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Trustees:

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 (the System) for the year
ended December 31, 2006. 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 the System's financial status have been included. The information contained in this report is the
responsibility of 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 December 2006 CAFR. Their report expresses an unqualified opinion
as to the fairness of the presentation of our financial statements.

DESCRIPTION OF ORGANIZATION AND REPORTING ENTITY

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
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 Ordinance
No. 75686 which effectuated the consolidation of all city owned utilities related to water including the water,
wastewater, and water reuse systems as the System. Simultaneously with the creation of the System, the City
defeased all outstanding debt related to the consolidated entities through the issuance of Water System
Revenue Refunding Bonds, Series 1992.

The System provides water and wastewater service to the majority of the population within the corporate limits

of the City of San Antonio and Bexar County, which totals approximately 1.6 million residents. The System
employs 1,575 personnel and provides maintenance of over 9,200 miles of water and sewer mains.
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The complete management and control of the System has been vested in a board of trustees known as the
"San Antonio Water System Board of Trustees." The Board 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 the System. 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 the System are under the supetvision of the President/Chief Executive Officer
who is employed by the Board of Trustees.

The financial statements of the System are included with other enterprise funds in the CAFR of the City of
San Antonio. The December 2006 CAFR for the System 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 the
System, except for fixing rates and charges for service rendered by the System and approval of debt issuances,
it is the practice of the System to prepare its CAFR on a comprehensive basis.

ECONOMIC CONDITIONS AND OUTLOOK

The San Antonio economy has experienced robust, sustained growth since the mid-1990’s, at a rate
considerably higher than national averages. During the last two years, the rate of this growth has accelerated
even farther. This growth is expected to continue for the next several years. San Antonio’s economy has
become more diverse over the last decade through decreased dependence on the military sector and the
expansion into global markets. This gradual shift has increased San Antonio’s exposutre to the cyclical nature
of the national economy.

The System provides water and wastewater services to the majority of the population within the corporate
limits of the City of San Antonio. The System also provides water and wastewater services to other
municipalities and certain users outside the corporate limits of the City. San Antonio’s population, affected
by the net in-migration trends experienced in many areas of Texas, continues to grow at rates that exceed the
national average. Currently, the System provides water and wastewater service to 336,434 and 368,401
customers respectively, including residential, commercial, industrial, and irrigation customers.

The growth rate in System water customers from fiscal year 2005 to 2006 of 3.2% is slightly higher than the
San Antonio metropolitan area as outlined in Table 1.

Table 1 Estimated Population at December 31,

2005 2006 % Change

City of San Antonio 1,306,900 1,325,700 1.4%

Bexar County 1,584,800 1,609,500  1.6%

Source: San Antonio Region Economics Trends 1996-20006; January 2007, the Greater San Antonio
Chamber of Commerce.
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In addition to population, other strong indicators for the local economy and System customer growth include
employment, building permits and housing starts, indicated in Table 2 below.

Table 2 2006 2005 2004 2003 2002 2001 2000 1999 1998

Employment 8759  856.5 834.7 817.9 806.9 793.5 785.2 N/A* N/A*
(thousands)

Subdivision
Platting

Plats 557 492 506 452 410 480 529 458 439
Lots 19,826 14,460 14,060 11,414 10290 8,350 9,303 7,937 6,360
Residential 18,816 21,293 16398 12513 12569 12,514 10470 135560 9,511

Building
Permits**

Source: San Antonio Region Economics Trends 1996-20006; January 2007, the Greater San Antonio Chamber
of Commerce.

* Not Available

**Single and Multi-Family Permits

WATER SUPPLY

In August 2005, the System completed a comprehensive analysis of its existing water supply projects and
developed a series of conservation and water resource strategies that will enable it to provide adequate water
supplies, even during critical drought periods; postpone dependence on more costly resources, when possible;
promote greater use of non-Edwards Aquifer supplies in the long-term; fulfill the needs of San Antonio
customers, while providing the Bexar County region with the option to utilize the System as a regional
wholesale provider; and recognize the reality that future water supplies must be affordable.

These strategies are outlined in the 2005 Update to the System’s Water Resource Plan. The 2005 Update is a
continuation of the process that began in 1996 to develop a fifty-year plan. 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 the System’s “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.

In August 2005, the System’s Board of Trustees unanimously approved the 2005 Update to the Water

Resource Plan. The 2005 Update is a comprehensive review of the assumptions governing population and
per capita consumption projections in Bexar County through 2050. The 2005 Update includes an analysis of
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each water supply alternative available for meeting future needs and demonstrates the System’s commitment
to increasing the diversification of its water inventory.

Edwards Aquifer

Historically, the City obtained nearly all of its water from the Edwards Aquifer. The Edwards Aquifer lies
beneath an area approximately 3,600 square miles in size. Including its recharge zone, it underlies all or part
of 13 counties, varying from five to 30 miles in width, and stretching over 175 miles in length, beginning in
Bracketville, Kinney County, Texas, in the west and stretching to Kyle, Hays County, Texas, in the east. The
Edwards Aquifer receives most of its water from rainfall runoff, rivers, and streams flowing across the 4,400
square miles of drainage basins located above it.

Much of the Edwards Aquifer region consists of agricultural land, but it also includes areas of population
ranging from communities with only a few hundred residents to the City, which serves as a home for well
over one million residents. In 2006, the Edwards Aquifer supplied 93% of the System’s water production.
This includes the water for municipal, domestic, industrial, commercial, and agricultural needs in the greater
San Antonio area as well as amounts injected into the System’s Aquifer Storage and Recovery (ASR) project.
Naturally occurring artesian springs, such as the Comal Springs and the San Marcos Springs, are fed by
Edwards Aquifer water and are utilized for commercial, municipal, agricultural, and recreational purposes,
while at the same time supporting ecological systems containing rare and unique aquatic life.

The Edwards Aquifer is recharged by seepage from streams and by precipitation infiltrating directly into the
cavernous, honeycombed, limestone outcroppings in its north and northwestern area. Practically continuous
recharge is furnished by spring-fed streams, with storm water runoff adding additional recharge, as well. The
historical annual recharge, from 1934 to the present, to the reservoir is approximately 684,700 acre-feet. The
average annual recharge over the last four decades is approximately 797,900 acre-feet. The lowest recorded
recharge was 43,000 acre-feet in 1956, while the highest was 2,485,000 acre-feet in 1992. Recharge has been
increased by the construction of recharge dams over an area of the Edwards Aquifer exposed to the surface
known as the recharge zone. The recharge dams, or flood-retarding structures, slows floodwaters and allows
much of the water that would have otherwise bypassed the recharge zone to infiltrate the Edwards Aquifer.

In 1993, the Texas Legislature created the Edwards Aquifer Authority (EAA) to manage groundwater
withdrawals from the Edwards Aquifer through a permitting system and to provide for appropriate
springflow during drought periods. As a consequence of the EAA’s permitting regime, the System’s access to
Edwards Aquifer supplies is now limited to its historic use and subject to regulation during periods of
drought. As part of its long-term water supply plan, the System has initiated a program to acquite up to
60,000 acre feet of additional Edwards Aquifer groundwater withdrawal rights by the purchase of these
groundwater withdrawal rights in the open market. In an attempt to provide for springflow and critical
habitat needs, State legislation currently requires an almost 18% reduction in permitted supplies, unless the
Texas Legislature provides relief from this reduction in 2007. The System and a number of regional entities
are aggressively pursuing such relief, which consists of a legislative amendment that would maintain the sum
of all regional permits at their recognized historic use (549,000 actre-feet).

On January 9, 2007 the Texas Attorney General issued opinion GA-0498, which held that the EAA did not
have the legal authority to establish its senior/junior water rights regime or to reduce the withdrawal rights to
groundwater in the Edwards Aquifer to certain existing permit holders. This opinion may serve as a further
impetus to the Texas Legislature for legislative changes in 2007 relating to the EAA’s enabling legislation.

Edwards Aquifer Recharge Initiatives
Recharge dams are structures that retain rainfall runoff water for short periods of time over the Edwards

Aquifer Recharge Zone. Recharge dams retain storm runoff and retain it long enough to allow for a larger
volume of water to enter into the Edwards Aquifer. During storm events storm runoff flows at a faster rate
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than what can be taken by the recharge features located in the stream channels. The recharge dam allows for a
longer retention for more water to filter into the Edwards Aquifer thus increasing recharge amounts.

The Nueces, San Antonio, and Guadalupe River Basins are favorable for development of recharge projects.
Of the three basins, the Nueces Basin is the most prolific in terms of recharge effectiveness. With assistance
from the U.S. Army Corps of Engineers, studies are currently under way within the Cibolo Creek Watershed
and the Nueces River Basin. The results of these studies will identify which sites will have the most potential
for recharge enhancement. With the recharge structures tentatively identified, the System is planning on a
sustained yield of 13,400 acre-feet per year. This project will have an estimated capital cost of $84.2 million
and will require approximately $940,000 in annual operation and maintenance charges.

The System is evaluating the feasibility of the development of recharge structures in the Cibolo Creek
Watershed and the Nueces River Basin in concert with a host of local agencies, including the
Guadalupe-Blanco River Authority, San Antonio River Authority, and the U.S. Army Corps of Engineers. In
2000, feasibility analyses continued to refine sites for potential dams and to prepare for environmental
permitting,

Oliver Ranch and BSR Projects

The System reached a milestone in February 2002 with the introduction of the first non-Edwards drinking
water supply from the Lower Glen Rose/Cow Creek formation of the Trinity Aquifer in northern Bexar
County. The System has contracted for delivery of approximately 5,000 acre feet per year of non-Edwards
groundwater from the Trinity Aquifer from two properties located in northern Bexar County. Initial delivery
of water from the Oliver Ranch project began in February 25, 2002 with BSR production in July 2003. The
project was fully operational in June 2004 with the connection of BSR wells 3 and 4 to the System’s
distribution system.

In 20006, due to severe drought conditions, actual production from the Oliver Ranch and BSR projects was
approximately 3,000 acre-feet.

Western Canyon Project

The System, the San Antonio River Authotity ("SARA") and the Guadalupe-Blanco River Authority
("GBRA") ate working together on the Western Canyon Project for the delivery of water from Canyon Lake.
The System will initially receive approximately between 8,500 and 10,750 acre-feet per year for service to
northern Bexar County. Over time, this amount will decline to 3,950 acre-feet, as GBRA’s in-district
participants in the project complete infrastructure necessary to enable them to obtain supplies. GBRA is
required under the contract to divert, treat and deliver the water to a certain point into the System’s delivery
system.

The System began receiving water from this project in April 2006. In 20006, the System received
approximately 5,000 acre-feet of non-Edwards Aquifer supplies from this project, since the project was not
online for a full year. In 2007, the System anticipates receiving 8,500 acre feet of water from the project.
Pursuant to the terms of the contract with GBRA, this contract will terminate in 2037, with an option to
extend until 2077 under new payment terms.

Brackish Groundwater Desalination Project

The System’s fifty-year Water Resource Plan includes the development of a brackish groundwater
desalination facility. This project is intended to supply up to 22,000 acre-feet per year of water with the
potential to offset summer “peaks”. This project is particularly well suited for the south central Texas region,
which contains more than 300 million acre-feet of groundwater with total dissolved solids in the range of
1,000 — 3,000 mg/1. Hydrogeologic assessments of aquifer conditions, supply sustainability, and soutce water
quality began in December 2005. In 2006, the System continued its feasibility analysis by identifying four
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viable sites for the location of a well field, constructing a series of test wells, and developing groundwater
flow and water quality models. In addition, the System is evaluating viable concentrate management options.

This analysis is being accompanied by an evaluation of the potential benefit and feasibility of applying
innovative procurement methods, such as Design Build Operate (DBO) and Design Build Own Operate
Transfer (DBOOT). This project is scheduled to be online in 2010.

Carrizo Aquifer Projects

During the first quarter of 2006, SAWS completed an independent evaluation of its regional Carrizo water
supply project which will bring up to 56,200 acre-feet of groundwater from Gonzales and Wilson Counties to
San Antonio via 60 miles of pipe. The results of this study show projected savings of up to $227 million in
capital costs. Approximately $50 million of the projected capital cost savings are the immediate result of a
pipeline route that takes better advantage of existing system capacity. Delivery of the water to local
distribution points will be accomplished primarily via an existing 60-inch main skirting the eastern edge of
San Antonio.

As currently designed, the project will be developed in phases. The delivery of water from the first phase
(22,600 acre-feet) is expected between 2011 and 2012, with delivery of water from the second Phase (11,000
acre-feet) scheduled for 2013-2014. Phase I and Phase 1I have an estimated capital cost of approximately
$228.3 million. If all three phases of the project are completed, the combined capital costs are expected to
approximate $406.6 million.

Lower Colorado River Authority Project

The Lower Colorado River Authority-San Antonio Water System (LCRA-SAWS) Water Project would
conserve and make available up to 150,000 acre-feet per year of surface water supplies for San Antonio in
2020. In February 2001, a Memorandum of Agreement with LCRA outlining the terms for a future binding
contract was signed. That same year, legislation was passed to authorize LCRA to sell water outside its
statutory boundary to the System. The System and LCRA have now executed a definitive agreement outlining
LCRA’s and the System’s obligations consistent with the Memorandum of Agreement. The System and
LCRA are now entering the fourth year of an estimated seven-year study period to assess the environmental,
engineering, and cost impacts. The estimated project cost, including study petiod costs, design, and
construction, is approximately $2.3 billion.

Bexar County Aquifer Storage and Recovery

An Aquifer Storage and Recovery (“ASR”) project involves injecting ground or surface water into an aquifer,
storing it and later retrieving it for use. Essentially, it accomplishes storage that is traditionally provided
through surface water reservoirs. The System began study of an ASR project in 1996, acquired 3,200 acres in
southern Bexar County and has completed construction of Phase I of the $125 million ASR project and the
approximately $90 million of “integration facilities” necessary to transport this water into the System’s
distribution system.

This project is primarily designed to optimize use of water from the Edwards Aquifer and reduce frequency
and duration of critical periods. Additionally, the ASR project may produce "native" groundwater from the
project area for use throughout the service areas. In December 2002, the Evergreen Underground Water
Conservation District (EUWCD) and the System approved an Aquifer Protection and Management
Agreement. This agreement ensures operation of the ASR site if the property is annexed into the EUWCD,
manages groundwater production, and commits the System to monitoring water levels and mitigation of
potential negative impacts. Phase I of the project was dedicated on June 18, 2004.

In 20006, the ASR was an integral component of the System’s drought management strategy. By the end of
the first quarter, the System was able to amass more than 26,000 acre-feet of water stored since the project’s
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inception. Approximately 5,800 acre-feet of supplies were withdrawn throughout the year to reduce peak
demand during the drought period. Effective scheduling and use of this additional inventory enabled the
System to ensure its compliance with the EAA’s rules for groundwater withdrawals.

Water Reuse Program

The System owns the treated effluent from its wastewater treatment plants and has the authority to contract,
acquire, and sell non-potable water inside and outside the System’s water and wastewater service area. The
System has developed a water reuse program utilizing the wastewater stream. Currently, approximately
23,000 acre feet per year are under contractual commitment and 12,600 acre feet per year are on-line. The
system will deliver up to 35,000 acre feet per year of reuse water for non-potable water uses including golf
courses and industrial uses that are currently being supplied from the Edwards Aquifer. This represents
approximately 20% of the System’s current usage. Reuse water will be delivered for industrial processes,
cooling towers, and irrigation, which would otherwise rely on potable quality water. Combined with the
40,000 acre-feet per year used by CPS for cooling of electrical generator systems, this is the largest reuse
water project in the country. The System has a contract with CPS through 2030 for provision of such reused
water. The revenues derived from the CPS contract have been excluded from the calculation of Gross
Revenues, and are not included in any transfers to the City.

Conservation

The System has been a leader in promoting water conservation efforts for more than a decade. During this
time, SAWS has progressively implemented aggressive water conservation programs, which have reduced
total per capita water production and use by 38.6%, going from 220 gallons per day (gpcd) in 1980 to
approximately 135 gpcd in 2006 despite the very dry weather conditions. As a result of these past
accomplishments, the 2005 Update to the System’s fifty-year Water Resource Plan set a new goal for
conservation that includes the provision to reduce per capita consumption to 116 gped during normal-year
conditions and 122 gpcd during dry-year conditions by 2016. This will be accomplished through a variety of
means including implementation of the City of San Antonio’s water conservation ordinance, pricing,
education, and rebates for water efficient technologies; and system improvements to prevent water loss and
other measures.

These efforts earned the System the 2006 City Water Conservation Achievement Award. This award,
sponsored by American Water and the Mayors Water Council of the U.S. Conference of Mayors, recognizes a
city’s ability to significantly reduce water use. The System’s conservation programs involve every sector of
the community. The diverse conservation efforts include indoor and outdoor residential conservation,
commercial and industrial conservation programs, and agricultural conservation and irrigation efficiencies.

Indoor Residential Conservation

Indoor residential conservation programs encourage customers to save water inside their homes. A variety of
education and rebate incentive programs assist ratepayers in their conservation efforts. Customers learn
about these programs through the System’s website, public events, direct mail inserts in bills, paid
advertisements and educational materials in popular local periodicals. Among the System’s most effective
programs for indoor water use reduction are the following:

Season to Save Community Challenge started as an experimental program to test the idea that non-profit
organizations would be effective at motivating ratepayers to participate in toilet distribution programs. An
incentive is paid to non-profit organizations for finding qualified customers who pick up the free toilets
during a distribution event. Non-profit groups also receive a bonus for the conservation achieved by
customers they helped qualify for the program. The bonus provides incentives for non-profit representatives
to ask their participants to install the new toilets quickly.
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Wash Right Rebate provides the System’s ratepayers with a $100 rebate for the purchase of an approved High
Efficiency Washing Machine. Washing machines are rated for water efficiency. Rebates apply to washing
machines rated only Tier 2 or better and customers can find a list of eligible models by consulting the
System’s website.

Plumbers to People provides leak trepairs and retrofits to qualified low-income homeowner customers. The
System, in cooperation with the City of San Antonio’s Community Action Division (CAD), qualifies
applicants based on the current Federal Assistance Guidelines. Only leaks that result in a loss of potable
water are eligible for repair under the program. Water Conservation is achieved by quickly repairing leaks
that would otherwise continue due to the cost of repairs. Analysis of program costs and water savings
indicate that this affordability program is also one of the System’s most effective at conserving water at a
reasonable cost per unit.

Outdoor Residential Conservation

Residential outdoor programs address landscape and irrigation practices of homeowners. Outdoor use can
account for up to 50% of total residential water use in the summers and average 20% of the water used
annually. Education programs help ratepayers understand how following best practices can save water and
money. Among the System’s most effective programs for outdoor water use reduction are the following:

Irrigation Check-Ups provide the System’s ratepayers with a free analysis of their in-ground irrigation system.
Trained Conservation Technicians visit homes to review each component of irrigation systems to determine
maintenance needs to make suggestions for improving efficiency. Customers are invited to participate in the
review process to get the maximum benefit from the site visit. A report that outlines any necessary
maintenance repairs, suggestions for design improvements and how much water the system uses is mailed to
customers.  The report includes rebate incentive amounts available for making suggested design
improvements.

Seasonal Irrigation Program (SIP) is a free information setvice provided to customers who want expert advice on
how to water their lawns. The irrigation advice is based on evapotranspiration (ET) data calculated from a
local weather station. Horticulture experts from the Texas Cooperative Extension use the ET data to make
weekly irrigation recommendations for recommended grass varieties. Customers receive the advice through
e-mail, recorded phone message, the local newspaper, a SIP hotline, or the System’s web site. Volunteers
from the Bexar County Master Gardeners and Garden Volunteers of South Texas have been trained on lawn
care and the SIP program. They help market the program through neighborhood workshops, local events,
corporate brown bags and other speaking opportunities. Several thousand people are in the SIP database to
receive the free SIP messages each week. More will be added as customers learn about the program from the
trained volunteers.

Watersaver Landscape Rebate guidelines were changed during 2003 to address concerns that the old program was
not maximizing water conservation opportunities. Program changes included the requirement that the entire
landscape be drought tolerant, a maximum 50% of landscape in grass, and a mandatory irrigation system
check if an irrigation system was present. Higher rebates were given to customers who preserved native
landscape during home construction or who did not install a permanent irrigation system. An incentive to
meet water conservation expectations was included in the program as well. Customers using a reasonable
amount of water during the first year after getting their rebate will receive a small nursery gift certificate. This
program is marketed through neighborhood associations, local nurseries, the Garden Volunteers of South
Texas and through the Greater San Antonio Builder’s Association.

Commercial and Industrial Programs

The System has been working closely with commercial customers to help them conserve water for several
years. In 1998, the commercial and industrial programs were expanded to include the toilet retrofit rebates
previously offered only to residential customers. Water audits and case-by-case rebates for large-scale
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retrofits are also available. Since 1996, car wash businesses that meet certain conservation criteria are certified
and provided a sign to be posted on their place of business. Every year the System presents the WaterSaver
Awards to recognize businesses, organizations and/or individuals that voluntarily initiated water conservation
practices. Among the System’s most effective programs for commercial and industrial water use reduction
are the following:

Commercial Toilet Distribution Program allows apartments and other businesses with older, high-flow toilets to
replace them by receiving free toilets from the System. Upon completion of all retrofits, we provide a rebate
of $25 per toilet to program participants. This program also provides participants replacing more than 50
high-flow toilets a $50.00 per retrofit incentive if all retrofits are completed within 30 calendar days from the
date in which the toilets were provided to the customer. If the toilets are elongated, a $25.00 rebate applies.

Restaurant Certification Program is the result of the System working with the San Antonio Restaurant
Association. Participating restaurants receive replacement spray valves for their kitchen, have older toilets
replaced, and learn about other ways they can reduce their water bills. The program has been very popular
with restaurants. To date, 1,200 restaurants have been certified, with the replacement of 2,200 high-flow
pre-rinse spray valves and 687 high-flow toilets. Total water savings associated with this program equates to
577 acre-feet per year. A list of the Certified WaterSaver Restaurants is available on the System’s website.

Large-scale Retrofits Program allows large-scale water users to apply on a case-by-case basis for a rebate for
installation of water conserving equipment. The rebate may be for up to one-half of the cost of the retrofit,
depending on the amount of water to be saved and other factors. The program requires a pre-audit, a
pre-inspection and on-going verification of water savings.

Cooling Tower Audits help businesses manage their cooling towers as efficiently as possible. 'This program
provides for free audits of all cooling towers within the System’s service area. A cooling tower audit provides
the customer with a detailed engineers report on their specific operation, as well as recommendations for
achieving water and energy savings through increased cycles of concentration, capture of blowdown water for
reuse in other applications, or installation of other water conserving equipment.

Agricultural Conservation and Irrigation Efficiency

The System has been successful in developing partners throughout the region as well as with federal agencies
through cost-share programs. The System has partnered with the USDA and farmers to acquire efficient
irrigation systems in exchange for Edwards Aquifer water rights. The System is also currently working with
the Army Corps of Engineers, the Natural Resource Conservation Service and other local sponsors on
programs designed to enhance recharge of the Edwards Aquifer through impoundment structures and brush
management.

Water Quality

The System’s Resoutrce Protection and Compliance Department is responsible for protecting the quality of
the Edwards Aquifer and conducting technical evaluations of how to increase its yield. The Texas
Commission on Environmental Quality (TCEQ) has adopted rules relating to the activities of landowners in
the recharge and drainage zones of the Edwards Aquifer. The City has adopted ordinances applicable within
its city limits that limit or regulate activities, which could be harmful to water quality and has, through its
Unified Development Code, regulated certain development within the City’s extraterritorial jurisdictional (five
miles from city limits).

