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FINANCIAL ANALYSIS OF THE DISTRICT’S FUNDS

Revenues for general governmental functions totaled $27.7 million, an increase of 15% from the preceding
year, primarily due to the increased tax revenues of $2.8 million from 2008 to 2009. Property tax collections,
the largest source of revenue received by the District, was $23.8 million. The taxable value of property within
the District increased while the tax rate was reduced by $0.002.

Expenditures for general governmental operations totaled $27,738,687 during 2008-2009 and $38,207,387
during 2007-2008, a decrease of $10,468,700 or 27% from 2007-2008. This decrease is due to the
elimination of the cost of termination of an interest rate swap agreement in the amount of $9,535,000
incurred in 2008.

The governmental funds reported a combined fund balance of $4,907,967, a decrease of $45,577. The net
decrease of the combined fund balances was comprised of fund balance increase in the General Fund of
$134,625, and fund balance decreases in the Debt Service Fund, Special Revenue Fund, and Capital Projects
Fund of $133,655, $37,077, and $9,470 respectively. Out of the combined fund balances, $4,875,201
constitutes unreserved fund balance. The remainder of the fund balances of $2,517 and $30,249 is reserved
for payment of principal and interest on the District’s general obligation debt and inventory, respectively.

The General Fund is the primary operating fund of the District. At September 30, 2009, unreserved,
undesignated fund balance of the General Fund was $1,577,269. Unreserved, undesignated fund balance
represents 33% of the total General Fund expenditures. The fund balance of the General Fund increased
during the current fiscal year by $134,625.

The Special Revenue Fund had a total fund balance of $2,312,005. This fund balance decreased by $37,077
during the year. All revenues in the Special Revenue Fund relate to the collection of ad valorem taxes by the
District.

The Debt Service Fund had a total fund balance of $2,517, all of which is reserved for the payment of debt
service. The net decrease in fund balance during the year in the fund was $133,655. The decrease in the Debt
Service Fund balance is due to the planned reduction of unnecessary fund balances. The District makes semi-
annual debt service interest payments and principal payments in February of each year. Debt service
payments for the year ended September 30, 2009, included all scheduled payments.

The Capital Projects Fund had a total fund balance of $985,927. This entire amount is designated for future
construction. The fund balance decreased by $9,470 during 2009.

Proprietary Funds — The District maintains both enterprise and internal service funds. Information is
presented separately in the proprietary fund statement of net assets and in the proprietary statement of
revenues, expenses and changes in fund net assets for the Raw Water Supply Fund, which is considered to be
a major fund. Net assets in the Raw Water Supply Fund as of September 30, 2009, were $6,478,898. Of this
amount, $3,884,158 represented the investment in capital assets. Net assets for the fiscal year increased by
$143,488 mainly as a result of reduction of water system repair and replacement materials compared to 2008.

General Fund Budgetary Highlights
The District revised its budget once during the year. Actual expenditures were $773,019 below final budget

amounts while resources available were $689,013 below the final budgeted amount, which is due to the
timing of receipts of intergovernmental revenues assumed to be billed prior to fiscal year end.
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CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At the end of 2009, the District had invested $129.3 million in a broad range of capital assets, including land,
equipment, buildings, and vehicles. (See Table A-3.) This amount is $111,322 more (including additions and
deductions) than last year.

Table A-3
District's Capital Assets
(in millions of dollars)

Governmental Activities ~ Total % Total %
Change Business-Type Activities Change
2009 2008 2009 2008

Land $ 16.3 $ 16.3 0 % $ 0.2 $ 0.2 0%
Buildings and improvements 4.1 4.1 0% - - -
Vehicles, Furniture and Equipment 15 14 7% 0.7 0.7 0%
Flood Control System 475 474 0% -
Avrea Personal Transit System 38.0 38.0 0%
Engineering Fees 115 115 0% - - -
Water and Sewer Systems 2.4 2.4 0% 7.1 7.1 0%
Totals at historical cost 121.3 121.1 0% 8.0 8.0 0%
Total accumulated depreciation (65.7) (63.7) (3 %) 3.9) 3.9) (0 %)
Net capital assets $ 55.6 $ 57.4 (3 %) $ 4.1 $ 4.1 (0 %)

The District’s fiscal year 2010 capital budget projects spending another $300,000 for capital projects,
principally for flood control improvements and equipment. More detailed information about the District’s
capital assets is presented in Note 6 to the financial statements.

Long-Term Debt

Table A-4
District's Long Term Debt

(in millions of dollars)

Governmental Total %
Activities Change
2009 2008
Bonds payable (including bond premium and deferred loss on refunding) $306.9 $311.4 (1%)
Total bonds payable $306.9 $311.4 (1%)

At year-end the District had $306.9 million in bonds and notes outstanding as shown in Table A-4. More
detailed information about the District’s debt is presented in Note 7 to the Financial Statements.

Except for the $4.1 million Series 2008 bonds, the District’s bonds are covered by municipal bond insurance.
The District’s underlying ratings are as follows: Moody’s Investor Services “Baa3”, Standard & Poors
“BBB+”, and Fitch “BBB”.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

Appraised value used for the 2010 budget preparation decreased $261 million, or 13% from 2009. The
decrease in appraised values is primarily the result of decreased taxable value of Class A commercial office
buildings within the District. The taxable values are declining due to market conditions, which are not unique
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to the District. While occupancy rates remain stable, leasing rates have declined for building leases, which
results in lower taxable values.

New development continues in the District mainly in the residential market. Two projects of single-family
homes are under development and one multi-family for lease apartment complex is near completion as of
December, 2010.

These indicators were taken into account when adopting the operating budget for 2010. The general fund
budget for 2010 is $4.7 million, which is $36,940 more than the final 2009 budget. Property taxes will
increase due to increasing the tax rate from $1.626 to $1.763.

Expenditures are budgeted to be $4.7 million. If these estimates are realized, the District’s budgetary general
fund balance is not expected to change by the close of 2010.

CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

This financial report is designed to provide our constituents, taxpayers, customers, investors and creditors
with a general overview of the District’s finances and to demonstrate the District’s accountability for the
money it receives. If you have questions about this report or need additional financial information, contact
the District’s Finance and Accounting Department.
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BASIC FINANCIAL STATEMENTS
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

STATEMENT OF NET ASSETS
SEPTEMBER 30, 2009

ASSETS:

Cash and investments

Accounts receivable (net of allowance of $50,425)
Accrued interest receivable

Internal balances

Inventory

Capital assets not being depreciated

Capital assets being depreciated—net

Other assets

Total assets

LIABILITIES:
Accounts payable and accrued liabilities
Accrued interest payable
Noncurrent liabilities:
Due within one year
Due in more than one year

Total liabilities

NET ASSETS (LIABILITIES):

Invested in capital assets, net of related debt
Restricted for debt service

Unrestricted

Total net assets (liabilities)

See notes to basic financial statements.

Governmental Business-Type
Activities Activities
$ 4,830,407 $ 2,604,178
1,336,519 101,324
745 222
19,666 (19,666)
30,249 -
16,347,244 231,350
39,219,768 3,884,158
12,061,615 75
73,846,213 6,801,641
427,138 81,963
2,087,665 -
6,830,000 -
299,982,368 -
309,327,171 81,963
(251,245,356) 4,115,508
2,517 -
15,761,881 2,604,170
$ (235480,958) $ 6,719,678
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Total

7,434,585
1,437,843
967

30,249
16,578,594
43,103,926

12,061,690

80,647,854

509,101
2,087,665

6,830,000

299,982,368

309,409,134

(247,129,848)
2,517

18,366,051

(228,761,280)



DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Functions/Programs

Governmental activities:
General government $
Finance and administration
Systems maintenance
Reclamation maintenance
Area personal transit system
Service center operations
Rehabilitation
Interest expense

Program

Revenues

Net (Expense) Revenue and
Changes in Net Assets

Primary Government

Total Governmental Activities

Business-type activities:
Raw water supply
Leased properties

Total Business-type Activities

Total Primary Government $

Charges Capital Grants and Governmental Business-Type
Expenses for Services Contributions Activities Activities Total

2,265,350 170,000 $ 1,507,668 $ (587,682) % $ (587,682)
869,451 295,139 (574,312) (574,312)
4,059,515 218,520 774,292 (3,066,703) (3,066,703)
2,635 2,445 (190) (190)
855,236 22,818 (832,418) (832,418)
181,299 389,841 208,542 208,542
214,910 (214,910) (214,910)
17,485,436 (17,485,436) (17,485,436)
25,933,832 1,098,763 2,281,960 (22,553,109) (22,553,109)
1,557,547 1,674,985 117,438 117,438
42,500 48,657 6,157 6,157
1,600,047 1,723,642 123,595 123,595
27,533,879 2,822,405 $ 2,281,960 (22,553,109) 123,595 (22,429,514)

General revenues:
Taxes 23,876,048 23,876,048
Unrestricted investment earnings 76,558 26,050 102,608
Gain on sale of property 8,776 8,776
Total general revenues 23,961,382 26,050 23,987,432
Change in net assets 1,408,273 149,645 1,557,918
Net assets (liabilities) - beginning (236,889,231) 6,570,033 (230,319,198)
Net assets (liabilities) - ending $  (235,480,958) $ 6,719,678 $  (228,761,280)

See notes to basic financial statements.
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

