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INDEPENDENT AUDITORS' REPORT

Mr. Hector H. Balderas

New Mexico State Auditor and

Board of Directors

Public Improvement District 2007-1 of Angel Fire
Angel Fire, New Mexico

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the budgetary comparisons for the general fund of the Public {mprovement District 2007-1 of Angel
Fire, as of and for the year ended June 30, 2010, which collectively comprise the Public [mprovement
District 2007-1 of Angel Fire's basic financial statements as listed in the tabie of contents. We also have
audited the the budgetary comparisons for the capital projects fund and debt service fund presented as
supplementary information in the accompanying combining and individual fund financial statements as
of and for the year ended June 30, 2010, as listed in the table of contents. These financial statements are
the responsibility of the Public Lmprovement District 2007-1 of Angel Fire’s management. Qur
responsibility is to express opinions oa these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Govermment Auditing Standards,
issued by the Comptroller General of the United States. 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 managemeni, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

[n 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, as of June 30, 2010, and
the respective changes in financial position, thereof and the respective budgetary comparisons for the
general fund for the year then ended in conformity with accounting principles generally accepted in the
United States of America. In addition, in our opirion, the financial statements referred to above present
fairly, in all material respects, the respective financial position of the budgetary comparisons for the
capital projects fund and debt service fund for the year then ended in conformity with accounting
principles generally accepted in the United States of America.



In accordance with Government Audiiing Standards, we have also issued our report dated November 23,
2010 on our consideration of the Public Improvement District 2007-1 of Angel Fire’s internal control
over financial reperting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that testing, and
not to provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

The management’s discussion and analysis on pages 4 through 8 are not a required part of the basic
financial statements but are supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no apinion
on it.

QOur audit was conducted for the purpose of forming opinions on the basic financial statements, and the
combining and individua! fund financial statements. The additional schedules listed as “other
supplemental information” in the table of contents are presented for purposes of additional analysis and
are not a required part of the financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, s fairly stated in all
material respects in relation to the basic financial statements taken as a whole.
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El Paso, Texas
November 23, 2010
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2010

The Public Improvement District 2007-1 of Angel Fire's ("District") Management's Discussion and
Analysis is designed to (a) assist the reader in focusing on significant financial issues, (b) provide an
overview of the District's financial activity, {c) identify changes in the District's financial position (it's
ability to address the next and subsequent year challenges), and (d) identify individual fund issues or
concerns.

The District is a political subdivision of the State of New Mexico created and existing pursuant to
Sections 5-11-[through 5-11-27 NMSA 1978 and Village of Anpel Fire Resolution 2001-17(c)(1), "PID
Resolution". The Village of Angel Fire requested under the General Plan that Angel Fire Resort
Operations, LLC, provide the application for the formation, The District was formed for the purpose of
financing, construction, and installation of various combinations of road improvements, water, sewer,
electric and telephone lines. The cost of constructing these improvements, together with related
engineering and administration costs, are to serve the 850 lots comprised by the District in conformity
with all relevant plans, specifications, requirements and standards of the Village of Angel Fire.

The PID Resolution 2007-1 and Formation Resolution 2008-07 adopted by the Village of Angel Fire on
February 1[4, 2008 authorized the forming of the Ddistrict and also authorized the imposition and
collection of a Special Levy against the fots comprised by the District, all of which will benefit from the
Special Levy, to be used for the purpose of administration and operation costs of the District as well as
paying the principal of and interest on bonds issued by the New Mexico Finance Authority, as more
particularly described herein.

This Management's Discussion and Analysis (MD&A) is designed to focus on the current year's
activities, resulting changes and currently known facts, please read it in conjunction with the District’s
financial statements (beginning on page 10).

FINANCIAL HIGHLEGHTS

. The Distriet's total net assets decreased by $9,109,849 (or 993.2 percent) during the fiscal year
ended June 30, 2010. Since the District engages only in governmental activities, the decrease is
all in the category of governmental net assets. Net assets were $(8,121,656) and $988,193 for
2010 and 2009, respectivety.

. As a result of the PID Formation Resolution 2008-07, owners of the lots comprised by the
District voted and authorized the imposition and collection of a Special Levy. The governmental
activities revenue for fiscal year ended June 30, 2010 include $2,383,143 for assessments
collected during fiscal year 2010. The governmental activities revenue decreased by $153,116 {or
6.0 percent) during the fiscal year ended 2010, and were $2,415,310 and $2,568,426 for 2010 and
2009, respectively.

The governmental activities expenses of the District increased by $8,747,930 (or 315.0 percent),
Total expenses were $11,525,159 and $2,777,229 for 2010 and 2009, respectively. The District's
increase in governmental expenses is due to the PID project that is still in process.

. The District acquired long-term debt during fiscal year 2010. As of June 30, 2010 the long-term
liabilities of the District were $25,975,000.



OVERVIEW OF THE FINANCIAL STATEMENTS

The Management's Discussion and Analysis is intended to serve as an introduction to the District's basic
financial statements. The District's annual report consists of the following parts: 1) Management's
Discussion and Analysis, 2) Basic Financial Statements, and 3} Other Required Supplementary
Information. The financial statements include notes that explain in detail some of the information
inctuded in the basic financial statements.

Basic Financial Statements

The primary focus of the District's basic financial statements is on the District as a whole (District-
Wide). This perspective allows the user to address relevant questions, broaden a basis for comparison
(year to year or District to District) and enhance the District's accountability.

