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Annual Filing Affidavit

STATE OF TEXAS }
COUNTY OF BEXAR }

[, Jesse Morin of the Bexar Metropolitan Water District hereby swear, or affirm, that the District ab%ve has
reviewed and approved at a meeting of the District’s Board of Directors on the ay of

gglﬁ)ifmagf , 200 . its annual audit report for the fiscal period ended April 30, 2008 and that copies
of the annual audit report have been filed in the District’s office, located at 2047 W. Malone, San Antonio,
Texas 78225.

This filing affidavit and the attached copy of the audit report will be submitted to the Texas Commission on
Environmental Quality to satisfy the annual filing of Texas Water Code Section 49.194.

Date: w I, Jooy By: ‘%w N

(Sigfature of District Representative)

Jesse Morin, [nterim General Manager
(Typed Name and Title of District Representative)

Sworn to and subscribed to before me this [ 12 # day of m, 2008

s:;zn'vl»'/ DAVID L. POTTER 1 5 ; =

2  Notary Public, State of Texas i erry
%, ,.‘,5 My Commission Expires (Sigihature VAN )

AR Aprii 07, 2010

Notary Public in the State of Texas.
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Garza/Gonzalez & Associates

CERTIFIED PUBHC ACCOUNTANTS

Independent Auditors’ Report

Members of the Audit Committee and
Board of Directors

Bexar Metropolitan Water District

San Antonio, Texas

We have audited the accompanying financial statements of the business-type activities as of and
for the year ended April 30, 2008 and the fiduciary fund as of and for the fourteen months ended
April 30, 2008 of the Bexar Metropolitan Water District (the District), which collectively
comprise the District’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the District’s management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the District, as of April 30, 2008, and the changes in its financial
position and, where applicable, its cash flows thereof for the year then ended for its business-
type activities, and for the fourteen months then ended for its fiduciary fund, in conformity with
accounting principles generally accepted in the United States of America.

207 Arden Grove

San Antonio, TX 78215
210/227-1389

Fax 2270716



The management’s discussion and analysis and the schedule of funding progress identified as
required supplementary information in the table of contents 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 this
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the District’s basic financial statements. The other supplementary
information and Texas supplementary information listed in the table of contents is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly presented in all material respects in relation to
the basic financial statements taken as a whole.

September 5, 2008
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BEXAR METROPOLITAN WATER DISTRICT
Management’s Discussion and Analysis — (Unaudited)

Year Ended April 30, 2008

The management of the Bexar Metropolitan Water District (the District) provides this narrative
discussion and analysis of the basic financial statements as an overview of the District’s financial
position and results of operations for the fiscal year ended April 30, 2008. Included in this section
are:

e financial highlights
e overview of the accompanying basic financial statements

The Management’s Discussion and Analysis (MD&A) should be read in conjunction with the audited
financial statements, which can be found in the section following the MD&A.

Financial Highlights

o The assets of the District exceeded its liabilities at the close of the fiscal year by $92,262,960.
Of this amount, $6,811,379 (Unrestricted Net Assets) may be used to meet the District’s
ongoing obligations.

e The District’s total net assets decreased by $2,008,248 (before capital contributions) at the
close of the fiscal year.

e The District’s operating revenues decreased by $7,009,191 (11%) to $57,242,261 compared to
the prior year’s operating revenues of $64,121,293.

o The District’s ending total assets equaled $351,125,246, which represents an increase from
the prior year in the amount of $55,568,776.

e Regarding debt, the District issued $31,235,000 of Waterworks System Revenue Refunding
Bonds, Series 2007. Proceeds from the sale of the Bonds in addition to $3,345,451 of the
District’s debt service funds were used to (i) refund $32,725,000 of outstanding Waterworks
System Revenue Bonds, Series 1995 and (ii) pay the costs related to the issuance of the
Bonds.

More information about the overall analysis of the District’s financial position and results of
operations is provided in the following sections.

BMWD | Financial Statements with Auditor’s Report 4



Management’s Discussion and Analysis - Continued

Overview of the Financial Statements

The District’s basic financial statements comprise three components: (1) government-wide financial
statements, (2) fund financial statements, and (3) notes to the financial statements.

Government-wide financial statements. The government-wide financial statements report
information about the District, as a whole, using accounting methods similar to those used by private-
sector businesses. As a proprietary fund, the District has prepared traditional income statements and
balance sheets using private-sector accounting practices under a combination of Financial Accounting
Standards Board (FASB) and GASB rules as prescribed in GASB Statement No. 20 for proprietary
funds. The reports that the District has prepared are in accordance with the requirements of GASB
Statement No. 34 as “business-type activities.” Activities such as the District’s utility services are
considered “business-type” not solely because they resemble those performed by the private sector
but because there is an exchange involved between the receiver and provider of the service. For
business-type activities, there is frequently a direct relationship between the charge for the service
and the service itself. This exchange relationship causes users of financial information to focus on the
costs of providing the service, the revenues obtained from the service, and the difference between the
two.

The Statement of Net Assets presents information on all of the District’s assets and liabilities, with
the difference between the two reported as net assets. Over time, increases and decreases in net
assets may serve as a useful indicator of whether the financial position of the District is improving or
deteriorating.

The Statement of Revenues, Expenses, and Changes in Net Assets shows the revenue sources,
expenses classitications, and reflects the change in net assets for the fiscal year.

The Statement of Cash Flows reconciles the beginning and ending cash and cash equivalents, as well
as demonstrates the sources and uses of funds received and expended.

The government-wide financial statements can be found on pages 11-15 of this report.

Fund financial statements. 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 only
reports a fiduciary fund.

Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial statement because
the resources of those funds are not available to support the District’s own programs. The accounting
used for fiduciary funds is much like that used for proprietary funds.
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Management’s Discussion and Analysis - Continued

The basic fiduciary fund financial statements can be found on pages 16-17 of this report.

Notes to the financial statements. The notes provide additional information that is essential for a
full understanding of the data provided in the basic financial statements. The notes to the financial
statements can be found on pages 18-49 of this report.

This report also includes required and other supplementary information. The required supplementary
information concerning the District’s progress in funding its obligations to provide pension benefits
to its employees can be found on page 50 of this report. The other supplementary information
consists of combining schedules for the operations of the District and the Development Corporation.
In addition, other schedules have been included to comply with the Texas Commission on
Environmental Quality (TCEQ) requirements.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of the District, total assets exceeded liabilities by $92,262,960 at the close of the
fiscal year. (Table 1)

At the end of the fiscal year, the District had unrestricted cash balances of $8,976.394 and
unrestricted net assets of $6,811,379. Unrestricted cash balances increased $3,277,780 (58%) over
the prior year, and unrestricted net assets increased $3,667,581 (117%). The change in the
unrestricted cash balance is due to the issuance of the $10 million taxable note which placed $3.5
million in an Operating Reserve account and making the funds available for operating expenses.

The District’s net asset classification “invested in capital assets net of related debt” increased by
$9,196,705 or 17% to $63,447,626 during the year. The increase is the result of the acquisition of
construction equipment, transportation equipment, as well as the completion of various jobs.

Restricted net assets consist of amounts for debt service, construction, contingencies, and employees’
pension benefits. During the year, net assets restricted for debt service decreased by $4,047,707 to
$7,631,481. Net assets restricted for construction increased by $8,213,027 to $8.718,181. Amounts
restricted for contingencies increased by $593,218. Further, net assets have been restricted for
employees’ pension benefits in the amount of $213,776 for the overfunding of the pension plan.
Overall, restricted net assets increased by $4,743,103 to $22,003,955.