BALANCE SHEET - GOVERNMENTAL FUNDS
SEPTEMBER 30, 2009

Total
Special Debt Capital Governmental
ASSETS General Revenue Service Projects Funds
Cash and investments $ 1,603,623 $ 2,298,929 $ 446,674 $ 4,349,226
Restricted cash and cash equivalents 2,517 2,517
Accounts receivable (net of allowance of $50,425) 214,133 417,827 704,559 1,336,519
Accrued interest receivable 735 735
Inventory 30,249 30,249
Other assets 1,078 29,210 30,288
Due from other funds 7,916 68,465 76,381
TOTAL ASSETS $ 1857734 $ 2,745,966 $ 2,517 1,219,698 $ 5,825,915
LIABILITIES AND FUND BALANCE
LIABILITIES:
Accounts payable and accrued liabilities $ 173,811 $ 16,134 233,771 $ 423,716
Deferred revenue 417,827 417,827
Due to other funds 76,405 76,405
Total liabilities 250,216 433,961 233,771 917,948
FUND BALANCE:
Reserved for debt service 2,517 2,517
Reserved for inventory 30,249 30,249
Unreserved, undesignated 1,577,269 2,312,005 3,889,274
Unreserved, designated for capital projects 985,927 985,927
Total fund balance 1,607,518 2,312,005 2,517 985,927 4,907,967
TOTAL LIABILITIES AND FUND BALANCE $ 1857734 $ 2,745,966 $ 2,517 1,219,698 $ 5,825,915

See notes to basic financial statements.
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO THE
STATEMENT OF NET ASSETS
SEPTEMBER 30, 2009

Total fund balances--governmental funds $ 4,907,967
Amounts reported for governmental activities in the statement of net assets are different because:

Capital assets used in governmental activities are not financial resources and therefore are
not reported as assets in governmental funds. 55,567,012

Certain receivables will be collected next year, but are not available soon enough to pay for current
year expenditures, and therefore are reported as deferred revenues in the funds. 417,827

Long-term liabilities, including bonds payable, are not due and payable in the current period and
therefore are not reported as liabilities in the funds. Long-term liabilities at year-end consist of:

Bonds payable (306,812,368)
Bond Issue Cost 11,960,952
Accrued interest on the bonds (2,087,665)

Internal service funds are used by management to charge the costs of various services to individual funds.
The assets and liabilities of the internal service funds are included with governmental activities. This amount
represents net assets of internal service funds net of capital assets of $222,721. 565,317

Total net assets (liabilities)--governmental activities $  (235,480,958)

See notes to basic financial statements.
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE - GOVERNMENTAL FUNDS

FOR THE YEAR ENDED SEPTEMBER 30, 2009

REVENUES:

Taxes

Investment income

Leases

Maintenance fees
Intergovernmental revenue
Other

Total

EXPENDITURES:

Current:
General government
Finance and administration
Systems maintenance
Reclamation maintenance
Area personal transit system
Service center operations
Rehabilitation

Debt service
Principal
Interest and fees

Capital outlays

Total

EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES

OTHER FINANCING SOURCES (USES):
Transfers in
Transfers (out)
Total
CHANGE IN FUND BALANCE

FUND BALANCE, OCTOBER 1, 2008

FUND BALANCE, SEPTEMBER 30, 2009

See notes to basic financial statements.

Special Capital Total
General Revenue Debt Service Projects Governmental
Fund Fund Fund Fund Funds
$ 23,799,660 $ 23,799,660
20,992 39,306 $ 150 $ 7,959 68,407
294,614 294,614
118,045 118,045
732,940 1,549,020 2,281,960
970,888 159,536 1,130,424
2,137,479 23,998,502 150 1,556,979 27,693,110
408,794 1,896,756 2,305,550
549,117 172,319 721,436
2,678,278 25,943 2,704,221
6,635 6,635
356,907 356,907
321,039 321,039
290,410 290,410
6,055,000 6,055,000
14,906,108 14,906,108
71,381 71,381
4,682,561 172,319 20,961,108 1,922,699 27,738,687
(2,545,082) 23,826,183 (20,960,958) (365,720) (45,577)
2,679,707 20,827,303 356,250 23,863,260
(23,863,260) (23,863,260)
2,679,707 (23,863,260) 20,827,303 356,250
134,625 (37,077) (133,655) (9,470) (45,577)
1,472,893 2,349,082 136,172 995,397 4,953,544
1,607,518 $ 2,312,005 $ 2,517 $ 985,927 $ 4,907,967
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN
FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Net change in fund balances--total governmental funds

Amounts reported for governmental activities in the statement of activities are
different because:

Governmental funds report capital outlays as expenditures. However, in the
statement of activities the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense. This is the amount by which
depreciation ($2,019,678) exceeded capital outlays ($71,381) in the current period.

Statement of activities reports an increase in revenues
due to current activity revenues which is not reported at fund level.

Bond principal is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the statement of net assets.

Governmental funds report the effect of issuance costs, premiums, discounts,
and similar items when debt is first issued, whereas those amounts are deferred
and amortized in the statement of activities.

Some expenses, such as accrued interest, reported in the statement of activities
do not require the use of current financial resources and therefore are not reported
as expenditures in governmental funds.

The proceeds from the sale of assets in the governmental funds were
reported as an other financing sourse. However, the original cost of

of the assets disposed of had a net value less than the disposed
proceeds. The difference has been recorded in the statement of activities.

Internal service funds are used by management to charge the costs of vehicle

maintenance, and insurance services to individual funds. The net income of $136,629
of activities of internal service funds is reported with governmental activities.

Change in net assets of governmental activities

See notes to basic financial statements.
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(45,577)

(1,948,297)

76,388

6,055,000

(536,230)

(2,043,098)

(13,284)

(136,629)

1,408,273



DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

STATEMENT OF NET ASSETS - PROPRIETARY FUNDS

SEPTEMBER 30, 2009

ASSETS:
Current Assets:
Cash and investments
Accounts receivable
Accrued interest receivable
Due from other funds
Total Current Assets
Non-Current Assets:
Capital assets - not being depreciated
Capital assets - being depreciated
Other assets

Total Non-Current Assets

TOTAL ASSETS
LIABILITIES:
Current Liabilities

Accounts payable and accrued liabilities
Due to other funds

TOTAL LIABILITIES

NET ASSETS:
Invested in capital assets
Unrestricted

TOTAL NET ASSETS

See notes to basic financial statements.

Business-Type Activities

Nonmajor
Major Fund - Fund -
Raw Water Leased
Supply Properties Total

$ 2,595,820 $ 8,358 $ 2,604,178
98,179 3,145 101,324
222 222
2,694,221 11,503 2,705,724
231,350 231,350
3,884,158 3,884,158
75 75
3,884,233 231,350 4,115,583
6,578,454 242,853 6,821,307
79,890 2,073 81,963
19,666 19,666
99,556 2,073 101,629
3,884,158 231,350 4,115,508
2,594,740 9,430 2,604,170
$ 6,478,898 $ 240,780 $ 6,719,678
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Governmental
Activities -
Internal Service
Funds

$ 478,664

10
20,690

499,364

273,924
70,375

344,299

843,663

3,422
1,000

4,422

273,924
565,317

$ 839,241



DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

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

FOR THE YEAR ENDED SEPTEMBER 30, 2009

Business-Type Activities

OPERATING REVENUES:
Water sales

Rents - buildings

Insurance premiums
Vehicle usage charges

Other income

Total

OPERATING EXPENSES:

Purchased water
Salaries, wages and benefits

Purchased and contracted services
Professional fees

Supplies and materials
Depreciation and amortization
Insurance premiums

Claims paid

Other recurring operating expenses

Total

NET OPERATING INCOME (LOSS)

NON-OPERATING REVENUE (EXPENSE):
Investment income

Gain on sale of equipment and other

Total nonoperating revenue (expense)

CHANGE IN NET ASSETS

NET ASSETS - OCTOBER 1, 2008

NET ASSETS - SEPTEMBER 30, 2009

See notes to basic financial statements.

Nonmajor Governmental
Major Fund - Fund - Activities -
Raw Water Leased Internal Service
Supply Properties Total Funds
$ 1,672,350 $ 1,672,350
$ 48,657 48,657
$ 20,690
92,000
2,635 2,635
1,674,985 48,657 1,723,642 112,690
486,201 486,201
278,379 278,379
106,709 21,038 127,747 26,293
203,118 203,118 6,800
64,360 64,360 38,305
178,306 178,306 87,012
10,000 10,000 73,621
46,933
230,474 21,462 251,936 566
1,557,547 42,500 1,600,047 279,530
117,438 6,157 123,595 (166,840)
26,050 26,050 8,151
22,060
26,050 26,050 30,211
143,488 6,157 149,645 (136,629)
6,335,410 234,623 6,570,033 975,870
$ 6,478,898 3 240,780 $ 6,719,678 $ 839,241
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from customers and users

Receipts from quasi-external transactions

Payments to suppliers

Payments to employees

Net cash provided by (used in) operating activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Purchases of capital assets
Proceeds from sale of capital assets

Net cash used in capital and related activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest on investments

Purchases of investments

Sales of investments

Net cash provided by (used in) investing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR

CASH AND CASH EQUIVALENTS

INVESTMENTS
CASH AND INVESTMENTS END OF YEAR

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED BY (USED IN) OPERATING ACTIVITIES:
Net operating income (loss)
Adjustments to reconcile net loss to net cash provided (used) by
operating activities:
Depreciation and amortization
Changes in operating assets and liabilities:
(Increase) decrease in accounts receivable
(Increase) decrease in accrued interest receivable
(Increase) decrease in due from other funds
(Increase) decrease in other assets
Increase (decrease) in due to other funds
Increase (decrease) in accounts payable

Net cash provided by (used in) operating activities

See notes to basic financial statements.

