Dallas County Utility and Reclamation District
Management’s Discussion and Analysis (Unaudited)
For The Year Ended September 30, 2009

As management of the Dallas County Utility and Reclamation District (the District), we offer readers of the
District’s financial statements this narrative overview and analysis of the financial activities of the District for
the fiscal year ended September 30, 2009. Please read it in conjunction with the District’s financial
statements, which follow this section.

Financial Highlights

Overview of the Financial Statements

In the government-wide financial statements, liabilities of the District exceeded assets by
$228.8 million, with $18.4 million of unrestricted net assets.

The amount invested in capital assets net of related debt has a deficit of $247.1 million due to the fact
that the long-term debt exceeds the capital assets net of depreciation. The debt includes issuance
costs, capitalized interest, and interest accretion of capital appreciation bonds in addition to the
original cost of the capital assets. The capital assets are mainly infrastructure in nature and were
constructed to entice development within the District. Financing instruments, such as capital
appreciation bonds, were used in order to defer the repayment of the debt until sufficient tax base was
developed to support the debt payments.

The District’s total general revenues were $24 million for the year ended September 30, 2009, of
which $23.9 million were property taxes.

The District’s total program revenues were $5.1 million for the year ended September 30, 2009, of
which $1.7 million were water sales revenue.

The total cost of the District’s programs increased 3.2% to $27.5 million. The increase is mainly the
result of a new program to assess the environmental impact and study alternatives to linking the
District’s transit system with regional light-rail transit. This added program was funded by a federal
grant, which is reported under general revenue as intergovernmental revenue.

The fund balance for all governmental funds totaled $4.9 million. The Special Revenue Fund
was $2.3 million of this total.
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e The remaining statements are fund financial statements that focus on individual parts of the government,
reporting the District’s operations in more detail than the government-wide statements.

e The governmental funds statements tell how general government services were financed in the short term
as well as what remains for future spending.

o Proprietary fund statements offer short- and long-term financial information about the activities the
District operates like businesses, such as water supply.
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Figure A-2 summarizes the major features of the District’s financial statements, including the portion of the
District government they cover and the types of information they contain. The remainder of this overview
section of management’s discussion and analysis explains the structure and contents of each of the statements.

Government-wide Statements

The government-wide statements report information about the District as a whole using accounting methods
similar to those used by private-sector companies. The statement of net assets includes all of the
government’s assets and liabilities. All of the current year’s revenues and expenses are accounted for in the
statement of activities regardless of when cash is received or paid.

The two government-wide statements report the District’s net assets and how they have changed. Measuring
net assets, the difference between the District’s assets and liabilities, is one way to analyze the District’s
financial health or position.

e Over time, increases or decreases in the District’s net assets are an indicator of whether its financial health
is improving or deteriorating, respectively.

e To assess the overall health of the District, you need to consider additional non-financial factors such as
changes in the District’s tax base.

The government-wide financial statements of the District include the Governmental activities. Most of the
District’s basic services are included here, such as flood control, maintenance of lakes and channels, operation
of the transit system, and general administration. Property taxes finance most of these activities. The
government-wide financial statements also include Business-type activities, the most significant of which is
raw water supply.
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Fund Financial Statements

The fund financial statements provide more detailed information about the District’s most significant funds,
not the District as a whole. Funds are accounting devices that the District uses to keep track of specific
sources of funding and spending for particular purposes.

Some funds are required by State law and by bond covenants.

The Board of Directors establishes other funds to control and manage money for particular purposes or to
show that it is properly using certain taxes.

Funds of the District can be classified in three categories:

e Governmental funds—Most of the District’s basic services are included in governmental funds, which
focus on (1) how cash and other financial assets that can readily be converted to cash flow in and out and
(2) the balances left at year-end that are available for spending. Consequently, the governmental fund
statements provide a detailed short-term view that helps the user determine whether there are more or
fewer financial resources that can be spent in the near future to finance the District’s programs. Because
this information does not encompass the additional long-term focus of the government-wide statements,
we provide additional information at the bottom of the governmental funds statement, or on the
subsequent page, that explain the relationship (or differences) between them. The District maintains four
governmental funds.

o Proprietary funds—The District maintains two types of proprietary funds: enterprise funds and internal
service funds. Services for which the District charges customers a fee are generally reported in enterprise
funds. Proprietary funds, like the government-wide statements, provide both long- and short-term
financial information. The District uses internal service funds to report activities that provide supplies
and services for the District’s other programs and activities, such as the District’s Self Insurance Fund and
Vehicle Maintenance Funds.

e Fiduciary funds—The District is the trustee, or fiduciary, for certain funds. The District reports the
employee pension plan in a pension trust fund. The District’s fiduciary activities are reported in a
separate statement of fiduciary net assets and a statement of changes in fiduciary net assets. We exclude
these activities from the District’s government-wide financial statements because the District cannot use
these assets to finance its operations.