BMWD | Financial Statements with Auditor’s Report 6



Management’s Discussion and Analysis - Continued

Total net assets increased by $17,607,388 to $92,262,960. Elements of this increase are reflected in
Table 1 below:

Table 1

Bexar Metropolitan Water District's
Statement of Net Assets

April 30,
%
2008 2007 Change Variance
Unrestricted Current Assets $ 19,207,973 $ 14,759,016 $ 4,448,957 30%
Restricted Assets 26,801,048 21,697,475 5,103,573 24%
Capital Assets (Net) 299,340,700 255,099,459 44 241,241 17%
Other Assets 5,775,525 4,000,520 1,775,005 44%
Total Assets $ 351,125,246 $ 295,556,470 $ 55,568,776 19%
Unrestricted Current Liabilities $ 16,574,916 $ 12,131,863 $ 4,443,053 37%
Current Liabilities Payable from Restricted Assets 9,085,869 9,400,834 (314,965) -3%
Long-Term Debt 233,201,501 199,368,201 33,833,300 17%
Total Liabilities $ 258,862,286 $ 220,900,898 $ 37,961,388 17%
Net Assets

Invested in Capital Assets, Net of Related Debt $ 63,447,626 $ 54,250,921 $ 9,196,705 17%

Restricted Net Assets
Restricted for Debt Service 7,631,481 11,679,188 (4,047,707) -35%
Restricted for Construction 8,718,181 505,154 8,213,027 1626%
Restricted for Contingencies 5,440,517 4,847,299 593,218 12%
Restricted for Employee's Pension Benefits 213,776 229,212 (15,436) 7%
Total Restricted Net Assets 22,003,955 17,260,853 4,743,102 27%
Unrestricted Net Assets 6,811,379 3,143,798 3,667,581 117%
Total Net Assets $ 92,262,960 $ 74,655,572 $ 17,607,388 24%
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Management’s Discussion and Analysis - Continued

Table 2
Bexar Metropolitan Water District's
Statement of Revenues, Expenses & Changes in Net Assets

Year Ended April 30,
%

2008 2007 Change Variance
Operating Revenues
Water Sales $ 47,421,846 $ 48,223,715 $ (801,869) -2%
Customer Penalties and Fees 1,457,259 2,218,542 (761,283) -34%
Impact Fees 2,531,306 5,746,887 (3,215,581) -56%
Water Development Fees 2,600,203 3,567,741 (967,538) -27%
Main & Service Extension Fees 899,065 1,543,574 (644,509) -42%
Collection Fees for Sewer, Garbage and Fire Protection 794,186 1,198,839 (404,653} -34%
Fire Protection 208,602 152,518 56,084 37%
Regulatory Fees 1,329,794 1,469,477 (139,684) -10%
Total Operating Revenues 57,242 261 64,121,293 (7,009,191) -11%
Operating Expenses
Production Expenses 28,841,778 32,116,279 (3,274,501) -9%
Administrative Expenses 13,134,560 13,701,581 (567,021) -4%
Depreciation 9,819,936 9,514,474 305,462 3%
Total Operating Expenses 51,796,274 55,332,334 (3,536,060) -6%
Operating Income 5,445,987 8,788,959 (3,342,972) -38%
Non-Operating Revenues (Expenses)
Grant Revenue - 86,043 (86,043) -100%
Interest Revenue 1,015,838 1,095,447 (79,609) 7%
Bad Debts Recovered 5,550 8,472 (2,922) -34%
Other Non-Operating Revenues 998,397 319,778 678,619 212%
Net Gain on Sale of Capital Assets 351,807 492 964 (141,157) -29%
Bond and Other Interest Expense (9,241,055) (10,092,376) 851,321 -8%
Amortization of Bond Issuance Costs and Discount (584,772) (5642,260) (42,512) 8%
Total Non-Operating (Expenses) (7,454,235) (8,631,932) 1,177,697 -14%
Increase (Decrease) in Net Assets Before Capital Contributions (2,008,248) 157,027 (2,165,275) -1379%
Capital Contributions 19,615,636 11,545,737 8,069,899 70%
Change in Net Assets 17,607,388 11,702,764 5,904,624 50%
Net Assets - Beginning Balance 74,655,572 62,952 808 11,702,764 19%
Net Assets - Ending Balance $ 92,262 960 $ 74,655,572 $ 17,607,388 24%

The most significant decrease in revenues was that received from Impact Fees. Down 56% from
fiscal year ended 2007, Impact Fee revenue at April 30, 2008 was $2,531,306 compared to
$5,746,887. Impact Fees are a one-time capital recovery fee assessed against developers or new water
customers as a way to recover the cost of additional water system capacity. In as such, it is
dependent on construction of new developments, commercial and/or residential. Market indicators
show that builders had a record year in 2006, turning out more than 18,000 homes. The market has
since slowed down, reducing the production rate thereby reducing the number of new developments
for which impact fees are derived.

BMWD | Financial Statements with Auditor’s Report 8



Management’s Discussion and Analysis - Continued

The District’s overall operating expenses decreased by $3,536,060 to $51,796,274. This decrease is
primarily due to a reduction in production expenses of $3,274,501, which is the result of a decrease in
expenditures related mostly to:

e Decreased costs due to lower water demand and production caused by a much wetter summer
in 2007 than the drought of 2006;

e Overhead allocation rates were raised to reflect the true cost of labor and machinery leading to
the capitalization of more expenses;

e A reduction in production and maintenance management salaries due to a reduction in staffing
levels;

e Savings of materials and labor associated with a 50% decrease in main breaks.

Further, the District also realized a decrease in administrative costs by $574,668, which is the result
of a strong focus on cost control by district staff and management. Consequently, the change in net
assets at April 30, 2008, which includes both operating and non-operating revenues and expenses,
increased by $5,904,624 (50%) to $17,607,388 from the change at April 30, 2007. Also affecting the
change in net assets is a net effect of an increase in capital contributions.

Capital Asset and Debt Administration

Capital Assets — The District’s capital assets as of April 30, 2008 amounts to $299.340,700 (net of
depreciation). This amount includes land, a water treatment plant, transmission lines, machinery and
equipment, capitalized interest, construction in progress, vehicles, software, water diversion rights,
and other equipment. The total increase in capital assets during the year was $44,241,241 or 17%
This increase is due to capital contributions from developers, the purchase of transportation and
construction equipment, as well as the continual improvement in infrastructure.

Construction in Progress (CIP) ended in 2007 with a balance of $20,045,403. CIP activity in 2008
totaled in excess of $34,000,000, during which time the District closed out $12,871,814 in completed
jobs bringing the ending CIP balance to $42,311,689. This increase of over $21,000,000 accounts for
48% of the total increase in capital assets stated above.

The unexpended portion of construction commitments totaled $6,978,297. In order to fund these and
other capital projects, the District intends to use a combination of operating revenues, short term debt

and impact fees.

Additional information on the District’s capital assets can be found in Note C of this report.

9 BMWD | Financial Statements with Auditor’s Report



Management’s Discussion and Analysis - Continued

Debt Administration - During the current fiscal year, as explained above, the District issued
Refunding Revenue Bonds, Series 2007. The issuance of these bonds was used to refund the
Waterworks System Revenue Bonds, Series 1995 and to pay the costs related to the issuance of the
Bonds. Commercial paper notes, in the amount of $30,000,000, were borrowed by the District during
Fiscal year 2008. The $30,000,000 of commercial paper notes are classified as long-term in
accordance with the refinancing terms of the revolving credit agreement and since management
intends to continue the remarketing of the commercial paper notes to maintain a portion of its debt in
variable rates. The District also issued Taxable Notes, Series 2008 in the amount of $10,000,000
during Fiscal Year ended 2008 using the net proceeds of $9,944,037 to reimburse the general fund for
costs of several construction projects. The District’s long term debt increased by $34,734,976, which
is the net effect of the issuance of debt in the current year, principal payments made during the fiscal
year, and the accretion of interest on capital appreciation bonds.

In July, in conjunction with District’s issuance of the Refunding Revenue Bonds, Series 2007, the
three major rating agencies, Fitch Ratings, Moody’s Investor Services, Inc., and Standard & Poor’s
Rating Services (S&P) assigned the following underlying ratings:

Rating
Fitch Ratings A-
Moody’s Investor Services, Inc A3
Standard & Poor’s Rating Services (S&P) A

See Note F through I for additional information on the changes in long term debt.

Economic Outlook for the Future

e The approved fiscal year 2008-2009 total operating budget for the District is $72,925,605,
which represents an increase of approximately seventeen percent over the previous year’s
total operating budget. The approved budget contemplates increases in only basic operating
areas such as insurance, personnel, and water treatment & testing to maintain adequate water
quality as mandated by the Texas Water Code.

e Net assets are projected to increase by $963,713.

e The approved fiscal year 2008-2009 capital improvement program budget is $42,988,280.
These expenditures will be funded with a combination of short term debt, impact fees and
District operating revenues.

As in the prior year, the District utilized its restructured budget process to incorporate input from not
only department directors, but from managers and supervisors who are in touch with the daily
operational needs of the District. This budget process has led to a more realistic basis for the budget.

Request for Information
This financial report is designed to provide a general overview of the Bexar Metropolitan Water
District’s finances. Questions concerning any of the information provided in this report or requests

for additional financial information should be addressed to Jesse Morin, Interim General Manager at
Bexar Metropolitan Water District, 2047 W. Malone, San Antonio, Texas 78225.

