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Independent Auditors’ Report

Board of Directors
County Line Special Utility District
Uhland, Texas

We have audited the accompanying basic financé@éstents of the proprietary funds of the CountyelL8pecial
Utility District (the District) as of and for theear ended December 31, 2010, which collectively pmisa the
District's basic financial statements as listed thre table of contents. These financial statememés the
responsibility of District's management. Our resgibility is to express opinions on these finansiatements based
on our audit.

We conducted our audit in accordance with audistamdards generally accepted in the United Stdtésnerica
and the standards applicable to financial auditstained in Government Auditing Standards, issued by the
Comptroller General of the United States. Thosedseds require that we plan and perform the awdibkitain
reasonable assurance about whether the finaneinsénts are free of material misstatement. Antdndiudes
examining, on a test basis, evidence supportingatheunts and disclosures in the financial statesneir audit
also includes assessing the accounting princigled and the significant estimates made by manageasewell as
evaluating the overall financial statement pred@mnaWe believe that our audit provides a reastmbhsis for our
opinions.

In our opinion, the financial statements referr@alove present fairly, in all material respedts, financial position
of the County Line Special Utility District as ofeldember 31, 2010, and the results of its operatodscash flows
for the year then ended in conformity with accongtprinciples generally accepted in the Unitedestaf America.

In accordance witlGovernment Auditing Standards, we have also issued our report dated March 11,264 our
consideration of the District’s internal controles\financial reporting and on our tests of its camgze with certain
provisions of laws, regulations, contracts, anchgegreements and other matters. The purpose bfdpart is to
describe the scope of our testing of internal airdwer financial reporting and compliance and thsults of that
testing, and not to provide an opinion on the imi¢control over financial reporting or on compban That report
is an integral part of an audit performed in aceomt with Government Auditing Standards and should be
considered in assessing the results of our audit.

The management’s discussion and analysis and karggedmparison information are not a required pérthe
basic financial statements but are supplementdoyration required by accounting principles gerlgratcepted in
the United States of America. We have applied gelimited procedures, which consisted principalfyinquiries
of management regarding the methods of measuresmeinpresentation of the required supplementarynmdtion.
However, we did not audit the information and esgreo opinion on it.

Our audit was conducted for the purpose of forndpmions on the financial statements that colledyivcomprise

the District’s basic financial statements. Themementary schedules listed in the table of costané presented
for the purpose of additional analysis and arean@quired part of the basic financial statemehth@ County Line

Special Utility District. Such information has Imesubjected to the auditing procedures appliedhénandit of the

basic financial statements and, in our opinioraidy stated in all material respects in relattorthe basic financial
statements taken as a whole.

Austin, Texas
March 1, 2011
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER F INANCIAL REPORTING
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENTAL AUDITING STANDARDS

Board of Directors
County Line Special Utility District
Uhland, Texas

We have audited the basic financial statementd®fptroprietary funds of the County Line SpecialitytiDistrict
(District) as of and for the year ended December2810, which collectively comprise the Districbasic financial
statements and have issued our report thereon diédech 1, 2011. We conducted our audit in accordanith
auditing standards generally accepted in the UnBtdes of America and the standards applicabléntmcial
audits contained iGovernment Auditing Sandard, issued by the Comptroller General of the Unittates.

Internal Control Over Financial Reporting

In planning and performing our audit, we considdtresDistrict’s internal control over financial @ping as a basis
for designing our auditing procedures for the psgof expressing our opinions on the financiakstants, but not
for the purpose of expressing an opinion on theaotffeness of the District’s internal control ovarancial
reporting. Accordingly, we do not express an opinan the effectiveness of the District’s internahtol over
financial reporting.

A control deficiency exists when the design or agien of a control does not allow management orleyges, in

the normal course of performing their assigned tions, to prevent or detect misstatements on alyifasis. A

significant deficiency is a control deficiency, oombination of control deficiencies, that adversaffects the
District’s ability to initiate, authorize, recorgrocess, or report financial data reliably in adeorce with generally
accepted accounting principles such that thereoigerthan a remote likelihood that a misstatemenhefDistrict's

financial statements that is more than inconsedalewill not be prevented or detected by the Dgdtsi internal

control.

A material weakness is a significant deficiencycombination of significant deficiencies, that résun more than
a remote likelihood that a material misstatemertheffinancial statements will not be preventedietected by the
District’s internal control.