The District consists of exclusively Governmental Funds. Governmental funds utilize the modified
accrual basis of accounting. The government-wide financial statements are designed to provide readers
with a broad overview of the District's finances in a manner similar to accounting utilized by the private
sector accounting, The District has three funds; the general fund to account for all the general activities
performed during the year, the capital projects fund to record revenues and expenditures to account for
the financing, construction, and installation of various combinations of road improvements, water, sewer,
electric and telephone lines within the lots comprised by the District and the debt service fund to account
for all the payments of principal and interest on the long-term debt of the Distriet.

These statements include a Statement of Net Assets, which is similar to a Balance Sheet. The Statement
of Net Assels reports all financial resources for the District. The Statement is presented in the format
where assets, minus liabilities, equal "Net Assets", formerly known as equity. Assets and liabilities are
presented in order of liquidity, and are classified as "Current” {convertible into cash within one year),
and "Non-current”. Overtime increases or decreases in Net Assets may serve as a useful indicator of
whether the financial position of the District is improving or deteriorating.

The District-Wide financial statements also include a Statement of Revenues, Expenses, and Changes
in Net Assets (similar to an Income Statement). This statement includes revenues, such as taxes revenue
and expenses, such as construction and legal.

The focus of the Statement of Revenues, Expenses, and Changes in Net Assets is the "Change in Net
Assets", which ts similar to Net Income or Loss.

In the Government-Wide financial statements, the District's activities are presented in the following
category:

Governmental activities - Governmental activities include the District's basic activities to
construct certain infrastructure improvements to the District's comprised lots.

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The District uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. For fiscal year ending June 30, 2010,
the District used three governmental funds to account for the District’s activities. Governmental funds are
used to account for essentially the same functions reported as governmental activities in the government-
wide financial statements. However, unlike the government-wide financial statements, governmental
fund financial statements focus on near-term inflows of spendable resources, as well as on balances of
spendable resources available at the end of the fiscal year. Such information may be useful in evaluating
the District's near-term financing requirements.



Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. Both the
governmental fund balance sheet and the governmenta! fund statement of revenues, expenditures, and
changes in fund balances provide a reconciliation to facilitate this comparison between governmental
funds and governmental activities.

Statement of Net Assets

The District is using the new financial reporting model required by Governmental Accounting Standards
Board Statement No. 34. Over time, as year-to-year financial information is accumulated on a consistent
basis, changes in net assets may be observed and used to discuss the changing financial position of the
District as a whole.

Statement of Net Assets

2010 2009
Assets:

Current and other assets $ 19402.047 § 2.246.205
Total assets § 19402047 § 22462053

Liabilities:
Current and other liabilities $ 27.523.703 § 1.258.0i2

Net Assets:
Restricted 71,003 71,003
Unrestricted {8.192.65%) 917,190
Total net assets {8.121.636) 088,193
Total liabilities and vet assets 319402047 § 22462035

The District will use the unrestricted net assets to repay the debt incurred. For more detailed information
see page 11 for the Statement of Revenues, Expenses and Changes in Net Assets.

Major Factors Affecting the Statement of Net Assets

The following schedule lists the revenues and expenses for the current fiscal year. The District is
engaged only in Government-Type Activities.



Statement of Revenues, Expenses, and Changes in Net Assets

2010 2009
Revenues:
Local effort taxes $ 2,383,143 § 2,548,209
[nterest revenues 32,167 20.217
Total revenues 2.415.310 2.568.426
Expenses:
Governmental expenses 11,525,159 2.777.229
Total expenses 11,525,159 2.777.229
Change in net assets 5 (9109849 § _ (208.803)

Special levy taxes started to be assessed and collected during fiscal year 2009.

Total interest revenue increased by $11,950 (or 59.1 percent}. This was primarily due fo an increase in
cash balances throughout the year.

The total operating expenses increased by $8,747,930 (or 315.0 percent). The increase is primarily due to
the fact that the District continues with the Construction Project as of June 30, 2010.

Budget Variances

Variances between final budgeted amounts and actual budget results are as follows:

Budgeted Actual Excess
Fund Reason Expenditures Expenditures Expenditures
Capital Projects Operating
Fund expenditures $ - $ 8,510,086 S {8,510,086)
Debt Service Operating
Fund expenditures $ 1,584,799 $ 1,644,862 3 (60,063)

The District did not implement a budget for the Capital Projects Fund.

Financial Analvsis of the District's Funds

The focus of the District's governmental funds is to provide information on near-term inflows, and
balances of spendable resources. Fund balances may serve as a useful measure of a government's net
resources available for spending at the end of the fiscal year. At the end of the current fiscal year, the
District's governmental funds reported combined ending fund balance of $17,111,951. Ninety six percent
of this total constitutes undesignated, unreserved fund balances, which are available for spending at the
District's discretion. The other four percent represents reserved for future payments, prepaid insurance
and accounts payable. The general fund balance represents twenty seven percent of the total
governmental fund balances. The District's general fund balance increased by $3,963,199 during the
current fiscal year. The capital projects fund balance represents seventy two percent of the total
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governmental fund balances. The District's capital projects fund balance increased by $11,585,885 during
the current fiscal year. The debt service fund balance represents one percent of the total governmental
fund balances. The District's debt service tund balance increased by $71,127 during the current fiscal
year.

General fund revenues totaled $2,405,640 for the fiscal year, while expenditures were $436,778.
Revenues exceeded expenditures by $1,968,862 prior to transfers in and out of the general fund. During
the year, the general fund transferred $1,994,337 to the capital projects fund. The transfer out decreased
the excess revenues over expenditures resulting in a net increase of fund balance of $3,963,199.

