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In accordance with the requirements of City Ordinance No. 75686, we are pleased to submit herewith the
Comprehensive Annual Financial Report (CAFR) of the San Antonio Water System (SAWS) for the year
ended December 31, 2009. We believe that the financial and statistical information presented in the report is
accurate in all material respects and that all disclosures necessary to enable the reader to gain an
understanding of SAWS’ financial status have been included.

The information contained in this report is the responsibility of management. Management assumes this
responsibility based upon a comprehensive framework of internal control that it has established for this
purpose. This internal control structure has been designed to ensure that the assets of SAWS are protected
from loss, theft, or misuse and to ensure that adequate accounting data are compiled to allow for the
preparation of financial statements in conformity with generally accepted accounting principles. The internal
control structure is designed to provide reasonable, but not absolute, assurance that the objectives are met.
The concept of reasonable assurance recognizes that (1) the cost of a control should not exceed the benefits
likely to be derived and (2) the valuation of costs and benefits requires estimates and judgments by
management.

City Otrdinance No. 75686 also requires that the annual financial report be submitted for audit by an
independent accountant. The report of our independent auditors, Padgett, Stratemann & CO., L.L.P. is
included in the financial section of the 2009 CAFR. Their report expresses an unqualified opinion as to the
fairness of the presentation of our financial statements. As a part of SAWS’ audit, tests are made to
determine the adequacy of the internal control structure, as well as to determine that SAWS has complied
with applicable laws, regulations, and ordinances. The results of the audit of SAWS for the year ended
December 31, 2009, provided no instances of material weaknesses in the internal control structure.

The Management Discussion and Analysis (MD&A) beginning on page 3 provides a narrative introduction,
overview, and analysis of the basic financial statements. This transmittal letter complements the MD&A and
should be read in conjunction with it.

PROFILE OF SAN ANTONIO WATER SYSTEM

On February 13, 1992, the City Council determined that it was in the best interest of the citizens of San
Antonio (the City) and the customers served by the water and wastewater systems to consolidate all water
systems, agencies and activities into one institution. This action was taken due to the myriad of issues
confronting the City related to the development and protection of its water resources. Such consolidation
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provided the City a singular voice of representation when promoting or defending the City's goals and
objectives related to water resource planning and development with local, regional, state and federal water
authorities and officials.

Final City Council approval for such consolidation was given on April 30, 1992 with the approval of
Otrdinance No. 75686 which effectuated the consolidation of all city owned utilities related to water including
the water, wastewater, and water reuse systems as SAWS. Simultaneously with the creation of SAWS, the
City defeased all outstanding debt related to the consolidated entities through the issuance of Water System
Revenue Refunding Bonds, Series 1992.

The City, which is the county seat of Bexar County, is located in south central Texas, approximately 75 miles
south of the state capital of Austin and 145 miles from the Mexican border. The City’s Department of
Planning and Development Services estimated the City’s population to be 1,340,549 and Bexar County’s
population at 1,676,847 as of the end of December 2009. The U.S. Census Bureau ranks San Antonio as the
second largest city in Texas and the seventh largest city in the United States. The climate in San Antonio is
characterized by warm summers with mild winters. The average high temperature in July and August is 95
degrees Fahrenheit with the average low temperature in January of 39 degrees. Annual precipitation for the
City averages 32.92 inches.

SAWS includes all water resources, properties, facilities, and plants owned, operated and maintained by the
City relating to supply, storage, treatment, transmission, and distribution of treated potable water; collection
and treatment of wastewater; and treatment and recycling of wastewater. Additionally, SAWS owns and
operates eight thermal energy facilities providing chilled water and steam services to governmental and private
entities. SAWS currently provides potable water service to more than 352,000 customer connections which
represents about 80% of the water utility customers in Bexar County, while providing wastewater services to
more than 395,000 customer connections representing approximately 92% of the wastewater customers in
Bexar County. As of December 31, 2009 SAWS employs 1,696 personnel and provides maintenance of over
9,950 miles of water and sewer mains.

The complete management and control of SAWS has been vested in a board of trustees known as the "San
Antonio Water System Board of Trustees." The Boatrd of Trustees consists of the Mayor and six Trustees
who are residents of the City of San Antonio or reside within the area serviced by SAWS. With the exception
of the Mayor, all other trustees are appointed by the City Council for four year staggered terms and are
eligible for reappointment for one additional four-year term. Four Board members must be appointed from
four different quadrants in the City and two Board members are appointed from the north and south sides of
the City.

The general operations of SAWS are under the supervision of the President/Chief Executive Officer who is
employed by the Board of Trustees.

The financial statements of SAWS are included with other enterprise funds in the CAFR of the City of San
Antonio. The 2009 CAFR for SAWS includes all activities and functions for which the Board of Trustees
exercises management and control. As the City Council has placed absolute and complete authority and
power in the Board of Trustees with respect to the control, management, and operation of SAWS, except for
fixing rates and charges for service rendered by SAWS and approval of debt issuances, it is the practice of
SAWS to prepare its CAFR on a comprehensive basis.
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The mission, vision and values of the San Antonio Water System are as follows:

Mission
Sustainable, Aftfordable, Water Services

Vision
To be leaders in delivering responsible water services for life

Values
Excellence, Integrity and Respect.