Research on the Edwards Aquifer is conducted as part of the Edwards Aquifer Optimization program. This
is a comprehensive program that identifies and evaluates technical options to increase available yield from the
Edwards Aquifer and to attempt to use the aquifer’s storage capacity more efficiently. The Program will
evaluate a number of studies that have been proposed to maintain or increase available water in the aquifer.
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MAJOR ACTIVITIES
Drought Management

In July, after 18 months of below-normal rainfall, the Edwards Aquifer dropped below 650 feet at our J-17
index well, prompting the city to declare Stage One water use restrictions. Under Stage One, San Antonians
were required to cut back outdoor water use, primarily through enforcement of a one-day-per-week landscape
watering schedule. The resulting decrease in demand helped SAWS meet its need to reduce aquifer pumping
by five percent.

While San Antonio has a well-deserved reputation as a conservation-minded community, this year’s drought
clevated that to a new level as SAWS made citizen reports of water waste a centerpiece of its enforcement
efforts. By the end of September, more than 10,000 reports of water waste had been logged and investigated.
Technology also played a key role, allowing residents to conveniently report — and staff to efficiently track
- water waste via SAWS Web site.

September brought some much-needed rain to the region and aquifer levels began to recover. However, low
flows at San Marcos Springs — one of the other “triggers” for water restrictions — prompted the Edwards
Aquifer Authority to declare Stage Two pumping limits, requiring an additional five percent pumping cutback
for SAWS. The good news is the System was able to avoid Stage Two restrictions for its customers by relying
on recently-developed water resources, such as the Western Canyon project bringing water from Canyon
Lake, and the Aquifer Storage and Recovery Project, which supplied stored Edwards water. With this
achievement, SAWS clearly began to reap the benefits of a more diversified water supply.

The System remained in drought restrictions for the remainder of 2006. The six month period in which San
Antonio was subject to drought restrictions was the longest such stretch in more than 5 years. While
providing a boost to System revenues, the extended drought caused a number of significant operational
challenges. In addition to the challenges associated with the Aquifer pumping restrictions, the extremely dry
weather conditions were responsible for a significant increase in the number of water main breaks in 2006.
During 2006, SAWS experienced a total of 3,073 leaks in its water mains. By comparison, the average
number of main leaks during the preceding five year period was 1,684. This 82% increase in the level of main
breaks and the maintenance activities associated with the excavation and repair of these leaks had an
estimated $3 million negative impact on the operating expenses of the System. Including these costs, it is
estimated that total drought related expenditures added approximately $6.5 million to the operating expenses
of the System.

Enterprise Resource Software System

In May, the SAWS Board of Trustees authorized a contract with Hansen Information Technology to lead our
Enterprise Resource Software System (ERSS) conversion. Hansen, well established in the government and
public utility sectors, has been providing software solutions for more than 20 years. The ERSS project will
include fully integrated modules for customer service, work order management, human resources and finance.
This will provide a single, advanced System to replace SAWS independent legacy systems. Once complete in
2008, the new software system will enhance customer service functionality and result in significant efficiencies
across the organization.

Wastewater Billing Conversion
In September 20006, the System announced plans to directly bill the 60,000 SAWS wastewater customers in

Bexar Metropolitan Water District (BexarMet) water service areas. The first direct billings from SAWS took
place in early January 2007.
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While SAWS has always owned and maintained the sewer systems in these areas, until this conversion,
wastewater charges were included as a line item on the BexarMet water bill. BexarMet would collect the fees
from customers on behalf of SAWS and remit these to the System less a collection fee. Among the identified
benefits of billing these customers directly are the following:

e Direct billing by SAWS will reduce the overall cost of service, helping maintain rate stability

e Customers will now have a direct relationship with their service provider, allowing for more

responsive customer service
e Increased control over billing will help ensure that customer charges are fair and equitable

Announced Purchase of Water Systems from Bexar Met

In late 2006, SAWS announced the purchase of five small water systems from BexarMet. These systems
provide water service to a total of 532 customers with planned growth of an additional 116 residential units.
The proposed purchase includes all water distribution system infrastructure as well as all well and water rights
used by BexarMet to service those areas. The combined purchase price of these five systems is approximately
$1 million and the anticipated closing is during the first quarter of 2007.

Salado Creek Closure

Also in September of 2006, SAWS closed the Salado Creek Water Recycling Center (Salado) and diverted all
flows to our Dos Rios treatment facility. For many years Salado was key to San Antonio’s sewage treatment
system, and was also the first facility to deliver recycled water through the SAWS’ distribution system.
Transferring the flows to the Dos Rios facility will make better use of that plant’s capacity and improve the
System’s overall operational efficiency.

Economic Development

The San Antonio metropolitan area is in a period of economic expansion that is projected to continue
through the forecast horizon of 2011. Representative companies from a number of sectors ranging from
durable manufacturing to biosciences have, or are planning to locate in the San Antonio metro area. In
addition, key staples of the San Antonio economy such as tourism and health care are a consistent source of
growth. The population of the San Antonio metropolitan area is projected to surpass 2.12 million by 2011.
Examples of the economic development taking place within San Antonio include:

Durable Manufacturing:
In November 2006, Toyota delivered the first truck off of its newest assembly plant in San Antonio. This

plant which represents a total investment of $850 million will generate a total of 2,000 jobs and produce
200,000 trucks per year. Additionally, the Toyota Supplier Park has attracted 21 Tier-One supplier companies
resulting in an additional capital investment of over $300 million and 2,100 additional automotive
manufacturing jobs. The opening of the plant and the supplier park greatly assists in the diversification of the
San Antonio economy and provides significant economic stimulus to the area.

SAWS, along with CPS Energy, the City of San Antonio and other governmental agencies were instrumental
in helping to attract Toyota to San Antonio through the offering of special development incentives including
waiver of impact fees, utility line extensions and reduced water rates. SAWS continues to play a vital role in
the production facility through the provision of 1 million gallons of water per day, 70 per cent of which is
recycled water.

Education:

During 20006, the Texas Legislature authorized $40 million in tuition revenue bonds for the development of a
Texas A&M-San Antonio campus on San Antonio’s south side. The campus; currently expected to open in
2009, will eventually serve 25,000 students and stimulate economic development on the south side.
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High-tech:

Also during 2006, companies such as Microsoft and Lowe’s, announced plans to build data centers in San
Antonio. These centers will create new high-tech jobs, generate additional utility and sales tax revenues, and
expand the area’s growing information technology industry.

Rate Adjustments

Effective in January 2000, rate adjustments were made to Water, Wastewater, and Water Supply rates. The
rate adjustments were necessary to offset the projected increase in debt service requirements as well as the
impacts of declining water consumption pattern on the System’s revenues. The adopted rate increases were
projected to increase the average customer bill by approximately 4.7%.

As a result of cost saving initiatives implemented and the financial impacts of the very dry weather conditions
experienced during 2006, SAWS was able to adopt a 2007 budget that reflected no rate increase. This
represents the first time since the implementation of the Water Supply fee in 2001, that the System has been
able to adopt a budget with no rate increase.

SAWS remains sensitive to the economic impact of increasing rates on our ratepayers. Once again, the
adopted 2007 budget includes provisions for a broad scope of programs designed to alleviate the impacts of
rising rates. These programs include payment extensions, payment plans, and discounts. Additionally,
programs are offered to reimburse customers for plumbing repairs.

FINANCIAL INFORMATION

Internal Control: Management of the System is responsible for establishing and maintaining an internal
control structure designed to ensure that the assets of the System 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.

As a part of the System’s audit, tests ate made to determine the adequacy of the internal control structure, as
well as to determine that the System has complied with applicable laws, regulations, and ordinances. The
results of the audit of the System for the year ended December 31, 2006, provided no instances of material
weaknesses in the internal control structure.

Annual Budget: 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 budget
for routine construction. The Annual Budget is prepared 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 teports for each of its cost centers. Variance
justifications are prepared monthly by executive management and formally reviewed by the President/CEO.
Outstanding encumbrances lapse at year end and must be re-appropriated in the following year. The System’s
Board of Trustees approved the Annual Budget for FY 2007 in October 2000.

Financial Planning: Planning is critical for the System to accomplish its 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 scenarios 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 the System balances the need for adequate cash resources and the need for maximum returns on
assets. The Budgeting function at the System analyzes the monthly spending requirements in view of the
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other corporate obligations, such as ordinance requirements and obligations to bond holders and to the City
of San Antonio.

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 the System's 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.

Debt Administration: The System utilizes both revenue bonds and commercial paper to finance the Capital
Improvements Program (CIP). The System’s revenue bonds consist of fixed-rate obligations and variable-rate
obligations swapped to a fixed rate to provide predictable debt service requirements. Commercial paper
provides the System flexibility and efficiency in the timing and amount of debt issued. Additional
information on the System's debt program can be found in Note H of the notes to the financial statements.

Cash Management Policies and Practices: Of the total investments of the System for the year ended
December 31, 2006, approximately 94% are invested in U.S. Agency Securities. The remaining funds are
invested in Money Market Funds. Approximately 70% of the portfolio has an initial maturity range of six to
twelve months, and the average day’s initial maturity of the portfolio is 213 days. The weighted average yield
on investments for the portfolio at December 31, 2006 was 5.24%. The investment portfolio is in
compliance with the System's investment policy, and all transactions are in accordance with the System's
investment strategy. Additional information on the System's investment activity can be found in Note C of
the notes to the financial statements.

Risk Management: The System continues to manage its risk by self administering and self insuring claims
with respect to commercial general liability, automobile liability, public official’s liability, environmental
pollution remediation and legal liability and worker’s compensation. Claims that exceed their respective
coverage self-insured retention limit are covered through the System's comprehensive commetcial insurance
program. Commercial general liability, automobile liability, and worker’s compensation each have a $500,000
per occurrence, self-insured retention. Public official’s liability has a $500,000 per covered claim, self-insured
retention and environmental pollution remediation and legal liability have a $250,000 per covered claim, self-
insured retention. The System did not experience any claims whose cost exceeded the respective self-insured
retention level during 2006. Additional information on the System’s Risk Management program can be found
in Note G.

Pension and Other Postemployment Benefits: The System’s pension plan is a single-employer defined
benefit pension plan which serves as a supplement to the Texas Municipal Retirement System, a deferred
compensation plan, and Social Security benefits. The System has delegated authority to manage certain plan
assets to Principal Mutual Life Insurance Company. The System provides certain health care and life
insurance benefits for retired employees, which are currently financed on a pay-as-you-go basis. Additional
information on the System's pension and other post employment benefits can be found in Notes L and M of
the notes to the financial statements.

Independent Audit: During 2005, the audit firm of Padgett, Stratemann & Co., L.L.P was selected through
the System’s Contracting Selection Process for independent audit services for a three (3) year term
commencing with Fiscal Year 2005 through Fiscal Year 2007. Padgett, Stratemann & Co., L.L.P.’s report is
included in the Financial Section of this report.
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AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the System for its Comprehensive
Annual Financial Report for the year ended December 31, 2005. In order to be awarded a Certificate of
Achievement, a government unit must publish an easily readable and efficiently organized Comptehensive
Annual Financial Report whose contents conform to program standards. Such seports must satisfy both
generally accepted accounting principles and applicable legal requirements. The system has received this
tecognition for its comprechensive annual financial report for twelve consecutive yeats. We believe our
current report continues to conform to the Certificate of Achievement Program requirements and we are
submitting it to GFOA.

The System also received the GFOA's Distinguished Budget Presentation Award for its annual budget
document for the fiscal year beginning January 1, 2006. In order to receive this award, the System 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,
2007 has also been submitted to the GFOA.

‘The timely preparation of the CAFR for the year ended December 31, 2006 could not have been
accomplished without the cooperation and dedicated setvices 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 the System in a sound and
progressive manner.

Respect bmitted,

W %’M{

Douglas P. Evanson
VP/Chief Financial Officer
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PADGETT, STRATEMANN & CO., L.L.P.

Certified Public Accountants and Business Advisors

Independent Auditors’ Report

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

We have audited the accompanying balance sheets of the San Antonio Water System
(the “System™), a component unit of the City of San Antonio, Texas, as of and for the year ended
December 31, 2006 and 2005, 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 the System’s management. Qur 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 examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and the 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 the System as of December 31, 2006 and 2005, 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 27, 2007 on our consideration of the System’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulation, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not

100 N.E. Loop 410, Suite 1100, San Antonio, Texas 78216 » www.padgett-cpa.com
Phone (210) 828-6281 = (800) 879-4966 » Fax (210) 826-8606

An Independently Owned Member of The McGladrey Network Worldwide Services through RSM International
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to provide an opinion on the internal control over financial reporting or 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 Pension and Retirement Plans — Schedules
of Funding Progress 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 audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the System’s financial statements. The Description of Funds and
Combining Schedules, Supplemental Schedules, and the Bonded Debt Schedules and Analyses
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, the Statistical Section, and the Continuing Disclosure for Debt Section
have not been subjected to the auditing procedures applied in the audit of the financial statements
and, accordingly, we express no opinion on them.

W,W{é) LLP

Certified Public Accountants
March 27, 2007



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, 2006. Please
read it in conjunction with the transmittal letter at the front of this report and the System’s financial
statements including the notes to the financial statements, which follow this section.

FINAN

CIAL HIGHLIGHTS

The System’s total equity increased by $181.9 million over the course of the year ended December
31, 2006 compared to a $117 million increase in 2005.

Revenues from all sources including capital recovery fees, totaled $427.2 million; an increase of $54.7
million or 14.7% from fiscal year 2005. In 2005, revenues from all sources totaled $372.5 million,
which represented a $78.5 million increase over 2004 levels.

Total Operating Revenues for 2006 were $361.2 million compared to $328.2 million in 2005. The
2006 totals include $118.5 million from Water Supply Services, $104.8 million from Water Delivery
Services, $124.7 million from Wastewater Services, and $13.2 million from Chilled Water and Steam
Services.

Operating income increased 26.9% over 2005 levels to a record amount of $110.1 million.

Capital contributions were $126.3 million compared to $81.4 million last year, an increase of 55.2%.

OVERVIEW OF THE FINANCIAL STATEMENTS

The fina

This rep

ncial statements presented in this annual report consist of two parts:

Basic Financial Statements — provide both long-term and short-term information about the
System’s overall financial status and the results of operations of the utility.

Notes to the financial statements — provide key information to certain detailed data found in the
financial statements. The notes to the financial statements can be found on pages 21-49.

ort also includes:

Required supplementary information and other financial information — the required supplementary
information concerning the System’s progress in funding its obligations to provide pension benefits
to its employees can be found on page 50 of this report. Other schedules that provide
information on the individual parts of the utility, reporting the System’s operation in more detail
than the basic financial statements are also presented.

Budgetary information presented on page 64.

Statistical Section — includes tables of various financial and statistical information, presented on
page 134.



Basic Financial Statements: The basic financial statements report information about the System, as a
whole, using accounting methods similar to those used by private-sector companies. As a proprietary fund,
the System has prepared traditional income statements and balance sheets using private-sector accounting
practices under a combination of Financial Accounting Standards Board (FASB) and Governmental
Accounting Standards Board (GASB) rules as prescribed in GASB Statement No. 20 for proprietary funds.
Additionally, the System maintains detailed asset records that provide information on the individual additions
to capital assets.

The reports that the System has prepared are in accordance with the requirements of GASB Statement No.
34 as “business-type activities.” Activities such as the System’s utility services are considered “business-type”
not solely because they resemble those performed by the private sector but because there is an exchange
involved between the receiver and provider of the service. For business-type activities, there is frequently a
direct relationship between the charge for the service and the service itself. This exchange relationship causes
users of financial information to focus on the costs of providing the service, the revenues obtained from the
service, and the difference between the two.

The balance sheet includes all of the System’s assets and liabilities. All of the current year’s revenues and
expenses are accounted for in the statement of revenues, expenses, and changes in equity on an accrual basis.
The statement of cash flows reflects cash flows for operating, financial, capital and related financing, and
investing activities. Contributions in aid of construction are reported as increases in the statement of
revenues, expenses, and changes in equity. The basic financial statements report the System’s equity and how
it has changed. Equity is the difference between the System’s assets and liabilities and is one way to measure
the System’s financial position. The basic financial statements can be found on pages 16-20.

Combining Schedules: The System 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 the System’s most significant funds, and not the System as a whole. These combining
schedules are included as supplementary information on pages 53-62 in the “Other Financial Information”
section of the CAFR.

The System is a Proprietary Fund as it is a self-supporting revenue based utility system.

e Proprietary funds — Services for which the System charges customers a fee are generally reported in
proprietary funds. Proprietary funds, like the government-wide statements, provide both long- and short-
term financial information. Proprietary funds use the accrual basis of accounting and the flow of
economic resources measurement focus.

-The System’s enterprise funds (one type of proprietary fund) are the same as its business-type activities,
but provide more detail and additional information such as cash flows.

-The System uses internal service funds (the other kind of proprietary fund) to report activities that
provide supplies and services for the System’s other programs.



FINANCIAL ANALYSIS AS AWHOLE

The equity of the System results from recording total liabilities against total assets. This amount has been
broken down into component categories in accordance with the GASB Statement No. 34 requirements.

31-Dec-06 31-Dec-05 31-Dec-04
Total Assets $ 2972154121 § 274043029 $  2,547,480,868
Total Liabilities 1,555,142,320 1,505,328,364 1,429,413,858
Total Equity 1,417,011,801 1,235,101,932 1,118,067,010
Invested in Capital Assets, net of related debt 1,177,435,801 1,057,177,560 973,541,023
Restricted for Debt Service 18,349,860 15,977,687 11,705,961
Unrestricted 221,226,140 161,946,685 132,820,026
Total Equity $ 1417011801 $§ 1235101932 §  1,118,067,010

Over time, increases or decreases in equity may serve as a useful indicator of whether the financial position of
the System is improving or deteriorating. As can be seen, the System’s equity increased $181.9 million or
14.7% from 2005 to 2006 and increased $117.0 million or 10.5% from 2004 to 2005.

The largest portion of the System’s equity reflects its investment in capital assets, less the related net debt to
acquire those assets. The capital assets reflected on this line represent the utility plant assets that the System
utilizes to generate revenues to service the debt obligations and pay the operating costs of the System. Any
cash and investment amounts restricted for construction purposes are also reflected in these totals. The
$120.3 million increase from 2005 to 2006 reflects $126.3 million of capital contributions from developers as
well as the funding of 2006 capital expenditures with renewal and replacement funds partially offset by the
depreciation expense for the period. The $83.6 million increase in the System’s equity invested in capital
assets that took place between 2004 and 2005 related to $81.4 million of capital contributions from
developers in the period and the funding of capital expenditures with non-debt resources partially offset by
2005 depreciation expense.

As of December 31, 2006, the System maintains $18.4 million of cash and investments net of restricted
liabilities that is restricted for debt service purposes. The cash and investments, net of restricted liabilities
that is restricted for debt purposes has increased over the 2005 and 2004 levels of $16.0 million and $11.7
million, respectively, as a result of increases in the annual debt service requirements occurring during the years
2005-2007.

The remaining balance of the System’s equity represents unrestricted equity and may be used for any
allowable purpose as outlined in City Ordinance No. 75686. The $59.3 million increase in unrestricted equity
reflects the strong financial performance of the System during 2006 partially offset by the funding of capital
additions with renewal and replacement funds. Similarly, the $29.1 million increase in unrestricted equity
during 2005 reflects the financial performance of the System during 2005 partially offset by the funding of
capital additions with renewal and replacement funds.



STATEMENT OF ASSETS

Assets: The System’s total assets at December 31, 2006 were $2.97 billion, of which $2.47 billion or 83.1%
were capital assets. Total assets increased by $231.7 million during the course of 2006 with capital assets (net
of accumulated depreciation) increasing by $131.4 million and cash and investments increasing by $98.2
million. Total assets in 2005 increased by $192.9 million with net capital assets increasing by $158.3 million
and cash and investments increasing by $29.7 million.

31-Dec-06 31-Dec-05 31-Dec-04
Current Assets:
Unrestricted Cash and Investments $ 203,326,515  $ 124,249450  $ 94,015,772
Other Unrestricted Assets 49,279,565 48,307,513 40,981,978
Restricted Cash and Investments 232,216,584 207,305,977 197,587,608
Total current assets 484,822,664 379,862,940 332,585,358
Non-current Assets:
Unrestricted Investments - 5,766,822 16,004,413
Other Assets 4,241,023 2,760,000 8,210,012
Unamortized debt issuance costs 13,441,763 13,760,572 10,659,959
Capital assets (net of accumulated depreciation) 2,469,648,671 2,338,279,962 2,180,021,126
Total noncurrent assets 2,487,331,457 2,360,567,356 2,214,895,510
TOTAL ASSETS $ 2,972,154,121 $ 2,740,430,296 $ 2,547,480,868

Cash & Investments: During 2006, the System’s cash and investments increased by 29.1% to $435.5 million
at December 31, 2006. The components of the balance are shown in the chart below:

31-Dec-06 31-Dec-05 31-Dec-04
Unrestricted $ 203,326,515  $ 130,016,272  $ 110,020,185
Restricted for Debt Service 26,632,891 24,257,952 18,857,365
Restricted for Construction 198,854,460 176,836,644 166,958,565
Restricted for Other 6,729,233 6,211,381 11,771,678
Total Cash & Investments $ 435543099 $ 337,322,249  $ 307,607,793

The unrestricted cash consists of amounts maintained to meet the requirements of Ordinance 75686 that calls
for an operating reserve of two months of the annual maintenance and operations budget, as well as
unrestricted balances residing within the System’s Renewal and Replacement Fund. The increase in this
balance of $73.3 million and $20 million in 2006 and 2005, respectively, reflects primarily the strong operating
cash flows experienced during these periods. The balance of the Debt Service Fund is impacted by the
timing of the payments for debt service that are paid in May (principal and interest) and November (interest
only). Construction Fund balances increased $22 and $9.9 million during 2006 and 2005, respectively. These
increases were primarily the result of strong capital recovery fee collections taking place in both 2006, $45.1
million, and 2005, $33.2 million. Balances classified as “Restricted for Other” solely represent customer
deposits at December 31, 2005 and 2006. The slight increase during 2006 in this balance reflects the growth
in our customer base during 2006. The decline in this balance during 2005 reflects primarily the sale of a
stock investment during 2005. For further information regarding this transaction, see Note C in the
accompanying financial statements.



As of December 31, 2006, the System’s investments are invested as follows:

Portfolio by Investment Type as of December 31, 2006
$ in millions

Demand & Savings
Accounts $18.7
Agency Coupon or 4.29%
Notes $165.4 or

37.98% Money Market Funds

$8.1 or 1.86%

Agency Discount
Notes $243.3 or
55.87%

Capital Assets: During 2006, the System’s total capital assets (net of accumulated depreciation) grew from
$2.34 billion to $2.47 billion, while during 2005, net capital assets increased from $2.18 billion to $2.34 billion.
Capital asset additions broken down by type for 2006 and 2005 were as follows:

Amounts in Millions
2006 2005

Buildings $ 6.6 $ 4.4
Collection System 5.8 9.2
Distribution System 10.2 10.6
Governmental 26.6 313
Main Replacements 20.8 31.7
Corporate and Miscellaneous 12.8 9.0
Production System 3.0 3.0
Recycle 54 17.5
Treatment 23 6.5
Water Resources 23.3 45.6
Trilaterals 81.2 48.2
Unallocated Capitalized Interest & Overhead 13.2 14.8

Total $ 211.2 $ 231.8

For further detail information on capital assets, refer to Note E of the Notes to the Financial Statements.