Our consideration of internal control over finahadi@porting was for the limited purpose describadthe first
paragraph of this section and would not necessadigntify all deficiencies in internal control thatight be
significant deficiencies or material weaknesses. itk not identify any deficiencies in internal cait over
financial reporting that we consider to be materiahknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance abouthehé¢he District’'s financial statements are frdenwaterial

misstatement, we performed tests of its compliamitle certain provisions of laws, regulations, cawets, and grant
agreements, noncompliance with which could havérecdand material effect on the determination inficial

statement amounts. However, providing an opinioicampliance with those provisions was not an objeatf our

audit, and accordingly, we do not express such @nian. The results of our tests disclosed no imsta of

noncompliance or other matters that are requirdzbteeported undésovernment Auditing Sandards.

This report is intended for the information of tBéstrict's management and pass-through entitiesl iagnnot
intended to be and should not be used by anyoree tthn those specified parties.

March 1, 2011
Austin, Texas



COUNTY LINE SPECIAL UTILITY DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended December 31, 2010

Schedule
Reference
Number Finding

NONE




COUNTY LINE SPECIAL UTILITY DISTRICT
STATUS OF PRIOR FINDINGS
For the Year Ended December 31, 2010

Schedule
Reference
Number Finding

NONE




COUNTY LINE SPECIAL UTILITY DISTRICT
CORRECTIVE ACTION PLAN
For the Year Ended December 31, 2010

Schedule
Reference
Number Finding

NONE
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MANAGEMENT'SDISCUSSION & ANALYSIS

Using this Annual Report

Within this section of the County Line Special i§ilDistrict (the District) annual financial repothe District's
management provides narrative discussion and asalf/the financial activities of the District ftine fiscal year
ended December 31, 2010. The District’s financefgrmance is discussed and analyzed within théegoof

the accompanying financial statements and disatofnlfowing this section. This analysis should read in
conjunction with the basic financial statementg tblow this section. This discussion focusestloa District's
primary government and, unless otherwise noted, poo@nt units reported separately from the primary
government are not included.

QOverview of the Financial Statements

This discussion and analysis is intended to sesvanaintroduction to the District’s basic financs&htements.
The District’'s basic financial statements comptise components: 1) Proprietary Funds and 2) Natethé
financial statements. The District also includesthis report additional information to supplemeém basic
financial statements themselves.

Proprietary Funds

The Proprietary Fund is used to account for opamatihat (a) are financed and operated in a masimgliar to
private business enterprises — where the interth@fgoverning body is that the cost of providingpd® or
services to the general public on a continuingshbsifinanced or recovered primarily through usesf or, (b)
where the governing body has decided that periddtermination of revenues earned, expenses inguaretl
related net income or loss is appropriate for ehpihaintenance, public policy, management control,
accountability, or other purposes. The Districentains Water Revenues as its only proprietarg fun

Financial Highlights

The District’s financial position at fiscal yearde2010 showed total net assets of $4.49 million mamed to
$4.59 million at fiscal year end 2009. Of thesebanis, assets that were unrestricted for meetiadibtrict's
ongoing obligations were $2.78 million and $3.01liom at the fiscal years ended 2010 and 2009 aetbgely.

The following condensed Statement of Total Net fssend Statement of Changes in Net Assets indicates

performance of the District.

Total Net Assets

2010 2009
Current and other assets $ 2,059,500 2,013,440
Capital assets 8,168,795 4,298,118
Total assets 10,228,295 6,311,558
Current liabilities 630,010 583,407
Non-current liabilities outstanding 5,109,114 1,133
Total liabilities 5,739,124 1,719,725

Net Assets $ 4,489,171 $ 4,591,833
Restricted $ 397,411 $ 269,864
Temporarily Restricted 0 1,311,679
Unrestricted 4,091,760 3,010,290

Total Net Assets

$ 4,489,171 $ 4,591,833




Total revenues for fiscal year 2010 wefe 7 million, a decrease of $90 thousaricbwer new account fees a
installment fees were tharimary sources of this decre. Operations expense for 20&@&s €1.58 million, a
decrease of $29 thousanddministrations expense wal25 thousand, adecrease of $iédusan.