Financial planning is critical for SAWS to accomplish this mission. In order to adequately plan for water
sources and appropriate infrastructure, models have been developed to analyze the impacts of various growth
and replacement scenatios on the company's financial position. Some of these models have a short-term
focus, some are mid-range models, and some are long-term.

Short-term planning is mainly focused in two areas, cash management and expense tracking. The Treasury
function at SAWS balances the need for adequate cash resources and the desire to maximize returns on
assets. The Budgeting function at SAWS analyzes the monthly spending requirements in view of other
corporate obligations, such as ordinance requirements and obligations to bond holders.

Mid-range planning mainly focuses on the next year's activities. A comprehensive financial plan is developed
using updated revenue forecasts, operating and maintenance estimates, capital requirements, and interest rate
forecasts.

Long-range planning is the heart of SAWS’ planning activities. Statistical models are used to estimate
customer growth and water usage patterns. These are fed into a revenue model that incorporates the various
rate class prices to produce detailed revenue forecasts. Simultaneously, the company produces capital and
operating and maintenance budgets, from which twenty-year estimates are developed. Upon receiving these
inputs, the financial planning model uses a debt optimization process to determine the correct balance and
timing of funding sources.

The Annual Budget is prepared on a comprehensive basis and as such includes an Operating Budget that
includes all water, wastewater, chilled water and steam, and reuse operations as well as a Capital Budget. The
Annual Budget is prepated in such a manner that expenses may be controlled on a line-item basis.
Encumbrances are not formally recorded in the accounting system, however, SAWS monitors and controls
spending by utilizing variance reports for each of its cost centers. Variance justifications are prepared
monthly by executive management and formally reviewed by the President/CEO. SAWS’ Board of Trustees
approved the Annual Budget for 2010 in November 2009.

ECONOMIC CONDITIONS AND OUTLOOK
LOCAL ECONOMY

The San Antonio economy has experienced robust, sustained growth since the mid-1990’s. This economic
growth coupled with the net in-migration trends experienced in many areas of Texas has resulted in
population growth that has exceeded national averages. The rate of this growth peaked during 2006 when
SAWS experienced customer growth in excess of 3.5%. Since the latter half of 2007, the effects of the
downturn in the national economy have begun to be felt in the San Antonio area with the level of customer
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growth slowing to 2.7% in 2007, to 2.0% in 2008, and 1.1% in 2009. While not immune to the challenges
being faced within the global economy, the diversity of the San Antonio economy does provide some stability
through economic cycles. Specifically, San Antonio’s strategic positions in key growth sectors including
government and military, biomedical sciences, medical services, information services, tourism and hospitality
contribute to this stability.

A summary of San Antonio’s nonagricultural employment by industry for the preceding ten years is as
follows:

San Antonio MSA Non-Farm Employment by Industry

as of December of cach year 2009 * 2008 2007 2006 2005 2004 2003 2002 2001 2000
Natural Resoutces, Mining and Construction 55,300 57,100 55,800 50,600 49,300 46,100 44,600 44,500 46,700 44,200
Manufacturing 42,000 46,200 49,000 49,800 47,400 45,700 46,000 48,400 51,300 56,100
Trade, Transportation and Utilities 150,800 153,000 155600 152,700 145500 141,200 139,900 141200 142,100 145,600
Information 19,800 20,800 21,500 21,900 21,100 21,000 22,500 22,400 24,900 25,300
Finandal Adtivities 66,900 66,800 65,800 64,900 63,700 61,800 61,100 61,200 59,300 57,600
Professional and Business Services 102,400 107,000 107,300 104,000 101,100 89,400 88,400 87,800 85,500 90,300
Eduational and Health Services 121,800 122,400 116900 112,100 110,200 105,600 101,800 99,500 95,700 90,900
Leisute and Hospitality 98,300 97,100 95,700 91,300 87,200 84,200 81,400 80,000 77,200 76,600
Other Services 32,100 31,700 30,200 28,500 26,900 26,900 27,700 28,600 27,700 27,900
Government 158,300 154,600 154100 150,000 146,900 144300 144000 144,600 141,900 140,000

Total Non-Farm Employment 847,700 856,700 851,900 825,800 799,300 766,200 757,400 758,200 752,300 754,500

Source: U.S. Bureau of Labor Statistics

* Preliminary

Other indicators of the local economy include residential building permits as well as the average value of each
new residential housing unit as indicated in the table below.

2009 * 2008 2007 2006 2005 2004 2003 2002 2001 2000

MSA New Residential
Housing Units Authorized 5,950 10,574 13,295 19,761 22,305 17,539 13,375 12,772 12,703 10,594
(Single & Multi-Family)

MSA Average Value of

Each New Residential

Housing Unit (Single &
Multi-Family)

Source: U.S. Census Bureau

$ 178244 $ 136,740 $ 154958 $ 137,100 $ 125942 $ 120246 §$ 123778 § 83428 § 78788 $ 81,953

* Preliminary

Additional information regarding demographic and economic conditions for San Antonio can be found in the
Statistical Section of this report on pages 93 and 94.