Capital projects fund expenditures were $9,928,789. Expenditures exceeded revenues by $9,928,789
prior to transfers in and out of the capital projects fund. Other financing sources include the transfer in
from the general fund and debt service fund of $21,514,674. Total other financing sources increased the
excess revenues over expenditures resulting in a net increase of fund balance of $11,585,885.

Debt service fund expenditures were 51,644,862, Expenditures exceeded revenues by $1,644,862 prior to
transfers in and out of the debt service fund. Other financing sources include the transfer out to the
general fund and debt service fund of $23,509,011. Total other financing sources increased the excess
revenues over expenditures resulting in a net increase of fund balance of $71,127.

Project Status

As of June 30, 2010 the PID anticipated that the project would be approximately 95% complete by the
end of calendar year 2010 with regards to installation of water, wastewater and roads. The installation of
dry utilities was planned to be limited to conduit installation with electrical conductor installed on an as
required basis. The design/build contractor would need to return in 2011 to complete final road surfacing.

As November 23, 2010, the contractor has made significant progress but issues with one wetland area has
postponed work in that subdivision for this calendar year pending US Army Corps of Engineers
concurrence on the path forward. The remainder of the project is moving forward very close to the plan
and the PID anticipates completion by mid-summer 201 1.

ECONOMIC FACTORS
Significant economic factors affecting the District are as follows:

* General economic and financial crisis may limit owners' ability to pay the special levy
assessments.

* Diminishing property values limited owners' interest in maintaining their property and creating
possible foreclosure situations.

FINANCIAL CONTACT

The individual to be contacted regarding this report is Ms. Sally Sollars, District Administrator, Public
Improvement District 2007-1 of Angel Fire, P.O. Box 1046, 3465 Mountain Blvd., Suite 14, Angel Fire,
New Mexico 87710-1046. The intent of this report is designed to present to the users a general overview
of the District’s finances and to demonstrate the District's accountability.
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

STATEMENT OF NET ASSETS
JUNE 30, 2010

ASSETS

Current assets:
Cash and cash equivalents
Accounts receivable
Prepaid insurance
Deferred charges
Restricted cash
Other assets

TOTAL ASSETS
LIABILITIES AND NET ASSETS
Current liabilities:

Accounts payable

Current portion of notes payabie

Noncurrent hiabilities:
Notes payable

Total liabilities
Net assets:
Restricted

Unrestricted

Total net assets

TOTAL LIABILITIES AND NET ASSETS

See accompanying notes to financial statements and independent auditors' report.

<10 -

5 18,400,000
546,205
4,960
379,555
71,003

324

3 10,402,047

$ 1,418,703
130,000
25.975.000
27,523,703
71,003
(8.192.659)
(8.121.656)

S 19,402,047



PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
FOR TIIE YEAR ENDED JUNE 30, 2010

Change in Net

Program Revenues Assets
Program
Operating Capital

Charges for Grants and Grants and  Governmental

Functions/Progranis: Expenses Services Contributions Contributions Activities

Primary government;
Governmental activities:
General government $ 11,525,159 % - 3 - b - $(11.525.159)
Total primary government $ 11525159 8 - 3 - h - (11.525.159)
General Revenues:
Local effort taxes - special levy $ 2,383,143

Interest income
Total general revenues
Change in net assets
Net assets, beginning of year

Net assets, end of year

See accompanying noles to financial statements and independent auditors' report.

S11 -

32,167

— 2415310

(9.109.849)
988.193

3 (8121.,650)



GOVERNMENTAL FUND FINANCIAL STATEMENTS
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30, 2010
Capital Debt
General Projects Service
ASSETS Fund Fund Fund Total
Current assets:
Cash and cash equivalents $ 4,506,240 § 13,893,636 § 124 § 18,400,000
Accounts receivable 546,205 - - 546,205
Prepaid insurance 4,960 - - 4,960
Restricted cash - - 71,003 71,003
Other assets 324 - - 324
TOTAL ASSETS § 350577290 § 13893636 % 71127 § 19022492
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable 3 - $ 1,418703 § - $ 1,418,703
Deferred revenue 491,838 - - 491,838
Total liabilities 491,838 1,418,703 - 1,910,541
Fund balances:
Reserved for future payments - - 71,003 71,003
Reserved for prepaid insurance
and accounts payable 496,798 - - 496,798
Unreserved 4.069.093 12,474,933 124 16,544,150
Total fund balances 4,565.891 12,474,933 71,127 17,111,951
TOTAL LIABILITIES AND FUND
BALANCES § 5057729 § 138063036 3% 71,127 § 19022492

See accompanying notes to financial statements and independent auditors' report.
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PUBLIC IMPROYEMENT DISTRICT 2007-1 OF ANGEL FIRE

RECONCILIATION OF THE BALANCE SHEET TO THE STATEMENT OF NET ASSETS
JUNE 30, 2010

Amounts reported for government activities in the statement of net assets are different because:
Fund balances - total governmental funds $ 17,111,951

Long-term assets are not available to pay for current-period expenditures and
therefore, are deferred in the funds:

Special levy taxes 491,838

Long-term liabilities are not due and payable in the current-period and therefore are
not reported in the funds:

Long-term debt (26,105,000)
Loan issuance costs, net 379,555
Net Assets - Statement of Net Assets S (8,121,656}