Changes in Net Asset

201¢ 200¢

Revenues:

W ater revenues $ 1,488,671 $ 1,423,295

Otherrevenues 241,165 389,439

Interest earned 4,537 12,161
Total revenues 1,734,373 1,824,895
Expenses:

Operations 1,581,460 1,610,317

Administrative 125,330 186,009
Total expenses 1,706,790 1,796,326
Net Income before Changes to Caf 27,583 28,569
Prior Period Adjustmen (167,840)
Changes to Capital 37,595 30,586
Change in Net Asse (102,662) 59,155
Total Net Assets - Beginning of Ye 4,591,833 4,532,678
Total Net Assets - End of Yea $ 4,489,171 $ 4,591,833

Revenues by source in fiscal year 2@bdisisted of 86% of water revenues, 8% of new aucimes, and % of
installment fees.

Revenues by Source - 2010 w watr sl netof
refunds
1% _ 1% 0% m New account fees

0% 0%

M Installment fees
M Transfer fees

M Lease income

W EAA Water Rights

Interest income

Other Income

10



Total expense for fiscal year 20Was $1.71 million. Of this amount, $1 million, or 93% was operations
expense. $125 thousand, &b Was administrations exper

Functional Expenses - 2010

m Operations

B Administrative

Notes to the Basic Financial Statements

The notes provide additional information that isesdial to a full understanding of the data prodide
statements.

11



FINANCIAL STATEMENTS
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COUNTY LINE SPECIAL UTILITY DISTRICT
STATEMENT OF FUND NET ASSETS - PROPRIETARY FUNDS
December 31, 2010

2010
Assets
Current Assets
Cash and cash equivalents $ 64,530
Investments 1,256,747
W ater fees receivable (net) 175,835
Due from developers 538,702
Inventory 14,775
Prepaid assets 8,911
Total Current Assets 2,059,500
Capital Assets
Land and easements 101,660
Water rights 1,874,390
SUD Conversion & legal fees (net of amortization) 148,178
Building, Plant and Equipment (net of depreciation) 6,044,567
Total Capital Assets 8,168,795
Total Assets $ 10,228,295
Liabilities and Net Assets
Current Liabilities
Accrued benefits $ 5,942
Accounts payable 9,338
Deferred revenues 452,250
Current portion of long-term debt 162,480
Total Current Liabilities 630,010
Notes payable, net of current portion 5,109,114
Total Liabilities 5,739,124
Net Assets
Unrestricted 4,091,760
Restricted-Bonds 162,480
Restricted-Membership Fees 234,931
Total Net Assets 4,489,171
Total Liabilities and Net Assets $ 10,228,295

The notes to the financial statements are an iratlggart of these statements.
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COUNTY LINE SPECIAL UTILITY DISTRICT

STATEMENT OF REVENUES, EXPENSES AND CHANGES
IN FUND NET ASSETS - PROPRIETARY FUND

For the Year Ended December 31, 2010

2010
Unrestricted Net Assets
Revenue
W ater revenues $ 1,488,671
Otherrevenues 241,165
Interest earned 4,537
Total Revenue 1,734,373
Expenses
Operations 1,581,460
Administrative 125,330
Total Expenses 1,706,790
Increase in Unrestricted Net Assets 27,583
Permanently Restricted Net Assets
Net Assets, beginning of year 197,336
New members 37,595
Increase in Permanently Restricted Net Assets 234,931
Increase in Other Net Assets 262,514
Net Assets, beginning of year 4,591,833
Prior Period Adjustments (167,840)
Charges to net assets (197,336)
Net Assets, end of year $ 4,489,171

The notes to the financial statements are an iratlggart of these statements.
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COUNTY LINE SPECIAL UTILITY DISTRICT
STATEMENT OF CASH FLOWS - PROPRIETARY FUND
For the Year Ended December 31, 2010

Operating Activities
Change in Net Assets $ (102,662)
Adjustment to reconcile change in net assets
to net cash provided by operating activities:

Depreciation and Amortization (234,169)
Accounts Receivable 60,351
Inventory 6,126
Other Current Assets (8,911)
Accounts Payable and Accrued Liabilities (100,582)
(277,185)

Net cash provided by operating activities (379,847)

Investing Activities
Increase in Assets Recorded (3,636,509)
Net cash (used) by investing activities (3,636,509)

Financing Activities

Increase in Notes Payable 4,119,982

Net cash (used) in financing activities 4,119,982

Netincrease (decrease) in cash and cash equivalent 103,626
Cash Balances - beginning of the year 1,217,651
Cash Balances - end of the year $ 1,321,277

The notes to the financial statements are an iratlggart of these statements.
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SUPPLEMENTAL SCHEDULES
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COUNTY LINE SPECIAL UTILITY DISTRICT