LONG-TERM FINANCIAL PLANNING
Capital Improvement Program

Capital spending associated with the acquisition and integration of additional water supplies as well as capital
requirements associated with maintaining and replacing existing infrastructure will necessitate future rate
adjustments. Over the next five years it is currently projected that SAWS will expend more than $500 million
in procuring and developing additional water resources, while over this same time period it is projected that
an additional $950 million will be spent on maintaining, replacing, expanding and upgrading our water and
wastewater infrastructure. A graphic depiction of SAWS’ projected capital spending requirements by core
business follows:
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The projected capital spending requirements over this five year time horizon include:

Medina Ontfall (§140.2M) — The Medina River Outfall is a proposed major wastewater outfall comprised of six
trunk segments which together make up approximately 33 miles of wastewater outfall running from the Far
West area in the Medina River Watershed to the south and east along the north side of the Medina River and
ultimately flowing into the Dos Rios Water Treatment Center.

Dos Rios Re-rating (§53.7M) — This project is the first of eight phases to re-rate the Dos Rios water recycling
center from its currently permitted rated capacity of 125 mgd (million gallons per day) to 217 mgd. The re-
rating is necessary to address future increased flows to the plant due to growth in the San Antonio
metropolitan area. The first phase will not only provide capacity for growth, but will also improve the Dos
Rios treatment process by focusing on the preliminary treatment part of the plant. Specifically, the project
will add a new and improve the existing influent pipe/meter; provide additional by-pass step screens;
retrofit/replace the aerated grit chamber; and make improvements to the pre-aerated chambers.

Western Relief Main Hwy 90 to Loop 410 (§64.8M) — This project is a wastewater infrastructure improvement
identified in the SAWS Wastewater Master Plan. Approximately 47,520 linear feet of 54” to 66” main will be
rehabilitated and or replaced with larger mains to replace aging infrastructure and provide additional capacity
for growth.

Integration Pipeline & Pump Station (§160.8M) — Design services and construction for pump station facilities and
pipelines necessary to integrate water supplies originating south and east of San Antonio, including water
treated at the Aquifer Storage and Recovery facility, into the western portion of SAWS’ service area.

Brackish Water Desalination (§142.2M) — Development of a brackish water desalination plant is being planned
for installation in southern Bexar County. Brackish groundwater could provide SAWS with a potential new
source of water that can be developed close to San Antonio. The initial phase of the project is projected to
treat 11, 800 acre-feet per year. The treatment plant will be designed to accommodate additional upgrades
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and technologies. Future phases could develop brackish resources in neighboring counties and bring the total
yield of the project up to 22,000 acre-feet annually.

Consistent with SAWS’ capital financing policy, it is currently SAWS’ intention to finance approximately one-
third of these future capital expenditures with cash as opposed to debt financing. Despite this fact, it is still
projected that SAWS overall debt burden will continue to grow over the next five years. Going forward,
increasing debt service costs are anticipated to have the most significant impact on SAWS’ overall financial
position. In response to these higher levels of debt service, SAWS is actively attempting to identify further
operational efficiencies while at the same time evaluating the existing rate structure and absolute level of rates

charged.

Rate Adjustments and Rate Structure Review

While successful in developing a budget that did not require any general rate increase, the 2010 Adopted
Budget does reflect a line item that will appear on monthly bills to cover the cost of increased fees assessed
from the state’s environmental regulatory agency, the Texas Commission on Environmental Quality (TCEQ).
As a result of fewer appropriated dollars from the state legislature, TCEQ has increased its fees to water and
wastewater utilities. It is currently estimated that SAWS will pay an additional $1.2 million to TCEQ in 2010,
an increase of 335% from 2009. A direct pass through of these fees to customers on their monthly bills was
recommended by the Board of Trustees in November 2009 and approved by the City Council in December
2009. Specifically, the approved pass-through fees amount to 19 cents per SAWS water connection and 5
cents per SAWS sewer connection and are effective beginning in January 2010.

Also in 2009, the Rates Advisory Committee, a panel of citizens appointed by the SAWS Board of Trustees,
completed work on a Comprehensive Cost of Service and Rate Design Study. The purpose of the study was
to provide SAWS with information concerning the rate structures for the core businesses of Water Delivery,
water resource development (Water Supply), Recycled Water, and Wastewater. SAWS conducts such studies
with the oversight and involvement of a Rates Advisory Committee about once every five years.

The Rate Study was conducted over a 16-month period through a public process with involvement from
many sectors of the community. As the study proceeded, the RAC aligned its rate structure
recommendations with the conservation objectives of the Water Management Plan - namely, rates which
reward lower consumption and discourage discretionary water usage. Over 90% of residential water
customers using less than 17,000 gallons per month would see decreases in their current monthly charges
under the study’s proposals, while significant irrigation usage will become more expensive. The final report’s
proposed rates would continue to maintain the financial stability of SAWS while remaining revenue neutral.
At the same time, the proposals will retain SAWS’ position among the other top ten Texas cities as being
among the lowest in combined monthly water and sewer charges for the average residential customer (7,788
gallons of monthly water consumption/6,178 gallons of sewer discharge). Action with respect to the Rate
Study’s recommendations is anticipated by the SAWS Board and the City Council in 2010.

Beyond 2010, SAWS’ current projections show the need for future rate adjustments ranging from 6.3% to
7.5% over the time period 2011 — 2014. While SAWS’ existing rate structure, which is more than 20% lower
than the average of the other six largest Texas cities for SAWS average residential customer, is well placed to
absorb these additional rate increases, SAWS is aggressively trying to identify additional opportunities to
mitigate at least a portion of these increases.