Other Assets: In addition to the System’s cash and investments and its capital assets, the System maintains
other assets including interest receivable, customer accounts receivable, inventory, prepaid expenses, assets
held for resale, unamortized debt issuance costs, intangible assets and deferred debits. During 2006, the
balance of these accounts increased by $2.1 million in total as a result of increases in accrued interest
receivable and deferred debits offset by a slight reduction in the System’s customer accounts receivable. The
increase in accrued interest receivable reflects the higher level of investments held at December 31, 2006 as
compared to December 31, 2005 as well as higher short-term interest rates. The increase in the amount
classified as deferred debits is associated with the preliminary investigation of certain projects for which it is
not certain as to whether a capital asset will eventuate. These amounts have been deferred on the balance
sheet until such time that a determination has been made as to whether to go forward with the capital
projects. The slight reduction in accounts receivable is the result of more rainfall occurring during the fourth
quarter of 2006 as compared to 2005. While 2006 was a dry year overall, the fourth quarter of 2006 was
closer to normal and experienced significantly more rainfall than was experienced in 2005. During 2005, the
System experienced an $8.3 million increase in its accounts receivable balance and a $5.5 million reduction in
its assets held for resale. The 25.9% increase in accounts receivable is a direct result of the 24.9% increase in
operating revenues experienced by the System during 2005. As the latter half of 2005, in particular, was
extremely dry, the level of the System’s accounts receivable increased as compared to 2004. The reduction in
assets held for resale during 2005 is a direct result of the sale of the Buttercrust property and a reappraisal of
the carrying amount of the Playland property. For further discussion of this transaction, please see Note N
on page 48.

Liabilities: The System’s total liabilities as of December 31, 2006 were $1.56 billion, of which $1.5 billion or
96.2% are related to the System’s revenue bonds and commercial paper obligations. The $49.8 million
increase in total liabilities during 2006 relates almost entirely to increases in the System’s debt obligations
resulting from its construction initiatives. The System’s total liabilities increased by $75.9 million from 2004
to 2005 with this increase almost entirely attributable to increases in the System’s debt obligations.

31-Dec-06 31-Dec-05 31-Dec-04
Current Liabilities To Be Paid From Unrestricted Funds $ 31,965,414 $ 27,770,857 $ 29,267,085
Current Liabilities To Be Paid From Restricted Funds 50,602,301 50,877,372 40,605,454
Total Current Liabilities 82,567,715 78,648,229 69,872,539
Long Term Debt & Other Noncurrent Liabilities 1,472,574,605 1,426,680,135 1,359,541,319
TOTAL LIABILITIES $ 1,555,142,320 $ 1,505,328,364 $ 1,429,413,858

Current Liabilities: During 2006, the System experienced a $3.9 million increase in its current liabilities as
compared to 2005. The primary driver behind this increase is the increase in the current maturities of the
System’s revenue bond obligations of $2.5 million.

During 2005, the System’s current liabilities increased $8.8 million over 2004 year-end levels. Of this
increase, $5.9 million relates to the increase in the current maturities of the System’s revenue bond obligations
and $1.1 million to the increase in accrued interest payable associated with the increased debt levels. The
other significant variations in the System’s current liabilities during this period relate to a reduction in the
balance of accounts payable of $6.9 million and an increase in sundry payables and accruals of $11.7 million.
In an effort to close its books at year end 2005 in a more timely fashion, accounts payable was closed earlier
than in the prior year. As a result, several charges that in 2004 would have been classified as accounts
payable, were residing in sundry payables and accruals at December 31, 2005. The net increase in these two
balances, $4.8 million, pertains primarily to the accrual of a contingent obligation at year end 2005. For
further discussion of this item, see Note I on page 40.



Long-Term Debt: Consistent with its debt maturity schedule, in May 2006, the System repaid $22.4 million
of outstanding revenue bond principal obligations with accumulated cash. Additionally, during May 2006, the
System currently refunded for savings the entire $68 million outstanding balance of its Series 1996 Revenue
Bonds through the issuance of commercial paper. Together these transactions served to reduce the Systems
revenue bonds payable balance by $90.4 million.

In addition to the $68 million that was issued to refund the Series 1996 Revenue Bonds, $71.4 million of
commercial paper was issued to fund the System’s construction initiatives. This brought the outstanding
balance of the System’s commercial paper to $237.4 million as of December 31, 2006. Consistent with prior
years, the entirety of this balance is shown as long-term.

During the year ended December 31, 2005, the System’s total long-term debt obligations including current
maturities of revenue bonds payable, increased by $72.9 million. This increase relates primarily to the
issuance of $86.6 million of commercial paper during 2005 to fund ongoing construction offset by the
scheduled repayment of $16.5 million of outstanding revenue bond principal obligations in May 2005. In
December 2005, the System issued $298.2 million worth of senior lien bonds at a premium. The proceeds
from the sale of the bonds were used to advance refund $70.2 million worth of higher coupon senior lien
bonds, refund $227 million of outstanding commercial paper and pay the costs of issuance.

In December 2006, the three major rating agencies, Fitch Ratings, Moody’s Investor Services, Inc. and
Standard & Poor’s Ratings Services (S&P) reaffirmed the System’s excellent debt ratings. Additionally, Fitch
Ratings raised the outlook on the System’s indebtedness from stable to positive. The high quality ratings are
based on the System’s large, diverse, and growing service area, sound financial performance, positive actions
towards developing long-term water supplies, sound system operations with a manageable capital
improvements program, and competitive water and sewer rates.

Bond and Commercial Paper Ratings
Subordinate Lien Debt

Variable Rate Tax-Exempt
Senior Junior Demand Commercial

Lien Debt Lien Debt Obligations Paper

Fitch Ratings AA- A+ A Fl1+

Moody's Investors Service, Inc Aa3 Al Al P-1

Standard & Poor's Ratings Service AA- A+ A+ Al+

The System’s bond ordinance requires the System to maintain a debt coverage ratio of at least 1.25x the
annual debt service on outstanding senior lien debt. The System’s debt coverage ratio for the senior lien
bonds was 2.49x for 2006, 2.03x for 2005 and 1.64x for 2004. The coverage ratios for the annual debt service
on all outstanding bonded debt was 2.14x, 1.68x and 1.30x in 2006, 2005 and 2004 respectively. The System’s
equity ratio was 47.68% at December 31, 2006, as compared to 45.07% at December 31, 2005 and 43.89% at
December 31, 2004. As of December 31, 2006 and 2005, the System was in compliance with the terms and
provisions of the ordinances and documents related to its outstanding bonds and commercial paper.



STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN EQUITY

During 2006, the System experienced an increase in equity of $181.9 million as compared to the increase in
2005 of $117.0 million. The 2006 increase consisted of income before capital contributions of $55.6 million
and capital contributions of $126.3 million while the 2005 increase resulted from income before capital
contributions of $35.6 million and $81.4 million of capital contributions.

31-Dec-06 31-Dec-05 31-Dec-04

Operating Revenues:

Water delivery system $ 104810450 $ 93419939 $ 72,888,054
Water supply system 118,490,848 108,045,245 78,546,461
Wastewater system 124,689,938 113,333,959 99,224,713
Chilled water and steam system 13,242 5% 13,370,759 12,027,528

Total operating revenues 361,233,830 328,169,902 262,686,756

Operating Expenses:

Operating Expenses Before Depreciation 179,842,719 173,489,890 153,859,964
Depreciation expense 71,312,048 67,957,900 60,645,869
Total operating expenses 251,154,767 241,447,790 214,505,833

Non-operating Revenues & Expenses

Nonoperating revenues 20,818,616 11,167,861 7,060,677
Nonoperating expenses 70,309,131 58,679,757 50,392,001
Total net non-operating expenses (49,490,515) (47,511,896) (43,331,324)
Special Items (4,998,576) (3,584,164) (9,786,120

Capital Contributions

Plant Contributions 81,207,774 48,237,842 45,302,059
Capital Recovery Fees 45112123 33,171,028 24,225,552
Total Capital Contributions 126,319,897 81,408,870 69,527,611
Change in Equity 181,909,869 117,034,922 64,591,090
Equity, beginning of year 1,235,101,932 1,118,067,010 1,053,475,920
Equity, end of year $ 1417011801 § 1235101932 $  1,118,067,010

Operating Revenues: Operating revenues of $361.2 million for 2006 rose $33.1 million, or 10.1%. This
increase in revenues resulted primarily from increased water usage resulting from the hot and dry weather
conditions experienced in San Antonio throughout much of 2006 combined with strong customer growth
and rate increases implemented on January 1, 2006. The System’s operating revenues also benefited from the
dry weather conditions experienced during the winter of 2005-2006 which resulted in increased residential
wastewater revenues. The System’s operating revenues are provided by its four core businesses; Water
Delivery, Water Supply, Wastewater, and Chilled Water and Steam. All of these businesses with the
exception of Chilled Water and Steam experienced increased revenues of more than $10 million during 2006.
Operating revenues for 2005 increased by $65.5 million compared to 2004 levels as a result of very dry
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weather experienced during 2005 as well as the impacts of rate increases implemented on February 1, 2005
and March 1, 2004.

The Water Delivery core business is responsible for the actual distribution of water from its source to the
customer’s premises. Revenues for this business are derived through a combination of a monthly service
charge that is dependent upon the size of the customer’s water meter and a volume charge that relates to the
customer’s actual water usage. In 2006, Water Delivery revenues increased $11.4 million to $104.8 million.
This 12.2% increase over the prior year is primarily the result of a 7.3% Water Delivery rate increase that took
effect on January 1, 2006. The increase in revenues was also driven by an increase in the average gallons of
water used per customer per day of 1.5% and a growth in the number of water customers of more than 3%.

In 2005, Water Delivery revenues were $93.4 million. This represents an increase of 28.2% over 2004 levels.
This increase was the result of a combination of three factors; an increase in the average gallons of water used
per customer per day of more than 8%, a growth in the number of water customers of more than 3%, and
the 8.8% rate increase that was effective February 1, 2005.

2006 represented the second consecutive year of significantly reduced rainfall across the San Antonio region.
During 2006, rainfall totaled 21.3 inches. While this exceeds the 16.5 inches received in 2005, it is still well
short of the normal annual rainfall total of 32.9 inches and the 2004 level of 45.3 inches. Additionally, as
depicted in the following chart, during the first eight months of 2006, San Antonio received less than half of
the normal rainfall. This combined with the significantly lower than normal rainfall totals experienced during
the last nine months of 2005, resulted in significantly higher than normal water usage.

Rainfall, inches
Actual vs Normal
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The Water Supply core business is responsible for all functions related to the development and provision of
additional water resources. In order to support the costs associated with these initiatives, in October 2000,
the System implemented a separate funding mechanism, known as the Water Supply Fee, for water supply
development and water quality protection. In 2006, Water Supply revenues were $118.5 million, or 9.7%
higher than the prior year. This increase was largely driven by the increased customer usage and customer
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number levels discussed previously as well as the impact of a 7.9% increase to the Water Supply Fee which
was implemented on January 1, 2006.

In 2005, Water Supply revenues were $108.1 million or 37.6% over 2004 levels. This increase was largely
driven by the implementation of a 25.3% increase to the Water Supply Fee effective February 1, 2005 as well
as the increased customer usage and customer levels experienced during this period. As the System includes
the pass through of Edwards Aquifer Authority fees in its Water Supply revenues, the increase in these fees
also served to increase the reported Water Supply revenue amounts for 2005.

The collection and treatment of wastewater is the primary function of the Wastewater core business. During
2006, Wastewater revenues increased by $11.4 million or 10% over 2005 levels. The residential portion of
such revenue is calculated based upon the average water usage of each residential wastewater customer during
a three consecutive month billing period from November through March. As San Antonio received 73% less
than the normal amount of rainfall during the five month period November 2005 — March 2006, the average
winter consumption of the System’s residential customers was 7,314 gallons or 18.4% higher than the prior
year average of 6,178 gallons. This increase, in combination with the 3.8% increase in the number of
wastewater customers served during 2006 and the impacts of a 0.5% rate increase that took effect on
January 1, 2006, accounts for the increase in Wastewater revenues.

In 2005, Wastewater revenues increased by $11.4 million or 14.2% over the prior year. The majority of this
increase relates to the 11.0% rate increase that was implemented effective February 1, 2005. Wastewater
revenues were also impacted by the 3.5% growth in the number of wastewater customers that took place
during 2005. Finally, while the residential portion of wastewater revenues are based upon the winter average
water usage, and were therefore not as directly impacted by the low rainfall totals experienced during the last
nine months of 2005, the commercial portion of these revenues are computed based upon the amount of
water used. The increase in water usage experienced during 2005 also served to increase this portion of
wastewater revenues.

The Chilled Water and Steam core business is responsible for providing heating and cooling to customers of
the System, including various downtown hotels, City of San Antonio facilities, the Alamodome, Port
Authority of San Antonio tenants and Hemsifair Plaza tenants. Revenues for this segment declined just
slightly from 2005 levels as a result of a slightly cooler December 2006 as compared to 2005. Revenues for
2005 from this business unit increased by $1.3 million or 11.2% as compared to 2004. This increase reflects
almost entirely an increase in the cost of the utilities associated with generating the chilled water and steam
that is a pass-through component of the rate charged for these services.

Operating Expenses: Total 2006 operating expenses of $251.2 million in 2006 increased by $9.7 million or
4% over 2005 levels. This increase primarily reflects an increase in salary and benefit related costs combined
with smaller increases in bad debt expense and depreciation expense. This increase also reflects a $2 million
increase in the amount of projects previously capitalized that were expensed during 2006. These increases
have been partially mitigated by a reduction in the amount spent by the System during 2006 on contractual
Services.

During 2006, the System’s salary expense including overtime, on-call and incentive pay increased by
approximately $3.5 million or 5.8% over the prior year. This increase reflects the 3.2% cost of living increase
for all employees that was effective in January 2006. It also reflects a $500 productivity increase that was
added to the cost of living increase for all employees other than the executive management team that were on
the payroll prior to July 1, 2005. Additionally, this increase was impacted by increases in the amount of
overtime and incentive pay paid during 2006. In 2006 the expense associated with the provision of benefits
to employees, retirees and their dependents increased by $5 million or 18.5%. The primary components of
these benefits are medical and retirement benefits. Following the nationwide trend in medical cost increases,
the total amount expended by the System on employee, dependent and retiree medical benefits increased by
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$3 million during 2006. The System also experienced an increase in employee retirement costs of $1.7 million
primarily as a result of adopting certain changes in the latest actuarial assumption performed with respect to
the System’s defined benefit pension plan.

The increase in bad debt expense is an indirect result of the hot, dry weather conditions experienced within
San Antonio for much of 2006. As explained previously, the very dry weather conditions during the first
eight months of 2006 resulted in a significant increase in the System’s revenues. This increase in revenues
also resulted in a $1 million increase in bad debt expense. The $3.4 million increase in depreciation and
amortization expense reflects the more than $300 million increase in utility plant in service that has taken
place over the course of 2006.

The reduction in contractual services as compared to the prior year of $5.3 million was driven primarily by
the recognition in 2005 of an additional $4.8 million of expense as a result of a legal settlement relating to a
water supply project and the establishment of a contingent accrual with respect to another water supply
initiative.

Total operating expenses of $241.4 million in 2005 increased by $26.9 million or 12.6% as compared to 2004.
This increase was driven primarily by an $18.1 million increase in contractual services and a $7.3 million
increase in depreciation expense. The increase in contractual services resulted primarily from increased costs
associated with the procurement of water supplies. Contractual payments associated with the procurement of
existing water supplies or the development of future water supplies increased by more than $15 million
during 2005 after taking into account the additional $4.8 million of expense recognized as a result of the legal
settlement and contingent accrual discussed previously.  Another driver behind the 2005 increase in
contractual services was a $4.6 million increase in utilities costs resulting from the increased energy
consumption associated with the 19.5% increase in the amount of water pumped from the Edwards Aquifer
in 2005 as compared to 2004. The increase in depreciation and amortization expense reflects the 8.8%
increase in utility plant in service that took place over the course of 2005.

Non-operating revenues: Non-operating revenues, which primarily represent interest income earned on
investments, increased by approximately $9.7 million during 2006 as a result of the impact of rising interest
rates on the average yield earned on the System’s investment portfolio as well as an increase in the System’s
average investment balance in 2006 as compared to 2005. The average yield on the System’s portfolio rose
from approximately 2.98% in 2005 to approximately 4.89% in 2006 while the System’s average investment
balance increased from $314.4 million in 2005 to $400.5 million in 2006. Combined, these increases resulted
in an increase in interest earnings of approximately $10.2 million. During 2005, non-operating revenues
increased by approximately $4.1 million primarily as a result of the impact of rising interest rates on the
average yield earned on the System’s investment portfolio.

Non-operating Expenses: Non-operating expenses of the System increased approximately $11.6 million
during 2006 as a result of increases in interest expense and payments made to the City of San Antonio.
Partially offsetting these expense increases were net gains recognized on the sale of property held by the
System. The increase in interest expense of approximately $13.8 million results from a combination of
factors with the most significant of these being a $6.1 million reduction in the amount of interest capitalized
as a result of reduced capital spending levels. Additional factors contributing to the increase in interest
expense include 1) the rise in short-term interest rates which caused interest expense on the System’s
commercial paper notes to rise, 2) a slight change in the composition of the System’s debt structure designed
to take advantage of historically low long-term fixed interest rates through utilization of a greater percentage
of long- term fixed rate financing during 2006, and 3) a slight increase in the overall level of outstanding
borrowings from $1.45 billion at the end of 2005 to $1.5 billion at the end of 2006. As the System remits
2.7% of its gross revenues to the City of San Antonio, the $1 million increase in the payment made to the
City of San Antonio is a direct result of the increased revenue levels. Finally, during 2006, the System
recognized a $2.4 million gain on the disposition of some land that had been deemed to be excess.

13



Non-operating expenses increased approximately $8.3 million during 2005 as a result of a $5.2 million
increase in interest expense, a $1.9 million increase in the payment to the City of San Antonio, and the
recognition of a $1.2 million loss on the sale of a packaging plant during the period. Similar to 2006, the
increase in interest expense during 2005 relates to the impact of rising short-term interest rates on the
System’s commercial paper portfolio as well as slightly increased average debt levels. Also similar to 2006, the
2005 increase in the payment to the City of San Antonio pertains to the increase in revenues experienced by
the System in 2005 as compared to 2004.

Capital Contributions: During the year ended December 31, 2006, the System recorded plant contributions
from developers in the amount of $81.2 million as capital contributions. Additionally, the System assessed
capital recovery fees of $45.1 million that were also recorded as capital contributions. In 2005 and 2004,
plant contributions totaled $48.2 million and $45.3 million, respectively, while impact fee assessments totaled
$33.2 million and $24.2 million, respectively. The amount of these capital contributions can vary from year to
year depending on the level of development in the System’s service territory. The amount of capital
contributions received by the System in all periods reflects the continued strong growth in development being
experienced within the San Antonio region. The amount of impact fees collected in 2006 was also favorably
impacted by an approximate 50% increase in these rates that went into effect on July 1, 2006.

STATEMENTS OF CASH FLOWS

In 2006, the System experienced a net increase in cash and cash equivalents of $7.3 million while in 2005 cash
and cash equivalents increased by $1.4 million. These increases are the result of the strong level of operating
cash flows being generated by the System during the last two years which more than offset the amount of
cash utilized to fund financing and investment activities.

31-Dec-06 31-Dec-05 31-Dec-04
Cash Flows From Operating Activities $ 185434596 $ 150,066,876 $ 106,002,774
Cash Flows From Noncapital Financing Activities (6,861,068) (5,954,337) (4,556,648)
Cash Flows From Capital and Related Financing Activities (99,756,030) (124,737,012) (132,265,800)
Cash Flows From Investing Activities (71,547,659) (17,928,886) 8,233,147
Net Increase / (Decrease) In Cash and Cash Equivalents $ 7,269,839 $ 1446641 $ (22,586,527)
Cash and Cash Equivalents, At Beginning of Year 17,257,311 15,810,670 38,397,197
Cash and Cash Equivalents, At End of Year $ 24527150 $ 17,257,311 $ 15,810,670

Cash Flows From Operating Activities: During 2006, the System once again generated very strong
operating cash flows of $185.4 million which represents a 23.6% increase over 2005 levels. This increase was
driven by a $42 million or 13.3% increase in cash collections from customers which largely mirrors the $33.1
million increase in operating revenues augmented by an increased emphasis on collections of receivables.
Partially offsetting the increase in cash received from customers were increases in the cash paid to vendors
for operations and cash paid to employees for services of .4% and 9.7%, respectively. These increases are
driven by, and consistent with, the operating expense increases discussed previously. In 2005, operating cash
flows increased by 41.6% over 2004 levels. This increase was driven by a $60.5 million increase in cash
collections from customers partially offset by a $17 million increase in vendor operating payments. The
increase in customer collections was supported by the $65.5 million increase in operating revenues during
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2005 while the increase in vendor payments was associated with the $19.6 million increase in operating
expenses before depreciation.

Cash Flows From Financing Activities: The System used approximately $25 million less for capital and
related financing activities in 2006 than was utilized in 2005. The primary driver behind this reduction in cash
used for financing activities was a decline in the level of capital spending from $175.2 million in 2005 to
$123.9 million in 2006. This decline is primarily attributable to permitting delays in one of the System’s large
water supply initiatives. During 2005, the System invested a total of more than $63 million in water resource
projects and the extension of its recycle water pipeline, while in 2006 the corresponding level of investment is
approximately $29 million. Other construction delays also contributed to this reduced level of capital
spending. Another contributing factor to the reduced level of cash used for financing activities was the $12
million increase in impact fees received from developers experienced during 2006. Offsetting these two
factors was a $22.2 million reduction in the level of net borrowings in 2006 as compared to 2005, an $8.8
million increase in interest payments on the System’s debt obligations in 2006, and a $7.6 million reduction in
proceeds received from the sale of fixed assets in 2006. In 2005, the System used approximately $7.6 million
less for financing activities than was used in 2004 primarily as a result of a decline in capital spending of $6.7
million. This reduction was attributable to the purchase of the System’s new headquarters office building in
2004.

Cash Flows From Investing Activities: The System increased its use of cash for investing activities by
$53.6 million in 2006. During the year ended December 31, 2006, the System realized a net increase in its
investment portfolio of $91 million as compared to the 2005 net increase of $34 million. This increase is
primarily the result of the System’s increase in operating cash flows combined with the reduced level of
capital spending during 2006. The increase in interest earnings during the year served to partially reduce the
amount of net cash used for investing activities in 2006. Cash used for investing activities totaled $17.9
million during 2005 with the $33.9 million net increase in its investment portfolio being partially funded by
$10.5 million of interest earnings and $5.6 million received on the sale of stock during the period.

ECONOMIC OUTLOOK FOR THE FUTURE

During the last two years, customer growth has exceeded the levels of growth experienced previously, with
customer growth in both periods exceeding 3% annually. It is expected that this increased level of growth
will continue for at least the next several years. However, due to the ongoing capital requirements to replace
and maintain existing infrastructure and to develop additional long-term water supplies for the region, future
rate adjustments will be required.