BMWD | Financial Statements with Auditor’s Report 10
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

Statement of Net Assets

April 30,2008

ASSETS
Current Assets
Unrestricted Current Assets
Cash and Cash Equivalents
Accounts Receivable:
District Customers (Net of allowance for uncollectible
accounts of $3,211,149)
Miscellaneous (Net of allowance for uncollectible
accounts of $603,032)
Prepaid Expenses
Inventory
Total Unrestricted Current Assets

Restricted Current Assets
Cash and Cash Equivalents
Total Restricted Current Assets

Total Current Assets

Noncurrent Assets
Unrestricted Noncurrent Assets

Capital Assets
Land
Construction In Progress
Capital Assets Being Depreciated
Less: Accumulated Depreciation

Total Capital Assets (Net)

Other Assets
Unamortized Bond Issuance Costs
Deferred Charge
Net Pension Asset

Total Other Assets

Total Noncurrent Assets

Total Assets

(Continued)

11

Business-Type
Activities

$ 8,976,394

6,431,661

1,791,575
313,127
1,695,216

19,207,973

26,801,048

26,801,048

46,009,021

10,483,088
42,311,689

342,978,026
(96,432,103)

299,340,700

3,461,749
2,100,000
213,776

5,775,525

305,116,225

$ 351,125,246




BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

Statement of Net Assets

April 30, 2008

Business-Type

Activities
LIABILITIES AND EQUITY
Current Liabilities
Current Liabilities Payable from Unrestricted Assets
Accounts Payable $ 11,015,788
Sewer and Garbage Collections 1,330,950
Accrued Wages/Payroll Taxes Payable 583,177
Prepaid Customer Accounts 482,897
Current Portion of Long Term Debt 2,078,321
Security Deposits 112,909
Accrued Vacation 629,947
Insurance Claims Liability 232,106
Other Accrued Expenses 108,821
Total Unrestricted Current Liabilities 16,574,916
Current Liabilities Payable from Restricted Assets
Revenue Bonds Payable Within One Year 4,075,000
Accrued Bond Interest Payable 5,010,869
Total Restricted Current Liabilities 9,085,869
Total Current Liabilities 25,660,785
Noncurrent Liabilities
Noncurrent Portion of Long Term Debt 233,201,501
Total Noncurrent Liabilities 233,201,501
Total Liabilities 258,862,286
Net Assets
Invested in Capital Assets, Net of Related Debt 63,447,626
Restricted Net Assets
Restricted for Debt Service 7,631,481
Restricted for Construction 8,718,181
Restricted for Contingencies 5,440,517
Restricted for Employees' Pension Benefits 213,776
Total Restricted Net Assets 22,003,955
Unrestricted Net Assets 6,811,379
Total Net Assets $ 92,262,960

The accompanying notes to financial statements form an integral
part of this statement.



BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

Statement of Revenues, Expenses, and Changes in Net Assets

Year Ended April 30, 2008

Operating Revenues
Water Sales
Customer Penalties and Fees
Impact Fees
Water Development Fees
Main and Service Extensions
Collection Fees for Sewer, Garbage and

Fire Protection

Fire Protection
Regulatory Fees
Total Operating Revenues

Operating Expenses
Production Expenses
Administrative and General Expenses
Depreciation
Total Operating Expenses

Operating Income

Non-Operating Revenues (Expenses)
Interest Earned
Bad Debts Recovered
Other Non-operating Revenues
Net Gain on Sale of Capital Assets
Bond and Other Interest Expense
Amortization of Bond Issuance Costs and Discount
Total Non-Operating (Expenses)

Decrease in Net Assets, before Capital Contributions

Capital Contributions

Change in Net Assets

Net Assets - Beginning Balance

Net Assets - Ending Balance

The accompanying notes to the financial statements form an integral
part of this statement.
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Business-Type
Activities

$ 47,421,846
1,457,259
2,531,306
2,600,203

899,065

794,186
208,602
1,329,794

57,242,261

28,841,778
13,134,560
9,819,936

51,796,274

5,445,987

1,015,838
5,550
998,397
351,807
(9,241,055)
(584,772)

(7,454,235)

(2,008,248)

19,615,636

17,607,388

74,655,572

$ 92,262,960
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

Statement of Cash Flows

Year Ended April 30, 2008

Cash Flows From Operating Activities:
Cash Received from Customers
Cash Received from Other Services
Cash Payments to Suppliers for Goods and Services
Cash Payments to Employees for Services

Net Cash Provided by Operating Activities

Cash Flows From Investing Activities:
Proceeds fom Maturities of Investments
Investment Income

Net Cash Provided by Investing Activities

Cash Flows From Capital and Related Financing Activities:
Cash Received from Issuance of Debt
Repayments of Bad Debt
Other Non-operating Revenues
Proceeds from Sale of Capital Assets
Cash Paid for Issuance of Bonds
Principal Payments-Bonds and Notes
Principal Payments-Capital Leases
Principal Payments - Contracts Payable
Bond Yield Reduction Payment
Purchase of Capital Assets
Bond and Other Interest Expense

Net Cash (Used) by Capital and Related
Financing Activities

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year
(including $26,801,048 reported in restricted accounts)
(Continued)

14

Business-Type
Activities

$ 46,366,473

8,310,699
(25,288,964)
(12,328,736)

17,059,472

2,356,652
1,015,838

3,372,490

41,775,064
5,550
995,377
2,380,547
(3,345,451)
(4,735,000)
(528.,905)
(7,719)
(1,649,835)
(35,688,681)
(8,894,904)

(9,693,957)

10,738,005

25,039,437

$§ 35,777,442




BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

Statement of Cash Flows

Year Ended April 30, 2008

Reconciliation of Operating Income to Net Cash

Provided by Operating Activities
Operating Income
Adjustments to Reconcile Operating Income
to Net Cash Provided by Operating Activities
Depreciation
Credit Losses
(Increase) Decrease In:
Accounts Receivable-District Customers
Accounts Receivable-Miscellaneous
Inventory
Prepaid Expenses
Net Pension Asset
Increase (Decrease) in:
Accounts Payable
Sewer and Garbage Collections
Accrued Wages/Payroll Taxes Payable
Prepaid Customer Accounts
Security Deposits
Accrued Vacation
Deferred Revenue
Insurance Claims Liability
Other Accrued Expenses

Total Cash Provided by Operating Activities

Noncash Capital and Financing Activities:
a. The District received contributed capital assets from developers in the amount of $19,615,636.

b. Capitalized interest costs totaled $857,632.

Business-Type
Activities

5,445,987

9,819,936
1,240,798

(2,261,813)

(326,400)
235,241
8,910
15,436

2,406,707
116,763
78,018
75,581
41,354
139,021

(52,457)
91,169

(14,779)

17,059,472

¢. Amortization of bond issuance costs, original issue discounts and premiums, and loss on refunding totaled $543,526.

The accompanying notes to financial statements form an integral

part of this statement.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

Statement of Fiduciary Net Assets
April 30, 2008
Retirement Income

Plan Pension Trust
ASSETS Fund

Non-Current Assets
Investments, at Fair Falue:

Unallocated Separate Accounts $ 2,455,480
Invested in Insurance Company 1,690,291
Common Trust Funds 7,483,363
Total Non-Current Assets 11,629,134
Total Assets 11,629,134
NET ASSETS
Net Assets
Held in Trust for Pension Benefits $ 11,629,134

The accompanying notes to financial statements form an integral
part of this statement.
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BEXAR METROPOLITAN WATER DISTRICT

San Antonio, Texas

Statement of Changes in Fiduciary Net Assets

For the Fourteen Months Ended April 30, 2008

Additions:
Contributions
Employer
Plan Members

Total Contributions

Investment Earnings
Net (Decrease) in the Fair
Value of Investments
Interest
Total Investment Earnings

Total Additions
Deductions:

Benefits Paid to Plan Members
Administrative Expenses

Total Deductions
Change in Net Assets

Net Assets - Beginning Balance
Net Assets - Ending Balance

Retirement Income Plan
Pension Trust Fund

$ 1,260,449

530,312

1,790,761

(219,458)
51,253

(168,205)

1,622,556

1,104,894
222,780

1,327,674

294,882

11,334,252

b 11,629,134

The accompanying notes to financial statements form an integral

part of this statement.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

I.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. REPORTING ENTITY

The Bexar Metropolitan Water District (the District) is a political subdivision of the State of Texas
created in 1945 as a stand alone agency by an Act of the 49 Legislature. Duties and functions of
the District are in Article 8280-126 VATS, Title 128, Chapter 12. The District was created for the
purpose of controlling, distributing and utilizing storm and flood waters of rivers and streams; and to
control and regulate the accumulation and disposal of sewage and refuse.

The District’s service area consists of approximately 277 square miles in Bexar, Atascosa, Medina,
and Comal counties. The principal areas of service are the Southside of San Antonio, the City of
Castle Hills, the City of Somerset, the Northeast service area, the Northwest and Texas Research
Park area, the Southeast area, the Chaparral service area and the North Central areas which include
the cities of Hill Country Village, Hollywood Park, and the Stone Oak subdivision. The District, on
a contract basis, collects garbage and sewer revenues for various entities within its service area.