Post-Retirement Medical Benefits

As discussed more fully in Note J, “Other Post Employment Benefits (OPEB)”, SAWS provides health care
and life insurance benefits to eligible retirees, their spouses, and their dependents through a single-employer
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defined benefit plan. The most recent actuarial valuation of SAWS OPEB plan estimated the liability for this
plan to total approximately $297.3 million as of January 1, 2009. As of December 31, 2009 no portion of this
liability has yet been funded, although approximately $46 million of this actuarially determined liability has
been recorded on SAWS’ balance sheet in accordance with the provisions of GASB 45. With the significant
escalation in health care costs experienced over the last 20-plus years, proper management of this liability is
critical to ensuring the strong financial position of SAWS going forward.

FINANCIAL POLICIES
Rates and Charges

During the development of the Annual Budget, SAWS develops revenue budgets and related rates and
charges sufficient to:
a. Pay operating and maintenance expenses;
b. Produce pledged revenues sufficient to pay:
i, 1.25 times the annual debt service requirements and
ii.  The amounts required to be deposited in any reserve fund created for the payment and
security of senior lien obligations;
c. pay outstanding debt service obligations;
d. fund transfers to the City of San Antonio; and
e. pay any other debt payable from the net revenues.

SAWS’ revenue budgets are based on projected customer growth as well as water and wastewater usage
patterns during periods of normal precipitation. During years where rainfall is lower than normal, water usage
increases and SAWS’ operating revenues generally exceed forecasted amounts. SAWS uses these excess
revenues to minimize future debt financing of its capital projects and to buffer the impact of wetter than
normal years on revenues. As a result of drought restrictions during 2009, operating revenues fell below
budget by $2 million.

Capital Financing

SAWS’ capital financing consists of two types of funding: pay as you go financing and debt financing. Pay as
you go financing is an integral part of SAWS’ overall financing plan. Pay as you go financing is defined as all
soutces of funding other than debt issuance and includes unrestricted fund balances, developer contributions,
investment earnings and grants. Debt financing consists of commercial paper issuances as well as revenue
bond funding. The use of commercial paper serves as just-in-time debt financing and helps to reduce interest
costs during the construction phase of capital projects. Eventually, revenue bonds are issued to term out the
commercial paper borrowings. SAWS’ goal is to fund approximately 30%-35% of annual capital expenditures
with pay as you go financing. This level will vary based on the availability of funds. During 2009, SAWS’
capital expenditures totaled $250.2 million with 27% or $68.1 million of those expenditures having been
funded with pay as you go sources. While the percentage of 2009 cash funding fell slightly below our stated
goal, in 2008 the percentage of cash funded CIP totaled 52%.

MAJOR INITIATIVES
Conservation

As evidenced by our five year capital spending projections, the cost of developing and acquiring additional
water supplies to meet the increased water demands of San Antonio’s projected future population is
extremely high. SAWS recognizes that efforts to improve conservation are a cost efficient approach to
minimizing the increase in demand for water caused by population growth. Beginning in 1994, SAWS
implemented progressive water conservation programs aimed at reducing the number of gallons of water
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used per person per day (gpcd). These programs target both indoor and outdoor residential use, commercial
and industrial use, and agriculture irrigation.

Residential programs include the distribution of high-efficiency toilets, providing leak repairs and retrofits to
qualified low-income customers and providing free irrigation system reviews to ratepayers to determine
maintenance needs and make suggestions for improving efficiency. Commercial programs include providing
rebates for the installation of high-efficiency toilets and other water conserving equipment as well as
providing free cooling tower audits to customers to identify opportunities for water and energy savings.
SAWS has also partnered with the USDA and farmers to acquire efficient irrigation systems in exchange for
Edwards Aquifer water rights.

Some highlights of SAWS’ conservation initiatives during 2009 included:

e total annual water savings of approximately 2,918 acre feet

e retrofit of 9,860 residential high efficiency toilets

e retrofit of 9,043 commercial high-efficiency toilets

e hosted 53 conservation workshops and reached over 96,000 people at workshops and events
throughout the community

e conducted 1659 indoor and outdoor audits for customers

e publication of a weekly WaterSaver e-newsletter currently reaching 8,000 people each week

e management of drought restrictions for the community that resulted in SAWS meeting all it’s
regulatory obligations under it’s water permits

SAWS’ conservation efforts over the last three decades have had a dramatic impact on water usage per
customer. While years with dry weather result in spikes in the gpcd, the chart below shows the trend in gped
has been steadily declining. This decline translates into a significant reduction in the amount of water
supplies SAWS will need to obtain to meet future demands for water.

San Antonio Water System
Gallons Per Capita Per Day (GPCD)
1979 - 2009
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Water Management Plan

In May 2009, the Board of Trustees approved, and the City Council endorsed, a Water Management Plan.
This plan reflects the continuing efforts of the organization to update and revise its water resources planning
efforts as conditions warrant. Specifically, SAWS evaluated its existing water supply projects and refined a
series of conservation and water resource strategies that will enable it to provide adequate water supplies,
even during critical drought periods. The objectives of the planning efforts are to postpone dependence on
more costly resources, when possible; to promote greater use of non-Edwards Aquifer supplies in the long-
term;, and to recognize the reality that future water supplies must be affordable.