CONTACTING THE SYSTEM’S FINANCIAL MANAGEMENT

This Comprehensive Annual Financial Report is provided to our citizens, taxpayers, customers, investors and
creditors as a general overview of the System’s financial condition and results of operation with a general
explanation of the factors affecting the finances of the System. It is provided to demonstrate the System’s
accountability for the revenues it collects and the expenditures it makes for the services provided. If you have
questions about this report or need additional financial information, contact:

Douglas P. Evanson,
VP/Chief Financial Officer
San Antonio Water System
PO Box 2449

San Antonio, Texas 78298

Information about the San Antonio Water System can also be obtained through the Internet at
WWW.Saws.org.
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San Antonio Water System
BALANCE SHEETS

December 31,
2006 2005
CURRENT ASSETS
Unrestricted Current Assets
Cash and cash equivalents - Note C $ 14,041,482 11,890,888
Investments - Note C 189,285,033 112,358,562
Accrued interest receivable 2,192,469 879,877
Accounts receivable, net of allowances for uncollectible
accounts of $1,286,780 and $734,769, respectively - Note D 39,951,491 40,530,254
Inventory - materials and supplies 5,075,211 4,786,265
Prepaid expenses and other assets 2,060,394 2,111,117
Total unrestricted current assets 252,606,080 172,556,963
Restricted Current Assets:
Debt Service Fund:
Cash and cash equivalents - Note C 6,646,663 38,620
Investments - Note C 19,986,228 24,219,332
Construction Funds:
Cash and cash equivalents - Note C 3,839,005 5,327,803
Investments - Note C 195,015,455 171,508,841
Customers' Deposits:
Investments - Note C 6,729,233 6,211,381
Total restricted current assets 232,216,584 207,305,977
Total current assets 484,822,664 379,862,940
NONCURRENT ASSETS
Unrestricted Assets:
Investments - Note C - 5,766,822
Total unrestricted noncurrent assets - 5,766,822
Assets Held for Resale - Note N 2,760,000 2,760,000
Unamorttized Debt Issuance Costs 13,441,763 13,760,572
Other Noncurrent Assets 1,481,023 -
Capital Assets - Note E:
Utility plant in service 2,911,723,619 2,607,372,575
Less allowance for depreciation 926,250,117 861,162,744
1,985,473,502 1,746,209,831
Land and water rights 112,787,623 108,869,520
Construction in progress 371,387,546 483,200,611
Total capital assets (net of accumulated depreciation) 2,469,648,671 2,338,279,962
Total Noncurrent Assets 2,487,331,457 2,360,567,356
TOTAL ASSETS $ 2,972,154,121 2,740,430,296

The accompanying notes to financial statements form an integral part of this statement.
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LIABILITIES

San Antonio Water System
BALANCE SHEETS

December 31,

Current Liabilities To Be Paid From Unrestricted Assets

Accounts payable

Sewer service collections payable
Capital leases payable

Notes payable - Note

Accrued vacation payable - Note G
Accrued payroll and benefits
Accrued claims payable - Note G
Accrued stormwater services

Sundry payables and accruals - Note G

Total unrestricted current liablities

Current Liabilities To Be Paid From Restricted Assets

Debt Service Fund:

Accrued interest payable
Construction funds:

Contract retainage payable

Sundry payables and accruals - Note G

Advances for construction

Customers' deposits

Revenue bonds payable within one year - Note H
Total restricted current liabilities
Total Current Liabilities

Noncurrent Liabilities
Capital leases payable
Notes payable - Note F
Accrued vacation payable - Note G
Commercial paper notes - Note H

Revenue bonds payable after one year - Note H

Unamortized premium
Less unamortized loss
Less unamorttized discount
Total Noncurrent Liabilities
TOTAL LIABILITIES

EQUITY

Restricted for debt service fund

Invested in capital assets, net of related debt

Unrestricted

TOTAL EQUITY

TOTAL LIABILITIES AND EQUITY

2006 2005
$ 5,048,128 4,750,696
331,565 276,325
35,615 35,616
419,919 389,668
3,338,496 2,943,341
3,716,546 2,345,906
2,802,692 2,552,429
2,157,793 2,041,051
13,214,660 12,435,825
31,965,414 27,770,857
8,283,031 8,280,265
5,497,511 5,763,840
3,507,197 6,470,601
1,705,329 1,736,285
6,729,233 6,211,381
24,880,000 22,415,000
50,602,301 50,877,372
82,567,715 78,648,229
- 35,615
571,033 990,952
1,881,191 2,014,743
237,360,000 98,000,000
1,258,630,000 1,351,510,000
13,572,941 14,139,190
(27,573,601) (26,242,755)
(11,866,959) (13,767,610)
1,472,574,605 1,426,680,135
1,555,142,320 1,505,328,364
18,349,860 15,977,687
1,177,435,801 1,057,177,560
221,226,140 161,946,685
1,417,011,801 1,235,101,932
$ 2972154121 2,740,430,296

The accompanying notes to financial statements form an integral part of this statement.
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San Antonio Water System
STATEMENTS OF REVENUES, EXPENSES
AND CHANGES IN EQUITY
For the Years Ended December 31,

OPERATING REVENUES 2006 2005
Water delivery system $ 104,810,450 $ 93,419,939
Water supply system 118,490,848 108,045,245
Wastewater system 124,689,938 113,333,959
Chilled water and steam system 13,242,594 13,370,759

Total operating revenues 361,233,830 328,169,902

OPERATING EXPENSES
Salaries and fringe benefits 83,570,238 77,440,762
Contractual services 81,991,702 87,272,198
Material and supplies 17,009,043 15,035,269
Other charges 20,412,229 15,752,184
Less: Costs capitalized to Construction in Progress (23,244,493) (22,714,359)
Internal Service Fund - net loss 104,000 703,836

Total operating expenses before depreciation 179,842,719 173,489,890
Depreciation expense 71,312,048 67,957,900
Total operating expenses 251,154,767 241,447,790
Operating income 110,079,063 86,722,112

NONOPERATING REVENUES
Interest earned and miscellaneous 20,818,616 11,280,590
Net decrease in the fair value of investments - (112,729)

Total nonoperating revenues 20,818,616 11,167,861

NONOPERATING EXPENSES
Amortization of debt issuance costs 644,661 537,339
Other finance charges 1,080,728 931,097
Interest expense:

Revenue bonds and commercial paper 58,907,639 45,178,837
Amottized discount/premium/loss/expense 1,614,720 1,480,454
Capital leases 90,332 129,234
(Gain)/Loss on sale of capital assets (2,266,432) 1,226,777
Payments to the City of San Antonio 10,026,611 8,982,657
Payments to other entities 210,872 213,362
Total nonoperating expenses 70,309,131 58,679,757
Special items - Note N (4,998,576) (3,584,164)
Increase in equity, before capital contributions 55,589,972 35,626,052
Capital contributions 126,319,897 81,408,870
CHANGE IN EQUITY 181,909,869 117,034,922
EQUITY, BEGINNING OF YEAR 1,235,101,932 1,118,067,010
EQUITY, END OF YEAR $ 1,417,011,801 $ 1,235,101,932

The accompanying notes to financial statements form an integral part of this statement.
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San Antonio Water System
STATEMENTS OF CASH FLOWS
For the years ended December 31,

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash paid to vendors for operations
Cash paid to employees for services

Net cash provided by operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Payments to the City of San Antonio
Payments to other entities

Net cash used for noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Payment of costs associated with intangible assets and deferred charges
Proceeds from sale of capital assets
Proceeds from developers for plant construction
Proceeds from grants
Payment to employees for construction of plant
Payment to vendors for construction of plant
Payments for acquisition of equipment and furniture
Payments for acquisition of property and plant
Proceeds from commercial paper
Payment for retirement of commercial paper
Proceeds from revenue bonds
Payment on defeasement on revenue bonds
Payment for retirement of revenue bonds
Payment on capital leases
Payment on note payable
Payment of interest on commercial paper
Payment of interest on revenue bonds
Payment for bond related expenses
Payment for bank charges

Net cash used for capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments
Maturity of investments
Proceeds from sale of stock
Interest income and other

Net cash used for investing activities
NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, AT END OF YEAR

2006 2005

358,954,030  § 316,912,545
(103,050,272) (102,602,597)
(70,469,162) (64,243,072)
185,434,596 150,066,876
(6,650,196) (5,798,739)
(210,872) (155,598)
(6,861,068) (5,954,337)
(1,481,023) -
3,277,803 10,911,373
45,112,123 33,171,028
990,085 273,016
(11,468,833) (13,129,945)
(11,776,296 (9,584,414)
(7,495,457) (7,425,726)
(93,182,427) (145,019,910)
139,360,000 86,600,000
: (227,000,000)

- 298,220,000
: (70,200,000)
(90,415,000) (16,505,000)
(35,616) (328,234)
(480,000) (480,000)
(6,196,572) (5,362,882)
(62,947,073) (54,986,959)
(1,937,016) (2,958,262)
(1,080,728) (931,097)
(99,756,030) (124,737,012)
(851,960,782) (691,852,553)
761,009,771 657,863,251
- 5,608,754
19,403,352 10,451,662
(71,547,659) (17,928,886)
7,269,839 1,446,641
17,257,311 15,810,670
24527150  § 17,257,311

The accompanying notes to financial statements form an integral part of this statement.

19



San Antonio Water System
STATEMENTS OF CASH FLOWS
For the years ended December 31,

2006 2005

RECONCILIATION OF CASH AND CASH EQUIVALENTS PER STATEMENTS OF CASH FLOWS
TO THE BALANCE SHEETS

Cash and Cash Equivalents

Unrestricted $ 14,041,482 $ 11,890,888
Restricted

Debt Service Fund 6,646,663 38,620

Construction funds 3,839,005 5,327,803

$ 24,527,150 $ 17,257 311

RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED BY OPERATING ACTIVITIES
Operating Income $ 110,079,063 $ 86,722,112

Adjustments to reconcile operating income to net cash
provided by operating activities:

Non-cash revenues from City of San Antonio (3,376,415) (3,183,918)
Charge-off of prior year construction expenditures to operating expense 2,530,753 657,455
Depreciation expense 71,312,048 67,957,900

Change in assets and liabilities:

(Increase)/Decrease in accounts receivable 578,763 (8,332,333)
Increase in inventory (288,940) (248,373)
Decrease in prepaid expenses 50,723 923,670
Increase/(Dectease) in accounts payable 1,197,432 (6,904,645)
Increase in amount due for sewer collections 55,240 20,312
Increase/(Decrease) in acctued payroll and benefits 1,370,640 (193,988)
Increase in accrued vacation payable 261,603 261,732
Increase in unrestricted sundry payables and accruals 778,835 11,681,908
Increase in accrued stormwater services 116,742 371,122
Increase in claims payables 250,263 75,027
Increase in customers' deposits 517,852 258,895
Total adjustments 75,355,533 63,344,764

Net cash provided by operating activities $ 185,434,596 $ 150,066,876

NONCASH CAPITAL AND FINANCING ACTIVITIES

The system received plant contributions from developers of $81,207,774 in 2006
and $48,237,842 in 2005. These amounts ate recorded as capital contributions.
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NOTES TO FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity: On April 30, 1992, the City Council approved Ordinance No. 75686 which effectuated the
consolidation of all city owned utilities related to water including the water, wastewater, and water reuse systems as
the San Antonio Water System (the System).

The System has been defined in City Ordinance No. 75686 as all properties, facilities, and plants currently owned,
operated and maintained by the City and/or the Board of Trustees, for the supply, treatment, transmission and
distribution of treated potable water, chilled water and steam, for the collection and treatment of wastewater and
for water reuse, together with all future extensions, improvements, purchases, repairs, replacements and additions
thereto, and any other projects and programs of the System provided, however, that the City retains the right to

incorporate a stormwater system as provided by the Texas Local Government Code.

The pension and retirement plans described in Note L are administered by third parties and are not a part of the

reporting entity.

This Comprehensive Annual Financial Report of the System includes no component units. However, the
operations of the System as reported herewith are included as a component unit of the City of San Antonio.

Basis of Accounting: The financial statements of SAWS are prepared and presented in accordance with
accounting principles generally accepted in the United States of America for proprietary funds of governmental
entities. The System applies all applicable Governmental Accounting Standards Board (GASB) pronouncements
as well as any Financial Accounting Standards Board (FASB) statements and interpretations, Accounting Principles
Board opinions and Accounting Research Bulletin’s issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements. The financial statements are prepared using
the accrual basis of accounting and the economic resources measurement focus.

In 2006, the System implemented the following new GASB pronouncements:

e GASB Statement No. 44, Economic Condition Reporting: The Statistical Section. This statement establishes and
modifies requirements related to the supplementary information presented in the statistical sections of the
Comprehensive Annual Financial Report.

e GASB Statement No. 46, Net Assets Restricted by Enabling Legislation - An Amendment of GASB Statement No.
34. The statement requires governments to disclose the portion of total net assets restricted by enabling
legislation. The restrictions placed upon these net assets must be legally enforceable. The System reports
net assets as restricted by City Ordinance for debt service. Additionally, included in net assets invested in
Capital Assets net of related debt are unspent capital recovery fees and bond proceeds which are also

restricted by law.
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NOTES TO FINANCIAL STATEMENTS

e GASB Statement No. 47, Accounting for Termination Benefits. This statement requires that an employer
recognize a liability and expense for voluntary and involuntary termination benefits. As of December 31,

2006 the System had no termination benefits in place.

Recognition of Revenues: Revenues are recorded when earned. Customers’ meters are read and bills are
prepared monthly based on billing cycles. SAWS uses historical information to estimate and record earned
revenue not yet billed. The amounts of unbilled revenue receivable are $18,472,237 and $16,130,269 at December
31, 2006 and December 31, 2005, respectively.

Revenue and Expense Classification: Proprietary funds distinguish operating revenues and expenses from
non-operating items. Operating revenues and expenses generally result from providing services in connection with
a proprietary fund’s principal ongoing operations. The principal operating revenues of the System are charges to
customers for water, wastewater, water supply and chilled water and steam services. Operating expenses include
the cost of service, administrative expenses and depreciation on capital assets. All revenues and expenses not
meeting this definition are reported as non-operating revenues and expenses.

Annual Budget: Sixty days prior to the beginning of each fiscal year, the System presents an annual budget
prepared on an accrual basis to serve as a tool in controlling and administering the management and operation of
the System. The annual budget reflects an estimate of gross revenues and disposition of these revenues in
accordance with the flow of funds required by Ordinance No. 75686 (See Note B). The annual budget is
submitted to City Council for review and consultation.

Fund Accounting: Within the System's enterprise fund accounts, separate self-balancing funds are maintained to
account for resources for various purposes, thereby distinguishing balances restricted by City Ordinance or other
enabling legislation from unrestricted resources. Interfund receivable and payable accounts have been eliminated
in the financial statements.

Business Segments:  System Fund operations are segregated into four core businesses as follows:

- Water Delivery — the function of distributing water to the customer

- Water Supply — the functions related to the development and provision of additional water resources

- Wastewater — the functions of collecting and treating wastewater from the user customer

- Chilled Water and Steam — the function related to providing chilled water and steam to specific customers of
the System

Investments:  City Ordinance No. 75686, the System’s Investment Policy, and Texas state law allow the System
to invest in direct obligations of the United States or its agencies and instrumentalities. Other allowable
investments include direct obligations of the State of Texas or its agencies and instrumentalities; secured
certificates of deposit issued by depository institutions that have their main office or a branch office in the State of
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NOTES TO FINANCIAL STATEMENTS

Texas; defined bankers acceptances and commercial paper; collateralized direct repurchase agreements, reverse
repurchase agreements; no-load money market mutual funds; investment pools; and other types of secured or
guaranteed investments. These investments are subject to market risk, interest rate risk, and credit risk which may
affect the value at which these investments are recorded. Investments other than money market investments are
reported at fair value.

Money Market Investments: Under the provisions of GASB Statement No. 31, money market investments
with a remaining maturity at time of purchase of one year or less are reported at cost.

Accounts Receivable: Accounts receivable are recorded at the invoiced amounts. The allowance for doubtful
accounts is the System’s best estimate of the amount of probable credit losses and is determined based on
historical write-off experience. Account balances are written off against the allowance when it is probable the
receivable will not be recovered.

Inventory: Inventories are valued at the lower of average cost or market.

Unamortized Debt Issuance Costs: Expenses relating to the sale of revenue bonds are amortized on a straight-
line basis over the life of the issue.

Intangible Assets: All charges associated with expansion of the System’s Certificate of Convenience and
Necessity (CCN) are recorded as an intangible asset. This CCN entitles SAWS to provide water and/or
wastewater services to customers within its region. As the life of any CCN granted is indefinite, no amortization is
provided. The value of this intangible asset is to be reviewed annually. As of December 31, 2006, the balance of
such charges is recorded in Other Noncurrent Assets.

Deferred Charges: Fees associated with performing the initial preliminary investigation analysis of potential
future construction projects are classified as Deferred Charges. Once a determination is made as to whether the
project will proceed, any such costs so deferred will either be transferred to Construction in Progress or charged to
expense. The balance of such charges is reflected in Other Noncurrent Assets.

Compensated Absences: It is the policy of the System to accrue employee vacation pay as earned as well as the
System’s portion of Social Security taxes related to the accrued vacation pay. Sick leave is not accrued as a
terminating employee is not paid for accumulated sick leave.

Self-Insurance: The System is self-insured for a portion of workers' compensation, employee’s health, employer’s
liability, public officials’ liability, property damage, and certain elements of general liability. A liability has been
recorded for the estimated amount of eventual loss which will be incurred on claims arising prior to the end of the
period.
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NOTES TO FINANCIAL STATEMENTS

Cash Flows Statement: For purposes of the statement of cash flows, the System considers all investments and
time deposits with an original maturity of 90 days or less to be cash equivalents.

Capital Assets: Assets in service are capitalized when the unit cost greater than or equal to $1,000. Assets
acquired through capital leases are recorded on the cost basis and included in utility plant in service. Assets
acquired through contributions, such as those from land developers, are capitalized and recorded in the plant
accounts at estimated fair market value at date of donation. It is the policy of the System to capitalize certain
interest costs on revenue bonds and commercial paper associated with newly constructed utility plant additions.
Maintenance, repairs, and minor renewals are charged to operating expense; major plant replacements are
capitalized. Capital assets are depreciated and property under capital lease is amortized on the straight-line
method. This method is applied to all individual assets except distribution mains. Groups of mains are
depreciated on the straight-line method using rates estimated to fully depreciate the costs of the asset group over
their estimated average useful lives. The table below shows an estimated average of useful lives used in providing

for depreciation of capital assets:

Structures and improvements 50 years
Pumping and purification equipment 10 - 50 years

Distribution and transmission system 25 - 50 years

Collection system 50 years
Treatment facilities 25 years
Equipment and machinery 5 - 20 years
Furniture and fixtures 10 years
Computer equipment 5 years
Software 3 years

Capital Contributions: The State of Texas allows the assessment of system development fees or capital recovery
fees that may be used only for additional infrastructure capacity. In accordance with GASB No0.33 these fees are
recorded as revenues.

Estimates: The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and disclosures.

Accordingly, actual results could differ from those estimates.

Reclassifications: Certain amounts presented in the prior year data have been reclassified in order to be

consistent with the current year’s presentation.
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NOTES TO FINANCIAL STATEMENTS

NOTE B - CITY ORDINANCE NO. 75686

Funds Flow: City Ordinance No. 75686 requires that gross revenues of the System be applied in sequence to: (1)
System Fund for payment of current maintenance and operating expenses including a two-month reserve amount
based upon the budgeted amount of maintenance and operating expenses for the current Fiscal year; (2) Debt
Service Fund requirements of Senior Lien Obligations; (3) Reserve Fund requirements of Senior Lien Obligations;
(4) Interest and Sinking Fund and Reserve Fund requirements of Junior Lien Obligations; (5) Interest and Sinking
Fund and Reserve Fund requirements of Subordinate Lien Obligations; (6) Payment of amounts required on
Inferior Lien Obligations, and (7) Transfers to the City's General Fund and to the Renewal and Replacement Fund.

Reuse Contract: The System has a contract with CPS Energy, the city owned electricity and gas utility, for the
provision of reuse water. According to City Ordinance No. 75686, the revenues derived from the contract have
been restricted in use to only reuse activities and are excluded from gross revenue for purposes of calculating any

transfers to the City's General Fund.

No Free Service: City Ordinance No. 75686 also provides for no free services except for municipal fire-fighting

purposes.

NOTE C - DEPOSITS AND INVESTMENTS

Deposits: All funds of the System are deposited at JP Morgan Chase Bank N.A., the System’s general depository
bank. The System’s general depository agreement does not require the System to maintain an average monthly
balance. As required by state law, all System deposits are fully collateralized and/or are covered by federal
depository insurance. At December 31, 2006, the collateral pledged is being held by the Federal Reserve Bank of
New York under the System’s name so the System incurs no custodial credit risk. As of December 31, 2006, the
bank balance of the System’s demand and savings account was $21,248,609 and the reported amount was
$18,741,429. As of December 31, 2005, the bank balance of the System’s demand and savings account was
$12,870,613 and the reported amount was $8,711,355 which included $238,814 of cash on hand.

Investments: As of December 31, 2006, all investments of the System, with the exception of those held in
escrow, are in Agencies of the United States and are held in safekeeping by the System’s general depository bank,
JP Morgan Chase Bank N.A., registered as accounts of the System. Funds held in escrow are Money Market
Funds managed by U.S. Bank and are invested in U.S. Treasury Obligations. Investments are classified as current

and non-current based on the maturity dates as of the end of the fiscal year.

26



NOTES TO FINANCIAL STATEMENTS

The System had the following investments and maturities at December 31, 2006 and 2005:

December 31, 2006

Investment Maturities (in Days)

Investment Type 90 days or less 910 180 181 to 365 Greater Than 365 Fair Value Reported Amount
U.S. Treasury Bills $ $ -8 $ $ $
U.S. Treasury Notes
U.S. Agency Discount Notes 132,771,163 85,274,409 25,147,839 243193411 243328413
U.S. Agency Coupon Notes 72,943,234 60,686,543 31,768,763 165,398,540 165,430,493
Money Market Funds held in Escrow:
U.S. Bank 8,042,764 8,042,764 8,042,764
$ 213757161 § 145960952 § 56,916,602 $ $ 416634715 § 416,801,670
December 31, 2005
Investment Maturities (in Days)
Investment Type 90 days or less 91to 180 181 t0 365 Greater Than 365 Fair Value Reported Amount
U.S. Treasury Bills $ 37817203 $ 33309694 § $ $ 71126897 § 71,157,626
U.S. Treasury Notes 19,878,538 8,955,180 28,833,718 28,846,685
U.S. Agency Discount Notes 101,000,040 65,942,671 166,942,711 167,078,657
U.S. Agency Coupon Notes 24,048,328 10,786,242 9,858,146 5,734,320 50,427,036 50,453,526
Money Market Funds held in Escrow:
Wachovia Bank 8,080,228 8,080,228 8,080,228
JP Morgan Chase Bank N.A. 2,994,172 2,994,172 2,994,172
§ 193818509 § 118993787 § 9858146 § 5734320 $ 328404762 § 328,610,894

Interest Rate Risk: As a means of limiting its exposure to fair value losses due to rising interest rates, the
System’s investment policy limits its investments maturities to no more than five years. As of December 31, 2006,
100% of the System’s investment portfolio is invested in maturities less than one year. Investment maturities are

as follows:
Maturity Percent of Portfolio
Zero to 90 days 51%
91 to 180 days 35%
181 to 365 days 14%
More than one year 0%
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NOTES TO FINANCIAL STATEMENTS

Credit Risk: In accordance with its investment policies, SAWS manages exposure to credit risk by limiting its
investments in obligations of other states and cities to those with a credit rating of “A” or better. Additionally, any
investments in commercial paper require a rating of at least “A-1" or “P-1". As of December 31, 2006 and 2005,
the System held no direct investments with a credit rating below “AAA”.