Business-Type Activities

Nonmajor
Major Fund - Fund -
Raw Water Leased
Supply Properties Total

$ 975,010 $ 45,749 $ 1,020,759

698,869 698,869
(1,172,041) (45,424) (1,217,465)
(202,051) (202,051)
299,787 325 300,112
26,050 26,050
(4,165,984) (4,165,984)
3,444,530 3,444,530
(695,404) (695,404)
(395,617) 325 (395,292)
430,452 8,033 438,485

$ 34,835 $ 8,358 $ 43,193
$ 34,835 $ 8,358 $ 43,193
2,560,985 $ 2,560,985

$ 2,595,820 $ 8,358 $ 2,604,178
$ 117,438 $ 6,157 123,595
178,306 178,306
(2,294) (2,908) (5,202)

1,188 1,188

8,818 8,818
(3,669) (2,924) (6,593)

$ 299,787 $ 325 $ 300,112
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Governmental
Activities -
Internal Service
Funds

$ 282

92,000
(206,239)

(113,957)

(138,214)

22,060

(116,154)

8,151
(940,194)
1,172,459

240,416

10,305

35,715
$ 46,020

$ 46,020

432,644

$ 478,664

$  (166,840)

87,012

282
(20,690)
(10,743)

1,000
(3,978)

$ (113,957)



DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

STATEMENT OF NET ASSETS - PENSION TRUST FUND
SEPTEMBER 30, 2009

ASSETS - Cash and investments

NET ASSETS - Held in trust for pension benefits

See notes to basic financial statements.

-21 -

$

2,759,000

$

2,759,000




DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

STATEMENT OF CHANGES IN NET ASSETS - PENSION TRUST FUND
FOR THE YEAR ENDED SEPTEMBER 30, 2009

ADDITIONS:
Employer contributions
Net investment income

Total additions

DEDUCTIONS:
Administration
Benefit payments

Total deductions

INCREASE IN NET ASSETS HELD IN TRUST FOR PENSION BENEFITS

NET ASSETS HELD IN TRUST FOR PENSION BENEFITS,
BEGINNING OF YEAR

NET ASSETS HELD IN TRUST FOR PENSION BENEFITS,
END OF YEAR

See notes to basic financial statements.
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90,750
83,180

173,930

(23,972)

(35,475)

(59,447)

114,483

2,644,517

2,759,000



DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2009

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Dallas County Utility and Reclamation District (“District”) conform to
accounting principles generally accepted in the United States of America, as applicable to governments.
The following is a summary of the more significant policies:

REPORTING ENTITY - The District was created on June 27, 1972 as Dallas County Municipal Utility
District No. 1 under the provision of Article XVI, Section 59, of the Constitution of Texas and Chapter
54 of the Texas Water Code to provide control, storage and restoration of the purity and sanitary
condition of water within the District. The District is comprised of acreage within the area known as
Las Colinas which is located wholly within the City of Irving, Texas (“City”).

Effective February 1, 1984, the District was reorganized, converted and confirmed as a conservation,
utility and reclamation district operating under the Senate Bill No. 963 as adopted by the Legislature of
the State of Texas (“Legislature™) in the 1983 Regular Session. At that time, the District was renamed
as the Dallas County Utility and Reclamation District. Under House Bill No. 2421 adopted by the
Legislature in the 1985 Regular Session, effective August 26, 1985, the District was also empowered to
design, build and construct streets and roads.

The accompanying financial statements present all activities for which the District is considered to be
financially accountable. The District has one component unit, North Central Texas Energy Aggregation,
Inc. (“NCTEA”), a not-for-profit operated by the District and designed to aggregate the bargaining
power of certain District-area businesses in order to achieve better energy rates from providers. The
District’s governing body appoints persons to serve on the NCTEA Board. Currently two District
employees, its General Manager and Chief Financial Officer, serve on the NCTEA Board. NCTEA did
not have any business activity for the year. As of September 30, 2009, there were no active contracts
with customers. The most recent contracts terminated in February 2007.

The District provides services related to flood control, water supply, land reclamation, transportation,
water conservation and recreation.

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS - The Statement of Net Assets and
the Statement of Activities report information on all of the nonfiduciary activities of the District. The
effect of interfund activity has been substantially removed from these statements. Governmental
activities, which normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely to a significant extent on fees and charges for
support.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function are
offset by program revenues. Program revenues include charges to customers or applicants for goods,
services, or privileges provided. Program revenues included in the Statement of Activities reduce the
cost of the function to be financed from General Revenues. Taxes and other items not properly
identified as program revenues are reported instead as general revenues.

The District reports all direct expenses by function in the Statement of Activities. Direct expenses are
those clearly identifiable with a function. Depreciation expense is specifically identified by function and
is included in the direct expense to each function.
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Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds. In accordance with the provisions of Governmental Accounting Standards Board (“GASB”)
Statement No. 34, the fiduciary funds are excluded from the government-wide financial statements
because the assets of those funds are not available to fund the operations of the District. Major
individual governmental funds and major enterprise funds are reported as separate columns in the fund
financial statements.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT
PRESENTATION

Government-Wide Financial Statements—The government-wide financial statements are reported using
the economic resources measurement focus and the accrual basis of accounting. Revenues are recorded
when earned and expenses are recorded when a liability is incurred, regardless of the timing of the
related cash flows. Property taxes are recognized as revenues in the year for which they are levied.
Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed by the
grantor have been met. As a general rule, the effect of interfund activity has been eliminated from the
government-wide financial statements.

Fund Financial Statements—Governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. Revenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. Property taxes are considered to be available if collected within 60 days of the fiscal
year end. Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures are recognized in the current fiscal period only for debt service
principal and interest payments due within thirty days in the subsequent fiscal period.

Property taxes and interest associated with the current fiscal period are considered to be susceptible to
accrual and have been recognized as revenues of the current fiscal period. All other revenue items are
considered measurable and available only when cash is received by the District.

The Proprietary Funds and the Pension Trust Fund are accounted for on a flow of economic resources
measurement focus. With this measurement focus, all assets and all liabilities associated with the
operation of these funds are included on the balance sheet. Fund equity (i.e., net total assets) is
segregated into invested in capital assets, restricted and unrestricted components. The Proprietary Funds’
operating statements present increases (e.g., revenues) and decreases (e.g., expenses) in net total assets.

The Proprietary Funds and the Pension Trust Fund are accounted for on the accrual basis of accounting,
whereby revenues are recognized when earned and expenses are recognized when incurred. For the
proprietary funds, the District applies all GASB pronouncements as well as Financial Accounting
Standards Board pronouncements issued on or before November 30, 1989, unless those pronouncements
conflict with or contradict GASB pronouncements.

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 a proprietary fund’s principal ongoing operations. The principal operating revenues of
the District’s proprietary funds are charges to customers for sales and services. Operating expenses for
proprietary funds include the cost of sales and services, administrative expenses, and depreciation on
capital assets. All revenues and expenses not meeting this definition are reported as non-operating
revenues and expenses.
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FUND ACCOUNTING - The accounts of the District are organized on the basis of funds, each of which
is considered a separate accounting entity. The operations of each fund are accounted for with a
separate set of self-balancing accounts that comprise its assets, liabilities, fund equity or net assets,
revenues and expenditures or expenses, as appropriate. Government resources are allocated to and
accounted for in individual funds based upon the purposes for which they are to be spent and the means
by which spending activities are controlled. The various funds are grouped in the basic financial
statements into generic fund types as follows:

The government reports the following major governmental funds:

General Fund - The General Fund is the general operating fund of the District. It is used to account for
all financial resources except those required to be accounted for in another fund.

Special Revenue Fund - The Special Revenue Fund is used to account for property tax receipts and other
revenue sources restricted to expenditures for specified purposes.

Debt Service Fund - The Debt Service Fund is used to account for the accumulation of resources for, and
the payment of, long-term debt principal, interest and related costs.

Capital Projects Fund - The Capital Projects Fund is used to account for financial resources from the
issuance of bonds and other related sources including interest to be used for the acquisition or
construction of major capital facilities.

The government reports the following major proprietary fund:

Raw Water Supply Fund — The Raw Water Supply Fund is used to account for the sale of raw water.

The government reports the following nonmajor proprietary fund:

Leased Properties Fund — The Leased Properties Fund is used to account for the operations of certain
leased properties.

Additionally, the District reports the following funds:

Internal Service Funds - The Internal Service Funds are used to account for the financing of services
provided by one department to other departments of the District on a cost-reimbursement basis.

The District’s self-insurance program is accounted for in an internal service fund. The liability reported
in this fund at September 30, 2009, is based on the requirements of Governmental Accounting Standards
Board Statement No. 10, which requires that a liability for claims be reported if information prior to the
issuance of the financial statements indicates that it is probable that a liability has been incurred at the
date of the financial statements and the amount of the loss can be reasonably estimated. These liabilities
include an amount for claims that have been incurred but not reported. Because actual claims liabilities
depend on such complex factors as inflation, changes in legal doctrines and damage awards, the process
used in computing claims liability does not necessarily result in an exact amount. Claims liabilities are
reevaluated periodically to take into consideration recently settled claims, the frequency of claims and
other economic and social factors. The District’s vehicle maintenance program is also accounted for as
an internal service fund.
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Pension Trust Fund - The Pension Trust Fund is used to account for assets held by the District in a
trustee capacity. The District’s pension trust fund is used to account for the District’s retirement plan. It
is accounted for using the accrual basis of accounting. 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 term of the plan.