See accompanying notes to financial statements and independent auditors’ report.
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -

GOVERNMENTAL FUNDS

FOR THE YEAR ENDED JUNE 30, 2010

Revenues:

Local effort taxes - special levy

Interest income

Total revenues

Expenditures;:

General government

Debt service

Capital outlay

Total expenditures

Excess (deficiency) of revenues over
expenditures

Other financing sources:
Operating transfers in (out)
Loan proceeds
Total other financing sources
Net changes in fund balances

Fund balances, beginning of year

Fund balances, end of year

Capital Debt
General Projects Service
Fund Fund Fund Total

§ 2,373,473 % - $ - § 2,373,473
32,167 - - 32,167
2.405.640 - - 2.405,640
436,778 144,342 378,375 959,495
- - 1,266,487 1,266,487

- 9,784,447 - 9.784.447

436.778 9.928.789 [.644.862 12.010.429
1.968.862 (9,928.789) {1,644.862) (9.604.789)
1,994,337 21,514,674 (23,509,011) -

- - 25.225.000 25,225.000
1,994,337 21,514,674 1,715,989 25,225,000
3.963.199 11,585,885 71.127 15.620.211

602,692 889,048 - 1.491.740
S 4565801 §. 12474033 % 71,027 § 17,111.95]

See accompanying notes to {inancial statements and independent auditors' report.
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN THE FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT
OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

FOR THE YEAR ENDED JUNE 30, 2010

Net change in fund balances - total governmental funds $ 15,620,211

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

Special levy taxes collected during the fiscal year that do not provide current
financial resources, made available to pay for the current period's expenditures, 9,670
reported as deferred revenue in the funds

Governmental funds report loan proceeds as other financing source. However, in the
statement of activities, these proceeds are not recognized as revenue. (25,225,000)

Governmental funds report loan payments as debt service expenditures. However, in
the statement of activities, these payments are not recognized as expenditures. 120,000

Governmental funds report loan issuance costs as expenditures. However, in the
statement of activities, these costs are amortized over the life of the loan.

365,270

Change 1n net assets of governmental activities 9,109,849

See accompanying notes to financial statements and independent auditors' report.
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL ON BUDGETARY BASIS
GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2010

Variance
Budget Amounts Favorable
Original Final Actual {Unfavorable)
Revenues:

Special levy taxes $ 2,596,344 § 2596344 § 1,827,268 § (769,076)

Interest revenue - - 32.167 32,167

Total revenues 2,596,344 2,596,344 1,859,435 (736,909)

Expenditures:

General government 777,363 777.363 436,778 340,585

Total expenditures 777,363 777.363 436.778 340.585

Excess (deficiency) of revenues over

expenditures 1818981 1.818.981 1.422.657 (396.324)
Other financing uses:

Operating transfers in - - 1,994.337 1.994.337
Total other financing uses - - 1,994,337 1,994,337
Net changes in fund balance 3 _1.818.98] 818081 § 3416904 § 1598013

Reconciliation of Budgetary Basis to GAAP Basis:

Net changes in fund balance budgetary basis $ 3,416,994
Revenue - accruals 546,205
Expenditure - accruals -

Excess of revenues over expenditures - GAAP basis 33963199

See accompanying notes to financial statements and independent auditors' report.
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2010

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies of the Public Improvement District 2007-1 of
Angel Fire (the "District™), is presented to assist in understanding the District's financial
statements. The financial statements and notes are representations of the District's management,
who is responsible for their integrity and objectivity.

Reporting Entity - The Public Improvement District 2007-1 of Angel Fire (the "District") is a
political subdivision of the State of New Mexico duly created and existing pursuant to Sections
5-11-1 through 5-11-27 NMSA 1978 and Village of Angel Fire Resolution 2001-17, "PID
Resolution".

The Village of Angel Fire requested under the General Plan that Angel Fire Resort Operations,
LLC, provide the application for the formation. The District was formed for the purpose of
financing, construction, and installation of varieus combinations of road improvements, water,
sewer, electric and telephone lines. These costs, together with related engineering and
administration costs, are to serve the 850 lots comprised by the District in conformity with all
relevant plans, specifications, requirements and standards of the Village of Angel Fire.

The District follows the standards promulgated by GASB Statement No. 14, The Financial
Reporting Entity, and GASB Statement No. 39, Determining Whether Certain organizations are
Component Units, to define the reporting entity. The District is not a companent unit of any other
governmental entity and the District has no subordinate component units.

The District 1s governed by the District Board, consisting of six directors. The District Board has
control over and management supervision of all affairs of the District.

Basis of Presentation

Government-Wide Financial Statements - The statement of net assets and the statement of
activities report information about the District. These statements include the financial activities
of the overall government. Eliminations have been made to minimize the double-counting of
internal activities. These statements distinguish between the governmental and business-type
activities of the District. Governmental activities generally are financed through taxes,
intergovernmental revenues, and other nonexchange transactions. Business-type activities are
financed in whole or in part by fees charged to external parties. During fiscal year 2009 there
were not any business-type activities.

The statement of activities presents a comparison between direct expenses and program revenues
for the different government-type activities of the District and for each function, of the District's
governmental activities. Direct expenses are those that are specially associated with a program or
function and, therefore, are clearly identifiable to a particular function. General revenues consist
of special levy taxes and interest.

Fund Financial Statements - The fund financial statements provide information about the
District's funds. Only statements for governmental funds are presented since the District engaged
in government-type activities only. The District reports the following major governmental funds:
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General Fund - The General Fund is the general operating fund of the District. It is used to
account for all financial resources that are not required to be accounted for in another fund.