Credit Rating Carrying Value Market Value Allocation Investment Policy Limit
December 31, 2006
AAA $ 416,801,670 $ 416,634,715 100.0% Max. = 100%
Total Portfolio $ 416,801,670 $ 416,634,715 100.0%

December 31, 2005

U.S. Treasury $ 100,004,311 $ 99,960,615 30.4% Max. = 100%
AAA $ 228,606,583 $ 228,444,147 69.6% Max. = 100%
Total Portfolio $ 328,610,894 $ 328,404,762 100.0%

Concentration of Credit Risk: The investment policy of the System does not limit the amount it may invest in
U.S. Treasury securities, government-guaranteed securities, or government-sponsored entity securities. However,
in order to manage its exposure to credit risk, the System’s investment policy does limit the amount it can invest in
any one government-sponsored issuer to no more than 50% of the total investment portfolio, and no more than
5% of the total investment portfolio on any non-government issuer unless it is fully collateralized. As of
December 31, 2006, the System has invested more than five percent of its investments in the following

government-sponsored entities in the form of discount or coupon notes:

Federal Home Loan Bank 19.91%
Federal National Mortgage Association 36.95%
Federal Home Loan Mortgage Corporation 35.81%

Stock Investment: The demutualization of Metropolitan Life Insurance on April 7, 2000 made the System, a
policyholder, eligible to receive compensation for the membership interest for the dental plan provided as a benefit
for employees. The demutualization compensation consisted of a distribution of 7,567 shares of MetLife, Inc.
Common Stock. On the date of issue, the stock was priced at $14.25 per share for a total value to the System of
$107,830.

On October 26, 2001, with the demutualization of Principal Financial Group, Inc. the System received
compensation for the membership interest for the life insurance provided as a benefit for employees and retirees.
The demutualization compensation consisted of a distribution of 134,652 shares of Principal Financial Group, Inc.
Common Stock. On the date of issuance, the stock was priced at $23.35 per share for a total value to the System
of $3,144,124. Upon the identification of these securities, these two stock transactions were recorded on the
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System’s financial records as of December 31, 2004. Given the appreciation in these securities subsequent to the
demutualization, in accordance with GASB 31, an unrealized gain was recorded in the amount of $2,368,529 for
Principal Financial Group, Inc. and $198,709 for Metlife, Inc. In 2005, the System sold its stock for $5,608,754
and realized a gain on the sale of $2,356,801.

The following is a reconciliation of deposits and investments disclosed in the note to the amounts presented for

cash and investments in the balance sheets for 2006 and 2005:

2006 2005
Reported amounts in note for:
Deposits $ 18,741,429 $ 8,711,355
Investments 416,801,670 328,610,894
Total Deposits & Investments $ 435,543,099 $ 337,322,249
Totals from Balance Sheets:
Cash and Cash Equivalents:
Unrestricted cash and cash equivalents $ 14,041,482 $ 11,890,888
Restricted cash and cash equivalents:
Debt Service Fund 6,646,663 38,620
Construction funds 3,839,005 5,327,803
Total cash and cash equivalents 24,527,150 17,257,311
Investments:
Unrestricted current investments 189,285,033 112,358,562
Restricted current investments:
Debt Service Fund 19,986,228 24,219,332
Construction funds 195,015,455 171,508,841
Customers' deposits 6,729,233 6,211,381
Total current investments 411,015,949 314,298,116
Unrestricted Noncurrent Investments - 5,766,822
Total Cash, Cash Equivalents and Investments $ 435,543,099 $ 337,322,249

NOTE D - ACCOUNTS RECEIVABLE

Accounts receivable, net of allowance for uncollectible accounts are broken down by core business as follows:

December 31,
2006 2005
Water Delivery $ 10,684,681 $ 11,807,930
Water Supply 13,527,140 12,966,722
Wastewater 14,740,894 14,188,391
Chilled Water & Steam 998,776 1,567,211

$ 39,951,491 $ 40,530,254
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NOTE E - CAPITAL ASSETS

A summary of capital asset activity for the years ended December 31, 2006 is as follows:

Land

Acquisition of Water Rights

Construction in Progress

Total capital assets, not being
depreciated/amortized

Capital assets, being depreciated

Structures and improvements

Pumping and purification equipment

Distribution and transmission system

Treatment facilties

Equipment and machinery

Furniture and fixtures

Computer equipment

Software

Total capital assets being
depreciated/amortized

Less accumulated depreciation
Structures and improvements
Pumping and purification equipment
Distribution and transmission system
Treatment facilties

Equipment and machinery

Furniture and fixtures

Computer equipment

Software

Total accumulated depreciation

Total capital assets, being
depreciated/amortized

Capital assets, net

Capital Assets, not being depreciated:

December 31, 2005 Increases Transfers Decreases  December 31, 2006
$ 72822574 $ 4062056 § 160492 $ 730687287
36,046,946 3,672,390 39,719,336
483,200,611 203,726,000 (308,009,736) 7,529,329 371,387 546
592,070,131 203,726,000 (303931,141) 7,689,821 484,175,169
311,976,988 30413178 48 366 351,341,800
79,524,403 - 31,858,129 111,382,532
1,020,944 565 1,189,609 132,001,167 1,575,018 1,152,560,323
1,085,162,698 - 92,309,830 1,177 472528
82,748 349 4639,058 5,715,823 4642280 88,460,950
4822891 39,642 2491 35435 4829589

14,437 815 1,062,590 1,117109 774 455 15,843,059
7,754,866 564,558 1513414 9,832,838
2607372575 7495457 303,931,141 7,075,554 2911723619
(68,303,637) (6,824,179) (14,006) (75,113,810)
(16,016,855) (2,443916) (18,460,771)
(298,766,927) (25,341,949) (1,501,960) (322,606,916)
(408,361,263) (28,635,914) (436,997,177)
(50,358,060) (5,036,065) (3,924,074) (51,470,051)
(2,720,660) (333,327) (32,958) (3,021,029)
(10,358,287) (1,619,478) (751,677) (11,226,088)
(6,277,055) (1,077,220) (7,354,274)
(861,162,744) (71,312,048) (6,224,675) (926,250,117)
1,746,209 331 (63,816,591) 303,931,141 850,879 1,985,473 502

$ 233827992 $ 139909409 $ $ 8540700 § 2469648671
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A summary of capital asset activity for the years ended December 31, 2005 is as follows:

Land

Acquisition of Water Rights

Construction in Progress

Total capital assets, not being
depreciated/amortized

Capital assets, being depreciated

Structures and improvements

Pumping and purification equipment

Distribution and transmission system

Treatment facilties

Equipment and machinery

Furniture and fixtures

Computer equipment

Software

Total capital assets being
depreciated/amortized

Less accumulated depreciation
Structures and improvements
Pumping and purification equipment
Distribution and transmission system
Treatment facilties

Equipment and machinery

Furniture and fixtures

Computer equipment

Software

Total accumulated depreciation

Total capital assets, being
depreciated/amortized

Capital assets, net

Capital Assets, not being depreciated:

December 31, 2004 Increases Transfers Decreases  December 31, 2005
$ 63536938 $ 750000 $ 9218334 § 682698 $§ 72822574
18,801,699 371,249 16,873,998 - 36,046,946
499,585,286 233593389 (241,461,867) 8,516,197 483,200,611
581,923,923 234714638 (215,369,535) 9,198,895 592,070,131
291,262,309 5,439 24 801,745 4,092,505 311,976,988
58,181,543 12,354 21,330,506 - 79,524 403
916,771,326 355,630 105,622,434 1,804,825 1,020,944 565
1,027,287298 60,312,230 2,436,830 1,085,162,698
79,107,044 2,625,114 2,083,936 1,067,745 82,748,349
3,468,609 1,326,089 48,490 20,297 4822891

14,018 476 927,707 8981 517,349 14437815

6,457 539 354 545 1,161,213 218 431 7,754,866
2,396,554, 144 5,606,878 215,369,535 10,157,982 2607372575
(63,402,360) (6,264,419) (1,363,142) (68,303,637)
(13,808,308) (2,208,547) - - (16,016,855)
(276,510,663) (24,023,269) (602) (1,767,607) (298,766,927)
(381,833,226) (26,969,190) 602 (440,551) (408,361,263)
(46,116,535) (5,201,266) - (959,741) (50,358,060)
(2,405,279) (337,063) 2,607 (19,075) (2,720,660)
(8,967,154) (1,871,766) (2,607) (483,240) (10,358,287)
(5,413416) (1,082,380) - (218,741) (6,277,055)
(798,456,941) (67,957,900) (5,252,097) (861,162,744)
1,598,097,203 (62351,022) 215,369,535 4,905,885 1,746,209,831

$ 2180021126 $ 172363616 $ $ 14104780 $ 2,338279,962
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NOTE F - NOTE PAYABLE

During fiscal year 2000, a contract was entered into between the System and CPS Energy whereby the System
acquired water rights valued at $3,592,678 from certain CPS Energy owned properties. In exchange for these
water rights, a note was signed for 116 payments of $40,000 at an interest rate of 7.5%. The liability as of
December 31, 2006, is reflected on the balance sheet for both the current portion of $419,919 and long-term

amount of $571,033. The following is a summary of future obligations under this note payable:

CPS Energy Note Payable

Year Ending
December 31 Principal Interest Requirements
2007 419,919 60,081 480,000
2008 452,518 27,482 480,000
2009 118,515 1,485 120,000
Total $ 990,952 $ 89,048 $ 1,080,000

NOTE G-OTHER LIABILITIES

Accrued Vacation Payable: The System records an accrual for vacation payable for all full time employees and

pays unused vacation hours available at the end of employment with the final paycheck.

Liability Liability
Balance at Balance at Estimated
Beginning of  Current-Year End of Due Within
Fiscal Year Accruals Payments Fiscal Year One Year

Year Ended
December 31,2005 $ 4,696,352 $ 3205073 $ (2,943,341) $ 4,958,084 $ 2,943,341

Year Ended
December 31,2006 $ 4,958,084 $ 3,600,099 $ (3,338496) $ 5219687 $ 3,338,496

32



NOTES TO FINANCIAL STATEMENTS

Sundry Payable and Accruals: The System had sundry payables and accruals totaling $16,721,857 and
$18,906,426 as of December 31, 2006 and 2005, respectively. A detailed breakdown of amounts included in these

totals is provided in the table below:

2006 2005

Accrued ordinance payments to City $ 594,583 $ 651,030
Payroll liabilities 4,780,494 3,086,392
Miscellaneous accruals 5,937,848 9,342,834
Contingency accrual 3,896,594 3,896,594
Utility accrual 834,342 1,364,279
Unclaimed property 183,814 140,319
Unearned accruals 494,182 424,978

Total Sundry Payable and Accruals $ 16,721,857 $ 18,906,426

Risk Management: The System 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 System is self
administered and self-insured for the first $500,000 of each worker's compensation, general liability,
automobile liability and public official's liability claim and $250,000 for each pollution legal liability claim.
Claims that exceed the self-insured retention limit are covered through the System's comprehensive
commercial insurance program. For the year ended December 31, 2006, there were no reductions in
insurance coverage from the previous year and there were no claims incurred during the period that exceeded the
self-insured retention limit. Settled claims have never exceeded the insurance coverage in any year for the System.
The System has recorded accrued claims liability in the amount of $2,802,692 as of December 31, 2006, which is
reported as a current liability of the System. The claims liability, including incurred but not reported claims, is
based on the estimated ultimate cost of settling the claims. Changes in the liability amount for the last two fiscal

years were as follows:

Balance at Balance at
Beginning of Fiscal Estimated
Fiscal-Year  Current-Year Year-End Due Within
Liability Accruals Payments Liability One Year

Year Ended
December 31,2005 $ 2477402 $ 1541697 $ (1466670) $ 2552429 $ 2,552,429

Year Ended
December 31,2006 $ 2552429 $ 2002809 $ (1,752546) $ 2,802,692 $ 2,802,692
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NOTE H-LONG TERM DEBT

REVENUE BONDS

On May 15, 2006, the System redeemed the $68 million outstanding balance of its Series 1996 Senior Lien
Bond obligations at a 2% premium. These bonds were refunded through the issuance of tax exempt
commercial paper. The redemption of fixed-rate debt with lower coupon variable-rate debt provided cash savings
to the System of approximately $809,000 for 2006.

On December 15, 2005, the System issued $298,220,000 City of San Antonio, Texas Water System Revenue
Refunding Bonds, Series 2005. The proceeds from the sale of the Bonds were used to (i) advance refund the
$70,200,000 City of San Antonio, Texas Water System Revenue and Refunding Bonds, Series 1999, (ii) refund
$227,000,000 in outstanding commercial paper notes, and (iii) pay the cost of issuing the bonds.

Senior Lien Water System Revenue Bonds, comprised of Series 1997, Series 2001, Series 2002, Series 2002-A,
Series 2004 and Series 2005, outstanding in the amounts of $958,255,000 at December 31, 2006, are collateralized
by a senior lien and pledge of the gross revenues of the System after deducting and paying the current expenses of
operation and maintenance of the System and maintaining an operating reserve for operating and maintenance

expenses.

Junior Lien Water System Revenue Bonds, comprised of Series 1999, Series 1999-A, Series 2001, Series 2001-A,
Series 2002, Series 2002-A, Series 2003, Series 2004, and Series 2004-A outstanding in the amount of $208,990,000
at December 31, 2006, are collateralized by a junior lien and pledge of the gross revenues of the System after
deducting and paying the current expenses of operation and maintenance of the System, maintaining an operating

reserve for operating and maintenance expenses, and debt service on senior lien debt.

Subordinate Lien Water System Revenue Bonds, comprised of Series 2003-A and 2003-B, outstanding in the
amount of $116,265,000 at December 31, 2006, are collateralized by a subordinate lien and pledge of the gross
revenues of the System after deducting and paying the current expenses of operation and maintenance of the
System maintaining an operating reserve for operating and maintenance expenses, and debt service on senior lien

and junior lien debt.

Revenue bonds currently outstanding are as follows:

Purpose Interest Rates Amount
Build, improve, extend
enlarge, and repair the System 0.60-6.25% $1,283,510,000
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The following summarizes transactions of the revenue bonds for the years ended December 31, 2006 and 2005:

Balance Balance Due Within
Jan. 1, 2006 Additions Reductions Dec. 31, 2006 One Year
Bonds Payable $ 1373925000 $ - 90,415000 $ 1,283510,000 $ 24,880,000
Less Deferred Amounts:
For issuance discounts/
premiums/losses (25,871,175) (2,942,623) 2,946,179 (25,867,619) -
Total Bonds Payable, Net $ 1348053825 $ 2,942,623 87,468,821 $ 1,257,642,381 $ 24,880,000
Balance Balance Due Within
Jan. 1, 2005 Additions Reductions Dec. 31, 2005 One Year
Bonds Payable $ 1162,410,000 $ 298,220,000 86,705,000 $ 1,373,925000 $ 22,415,000
Less Deferred Amounts:
For issuance discounts/
premiums/losses (28,031,318) 3,141,614 5,301,758 (25,871,175) -
Total Bonds Payable, Net $ 1134378682 $ 295,078,386 81,403,242 $ 1348053825 $ 22,415,000

The following table shows the annual debt service requirements on the System’s debt obligations for each of the

next five years and then in five year increments after that.

Annual Debt Service Requirements
Revenue and Refunding Bonds
Year Ended
December 31 Senior Lien Junior Lien Subordinate Lien
Principal Interest Principal Interest Principal Interest

2007 $ 14755000 $ 48113882 $ 7,850,000 $ 7,044521 $ 2,275,000 $ 4,859,877
2008 18,705,000 47,227,356 8,085,000 6,796,530 2,375,000 4,764,782
2009 19,585,000 46,229,323 10,285,000 6,519,580 2,485,000 4,665,507
2010 20,065,000 45,207,142 12,555,000 6,186,217 2,600,000 4,561,634
2011 20,145,000 44,203,390 12,950,000 5,802,086 2,720,000 4,452,954
2012 - 2016 101,530,000 205,643,388 71,950,000 22,161,139 15,555,000 20,453,785
2017 - 2021 135,845,000 175,813,802 68,740,000 8,535,534 19,435,000 16,892,634
2022 - 2026 218,070,000 130,385,237 16,575,000 740,901 24,300,000 12,442,606
2027 - 2031 158,385,000 74,983,197 - - 30,355,000 6,880,280
2032 - 2036 92,930,000 53,944,677 - - 14,165,000 894,729
2037 - 2040 158,240,000 16,169,856 - - - -
$ 958,255,000 $ 887,921,250 $ 208,990,000 $ 63,786,508 $ 116,265000 $ 80,868,788
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Pay-Fixed, Receive-Variable Interest Rate Swap

Objective of the Interest Rate Swap: On March 27, 2003, the System entered into an interest rate swap
agreement in connection with its City of San Antonio, Texas, Water System Subordinate Lien Revenue and
Refunding Bonds, Series 2003-A and 2003-B (the Series 2003 Bonds) issued in a variable interest rate mode. The
Series 2003 Bonds were issued to provide funds for the System’s Capital Improvements Program and to refund
certain outstanding commercial paper notes. The swap was used to hedge interest rates on the Series 2003 Bonds
to a synthetic fixed rate that produced a lower than expected interest rate cost to the System than traditional long
term fixed rate bonds.

Terms: The terms, including the counterparty credit ratings of the outstanding swap, as of December 31, 2006,
are included in the table below. The System’s swap agreement contains scheduled reductions to the outstanding
notional amounts that are expected to follow scheduled reductions in the associated bonds. The Series 2003
Bonds were issued on March 27, 2003, with a principal amount of $122,500,000. The swap was structured to
match the principal amortization structure and dates of the Series 2003 Bonds. The counterparty to the swap is
Bear Stearns Financial Products, Inc. (Bear Stearns FPI), with the index for the variable rate leg of the SWAP
being the Bond Market Association (BMA) Municipal Swap Index.

CP Rating Variable Fixed Market
Related by Moody's/ Rate Rate Value at
Bonds Maturity Counterparty S&PJFitch Received Paid December 31, 2006
Series
2003
Bonds May 1, 2033 Bear Stearns FPI Aaa/AAAIAAA BMA 4.18% $ (3,651,792)

The combination of variable rate bonds and a floating-to-fixed swap creates a synthetic fixed-rate issue for the
System. The synthetic fixed-rate protects against the potential of rising interest rates in conjunction with the
System’s Series 2003 Bonds issued in a weekly mode and achieved a lower fixed rate than in the traditional fixed
rate bond market at the time of issuance.

Fair Value: The swap had a negative fair value as of December 31, 2006, of $3,651,792. This value was calculated
using the zero-coupon method. This method calculates the future net settlement payments required by the swap,
assuming that the current forward rates implied by the yield curve correctly anticipate future spot interest rates.
These net payments are then discounted using the spot rates implied by the current yield curve for hypothetical
zero-coupon bonds due on the date of each future net settlement on the swap.

Credit Risk: As of December 31, 2006, the System was not exposed to credit risk on its outstanding swap
because the swap had a negative fair value. However, should interest rates change and the fair value of the swap
become positive, the System would be exposed to credit risk in the amount of the swap’s fair value. The swap
counterparty, Bear Stearns FPI, was rated AAA by Fitch Ratings and Standard & Poor’s and Aaa by Moody’s
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Investors Services as of December 31, 2006. The swap agreement contains a collateral agreement with the
counterparty. Collateralization of the fair value of the swap is required should Bear Stearns FPI credit rating fall
below the applicable thresholds in the agreement.

Basis Risk: The System is exposed to basis risk to the extent that the interest payments on its variable-rate bonds
do not match the variable-rate payments received on the associated swap. The System mitigates this risk by (a)
matching the notional amount and amortization schedule of the swap to the principal amount and amortization
schedule of the Series 2003 Bonds, and (b) selecting an index for the variable-rate leg of the swap that is reasonably
expected to closely match the interest rate resets on the Series 2003 Bonds over the life of the issue.

Termination Risk: The System may terminate the Swap at any time for any reason. Bear Stearns FPI may
terminate the swap if the System fails to perform under the terms of the agreement. The System’s ongoing
payment obligations under the swap are insured and Bear Stearns FPI cannot terminate as long as the insurer does
not fail to perform. If the swap should be terminated, the Series 2003 Bonds would no longer carry synthetic fixed
interest rates. Also, if at the time of the termination the swap has a negative fair value, the System would be liable
to the counterparty for a payment equal to the swap’s fair value.

Swap Payments and Associated Debt: As of December 31, 2006, debt service requirements of the variable-rate
debt and net swap payments, assuming current interest rates remain the same, are as detailed below. As rates vary,
variable-rate bond interest payments and net swap payments will vary.

Pay-Fixed, Receive-Variable Interest Rate Swap
Estimated Debt Service Requirements of Variable-Rate
Debt Outstanding and Net Swap Payments

Variable-Rate Bonds Interest Rate
Year Principal Interest Swap, Net Total
2007 $ 2,275,000 $ 4545962 $ 313915 $ 7134877
2008 2,375,000 4,457,009 307,773 7,139,782
2009 2,485,000 4,364,147 301,360 7,150,507
2010 2,600,000 4,266,983 294,651 7,161,634
2011 2,720,000 4,165,323 287,631 7,172,954
2012 - 2016 15,555,000 19,132,608 1,321,178 36,008,786
2017 - 2021 19,435,000 15,801,483 1,091,151 36,327,634
2022 - 2026 24,300,000 11,638,897 803,709 36,742,606
2027 - 2031 30,355,000 6,435,860 444,420 37,235,280
2032 - 2033 14,165,000 836,936 57,794 15,059,730
Total $ 116,265,000 $ 75645208 $ 5,223,582 $ 197,133,790
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OTHER DEBT MATTERS
Debt Covenants: The System is required to comply with various provisions included in the ordinances which
authorized the bond issuances. The System is in compliance with all significant provisions of the ordinances.

Prior Years Defeasance of Debt: In prior years, the System defeased certain revenue bonds by placing revenues
or proceeds of new bond issues in an irrevocable trust to provide for all future debt service payments on the old
bonds. Accordingly, the trust accounts’ assets and liabilities for the defeased bonds are not included in the System’s
financial statements. At December 31, 2006, $107,445,000 of bonds outstanding are considered defeased.

COMMERCIAL PAPER PROGRAM
The System maintains a commercial paper program that is used to provide funds for the interim financing of a
portion of the capital improvements to the System.

On November 17, 2005, the City Council of the City of San Antonio approved the expansion of the commercial
paper program from $350 million to $500 million. The increase in the program provides additional interim
financing capacity for the increased level of future expenditures on water resource projects. Notes payable under
the program cannot exceed maturities of 270 days.

The City has covenanted in the Ordinance authorizing the commercial paper program (the Note Ordinance) to
maintain at all times credit facilities with banks or other financial institutions which would provide available
borrowing capacity sufficient to pay the principal of the commercial paper program. The credit facility is
maintained under the terms of a revolving credit agreement.