The District is governed by a seven member Board of Directors, elected from representative
customer districts and has the authority to make decisions, appoint administrators and managers, and
significantly influence operations. It also has the primary accountability for fiscal matters.
Therefore, the District is a financial reporting entity as defined by the Governmental Accounting
Standards Board (GASB) in its Statement No. 14, "The Financial Reporting Entity", and is not
included in any other governmental reporting entity.

Component Units

GASB Statement No. 14, “The Financial Reporting Entity” considers entities with certain
characteristics as component units. These characteristics include:

e The District appoints a voting majority of the component unit’s governing body

e The component units provide specific financial benefits to the primary government.
e The primary government is financially responsible for the component units.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

These financial statements present the District and its component units, entities which are legally
separate from the District, but which were organized exclusively for the purposes of benefiting and
accomplishing public purposes of, and to act on behalf of, the District.

Blended component units, although legally separate entities are, in substance, part of the primary
government’s operations and thus, data from these units are generally combined with the data of the
primary government. The District has three blended component units: Bexar Metropolitan
Development Corporation, Bexar Metropolitan Water District Public Facility Corporation, and
Bexar Metropolitan Water District Retirement Income Plan (Defined Benefit Pension Plan).

Each blended component unit has an April 30 year-end.

The Bexar Metropolitan Development Corporation was organized in January 1997 for the purpose of
furthering the public purpose of the promotion and development of industrial and manufacturing
enterprises, including the issuance and payment of the “Bexar Metropolitan Development
Corporation Water Facility Contract Revenue Bonds, Series 1998”. The Bexar Metropolitan
Development Corporation is currently operating a water treatment facility that it leases to the
District.

The Bexar Metropolitan Water District Public Facility Corporation was organized in January 1997 to
assist the District in financing, refinancing, or providing public facilities. This Corporation has the
authority to finance the acquisition of District obligations issued or incurred in accordance with
existing law, to provide for the acquisition, construction, rehabilitation, renovation, repair, and the
equipping, furnishing and placement in service of public facilities of the District. As of April 30,
2008, the Bexar Metropolitan Water District Public Facility Corporation had not been activated.

The Defined Benefit Pension Plan, established in 1973 is a single-employer sponsored plan. The
Plan was established as a defined benefit plan covering all eligible employees. In accordance with
GASB standards, the assets of the pension plan are reported in a pension trust fund in the
accompanying financial statements. A publicly available financial report that includes the applicable
financial statements and required supplementary information may be requested and obtained from
the District’s offices.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

B.  MEASUREMENT FOCUS, BASIS OF ACCOUNTING, AND FINANCIAL STATEMENT
PRESENTATION

The District operates as an enterprise (proprietary) fund. Proprietary funds distinguish operating
revenues and expenses from non-operating items. Operating revenues and expenses generally result
from providing services and producing and delivering goods in connection with the proprietary
fund’s principal ongoing operation. The principal operating revenues of the District are charges to
customers for providing water. Operating expenses include the cost of services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting this definition
are reported as non-operating revenues and expenses. When both restricted and unrestricted
resources are available for use, it is the District’s policy to use restricted resources first, then
unrestricted resources as they are needed.

The financial statements in this report are prepared using the accrual basis of accounting and on the
flow of economic resources measurement focus. Under this method, revenues are recorded when
earned and expenses are recorded at the time liabilities are incurred.

The District prepares its basic financial statements in conformity with generally accepted accounting
principles (GAAP) promulgated by the Governmental Accounting Standards Board (GASB). The
District applies all applicable GASB pronouncements as well as any FASB statements and
interpretations, APB opinions and ARB’s issued on or before November 30, 1989 unless those
pronouncements conflict with or contradicts GASB pronouncements.

The lease activity between the District and the Development Corporation is eliminated for financial
statement presentation.

Impact fees are recognized as a receivable and revenue as soon as the District has established an
enforceable legal claim to the resources (typically when a contract is executed). Since these
resources are legally restricted to capital acquisition, their effect has been included in Net Assets
Restricted for Construction.

The pension trust fund accounts for the activities of the Defined Benefit Pension Plan, which
accumulates resources for pension benefit payments to eligible employees.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

C. OTHER ACCOUNTING POLICIES
1. Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.

2. Cash and Cash Equivalents

For purposes of the statement of cash flows, cash and cash equivalents are considered to be cash on
hand, demand deposits, money market funds, and investments with a maturity of three months or
less from the date of acquisition.

3. Investments

State statutes and the District’s investment policies authorize the District to invest (short-term and
long-term) in fully secured certificates of deposit, eligible investment pools, U.S. Treasury
Obligations, U.S. Agency Issues, high-grade secured commercial paper, banker’s acceptances, fully
collateralized repurchase agreements and certain stock and bond funds. Generally, short-term
investments are stated at cost or amortized cost and long-term investments are reported at fair value.
The District records any unrealized gains or losses on the long-term securities as non-operating
revenues.

Local Governmental Investment Cooperative (LOGIC): LOGIC is a public funds investment pool
established pursuant to the Interlocal Cooperation Act and Public Funds Investment Act of Texas. It
is governed by an Interlocal contract among participants, by-laws and board oversight of its
investment and operating policies. LOGIC operates the portfolio in a manner consistent with Rule
2a-7 of the Investment Company Act of 1940. Accordingly, the fair value of the District’s position
in LOGIC is the same as the value of LOGIC’s shares and does not include any unrealized gains and
losses.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

LOGIC was organized in 1994 in conformity with the Interlocal Cooperation Act, Chapter 791 of the
Texas Government Code, and operates under the Texas Public Funds Investment Advisory Act,
Chapter 2256 of the Texas Government Code. The Public Funds Investment Act allows eligible
local governments, state agencies, and non-profit corporations of the State of Texas to jointly invest
their funds in permitted investments. LOGIC’s governing body is a three member Board of
Directors comprised of government officials or employees. Citigroup Asset Management serves as
the sub advisor for the LOGIC program and SWS Capital Corporation, a wholly-owned subsidiary of
Southwest Securities Group, Inc., serves at the investment advisor and administrator. Financial
information for LOGIC can be obtained by calling 1-800-TX-LOGIC or by requesting it by e-mail at
info@logic.org

Money Market Investments: The District maintains funds in a U.S. Government Money Market
Fund and a US Treasury Money Market Fund, which are invested by the District’s agent in short-
term obligations issued by the U.S. Government, its agencies or instrumentalities and repurchase
agreements fully collateralized by these securities. The District reflects these funds as cash and cash
equivalents.

4.  Inventory

Inventory consists of pipes, supplies, and other items used in the District’s construction projects and
system maintenance. These inventories are valued using the average cost method and are reported
under the consumption method whereby inventory is expensed or capitalized (as a construction cost)
when utilized.

5. Capital Assets

Capital assets, when purchased or constructed, are recorded at cost or estimated historical cost based
on the corresponding asset class.

The capital asset accounts include all of the District’s assets including public domain
(“infrastructure™) assets such as drainage systems, which have value only to the District, and assets
acquired through capital leases. Assets acquired through contributions; such as, those from land
developers, are capitalized and recorded as capital assets and capital contributions (revenue) at
estimated fair value at date of donation.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

It is the policy of the District to capitalize certain interest costs on revenue bonds and commercial
paper associated with newly constructed capital asset additions. The applicable interest costs are
reflected in the capitalized value of the assets constructed.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially.
extend asset lives are not capitalized but are charged to operating expense. Major improvements are
capitalized and depreciated over the remaining useful lives of the related capital assets.

Capital assets are depreciated and property under capital lease is amortized on the straight-line

method using rates estimated to fully depreciate and amortize the costs of the asset group over their
estimated useful lives.

The capitalization threshold and estimated useful lives are as follows:

Asset Class Capitalization Threshold Estimated Useful Lives
Land and Land Improvements Capitalize All NA
Construction in Progress $25,000 per project NA

Utility Plant and Distribution $25,000 per project 5- 50 years
Buildings/ Improvements $25,000 per project 10-40 years
Water Rights Diversion Capitalize all 40 years
Equipment $5,000 per unit or per system 5-10 years
Communication Equipment $5,000 per unit or per system 10 years
Computer Equipment $5,000 per unit or per system 5 years
Construction Equipment $25,000 per project 5-10 years
Software $15,000 per project 5 years
Furniture and Fixtures $5,000 per unit or per system 5 years
Vehicles $5,000 per unit or per system 5 years
Radio Communication Towers $5,000 per unit or per system 40 years

6. Compensated Absences

It is the District’s policy to permit full time employees to accumulate earned but unused vacation and
sick leave benefits. Vacation pay is accrued when incurred and reported as a liability. Employees
may accumulate from two to four weeks of vacation pay per year depending on their length of
employment. As of April 30, 2008, accrued vacation payable is $629,947 and is reflected as a short-
term liability since it must be used within the following fiscal year. Accumulated sick leave is not
payable upon termination and is therefore not recorded as a liability at year-end.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

7.  Net Assets

Net assets are reported as (1) invested in capital assets net of related debt; (2) restricted for debt
service, construction, contingencies, and employees pension benefits, and; (3) unrestricted.

