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Annual Filing Affidavit

STATE OF TEXAS }
COUNTY OF BEXAR }

I, F. Gilbert Olivares of the Bexar Metropolitan Water District hereby swear, or affirm, that the District
above has reviewed and approved at a meeting of the District’s Board of Directors on the day of
, its annual audit report for the fiscal period ended April 30, 2006 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 requirements of Texas Water Code Section 49.194.

Date: , By:
(Signature of District Representative)
F. Gilbert Olivares, General Manager
(Typed Name and Title of District Representative)
Sworn to and subscribed to before me this day of ,

(SEAL)

(Signature of Notary)

My Commission Expires On: ,
Notary Public in the State of Texas.




Garza/Gonzalez & Associates

CERTIFIED PUBLIC 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 and the
fiduciary fund of the Bexar Metropolitan Water District (the District) as of and for the year
ended April 30, 2006, 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 includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the District’s internal control over financial
reporting. Accordingly, we express no such opinion. 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, 2006, and the changes in its financial
position and, where applicable, its cash flows thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

207 Arden Grove

San Antonio, TX 78215

210/ 227-1389

Fax 227-0716 2



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 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.

%4/ ' v s
) W({)f //(7/

July 28, 2006



BEXAR METROPOLITAN WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

The management of the Bexar Metropolitan Water District (the District), provides this narrative
overview and analysis of the financial statements and financial activities of the District for the fiscal
year ended April 30, 2006.

District Overview

The District entered the 2005-2006 fiscal year under the direction of new management with an
established business and financial plan. In moving toward achieving the goals set in those plans, the
District carried out various measures that led to an increase in efficiency and productivity in certain
areas of operations. Through changes in Board policy, implementation of new procedures, and
reductions in operating costs, the District managed to not only move to streamlining operations and
function more efficiently, but to build a more sound financial standing.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the District’s basic 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.



BEXAR METROPOLITAN WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

The Statement of Revenues, Expenses, and Changes in Net Assets shows the revenue sources,
expenses classifications, 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.

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 18-51 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 52 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.

Financial Highlights

e The assets of the District exceeded its liabilities at the close of the fiscal year by $62,952,808.
Of this amount, $4,465,909 (Unrestricted Net Assets) may be used to meet the District’s
ongoing obligations.

o The District’s total net assets increased by $7,381,925 (before capital contributions and
special item) at the close of the fiscal year. This increase is primarily attributable to two
factors. One factor is the rise in water sales throughout the fiscal year, which changed from
$41,433,412 in FY 04-05 to $48,625,696 in FY 05-06. The second contributor to the increase
was the set of organizational changes referenced in the District Overview, as well as other
reductions in District-wide expenses implemented by management.



BEXAR METROPOLITAN WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

e The District’s operating revenues increased by $8,753,152 (17%) to 59,815,646 compared to
the prior year’s operating revenues of $51,062,494.

e The District’s ending total assets equaled $284,474,830, which represents an increase from
the prior year of $13,544,195.

e Regarding debt, the District did not issue any commercial paper or bonds during the *05-’06
fiscal year.

e The District replaced the letter of credit provider, which resulted in a decrease of
approximately $290,000 annually in commitment fees and interest expense.

e Beginning net assets were restated by $1,543,479 as described in Note R in the notes to
financial statements.

e The District has developed a business and financial plan to lay out its financial goals over the
next several years.

e Insurance policies were reviewed and unnecessary policies eliminated. Specifically, the
ING/Retirement Plan for key employees, was recommended to the Board for elimination.
The elimination of this policy produced a reduction of insurance premiums of $225,795
annually and a return of proceeds to the District of approximately $480,000.

e Debt service coverage ratio went from a low of 1.54 in FY 2003 to 1.87 at the end of the FY
2005, to 2.32 at April 30, 2006. Board policy for this ratio is 1.40.

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 $62,952,808 at the close of the
fiscal year. (Table 1)

At the end of the fiscal year, the District had unrestricted cash balances of $8,140,649 and
unrestricted net assets of $4,465,909. Unrestricted cash balances increased $5,357,710 (193%) over
the prior year, and unrestricted net assets increased $3,900,224 (689.47%). The change in the
unrestricted cash balance is due to an increase in the District’s water rates and the diligent effort by
management to obtain a higher level of liquidity and an overall decrease in expenses.