The issuance of commercial paper is further supported by the following agreements and related participants:
o Dealer Agreements with Goldman, Sachs & Co., J.P. Morgan Securities Inc., and Ramirez & Co., Inc.
. Revolving Credit Agreement with Bank of America, N.A.

. Issuing and Paying Agency Agreement with The Bank of New York.

The borrowings under the commercial paper program are equally and ratably secured by and are payable from (i)
the proceeds from the sale of bonds or additional borrowing under the commercial paper program and (ii)
borrowing under and pursuant to the Revolving Credit Agreement.

Commercial paper notes of $237,360,000 are outstanding as of December 31, 2006. The proceeds of the notes
have been used solely for financing of capital improvements of the System. Consistent with prior years,
commercial paper notes have been classified as long-term in accordance with the refinancing terms of the
Revolving Credit Agreement. Interest rates on the notes outstanding at December 31, 2006 range from 3.45% to
3.65% and maturities range from 19 to 152 days. The outstanding notes had an average rate of 3.57% and
averaged 87 days to maturity.
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The following summarizes transactions of the commercial paper program for the years ended December 31, 2006
and 2005:

Outstanding Outstanding
Notes Notes
at Beginning Notes Notes at End
of Year Issued Retired of Year
Year Ended
December 31, 2006 $ 98,000,000 $ 139,360,000 $ - $ 237,360,000
Year Ended
December 31, 2005 $ 238,400,000 $ 86,600,000 $ 227,000,000 $ 98,000,000

NOTE | - CONTINGENCIES AND COMMITMENTS
As of December 31, 2006, the System has various commitments relating to the procurement of future water
supplies. A summary of these commitments for the next 30 years is provided below. As with any estimates, the

actual amounts paid could differ materially.

2007 2008 2009 2010 2011 Thereafter
Firm purchased water obligations $ 3605482 § 3687115 § 3772553 $ 3862020 $ 3955750 § 148771461
Firm purchased water obligations (acre feet) 3,950 3950 3950 3950 3950 98,750
Variable purchased water obligations (acre feet) ~ $ 6,001,818 $ 6135263 $ 6275016 § 6421449 § 6574961 § 115585583
Variable purchased water obligations 6,800 6,800 6,800 6,800 6,800 86,600
Leased water rights § 225065 $ 1832253 § 1149148 § 897009 § 1690961 § 58639416

The System’s firm and variable purchased water obligations relate to the contractual commitments made in
connection with the System’s Western Canyon water supply project. Under this contract, the System will receive
between 3,950 and 10,750 acre feet of water annually during the years 2006-2037 at prices ranging from $875 to
approximately $2,200 per acre foot. The System has an option to extend this contract until 2077 under new

payment terms.

The System has entered into contractual agreements to obtain rights to pump water out of both the Edwards and
Carrizo aquifers. The term of these agreements vary, with some expiring as early as 2007 and others continuing
until cancelled by the System. The annual cost per acre foot under these agreements ranges from $10 to $100 per

acre foot. Some of the agreements contain future price escalators.

The System is also committed under various contracts for completion of construction or acquisition of utility plant
totaling approximately $196.7 million as of December 31, 2006. Funding of this amount will come from excess
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revenues of the System, contributions from developers, and restricted assets.

The System is the subject of various claims and litigation, which have risen in the ordinary course of its operations.
Management, in consultation with legal counsel, is of the opinion that the System's liabilities in these cases, if
decided adversely to the System, will not be material.

As of December 31, 2005, the System recorded a contingent liability of approximately $3.9 million related to
contractual and/or legal expenditures that are expected to be incurred in the future as a result of actions taken by
the System during 2005. As the matters that gave rise to this contingent liability were not resolved during 2006, no
adjustment to this amount was made during the period. While the exact amount of any potential liability that may
arise from these actions is still indeterminable, management believes that the amount recorded is a reasonable
estimate.

In January, 2006, the System settled a legal claim regarding the amount of water pumped under one of its existing
water rights agreements. As part of this settlement, the System agreed to pay $924,140 related to past damages
claimed and further modified the existing agreement to require the System to make minimum annual ground water
payments of $337,500 on a take or pay basis. Under the terms of this agreement, the System is scheduled to make
total payments of $4.4 million between 2007 and 2020. Additionally, the System has agreed to make payments
quarterly for any residential customers within a defined, currently undeveloped geographical area that begin taking
water service from the System. While it is impossible to estimate the exact amount of any potential future
payments associated with this provision of the agreement, management estimates of this potential contingent
liability are less than $5 million.

NOTE J- CAPITALIZED INTEREST COSTS
Interest costs incurred on revenue bonds and commercial paper totaled $69,146,412 during the year ended
December 31, 2006, of which $10,238,773 was capitalized as part of the cost of the System's utility plant additions.

NOTE K - STORMWATER PROGRAM
The Stormwater Program is a federally mandated program, under the Environmental Protection Agency, for the
monitoring of the quality and quantity of pollution found in rain runoff.

The City of San Antonio and the System have administrative responsibility for the Stormwater Program and have
entered into an interlocal agreement, which establishes the entities’ respective responsibilities. The System’s
responsibility is in various aspects of data collection and analysis related to the water quality of stormwater as well
as responsibility for customer billings and collection. Costs incurred by the System related to the Stormwater
Program are reflected as expenses and are reimbursed by the City. Such reimbursements are included in Water

Supply operating revenues.
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The following information provides a summary of the operations of the Stormwater Program for the years ended
December 31, 2006 and 2005:

December 31, 2006 December 31, 2005

Opertaing Revenue $ 3,056,345 2,938,366
Operating Expenses 3,148,565 2,730,033
Revenues over (under) Expenses $ (92,220) $ 208,333

As defined in City Ordinance No. 75686, the Stormwater Program is not considered a part of the System and as
such, revenues generated by the Stormwater Program are used to pay expenses of the Stormwater Program but are
not available for debt service of the System or for transfer to the City of San Antonio.

NOTE L - PENSION AND RETIREMENT PLANS

The System's retirement program includes benefits provided by the Texas Municipal Retirement System, the San
Antonio Water System Retirement Plan, the San Antonio Water System Deferred Compensation Plan, and Social
Security. The following information related to the Texas Municipal Retirement System was prepared as of
December 31, 2005, while the information related to the San Antonio Water System Retirement Plan has been
prepared as of January 1, 2006.

Texas Municipal Retirement System

The Texas Municipal Retirement System (TMRS) was established in 1948 as a retirement and disability pension
system for municipal employees in the State of Texas. It is administered in accordance with the Texas Municipal
Retirement System Act (the Act), Subtitle G of Title 110B, Revised Civil Statutes of Texas, 1925 as amended, and
is governed by a Board of Directors appointed by the Governor of Texas in accordance with the Act. TMRS
issues a publicly available financial report that includes financial information related to participating municipalities.
The report may be obtained by writing to:

TMRS, P.O. Box 149153, Austin, Texas 78714-9153 or calling 1-800-924-8677.

Plan Description: The System provides pension benefits for all of its full-time employees through a
nontraditional, joint contributory, defined benefit plan in the state-wide Texas Municipal Retirement System
(TMRS), one of more than 800 administered by TMRS, an agent multiple-employer public employee retirement
system.

Benefits depend upon the sum of the employee's contributions to the plan, with interest, and the System financed
monetary credits, with interest. At the date the plan began, the System granted monetary credits for service
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rendered before the plan began of a theoretical amount equal to two times what would have been contributed by
the employee, with interest, prior to the establishment of the plan. Monetary credits for service since the plan
began are a percentage (100%, 150%, 200%) of the employee's accumulated contributions. In addition, the System
can grant as often as annually another type of monetary credit referred to as an updated service credit which is a
theoretical amount that when added to the employee's accumulated contributions and the monetary credits for
service since the plan began, would be the total monetary credits and employee contributions accumulated with
interest if the current employee contribution rate and System matching percent had always been in existence and if
the employee's salary had always been the average of his salary in the last three years that are one year before the
effective date. At retirement, the benefit is calculated as if the sum of the employee's accumulated contributions

with interest and the employer-financed monetary credits with interest were used to purchase an annuity.

Members can retire at ages 60 and above with 5 or more years of service or with 20 years of service regardless of
age. A member is vested after 5 years. The plan provisions are adopted by the System within the options available
in the state statutes governing TMRS and within the actuarial constraints also in the statutes.

Contributions: The contribution rate for the employees is 3% of salary. The System’s matching percent ratio is
currently 1 to 1, as adopted by the System. Under the state law governing TMRS, the actuary annually determines
the System contribution rate. This rate consists of the normal cost contribution rate and the prior service cost
contribution rate, both of which are calculated to be a level percent of payroll from year to year.

The normal cost contribution rate finances the currently accruing monetary credits due to the System matching
percent, which are the obligation of the System as of an employee's retirement date, not at the time the employee's
contributions are made. The normal cost contribution rate is the actuarially determined percent of payroll
necessary to satisfy the obligation of the System to each employee at the time his/her retirement becomes
effective. The prior service contribution rate amortizes the unfunded (overfunded) actuarial liability (asset) over

the remainder of the plan's 25-year amortization period.

The unit credit actuarial cost method is used for determining the System contribution rate. Both the employees
and the System make contributions monthly. Since the System needs to know its contribution rate in advance for
budgetary purposes, there is a one-year delay between the actuarial valuation that is the basis of the rate and the
calendar year when the rate goes into effect (i.e. December 31, 2005, valuation is effective for rates beginning
January 2007).

The following tables summarize the calculation of the System’s net pension obligation and total contributions
made to TMRS for the last two fiscal years:
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Texas Municipal Retirement System
Calculation of Net Pension Obligation (NPO)

Percentage of

Annual Required Annual Pension APC
Year Contribution (ARC) Cost (APC) Contributed NPO Balance
2004 $ 2012732  $ 2,012,732 100% $ -
2005 $ 2,100,567 $ 2,100,567 100% $ -
2006 $ 2197131 § 2,197,131 100% $ -

Texas Municipal Retirement System
Schedule of Contributions

2006 2005 2004
Employer Contribution $ 2,197,131 % 2,100567 $ 2,012,732
Employee Contribution $ 1973942  $ 1,916,701  $ 1,829,799
Employer Contribution Rate 3.34% 3.31% 3.30%

Required Three - Year Trend Information:

The Schedules of Funding Progress for the last three fiscal years as required under GASB Statement No. 27 are
located in the “Required Supplementary Information” section of this report. The Schedules are designed to
provide information about the System’s progress in accumulating sufficient assets to pay benefits due. A summary
of the actuarial assumptions utilized in preparing these schedules is as follows:

Texas Municipal Retirement System
Actuarial Assumptions

Actuarial Cost Method Unit Credit
Amortization Method Level Percent of Payroll
Remaining Amortization 25 Years - Open Period
Asset Valuation Method Amortized Cost
Investment Rate of Return 7%

Projected Salary Increases None

Includes Inflation At 3.5%

Cost of Living Adjustments None
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San Antonio Water System Retirement Plan

Plan Description: The San Antonio Water System Retirement Plan is a single-employer defined benefit pension
plan controlled by the provisions of Ordinance No. 75686, which serves as a supplement to the TMRS and Social
Security benefits. The plan is governed by the System which may amend plan provisions and which is responsible
for the management of plan assets. The System has delegated the authority to manage certain plan assets to

Principal Financial Group.

The System provides supplemental pension benefits for all persons customarily employed at least 20 hours per
week and five months per year through this defined benefit pension plan. Employees are eligible to participate in
the plan on January 1 of the calendar year following date of hire. A member does not vest in this plan until

completion of five years of service.

Covered employees are eligible to retire upon attaining the normal retirement age of 65. An employee may elect
early retirement, with reduced benefits, upon attainment of (i) 20 Years of vesting service regardless of age or (ii)

five years of vesting service and at least age 60.

The normal retirement benefit is based upon two factors, average compensation and years of vesting service.
Average Compensation is defined as the monthly average of total compensation received for the three consecutive
years ending December 31, out of the last ten compensation years prior to normal retirement date which gives the
highest average. The normal retirement benefit under the Principal contract is equal to the following:

1. 1.2% of the Average Compensation, times years of credited service not in excess of 25 years, plus

2. 0.75% of the Average Compensation, times years of credited service in excess of 25 years but not in excess
of 35 years, plus

3. 0.375% of the Average Compensation, times years of credited service in excess of 35 years.

Upon retirement, an employee must select from one of seven alternative payment plans. Each payment plan
provides for monthly payments as long as the retired employee lives. The options available address how plan
benefits are to be distributed to the designated beneficiary of the retired employee. The program also provides
death and disability benefits.

An employee is automatically 100% vested upon attainment of age 65 or upon becoming totally and permanently
disabled. Benefits for retired employees are fully guaranteed at retirement. The pension plan’s unallocated
insurance contracts are valued at contract value. Contract value represents contributions made under the contract,
plus interest at the contract rate, less funds used to purchase annuities or pay administrative expenses charged by
the Principal Financial Group. Funds under the contract that have been allocated and applied to purchase
annuities are excluded from the pension plan’s assets. The pension plan’s unallocated separate accounts are valued

at fair value.
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Actuarially Determined Contribution Requirements and Contributions Made: The plan's funding policy
provides for actuarially determined periodic contributions so that sufficient assets will be available to pay benefits
when due. The actuarial cost method is known as the Entry Age Normal-Frozen Initial Liability Method. This
method estimates the total cost of the projected pension benefits for each employee evenly from the date the
employee is first eligible for the plan to the employee's assumed retirement age. As plan benefits are related to
compensation, the cost is spread as a level percentage of compensation. The total of annual amounts for all
employees combined is called the Normal Cost. The employee’s Entry Age is determined as if the plan had always
been in existence. As of the plan effective date, there are some accumulated Normal Costs for past years that have
not been paid. The value of these costs is called the Frozen Initial Liability.

In subsequent years the Frozen Initial Liability is reduced by employer deposits to the plan in excess of employer
Normal Cost and interest requirements. This reduced amount is known as the Unfunded Frozen Initial Liability.

Contribution requirements are established and may be amended by the System. Active members are not required
to contribute to the plan. Any obligation with respect to the pension plan shall be paid by the System. The
actuarial valuation which was performed for the plan year ended December 31, 2005, reflects an unfunded frozen
initial liability of $15,541,027.

San Antonio Water System Retirement Plan
Calculation of Net Pension Obligation (NPO)

Percentage of

Plan Annual Required Annual Pension APC

Year Contribution (ARC) Cost (APC) Contributed NPO Balance
2004 $ 3485618 $ 3,485,618 100% $ -
2005 $ 3,689,167 $ 3,689,167 100% $ -
2006 $ 4575083 $ 4,575,083 100% $ -

If the Normal Cost or Unfunded Frozen Initial Liability becomes negative through the normal operation of the
plan, the Unfunded Frozen Initial Liability will be reestablished using the Entry Age Normal method. If the
reestablishment would result in a negative Normal Cost or Unfunded Frozen Initial Liability, the method will be
changed to the aggregate method. If the actuarial value of assets exceeds the total present value of benefits, the

Aggregate Normal Cost will be zero. Then the Frozen Initial Liability will be reestablished when a positive Entry
Age Normal un-funded liability results from a change in assumptions or a plan amendment. A summary of the

actuarial assumptions utilized in determining the System’s contribution requirements is as follows:
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San Antonio Water System Retirement Plan
Actuarial Assumptions

Actuarial Cost Method Entry Age Normal - Frozen
Initial Liability Period

Amortization Method Level Dollar

Remaining Amortization Period 35 Years - Closed Period

Asset Valuation Method Amortized Cost

Investment Rate of Return 8.00%

Inflation Rate None

Salary Scale Table S-5 from the Actuary's
Pension Handbook plus 3.4%

Cost of Living Adjustments None

Wage Base Increase 4% each year until retirement

Post Employment Benefits None

Required Three -Year Trend Information: The Schedule of Funding Progress for the last three fiscal years are
required under GASB Statement No. 27 and are located in the “Required Supplementary Information” section of
this report. The Schedules are designed to provide information about the System’s progress in accumulating
sufficient assets to pay benefits due.

The Pension Fund issues a publicly available financial report that includes financial statements and required
supplemental information. That report may be obtained by writing to: Principal Financial Group, 711 High Street,
Des Moines, lowa 50392 or by calling 1-800-986-3343.

San Antonio Water System Deferred Compensation Plan: The System has a deferred compensation plan for
its employees, created in accordance with Internal Revenue Code Section 457. The plan, available to all regular
employees, permits them to defer a portion of their salary until future years. The compensation deferred under
this plan is not available to employees until termination, retirement, death, or qualifying unforeseeable emergency.
Participation in the plan is voluntary, and the System does not make any contributions. The System has no liability
for losses under the plan but does have the usual fiduciary responsibilities of a plan sponsor.

NOTE M - OTHER POST EMPLOYMENT BENEFITS

In addition to providing retirement benefits described in Note L, the System provides certain health care and life
insurance benefits for retired employees. Substantially all full-time employees who retire from the System may
become eligible for those benefits. On December 31, 2006, there were 477 retirees with life insurance and 464

retirees with medical coverage.

The System recognizes the cost of providing these benefits on a pay-as-you-go basis by expensing the annual
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premiums for this coverage. Premiums for medical and life insurance for retirees amounted to $4,518,769 and
$87,613 respectively for the period January 1, 2006, through December 31, 2006. Medical benefits are provided to
retiree and active employees through a self-insured health plan administered by Blue Cross Blue Shield of Texas.

Other similar benefits for active employees are provided through insurance companies.

Pursuant to GASB Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other
Than Pensions, the System will be required to account for and disclose its other postretirement liability for these
benefit programs. While the provisions of GASB Statement No. 45 do not require the System to account for and
disclose its other post retirement liability until December 31, 2007, the System is actively reviewing the provisions
of this accounting standard and has had a preliminary actuarial valuation performed.

During 2006, the System engaged an actuarial consultant to perform a preliminary actuarial valuation of this
program and assist in a review of the current provisions of the retirement health and life insurance plans. Based
on the preliminary actuarial valuation, as of January 1, 2006, the unfunded actuarial accrued liability for these plans
was projected at $326 million. The System is currently evaluating various potential cost savings strategies;

however, no final decision with respect to these potential strategies has been made at this time.

NOTE N - SPECIAL ITEMS
During 2006 and 2005, the System recorded special items as shown in the table below.

2006 2005
Carrizo project writeoff (4,998,576) -
ERP project writeoff - (7,858,742)
Main office sale - 6,263,175
Buttercrust/Playland - (1,988,597)
$ (4,998,576) $ (3,584,164)

During the first quarter of 2006, the System completed an independent evaluation of its regional Carrizo water
supply project which is designed to bring groundwater from Gonzalez and Wilson Counties to San Antonio via 60
miles of pipe. The results of the study showed potential immediate capital cost savings of approximately $50
million though utilization of a pipeline route that takes better advantage of existing system capacity. However, as a
result of this study and subsequent rerouting of the pipeline, certain design and acquisition costs associated with a
previously planned segment of this pipeline were deemed to be obsolete. The total $5 million balance of these

charges was written off during 2006.

In 2005, the System wrote off $7.8 million of previously incurred capital costs related to an Enterprise Resource
Planning (ERP) system. The System discontinued the ERP Project, which consisted of implementing an enterprise
wide software system, during fiscal year 2004. A new project was started during 2005 for the selection of an

integrated software system. The new system will integrate data processing for customer service, financial, human
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resources, payroll, and work order applications. During 2005, it was determined that the amounts previously
expended would not be able to be utilized in connection with the current project to implement an integrated

software system and were written off.

The System purchased property known as Buttercrust/Playland for the construction of a corporate headquarters
facility during 2003. The opportunity to purchase another building which resulted in a cost savings to the System
and its ratepayers presented itself during 2005. As such, the System discontinued plans to renovate the
Buttercrust/Playland property. The appraisal of the property and the subsequent sale of the Buttercrust property
resulted in a loss of $1.9 million in 2005. The Playland property remains on the System’s records at its adjusted
value as land held for resale.

The move to the new corporate headquarters in late 2005 resulted in the sale of the previous “main office” to the
City of San Antonio. This transaction resulted in a gain in the amount of $6.3 million.

NOTE O - SUBSEQUENT EVENTS

On January 23, 2007, the System issued $8,070,000 City of San Antonio, Texas Water System Junior Lien Revenue
and Refunding Bonds, Series 2007 through the Texas Water Development Board. The bonds were sold under the
Federal Cross Cutter Program with interest rates ranging from 1.70% to 2.40%. The proceeds from the sale of the
bonds were used to (i) finance capital improvement projects which qualify under the Texas Water Development
Board program, (i) refund $550,000 in outstanding commercial paper notes, and (iii) pay the cost of issuance. The
bonds are secured together with other currently outstanding Junior Lien Obligations solely by a lien on a pledge of

net revenues and are subordinate to outstanding Senior Lien Obligations.

On January 23, 2007, the System issued $35,375,000 City of San Antonio, Texas Water System Junior Lien
Revenue and Refunding Bonds, Series 2007A through the Texas Water Development Board. The bonds were sold
under the State Revolving Fund (SRF) Program with interest rates ranging from 2.70% to 3.40%. The proceeds
from the sale of the bonds were used to (i) finance capital improvement projects which qualify under the Texas
Water Development Board program, (ii) refund $14,200,000 in outstanding commercial paper notes, and (iii) pay
the cost of issuance. The bonds are secured together with other currently outstanding Junior Lien Obligations

solely by a lien on a pledge of net revenues and are subordinate to outstanding Senior Lien Obligations.

On February 22, 2007, the System issued $311,160,000 City of San Antonio, Texas Water System Revenue
Refunding Bonds, Series 2007. The proceeds from the sale of the Bonds were used to (i) refund $49,950,000 City
of San Antonio, Texas Water System Revenue Refunding Bonds, Series 1997 (Series 1997 Bonds), (ii) refund
$237,610,000 in outstanding commercial paper notes, (iii) advance refund $25,775,000 City of San Antonio Water
System Revenue Bonds, Series 2002-A (Series 2002-A Bonds), and (iv) pay the cost of issuing the bonds. In
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addition to the bond proceeds used to refund $49,950,000 Series 1997 Bonds, the System utilized $25,000,000 of
Renewal and Replacement funds to redeem the remaining balance of the Series 1997 Bonds. The refunding of the
Series 1997 Bonds resulted in a reduction of the System’s total debt service payments over the next nine years of
approximately $8.9 million and the System obtained an economic gain (difference between the present values of
the old and new debt service payments) of approximately $3.1 million. The advance refunding of the Series 2002-
A Bonds resulted in the reduction of the System’s total debt service payments over the next 11 years of

approximately $2.0 million and provided an economic gain of approximately $1.5 million.
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San Antonio Water System
DESCRIPTION OF FUNDS
For the Year Ended December 31, 2006

City Ordinance No. 75686 adopted April 30, 1992 requires that gross revenues of the System be applied in sequence to:
(a) current expenses of operation and maintenance including a two-month reserve amount; (b) debt service and reserve
requirements; (c) transfers to the City and capital expenditures, or unexpected or extraordinary repairs or replacements,
or for any other lawful purpose. Accordingly, the System has established certain self-balancing funds within its
enterprise fund accounts to demonstrate compliance with City Ordinance No. 75686. In addition the System has
established certain other self-balancing funds within its accounting system for purposes of internal management control
and reporting. Following is a description of each self-balancing fund maintained by the Board.