CAPITAL ASSETS - Capital assets, which include land, buildings, water system, equipment, furniture
and fixtures, and vehicles, are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. Such capital assets are recorded at historical cost
or estimated historical cost if purchased or constructed. The capitalization threshold is a unit cost of
$5,000. Donated capital assets are recorded at estimated fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend the life of the asset are not capitalized. Major outlays for capital assets and improvements are
capitalized as projects are constructed. Contributed assets are recorded at fair value on date of
contribution.

Capital assets of the District, excluding land, are depreciated using the straight-line method beginning in
the month after they are placed in service. Capital assets are depreciated using the straight-line method
over the following estimated useful lives:

Buildings, personal transit, flood control, water and sewage system, engineering fees 40 years

Equipment 5 years
Furniture and fixtures 4-5 years
Vehicles 5 years

LONG-TERM LIABILITIES - In the government-wide financial statements, long-term debt and other
long-term obligations are reported as liabilities in the Statement of Net Assets. Bond premiums,
discounts, and refunding losses are deferred and amortized over the life of the bonds using the effective
interest method. Issuance costs are deferred and amortized over the life of the bond using the straight
line method. Bonds payable are reported net of applicable bond premium or discount. Bond issuance
costs are reported as other assets.

In the fund financial statements, governmental funds recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of the debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing sources while
discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not withheld
from the actual debt proceeds received, are reported as debt service expenditures.

CASH AND CASH EQUIVALENTS - For the purpose of cash flow statements, the District considers
cash and cash equivalents to be all unrestricted cash and highly liquid investments with maturities of
three months or less.

INVESTMENTS - Investments are stated at cost as of the purchase date. The District’s investment
portfolio contains only investments with a maturity date at time of purchase of one year or less.

INVENTORY - Inventory is recorded when purchased and is valued at the lower of cost (specific
identification) or market. Inventories are valued at cost using the first-in/first-out (FIFO) method.
Inventory in the general fund consists primarily of retail sales items and supplies.
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NEW ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements which will be effective in future years as described
below:

Statement No. 51 (“GASB 517), Accounting and Financial Reporting for Intangible Assets,
which is effective for the District beginning in fiscal year 2010. This Statement requires that all
intangible assets not specifically excluded by its scope provisions be classified as capital assets.
This statement also provides authoritative guidance that specifically addresses the nature of these
intangible assets. Such guidance should be applied in addition to the existing authoritative
guidance for capital assets.

Statement No. 53 (“GASB 53”), Accounting and Financial Reporting for derivative instruments,
addresses the recognition, measurement, and disclosure of information regarding derivative
instruments entered into by state and local governments. It becomes effective for The District in
fiscal year 2010.

Statement No. 54 (“GASB 54”), Fund Balance Reporting and Governmental Fund Type
Definitions, which is effective for the District beginning in fiscal year 2011. This Statement
changes how fund balance is presented and clarifies the use of governmental fund types. This
pronouncement provides five new potential categories of fund balance (honspendable, restricted,
committed, assigned, and unassigned) and gives guidance on what should be included into each
category. It also updates the definitions of General Fund, Special Revenue Fund, and Capital
Projects Fund.

The District has not evaluated the impact of the implementation of the new standards.
PROPERTY TAXES

Property taxes, which attach as an enforceable lien on property as of January 1, are due October 1 and
become delinquent on February 1. At elections held in 1972 and 1973 the District’s voters authorized
the levy and collection of an unlimited annual maintenance tax for the purpose of providing funds for the
maintenance of the District’s work facilities and other improvements, and for paying the costs of proper
service, engineering, legal fees, organization and administrative expenses and required debt service. The
District’s tax rate for fiscal year 2008-2009 is $1.626 ($1.4613 for debt service and $0.1647 for
maintenance and operations) per $100 of assessed valuation. According to the Dallas Central Appraisal
District, the total taxable assessed value of District land, property and improvements net of supplemental
adjustments totaled $2,201,156,957 for the tax year ended September 30, 2009.

Taxes levied by the District against real property are a first lien and are superior to the perfected security
interest of a mortgagee. Where real property is jointly and severally owned, all parties owning an
interest in the real property are responsible for the total amount of taxes related thereto. The District
aggressively pursues its tax revenue accounts and its historical collection rate is in excess of 99%.

In accordance with GASB Statement No. 33, Accounting and Financial Reporting for Non-exchange
Transactions, property taxes are considered an imposed non-exchange transaction. Assets from imposed
non-exchange transactions are recorded when the entity has an enforceable legal claim to the asset, or
when the entity receives resources, whichever comes first. The enforceable legal claim date for property
taxes is the assessment date. The assessment date has been designated in the enabling legislation as the
first day of the fiscal year to which they relate (October 1). Therefore, the District has not recorded a
receivable for future taxes at year-end because the assessment date had not yet occurred as of fiscal year-
end.
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CASH AND INVESTMENTS

The cash and investment policies of the District are governed by State statute and an adopted District
Investment Policy which includes depository and custodial contract provisions. Major provisions of the
District’s cash and investment policy include: depositories must be FDIC insured Texas banking
institutions; depositories must fully insure or collateralize all demand and time deposits and repurchase
agreements; repurchase agreements are made only through the designated central depository or primary
dealers; securities collateralizing repurchase agreements and time deposits are held by independent third
party trustees.

Statutes authorize the District to invest in obligations of the U. S. Treasury, agencies and
instrumentalities, obligations of the State of Texas and related agencies, obligations of states, agencies,
counties, cities and political subdivisions of any state rated A or above by Standard & Poor’s
Corporation or Moody’s Bond Ratings, repurchase agreements, government pools, and money market
mutual funds rated AAA bay at least one rating service.

As of September 30, 2009, the District had petty cash of $800. The carrying amount of the District’s
bank deposits (cash) was $558,754 while the bank balance was $785,108, representing both interest and
non-interest bearing deposits, and was partially covered by Federal depository insurance and the balance
was fully collateralized by securities held by the District’s agent in the District’s name.

Investments with maturities of less than one year at the time of purchase are carried at amortized cost.

At September 30, 2009, the District’s investments were insured or registered or the securities were held
by the District or its agent in the District’s name. The pension trust investments are the District’s share
in common trust funds of Westwood Holding Group, Inc. The District’s investments at fair value
included the following:

Weighted
Reported Fair Average
Amount Value Maturity
in days
U.S. Government agency discount notes:
Federal National Mortgage Association $ 938,886 $ 938,692 194
Federal Home Loan Mortgage Corp 839,585 839,412 178
Federal Home Loan Bank 1,348,880 1,349,766 133
Local Government Investment Pools 3,731,769 3,731,769 1
Money market accounts 15,911 15,911 1

Total investments governmental and business-type

activities 6,875,031 6,875,550
Pension trust - equity common trust fund 2,759,000 2,759,000
Total investments $ 9,634,031 $ 9,634,550
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Interest Rate Risk:

In accordance with its investment policy, the District manages its exposure to declines in fair values by
limiting the weighted average maturity of its investment portfolio to nine months (275 days).

Credit Risk:

The District’s Investment policy is to apply the “prudent investor” standard: “Investments shall be made
with judgment and care, under circumstances then prevailing, which persons of prudence, discretion and
intelligence exercise in the management of their own affairs, not for speculation, but for investment,
considering the probable safety of their capital as well as the probable income to be derived.” As of
September 30, 2009, the Texas Class local government investment pool, an SEC 2a7 like fund managed
by MBIA, was rated AAAmM and the TexStar local government investment pool, an SEC 2a7 like fund
managed by First Southwest Company, was rated AAAm both by Standard and Poor’s. The Fannie Mae
note, Federal Home Loan Mortgage Corp, and Federal Home Loan Bank discount notes were rated A-1+
by Standard and Poor’s.

Concentration of Credit Risk:

The District’s investment policy places no limit on the amount the District may invest in any one issuer.
However, the District’s investment policy calls for portfolio diversification by avoiding over-
concentration in a specific maturity sector or specific instruments. The District’s portfolio is 13.66%
invested in Fannie Mae notes, 12.21% invested in Freddie Mac notes, and 19.62% in Federal Home Loan
Bank Notes as of September 30, 2009. The remainder (54.51%) of the District’s investments is invested
in government pools and money market funds.

Cash and cash equivalents are reported at cost. Total deposits and investments are presented on the
Statement of Net Assets as:

Cash, cash equivalents $ 4,704,628
Investments 2,727,440
Restricted assets:

Cash, cash equivalents 2,517
Total cash, cash equivalents, and investments $ 7,434,585
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4. ACCOUNTS RECEIVABLE

Receivables at September 30, 2009, were as follows:

Governmental
Activities and Business-Type
Governmental Funds Activities
Property taxes $ 464,252
Other receivables 922,692 $ 101,324
Total receivables 1,386,944 101,324
Less allowance for uncollectible amount (50,425)
Total receivables, net of allowance $ 1,336,519 $ 101,324

5. INTERFUND TRANSACTIONS

Interfund balances at September 30, 2009, consist of the following individual fund receivables and

payables:
Fund Receivables Payables
General Fund:
Raw Water Supply - Enterprise Fund: $ 7,916 $
Capital Projects Fund 68,465
Internal Service Fund 7,940

Raw Water Supply - Enterprise Fund:
General Fund 7,916
Internal Service Fund 11,750

Internal Service Fund:

General Fund 7,940
Raw Water Supply- Enterprise Fund 11,750

Capital Projects Fund:
General Fund 68,465 -

I otal $ 96,071 $ 96,0/1

All interfund receivables and payables arise for general operating purposes and are paid in full from one
fiscal year to the next.
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Interfund transfers in and out consist of the following:

Fund Transfer Out Transfer In
Special Revenue Fund to: $ 23,863,260
Debt Service Fund $ 20,827,303
General Fund 2,679,707
Capital Projects Fund 356,250

$ 23,863,260 $ 23,863,260

Transfer from special revenue fund to debt service fund is to transfer amount sufficient to pay debt
service (principal, interest and paying agent fees) on outstanding general obligation bonds. Transfer
from special revenue fund to general fund is to transfer amount sufficient to meet the annual operating
expenses. Transfer from special revenue fund to capital projects fund is to transfer amount sufficient to
meet the capital improvements program. Transfers are made base on the approved annual budget.