The District’s net asset classification “invested in capital assets net of related debt” increased by
$9,105,145 or 36.21% to $34,251,251,718 during the year. The increase is the result of the
acquisition of construction equipment, transportation equipment, as well as the completion of various
jobs.



BEXAR METROPOLITAN WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Restricted net assets consist of amounts for debt service, construction, contingencies, and employees’
pension benefits. During the year, net assets restricted for debt service increased by $155,490 to
$12,602,393. Net assets restricted for construction increased by $1,726,430 to $6,876,447. Amounts
restricted for contingencies increased by $102,112. Further, net assets have been restricted for
employees’ pension benefits in the amount of $180,984, for the overfunding of the pension plan.
Overall, restricted net assets increased by $1,933,472 to $24,235,181.

Total net assets increased by $14,938,841 to $62,952,808. As explained in Note R to the financial
statements, the 2005 net assets were restated by $1,543,479.

Table 1
Bexar Metropolitan Water District’s Statement of Net Assets

April 30,
2005
2006 (Restated) Change %
Unrestricted Current Assets $ 19,436,846 $ 11,613,329 $ 7,823,517 67.37%
Restricted Assets 21,981,128 21,721,650 259,478 1.19%
Unrestricted Noncurrent Assets 481,250 - 481,250 0%
Capital Assets (Net) 239,101,224 233,577,421 5,523,803 2.36%
Other Assets 3,474,382 3,658,668 (184,286) -5.04%
Total Assets $ 284,474,830 $ 270,571,068 $ 13,903,762 5.14%
Unrestricted Current Liabilities $ 7,923,993 $ 7,488,778 $ 435,215 5.81%
Current Liabilities Payable from Restricted Assets 8,678,714 8,058,234 620,480 7.70%
Long-term Debt 204,919,315 207,010,089 (2,090,774) -1.01%
Total Liabilities 221,522,022 222,557,101 (1,035,079) -0.47%
Net Assets
Invested in Capital Assets, Net of Related Debt 34,251,718 25,146,573 9,105,145 36.21%
Restricted Net Assets
Restricted for Debt Service 12,602,393 12,446,903 155,490 1.25%
Restricted for Construction 6,876,447 5,150,017 1,726,430 33.52%
Restricted for Contingencies 4,575,357 4,473,245 102,112 2.28%
Restricted for Employees' Pension Benefits 180,984 231,544 (50,560) -22%
Total Restricted Net Assets 24,235,181 22,301,709 1,933,472 8.67%
Unrestricted Net Assets 4,465,909 565,685 3,900,224 689.47%
Total Net Assets $ 62,952,808 $ 48,013,967 $ 14,938,841 31.11%




BEXAR METROPOLITAN WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Revenues exceeded expenses, which increased net assets by $14,938,841. Elements of this
increase are as follows:

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

For the Year Ended April 30,

2005
2006 (Restated) Change % Variance
Operating Revenues
Water Sales $ 48,625,696 $ 41,433,412 $ 7,192,284 17%
Customer Penalties and Fees 1,865,595 2,581,824 (716,229) -28%
Impact Fees 6,306,783 4,601,748 1,705,035 37%
Collection Fees for Sewer, Garbage and
Fire Protection 1,364,405 1,358,020 6,385 0%
Fire Protection 173,230 125,873 47,357 38%
Regulatory Fees 1,479,937 961,617 518,320 54%
Total Operating Revenues 59,815,646 51,062,494 8,753,152 17%
Operating Expenses
Production Expenses 25,961,705 21,375,531 4,586,174 21%
Administrative and General Expenses 9,853,015 10,780,147 (927,132) -9%
Depreciation 9,056,009 11,293,451 (2,237,442) -20%
Total Operating Expenses 44,870,729 43,449,129 1,421,600 3%
Operating Income 14,944,917 7,613,365 7,331,552 96%
Non-Operating Revenues (Expenses)
Grant Revenue 418,004 166,118 251,886 152%
Interest Revenue 774,848 725,373 49,475 7%
Main and Service Extensions 1,612,755 1,189,265 423,490 36%
Bad Debts Recovered 23,070 5,278 17,792 337%
Other Non-operating Revenues 285,240 444,037 (158,797) -36%
Gain on Sale of Capital Assets 121,813 (105,358) 227,171 -216%
Bond and Other Interest Expense (10,514,504) (10,382,700) (131,804) 1%
Amortization of Bond Issuance Costs and Discount (284,218) (380,342) 96,124 -25%
Total Non-Operating (Expenses) (7,562,992) (8,338,329) 775,337 -9%
Increase in Net Assets Before Capital
Contributions and Special Item 7,381,925 (724,964) 8,106,889 -1118%
Capital Contributions 7,075,540 5,738,450 1,337,090 23%
Special Item 481,376 625,130 (143,754) -23%
Change in Net Assets 14,938,841 5,638,616 9,300,225 165%
Net Assets - Beginning Balance (Restated) 48,013,967 42,375,351 5,638,616 13%
Net Assets - Ending Balance $ 62,952,808 $ 48,013,967 $14,938,841 31%