8.  Amortization of Bond Related Costs

Bond premiums, discounts, and loss on refunding are deferred and amortized over the life of the
bonds using the effective interest method for premiums and discounts and the straight line method
for loss on refunding. Bonds payable are reported net of the applicable premium/discount and loss.
Bond issuance costs are reported as deferred charges and amortized over the term of the related debt
using the straight-line method.

9. Annual Budget

The Board of Directors approves an annual budget each fiscal year, which estimates the amount of
funds available from all sources for expenditure by the District during the fiscal year. The annual
budget serves as a control device in executing the programs approved therein.

Since the District operates as an enterprise fund, a Budget to Actual schedule is not required to be
presented as part of the financial statements. However, a budget to actual schedule is included as
supplementary information. The schedule reflects the original and final amended budget and
compares the final amended budget to actual revenues and expenses. Although expenses did not
exceed appropriations in total, several line item expenses exceeded their respective budgets at April
30, 2008 since budget amendments were not prepared.

II.  DETAILED NOTES

A. DEPOSITS and INVESTMENTS

Deposits: At April 30, 2008, the carrying amount of the District's cash on deposit was $1,495,192
and the bank balance was $4,716,403. The District’s cash deposits at April 30, 2008 and during the
year ended April 30, 2008 were entirely covered by FDIC insurance and/or pledged collateral held
by the District’s pledging financial institution, as required by its investment policy and the Public
Funds Collateral Act.

24



BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

Investments: As of April 30, 2008, the District had the following investments:

Weighted
Average
Maturity Standard &
Investment Amount (Days) Poors Rating
LOGIC $ 24,564,191 42 AAA
US Government Money Market 7,128,385 38 AAAmM
US Treasury Money Market 2,586,474 46 AAAmM-G

Total $ 34,279,050

Interest Rate Risk. As a means of limiting its exposure to fair value losses arising from rising
interest rates, the District’s investment policy limits the maturities of investment pools, money
market mutual funds, and discount notes to a weighted average maturity of less than ninety (90)
days, two (2) years, and three (3) years, respectively.

Credit Risk. In accordance with the District’s investment policy, investments in investment pools
must be rated at least AAA, AAA-m , or it equivalent; and investments in money market mutual
funds and discount notes must be rated at least AAA.

Concentration of Credit Risk. The investment policy of the District contains no limitations on the
amount that can be invested in any one issuer. The District’s investment in money market funds

represents 28% of the District’s total investment.

The following is a reconciliation of deposits and investments from the notes to the statement of net
assets:

Deposits and investments consist of the following:

Cash On Hand $ 3,200
Deposits 1,495,192
Money Market Funds 9,714,859
Logic 24,564,191

Total 3 35,777,442
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30,2008

Totals from Statement of Net Assets:

Cash & Cash
Equivalents
Unrestricted $ 8,976,394
Restricted
Interest and Sinking Funds 7,383,131
Reserve Funds 5,259,219
Construction Funds 8,718,181
Contingency Funds 5,440,517
26,801,048
Total $ 35,777,442
B. RECEIVABLES
1.  District Customers

This account consists of amounts due from customers for water.

$2,662,051 of unbilled water receivables.

2.

Miscellaneous Receivables

Miscellaneous receivables are comprised of the following:

BMA Water Improvement District
Lone Star Growers

Edwards Aquifer Authority

Service Installations

Texas Department of Transportation
County of Bandera

NSF Checks

Repairs

Fire Hydrants

Timberwood Assessment Fees
SAWS Interlocal Agreement

Other Miscellaneous Receivables
Less: Allowance for uncollectible accounts
Total

Included in this amount is

217,676
691,250
452,220
188,177
135,000
93,332
234,817
107,613
117,457
9,914
45,953
101,198
(603,032)

1,791,575
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

C. CAPITAL ASSET ACTIVITY

Capital asset activity for the year ended April 30, 2008, was as follows:

Beginning Ending
Balance Balance
Asset Class 5/1/2007 Additions Deletions 4/30/2008
Capital Assets, not subject to depreciation
Land $ 10,616,917 $ - % (133,829) §$ 10,483,088
Construction In Progress 20,146,148 34,763,477 (12,597,936) 42,311,689
Total Capital Assets Not Subject to Depreciation 30,763,065 34,763,477 (12,731,765) 52,794,777
Capital Assets, being depreciated
Utility Plant and Distribution 279,666,888 33,853,140 (3,798,159) 309,721,869
Buildings and Improvements 7,673,531 125,004 (60,594) 7,737,941
Equipment 20,457,627 78,789 (4,493,944) 16,042,472
Software 1,368,556 - (426,987) 941,569
Vehicles 4,038,596 214,670 (822,893) 3,430,373
Water Rights Diversion 4,200,620 - - 4,200,620
Furniture and Fixtures 903,182 - - 903,182
Total Capital Assets Being Depreciated 318,309,000 34,271,603 (9,602,577) 342,978,026
Less Accumulated Depreciation for:
Utility Plant and Distribution (72,063,907)  (8,056,381) 1,608,530 (78,511,758)
Buildings and Improvements (2,377,763) (323,779) 8,079 (2,693,463)
Equipment (13,406,962) (919,279) 4,493,946 (9,832,295)
Software (1,342,461) (6,086) 426,989 (921,558)
Vehicles (2,901,546) (409,396) 822,895 (2,488,047)
Water Rights Diversion (976,785) (105.015) - (1,081,800)
Furniture and Fixtures (903,182) - - (903,182)
Total Accumulated Depreciation (93,972,606) (9,819,936) 7,360,439 (96,432,103)
Total Capital Assets, Net $ 255099459 $59,215,144 § (14,973,903) $ 299,340,700

Depreciation expense for the current year was $9,819,936.

Capital assets in the amount of $6,211,491 are considered idle as of April 30, 2008; of which
$2.891,876 are being depreciated.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

D. CAPITALIZED INTEREST COSTS

Interest costs incurred on revenue bonds and commercial paper totaled $9,906,837 of which
$857,632 was capitalized as part of the cost of the District’s construction projects.

E. OPERATING LEASES

The District leases a vehicle and several copiers under non-cancelable operating leases. Total costs
for such leases were $88,663 for the year ended April 30, 2008. Future minimum lease payments
follow:

Year Ending April 30, Amount
2009 $ 75,472
2010 73,300
2011 54,863
2012 45,453
2013 45,453
2014 30,958
Total $ 325,499

F.  LONG TERM DEBT
1. Capital Leases Payable

The District entered into various lease agreements for financing the acquisition of computer
equipment, software, heavy equipment, and vehicles. These lease agreements meet the definition of
a capital lease for accounting purposes and, therefore, are recorded at the present value of future
minimum lease payments as of the inception date. The terms of the leases are for 5 to 10 years with
payments of $51,263 monthly and $587,749 annually and annual percentage rates from 3.0% to
10.5%. At the end of the respective lease terms, the ownership of the asset transfers to the District
or the District has the option to purchase the asset. The leases are included in capital assets in the
amounts of $3,435,809 and $923,926 in equipment and vehicles, respectively and the related
amortization is included in accumulated depreciation in the amount of $1,962,323 and $442.031 for
equipment and vehicles, respectively.
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

Future minimum capital lease payments follow:

Year Ending April 30, Amount
2008 $ 512,188
2009 470,630
2010 339,324
2011 194,266
Total Minimum Lease Payments 1,516,408
Less: Amount Representing Interest (115,435)

Present Value of Future Minimum Lease Payments  § 1,400,973

2. Contracts Payable

In 2004, the District entered into an installment contract for the acquisition of a vehicle, which
carries an interest rate of 7.50% and provides for monthly installments for a period of 48 months.
This agreement has been classified as a contract payable and is recorded at the present value of the
future minimum contract payments.

The vehicle with a cost of $49,149 is pledged against the contract at which time the District has the
option of:
a. making the final payment due of $21,550,
b. refinancing the final payment, or
c. returning the vehicle to the creditor. The District is to pay the creditor the cost of all repairs
to the vehicle that is the result of excess wear.

Historically, the District has exercised its option of returning vehicles and has paid the additional
charges since it considers this option to be the most economical method.

Future minimum contract payments as of April 30, 2008 follow:

Year Ending April 30, Principal Interest Total
2009 $ 22,757  $ 435  § 23,192
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BEXAR METROPOLITAN WATER DISTRICT
San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

3. Water Supply Agreement Contract — WECo

On April 28, 2008, the District signed an amended water supply agreement with Water Exploration
Company, LTD. (WECo) in which the District agreed to pay $2.1 million over the course of fourteen
(14) months. Future contract payments as of April 30, 2008 follow:

Year Ending April 30, Total
2009 $ 1,600,000
2010 500,000
2,100,000

The $2.1 million figure represents an agreed settlement sum representing the monetary difference
between actual production and the contractually-agreed “take or pay” amounts for water produced
from the Stein Tract between June 16, 2007 and April 30, 2008.

