REUNION RANCH
WATER CONTROL & IMPROVEMENT DISTRICT

Capitalization and Reserves Policy

Section 1 — Preamble

This policy establishes the framework by which the Reunion Ranch Water Control & Improvement
District (the “District”’) manages capital expenditures and financial reserves. Specifically, this
policy:

« Defines what constitutes a capital expenditure for the District;

« Establishes two reserve funds — an Operating Reserve and a Capital Reserve — and
sets target funding levels for each; and

* Requires that the Board of Directors adopt a Capital Plan and a Capital Reserve Study
annually, concurrent with the adoption of the District's budget.

The overarching objective of this policy is to promote long-term financial stability by reducing
volatility in water and wastewater rates and property tax rates, ensuring that the District can meet
both its day-to-day operational needs and its long-term infrastructure obligations without imposing
sudden or disproportionate financial burdens on ratepayers and taxpayers.

Section 2 — Capital Expenditure Definition and Capitalization Policy

2.1 Definition
A capital expenditure is any expenditure that meets both of the following criteria:

« The total project or asset cost equals or exceeds $25,000; and

+ The expenditure either provides new functionality to District operations, or materially
extends the useful life of an existing asset beyond its originally estimated service life.

Expenditures that do not meet both criteria — including routine maintenance, repairs, and
replacements that restore but do not extend or enhance an asset — shall be classified as
operating expenditures and budgeted accordingly.

2.2 Capitalized Asset Categories

The following asset types are subject to capitalization when they meet the threshold in Section
2.1:

+  Water, wastewater, and stormwater management infrastructure (mains, service lines, lift
stations, detention and drainage facilities, treatment facilities)

* Land and land rights (including easements and rights-of-way)

» Machinery, pumps, motors, and mechanical equipment

* Vehicles and rolling stock
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» Buildings and structures
» Technology systems and software (excluding subscription-based software)
« Construction-in-Progress (CIP) — tracked separately until the asset is placed in service

2.3 Cost Basis
The capitalized value of an asset shall include all directly attributable costs, including:

» Purchase price or construction costs (labor, materials, contracted services)
» Site preparation and ancillary costs

» Engineering, design, and professional fees directly tied to the project

« Legal costs directly attributable to asset acquisition

Excluded from capitalization: general overhead, staff training on new assets, and interest costs
incurred during construction (expensed in the period incurred per GASB guidance).

2.4 Aggregated Purchases

Where multiple individual items are purchased together as part of a single project or system, and
the aggregate cost meets or exceeds the $25,000 threshold, they shall be capitalized as a group
even if individual unit costs fall below the threshold.

2.5 Rationale for Threshold

The $25,000 capitalization threshold has been established in consultation with the District’s
bookkeeper and independent auditor. It is intentionally set to keep the fixed asset register and
associated tracking, depreciation, and reporting obligations manageable and cost-effective for a
district of this size, while still capturing all materially significant assets.

2.6 Operating Expenses Defined

Operating expenses are all recurring costs necessary to deliver water, wastewater, and
stormwater management services that do not meet the capitalization criteria in Sections 2.1-2.2.
These include, but are not limited to: utility costs, contracted operations and maintenance
services, chemicals and supplies, insurance, administrative costs, professional services (audit,
legal, engineering on non-capital matters), and non- bond debt service. Routine repairs and
maintenance — even if substantial — are operating expenses unless they materially extend asset
life beyond its original estimate.

Section 3 — Reserves

3.1 Operating Reserve

The District hereby establishes an Operating Reserve fund. The target funding level for the
Operating Reserve is twelve {(12) months of currently budgeted operating expenses.

Full funding and maintenance of the Operating Reserve shall be a priority budget line item each
year. Drawdowns below the target level shall trigger a replenishment plan in the subsequent
budget cycle.

Board Approval of Expenditures: Any expenditure from the Operating Reserve requires prior
approval by an affirmative vote of the Board of Directors. In the event of an immediate emergency
requiring action to avoid loss of systems or to address an immediate threat to public health, safety,
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or the environment, expenditures may be made without prior Board approval but shall be ratified
by the Board at its next scheduled or called meeting.

Purpose: The Operating Reserve exists to ensure that unexpected AND essential operating
costs — equipment failures, emergency repairs, unanticipated service disruptions to water,
wastewater, and stormwater management systems — can be met without precipitating a budget
crisis, imposing emergency rate increases, or requiring unplanned tax levy adjustments.

3.2 Capital Reserve

The District hereby establishes a Capital Reserve fund. The Capital Reserve shall be funded at
a level sufficient to cover all projected capital expenditures within the next five (5) years, as
identified in the annual Capital Reserve Study (see Section 3.3).