Notes to the Financial Statements—The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to the
financial statements can be found immediately following the basic financial statements.

Other Information—In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information concerning the District’s progress in funding its
obligation to provide pension benefits to the employees and certain budgetary comparison schedules.
Required supplemental information can be found after the notes to the financial statements.

The combining statements referred to earlier are presented following the required supplementary information.



FINANCIAL ANALYSIS OF THE DISTRICT AS A WHOLE

Net assets. The District’s net assets (liabilities) at September 30, 2009 and 2008 for governmental activities
and business-type activities were approximately $(235.5 million) and $6.7 million and $(236.9 million) and
$6.6 million respectively. (See Table A-1).

Table A-1
The District's Net Assets
(in millions of dollars)

Governmental Activities Total % Business-Type Activities Total %
Change Change
2009 2008 2009 2008
Current and Other Assets $ 18.3 $ 19.5 (6 %) $ 2.7 $ 2.4 13 %
Capital Assets 55.5 57.5 (3 %) 41 4.3 (5 %)
Total Assets 73.8 77.0 (4 %) 6.8 6.7 1%
Current Liabilities 9.3 9.1 2% 0.1 0.1 0%
Long Term Liabilities 300.0 304.8 (2 %) - - 0%
Total Liabilities 309.3 313.9 (1%) 0.1 0.1 0%
Net Assets:
Invested in Capital Assets
net of related debt (251.2) (253.4) (1%) 4.1 4.3 (5 %)
Restricted 0.0 0.1 (98 %) - - 0 %
Unrestricted 15.7 16.4 (4 %) 2.6 2.3 13 %
Total Net Assets $ (23550 $ (2369 (%) S 67 $ 6.6 2%

The unrestricted net assets represent resources available to fund the programs of the District next year.

The District’s liabilities for government activities exceed its assets resulting in a deficit of $235.5 million.
The main reason for the deficit is the issuance costs, capitalized interest, and interest accretion on capital
appreciation bonds. The District was created to construct certain infrastructure in an undeveloped area in
order to entice development within the District. Financing instruments, such as capital appreciation bonds,
were used in order to defer the repayment of the debt until after sufficient tax base was developed to support
the debt payments. That has in fact occurred as the tax base within the District now exceeds $2 billion. The
District expects to pay off the debt from collection of future property tax levies.

Changes in net assets. The District’s total revenues were $29.1 million. Eighty-two percent of the District’s
revenue comes from taxes. (See Figure A-3.) Another ten percent relates to charges for services.
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Table A-2
Changes in the District's Net Assets
(in millions of dollars)
Governmental Activities Total % Business-Type Activities Total %
Change Change
2009 2008 2009 2008

Revenues
Program Revenues

Charges for Services 1.1 1.0 10% 1.7 19 (11%)

Capital Grants and Contributions 2.3 - 100% - -- -
General Revenues

Property Taxes 23.8 21.1 13% . - -

Investment Earnings 0.1 0.7 (86%) 0.0 0.1 (70%)

Intergovernmental Revenue - 0.7 (100%) - -- --

Other - 0.1 (100%) - -- --
Total Revenues 27.3 23.6 16% 1.7 2.0 (14%)
Expenses
General Government 2.3 0.7 229% -- - -
Finance and Administration 0.8 0.9 (11%) - - -
Systems Maintenance 4.1 4.0 2% -- -- --
Reclamation Maintenance 0.0 0.1 (97%) - - -
Area Personal Transit System 0.8 0.8 0% -- -- -
Service Center Operation 0.2 0.2 0% -- - -
Rehabilitation 0.2 0.4 (50%) - - -
Interest Expense 175 17.9 (2%) - - -
Raw Water Supply - - -- 1.6 1.6 0%
Leased Properties -- -- - 0.0 0.1 (60%)
Total Expenses 25.9 25.0 4% 1.6 1.7 (4%)
Excess (Deficiency) of Revenues
Over Expenditures 1.4 (1.4) 200% 0.1 0.3 (70%)
Special Items:
SWAP termination cost - 9.5 (100%) -- -- -
Change in Net Assets 1.4 (10.9) 113% 0.1 0.3 (67%)
Beginning Net Assets (Liabilities) (236.9) (226.0) 5% 6.6 6.3 5%
Ending Net Assets (Liabilities) (235.5) (236.9) (1%) 6.7 6.6 2%




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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