The strategies outlined in the 2009 Water Management Plan build on the last major plan revision approved in
August 2005. The plan is a continuation of the process that began in 1996 to maintain a fifty-year plan with
the feedback of various stakeholder groups in both the community and region at large. In 1996, the City
Council appointed a 34-member citizens committee to develop strategic policies and goals for water resource
management. The Citizens Committee on Water Policy report, entitled “A Framework for Progress:
Recommended Water Policy Strategy for the San Antonio Area,” was unanimously accepted by City Council,
becoming the foundation for SAWS’ “Water Resources Plan.” On November 5, 1998, the City Council
accepted the Water Resources Plan “Securing Our Water Future Together” as the first comprehensive widely
supported water resource plan for San Antonio. The 1998 Plan established programs for immediate
implementation, as well as a process for developing long-term water resources. In October 2000, the City
Council created a permanent funding mechanism (known as the Water Supply Fee) for water supply
development and water quality protection through Ordinance No. 92753. The Water Supply Fee provides a
specific fund for the development of water resources.

The 2009 Water Management Plan outlines a diversified portfolio of San Antonio’s current and future water
supplies. While the Edwards Aquifer will always be the cornerstone of San Antonio’s water supply, SAWS
has already successfully developed several alternative water sources, such as Canyon Lake, the Trinity Aquifer,
and the Carrizo Aquifer. SAWS’ recycled water program provides highly treated wastewater to CPS Energy
and other industrial customers who would otherwise use potable water. Additionally, SAWS’ underground
Aquifer Storage and Recovery reservoir allows for the collection and storage of Edwards Aquifer water
during above average rainfall periods to be provided to our customers during times of drought. Funded by
SAWS customers through the Water Supply Fee, these successful projects represent an investment of more
than $600 million over the last 9 years.

Throughout 2009, SAWS was very active in acquiring additional Edwards Aquifer water rights through either
lease or purchase with a total of more than 26,000 acre-feet of Edwards Aquifer permits being added to
SAWS’ inventory over the course of the year. As of December 31, 2009 SAWS’ total inventory of Edwards
permitted rights stands at 251,411, with more than 220,000 acre-feet of this inventory owned and the
remainder leased. SAWS has also leased an additional 7,325 in Edwards rights that will be available in 2010.
As a result of the increased amount of Edwards permits, SAWS was also able to add more than 15,500 acre-
feet of water to it’s ASR bringing the total amassed storage to more than 67,000 acre-feet as of December 31,
2009.
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The following pie chart illustrates SAWS’ water supply sources as of December 31, 2009 under non-drought
conditions:

ASR Underground
Storage, 67,000 AF
Recycled Water 16% Canyon Lake, 9,300
(oth(;rsc(t).lg'go:;:ers), \ 5‘; Carrizo Aquifer, 6,400
’ ° AF
8% / 2%
Trinity Aquifer, 3,500
B AF
1%

Recycled Water (CPS
Energy), 50,000 AF
12%

Existing water supplies under non-drought conditions

Integrated Software System

The organization continues to implement its integrated software system, called ERSS (Enterprise Resource
Software System), delivering current information systems to replace numerous SAWS legacy systems. The
project began in 2006 with an initial budget of $13.7 million. In 2007, the Finance, Procurement, Human
Resources and Payroll applications were implemented. During 2008, SAWS went live with additional
applications including Budget and Planning, Work Order/Setvice Order and Asset Management, and phase
one of Permitting. The original budget increased in 2007 and 2008 by $4.2 million and $3.4 million
respectively. To complete the remaining two applications (Customer Information System and phase two
Permitting) an additional $10.6 million has been included in the approved 2010 Budget. Once complete, the
new applications portfolio will allow for improved functionality, organizational effectiveness, and
sustainability.
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Expanded Sewer Line Cleaning Activities

As discussed more fully in Note H, “Contingencies and Commitments”, SAWS expanded its sewer line
cleaning activities during 2009, with this initiative continuing into 2010 and beyond. Depending on the
findings from cleaning a line, SAWS may make a decision to televise the sewer line in order to further assess
the condition of the pipe and available capacity within the line. It is possible that these increased cleaning and
inspection efforts may result in additional requitements for sewer repairs or main replacement activities.

Debt Management

SAWS took advantage of several federal and state programs to fund capital improvement projects at
subsidized interest rates which will lower SAWS” overall cost of funds going forward. As outlined in Note G,
“Long Term Debt”, SAWS issued $102,750,000 in Build Ametica Bonds and $35,000,000 in bonds under the
Texas Water Development Board’s Water Infrastructure Fund Deferred Program. These two bond issues,
along with the $54,300,000 issued to the Texas Water Development Board under the State Revolving Fund
Program, received a direct subsidy in the form of reduced interest rates at the time of issuance or will receive
an interest rate subsidy at each semi-annual interest payment. By taking advantage of these programs, a
savings of approximately $32 million in interest payments will be realized over the next 30 years.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Repotting to SAWS for its Comprehensive Annual
Financial Report for the year ended December 31, 2008. In order to be awarded a Certificate of
Achievement, a government unit must publish an easily readable and efficiently organized Comprehensive
Annual Financial Report whose contents conform to program standards. Such reports must satisfy both
generally accepted accounting principles and applicable legal requirements. SAWS has teceived this
recognition for its comprehensive annual financial report for sixteen consecutive years. We believe our
current report continues to conform to the Certificate of Achievement Program requirements and we atre
submitting it to GFOA.

SAWS also received the GFOA's Distinguished Budget Presentation Award for its annual budget document
for the fiscal year beginning January 1, 2009. This is the third time that SAWS has received this award. In
order to receive this award, SAWS must publish a budget document that meets program criteria as a policy
document, as an operations guide, as a financial plan and as a communications device. The budget document
for the fiscal year beginning January 1, 2010 has also been submitted to the GFOA.