SUPPLEMENTAL SCHEDULE - ONE
COMPARATIVE SCHEDULE OF WATER AND RELATED REVENUES

For the Year Ended December 31, 2010

2010
Water sales (net of refunds) $ 1,488,670
New account fees 144,296
Installment fees 72,160
Transfer fees 2,588
13,030

Lease income
EAA Water Rights 6,485
Interest income 4,537

Other Income 2,607
$__1734373

The notes to the financial statements are an iratlggart of these statements.
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COUNTY LINE SPECIAL UTILITY DISTRICT
SUPPLEMENTAL SCHEDULE - TWO
SCHEDULE OF FUNCTIONAL EXPENSES
For the Year Ended December 31, 2010

Operations Administrative Total

Salaries $ 102,422 $ 60,152 $ 162,574
Payroll taxes 8,987 5,278 14,264
Benefits 7,497 4,403 11,899
CRWA expenses 759,576 0 759,576
Board expenses 0 1,617 1,617
Dues and fees 14,434 0 14,434
Engineering expenses 28,320 0 28,320
Insurance 16,461 9,667 26,128
Interest expense 184,454 0 184,454
Legal and accounting 0 5,250 5,250
Meeting expenses 0 868 868
Office supplies 0 20,248 20,248
Postage and freight 0 7,231 7,231
RM-distribution system-materials 84,738 0 84,738
RM-distribution system-labor 20,838 0 20,838
RM-plant-materials 278 0 278
RM-plant-labor 32,771 0 32,771
RM-plant-other 4,639 0 4,639
Stipend 7,690 0 7,690
Taxes 0 312 312
Training and development 3,478 0 3,478
Telephone and communication 0 5,849 5,849
Utilities 40,389 0 40,389
Vehicle 14,091 0 14,091
Uniforms 3,031 0 3,031
Other expenses 17,654 0 17,654
Amortization 3,930 0 3,930
Depreciation 225,786 4,453 230,239

$ 1,581,460 $ 125,330 $ 1,706,790

The notes to the financial statements are an iatggart of these statements.
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COUNTY LINE SPECIAL UTILITY DISTRICT

SUPPLEMENTAL SCHEDULE - THREE

SCHEDULE OF FUNCTIONAL EXPENSES - ACTUAL vs BUDGET
For the Year Ended December 31, 2010

Operating Administrative Totals

Actual Budget Actual Budget Actual Budget
Salaries $ 102,422 $ 110,300 $ 60,152 $ 64,780 $ 162,574 $ 175,080
Payroll taxes 8,987 22,051 5,278 12,950 14,264 35,001
Benefits 7,497 0 4,403 0 11,899 0
CRWA expenses 759,576 1,024,270 0 0 759,576 1,024,270
Board expenses 0 2,000 1,617 0 1,617 2,000
Dues and fees 14,434 7,000 0 0 14,434 7,000
Engineering expenses 28,320 20,000 0 0 28,320 20,000
Insurance 16,461 28,004 9,667 16,447 26,128 44,450
Interest expense 184,454 72,528 0 0 184,454 72,528
Legal and accounting 0 0 5,250 24,000 5,250 24,000
Meeting expenses 0 0 868 1,500 868 1,500
Office supplies 0 0 20,248 9,900 20,248 9,900
Postage and freight 0 0 7,231 7,200 7,231 7,200
RM-distribution system-mat¢ 84,738 72,000 0 0 84,738 72,000
RM-distribution system-labor 20,838 24,000 0 0 20,838 24,000
RM-plant-materials 278 1,800 0 0 278 1,800
RM-plant-labor 32,771 27,000 0 0 32,771 27,000
RM-plant-other 4,639 31,900 0 0 4,639 31,900
Stipend 7,690 7,000 0 0 7,690 7,000
Taxes 0 0 312 0 312 0
Training and development 3,478 3,500 0 0 3,478 3,500
Telephone and communicat 0 0 5,849 6,860 5,849 6,860
Utilities 40,389 38,400 0 0 40,389 38,400
Vehicle 14,091 13,500 0 0 14,091 13,500
Uniforms 3,031 4,200 0 0 3,031 4,200
Other expenses 17,654 4,700 0 0 17,654 4,700
Amortization 3,930 0 0 0 3,930 0
Depreciation 225,786 0 4,453 0 230,239 0