Capital Projects Fund - This fund accounts for the revenues and expenses related to the
construction activities to the lots comprised by the District.

Debt Service Fund - This fund accounts for the payments of principal and interest of the
District's long-term debt.

Measurement Focus, Basis of Accounting

Government-Wide Fund Financial Statements - The government-wide fund financial
statements are reported using the economic resources measurement focus. Nonexchange
transactions, in which they District gives (or receives) value without directly receiving (or
giving) equal value in exchange, include special levy taxes. On an accrual basis, revenue from
special [evy taxes is recognized in the fiscal year for which the taxes are levied.

Governmental Fund Financial Statements - Governmental Fund Financial Statements are
reported using the current financial resources measurement focus and the modified accrual basis
of accounting. Under this method revenues are recognized when measurable and available. The
District considers all revenues reported in the governmental funds to be available if the revenues
are collected within sixty days after year-end. Special levy taxes and interest are considered
susceptible to accrual. Expenditures are recorded when the related fund liability is incurred,
except for principal and interest on general long-term debt and claims and judgments which are
recognized as expenditures to the extent they have matured. Proceeds of general long-term debt
and acquisitions under capital leases are reported as other financing sources.

Budget - Separate budgets for the General Fund, the Capital Projects Fund and the Debt Service
Fund are adopted and amended on an annual basis. Budgets for all funds are prepared by
management and approved by the District Board of Directors and the New Mexico Department
of Finance and Administration. The appropriated budget is prepared by line item within funds;
revenues expected to be available are estimated to provide for balanced budgeting. The
comprehensive budget package is brought before the District Board of Directors for approval by
resolution. The proposed budget is then submitted by June st to the New Mexico Department of
Finance and Administration Local Government Division {DFA) for approval.

DFA certifies a pending budget by July 1st with final certification of the budget by the first
Monday of September. The expenditure section of the budget, once adopted, is legally binding.
Based on the final certified budget submitted, DFA certifies the allowable tax rates for special
levy taxes in September. These budgets are prepared on the non-GAAP cash basis.

The budget process in the state of New Mexico requires that the beginning cash balance be
utilized to fund deficit budgets appropriated in the budget of the subsequent fiscal year. Actual
expenditures may not exceed the budget on a fund basis. Budgets may be amended in two ways,
[f a budget transfer is necessary within a fund, this may be accomplished with only local Board
of Directors approval. If a transfer between "funds" or a budget increase is required, approval
must be obtained from the Department of Finance and Administration. The budgetary
information presented in these financial statements has been amended in accordance with the
above procedures.

Restricted Cash - Cash 1s classified as resiricted cash on the balance sheet because it has been
restricted as part of the note agreement acquired by the District during the fiscal year.
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Interfund Activity - Interfund activity is reported as transfers, Transfers between governmental
funds are netted as part of the reconciliation to the government-wide financial statements.

Deferred Revenues - Within the government-wide financial statements, deferred revenues
represent unearned revenues advanced to the District. Such advances are reported as deferred
revenue until the earmnings process is complete.

Within the governmental funds, revenues must be available in order to be recognized. Revenues
such as special levy taxes that are not available are recorded as deferred revenues and reflected
as a liability with the balance sheet.

Long Term Obligations - In the government-wide fund financial statements, long term
obligations are reported as liabilities in the applicable governmental activities within the
statement of net assets. Loan issuance costs are reported as deferred charges and amortized over
the term of the related debt.

In the fund financial statements, governmental fund types recognize loan issuance costs during
the period. The face amount of debt issued is reported as other financing sources. [ssuance costs,
whether or not withheld from the actual debt proceeds received, are reported as debt service
expenditures,

Use of Estimates - The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and Labilities at the
date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results can differ from those estimates.

Taxes - The District 15 exempt from federal and state income taxes; as such, no provision is made
in the accompanying financial statements.

Special Levy - The District imposes a Special Levy, which will secure the payment of the debt
service cn the District's Long Term Debt. The Special Levy is to be billed and collected by the
Pistrict in the same manner and at the same time as general ad valorem property taxes.
Assessments are made as of January st of each year, with one-half of the tax on that assessment
due the following November 10 and one-half due April 10 of the next calendar year. The Special
Levy installment due November |0 becomes delinquent on December 11, while the April 10
installment becomes delinquent on May 11. Delinquencies on Spectal Levies shall render the
property subject to foreclosure. The lien shall include delinquencies, penalties and interest
thereon at a rate not to exceed the maximum legal rate of interest per year and penalties
otherwise applicable.

Net Assets - Net asseis represent the difference between assets and liabilities. Net assets are
reported as restricted when there are limitations on their use either through the enabling
legislation adopted by the District or through external restrictions imposed by creditors, grantors
or laws of other governments. As of Tune 30, 2010, restricted net assets are $71,003,

Restricted resources are used first to fund appropriations. The District applies restricted
resources first when an expense is incurred for purposes for which both restricted and
unrestricted net assets are available.

New Governmental Accounting Standards - In June 2008, the Governmental Accounting
Standards Board (GASB) issued GASB Statement No. 53 Accounting and Financial Reporting
for Derivative Instruments, which is effective for all periods beginning after June 15, 2009. This
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Statement is intended to improve how governments report information about derivative
instruments. The District incorporated this statement for the current fiscal year and believes it
had no significant effect on the financial statement for the year.