Purpose: The Capital Reserve exists to ensure the District can meet its infrastructure obligations
— for water, wastewater, and stormwater management systems — in a planned and financially
stable manner, without imposing sudden or disproportionate impacts on rates or tax levies.

Funding and Replenishment: Annual contribution to the Capital Reserve shall be a budget line
item. In the event the reserve falls below its target level, the budget shall include contributions
sufficient to fully replenish the reserve within three (3) years.

Minimum Reserve Floor: Between annual budget adoptions, the Board shall restrict operating
and capital expenditures as necessary to ensure the Capital Reserve does not fall below the
following year’s projected capital costs plus $500,000.

Any expenditure that would cause the reserve to fall below this floor requires an affirmative vote
of the Board and a documented replenishment plan.

3.3 Capital Reserve Study

The Capital Reserve Study shall be prepared annually by the District's engineer of record, in
consultation with the District's operator and bookkeeper, and presented to the Board for adoption
concurrent with the annual budget. The Study shall, at minimum:

» Inventory all significant capital assets of the District, including water, wastewater, and
stormwater management infrastructure

» Estimate remaining useful life for each asset category

« Project capital replacement, rehabilitation, and improvement costs over a rolling five (5)
year horizon

« ldentify recommended annual reserve contributions
* Inform the Capital Plan (see Section 4)

Section 4 — Capital Plan

The District shall adopt a Capital Plan annually, concurrent with the adoption of the budget and
the Capital Reserve Study. The Capital Plan serves as the District’s forward-looking schedule of
capital investments and is the primary tool for transiating the Capital Reserve Study into budgeted
action.

4.1 Planning Horizon

The Capital Plan shall cover a rolling five (5) year horizon, with the first year corresponding to
the upcoming budget year.
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4.2 Required Contents
The Capital Plan shall, at minimum, include:

« A prioritized list of all planned capital projects and asset replacements for water,
wastewater, and stormwater management systems

« Project descriptions, including the nature of the work and the asset(s) affected

» Estimated total cost for each project, with the basis of estimate noted (preliminary,
engineered, or bid-based)

« Proposed funding source for each project (Capital Reserve or grant funding)

- Anticipated schedule — fiscal year of expenditure and, where applicable, multi-year
phasing

» Projects carried forward from prior years, with explanation of any scope or cost changes

4.3 Relationship to Budget and Reserve Study

The Capital Plan shall be consistent with the Capital Reserve Study findings and the Capital
Reserve funding level. No capital expenditure shall be made unless it appears in the Capital Plan,
except in the case of emergency capital expenditures as provided in Section 4.4.

4.4 Emergency Capital Expenditures

The Board may authorize capital expenditures not included in the Capital Plan when necessary
to address failures or conditions that pose an immediate threat to public health, safety, or
continuity of water, wastewater, or stormwater management services. Such expenditures shall be
documented, reported against the Capital Reserve, and incorporated into the next annual Capital
Plan and Reserve Study update.

4.5 Preparation

The Capital Plan shall be prepared by the District's engineer of record, in consultation with the
operator and bookkeeper, and presented to the Board for adoption at the same meeting at which
the budget is considered.

Section 5 — Reporting

The Board of Directors shall receive regular financial reporting sufficient to monitor compliance
with this policy and the status of both reserve funds.

5.1 Monthly Reporting

The District’s bookkeeper shall provide the Board with a monthly financial report that includes, at
minimum;

» Current balance of the Operating Reserve and comparison to target level

» Current balance of the Capital Reserve and comparison to target level and reserve floor

« Any expenditures made from the Operating Reserve during the prior month, including the
nature, amount, and Board approval or ratification status

» Any expenditures made from the Capital Reserve during the prior month, including the
project and amount
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- Any condition in which either reserve is below its target level or floor, with a brief
explanation
5.2 Annual Reporting -

Reserve fund status, actual vs. target levels, and any reserve floor events during the fiscal year
shall be summarized in the District's annual financial report and presented to the Board at the
time the budget is considered.

Section 6 — Policy Review

This policy shall be reviewed by the Board of Directors no less than every three (3) years from
the date of adoption or most recent review, whichever is later. The review shall assess whether
the capitalization threshold, reserve targets, planning horizons, and other provisions remain
appropriate given the District's growth, operational complexity, and financial condition. Any
amendments to this policy require an affirmative vote of the Board.

Section 7 — Effective Date

This policy is effective upon adoption by the Board of Directors of the Reunion Ranch Water
Control & Improvement District. It supersedes any prior resolutions, policies, or informal practices
relating to capital expenditure classification or reserve fund management.
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