However, during the period from May 1, 2008 through August 1, 2010, the District has a $2.1
million credit to be applied against any amounts due WECo that are in excess of the monthly
minimum payment. As a result the $2.1 million amount is reflected as a deferred charge in the
District’s Statement of Net Assets and will be expensed through August 1, 2010 as amounts exceed
the monthly minimum payment.

4.  Commercial Paper Note Program

On July 1, 2002, the Board of Directors approved $50,000,000 of “Bexar Metropolitan Water
District Commercial Paper Notes™ that are used to provide funds for the interim financing of a
portion of capital improvements to the District and to refinance, renew, or refund the existing notes.

The District has covenanted to maintain at all times credit facilities with banks or other financial
institutions which would provide available borrowing sufficient to pay the principal of the
commercial paper notes.

The borrowings under the Commercial Paper Note Program are equally and ratably secured by and

are payable from (1) the proceeds from the sale of the bonds and (2) borrowing under and pursuant
to the credit agreement.
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San Antonio, Texas

NOTES TO FINANCIAL STATEMENTS

Year Ended April 30, 2008

To further support the issuance of the commercial paper notes, the District entered into a letter of
credit and reimbursement agreement with Bank of America. Pursuant to the agreement, the Bank is
obligated to loan to the District an aggregate amount not to exceed $55,547,946 for the purpose of
paying amounts due under the Commercial Paper Note Program. Any borrowings under the credit
agreement is equally and ratably secured by and payable from the above mentioned sources pledged
for payment of the Commercial Paper Note Program and from a pledge of the Net Revenues of the
District, such pledge being subordinate to the pledge of Net Revenues securing all Senior Lien
Obligations.

During the year, the District borrowed $30,000,000 of commercial paper notes. The $30,000,000 of
commercial paper notes are classified as long-term in accordance with the refinancing terms of the
revolving credit agreement and since management intends to continue the remarketing of the
commercial paper notes to maintain a portion of its debt in variable rates. Interest rates on the notes
outstanding at year-end range from 1.55% to 3.77% and from 8 to 126 days in maturity.

5. Revenue Bonds Payable

The District issues revenue bonds to refund other bond issues and or commercial paper notes,
provide funds for construction, repair and maintain existing facilities, acquire new systems, and to
pay the issuance costs. These bonds constitute special obligations of the District and are secured by
revenues from the District’s operation.

Revenue bonds payable as of April 30, 2008 consist of the following:

e 566,655,403 Waterworks System Revenue Bonds, Series 1998 with $56,602,217 outstanding
at the end of the year. Interest rates range from 3.75% to 5.6% and are payable semi-
annually May 1 and November 1 each year.

o $30,296,424 Water Facility Contract Revenue Bond, Series 1998, with $22,941,424
outstanding at the end of the year, issued by the Bexar Metropolitan Development
Corporation. Interest rates range from 4.05% to 5.5% and are payable semi-annually May 1
and November 1 each year.

e $57,700,000 Waterworks System Revenue Refunding Bonds, Series 2002 with $28,535,000

outstanding at the end of the year. Interest rates range from 3.0% to 5.375% and are payable
semi-annually May 1 and November 1 each year.
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e $53,741,387 Waterworks System Revenue Refunding Bonds, Series 2006 with $53,141,387
outstanding at the end of the year. Interest rates range from 4.25% to 5.0% and are payable
semi-annually May 1 and November 1 each year.

e $31,235,000 Waterworks System Revenue Refunding Bonds, Series 2007 with $31,235,000
outstanding at the end of the year. Interest rates range from 4.5% to 5.0% and are payable

semi-annually May 1 and November 1 each year.

The annual debt service requirements for the revenue bonds as of April 30, 2008 are as follows:

Year Ending Accreted

April 30, Principal Interest Interest Total
2009 $ 3,950,000 $ 9,116,616 $ - $ 13,066,616
2010 5,135,000 8,421,343 - 13,556,343
2011 5,350,000 8,195,109 - 13,545,109
2012 5,590,000 7,954,632 - 13,544,632
2013 5,840,000 7,699,415 - 13,539,415
2014-2018 29,083,211 34,947,078 3,941,789 67,972,078
2019-2023 34,342,361 28,151,861 5,657,639 68,151,861
2024-2028 42,692,079 17,809,767 7,832,517 68,334,363
2029-2033 29,637,990 11,605,689 12,602,416 53,846,095
2034-2038 23,884,387 5,087,877 6,705,606 35,677,870
2039 6,950,000 173,750 - 7,123,750
Totals $192,455,028 $139,163,137 $ 36,739,967 $ 368,358,132

On July 10, 2007, the District issued $31,235,000 of Waterworks System Revenue Refunding
Bonds, Series 2007 with interest rates of 4.4 — 5.5 percent to advance refund $32.725,000 of
outstanding Waterworks System Revenue Bonds, Series 1995. The refunded bonds had interest
rates between 5.5 — 6.35 percent. The net proceeds of $35,520,388 (after payment of $320,948 in
underwriter’s fees and issuance costs plus an additional $3,345,451 of debt service funds) were used
to purchase US government securities. Those investments were deposited in an irrevocable trust
with an escrow agent to provide for all future debt service payments on the refunded bonds and
notes. As a result, the refunded bonds and notes are considered to be defeased and the liability has
been removed from the financial statements.
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The District advance refunded a portion of the bonds and notes to reduce its total debt service
payments over the next 19 years by $6,908,397 and to obtain an economic gain (difference between
the present values of the debt service payments on the old and new debt) of $4,925,899.

In prior years, the District defeased certain revenue bonds by placing the proceeds of new bonds in
an irrevocable trust to provide for all future debt service payments on the old bonds. Accordingly,
the trust account asset and liability for the defeased bonds are not included in the District’s
financial statements. At April 30, 2008 $140,510,000 of bonds outstanding is considered defeased,
which includes the bonds defeased in the current year.

The District has not defaulted on any principal or interest payments. There are a number of
limitations and restrictions contained in the bond indentures. Management has indicated that the
District is in compliance with all significant limitations and restrictions at April 30, 2008. However,
during the current fiscal year, net revenues from the operation of the District were insufficient to
make the covenanted monthly payments to the Interest and Sinking (I1&S) Fund, resulting in a
shortfall in such fund. In order to meet the payment requirements of the bond orders, the District
secured a taxable note to replenish the 1&S Fund to the required amounts and to meet its May 1,
2008 debt service payment. Subsequent to that date, the District made the required monthly deposits
into the 1&S Fund and at April 30, 2008, such fund has an amount on deposit as required by the
bond order.

The Federal Tax Reform Act of 1986 requires issuers of tax-exempt debt to make payments to the
United States Treasury for investment income received at yields that exceed the issuer’s tax exempt
borrowing rates. The Treasury requires payment for each issue every five years. The estimated
liability is updated annually for all tax-exempt issuances or a change in yields until such time
payments of the calculated liability is due. The District had no arbitrage rebate liability at April 30,
2008.

6.  Subordinate Revenue Notes Payable
$2.,500,000 Subordinate Revenue Notes, Series 1995A with $1,125,000 outstanding at the end of the

year were issued for the purpose of providing funds for acquisitions and construction of additions
and improvements to the District. These notes have a zero interest rate.
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The annual debt service requirements for the revenue notes payable as of April 30, 2008 are as
follows:

Year Ending
April 30, Total

2009 $ 125,000
2010 125,000
2011 125,000
2012 125,000
2013-2017 625,000
Totals $ 1,125,000

7.  Taxable Notes

On January 28, 2008, the District issued $10,000,000 of Bexar Metropolitan Water District Taxable
Notes, Series 2008 with a 4.03% interest rate. The net proceeds of $9,944,037 (after payment of
$55,963 in issuance costs) were used to reimburse the general fund for the costs of several
construction projects. The note matures on May 1, 2011. The annual debt service requirements for
the taxable note payable as of April 30, 2008 are as follows:

Year
Ending
April 30, Principal Interest Total

2009 $ - $ 286,578 $ 286,578

2010 - 403,000 403,000

2011 - 403,000 403,000

2012 10,000,000 201,500 10,201,500
$ 10,000,000 $ 1,294,078 $ 11,294,078
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G. BOND REDEMPTIONS

1. The Bexar Metropolitan Water District, Waterworks System Revenue Bonds, Series 1998, are
subject to mandatory and optional redemption prior to maturity as follows:

Optional Redemption

The Bonds maturing on or after May 1, 2009 are subject to redemption in whole or in part in
principal amounts of $5,000 or any integral multiple thereof, on May 1, 2008, or on any date selected
by the District, at the redemption prices set forth below plus accrued interest to the date fixed for
redemption. If less than all the Bonds are to be redeemed, the district will determine the maturity or
maturities and the amounts to be redeemed and will direct the Paying Agent/Registrar to call the
Bonds by lot, or portions thereof, within such maturity or maturities, and in such principal amounts
for redemption.