CAPITAL ASSETS

A summary of capital assets activity during the fiscal year ended September 30, 2009:

Beginning Transfers/ Transfers/ Ending
Governmental activities: Balance Additions Deletions Balance
Capital assets, not being depreciated:
Land $ 16,347,244 $ $ $ 16,347,244
Total capital assets not being depreciated 16,347,244 16,347,244
Capital assets being depreciated:
Buildings 4,125,094 4,125,094
Flood control system 47,447,968 42,722 47,490,690
Water system 1,817,610 1,817,610
Sewage system 564,612 (22,150) 542,462
Area personal transit system 38,038,400 38,038,400
Furniture and equipment 838,916 28,659 (24,001) 843,574
Capitalized system engineering fees 11,472,529 11,472,529
Vehicles 544,182 138,215 (52,122) 630,275
Total capital assets being depreciated 104,849,311 209,596 (98,273) 104,960,634
Less accumulated depreciation for:
Buildings 2,169,671 103,019 2,272,690
Flood control system 23,230,533 1,189,214 24,419,747
Water system 1,810,767 297 1,811,064
Sewage system 551,328 (8,866) 542,462
Area personal transit system 28,729,904 431,848 29,161,752
Furniture and equipment 818,587 8,487 (24,001) 803,073
Capitalized system engineering fees 6,086,914 286,813 6,373,727
Vehicles 321,461 87,012 (52,122) 356,351
Total accumulated depreciation 63,719,165 2,106,690 (84,989) 65,740,866
Capital assets being depreciated, net 41,130,146 (1,897,094) (13,284) 39,219,768
Governmental activities capital assets, net $ 57,477,390 $ (1,897,094) $ (13,284) $ 55,567,012
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Included in capital assets above are internal service fund capital assets with original cost of $630,275

and accumulated depreciation of $356,351.

Beginning Transfers/ Transfers/ Ending
Business-type activities: Balance Additions Deletions Balance
Capital assets, not being depreciated:
Land $ 231,350 231,350
Total capital assets not being depreciated 231,350 231,350
Capital assets being depreciated:
Water systems 7,132,237 7,132,237
Vehicles, furniture and equipment 704,770 704,770
Total capital assets being depreciated 7,837,007 7,837,007
Less accumulated depreciation for:
Water systems 3,069,773 178,306 3,248,079
Vehicles, furniture and equipment 704,770 704,770
Total accumulated depreciation 3,774,543 178,306 3,952,849
Capital assets being depreciated, net 4,062,464 (178,306) 3,884,158
Business-type activities capital assets, net $ 4293814 (178,306) $ 4,115,508

Depreciation expense related to governmental activities was charged to governmental functions as

follows:

General government

Finance and administration

Flood control and systems maintenance

Area personal transit system

Service center operations

Depreciation on capital assets held by the District’s Internal Service Funds is

charged to the various functions based on their usage of assets
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LONG-TERM DEBT

The District issued $116,951,490.40 Unlimited Ad Valorem Tax Refunding Bonds, Series 1986 A
(“Series 1986 A Bonds”) in August 1986 to refund all District’s outstanding bonds and bond anticipation
notes payable for the purpose of restructuring and consolidating the debt payments of the District. The
proceeds of Series 1986 A Bonds, together with other available funds of the District, were used to refund
Unlimited Tax Bonds, Series 1973, Unlimited Ad Valorem Tax Bonds, Series 1984, 1984 A, and 1985,
and Bond Anticipation Notes, Series 1986.

The District issued $54,560,000 Unlimited Tax Refunding Bonds, Series 2003 (“Series 2003 Bonds™) in
April 2003 to refund certain outstanding tax-supported bonds of the District. The proceeds of Series
2003 Bonds were used to refund Unlimited Tax Refunding Bonds, Series 1993.

The District issued $99,925,000 Unlimited Tax Refunding Bonds, Series 2005 A (“Series 2005 A
Bonds”) and $99,925,000 Unlimited Tax Refunding Bonds, Series 2005 B (“Series 2005 B Bonds”) in
February 2005. The proceeds of Series 2005 A and Series 2005 B Bonds were used to refund Unlimited
Tax Refunding Bonds, Series 1999 A and Series 1999 B.

The District issued $40,000,000 Unlimited Tax Refunding Bonds, Series 2007 (“Series 2007 Bonds”) in
June 2008 to refund Unlimited Tax Refunding Bonds, Series 1999 C.

The District issued $4,125,000 Unlimited Tax Refunding Bonds, Series 2008 (“Series 2008 Bonds”) in
June, 2008 to refund certain termination payment obligations of the District related to the termination of
interest rate management agreements entered into in connection with the issuance of the District’s
outstanding Unlimited Tax Refunding Bonds, Series 2005 A and Series 2005 B.
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The following is a summary of long-term debt transactions of the District for the year ended

September 30, 2009:

Governmental Activities Bonds:

Series 1986A Tax Refunding Bonds,
7.85% to 7.95%, maturing in annual
installments of $1,140,845 to

$1,577,609 from 2012 through 2016

Series 2003 Unlimited Tax Refunding
Bonds, 2% to 5.25%, maturing in
annual installments of $50,000 to
$11,750,000 through 2020

Series 2005A Unlimited Tax Refunding
Bonds, Variable Rate converted to fixed
rates 4% to 5.375% effective June 2008
maturing in annual installments of $145,000
to $15,240,000 from 2006 through 2029

Series 2005B Unlimited Tax Refunding
Bonds, Variable Rate converted to fixed
rates 4% to 5.375% effective June 2008
maturing in annual installments of $145,000
to $15,240,000 from 2006 through 2029

Series 2007 Unlimited Tax Refunding

Bonds, 5% maturing 2/15/2024, subject to
optional redemption on or after 8/15/2013 and
mandatory redemption beginning 2/15/2023

Series 2008 Unlimited Tax Refunding
Bonds 4.5% to 5%, maturing in annual
installments of $240,000 to $440,000
through 2020

Unamortized Premium
Deferred loss on refunding

Total governmental activities bonds

Year ending September 30:
2010
2011
2012
2013
2014
2015-2019
2020-2024
2025-2029

Total

Interest accreted to date on capital appreciation bonds is included in the principal column.

Balance Capital Balance Due
October 1, Interest September 30, Within
2008 Additions Accretion Retirements 2009 One Year
$ 26,329,832 $ $ 2,131,640 $ 28,461,472
49,965,000 3,655,000 46,310,000 $ 4,630,000
94,950,000 1,080,000 93,870,000 960,000
94,950,000 1,080,000 93,870,000 960,000
40,000,000 40,000,000
4,125,000 240,000 3,885,000 280,000
310,319,832 2,131,640 6,055,000 306,396,472 $ 6,830,000
3,317,150 343,132 2,974,018
(2,749,534) 191,412 (2,558,122)
$ 310,887,448 $ $ 2,131,640 $ 6,589,544 $ 306,812,368

Governmental Activities Bonds

Principal Interest
$ 6,830,000 $ 14,278,185
7,595,000 13,936,935
6,925,083 15,164,190
6,726,224 15,648,186
6,782,512 16,069,572
50,287,653 71,004,498
88,110,000 47,576,196
133,140,000 18,938,196
$ 306,396,472 $ 212,615,958
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In prior years, the District defeased certain general obligation and other 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 assets and the liability for the defeased bonds are not included in the
District’s financial statements. On September 30, 2009, $9,641,849 of bonds outstanding are considered
defeased. These defeased bonds are capital appreciation bonds with a final maturity of $11,160,000.
The loss on refunding is amortized over the shorter of the life of the new debt or the remaining life of the
refunded debt.

The District is in compliance with all bond resolutions/restrictions as of September 30, 2009.

COMMITMENTS AND CONTINGENCIES

Trinity River Authority of Texas — The District has contracted with Trinity River Authority of Texas
(“TRA™), an agency of the State of Texas, whereby TRA dedicated and pledged to reserve, deliver and
sell treated raw water at the point of delivery, to the District and the District agreed to pay TRA for such
delivery and reserve of raw water. At the time the contract was signed, the District became obligated to
pay to TRA a debt service component which is a percentage of debt service of a certain debt issuance
made by TRA to construct project facilities needed to deliver the raw water to the point of delivery. In
addition, the District is obligated to make an annual operations and maintenance payment directly
attributed to the delivery of water by TRA to the District: a commodity charge - take or pay based on
the actual volume of water delivered to the District, and a commodity charge — standby based on 10% of
the effective take or pay commodity rate. Total payments made to TRA during the year ended
September 30, 2009, amounted to $486,201.

The debt service component of the payment is an unconditional obligation of the District regardless of
whether or not TRA is actually delivering raw water from project facilities, or whether the District
actually receives or uses raw water. The remaining commitment for payments on future water to be
taken as of September 30, 2009, to TRA is scheduled as follows:

2010 $ 335,949
2011 204,497
2012 214,385
2013 208,751
2014 199,662
2015 200,613
2016 194,023
Total outstanding commitment $ 1,557,880

Other Contingencies

There are no claims or lawsuits pending against the District at September 30, 2009. Management is not
aware of any contingencies that would have a material effect on the financial statements.