The timely preparation of the CAFR for the year ended December 31, 2009 could not have been
accomplished without the cooperation and dedicated services of the Accounting Division under the direction
of Mrs. Mary Bailey. We also wish to express sincere appreciation to each member of the Board of Trustees
for the interest and support provided in conducting the financial affairs of SAWS in a sound and progressive
manner.

Respectfully submitted,
Robert R. Puente Douglas P E nson
President/Chief Executive Officer Sr.Vice President/Chief Financial Officer
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PS&Co.
Padgett Stratemann & Co. LLP

CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

Independent Auditors’ Report

To the Board of Trustees
San Antonio Water System
San Antonio, Texas

We have audited the accompanying balance sheets of San Antonio Water System (“SAWS”),
a component unit of the City of San Antonio, Texas, as of December 3 1, 2009 and 2008, and the
related statements of revenues, expenses, and changes in equity and cash flows for the years then
ended. These financial statements are the responsibility of SAWS’ management. Our
responsibility is to express an opinion on these financial statements based on our audits,

We conducted our audits 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. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of SAWS’ internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of SAWS as of December 31, 2009 and 2008, and the results of its
operations and its cash flows for the years then ended, in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated
March 23, 2010 on our consideration of SAWS? internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
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testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting ot on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of the audit. :

The Management’s Discussion and Analysis and the Post Employment Benefit Plans —
Schedules of Funding Progress (Unaudited) are not a required part of the financial statements,
but are supplementary information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion
on it. ’

Our audits were conducted for the purpose of forming an opinion on the financial statements that
collectively comprise SAWS” financial statements. The Description of Funds and Combining
Schedules, and Supplemental Schedules, as listed in the table of contents, and the accompanying
Schedule of Expenditures of Federal Awards, required by the United States Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Nonprofit
Organizations, are presented for purposes of additional analysis and are not a required part of the
financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the financial statements and, in our opinion, is fairly stated, in all material respects,
in relation to the financial statements taken as a whole. '

The Introductory Section, Statistical Section, and Bonded Debt Schedules and Analyses, as listed
in the table of contents, have not been subjected to the auditing procedures applied in the audit of
the financial statements and, accordingly, we express no opinion on them.

WW{'%) LLP

Certified Public Accountants
March 23, 2010



Management’s Discussion and Analysis

This Management Discussion and Analysis (MD&A) serves as an introduction to the basic financial
statements and provides a narrative overview and analysis of financial activities and performance as detailed
in the Comprehensive Annual Financial Report (CAFR) for the fiscal year ending December 31, 2009. Please
read it in conjunction with the transmittal letter at the front of this report and SAWS’ financial statements
including the notes to the financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

e Total assets increased by $304.1 million as compared to 2008 largely reflecting the more than $250
million in spending on capital assets during 2009.

e Taking advantage of the historically low interest rate environment and its strong credit ratings, SAWS

issued $368.1 million of long-term bonds during 2009 with a weighted average true interest cost of
3.99%.

e Total cash and investments increased from $478.9 million at the end of 2008 to $576.7 million at the
end of 2009.

e Total revenues were impacted by restrictions on outdoor water usage as well as historically low
interest rates and totaled $373.6 million compared to $392.3 million in 2008.

e  Operating income declined 26.4% to $63 million as a result of the reduced revenues and higher
operating costs.

e SAWS’ year end 2009 equity ratio of 46.5% remains strong, although lower than the 49.1 % ratio at
the end of 2008.

OVERVIEW OF THE FINANCIAL STATEMENTS

MD&A is intended to serve as an introduction to the basic financial statements, which are comprised of four
components:

®  Balance sheets - present information on all of SAWS’ assets and liabilities as of the end of each calendar
year, with the difference between the two reported as equity. Over time, increases or decreases in
equity may serve as a useful indicator of whether the financial position of SAWS is improving or
deteriorating.

o Statements of revenues, expenses and changes in equity - present information showing how equity changed
during the years presented on an accrual basis. This statement measures the success of SAWS’
activities and can be used to determine whether SAWS has successfully recovered all its costs
through its rates and other charges.

o Statements of cash flows — reflect cash receipts and payments for operating, non-capital financing, capital
and related financing, and investing activities for the years presented.

o Notes to financial statements - provide additional information that is essential to a full understanding of
the data provided in the financial statements, such as SAWS’ accounting policies, significant account
balances and activities, material risks, obligations, commitments, contingencies and subsequent
events, if any.



Supplementary information is presented for additional analysis and is not a required part of the basic financial
statements.

Reguired Supplemental Information — Information is presented concerning SAWS’ progress in funding its
obligations to provide pension and other post employment benefits to its employees.

Description of Funds and Combining Schedules — SAWS has established certain self-balancing funds to
comply with state law and bond covenants for purposes of internal control and reporting. The fund
financial schedules keep track of specific sources of funding and spending for particular purposes
and provide more detailed information about SAWS’ most significant funds.

Supplemental Schedules — Includes schedules that provide information relative to the sources and uses of
funds in accordance with SAWS’ founding ordinance, budgetary information, and more detailed
information on SAWS’ capital assets and allowance for depreciation.

Statistical Section — Presents detailed information as a context for understanding what the information
in the financial statements, note disclosures and required supplementary information says about
SAWS’ overall financial health.