Dates Redemption Prices
May 1, 2008 through April 30, 2009 102%
May 1, 2009 through April 30, 2010 101%
May 1, 2010 and thereafter 100%
Mandatory Redemption

The Current Interest Bonds maturing on May 1, 2022 are subject to mandatory redemption at par
plus accrued interest in the following amounts on the following dates:

Redemption Date — May 1 Principal Amount
2019 $ 2,050000
2020 2,155,000
2021 2,260,000
2022 2,375,000
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The Current Interest Bonds maturing on May 1, 2025 are subject to mandatory redemption at par
plus accrued interest in the following amounts on the following dates:

Redemption Date — May 1 Principal Amount
2023 $ 2,955,000
2024 3,105,000
2025 3,265,000

The Current Interest Bonds maturing on May 1, 2038 are subject to mandatory redemption at par
plus accrued interest in the following amounts on the following dates:

Redemption Date — May 1 Principal Amount
2036 $ 6,305,000
2037 6,620,000
2038 6,950,000

Capital Appreciation Bonds

The Capital Appreciation Bonds are subject to redemption in whole or in part in principal amounts
at maturity of $5,000 or any integral multiple thereof, on May 1, 2008, or any date selected by the
District thereafter at the redemption prices set forth below for the accreted value to the date fixed for
redemption. If less than all the Capital Appreciation Bonds are to be redeemed, the District will
determine the maturity or maturities and the amounts therewith to be redeemed and will direct the
Paying Agent/Registrar to call the Capital Appreciation Bonds by lot, or portions thereof, within
such maturity or maturities and in such principal amounts for redemption.

Dates Redemption Prices
May 1, 2008 through April 30, 2009 103.0%
May 1, 2009 through April 30, 2010 102.5%
May 1, 2010 through April 30, 2011 102.0%
May 1, 2011 through April 30, 2012 101.5%
May 1, 2012 through April 30, 2013 101.0%
May 1, 2013 through April 30, 2014 100.5%
May 1, 2014 and thereafter 100.0%

2. The Bexar Metropolitan Development Corporation, Water Facility Contract Revenue Bonds,
Series 1998, are subject to mandatory and optional redemption prior to maturity as follows:
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Optional Redemption

The Bonds maturing on or after May 1, 2009 are subject to redemption in whole or in part in
principal amounts of $5,000 or any integral multiple thereof, on May 1, 2008, or on any date selected
by the District, at the redemption prices set forth below plus accrued interest to the date fixed for
redemption. If less than all the Bonds are to be redeemed, the district will determine the maturity or
maturities and the amounts to be redeemed and will direct the Paying Agent/Registrar to call the
Bonds by lot, or portions thereof, within such maturity or maturities, and in such principal amounts
for redemption.

Dates Redemption Prices
May 1, 2008 through April 30, 2009 102%
May 1, 2009 through April 30, 2010 101%
May 1, 2010 and thereafter 100%
Mandatory Redemption

The Current Interest Bonds maturing on May 1, 2025, are subject to mandatory redemption at par
plus accrued interest in the following amounts on the following dates:

Redemption Date — May 1 Principal Amount
2024 $ 1,635,000
2025 1,720,000

The Current Interest Bonds maturing on May 1, 2028 are subject to mandatory redemption at par
plus accrued interest in the following amounts on the following dates:

Redemption Date — May 1 Principal Amount
2026 $ 1,805,000
2027 1,895,000
2028 1,990,000

3. The Waterworks System Revenue Refunding Bonds, Series 2002, are subject to mandatory
redemption prior to maturity as follows:

Optional Redemption

The Bonds maturing on or after May 1, 2013 are subject to redemption in whole or in part in
principal amounts of $5,000 or any integral multiple thereof, on May 1, 2012, or on any date selected
by the District thereafter, for a redemption price equal to 100% of their principal amount plus
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accrued interest to the date fixed for redemptions. If less than all the Bonds are to be redeemed, the
district will determine the maturity or maturities and the amounts to be redeemed and will direct the
Paying Agent/Registrar to call the Bonds by lot, or portions thereof, within such maturity or
maturities, and in such principal amounts for redemption.

Mandatory Redemption

The Term Bonds maturing on May 1, 2026 are subject to mandatory redemption at par plus accrued
interest in the following amounts on the following dates:

Redemption Date — May 1 Principal Amount
2021 $ 1,825,000
2022 1,915,000
2023 2,010,000
2024 2,110,000
2025 2,215,000
2026 2,325,000

The Term Bonds maturing on May 1, 2032 are subject to mandatory redemption at par plus accrued
interest in the following amounts on the following dates:

Redemption Date — May 1 Principal Amount
2027 $ 2,440,000
2028 2,570,000
2029 2,700,000
2030 2,840,000
2031 2,985,000
2032 (Stated Maturity) 3,135,000

4. The Waterworks System Revenue Refunding Bonds, Series 2006, are subject to mandatory and
optional redemption prior to maturity as follows:

Optional Redemption
The Current Interest Bonds stated to mature on or after May 1, 2017 are subject to optional
redemption, in whole or in part in principal amounts of $5,000 or any integral multiple thereof, on

August 1, 2016 or on any date thereafter, at a price of par plus accrued interest to the date fixed for
redemptions.
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Mandatory Redemption

The Current Interest Bonds maturing on May 1, 2030 are subject to mandatory redemption in part
prior to maturity at the price of par plus accrued interest to the mandatory redemption date on the
dates and in the principal amounts as follows:

Redemption Date — Mayl Principal Amount
2027 $ 1,460,000
2028 1,300,000
2029 1,330,000
2030 1,365,000

The Current Interest Bonds maturing on May 1, 2032 are subject to mandatory redemption in part
prior to maturity at the price of par plus accrued interest to the mandatory redemption date on the
dates and in the principal amounts as follows:

Redemption Date — Mayl Principal Amount
2031 $ 2,855,000
2032 2,985,000

The Current Interest Bonds maturing on May 1, 2035 are subject to mandatory redemption in part
prior to maturity at the price of par plus accrued interest to the mandatory redemption date on the
dates and in the principal amounts as follows:

Redemption Date — Mayl Principal Amount
2033 $ 3,130,000
2034 3,290,000
2035 3,460,000

Capital Appreciation Bonds
The Capital Appreciation Bonds are not subject to redemption prior to maturity.

5. The Waterworks System Revenue Refunding Bonds, Series 2007, are subject to optional
redemption as follows:
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Optional Redemption

The bonds stated to mature on and after May 1, 2018 are subject to optional redemption, in whole
or in part in principal amounts of $5,000 or any integral multiple thereof, on May 2017 or any day
thereafter, at a price of par plus accrued interest to the date fixed for redemption.

H. DEBT SERVICE COVERAGE RATIO
The following describes the debt service coverage ratio covenant provided by each bond indenture.

The Waterworks System Revenue Bonds, Series 1998; Waterworks System Revenue Refunding
Bonds, Series 2002; Waterworks System Revenue Refunding Bonds, Series 2006; Waterworks
System Revenue Refunding Bonds, Series 2007; Subordinate Revenue Notes, Series 1995A; and the
Taxable Notes, Series 2008 provide for a debt service coverage ratio covenant. The covenant states
that the District shall generate, in each year, net revenues (all revenues, excluding grant revenues,
less operating expenses, less depreciation expense) equal to 1.25 times the maximum annual
principal and interest payments outstanding during the fiscal year, less capitalized interest.