$ 1,581,460 $ 1,514,153 $ 125,330 $ 143,637 $ 1,706,790 $71789

The notes to the financial statements are an iratlggart of these statements.
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NOTES TO FINANCIAL STATEMENTS
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NOTE 1 — ORGANIZATION

County Line Special Utility District (the Districtyas created pursuant to the provision of TexaseYVat
Code, Chapters 49 and 65 and Texas Administratv#e(293.11 and 293.12 to purchase, own, hold,
lease and otherwise acquire sources of water supplipuild, operate and maintain facilities for the
transportation of water; and to sell water and ewmater services to towns, cities, and other palitic
subdivisions of this state, to private businesstieatand to individuals. County Line Water Supply
Company was dissolved and all assets and lialsildaied equity of that organization were transfetoed
the newly created County Line Special Utility Distr This transfer took place on June 1, 2010, for
financial reporting purposes.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Board of Directors (Board), a seven member groanstituting an on-going entity, is the level of
government whichhas governance responsibilities alleactivities related to providing water sensce
within the jurisdiction of the County Line Speclatility District. Members of the Board are electieg
the public; have the authority to make decisiorsapg administrators and managers, and signifigantl
influence operations; and have the primary accduilitiaforfiscal matters. The District is not inded in
any other governmental "Reporting Entity" as deafitly GASB in itsStatement No. 14, “The Financial
Reporting Entity.” There are no component unitsprged.

The accounting and financial reporting treatmentlied to a fund is determined by its measurement
focus.Proprietary fund types are accounted for €lova of economic resources measurement focus and
utilize the accrualbasis of accounting. This badisccounting recognizes revenues in the accounting
period in which they are earnedand become measugatn expenses in the accounting period in which
they are incurred and become measurable.With thessorement focus, all assets and liabilities
associated with the operation of these funds aileded in thebalance sheet. Fund equity is idewtifis

net assets.

A. Estimates

The preparation of financial statements in confoymvith Generally Accepted Accounting Principles
requires management to make estimates and assusipgtiat affect certain reported amounts and
disclosures. Accordingly, actual results couldetifrom those estimates.

B. Budget

An unappropriated budget is adopted for the Distrithe budget is prepared using the same method of
accounting as for financial reporting.

The budget amounts shown in the financial statesnespresent the original appropriation and any
amendments as adopted during the year. Unusedmjgirons lapse at the end of the year. The kudge
was properly amended as needed by the Districte Bildget is approved and adopted by the District.
Any loan or grant applications are approved by Bhstrict prior to submission to the appropriate

agencies.

C. Cash and Temporary Investments (Cash Equivales)

The District’'s cash and temporary investments abrodicash on hand, amounts in demand deposits, and
money market funds. The District classifies ciexdifes of deposit with maturities greater than ehre
months as investments.

21



D. Investments

Investments in marketable securities with readigyedninable fair values and all investments in debt
securities are reported at their fair values in steement of financial position. Unrealized gaamsl
losses are included in the change in net ass@igestiment income and gains restricted bya donor are
reported as increases in unrestricted net ass#ts restrictions are met (either by passage af tmby
use) in the reporting period in which the incomd gain are recognized.

E. Water Receivables

All receivables are reported at their gross valliee District uses the direct write-off method twaunt
for bad debt. No allowance for bad debt is usddrtased unbilled revenues for water fees have epenb
recognized as of the end of the year as they argidered immaterial.

F. Due From Developers/Deferred Revenues

The District has adopted a policy regarding theettigsment of currently unimproved lots by developers
The developer purchases the District’s servicehatprevailing rate at the date of the agreemerite T
developer then pays the District approximately bak of the total fee at the time of contract exemu
These revenues are prepaid in nature becausevioceseas been rendered, and are, therefore, catedor
as deferred revenues.These revenues are recogmiaédcome as each lot is placed in service.

The unpaid balance of the contract amount, atithe bf the execution of the developer contract, is
recognized as a receivable under the caption oé“ibam developers”.

G. Inventory

The District records purchases of inventories geeeditures, or expenses, as appropriate at theafme
purchase. Inventories consist primarily of suppbed chemicals, and are recorded at cost.

H. Property, Plant and Equipment

It is the District’s policy to capitalize propergnd equipment. The District defines property, plamnd
equipment as assets with an initial valued co1600 or more, and an estimated useful life in sxcé#
one year. Property and equipment are recordeidtarisal cost.

