special purpose districts created specifically to acquire and improve public infrastructure in specified
land areas. These special assessment lien bonds, totaling $7,315,000, were issued by Hassayampa CFD
Number 1 on November 1, 1996 with a final maturity of July 1, 2021 and bear an interest rate of
7.75%. Assessments are levied against property owners in the district to pay all the cost of the district.
The City has no liability for these community facilities district bonds.

455,000 Community Facilities District Bonds are issued by community facilities districts (CFD), which are
special purpose districts created specifically to acquire and improve public infrastructure in specified
land areas. These special assessment lien bonds, totaling $1,240,000, were issued by Hassayampa CFD
Number 2 on February 1, 2000 with a final maturity of July 1, 2024 and bear an interest rate of 7.5%.
Assessments are levied against property owners in the district to pay all the cost of the district. The
City has no liability for these community facilities district bonds.

$3,315,000

Note 6. RISK MANAGEMENT

The Districts are exposed to various risks of loss related to torts; theft of, damage to and destruction of assets; errors and
omissions; and natural disasters for which the Districts carry commercial insurance.
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HASSAYAMPA COMMUNITY FACILITIES DISTRICTS No. 1 and 2
Budgetary Comparison Schedule
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Debt Service Fund

Original Variance
and Final Positive
Sources of Financial Resources Budget Actual (Negative)
Revenues
Interest income S 291,763 S 309,467 S 17,704
Special assessment principal 710,000 453,879 (256,121)
Miscellaneous - 108,914 108,914
Total revenues 1,001,763 872,260 (129,503)
Other Sources
Transfers from other funds - 198,120 198,120
Total sources of financial resources 1,001,763 1,070,380 68,617
Uses of Financial Resources
Expenditures
Other services and charges 60,000 11,220 48,780
Debt service: principal 650,000 465,000 185,000
Debt service: interest 291,763 285,294 6,469
Total expenditures 1,001,763 761,514 240,249
Other Uses
Transfer to other funds - - -
Total uses of financial resources 1,001,763 761,514 240,249
Excess (deficiency) of sources of financial
resources over (under) uses of financial resources - 308,866 308,866
Fund balance, beginning 636,043 636,043 -
Fund balance, ending S 636,043 S 944,909 S 308,866
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430,000 Community Facilities District Bonds are issued by community facilities districts (CFD), which are
special purpose districts created specifically to acquire and improve public infrastructure in specified
land areas. These special assessment lien bonds, totaling $1,240,000, were issued by Hassayampa CFD
Number 2 on February 1, 2000 with a final maturity of July 1, 2024 and bear an interest rate of 7.5%.
Assessments are levied against property owners in the district to pay all the cost of the district. The
City has no liability for these community facilities district bonds.

$3,060,000

Note 6. RISK MANAGEMENT

The Districts are exposed to various risks of loss related to torts; theft of, damage to and destruction of assets; errors and
omissions; and natural disasters for which the Districts carry commercial insurance.

Note 7. Implementation of New GASB Statements

In December 2010, the GASB issued Statement No. 62, Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements. GASBS No. 62 incorporates into the GASB's
authoritative literature certain accounting and financial reporting guidance that is included in the following
pronouncements issued on or before November 30, 1989, which does not conflict with or contradict GASB
pronouncements: Financial Accounting Standards Board (FASB) Statements and Interpretations, Accounting Principles
Board Opinions and Accounting Research Bulletins of the American Institute of Certified Public Accountants' (AICPA)
Committee on Accounting Procedure. The requirements of this Statement are effective for financial statements for
periods beginning after December 15, 2011. The City adopted GASBS No. 62 in fiscal year 2013. The adoption of GASBS
No. 62 does not have any impact on the City’s financial statements.

In June 2011, the GASB issued Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows
of Resources, and Net Position. GASBS No. 63 provides guidance for reporting deferred outflows of resources, deferred
inflows of resources, and net position in a statement of financial position and related disclosures. The statement of net
assets is renamed the statement of net position and includes the following elements: assets, deferred outflows of
resources, liabilities, deferred inflows of resources, and net position. The requirements of this Statement are effective for
financial statements for periods beginning after December 15, 2011. The City adopted GASBS No. 63 in fiscal year 2013.
The adoption of GASBS No. 63 has impacted the presentation of the City’s financial statements.

In March 2012, the GASB issued Statement No. 65, Items previously reported as assets and liabilities. GASBS No. 65
provides reporting standards that reclassify, as deferred outflows of resources or deferred inflows of resources, certain
items that were previously reported as assets and liabilities and recognizes, as outflows of resources or inflows of
resources, certain items that were previously reported as assets and liabilities, and other related disclosures. In addition,
the reporting of such items should be limited to those instances identified by the Governmental Accounting Standards
Board. Statement No. 65 also changes the determination of the major fund calculations and limits the use of the term
deferred in financial statement presentation. Although the provisions of this Statement are effective for financial
statements for periods beginning after December 15, 2012, the City elected to early implement it in fiscal year 2013. The
adoption of GASBS No. 65 has not impacted the presentation of the City’s financial statements.
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