In February 2009, the Governmental Accounting Standards Board (GASB) issued GASB
Statement No. 54 Fund Balance Reporting and Governmental Fund Type Definitions, which is
effective for financial statements for periods beginning after June 15, 2010, and carlier
application is encouraged. The objective of this Statement is to enhance the usefulness of fund
balance information by providing clearer fund balance classifications that can be more
consistently applied and by clarifying the existing governmental fund type definitions. The
District is analyzing the effect that this statement will have on its financial statement, and
currently believes it will have no significant effect on the financial statement for the upcoming
year.

In March 2009, the Governmental Accounting Standards Board (GASB) issued GASB Statement
No. 55 The Hierarchy of Generally Accepted Accounting Principles for State and Local
Governments, which was effective upon issuance. The objective of this Statement is to
incorporate the hierarchy of generally accepted accounting principles for state and local
governments into the Governmental Accounting Standards Board’s authoritative literature. The
District incorporated this statement for the current fiscal year and believes it had no significant
effect on the financial statement for the year.

In March 2009, the Governmental Accounting Standards Board (GASB) issued GASB Statement
No. 56 Codification ot Accounting and Financial Reporting Guidance Contained in the AICPA
Statements on Auditing Standards, which was effective upon issuance. The objective of this
Statement is to incorporate into the Governmental Accounting Standards Board’s authoritative
literature certain accounting and financial reporting guidance presented in the American Institute
of Certified Public Accountants’ Statements on Auditing Standards. The District incorporated
this statement for the current fiscal year and believes it had no significant effect on the financial
statement for the year.

In December 2009, the Governmental Accounting Standards Board (GASB) issued GASB
Statement No. 57 OPEB Measurements by Agent Employers and Agent Multiple-Employer
Plans, which is effective upon issuance for certain provisions of the statement and for periods
beginning after June 15, 2011 for other provisions. The objective of this Statement is to address
issues related to the use of the altemative measurement method and the frequency and timing of
measurements by employers that participate in agent multiple-employer other postemployment
benefit plans The District is analyzing the effect that this statement will have on its financial
statement, and currently believes it will have no significant effect on the financial statement for
the upcoming year.
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CASH AND CASH EQUIVALENTS

New Mexico State Statutes authorize the District to deposit cash with a bank, savings and [oan
association, or credit union whose deposits are insured by an agency of the United States of
America. All uninsured demand depasits and deposit - type investments such as certificates of
deposits, are required to be collateralized with eligible securities, as described by New Mexico
State Statues, in amounts equal to at least 50% of the uninsured deposits.

The District maintains cash in two financial institution, one is The First National Bank of New
Mexico, New Mexico ("First National Bank™). Collateral is held in satekeeping also at the First
National Bank in the form of Pledge Securities with a fair market value of $516,106 as of June
30, 2010. The second is the The Bank of New York Mellon Trust Company.

As of June 30, 2010, cash consists of the foliowing:

Per Reconciling  Per Financial
Institution Items Statement
First National Bank:
General account $ 35,211 % - k) 35211
[nterest bearing account 2,672,295 - 2,672,295
Prepayiment interest account 14,711 - 14,711
Special levy account 1,783,799 - 1,783,799
NMFA account 303.088 - 303,088
4,809,104 - 4.809.104
Bank of New York Mellon Trust Company:
Bank of New York | 23 - 23
Bank of New York 2 13,590,549 - 13,590,549
Bank of New York 3 71,127 - 71.127
13,661,699 - 13.661.699
Total checking accounts S 18470803 § - 5 18470803

Custodial Credit Risk-Deposits - Custodial credit risk is the risk that, in the event of a bank
failure the District's deposits may not be returned to it. The District does not have a deposit
policy for custedial credit risk. Bank balances of $250,000 are covered by federal depository
insurance. In addition, the District's banks participate in the FDIC's Transaction Account
Guarantee program which provides coverage of FDIC insurance on the entire balance of
transaction accounts through December 31, 2010. Bank balances in excess of the federal
depository insurance were collateralized with pledged securities at the First National Bank in an
amount not exceeding 50% of total District deposits.

As of June 30, 2010, the District's bank balance was exposed to custodial risk as follows:

Total deposits in bank $ 18,470,803
Less: FDIC coverage 18.470.803
Uninsured public funds -
Pledged collateral 516.106
Uninsured and uncollateralized s -
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The following securities are pledged by First National Bank:

Fair Value Maturity
Description CUSIP # 6/30/10 Date
GASDEN NM 362550KE4 3 209,890 8/15/13
FNMA ARM 31402HAS0 44,483 11/1/33
ALB NM MUN SCD  013595LM3 102,985 8/1/22
FHLMC 312BNCMTS 158,748 10/1/35
Total S 516106

ACCOUNTS RECEIVABLE

Accounts receivable as of June 30, 2010, are as follows:

Governmental
Activities
Accounts receivable:
Special levy taxes > 246,205

TRANSFERS

The composition of interfund transfers during the year ended June 30, 2010 is as follows:

Amount
Fund In (Out)
General Fund S 1,994,337
Capital Projects Fund 21,514,674
Debt Service Fund (23.509.011)
Total Transfers 3 -