The costs of normal maintenance and repairs thabtladd to the value of the assets or materiatigrel
asset lives are not capitalized. Improvementswhdih substantial life are capitalized and are dégoest
over their remaining useful lives using the str&igie method as follows:

Est. Depreciable Life
Distribution System 40-50Yrs
Van Trailer and Improvements 10-50 Yrs
Machinery and Equipment 5-30 Yfs
Fencing 20 Yrs
Building 20 Yrs
Furniture and Fixtures 3-10 Yis
Communication Equipment 10 Yrs
Other depreciable assets 5-8 Yrs

22



I. Amortization of SUD Conversion

The District’s membership voted in 2001 and appdayes conversion from its current status as a 8peci
Utility District to a Special Utility District undeChapter 65 of the Texas Water Code. Section185.0
permits a Special Utility District to file a resdilon with the Commission requesting that a distbet
created. The application was completed and SUMearsion was achieved in June of 2009.Accounting
principles generally accepted in the United Stafégnerica require that the District capitalize #w@sts
associated with these assets and amortize thoteaes thelife of the asset or loan, and not lbas 60
months, respectively, rather than expensing théreer@mount in the year acquired. The expense
associated with this amortization appears in thlsclfinancial statements as “Amortization.”

J. Long-Term Obligations

The District reports long-term debt as liabilitissthe statement of net assets. Capitalized leases
deferred and amortized over the life of the leasset on the imputed interest rate and term ofeifiseks.

K. Restricted and Temporarily Restricted Assets

Certain proceeds of bonds and other resourcessgi #or specific purposes are classified as et
assets on the balance sheet because their useitedliby applicable bond covenants or contractual
agreements. Resources that are ultimately com/éategeneral use are considered temporary in eatur

L .Employee Benefits

County Line Special Utility District provides va@at and sick leave for two of the salaried empleyee
Beginning in fiscal year 2000, employees are allbwee accumulate sick leave, and it is payable &f th
employee terminates. An amount has been accrued fof December 31, 2010.

M. Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleghia
United States of America requires management toemedtimates and assumptions that affect the
reported amounts of assets and liabilities andalisce of contingent assets and liabilities atdhte of

the financial statements, and the reported amooitgevenues and expense during the report period.
Accordingly, actual results could differ from thasgtimates.

N. Revenues and Expenditures

The District recognizes water revenues as thepidlesl. Water revenues are billed to the custoaté¢he
beginning of each month based on water usage. Disteict has a minimum monthly fee. All other
revenues, including late fees, reconnect feesjrepection fees, are recognized as they are imturre
The District recognizes expenses upon receipt nfloeinvoice.

O. Prior Period Adjustments

The District acquired ownership in a water treattq@ant and rights to water in prior years. Thassets
and their related long-term liabilities were ngbegied on the District’s books until 2010. Duethés, a
Prior Period Adjustment of $167,840 was requiress of December 31, 2010, these assets and their
related liabilities are accurately recorded and dassified under Capital Assets and Notes Payable,
respectively.
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NOTE 3 — CASH, TEMPORARY INVESTMENTS and INVESTMENT S

Cash and temporary investments consist of checkthgaoney market accounts. Investments consist of
certificates of deposit with maturities of greatsn ninety days and funds invested in Logic Invesits.
Logic Investments is an investment company foretkausive use of Government and nonprofit entities.

The District's cash and certificates of deposit jgiretected to the extent of the depository bankkad

amount of Federal Deposit Insurance District (FDi@3urance. All funds invested with Logic
Investments are secured as required by Texas law.

The District’s cash, temporary investments andstwents are as follows:

Interest
Institution Type Rate Amounts Earned
Cash and temporary investments:
First Lockhart National Bank Ck 015% $ 64,386 $ 652
First Lockhart National Bank MM  0.60% 144 575
64,530 1,227
Investments:
Ozona CD 0.95% 100,000 0
First Lockhart National Bank CD 1.45% 82,777 777
First Lockhart National Bank CD 1.65% 101,232 1,232
Logic Investments 0.21% 972,738 1,301
1,256,747 3,310

$ 1,321,277  $ 4,537

NOTE 4 — RESTRICTED and TEMPORARILY RESTRICTED ASSETS

As of December 31, 2010, the District held restdcassets in the amount of $1,709,090 designated fo
membership, bond payments, and future developm&ht District also had unrestricted assets in the
amount of $2,780,081.