FUNDS ESTABLISHED BY CITY ORDINANCE NO. 75686

System Fund - All gross revenues of the System shall be credited to this fund upon receipt, unless otherwise provided
in City Ordinance No. 75686. All current expenses of operation and maintenance of the System shall be paid from this
fund as a first charge against the gross revenues so credited. Before making any deposits to other funds required to be
made from the System Fund, the Board of Trustees shall retain in the System Fund at all times an amount at least equal
to two months of the amount budgeted for the then current fiscal year for the current maintenance and operation
expenses of the System.

Debt Service Fund - The sole purpose of this fund is for the payment of principal and interest on all bonds which are
payable from pledged revenues.

Reserve Fund - This fund shall be used to pay the principal of and interest on any bonds when and to the extent the
amounts in the Debt Service Fund are insufficient for such purpose, and may be used for the purpose of finally retiring
the last of any bonds.

Project Fund - This fund shall be used to account for

)] the proceeds of Senior Lien and Junior Lien Obligations and commercial paper notes
2 any premium thereon, and
(3) investment earnings thereon issued for the purposes of paying the costs of capitalized interest on the Senior

Lien Obligations during the extension, construction, improvement, or repair of the System, the costs of
issuance of Senior Lien and Junior Lien Obligations and

4 any other lawful purpose.

Renewal and Replacement Fund - This fund shall be used for the purpose of
@ paying the costs of improvements, enlargements, extensions, additions, replacements, or other capital
expenditures related to the System, or
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San Antonio Water System
DESCRIPTION OF FUNDS
For the Year Ended December 31, 2006

paying the costs of unexpected or extraordinary repairs or replacements of the System for which System Funds
are not available

paying unexpected or extraordinary expenses of operation and maintenance of the System for which System
Funds are not otherwise available

depositing any funds received by the System pursuant to the CPS Contract,

paying bonds or other obligations of the System for which other System revenues are not available

making up any shortfall in the Payment to the City General Fund required by Section 17, and

for any other lawful purpose,

FUNDS ESTABLISHED BY MANAGEMENT

Internal Service Fund - This fund is used to account for the financing of goods or services provided by an

organizational unit to other organizational units of the Board on a cost-reimbursement basis. The Board utilized this

fund for internal management and control of a central stores operation during 2006.

The Schedules of Funds presented on the following pages are prepared and presented for purposes of demonstrating

compliance with City Ordinance No. 75686 and management requirements.
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San Antonio Water System
COMBINING BALANCE SHEET
December 31, 2006

CURRENT ASSETS
Unrestricted Current Assets
Cash and cash equivalents
Investments
Accrued interest receivable
Accounts receivable
Allowance for uncollectable accounts (deduction)
Inventory - materials and supplies
Prepaid expenses and other assets
Interfund receivables
Total current assets

RESTRICTED CURRENT ASSETS
Debt Service Fund:
Cash and cash equivalents
Investments
Construction Funds:
Cash and cash equivalents
Investments
Interfund receivables
Customers' Deposits:
Investments
Total restricted current assets
Total Current Assets

NONCURRENT ASSETS
Assets Held for Resale

Unamortized Debt Issuance Costs
Other Noncurrent Assets
Capital Assets:

Utility plant in service

Less allowance for depreciation
Land and water rights
Construction in progress
Total capital assets (net of accumulated depreciation)

Total Noncurrent Assets

TOTAL ASSETS
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System Internal Service
Fund Fund
14,041,482 -
38,258,895 -
2,192,469 -
41,078,271 -
(1,126,780) -
- 5,075,211
2,060,394 -
132,277,770 4,644,194
228,782,501 9,719,405
6,729,233
6,729,233 -
235,511,734 9,719,405
2,760,000 -
13,441,763 -
1,481,023 -
2,908,413,710 3,309,909
923,436,453 2,813,664
1,984,977,257 496,245
112,787,623 -
371,387,546 -
2,469,152,426 496,245
2,486,835,212 496,245
2,722,346,946 10,215,650




Debt Service
Fund

Renewal and
Replacement
Fund

Project
Fund

Eliminations

Page 2 of 2

Combined
Total

171,071,841

(20,045,703)

(136,921,964)

14,041,482
189,285,033
2,192,469
41,078,271
(1,126,780)
5,075,211
2,060,394

6,646,663
19,986,228

171,071,841

115,508,722
1,801,212

4,267,685
79,506,733

(156,967,667)

(428,680)

(1,801,212)

252,606,080

6,646,663
19,986,228

3,839,005
195,015,455

6,729,233

26,632,891

117,309,934

83,774,418

(2,229,892)

232,216,584

26,632,891

288,381,775

83,774,418

(159,197,559)

484,822,664

2,760,000

13,441,763

1,481,023

2,911,723,619
926,250,117

1,985,473,502
112,787,623
371,387,546

2,469,648,671

2,487,331,457

26,632,891

$

288,381,775

$

83,774,418

$

(159,197,559)

$

2,972,154,121
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San Antonio Water System
COMBINING BALANCE SHEET
December 31, 2006

System
Fund

Internal Service

Fund

Current Liabilities To Be Paid From Unrestricted Assets

Accounts payable
Sewer service collections payable
Capital leases payable
Note payable - CPS
Accrued vacation payable
Accrued payroll and benefits
Accrued claims payable
Accued stormwater services
Sundry payables and accruals
Interfund payables

Total current liabilities

&

5,930,270
331,565
35,615
419,919
3,275,701
3,618,507
2,797,985
2,157,793
13,014,338
159,197,559

62,795
98,039
4,707

183,280

Current Liabilities To Be Paid From Restricted Assets

Debt Service Fund:
Accrued interest payable
Construction funds:
Contract retainage payable
Sundry payables and accruals
Advances for construction
Customers' deposits
Revenue bonds payable within one year
Total restricted current liabilities
Total Current Liabilities

Noncurrent Liabilities
CPS Note Payable
Accrued vacation payable
Commercial paper notes
Revenue bonds payable after one year
Unamortized premium
Less unamortized loss
Less unamortized discount
Total Noncurrent Liabilities
TOTAL LIABILITIES

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

Unrestricted
TOTAL EQUITY

TOTAL LIABILITIES AND EQUITY

190,779,252

6,729,233
24,880,000

348,821

31,609,233

222,388,485

571,033
1,881,191
237,360,000
1,258,630,000
13,572,941
(27,573,601)
(11,866,959)

348,821

1,472,574,605

1,694,963,000

986,565,241
40,818,615

348,821

496,245
9,370,584

1,027,383,856

9,866,829

2,722,346,946

10,215,650
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Debt Service
Fund

Renewal and
Replacement
Fund

Project
Fund

Eliminations

Page 2 of 2

Combined
Total

(159,197,559)

5,948,128
331,565
35,615
419,919
3,338,496
3,716,546
2,802,692
2,157,793
13,214,660

8,283,031

903,583

1,705,329

4,593,928
3,507,197

(159,197,559)

31,965,414

8,283,031

5,497,511
3,507,197
1,705,329
6,729,233

24,880,000

8,283,031

2,608,912

8,101,125

50,602,301

8,283,031

2,643,812

8,101,125

(159,197,559)

82,567,715

571,033
1,881,191
237,360,000
1,258,630,000
13,572,941
(27,573,601)
(11,866,959)

1,472,574,605

8,283,031

18,349,860

2,043,812

114,701,022
171,036,941

8,101,125

75,673,293

1,555,142,320

18,349,860
1,177,435,801
221,226,140

18,349,860

285,737,963

75,673,293

1,417,011,801

26,632,891

288,381,775

$ 83,774,418

$

(159,197,559)

$

2,972,154,121
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San Antonio Water System
COMBINING SCHEDULE OF REVENUES, EXPENSES
AND CHANGES IN EQUITY
For the Year Ended December 31, 2006

System Internal Service
Fund Fund
OPERATING REVENUES
Water delivery system $ 104,810,450 $ -
Water supply system 118,490,848 -
Wastewater system 124,689,938 -
Chilled water and steam system 13,242 594 -
Total operating revenues 361,233,830 -
OPERATING EXPENSE
Salaries and fringe benefits 83,570,238 -
Contractual services 81,991,702 -
Materials and supplies 17,009,043 -
Other charges 20,412,229 -
Less: Costs capitalized to Construction in Progtress (23,244,493) -
Internal Service Fund - net loss - 104,000
Total operating expenses before depreciation 179,738,719 104,000
Depreciation expense 71,064,483 247,565
Total operating expenses 250,803,202 351,565
Operating income/ (loss) 110,430,628 (351,565)
NONOPERATING REVENUES:
Interest earned and miscellaneous 12,279,262 -
Total nonoperating revenues 12,279,262 -
NONOPERATING EXPENSES:
Amortization of debt issurance costs 644,661 -
Other finance charges 1,080,728 -
Interest expense:
Revenue bonds and commercial paper (10,238,773) -
Amortized discount/premium/loss/expense 1,614,720 -
Capital Leases 90,332 -
(Gain)/Loss on sale of capital assets (2,345,496) 79,064
Payments to the City of San Antonio 10,026,611 -
Payments to other entities 210,872 -
Total nonoperating expenses 1,083,655 79,064
Special items (4,998,576) -
Increase/(Decrease) in equity, before capital contributions 116,627,659 (430,629)
Capital contributions 126,319,897 -
Increase/(Decrease) in equity before transfers 242,947,556 (430,629)
Transfers in (out) (66,943,439) -
CHANGE IN EQUITY - carried forward $ 176,004,117 $ (430,629)
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Renewal and
Debt Service Replacement Project Combined
Fund Fund Fund Total

- $ - $ - $ 104,810,450
- - - 118,490,848
‘ ‘ i 124,689,938
: : : 13,242,594

- ‘ R 361,233,830

: : : 83,570,238
- - - 81,991,702
- - - 17,009,043
. . . 20,412,229
- - - (23,244,493)
- - - 104,000

- - - 179,842,719
‘ ‘ . 71,312,048

- _ - 251,154,767

- - - 110,079,063

2,202,973 1,297,075 5,039,306 20,818,616

2,202,973 1,297,075 5,039,306 20,818,616

- - - 644,661
_ ] ; 1,080,728

69,146,412 - - 58,907,639
. . . 1,614,720
- : - 90,332
. . . (2,266,432)
- . - 10,026,611

. . 210,872

69,146,412 B ; 70,309,131

) ) ] (4,998,576)

(66,943 ,439) 1,297,075 5,039,306 55,589,972

: : 126,319,897

(66,943,439) 1,297,075 5,039,306 181,909,869
66,943,439 - . _

: $ 1297075 $ 5039306 $ 181,909,869
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San Antonio Water System

COMBINING SCHEDULE OF REVENUES, EXPENSES

AND CHANGES IN EQUITY
For the Year Ended December 31, 2006

CHANGE IN EQUITY- brought forward
Equity, December 31, 2005

Residual equity transfers in (out)

Developer Contributions

Commercial paper issued

Retirement of bonds

Expenditures for plant additions

Equity, December 31, 2006

System
Fund

176,004,117
950,911,043
(46,784,633)
(126,319,897)
(139,360,000)
90,415,000

122,518,226

Internal Service

1,027,383,856

59

Fund
$ (430,629)
10,297,458
$ 9,866,829
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Renewal and

Debt Service Replacement Project Combined
Fund Fund Fund Total
- $ 1,297,075 $ 5,039,306 $ 181,909,869
15,977,687 179,005,932 78,909,812 1,235,101,932
24,787,173 21,997,460 - -
- 126,319,897 - -
- - 139,360,000 -
(22,415,000) - (68,000,000) -
- (42,882,401) (79,635,825) -
18,349,860 $ 285,737,963 $ 75,673,293 $ 1,417,011,801
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San Antonio Water System
COMBINING SCHEDULE OF CASH FLOWS
For the Year Ended December 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash paid to vendors for operations
Cash paid to employees for services
Net cash provided by operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Transfers to the City of San Antonio
Transfers to other entites
Transfers in (out)
Equity transfers
Net cash provided by/(used for) noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Payment of costs associated with intangible assets and deferred charges
Proceeds from sale of capital assets
Proceeds from developers for plant construction
Proceeds from grants
Payments to employees for construction of plant
Payments to vendors for construction of plant
Payments for acquisition of equipment and furniture
Payments for acquisition of property and plant
Proceeds from commercial paper
Payment for retirement of revenue bonds
Payment on capital leases
Payment on note payable
Payment of interest on commercial paper
Payment of interest on revenue bonds
Payment for bond related expenses
Payment for bank charges

Net cash provided by/(used for) capital and related financing

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments
Maturity of investments
Interest income
Net cash provided by/(used for) from 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
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System
Fund

Internal
Setvice
Fund

358,954,030
(103,050,272)
(70,469,162)

$

185,434,596

(6,650,196)
(210,872)
(129,510,244)
(46,784,633)

(183,155,945)

(1,481,023)
3,277,803

(35,616)
(480,000)

(1,080,728)

200,436

(57,330,406)
54,381,887
10,966,670

8,018,151

10,497,238

3,544,244

14,041,482




Debt

Renewal and

Service Replacement Project Combined
Fund Fund Fund Total

- - - 358,954,030

- - - (103,050,272)

- - - (70,469,162)

- - - 185,434,596

- - - (6,650,196)

- - - (210,872)
68,880,454 60,629,790 - -
24,787,173 21,997,460 - -
93,667,627 82,627,250 - (6,861,068)
- - - (1,481,023)

- - - 3,277,803

- 45,112,123 - 45,112,123

- - 990,085 990,085

- (3,293,100) (8,175,733) (11,468,833)

- (3,381,383) (8,394,913) (11,776,296)

- (7,495,457) - (7,495,457)

- (26,755,9006) (66,426,521) (93,182,427)

- - 139,360,000 139,360,000
(22,415,000) (68,000,000) (90,415,000)
- - - (35,6106)

- - - (480,000)
(6,196,572) - - (6,196,572)
(62,947,073) - - (62,947,073)
(1,937,016) (1,937,016)
- - - (1,080,728)
(93,495,661) 4,186,278 (10,647,083) (99,756,030)
(77,411,717) (512,141,1506) (205,077,503) (851,960,782)
81,644,821 415,683,909 209,299,154 761,009,771
2,202,973 1,297,075 4,936,634 19,403,352
6,436,077 (95,160,172) 9,158,285 (71,547,659)
6,608,043 (8,346,644) (1,488,798) 7,269,839
38,620 8,340,644 5,327,803 17,257,311
6,646,663 - 3,839,005 24,527,150
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San Antonio Water System
SCHEDULE OF REVENUES AND OTHER
FINANCIAL SOURCES AND THEIR DISPOSITION
IN ACCORDANCE WITH CITY ORDINANCE NO. 75686

December 31 Increase
2006 2005 (Decrease)
SOURCES OF FUNDS
OPERATING REVENUES
Water delivery system $ 104,810,450 $ 93,419,939 $ 11,390,511
Water supply system 118,490,848 108,045,245 10,445,603
Wastewater System 124,689,938 113,333,959 11,355,979
Chilled water and steam system 13,242 594 13,370,759 (128,165)
Total operating revenues 361,233,830 328,169,902 33,063,928
NONOPERATING REVENUES
Interest earned and miscellaneous 20,818,616 11,280,590 9,538,026
Other financing sources (draw on equity) - 17,526,322 (17,526,322)
Total nonoperating revenues 20,818,616 28,806,912 (7,988,296)
CAPITAL CONTRIBUTIONS
Capital Recovery Fees 45,112,122 33,171,028 11,941,094
Total capital contributions 45,112,122 33,171,028 11,941,094
TOTAL SOURCES OF FUNDS $ 427,164,568 $ 390,147,842 $ 37,016,726
USES OF FUNDS
OPERATION AND MAINTENANCE
Salaries and fringe benefits $ 83,570,238 $ 77,440,762 $ 6,129,476
Contractual services 81,991,702 87,272,198 (5,280,496)
Materials and supplies 17,009,043 15,035,269 1,973,774
Other charges 20,412,229 15,752,184 4,660,045
Less: Costs capitalized to Construction in Progress (23,244,493) (22,714,359) (530,134)
Internal Service Fund - net loss 104,000 703,836 (599,8306)
Total operation and maintenance 179,842,719 173,489,890 6,352,829
OPERATING RESERVE REQUIREMENT 864,275 1,781,521 (917,2406)
DEBT REQUIREMENTS
Revenue Bonds:
Interest costs 57,487,666 50,581,798 6,905,368
Retirement of bonds 21,818,334 18,305,667 3,512,667
Subordinate Lien Debt:
Interest costs 4,837,103 4,966,484 (129,381)
Retirement of bonds 2,296,894 1,791,582 505,312
Commercial Paper Notes 6,798,025 5,901,384 896,641
Other Debt Expense 1,080,727 931,097 149,630
Other Debt 498,416 620,987 (122,571)
Total debt requirements 94,817,165 83,098,999 11,718,166
TRANSFER TO THE CITY'S GENERAL FUND 10,026,611 8,982,657 1,043,954
AMOUNT AVAILABLE FOR TRANSFER TO
THE RENEWAL AND REPLACEMENT FUND:
CAPITAL RECOVERY FEES 45,112,122 33,171,028 11,941,094
GENERAL 96,501,676 89,623,747 6,877,929
Total amount available for Renewal and Replacement Funds 141,613,798 122,794,775 18,819,023
TOTAL USES OF FUNDS $ 427,164,568 $ 390,147,842 $ 37,016,726
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San Antonio Water System
SCHEDULE OF REVENUES AND THEIR DISPOSITION
IN ACCORDANCE WITH CITY ORDINANCE NO. 75686
COMPARED TO ANNUAL BUDGET
For the Year ended December 31, 2006

Annual
Actual Budget Variance
SOURCES OF FUNDS
OPERATING REVENUES
Water delivery system $ 104,810,450 84,540,565 20,269,885
Water supply system 118,490,848 101,491,182 16,999,666
Wastewater System 124,689,938 109,336,430 15,353,508
Chilled water and steam system 13,242 594 12,285,752 956,842
Total operating revenues 361,233,830 307,653,929 53,579,901
NONOPERATING REVENUES
Interest earned and miscellaneous 20,818,616 6,125,410 14,693,206
Other financing sources (draw on equity) - 1,932,293 (1,932,293)
Total nonoperating revenues 20,818,616 8,057,703 12,760,913
CAPITAL CONTRIBUTIONS
Capital Recovery Fees 45,112,122 19,753,471 25,358,651
Total capital contributions 45112122 19,753 471 25,358,651
TOTAL SOURCES OF FUNDS $ 427,164,568 335,465,103 91,699,465
USES OF FUNDS
OPERATION AND MAINTENANCE
Salaries and fringe benefits $ 83,570,238 83,936,683 366,445
Contractual services 81,991,702 78,503,404 (3,488,298)
Materials and supplies 17,009,043 15,404,490 (1,604,553)
Other charges 20,412,229 18,256,571 (2,155,658)
Less: Costs capitalized to Construction in Progress (23,244,493) (25,832,904) (2,588,411)
Internal Service Fund - net loss 104,000 139,710 35,710
Total operation and maintenance 179,842,719 170,407,954 (9,434,765)
OPERATING RESERVE REQUIREMENT 864,275 864,275 -
DEBT REQUIREMENTS
Revenue Bonds:
Interest costs 57,487,666 60,291,460 2,803,794
Retirement of bonds 21,818,334 21,818,331 3
Subordinate Lien Debt:
Interest costs 4,837,103 4,890,113 53,010
Retirement of bonds 2,296,894 2,239,999 (56,895)
Commercial Paper Notes 6,798,025 13,573,254 6,775,229
Other Debt Expense 1,080,727 1,128,321 47,594
Other Debt 498,416 936,000 437,584
Total debt requirements 94,817,165 104,877,478 10,060,313
TRANSFER TO THE CITY'S GENERAL FUND 10,026,611 8,023,566 (2,003,045)
AMOUNT AVAILABLE FOR TRANSFER TO
THE RENEWAL AND REPLACEMENT FUND:
CAPITAL RECOVERY FEES 45,112,122 19,753,471 (25,358,651)
GENERAL 96,501,676 31,538,359 (64,963,317)
Total amount available for Renewal and Replacement Funds 141,613,798 51,291,830 (90,321,968)
TOTAL USES OF FUNDS $ 427,164,568 335,465,103 (91,699,465)
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OPERATION AND MAINTENANCE EXPENSE BY ACCOUNT (SYSTEM FUND)

San Antonio Water System

For the Year Ended December 31, 2006

Year to Date

Account Variance
Code Classification Actual Budget Over/(Under) Yo
SALARIES AND FRINGE BENEFITS
511100 Salaries $ 59,745,279 $ 63,728,639 $ 3,983,360 6.25%
511140 Overtime Pay 2,702,209 1,797,520 (904,689) -50.33%
511150 On-Call Pay 440,199 435,843 (4,356) -1.00%
511160 Employee Insurance 6,215,635 5,418,164 (797,471) -14.72%
511162 Employee Retirement 11,858,671 11,161,517 (697,154) -6.25%
511164 Compensation for Unused Sick Leave 367 75,000 74,633 99.51%
511166 Personal Leave Bonus 649,432 650,000 568 0.09%
511168 Vacation Pay 667,362 650,000 (17,362) -2.67%
511170 Incentive Pay 1,291,084 20,000 (1,271,084) -6355.42%
Total Salaries and Fringe Benefits 83,570,238 83,936,683 360,445 0.44%
CONTRACTUAL SERVICES
511210 Operating Expense 1,860,070 1,450,680 (409,390) -28.22%
511211 Rental of Facilities 794,320 223,625 (570,695) -255.20%
511212 Alarm and Security 1,124,133 1,067,074 (57,059) -5.35%
511213 Collection Expense 784,327 700,000 (84,327) -12.05%
511214 Shoe Reimbursement 77,440 76,697 (743) -0.97%
511216 Catering Services 103,220 91,564 (11,656) -12.73%
511219 Program Rebates 682,993 479,600 (203,393) -42.41%
511220 Maintenance Expense 9,410,568 7,410,517 (2,000,051) -26.99%
511221 Street Cut Permit 771,840 473,100 (298,740) -63.15%
511222 Street Pavement Repair Fees 835,403 527,400 (308,003) -58.40%
511223 Preventative Maintenance 57,350 151,127 93,777 62.05%
511224 Corrective Maintenance 1,281,358 577,000 (704,358) -122.07%
511225 Damage Repair 122,622 100,000 (22,622) -22.62%
511230 Outside Equipment Rental 254,289 390,954 136,665 34.96%
511235 Working Capital Equipment Rental 180,215 375,083 194,868 51.95%
511240 Travel 231,877 308,119 76,242 24.74%
511245 Training 502,145 505,361 3,216 0.64%
511247 Conferences 84,422 161,079 76,657 47.59%
511250 Memberships and Subscriptions 335,623 389,971 54,348 13.94%
511260 Utilities 20,708,536 18,495,499 (2,213,037) -11.97%
511261 Water Options & Payments 9,362,217 11,363,309 2,001,092 17.61%
511262 Wholesale Water Purchases 38,702 11,293 (27,409) -242.71%
511265 Groundwater District Payments 7,863,223 8,140,000 276,777 3.40%
511270 Postage 1,467,300 1,342,079 (125,221) -9.33%
511280 Telemetering Charges 52,217 8,400 (43,817) -521.63%
511309 Educational Assistance - Books 20,983 14,000 (6,983) -49.88%
511310 Educational Assistance - Tuition 144,207 176,976 32,769 18.52%
511311 Sludge Removal and Haulage 15,278 - (15,278)
511312 Contractual Professional Services 19,150,892 20,171,979 1,021,087 5.06%
511313 Inspection and Assessment Fees 390,204 394,909 4,705 1.19%
511315 Temporary Employees 202,568 38,200 (164,368) -430.28%
511320 Legal Services 1,911,817 2,287,504 375,687 16.42%
511330 Revenue Recovery 448,441 - (448,441)
511370 Communications 717,223 600,305 (116,918) -19.48%
511380 Data Processing Charges 3,679 - (3,679)
Total Contractual Services 81,991,702 78,503,404 (3,488,298) -4.44%
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San Antonio Water System
OPERATION AND MAINTENANCE EXPENSE BY ACCOUNT (SYSTEM FUND)
For the Year Ended December 31, 2006

