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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.
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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%

7 BMWD | Financial Statements with Auditor’s Report



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.
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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.
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