For the year ended April 30, 2008, the District’s debt service coverage ratio was as follows:

Operating Revenues $ 57,242,261
Non-Operating Revenues 2,588,235
Gain on Sale of Capital Assets (568,450)
Gross Revenues 59,262,046
Operating Expenses 53,389,234
Depreciation (8,889,367)
Non-Bond Related Interest Expense 61,722
Net Expenses 44,561,589
Net Revenues $ 14,700,457
Debt Service
Revenue Parity Bonds — Actual Payments $ 10,803,590
Subordinate Revenues Notes — Actual Payments 125,000
Commercial Paper 515,531
Total Debt Service Requirement $ 11,444,121
Debt Service Ratio
Revenue Parity Bonds and Subordinate

Revenue Notes 1.35
Total Debt Service Ratio 1.28
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[. CHANGES IN LONG TERM DEBT

Long term debt activity for the year ended April 30, 2008 was as follows:

Outstanding Outstanding Due Within
May 1, 2007 Additions Deductions April 30, 2008 One Year
Bonds Payable:
Revenue Bonds Payable $ 198,555,028 $ 31,235,000 $ (37,335,000) $ 192,455,028 $ 3,950,000
Subordinate Revenue
Notes Payable 1,250,000 . (125,000) 1,125,000 125,000
Taxable Note Payable - 10,000,000 - 10,000,000 -
Less Deferred Amounts:
(Discounts)/Premiums (1,744,182) 992,258 591,631 (160,293) -
Accounting Loss (1,619,941) (3,443,070) 237,074 (4.825,937) -
Total Bonds Payable 196,440,905 38,784,188 (36,631,295) 198,593,798 4,075,000
Accretion of Interest on
Capital Appreciation Bonds 6,218,587 1,018,707 - 7,237,294 -
Commercial Paper
Notes Payable - 30,000,000 - 30,000,000 -
Capital Leases Payable 1,929,878 - (528,905) 1,400,973 445,564
Contracts Payable 30.476 - (7,719) 22,757 22,757
Water Supply Agreement - 2,100,000 - 2,100,000 1,600,000
Total $ 204,619846 $ 71,902,895 $ (37,167,919) § 239,354,822 $ 6,153,321

J. SELF FUNDED MEDICAL AND DENTAL CLAIMS

The District has established a single employer employee health and welfare benefit plan authorized
by the Employee Retirement Income Security Act of 1974 as amended. The plan provides medical,
dental, life and stop loss insurance coverage to eligible employees, former employees, and their
dependents. The District provides this at no cost to the employee.
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The District pays to the third party administrator, an average of $169 per month, per employee,
which includes life, accidental death and dismemberment coverage, stop loss insurance coverage,
and administrative charges. Additionally, all medical and dental claims are administered by the third
party administrator, acting on behalf of the District, and paid by the District.

The determined insurance claims liability of $232,106 at April 30, 2008 is based upon actual claims
paid 60 days after year-end.

The following provides a tabular reconciliation of the changes in claims liability for the last two
years:

Liability

Incurred and

Fiscal Year Ending Beginning Change in
April 30, Balance Estimate Payments Ending Balance
2008 $ 140,937 $§ 1,904,752 § 2277,795 $ 232,106
2007 $ 221,591 § 2,584,718 $ 2,665372 $ 140,937

K. RISK MANAGEMENT

The District is exposed to various risks of loss related to torts, theft of, damage to and destruction of
assets; business interruptions; errors and omissions; injuries to employees; and natural disasters for
which the District carries commercial insurance for these risks of loss. Settled claims resulting from
other risks of loss have not exceeded commercial insurance coverage in any of the past three fiscal
years.

The District contracts with the Texas Municipal League (TML) to provide workers’ compensation
insurance. This multiple-employer account provides for a combination of modified self-insurance
and stop-loss coverage. Contributions are set annually by TML. Liability by the District is generally
limited to the contributed amounts.
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L. DEFINED BENEFIT PENSION PLAN

Plan Description. The Bexar Metropolitan Water District Retirement Income Plan (the plan) is a
single-employer defined benefit pension plan that covers all of its eligible employees. The plan is
governed by the District, who is authorized to establish and amend all plan provisions. The District
has delegated the authority to manage certain plan assets to The Standard Insurance Company and
GE Private Asset Management. The Standard Insurance Company issues a publicly available
financial report that includes the applicable financial statements and required supplementary
information. The report may be requested and obtained from the District’s offices. The District’s
covered payroll for employees at May 1, 2008 (beginning of the Plan year) under this contract was
$10,125,970.

Plan Amendment. On June 30, 2008, the Board elected to freeze pension benefits and entry into the
plan effective September 30, 2008. Therefore, after September 30, 2008, entry or re-entry as a
participant is suspended. An amendment is in progress.

Eligibility. On March 26, 2007, the Board approved the change to the Plan’s fiscal year end from
February 28" to April 30™ to coincide with the District’s fiscal year. Therefore, employees are
eligible to enter the plan on May 1 (March 1 prior to May 1, 2007) and six months later following
completion of 12 months of employment and attaining age 21. Participating employees accrue
benefits if they work at least 1,000 hours per plan year. A terminating participant who has completed
five years of service is entitled to receive a vested benefit starting on his normal retirement date. The
amount of the benefit is equal to the retirement income earned on the basis of service to date and
provided by employer contributions multiplied by the appropriate vested percentage from the table
below, plus the benefit, if any, provided by the employee after tax contributions.

Years of Service Vested Percentages
Less than 5 0%
S or more 100%

Notwithstanding the above schedule, the accrued benefits are 100% vested when an actively
employed participant attains retirement age, becomes total and permanently disabled, or deceases.
Any benefits derived from employee contributions are always 100% vested.

Summary of Significant Accounting Policies—Basis of Accounting and Valuation of Investments.
The financial statements of the plan are prepared using the accrual basis of accounting. Plan
member contributions are recognized in the period in which the contributions are due. The District’s
contributions are recognized when due and a formal commitment to provide the contributions has
been made. Benefits and refunds are recognized when due and payable in accordance with the terms
of the plan. All plan investments are reported at fair value.
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Concentration of Credit Risk. Identification, by amount and issuer, of investments in any one issuer
that represent 5 percent or more of plan net assets (other than investments issued or explicitly
guaranteed by the U.S. government and investments in mutual funds, external investment pools, and
other pooled investments) follows:

Amount at
Investments April 30, 2008
Insurance Company Separate Accounts  $ 2,455,480
Invested in Insurance Companies 1,690,291
Common Trust Funds 7,483,363

Total _§ 11,629,134

Funding Policy. The contribution requirements of plan members and the District are established and
may be amended by the plan’s board. The plan’s funding policy provides for actuarially determined
periodic contributions so that sufficient assets will be available to pay benefits as they come due.
The aggregate method is used for the actuarial cost. Under this method, the plan’s projected benefit
liability is reduced by existing assets and any remaining unamortized balance to arrive at the present
value of future normal costs. This result is then allocated to the current and future years as a level
percentage of payroll. The portion allocated to the current year is the normal cost. The actuarial
cost is based on the following assumptions:

Standard Insurance Company
Actuarial Assumptions

Date of Actuarial Valuation May 1, 2007

Actuarial Cost Method Aggregate **

Asset Valuation Method Market value

Inflation Rate None*

Investment Return 7.5% (6.5% after retirement)
Projected Salary Increases 5%

Post-Retirement Benefit Increases None*

Amortization Method Level percent of salary

* No assumption assumed by actuary
** This method does not identify or separately amortize unfunded actuarial accrued liabilities.
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Effective March 1, 1996, participants are required to contribute 5 percent of their salary. These are
pre-tax contributions as described in the Internal Revenue Code section 414(h) that are used to buy
an additional benefit in the plan. Prior to March 1, 1996, plan participants contributed 3.2 percent of
their first $6,000, and 6 percent of the excess over $6,000. For the fourteen month plan year ended
April 30, 2008, employee contributions of $530,312 were made. The District is required to
contribute at an actuarially determined rate; the current rate is 10.8 percent of covered payroll.
Interest is credited on the balance of all employee contributions at 5 percent per annum.

Annual Pension Cost. For the fourteen month plan year ended April 30, 2008, the District
contributed $1,260,449. The annual pension cost, percentage of annual pension cost contributed,
and the net pension obligation data at the end of the plan year and for each of the preceding two
years is as follows:

Annual Pension Cost  Percentage of Annual Pension  Net Pension Obligation (NPO)

Plan Year Ending (APC) Cost Contributed (Asset)

April 30, 2008 $ 1,100,908 99.77% $ (213,776)
April 30, 2007* $ 174,977 92.60% $ (216,267)
February 28, 2007 $ 907,004 89.74% $ (229,212)

*Disclosures are for the short (two month) plan year ending April 30, 2007.

Calculation of the NPO follows:

For the
Two-Month Plan  For the Plan Year
Year Ending Ending

April 30, 2007 April 30, 2008

(1)  Net Pension Obligation (Asset) at March/May 1, 2007 $ (229,212) $ (216,267)
(2) Interest on NPO = (1) * 7.50 (17,191) (16,220)
(3)  Annual Required Contribution (ARC) 172,549 1,098,604
(4)  Amortization Factor 11.683 11.675
(5) Adjustmentto ARC = (1) / (4) (19,619) (18,524)
(6)  Annual Pension Cost (APC) 174,977 1,100,908
(7)  Actual Contribution Made 162,032 1,098,417
(8) Increase/ (Decrease) in the NPO = (6) — (7) 12,945 2,491
(9)  Net Pension (Asset) at Plan Year End = (1) + (8) $ (216,267) $ (213,776)
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