Balance at Balance at
12/31/2009 Additions Deletions Reclass 12/31/2010
Restricted:
Membership $ 197,336 $ 37,595 $ $ 234,931
Bonds 72,528 89,952 162,480
Future development 1,311,679 (1,311,679) 0
Total 1,581,543 37,595 0 (1,221,727) 397,411
Unrestricted 3,010,290 27,583 1,053,887 4,091,760
Prior Period Adjustment 0 (167,840) 167,840 0
Total net assets 'S 4,591,833 $ (102,662) $ 0 % 0 $ 4789,

24



NOTE 5 — RECEIVABLES

Accounts receivable from members represents unpatdr usage. At December 31, 2010 the amount

was $175,835.
Summary of Water Receivables and Useage

Payments
Balance at  Water Billing received in  Balance at
12/31/2009 in 2010 2010 12/31/2010
$150,446 $1,493,036 $1,467,648 $175,835
Water purchased 200,971,000 Gallons
Water sold 199,823,000 Gallons
Number of meters at year end 1898

NOTE 6 —PROPERTY and EQUIPMENT

A summary of changes in capital assets for the gaded December 31, 2010, follows:

Balance @ Balance @
12-31-2009 Increases Decreases 12-31-2010
Capital assets not being depreciated
Land and easements $ 101,660 $ $ $ 101,660
W ater rights 1,874,390 1,874,390
Total assets not being depreciated 1,976,050 1,976,050
Capital assets being depreciated/amortized
Sud conversion & Legal Fees 157,182 157,182
System and equipment 4,507,122 4,507,122
W ater plants 3,528,681 3,528,681
Building and improvements 116,322 116,322
Vehicles 14,694 14,694
Total capital assets being depreciated/amortize®}324,001 8,324,001
0
Less accumulated depreciation/amortization (1,897,08 (234,169) (2,131,256)
Total assets being depreciated/amortized, net 26044 (234,169) 6,192,745
0
Total capital assets $ 8,402,964 $ (234,169) $ $ 8,168,795

Depreciation expense for the year was $230,239.thi9famount, $225,786 was allocated to operating
expenses and $4,453 was allocated to administreiipenses. Amortization expense for the year was

$3,930.
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The following schedule presents the District’s &sssd accumulated depreciation and amortization in
detail:

2010
Land and easements $ 101,660
W ater rights 1,874,390
Distribution system 4,501,482
W ater treament plants 3,528,681
Building 106,135
Improvements 10,187
SUD conversion & Legal fees 157,182
Equipment - vehicles 14,694
Equipment-field 5,640
10,300,051

Less:accumulated deprec./amort. (2,131,256)

$ 8,168,795

NOTE 7 — LONG-TERM DEBT

The District issued long-term debt instrumentsrithen to acquire and/or construct major capitallifibes
for the water system. During the year ended Deeer8b, 2010, the following changes occurred in fong
term liabilities:

USDA Case #50-005-0742235829, loan number 9
dated May 30, 2002, original loan $1,241,000, ietdr
rate 5.0% per year with monthly payments of $6,0d
including interest, final payment due March 9, 2041

$ 1,136,316
Less: current principal (16,078)
Long-term debt $ 1,120,238

Future scheduled maturities of long-term debt ardéadlows:

Principal Interest Total
Years ending December 31:
2011 16,078 56,451 72,529
2012 16,900 55,628 72,528
2013 17,764 54,764 72,528
2014 18,673 53,855 72,528
2015 19,629 52,899 72,528
Remainder 1,047,272 868,675 1,915,947

$ 1,136,316 $ 1,142,272 $ 2,278,588
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Hays Caldwell WTP Series 2003 Bonds, dated May
2003, original loan $899,600, variable intereserdinal
payment due August 1, 2028

$ 766,909
Less: current principal (24,739)
Long-term debt $ 742,170

Future scheduled maturities of long-term debt ardéadlows:

Principal Interest Total
Years ending December 31:
2011 24,739 21,652 46,391
2012 26,988 21,060 48,048
2013 29,237 20,400 49,637
2014 29,237 19,656 48,893
2015 31,486 18,893 50,379
Remainder 625,222 141,132 766,354
$ 766,909 $ 242,793 $ 1,009,702
Hays Caldwell WTP Series 2005 Bonds, dated October
2005, original loan $2,629,081, 6.44% interest réibal
payment due August 1, 2024
$ 2,293,980
Less: current principal (103,454)
Long-term debt $ 2,190,526
Future scheduled maturities of long-term debt ardéadlows:
Principal Interest Total
Years ending December 31:
2011 103,454 73,866 177,320
2012 110,201 70,535 180,736
2013 116,948 66,986 183,934
2014 125,944 63,221 189,165
2015 134,940 59,165 194,105
Remainder 1,702,493 266,384 1,968,877
$ 2293980 $ 600,157 $ 2,894,137
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San Marcos RTP Series 2008 Bonds, dated February
2008, original loan $1,165,440, 5.14045% interedéy
final payment due August 1, 2038

$ 1,074,390
Less: current principal (18,210)
Long-term debt $ 1,056,180

Future scheduled maturities of long-term debt aréadlows:

Principal Interest Total
Years ending December 31:
2011 18,210 27,614 45,824
2012 18,210 27,146 45,356
2013 20,031 26,678 46,709
2014 21,852 26,163 48,015
2015 21,852 25,602 47,454
Remainder 974,235 354,258 1,328,493

$ 1074390 $ 487,461 $ 1,561,851

The total amount of interest expensed and paichduhie year was $184,454.

NOTE 8 — RISK MANAGEMENT

A. General Liability

The District is exposed to various risks of loskted to torts: theft of, damage to, and destractd
assets; errors and omissions; personal injuried; reatural disasters. The District's risk managemen
program encompasses various means of protectirigisfigct against loss by obtaining property,casyal
and liability coverage through commercial insuracagiers and from participation in a risk pool.

The participation of the District in the risk padsllimited to the payment of premiums. The riskasfs is
covered by commercial insurance. There have beegnificant reductions in insurance coveragee Th
following table shows the District’'s coverage:

Coverage Period Coverage
Type of Policy Beginning Ending Amount
Workers
compensation 12-2009 12-2010 STATUTORY
Vehicle 12-200¢ 12-201( $1,000,00(
Umbrella 12-2009 12-2010 $4,300,00(
Directors 12-200¢ 12-201( $4,000,00(
Employee 12-2009 12-2010 $100,00(
General liability 12-200¢ 12-201( $2,000,00(

B. Workers’ Compensation

The District purchases workers’ compensation instgannually on the open market. Premiums are
based on the estimated District payroll by riskdaand rates. The premiums are adjusted by the
District’'s experience modifier. All loss contingges, including claims incurred but not reportéahny,
are recorded and accounted for in the financiéstants.

NOTE 9 — OFFICERS, DIRECTORS AND KEY PERSONNEL
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Term

Expires,
Name Position May
Board of Directors:
Curtis Wells President 2013
Randy Robertson V-President 2012
John Anderson Secretary 2013
Wiliam llse Director 2011
Ollie Maier Director 2012
Jim Roach Director 2011
Perry Towles Director 2013

Corporate Staff:
Daniel Heideman Manager
Susan Whisenant Office Mgr.
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: | Certified Public Accountants
3305 Northland Drive, Ste. 403
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MANAGEMENT LETTER

To the Board of Directors
The County Line Special Utility District
Uhland, Texas

In planning and performing our audit of the finacstatements of the County Line Special Utility
District for the year ended December 31, 2010, ameslered the District's internal control in order
determine our auditing procedures for the purpdsexpressing an opinion on the financial statements
and not to provide assurance on internal contdtcordingly, we do not express an opinion on the
effectiveness of the District’s internal control.

However, during our audit, we became aware of gwodpnity for strengthening internal controls and
operating efficiency, as discussed below in Orgational Structure. This letter does not affect eyaort
dated March 1, 2011, on the financial statemente@founty Line Special Utility District.

We will review the status of this comment during oaxt audit engagement. We have already discussed
this comment with the District's executive staffidawe will be pleased to discuss it in further deat
your convenience, to perform any additional stuflyhis matter, or to assist you in implementing the
recommendations. Our comment is summarized asasil

Organizational Structure

The size of the District’s accounting and admiitte staff precludes certain internal controld thauld
be preferred if the office staff were large enotmprovide optimum segregation of duties. Thigatibn
dictates that the Board of Directors remains ingdlin the financial affairs of the District to prde
oversight and independent review functions.

This report is intended solely for the informatiamd use of management, the finance committee, Board
of Directors, and others within the organizatiord as not intended to be and should not be used by
anyone other than these specified parties.

Cook, Gola, and Company, PLLC
Austin, Texas
March 1, 2011
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