SPECIAL LEVY TAX

Special levy taxes attached as an enforceable lien on property as of January 1st. Special levy tax
rates for the year are set no later than September 1st each year by the New Mexico Secretary of
Finance and Administration., The rates of tax are then used by the Colfax County Assessor to
develop the special levy tax schedule by October 1st. The Colfax County Treasurer sends tax
notices to property owners by November st of each year. Taxes are payable in equal semiannual
installments by November [0th and April 10th of subsequent year. Thirty days later the bill
becomes delinquent and the County Treasurer assesses penalties and interest. Taxes are collected
on behalf of the District by the County Treasurer, and are remitted to the District in the month
following collection. The County Treasurer is statutorily required to collect taxes as an
intermediary agency for all forms of government. Distribution of taxes collected is made through
the County Treasurer's office.
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LONG TERM OBLIGATIONS

Long term liability activity for the year ended June 30, 2010, was as follows:

Balance
June 30, Balance Due Within
2009 Additions Reductions June 30,2010 One Year
NMFA Loan $1M $ 1,000,000 $ - $  (10,000) § 990,000 $ 15,000
NMFA Loan $25M - 25.225.000 {110.060) 25.115.000 115.000
Long-term debt 51,000,000 525225000 § (120000} 3 26105000 § 130000

Loan debt service requirements to maturity for NMFA Loan $1M are as follows:

Years ending June 30, Principal Interest Total
20101 15,000 47,581 62,581
2012 15,000 47,365 62,365
2013 15,000 47,066 62,066
2014 20,000 46,684 66,684
2015 20,000 46,207 66,207

2016-2020 105,000 222,286 327,286
2021-2023 135,000 199,002 334,002
2026-2030 180,000 160,416 340,416
2031-2035 240,000 104,114 344114
2036-2039 245.000 28.530 273.530

3990000 P 0949251 § 1939251

Loan debt service requirements to maturity for NMFA Loan $25M are as follows:

Years ending June 30, Principal Interest Total
2011 115,000 1,262,425 1,377,425
2012 275,000 1,257,206 1,532,206
2013 485,000 1,246,150 1,731,150
2014 500,000 1,230,438 1,730,438
2015 520,000 1,212,575 1,732,575

2016-2020 2,905,000 5,739,238 8,644 238
2021-2025 3,605,000 5,008,718 8,613,718
2026-2030 4,615,000 3,968,779 8,583,779
2031-2035 5,995,000 2,536,737 8,531,737
2036-2039 6,100.000 693.550 6.793.550

$ 25115000 § 24155816 § 49270816
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10.

BUDGETARY DIFFERENCES

New Mexico State Statutes restrict all officials and governing authorities from approving
claims in excess of the approved budget. The District exceeded its approved budget by
$8,570,149.

Budgeted Actual Excess
Fund Reason Expenditures  Expenditures  Expenditures
Capital Projecis Operating
Fund expenditures $ - S 8,510,086 $ (8,510,086)
Debt Service Operating
Fund expenditures 3 1,584,799 § 1,644 862 3 (603,063)
RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; and natural disasters. The District, as of year ended
June 30, 2010, was insured by the Cincinnati Insurance Company and paid $11,864 in premiums.

CONTINGENCIES
Certain lot owners within the District have filed a lawsuit against the Board of Directors of the
District, the Village of Angel Fire, New Mexico Finance Authority and the Angel Fire Resort
Operations. Management and legal counsel are of the opinion that settlement of these claims and
pending litigation will not have a material adverse effect on the District's financial statements.

FUND DEFICIT

The District budgeted a fund deficit for the Debt Service fund.



PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL ON BUDGETARY BASIS

CAPITAL PROJECTS FUND

FOR THE YEAR ENDED JUNE 30, 2010

Variance
Budget Amounts Favorable
Original Final Actual (Unfavorable)
Expenditures:
(General government 3 - 3 - 3 144,342 §  (144,342)
Capital outlay - project - - 8,365,744 (8,365.744)
Total expenditures - - 8,510,086 (8.510.086)
Excess (deficiency) of revenues over

expenditures - - (8.510.086) {8.510.086)
Other financing sources:

Operating transfers in, net - - 21,514,674 21.514.674
Total other financing sources - - 21.514.674 21.514.674
Net changes in fund balance by - b = $ 130045838 5 13004588

Reconciliation of Budgetary Basis to GAAP Basis:
Net changes in fund balance budgetary basis $ 13,004,588
Expenditure - accruals (1.418.703)
Excess of revenues over expenditures - GAAP basis 3 11585883

See accompanying notes to financial statements and independent auditory’ report,
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL ON BUDGETARY BASIS

DEBT SERVICE FUND

FOR THE YEAR ENDED JUNE 30, 2010

Variance
Budget Amounts Favorable
Qriginal Final Actual {Unfavorable)
Expenditures:
General government 3 30,533 % 30,533 & 378,375 §  (347,842)
Debt service 1.554,266 1.554.266 1,266,487 287,779
Total expenditures 1.584.799 1,584,799 1.644.862 (60.063)
Excess (deficiency) of revenues over
expenditures (1,584,799 (1.584.799) {1.644.862) (60.063)
Other financing sources:
Loan proceeds - - 25,225,000 25,225,000
Operating transfers out, net - - (23.509.011) (23.509.011)
Total other financing sources - - 1.715.989 1.715.989
Net changes in fund balance 3 (1584799 3 (1.58479% § 71127 § 1.655926
Reconciliation of Budgetary Basis to GAAP Basis:
Net changes in fund balance budgetary basis 3 71,127
Expenditure - accruals -
Excess of revenues over expenditures - GAAP basis 3 /1127

See accompanying notes to financial statements and independent auditors' report.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Mr. Hector H. Balderas

New Mexico State Auditor

The Board of Directors

Public Improvement District 2007-1 of Angel Fire
Angel Fire, New Mexico

We have audited the financial statements of the governmental activities, each major fund and the
budgetary comparisons of the general fund, and the budgetary comparisons presented as supplemental
information of the Public Improvement District 2007-1 of Angel Fire as of and for the year ended June
30, 2010, and have issued our report thereon dated November 23, 2010. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States.