The District received a federal grant that requires compliance with terms and conditions specified in the
grant agreements and is subject to audit by the grantor agencies. Any disallowed claims resulting from
such audits could become a liability of the General Fund. However, in the opinion of management, such
disallowed claims, if any, will not have a material effect on any of the financial statements of the
individual fund types or on the overall financial position of the District at September 30, 2009.
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10.

SELF-INSURANCE PLAN

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. The District has established a
Self-Insurance Fund (an internal service fund) to account for and finance its uninsured risks of loss.
Under this program, the Self-Insurance Fund provides coverage for up to a maximum of $250,000 for
each worker’s compensation claim and $10,000 for each property damage claim. The Self-Insurance
Fund provides general liability coverage up to the maximum legal limit of $100,000 per individual and
$300,000 per occurrence as determined by the Texas Tort Claim Liability Act. The District purchases
commercial insurance for claims in excess of coverage provided by the Fund and for all other risks of
loss. Settled claims have not exceeded this commercial coverage in any previous fiscal years.

All funds of the District participate in the program and make payments to the Self-Insurance Fund based
on estimates of the amounts needed to pay prior and current year claims and to establish a reserve for
catastrophic losses. The claims liability of $-0- reported in the Fund at September 30, 2009, is based on
the requirements of Governmental Accounting Standards Board Statement No. 10, which requires that a
liability for claims be reported if information prior to the issuance of the financial statements indicates
that it is probable that a liability has been incurred at the date of the financial statements and the amount
of the loss can be reasonably estimated. The fund does not have a liability at September 30, 2009 since
there were no outstanding claims and no expected claims that were incurred, but not reported as of year
end. Changes in the Fund’s claims liability amount in fiscal 2008 and 2009 were:

Current Year

Beginning of Claims and End of
Fiscal Fiscal Year Changes in Claim Fiscal Year
Year Liability Estimates Payments Liability
2008 $ 20,549 $236 $ 20,785 $-0-
2009 -0- 1,058 1,058 -0-

EMPLOYEES RETIREMENT PLANS
Retirement Plan

Plan Description - The District provides pension benefits for substantially all of the employees of the
District through a single-employer, noncontributory defined benefit retirement plan (“Retirement Plan™).
For the years ended September 30, 2009, 2008, and 2007, the District’s payroll for employees covered
by the Retirement Plan was $1,647,706, $1,460,830, and $1,408,175, and total payroll was $1,745,685,
$1,519,511, and $1,518,566 respectively. The Retirement Plan is administered by the District’s Board
of Directors. The District hires an outside trustee to manage the investments and make the benefit
payments related to the Retirement Plan.

The Retirement Plan provides for retirement, death, and disability benefits. Employees are eligible for
participation after one year of service. The normal retirement benefit for participants reaching age 65 is
equal to 1.8% of average compensation multiplied by service up to 36.111 years, less 1.5% of Social
Security for each year up to 33.333 years. Early retirement benefits are available for participants
attaining age 55 and 5 years of service. The benefits and contribution provisions of the Retirement Plan
are authorized by the District’s Board of Directors. The Retirement Plan is considered a part of the
District’s financial reporting entity and is included in the District’s basic financial statements as a
pension trust fund.

Funding Status and Policy — As of January 1, 2008, the actuarial value of retirement plan assets was
$2,923,245 while the actuarial accrued liability was $2,669,675. The unfunded actuarial accrued
liability was ($253,570) or the plan was 109.5% funded. The annual covered payroll was $1,376,093,
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and the ratio of the unfunded actuarial accrued liability to the annual covered payroll equaled (18.4)%.
See page 42 in required supplementary information section for the schedule of funding progress for the
retirement plan.

The contribution requirements of plan members and the District are established and can be amended by
the District’s Board of Directors. Plan members are not required to contribute to the Retirement Plan.
The District is required to contribute at an actuarially determined rate; the current rate is 4.51 percent of
annual covered payroll. Contribution rates are not legally or contractually limited.

Actuarial Assumptions - The pension benefit obligation was computed as part of an actuarial valuation
performed as of January 1, 2009, (date of last actuarial study). Significant actuarial assumptions used in
the valuation are as follows:

Valuation date January 1, 2008
Actuarial cost method Entry Age Normal
Amortization method 30-year level dollar
Payroll growth rate for amortization N/A
Remaining amortization period 30 years open amortization period
Asset valuation method Market Value
Actuarial assumptions:

Investment rate of return 7.75%

Projected salary increase 5.0%

Includes inflation at 3.5%

Cost-of-living adjustments None

Cost Method - The Entry Age Normal Cost Method was used in making the actuarial valuation
described in this report. Under this method the normal cost is the level percentage of pay contribution
that would have been required from age at date of credited service in order to fund the participant’s
retirement, termination and ancillary benefits if the current plan provisions regarding accrual of benefits
had always been in effect. The actuarial accrued liability is the excess of the present value of future
benefits over the present value of future normal costs. The present value of future benefits is determined
by discounting, to the valuation date, the total future benefits cash flow from the plan to all of the current
participants, using the actuarial assumptions. The present value of future normal costs is determined by
discounting, to the valuation date, all of the normal costs anticipated to result from future valuation of
the benefits to current participants, using the actuarial assumptions.

Provision for costs for the Joint and 50% Contingent normal form was made by loading the normal cost
and actuarial accrued liabilities for actives by 1.104 for males and 1.04 for females. Provision for the
social security supplement payable until age 62 for early retirement with 15 years of service was made
by loading the normal cost and actuarial accrued liability by 5% for active participants under age 62.

Asset Valuation Method — The investments in the trust fund are valued on the basis of their market
value.
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11.

12.

Annual Required Contribution and Net Pension Obligation - The District’s annual contribution
requirement is actuarially determined by Gabriel, Roeder, Smith & Company. Three-year trend
information is as follows:

Percent of

Annual Annual Pension

Required Contribution
Fiscal Year Ended Contribution Cost Made
September 30, 2007 $ 73,610 100%
September 30, 2008 59,860 100%
September 30, 2009 90,750 100%

The District’s actuarial required contributions for all years were made in accordance with plan
provisions. Therefore, the annual pension cost is equal to the annual required contribution (ARC).

Deferred Compensation Plan

The District offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The Plan is administered by Westwood Trust. The Plan, available to all
full-time, regular employees of the District who have completed one year of service, permit them to
defer a portion of their salary until future years. The deferred compensation is not available to
employees until termination, retirement, death, or disability.

OPEN SPACE AGREEMENT

On September 28, 1999, the District entered into two separate agreements with Las Colinas Land
Limited Partnership and B.H. O’Connor Partners, which owned undeveloped land within the District.
Certain tracts of land owned by these third parties benefited from special ad valorem tax valuation as
agricultural use property. The owners agreed to remit payment to the District equal to 50% of the total
savings resulting from the reduced taxable value. The revenues to the District are restricted for use by
the District to meet current debt service obligations. Las Colinas Land Limited Partnership no longer
has ownership interest of land within the District and that agreement has terminated. The agreement
with B.H. O’Connor Partners is for a ten year term, which ends in fiscal year 2010.

Revenue received during 2009 was $-0- due to the fact that these third parties no longer own any land
that qualifies for the agricultural use. Total revenues received to date from the beginning of the
agreements were $3,541,883.

GAS WELL LEASE

In April 2007, the District agreed to an Oil and Gas Lease (the Lease) with EurEnergy Texas, LLC. The
Lease provides for subsurface use of certain District properties for development of oil and gas
production. The District properties subject to the Lease total approximately 627 acres. The signing
bonus for the Primary Lease Term was $4,200 per acre. The District received approximately 50% of the
Signing Bonus in June 2007 and the balance in August 2007. The Lease provides that the District will
receive a royalty of 25.5% of oil and gas production from the District properties.

* k k kK %
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REQUIRED SUPPLEMENTARY INFORMATION
(UNAUDITED)
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND (UNAUDITED)

FOR THE YEAR ENDED SEPTEMBER 30, 2009

REVENUES:

Interest on deposits

Leases

Maintenance fees
Intergovernmental revenue
Other

Total

EXPENDITURES:

Current:
General government
Finance and administration
Systems maintenance
Reclamation maintenance
Avrea personal transit system
Service center operations
Rehabilitation
Capital outlays

Total

EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES

OTHER FINANCING SOURCES (USES):
Transfers in

CHANGE IN FUND BALANCE

FUND BALANCE, OCTOBER 1, 2008

FUND BALANCE, SEPTEMBER 30, 2009

See notes to Required Supplementary Information.