Bonded Debt Schedules and Analyses — Includes detailed schedules that provide information relative to
SAWS’ various bond obligations.

Federal Award Section — Information is presented related to the single audit act in conformity with the
provisions of the Single Audit Act Amendments of 1996 and the U.S. Office of Management and
Budget Circular A-133 “Audits of States, Local Governments, and Non-Profit Organizations”.

FINANCIAL ANALYSIS — FINANCIAL POSITION

CONDENSED BALANCE SHEETS 2009-2008 2008-2007
As of December 31, Increase % Increase %
(amounts in thousands) 2009 2008 2007 (Decrease) Change  (Decrease) Change
Current assets ) 321,640  § 352112 § 323374 § (30472) 9%) § 28738 9%
Capital assets, net 3,174,264 2,967,190 2,697,592 207,074 7% 269,598 10%
Other non-curtent assets 325427 197,917 229,662 127,510 04% (31,745)  (14%)
Total Assets 3 3821331 § 3517219 § 3,250,628 § 304,112 9% § 266,591 8%
Current liabilities ) 117,064 3 126963 $ 100470 §  (9,899) (8%) $§ 26493 26%
Non-current liabilities 1,925,659 1,664,407 1,580,229 261,252 16% 84,178 5%
Total Liabilities 2,042,723 1,791,370 1,680,699 251,353 14% 110,671 7%
Equity:
Invested in capital assets, net
of related debt 1,521,466 1,466,651 1,314,343 54,815 4% 152,308 12%
Restricted equity 103,639 69,269 50,891 34,370 50% 18,378 36%
Unrestricted equity 153,503 189,929 204,695 (36,426) (19%) (14,766) (%)
Total Equity 1,778,608 1,725,849 1,569,929 52,759 3% 155,920 10%
Total Liabilities and Equity $ 3821331 § 3517219 § 3,250,628 § 304,112 9% § 266,591 8%

Equity: Over time, increases or decreases in equity may serve as a useful indicator of whether the financial
position of SAWS is improving or deteriorating. As can be seen, SAWS’ equity increased $52.8 million or 3%
from 2008 to 2009 and increased $155.9 million or 10% from 2007 to 2008.



Total Equity

$1,800
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$1,200
$1,000
(amounts in millions)
$800
$600
$400
$200
S0
. 2009 2008 2007
M Unrestricted $153.5 $189.9 $204.7
M Restricted for Reserve Fund $41.5 $11.2 -
O Restricted for Debt Service $27.5 $25.8 $21.3
M Restricted for Operating Reserve $34.6 $32.3 $29.6
M Invested in Capital Assets, net of debt $1,521.5 $1,466.7 $1,314.3

The largest portion of SAWS’ equity reflects its investment in capital assets, less the related debt to acquire
those assets. The capital assets reflected on this line represent the utility plant assets that SAWS utilizes to
generate revenues to service the debt obligations and pay the operating costs of the organization. Any cash
and investment amounts restricted for construction purposes are also reflected in these totals. The $54.8
million increase from 2008 to 2009 reflects $66.9 million of capital contributions from developers as well as
the funding of 2009 capital expenditures with renewal and replacement funds offset by the depreciation
expense for the period. The $152.4 million increase in SAWS’ equity invested in capital assets that took place
between 2007 and 2008 reflects $128.9 million of capital contributions from developers and funding of
capital expenditures with non-debt sources partially offset by 2008 depreciation expense.

Funds that have been restricted for a specific purpose by legally enforceable legislation and bond covenants
are classified as restricted equity. The components of restricted equity include funds Restricted for Operating
Reserve, Restricted for Debt Setrvice and Restricted for Reserve Fund.

As of December 31, 2009, $34.6 million of cash and investments was classified as Restricted for Operating
Reserve. This amount is restricted in accordance with the requirements of City of San Antonio Ordinance
75686 that calls for the establishment and maintenance of an operating reserve of two months of the annual
maintenance and operations budget. The amount of cash and investments restricted for this purpose will
vary with any changes in the budgeted level of maintenance and operations expense for the next ensuing year.






Compliance and Other Matters

As part of obtaining reasonable assurance about whether SAWS’ financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, and the Public Funds Investment Act,
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.
The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards or the Public Funds Investment
Act.

We noted certain matters that we reported to management of SAWS in a separate letter dated
March 23, 2010.

This report is intended solely for the information and use of management, others within SAWS,

the Board of Trustees, federal awarding agencies, and pass-through entities and is not intended to
be, and should not be, used by anyone other than these specified parties.

1t em £ £, 12

Certified Public Accountants
March 23, 2010
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PS&Co.
Dadgeﬂ Stratemann & Co. LLP

CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

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

To the Board of Trustees
San Antonio Water System
San Antonio, Texas

Compliance

We have audited the compliance of San Antonio Water System (“SAWS”), a component unit
of the City of San Antonio, Texas, with the types of compliance requirements described in the
United States Office of Management and Budget (“OMB”) Circular A-133 Compliance
Supplement that are applicable to its major federal program for the year ended December 31,
2009. SAWS’ 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 SAWS’ management. Our responsibility is to express an opinion on
SAWS’ 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 Nonprofit 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 SAWS’ 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 of SAWS’ compliance with those requirements.