Internal Control Over Financial Reporting

[n planning and performing our audit, we considered Public limprovement District 2007-1 of Angel Fire's
internal control over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Public Improvement District 2007-1 of Angel Fire's internal control over
financial reperting. Accordingly, we do not express an opinion on the elfectiveness of the Public
Improvement District 2007-1 of Angel Fire’s internal control over financial reporting.

Qur consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragrapl and was not designed to identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as described in the accompanying schedule of findings and responses, we ideatified certain
deficiencies in internal control over financial reporting that we consider to be material weaknesses.

A deficiency in internal control exists when the design or operaiion of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal controi such that there 1s a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiencies described in the accompanying schedule of findings and responses to be
material weaknesses, 09-01, 10-01 and 10-02.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether Public Improvement District 2007-1 of Angel
Fire’s financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards
and which are described in the accompanying schedule of findings and responses as items 09-01, 10-01
and 10-02.

The Public Improvement District 2007-1 of Angel Fire’s responses to the findings identified in our audit
are described in the accompanying schedule of findings and respenses. We did not audit agePublic
Improvement District 2007-1 of Angel Fire’s response and, accordingly, we express no opinion on it,

This report is intended solely for the information and use of management, Board of Directors, others

within the entity, DFA, NMFA, the State Auditor, the New Mexico Legislature, and applicable federal
grantors, and is not intended to be and should not be used by anvone other than these specified parties.

' i B f\ {:
L"Kj& \L'%L*W&M% y Capgbetl Lt

El Paso, Texas
November 23, 2010
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE
SCHEDULE OF FINDINGS AND RESPONSES

JUNE 30, 2010
Fund Accounting (10-01)

CONDITION The District is not using fund accounting.

CRITERIA GASBS No. 34 requires the use of fund accounting to help demonstrate
fiscal accountability.

CAUSE The District was unaware of fund accounting requirement.

EFFECT Violation of the Governmental Standards. The chart of accounts is not set up
to account for each of the funds the District has.

RECOMMENDATION  The District must implement procedures to start using fund accounting in
order to properly account for each fund separately.

RESPONSE The District's management will adhere to auditors' recommendation.

Audit Contract (10-02)

CONDITION The District entered into professional services from the Independent Public
Accountant (IPA) to perform the FY 2010 annual audit before the Audit
Contract was approved by the State Auditor.

CRITERIA Subsection H of 2.2.2.8 NMAC states that the agency should not enter into
any professional services with the [PA before the Audit Contract is approved
by the State Auditor.

CAUSE The District was unaware that the Audit Contract had not been approved.

EFFECT Violation of NMAC rule. Professional services with [PA were engaged
before Audit Centract was approved by the State Auditor.

RECOMMENDATION  The District must assure the Audit Contract is approved by the State Auditor
before engaging in any professional services with an [PA.

RESPONSE The District's management will adhere to auditors' recommendation.
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Legal Compliance with Budget (09-01)

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

RESPONSE

The District did not budget any expenditures for the Capital Projects Fund.
Total expenditures for the Capital Projects Fund were $8,510,086 for
FY2010. [n addition, the District overspent the Debt Service Fund's budget
by 360,063 and it also budgeted a fund deficit for this fund.

New Mexico State Statutes Section 6-6-6 states that all approved budgets
shall bind all officials and governing authorities and no official can pay any
claims in excess of the approved budget. District officials and governing
authorities have the obligation to follow applicable state statutes.

The District did not have controls in place to ensure that it is not expending
funds in excess of approved budget amounts.

Non-compliance with New Mexico state statutes subjects District officials
and personnel to punishment as defined by state statutes.

Accounting personnel should closely monitor expenditures and budget
restrictions, if a change is needed to the budget, accounting personnel should
ensure that such changes are presented to the District Board members and
the New Mexice Department of Finance and Administration (DFA). If no
changes in the budget are deemed necessary, then no payments should be
remitted that would cause the total expenditures to exceed the legal budget.

The District's management will adhere to auditors' recommendation.
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PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2010

Prior audit findings

Current status

08-03 Late Audit Report

09-01 Legal Compliance with Budget

Resolved

Repeat



PUBLIC IMPROVEMENT DISTRICT 2007-1 OF ANGEL FIRE

EXIT CONFERENCE
FOR THE YEAR ENDED JUNE 30, 2010

An exit conference was conducted September 30, 2010 in a closed meeting pursuant to Section 12-6-5
NMSA, 1978 with the following individuals in attendance:

Public Improvement District 2007-1 of Anegel Fire

Sally Sollars Administrator

Gerald White Project Director

James LeBus Chairman of Board of Directors
Daniel Rakes Vice Chairman of Board of Directors

White + Samaniego + Campbell, LLP

Cynthia Morales In-Charge Auditor

FINANCIAL STATEMENT PREPARATION

The financial statements of the Public Improvement District 2007-1 of Angel Fire as of, and for the year
ended, June 30, 2010 were prepared by White + Samaniego + Campbell, LLP, with the aid of responsible
District management. Official responsible personnel agree that the presentations are made with their
knowledge and agreement.
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