Variance -
Budgeted Amounts Positive
Original Final Actual (Negative)
$ 60,400 $ 24,040 $ 20,992 $ (3,048)
244,120 244,120 294,614 50,494
170,750 170,750 118,045 (52,705)
1,025,500 1,424,000 732,940 (691,060)
780,885 954,885 970,888 16,003
2,281,655 2,817,795 2,137,479 (680,316)
431,400 431,400 408,794 22,606
519,430 542,790 549,117 (6,327)
2,855,350 2,809,070 2,678,278 130,792
6,620 6,620 6,635 (15)
394,240 377,010 356,907 20,103
335,690 335,690 321,039 14,651
594,000 594,000 290,410 303,590
359,000 359,000 71,381 287,619
5,495,730 5,455,580 4,682,561 773,019
(3,214,075) (2,637,785) (2,545,082) 92,703
2,613,145 2,613,145 2,679,707 66,562
(600,930) (24,640) 134,625 159,265
1,472,893 1,472,893 1,472,893 -
$ 871,963 $ 1,448,253 $ 1,607,518 $ 159,265

- 40 -



DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

BUDGETARY COMPARISON SCHEDULE - SPECIAL REVENUE FUND (UNAUDITED)
FOR THE YEAR ENDED SEPTEMBER 30, 2009

Variance -
Budgeted Amounts Positive
Original Final Actual (Negative)
REVENUES:
Taxes (Note 2) $ 23,144,945 $ 23,144,945 $ 23,799,660 $ 654,715
Interest on deposits 31,000 42,550 39,306 (3,244)
Other 42,000 159,536 117,536
Total 23,175,945 23,229,495 23,998,502 769,007
EXPENDITURES:
Current:
General government 168,050 168,050 172,319 (4,269)
Total 168,050 168,050 172,319 (4,269)
EXCESS OF REVENUES OVER
EXPENDITURES 23,007,895 23,061,445 23,826,183 764,738
OTHER FINANCING SOURCES (USES):
Transfers out (23,769,395) (23,799,925) (23,863,260) (63,335)
CHANGE IN FUND BALANCE (761,500) (738,480) (37,077) 701,403
FUND BALANCE, OCTOBER 1, 2008 2,349,082 2,349,082 2,349,082 -
FUND BALANCE, SEPTEMBER 30, 2009 $ 1,587,582 $ 1,610,602 $ 2,312,005 $ 701,403

See notes to Required Supplementary Information.
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

SCHEDULE OF FUNDING PROGRESS FOR RETIREMENT PLAN (UNAUDITED)

Unfunded
Actuarial Actuarial UAAL as a
Actuarial Actuarial Accrued Accrued Annual Percentage of
Valuation Value Liability Liability Percentage Covered Covered
Date of Assets (AAL) UAAL Funded Payroll* Payroll
** (a) (b) (b-a) (alb) (©) ((b-a)/c)
*k*k
January 1, 2002 $ 1,371,584 $ 1,335,952 $ (35,632) 102.7 % $ 1,077,120 (3.3)%
January 1, 2005 2,059,937 1,833,793 (226,144) 1129 % 1,155,281 (19.5)%
January 1, 2008 2,923,245 2,669,675 (253,570) 109.5 % 1,376,093 (18.4)%

* For prior calendar year
**The District performs actuarial valuations once every three years.
***  The fair value of the assets in the pension trust fund as of September 30, 2009, is $2,759,000.
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
FOR THE YEAR ENDED SEPTEMBER 30, 2009

BUDGETS AND BUDGETARY ACCOUNTING - The District maintains control over operating
expenditures by the establishment of an annual operating budget which includes the General Fund,
Special Revenue Fund, Debt Service Fund, Enterprise Funds and Internal Service Fund. The annual
operating budget is adopted on a basis consistent with generally accepted accounting principles. The
budget, as formally adopted by the Board of Directors, establishes the maximum authorization of
operating funds to be expended by any fund. Any subsequent amendment thereto must be approved by
the President of the Board of Directors and/or the Board of Directors. All unused budget authorizations
lapse at the end of the year.

For the Capital Projects Fund, a construction budget is formally adopted at the inception of the project
by the Board of Directors, establishing the maximum authorization of funds to be expended for
construction of capital assets. Any subsequent amendment thereto must be approved by the Board of
Directors. Authorizations do not lapse at year end.
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

COMBINING STATEMENT OF NET ASSETS - INTERNAL SERVICE FUNDS

SEPTEMBER 30, 2009

ASSETS:

Current Assets:
Cash and investments
Accrued interest receivable
Due from other funds

Non-Current Assets:
Property, plant and equipment, net
Other assets

Total assets
LIABILITIES:
Current Liabilities:
Accounts payable and accrued liabilities
Due to other funds

Total liabilities

NET ASSETS:
Invested in capital assets
Unrestricted

TOTAL NET ASSETS

Vehicle
Insurance Maintenance Total
*
$ 439,916 $ 38,748 478,664
10 10
20,690 20,690
273,924 273,924
70,375 70,375
530,991 312,672 843,663
157 3,265 3,422
1,000 1,000
157 4,265 4,422
273,924 273,924
530,834 34,483 565,317
$ 530,834 $ 308,407 839,241

* This fund accounts for property, casualty and workers compenstation coverage.
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

COMBINING STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN
NET ASSETS - INTERNAL SERVICE FUNDS
YEAR ENDED SEPTEMBER 30, 2009

REVENUES:
Insurance premiums
Vehicle usage charges

Total revenues

EXPENSES:

Purchased and contracted services
Professional fees

Supplies and materials
Depreciation

Insurance premiums

Claims paid

Other recurring operating expenses

Total expenses

NET OPERATING LOSS
NON-OPERATING INCOME:
Interest income

Gain on sale of equipment and other

Total nonoperating revenue

CHANGE IN NET ASSETS

NET ASSETS - OCTOBER 1, 2008

NET ASSETS - SEPTEMBER 30, 2009

Vehicle
Insurance Maintenance
*
20,690
$ 92,000
20,690 92,000
26,293
6,800
38,305
87,012
72,621 1,000
46,933
248 318
126,602 152,928
(105,912) (60,928)
7,336 815
22,060
7,336 22,875
(98,576) (38,053)
629,410 346,460
530,834 $ 308,407

* This fund accounts for property, casualty and workers compensation coverage.
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Total

20,690
92,000

112,690

26,293
6,800
38,305
87,012
73,621
46,933
566

279,530

(166,840)
8,151
22,060

30,211

(136,629)

975,870

839,241



DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

COMBINING STATEMENT OF CASH FLOWS - INTERNAL SERVICE FUNDS
YEAR ENDED SEPTEMBER 30, 2009

Vehicle
Insurance Maintenance Total
CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from (payments to) users $ 282 $ $ 282
Receipts from quasi-external transactions 92,000 92,000
Payments to suppliers (137,188) (69,051) (206,239)
Net cash provided (used) by operating activities (136,906) 22,949 (113,957)
CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES:
Purchase of capital assets - (138,214) (138,214)
Proceeds from sale of capital assets - 22,060 22,060
Net cash used for capital and related financing activities (116,154) (116,154)
CASH FLOWS FROM INVESTING ACTIVITIES:
Interest on investments 7,336 815 8,151
Sale of investments 1,072,459 100,000 1,172,459
Purchase of investments (939,384) (810) (940,194)
Net cash provided by investing activities 140,411 100,005 240,416
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 3,505 6,800 10,305
CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR 16,425 19,290 35,715
CASH AND CASH EQUIVALENTS AT
END OF YEAR $ 19,930 $ 26,090 3$ 46,020
CASH AND CASH EQUIVALENTS $ 19,930 $ 26,090 $ 46,020
INVESTMENTS 419,986 12,658 432,644
CASH AND INVESTMENTS $ 439,916 $ 38,748 3 478,664
RECONCILIATION OF OPERATING LOSS TO
NET CASH PROVIDED BY OPERATING ACTIVITIES:
Net operating (loss) $ (105,912) $ (60,928) $ (166,840)
Adjustments to reconcile net income (loss) to
net cash provided (used) by operating activities:
Depreciation and amortization 87,012 87,012
Changes in operating assets and liabilities:
(Increase) decrease in due from other funds (20,690) (20,690)
(Increase) decrease in other assets (10,743) (10,743)
(Increase) decrease in accrued interest receivable 282 282
Increase (decrease) in due from other funds 1,000 1,000
Increase (decrease) in accounts payable 157 (4,135) (3,978)
Net cash provided (used) by operating activities $ (136,906) $ 22,949 $ (113,957)
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(UNAUDITED)
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

SCHEDULE OF DEBT SERVICE REQUIREMENTS TO MATURITY
SEPTEMBER 30, 2009
(UNAUDITED)

Unlimited Ad Valorem Unlimited Ad Valorem Unlimited Ad Valorem Unlimited Ad Valorem
Tax Refunding Bonds Tax Refunding Bonds Tax Refunding Bonds Tax Refunding Bonds
Series 1986A Series 2003 Series 2005A Series 2005B

Fiscal

Year Principal Interest Principal Interest Principal Interest Principal Interest
2010 $ 4,630,000 $ 2,289,863 $ 960,000 $ 4,906,586 $ 960,000 $ 4,906,586
2011 5,635,000 2,033,238 835,000 4,870,686 835,000 4,870,686
2012 $ 6,620,083 $ 1,414,917 1,892,363 4,853,986 4,853,986
2013 6,116,224 1,918,776 1,892,363 145,000 4,851,086 145,000 4,851,086
2014 5,657,512 2,377,488 1,892,363 395,000 4,839,792 395,000 4,839,792
2015 5,229,947 2,800,053 1,892,363 670,000 4,816,742 670,000 4,816,742
2016 4,837,706 3,192,294 1,892,363 615,000 4,788,248 615,000 4,788,248
2017 8,240,000 1,676,063 1,260,000 4,742,911 1,260,000 4,742,911
2018 7,830,000 1,254,225 2,035,000 4,660,536 2,035,000 4,660,536
2019 8,225,000 832,781 2,425,000 4,549,036 2,425,000 4,549,036
2020 11,750,000 308,438 1,220,000 4,457,301 1,220,000 4,457,301
2021 8,025,000 4,219,548 8,025,000 4,219,548
2022 8,715,000 3,788,493 8,715,000 3,788,493
2023 3,564,081 3,564,081
2024 3,564,081 3,564,081
2025 11,245,000 3,268,900 11,245,000 3,268,900
2026 12,425,000 2,639,797 12,425,000 2,639,797
2027 13,350,000 1,947,094 13,350,000 1,947,094
2028 14,310,000 1,203,732 14,310,000 1,203,732
2029 15,240,000 409,575 15,240,000 409,575
TOTAL $ 28,461,472 $ 11,703,528 $ 46,310,000 $ 17,856,423 $ 93,870,000 $ 76,942,211 $ 93,870,000 $ 76,942,211
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Unlimited Ad Valorem Unlimited Ad Valorem