In our opinion, SAWS complied, in all material respects, with the requirements referred to above
that are applicable to its major federal program for the year ended December 31, 2009.
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Internal Control Over Compliance

The management of SAWS is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered SAWS’
internal control over compliance with the 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 SAWS’ 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 likelihood that
noncompliance 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.

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.

Our consideration of internal control over compliance 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 compliance that we consider to be material weaknesses, as
defined above.

This report is intended solely for the information and use of management, others within SAWS,

the Board of Trustees, federal awarding agencies, and pass-through entities and is not intended to
be, and should not be, used by anyone other than these specified parties.

%Z?ZZ) MMJ{' 5.) LLA

Certified Public Accountants
March 23, 2010
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San Antonio Water System

Schedule of Findings and Questioned Costs

Year Ended December 31, 2009

A. Summary of Auditors’ Results

1.

Financial Statements

Type of auditors’ report issued:

Internal control over financial reporting:
Material weakness(es) identified?

Significant deficiency(ies) identified that are not
considered to be material weaknesses?

Noncompliance material to financial
statements noted?

Federal Awards
Internal control over major programs:
Material weakness(es) identified?

Significant deficiency(ies) identified that are not
considered to be material weaknesses?

Type of auditors’ report issued on compliance for
major programs:

Any audit findings disclosed that are required
to be reported in accordance with
Section 510(a) of Circular A-133?

[dentification of major programs:

CFDA Number(s)
. 66.458

Dollar threshold used to distinguish between
type A and type B programs:

Auditee qualified as low-risk auditee?

B. Financial Statement Findings

None

C. Federal Award Findings and Questioned Costs

None
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Ungqualified

Yes X No
Yes X None Reported
Yes X No
Yes X No
Yes X None Reported

Unqualified

Yes X No

Name of Federal Program or Cluster

Environmental Protection Agency passed
through Texas Water Development Board —
Capitalization Grants for State Revolving
Funds

5_630492

X Yes No
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SAN ANTONIO WATER SYSTEM

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

THROUGH DECEMBER 31, 2009

Federal Total
CFDA Program/ Program/
Federal Grantor/Pass-Through/Grantor/Program Title CFDA Number Grant Number Grant Award Expenditures
Environmental Protection Agency
Pass Through:
Texas Water Development Board
Capitalization Grants for State Revolving Funds
(Clean Water State Revolving Fund)
Series 1999 A Junior Lien Revenue and Refunding Bonds 66.458 - $ 47,500,000 $ -
Series 2002 Junior Lien Revenue Bonds 66.458 - 15,650,000 -
Series 2003 Junior Lien Revenue Bonds 66.458 - 34,000,000 1,284,851
Series 2004 Junior Lien Revenue and Refunding Bonds 66.458 - 10,635,000 1,866,215
Series 2007 Junior Lien Revenue and Refunding Bonds 66.458 - 8,070,000 459,971
Seties 2008 Junior Lien Revenue Bonds 66.458 - 30,000,000 16,880,983
Total Passed Through Texas Water Development Board $ 20,492,020
Environmental Protection Agency
Design & Construction of Water improvements Brooks City Base 66.606 XP-97678901-0 $ 1,253,600 $ 190,072
Water Infrastructure Improvements at Kelly USA 66.202 XP-96628201-0 481,100 334,301
Kelly USA Project for Water Infrastructure Improvements (formally
Construction of Sewage Collection System for Espada area) 66.202 XP-96626001-1 144,300 -
Rehabilitation of Central Watershed Sewer Relief Line 66.202 XP-00F02701-0 765,000 -
Total Environmental Protection Agency $ 524,373
United States Department of Commerce
Grants for Public Works and Economic Development Facilities 11.300 08-01-03991 $ 1,800,000 $ -
Total United States Department of Commerce $ -
Total Federal Financial Assistance $ 21,016,393
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SAN ANTONIO WATER SYSTEM
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

DECEMBER 31, 2009

The accompanying schedule of expenditures of federal awards includes the federal grant activity
of the System and is presented on the accrual basis of accounting. The information in this
schedule is presented in accordance with the requirements of OMB A-133, Audits of States,
Local Governments, and Non Profit Organizations. Therefore, some amounts presented in this
schedule may differ from amounts presented in, or used in the preparation of, the financial
statements.

The System is indebted to the Texas Water Development Board (TWDB) as a result of issuance
of the City of San Antonio, Texas Water System Junior Lien Revenue and Refunding Bonds,
Series 2004 and 2007; and Junior Lien Revenue Bonds, Series 2002, 2003, and 2008. The bonds
were sold under the federal cross cutter program for financing qualified System improvements
related to wastewater and recycled water systems. The amounts reflected in the Schedule of
Expenditures of Federal Awards represents expenditures incurred during the year ended
December 31, 2009. The following table contains information about these bonds.

Federal Term - Outstanding Balance
CFDA Interest ~ Annual Maturities  at December 31, 2009
Bond CFDA Number Rate Through (amounts in thousands)
Series 2002 Junior Lien Bonds 606.458 2.25%-3.30%  May 15,2022 $13,170
Series 2003 Junior Lien Bonds 606.458 1.65%-3.10%  May 15, 2023 $32,045
Series 2004 Junior Lien Bonds 00458 1.65%-3.20%  May 15, 2024 $10,610
Series 2007 Junior Lien Bonds 06.458 1.70% - 2.40%  May 15,2027 $7.395
Series 2008 Junior LienBonds 606.458 0.55% -3.95%  May 15, 2038 $29,200
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