BEXAR METROPOLITAN WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

The most significant increase in revenues was from water revenues, which increased $7,192,284 or
18% to $48,625,696, as well as an increase in impact fee revenue of $1,705,035 to $6,306,783. This
increase is primarily due to an increase in water consumption billed during the fiscal year and the rise
in new construction demand, respectively. On the other hand, the District’s overall operating
expenses increased by $1,421,600 to $44,870,729. This increase is primarily due to a rise in
production expenses of $4,586,174, which is the result of an increase in expenditures related mostly
to main breaks, pumping equipment maintenance, and a rise in the general cost of operation.
However, the District managed to offset this increase by decreasing administrative costs by $927,132
and encountered a decrease in depreciation expense of $2,237,442. Consequently, the change in net
assets, which includes both operating and non-operating revenues and expenses, increased
$9,300,225 (165%) to $14,938,841. Also affecting the increase of the change in net assets is a gain
on the sale of capital assets, an increase in grant revenue, and an increase in capital contributions.

Capital Asset and Debt Administration

Capital Assets — The District’s capital assets as of April 30, 2006 amounts to $239,101,224 (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 (2.36%) $5,523,803.
This increase is due to the acquisition of new construction equipment as well as the completion of
various construction projects.

Major capital asset events completed during the current fiscal year included the following:

1. J3004C — Zarzamora/Applewhite Project
2. J4005C — Trail Drive Main Replacement
3. L5007C — Hutchins: Commercial to Tacoma main replacement

Other major capital asset projects that began in the current fiscal year and are still in progress are:
1. L5001C — Loop 1604: Campbellton to IH-37

2. J5001C — Mayfield: Zarzamora to IH-35 main replacement
3. V5178C — Stevens Ranch Well

The unexpended portion of construction commitments totaled $1,531,655. In order to fund these and
other capital projects, the District intends to use a combination of operating revenues and impact fees.



BEXAR METROPOLITAN WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

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

Debt Administration — During the current year, the District did not issue any new bonds or additional
commercial paper. Actually, the District’s long term debt decreased by $2,090,774, which is the
effect of principal payments made during the fiscal year and the accretion of interest on capital
appreciation bonds.

See Note J for additional information on the changes in long term debt.

Economic Outlook for the Future

e The approved fiscal year 2006-2007 total operating budget for the District is $47,380,490,
which represents an increase of approximately ten 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 is projected to increase by $195,898.

e The approved fiscal year 2006-2007 capital improvement program budget is $30,248,832.
These expenditures will be funded with the District’s 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,
which, for the second consecutive year, did not require a rate increase for the District’s customers.

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 F. Gilbert Olivares, General Manager at
Bexar Metropolitan Water District, 2047 W. Malone, San Antonio, Texas 78225.

10



BASIC FINANCIAL STATEMENTS



Government-wide Financial Statements



Fund Financial Statements



	BEXAR METROPOLITAN WATER DISTRICT
	
	San Antonio, Texas


	Financial Statements with Auditors’ Report
	
	Year Ended April 30, 2006

	BASIC FINANCIAL STATEMENTS
	OTHER SUPPLEMENTARY INFORMATION
	Texas Supplementary Information
	Government-wide Financial Statements
	Fund Financial Statements
	This Page Left Blank Intentionally
	MANAGEMENT’S DISCUSSION AND ANALYSIS

	INFORMATION PENDING
	
	REQUIRED SUPPLEMENTARY INFORMATION