Tax Refunding Bonds Tax Refunding Bonds
Series 2007 Series 2008

Fiscal Total Total
Year Principal Interest Principal Interest Principal Interest
2010 $ 2,000,000 $ 280,000 $ 175,150 $ 6,830,000 $ 14,278,185
2011 2,000,000 290,000 162,325 7,595,000 13,936,935
2012 2,000,000 305,000 148,938 6,925,083 15,164,190
2013 2,000,000 320,000 134,875 6,726,224 15,648,186
2014 2,000,000 335,000 120,137 6,782,512 16,069,572
2015 2,000,000 350,000 104,725 6,919,947 16,430,625
2016 2,000,000 365,000 88,455 6,432,706 16,749,608
2017 2,000,000 380,000 71,130 11,140,000 13,233,015
2018 2,000,000 400,000 52,600 12,300,000 12,627,897
2019 2,000,000 420,000 32,500 13,495,000 11,963,353
2020 2,000,000 440,000 11,000 14,630,000 11,234,040
2021 2,000,000 16,050,000 10,439,096
2022 2,000,000 17,430,000 9,576,986
2023 $ 18,605,000 1,534,875 18,605,000 8,663,037
2024 21,395,000 534,875 21,395,000 7,663,037
2025 22,490,000 6,537,800
2026 24,850,000 5,279,594
2027 26,700,000 3,894,188
2028 28,620,000 2,407,464
2029 30,480,000 819,150
TOTAL $ 40,000,000 $ 28,069,750 $ 3,885,000 $ 1,101,835 $ 306,396,472 $ 212,615,958
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

The Board of Directors
Dallas County Utility and Reclamation District

We have audited the financial statements of the Dallas County Utility and Reclamation District (the
“District™) as of and for the year ended September 30, 2009, and have issued our report thereon dated
January 20, 2010. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the District’s
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the District’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the entity's financial statements that is more than
inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity's internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grants agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
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The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

We noted certain matters that we reported to management of the District in a separate letter dated January
20, 2010.

This report is intended solely for the information and use of management, the Board of Directors, others
within the entity, and federal and state awarding agencies and pass-through entities, and is not intended to
be and should not be used by anyone other than these specified parties.

January 20, 2010
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

The Board of Directors
Dallas County Utility and Reclamation District

Compliance

We have audited the compliance of the Dallas County Utility and Reclamation District (the “District”) with
the types of compliance requirements described in the U.S. Office of Management and Budget (“OMB”)
Circular A-133 Compliance Supplement that are applicable to its major federal program for the year ended
September 30, 2009. The District’s major federal program is identified in the summary of auditors’ results
section of the accompanying schedule of findings and questioned costs. Compliance with the requirements of
laws, regulations, contracts, and grants applicable to its major federal program is the responsibility of the
District’s management. Our responsibility is to express an opinion on the District’s compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the District’s compliance with
those requirements and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination on the District’s compliance with those requirements.

In our opinion, the District complied, in all material respects, with the requirements referred to above that are
applicable to its major federal program for the year ended September 30, 2009.

Internal Control Over Compliance

The management of the District is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts, and grants applicable to federal programs. In
planning and performing our audit, we considered the District’s internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine our
auditing procedures for the purpose of expressing our opinion on compliance, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of the District’s internal control over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or operation of a
control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program on
a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity’s ability to administer a federal program such that there is more than a remote
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likelihood that non-compliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity’s internal control. We consider the deficiency
in internal control over compliance described in the accompanying schedule of findings and questioned costs
as item 09-01 to be a significant deficiency.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity’s internal control. We did not consider any of
the deficiencies described in the accompanying schedule of findings and questioned costs to be material
weaknesses.

The District’s response to the finding identified in our audit is described in the accompanying schedule of
findings and questioned costs. We did not audit the District’s response and, accordingly, we express no
opinion on it.

This report is intended for the information and use of management, the Board of Directors, others within the
entity, and federal and state awarding agencies and pass-through entities and is not intended to be and should
not be used by anyone other than these specified parties.

January 20, 2010
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED SEPTEMBER 30, 2009

Section I — Summary of Auditors’ Results:

Financial Statements

Type of auditors' report issued: Unqualified
Internal control over financial reporting:
Material weakness(es) identified? No

Significant deficiency(ies) identified
not considered to be material weaknesses? None reported

Noncompliance material to financial
statements noted? No

Federal Awards

Internal control over major programs:
Material weakness(es) identified? No
Significant deficiency(ies) identified
not considered to be material

weakness(es)? Yes

Type of auditors' report issued on
compliance for major programs: Unqualified

Any audit findings disclosed that are required
to be reported in accordance with OMB
Circular A-133 (section .510(a))? No

(Continued)
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Identification of major programs:

CFDA
Number(s) Name of Federal Program or Cluster
20.507 Federal Transit - Formula Grants (Urbanized Area Formula Program)

Dollar threshold used to distinguish between Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? No
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Section II — Findings Related to the Financial Statements

No matters were reported.

Section III — Federal Award Findings and Questioned Costs

09-01 Significant Deficiency in Control over Compliance: Federal Transit - Formula Grants (Urbanized
Area Formula Program) Reporting

Program — CFDA 20.507 Federal Transit - Formula Grants (Urbanized Area Formula Program)

Criteria — The grant agreement specifies that the District is to submit request for reimbursement not more
frequently than once a month, but at least quarterly, and that each report should be accompanied by the total
project expenditures, the percent and amount of Federal Transportation Administration funds to be
reimbursed, and a report describing the overall work status and progress on project tasks. All reports should
be reviewed and approved before being submitted.

Condition — Supporting documentation submitted for project progress was not adequately reviewed or
approved before submission to the grantor and was not submitted timely.

Questioned Costs — None

Context — Appropriate supporting documentation for all eight requests for reimbursement submitted during
the fiscal year was not submitted timely and management review was not appropriately documented.

Cause — Reporting requirements stated in the grant agreement were not adequately reviewed and understood.

Effect — Failure to review thoroughly all reporting requirements stated in the grant agreement could result in a
late or incomplete report and a failure to comply with grant requirements.

Recommendation — Ensure that a complete review of all requirements is performed before entering into the
grant agreement. If questions arise about the requirements, the grantor should be contacted at that time to

clarify what is required. In addition, all documentation submitted to the grantor should have a documented
internal review and approval by someone knowledgeable of the grant requirements before being submitted.

Views of Responsible Officials

Contact person — Kenneth R. Heffley, Chief Financial Officer

Corrective Action Planned — Starting on October 1, 2009, before being submitted to DART, all monthly and
quarterly documentation is reviewed and approved by Anna Letyushova, Accountant, who is knowledgeable
of the grant requirements. She ensures that all required information is included into each Request for
Reimbursement and the Quarterly Financial Report on Project Progress and that all documentation is
submitted in a timely fashion, and initials as evidence of her review.

Estimated Completion Date — This has been remediated as of October 20009.
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED SEPTEMBER 30, 2009

Pass-Through

Grantor's
Number Federal Grantor/Pass-Through Grantor/Program Title
U.S. DEPARTMENT OF TRANSPORTATION
Pass-Through Dallas Area Rapid Transit:
TX-95-X016-00 Federal Transit - Formula Grants (Urbanized Area Formula Program)

Total U.S. Department of Transportation

Total Federal Financial Assistance

CFDA Total
Number Expenditures
20.507 $ 1,206,134

1,206,134
$

See accompanying independent auditors' report and notes to the schedule of expenditures of federal awards.
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DALLAS COUNTY UTILITY AND RECLAMATION DISTRICT

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED SEPTEMBER 30, 2009

1. The accounting and financial reporting treatment applied to a fund is determined by its measurement
focus. The governmental funds are accounted for using a current-financial-resources measurement
focus. All federal grant funds were accounted for in the Capital Projects Fund, a component of the
governmental funds. With this measurement focus, only current assets and current liabilities,
generally, are included on the balance sheet. Operating statements of these funds present increases
(i.e., revenues and other financing sources) and decreases (i.e., expenditures and other financing uses)
in net current assets.

The modified accrual basis of accounting is used for the governmental funds. This basis of
accounting recognizes revenues in the accounting period in which they become susceptible to accrual
(measurable and available) and expenditures in the accounting period in which the fund liability is
incurred, except that principal and interest on general long-term debt are recognized when due.

Federal grant funds are considered to be earned when all eligibility requirements have been met. Any
excess of revenues or expenditures is recorded as deferred revenues or accounts receivable,
respectively.

2. The disbursement of funds received under federal grant programs generally requires compliance with
terms and conditions specified in the grant agreements and is subject to audit by the grantor agencies.
Any disallowed claims resulting from such audits could become a liability of the General Fund.
However, in the opinion of management, such disallowed claims, if any, will not have a material
effect on any of the financial statements of the individual fund types or on the overall financial
position of the District at September 30, 2009.
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