Year to Date

Account Variance
Code Classification Actual Budget Over/(Under) Yo
MATERIALS AND SUPPLIES
511410 Small Tools 392,259 319,524 (72,735) -22.76%
511415 Expensed Assets 163,947 203,143 39,196 19.29%
511420 Operating Materials and Supplies 1,980,041 2,075,907 95,866 4.62%
511421 Heating Fuel 64,829 30,000 (34,829) -116.10%
511422 Chemicals 3,948,722 3,376,407 (572,315) -16.95%
511425 Education of School Children 9,886 25,000 15,114 60.46%
511426 Public Awareness 1,000 1,000 - 0.00%
511427 Enforcement 661 15,000 14,339 95.59%
511428 Program Materials 1,497,929 1,425,286 (72,643) -5.10%
511430 Maintenance Materials and Supplies 5,685,286 4,728,523 (956,763) -20.23%
511440 Safety Materials and Supplies 737,059 671,700 (65,359) -9.73%
511441 SRT Inventory Variances (8,429) - 8,429
511450 Tires and Tubes 346,942 318,000 (28,942) -9.10%
511451 Motor Fuel and Lubricants 2,188,809 2,215,000 26,191 1.18%
511460 Cafeteria Food Supplies 102 - (102)
Total Materials and Supplies 17,009,043 15,404,490 (1,604,553) -10.42%
OTHER CHARGES
511510 Judgment and Claim Settlements 533,504 500,004 (33,500) -6.70%
511511 AL/GL Claims - Contingent Liability 137,695 - (137,695)
511520 Bank Charges 419,925 385,343 (34,582) -8.97%
511530 Employee Relations 155,465 303,357 147,892 48.75%
511540 Dependent & Retiree Med Coverage 11,253,335 12,190,856 937,521 7.69%
511560 Uncollectible Accounts 2,637,820 1,800,000 (837,820) -46.55%
511570 General Liability & Fire Insurance 1,394,116 1,566,991 172,875 11.03%
511580 Unemployment Compensation 12,879 60,000 47,121 78.54%
511590 Workets' Compensation - Medical Payments 909,259 1,000,008 90,749 9.07%
511600 Workers' Compensation - Contingent Liability 111,714 - (111,714)
511610 Workers' Compensation - Benefits and Payments 284,441 400,008 115,567 28.89%
511620 Wortkers' Compensation - Misc. Claims Expenditures 31,186 50,004 18,818 37.63%
511650 Expensed CIP Projects 2,530,890 - (2,530,890)
Total Other Charges 20,412,229 18,256,571 (2,155,058) -11.81%
Subtotal before Transfers 202,983,212 196,101,148 (6,882,004) -3.51%
511710 Reimbursement of Services (84,325) - 84,325
511720 Interfund Transfers (23,160,168) (25,832,904) (2,672,736) 10.35%
Total Interfund Transfers (23,244,493) (25,832,904) (2,588,411)
Internal Service Fund - net loss 104,000 139,710 35,710 25.56%
Total Operation and Maintenance 179,842,719 $ 170,407,954 $ (9,434,765) -5.54%
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SYSTEM FUND
WATER
Land and Land Rights
Water Permits
Acquisition of Water Rights
Leased Water Rights
Structures and Improvements
Misc Equipment
Electric Pumping Equipment
Other Power Pumping Equipment
Purification Equipment
Distribution Mains and Accessories
Services
Hydrants
Meters
Furniture and Fixtures
Equipment, Tools and Records
Maps
Special Office Equipment
Software Systems
Automobiles and Trucks
Heavy Equipment
Light Equipment
Shop Equipment
Communications Equipment

WASTEWATER

Land and Land Rights
Structures and Improvements
Electric Pumping Equipment
Sewer Mains/Drainage
Treatment Facilities

Machinery and Lab Equipment
Office Furniture and Equipment
Special Office Equipment
Software Systems

Automobiles and Trucks
Heavy Equipment

Light Equipment

Shop Equipment
Communications Equipment

RECYCLED WATER SYSTEM
Land and Land Rights

Structures and Improvements
Electric Pumping Equipment
Distribution Main

Other Improvements

Machinery and Lab Equipment
Automobiles and Trucks

Office Furniture and Equipment
Special Office Equipment

CHILLED WATER & STEAM
Land

Structures and Improvements
Heating and Cooling Equipment
Mains

Setvices

Meters

Office Furniture and Fixtures
Special Office Equipment

Misc Equipment

Computer System

Automobiles and Trucks

Heavy Equipment

Light Equipment

SUBTOTAL SYSTEM FUND

San Antonio Water System

Schedule of Capital Assets and Allowance for Depreciation

For the Year Ended December 31, 2006

CAPITAL ASSETS
Dec. 31, 2005 Dec. 31, 2006
Balances Additions Transfers Deductions Balances
$ 20,298,804 - $ 163,195 $ 157,971 $ 20,304,028
10,040,906 - - - 10,040,906
95,461,240 - 12,588,864 48,366 108,001,738
69,518 - - - 69,518
43,241,910 - 14,080,097 - 57,322,007
311,207 - - - 311,207
604,829,714 - 81,820,721 1,272,425 685,378,010
164,620,820 - 12,424,070 10,922 177,033,968
48,428,394 - 4,698,809 - 53,127,203
43,897,768 1,116,550 2,976,820 218,613 47,772,525
3,832,698 13,664 - 14,266 3,832,096
4,745,335 574,986 311,340 1,100,130 4,531,531
283,826 - - - 283,826
13,579,620 1,048,411 952,560 772,538 14,808,053
6,261,970 197,971 1,306,990 - 7,766,931
10,628,882 1,601,256 - 331,721 11,898,417
5,569,442 1,632,082 - 936,894 6,264,630
859,017 1,271 - 145,388 714,900
8,146 - - - 8,146
870,995 - 2,230,900 - 3,101,895
1,077,840,212 6,186,191 133,554,366 5,009,234 1,212,571,535
18,180,055 - 66,307 - 18,246,362
155,677,883 - 22,969,422 - 178,647,305
713,351 - - - 713,351
1,051,973,997 - 92,222,425 - 1,144,196,422
33,170,863 - - - 33,170,863
16,898,655 634,839 - 117,361 17,416,133
666,339 25,978 - 12,138 680,179
341,241 13,049 - - 354,290
171,169 350,959 - - 522,128
5,662,146 - - 278,562 5,383,584
9,138,255 139,982 - 1,093,528 8,184,709
525,257 - - 48,606 476,651
5,947 - - - 5,947
68,765 - 1,447,598 - 1,516,363
1,293,193,923 1,164,807 116,705,752 1,550,195 1,409,514,287
2,468,429 - - - 2,468,429
24,103,957 - 1,489,129 - 25,593,086
17,793,091 - 1,116,874 - 18,909,965
81,784,394 73,059 7,484,117 73,058 89,268,512
623,083 - 14,701 - 637,784
14,572 - - - 14,572
115,456 - - - 115,456
1,602 - - - 1,602
126,904,584 73,059 10,104,821 73,058 137,009,406
235,541 - - - 235,541
17,077,572 - - - 17,077,572
20,327,725 - 1,644,070 - 21,971,795
8,666,751 - 226,098 - 8,392,849
359,608 - - - 359,608
373,997 - - - 373,997
11,951 - - - 11,951
228,932 1,130 164,549 - 394,611
185,487 54,642 22,326 - 262,455
152,570 - 156,138 - 308,708
223,599 - - 21,648 201,951
17,721 - - - 17,721
3,736 - - 3,736 -
47,865,190 55,772 2,213,181 25,384 50,108,759
$  2,545,803,909 7,479,829 $ 262,578,120 $ 6,657,871 $  2,809,203,987
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San Antonio Water System
Schedule of Capital Assets and Allowance for Depreciation

For the Year Ended December 31, 2006

Page 1 of 2

DEPRECIATION
Dec. 31, 2005 Dec. 31, 2006 Years
Balances Additions Transfers Deductions Balances Book Value of Life
$ - $ - $ - $ - $ - 20,304,028 -
- - - - - 10,040,906 -
- - - - - - 3
32,298,171 2,037,795 - 14,006 34,321,960 73,679,778 50
51,731 17,181 - - 68,912 606 3
14,025,315 994,557 - - 15,019,872 42,302,135 50
- - - - - - 10-50
311,207 - - - 311,207 - 10-50
164,139,562 12,833,112 - 1,272,425 175,700,249 509,677,761 50
91,046,865 6,131,194 - 10,922 97,167,137 79,866,831 25
12,539,936 1,015,987 - - 13,555,923 39,571,280 50
20,931,390 1,699,531 - 218,613 22,412,308 25,360,217 25-50
1,902,282 293,668 - 12,470 2,183,480 1,648,616 10
1,825,674 208,287 - 523,105 1,510,856 3,020,675 5-20
283,762 64 - - 283,826 - 5-50
9,848,949 1,489,434 - 749,760 10,588,623 4,219,430 5
5,512,414 555,289 - - 6,067,703 1,699,228 3
7,912,180 839,215 - 331,721 8,419,674 3,478,743 7
4,021,223 462,040 533 910,692 3,573,104 2,691,526 10
606,240 51,000 - 139,506 517,734 197,166 10
6,362 369 - - 6,731 1,415 10
108,582 142,872 - - 251,454 2,850,441 10
367,371,845 28,771,595 533 4,183,220 391,960,753 820,610,782
- - - - - 18,246,362 -
31,027,488 3,499,491 - - 34,526,979 144,120,326 50
31,440 14,267 - - 45,707 667,644 50
406,304,946 27,307,267 - - 433,612,213 710,584,209 50
2,055,783 1,326,834 - - 3,382,617 29,788,246 25
13,279,406 643,597 - 113,034 13,809,969 3,606,164 5-10
636,863 10,103 - 11,910 635,056 45,123 10
178,539 44,670 - - 223209 131,081 5
134,867 61,111 - - 195,978 326,150 3
4,176,787 401,729 - 278,562 4,299,954 1,083,630 7
5,489,151 724,069 - 1,067,821 5,145,399 3,039,310 10
467,587 15,009 - 48,606 433,990 42,661 10
1,565 595 - - 2,160 3,787 10
10,854 139,573 - - 150,427 1,365,936 10
463,795,276 34,188,315 - 1,519,933 496,463,658 913,050,629
- - - - - 2,468,429 -
1,970,059 504,410 - - 2,474,469 23,118,617 50
650,347 372,615 - - 1,022,962 17,887,003 50
5,611,835 1,758,938 - - 7,370,773 81,897,739 50
77,269 25,362 - - 102,631 535,153 25
2,755 1,035 - - 3,790 10,782 5-10
87,040 16,492 - - 103,532 11,924 7
- - - - - - 10
1,602 - - - 1,602 - 5
8,400,907 2,678,852 - - 11,079,759 125,929,647
- - - - - 235,541 -
2,480,068 340,888 - - 2,820,956 14,256,616 50
7,764,419 761,954 - - 8,526,373 13,445,422 25
2,292,709 173,714 - - 2,466,423 6,426,426 50
26,201 8,993 - - 35,194 324,414 25
131,667 13,155 - - 144,822 229,175 25-50
4,060 1,161 - - 5,221 6,730 10
228,932 30,262 - - 259,194 135,417 5
59,721 10,714 - - 70,435 192,020 5-20
43,228 57,260 - - 100,488 208,220 3
163,002 12,636 - 21,648 153,990 47,961 7
7,930 1,772 - - 9,702 8,019 10
3,736 - - 3,736 - - 10
13,205,673 1,412,509 - 25,384 14,592,798 35,515,961

§ 852,773,701

$ 67,051,271

533 $ 5728537
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BALANCES CARRIED FORWARD

WATER RESOURCES
Land and Land Rights
Land Improvements
Structures and Improvements
Misc Equipment-Surveillance Equipment
Water Rights
Electric Pumping Equipment
Distribution Mains and Accessoties
Purification Equipment
Hydrants
Services
Office Furniture and Fixtures
Special Office Equipment
Software Systems
Misc Equipment
Maps
Automobiles and Trucks
Heavy Equipment
Communications Equipment

WATER CONSERVATION

Office Furniture and Fixtures
Special Office Equipment
Software Systems

Misc Equipment
Automobiles and Trucks
Heavy Equipment

STORMWATER
Special Office Equipment
Automobiles and Trucks

TOTAL SYSTEM FUND

INTERNAL SERVICE FUND
Light Equipment
Office Furniture and Equipment
Automobiles and Trucks
Shop Equipment
Heavy Equipment
Communications Equipment
TOTAL

SUBTOTAL CAPITAL ASSETS

San Antonio Water System
Schedule of Capital Assets and Allowance for Depreciation
For the Year Ended December 31, 2006

CAPITAL ASSETS
Dec. 31, 2005 Dec. 31, 2006
Balances Additions Transfers Deductions Balances
$ 2,545,803,909 $ 7,479,829 $ 262,578,120 $ 6,657,871 $  2,809,203,987
30,482,414 - 126,658 2,521 30,606,551
1,157,329 - 50,045 - 1,207,374
19,033,254 - 2,351,062 - 21,384,316
479,525 - 20,741 - 500,266
26,006,040 - 3,672,390 - 29,678,430
11,887,998 - 16,419,978 - 28,307,976
67,971,838 - 22,370,532 - 90,342,370
5,576,846 - 241,180 - 5,818,026
17,838 - 87,405 - 105,243
11,281 - - - 11,281
158,064 - 2,491 1,050 159,505
199,079 - - 1,917 197,162
1,168,088 7,248 50,286 - 1,225,622
738,950 - 17,361 - 756,311
26,337 - 1,136 - 27,473
610,885 - - 15,200 595,685
159,309 - - - 159,309
483,064 - 20,351 - 503,415
166,168,139 7,248 45,431,616 20,688 211,586,315
85,419 - - 6,900 78,519
3,218 - - - 3,218
1,070 8,380 - - 9,450
134,668 - - - 134,668
38,098 - - - 38,098
262,473 8,380 - 6,900 263,953
84,122 - - - 84,122
62,955 - - - 62,955
147,077 - - - 147,077
2,712,381,598 7,495,457 308,009,736 6,685,459 3,021,201,332
207,388 - - 5,560 201,828
68,419 - - 1,081 67,338
468,999 - - - 468,999
437232 - - - 437232
1,651,228 - - 543,946 1,107,282
1,027,231 - - - 1,027,231
3,860,497 - - 550,587 3,309,910
$ 2,716,242,095 $ 7,495,457 $ 308,009,736 $ 7,236,046 $  3,024,511,242
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San Antonio Water System Page 2 of 2
Schedule of Capital Assets and Allowance for Depreciation
For the Year Ended December 31, 2006

DEPRECIATION
Dec. 31, 2005 Dec. 31, 2006 Years
Balances Additions Transfers Deductions Balances Book Value of Life
$ 852,773,701 $ 67,051,271 $ 533 $ 5,728,537 $ 914,096,968 $ 1,895,107,019
- - - - - 30,606,551 -
- - - - - 1,207,374 -
450,582 416,233 - - 866,815 20,517,501 50
239,762 165,454 - - 405,216 95,050 3
- - - - - 29,678,430 -
162,020 485,215 - - 647,235 27,660,741 50
2,046,083 1,706,874 - - 3,752,957 86,589,413 50
836,527 577,262 - - 1,413,789 4,404,237 10
535 1,813 - - 2,348 102,895 50
677 451 - - 1,128 10,153 25
88,399 12,336 - 610 100,125 59,380 10
81,106 34,681 - 1,917 113,870 83,292 5
585,655 403,149 - - 988,804 236,818 3
155,868 37,336 - - 193,204 563,107 5-20
1,975 1,363 - - 3,338 24,135 20
396,270 51,832 - 15,200 432,902 162,783 7
9,171 15,931 - - 25,102 134,207 10
72,880 49,959 - - 122,839 380,576 10
5,127,510 3,959,889 - 17,727 9,069,672 202,516,643
50,938 10,091 - 6,900 54,129 24,390 10
429 644 - - 1,073 2,145 5
892 411 - - 1,303 8,147 3
- - - - - - 20
120,968 8,300 - - 129,268 5,400 7
21,224 3,881 - - 25,105 12,993 10
194,451 23,327 - 6,900 210,878 53,075
18,730 19,787 - - 38,517 45,605
10,209 10,209 - - 20,418 42,537
28,939 29,996 - - 58,935 88,142
858,124,601 71,064,483 533 5,753,164 923,436,453 2,097,764,879
205,959 428 - 5,560 200,827 1,001 10
38,119 5,968 - 1,068 43,019 24,319 10
303,395 48,750 - - 352,145 116,854 7
327,102 22,377 - - 349,479 87,753 10
1,271,969 128,435 (533) 464,883 934,988 172,294 10
891,599 41,607 - - 933,206 94,025 10
3,038,143 247,565 (533) 471,511 2,813,664 496,246
$ 861,162,744 $ 71,312,048 $ - $ 6,224,675 $ 926,250,117 $ 2,098,261,125
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San Antonio Water System
Schedule of Capital Assets and Allowance for Depreciation
For the Year Ended December 31, 2006

CONSTRUCTION IN PROGRESS
WATER
Renewal and Replacement Fund
Project Fund
Developer Contributions

CHILLED WATER & STEAM SYSTEM
Renewal and Replacement Fund
Project Fund

WASTEWATER
Renewal and Replacement Fund
Project Fund
Developer Contributions

RECYCLED WATER SYSTEM
Renewal and Replacement Fund
Project Fund

WATER RESOURCES
Renewal and Replacement Fund
Project Fund
Developer Contributions

Total Construction in Progress

TOTAL

CAPITAL ASSETS
Dec. 31, 2005 Dec. 31, 2006
Balances Additions Transfers Deductions Balances
$ 26,039,157 $ 48,764,394 $  (56,038,831) $ 1,314,658 $ 17,450,062
129,064,438 31,803,590 (67,112,837) - 93,755,191
12,090,769 3,018,706 (10,402,698) - 4,706,777
167,194,364 83,586,690 (133,554,366) 1,314,658 115,912,030
2,148,924 262,179 (1,830,943) - 580,160
250,070 142,678 (382,238) - 10,510
2,398,994 404,857 (2,213,181) - 590,670
21,495,140 49,467,074 (47,718,228) - 23,243 986
124,445,584 33,336,612 (63,991,480) 1,215,999 92,574,717
4,639,482 3,140,635 (4,995,913) - 2,784,204
150,580,206 85,944,321 (116,705,621) 1,215,999 118,602,907
4,828,500 63,795 (428,284) - 4,464,011
25,762,304 5,319,822 (9,676,537) 96 21,405,493
30,590,804 5,383,617 (10,104,821) 96 25,869,504
7,224,643 1,311,943 (5,624,568) 772,428 2,139,590
122,271,988 20,927,857 (38,854,247) 4,226,148 100,119,450
2,939,612 6,166,715 (952,932) - 8,153,395
132,436,243 28,406,515 (45,431,747) 4,998,576 110,412,435
$ 483,200,611 $ 203,726,000 $ (308,009,736) $ 7,529,329 $ 371,387,546
$ 3,199,442,706 $§ 211221457 $ - $ 14,765,375 $ 3,395,898,788
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San Antonio Water System
Schedule of Capital Assets and Allowance for Depreciation
For the Year Ended December 31, 2006

DEPRECIATION

Dec. 31, 2005 Dec. 31, 2006
Balances Additions Transfers Deductions Balances Book Value

$ - $ - $ - $ - $ - $ 17,450,062
- - - - - 93,755,191
- - - - - 4,706,777

” - . B B 115,912,030

- - - 580,160
- . - - . 10,510

7 - B 590,671

B - N B, - 23,243,986
B B} B 92,574,717
} B B B - 2,784,204

7 - B 118,602,907

- - - - - 4,464,011
- - : . - 21,405,493

B - - - - 25,869,504

B . . - B 2,139,590
_ . . . : 100,119,450
B . . - B 8,153,395

- - - - - 110,412,435

- - - - - 371,387,546

$ 861,162,744  $ 71,312,048 $ -8 6,224,675 $ 926,250,117 $  2469,648,671
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San Antonio Water System
ANALYSIS OF CHANGES IN BONDED DEBT
For the Year Ended December 31, 2006

WATER SYSTEM Paying Bonds Original Call Bond Bond
REVENUE BONDS Agent Dated Issue Options Numbers Type
Water System Revenue JPMogan 10-15-96 § - NONE
Improvement and Chase Bank - NONE
Refunding Bonds - Series 1996 - NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
3,310,000 1) 1 662 Serial
3,500,000 1) 663 1362 Serial
3,700,000 1) 1363 2102 Serial
3,910,000 1) 2103 2884 Serial
4,135,000  (1)(18) 2885 3711 Term
4,370,000  (1)(18) 3712 4585 Term
4,615,000  (1)(18) 4586 5508 Term
4,875,000  (1)(18) 5509 6483 Term
5,150,000  (1)(18) 6484 7513 Term
5,440,000  (1)(18) 7514 8601 Term
5,745,000  (1)(18) 8602 9750 Term
6,070,000  (1)(18) 9751 10964 Term
6,410,000  (1)(18) 10965 12246 Term
6,770,000  (1)(18) 12447 13600 Term
$ 68,000,000

Note: See Analysis of Changes in Bonded Debt for further explanation of call options.
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Balances Balances
Interest Outstanding Transactions Outstanding
Rates Maturity Dates January 1, 2006 Issued Retired December 31, 2006

- %  15-May 1997 -3 -3 -3

- 1998 - - -

- 1999 - - -

- 2000 - - -

- 2001 - - -

- 2002 - - -

- 2003 - - -

- 2004 - - -

- 2005 - - -

- 2006 - - -

- 2007 - - -

- 2008 - - -

- 2009 - - -

- 2010 - - -

- 2011 - - -

- 2012 - - -
5.600 2013 3,310,000 - 3,310,000
5.650 2014 3,500,000 - 3,500,000
5.700 2015 3,700,000 - 3,700,000
5.700 2016 3,910,000 - 3,910,000
5.600 2017 4,135,000 - 4,135,000
5.600 2018 4,370,000 - 4,370,000
5.600 2019 4,615,000 - 4,615,000
5.600 2020 4,875,000 - 4,875,000
5.600 2021 5,150,000 - 5,150,000
5.600 2022 5,440,000 - 5,440,000
5.600 2023 5,745,000 - 5,745,000
5.600 2024 6,070,000 - 6,070,000
5.600 2025 6,410,000 - 6,410,000
5.600 2026 6,770,000 - 6,770,000

68,000,000 $ - 8 68,000,000 $
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WATER SYSTEM
REVENUE BONDS
Water System Revenue
and Refunding Bonds
Seties 1997

San Antonio Water System
ANALYSIS OF CHANGES IN BONDED DEBT
For the Year Ended December 31, 2006

Paying Bonds Original Call Bond Bond

Agent Dated Issue Options Numbers Type
JPMogan 10-1-97 § - NONE
Chase Bank - NONE

465,000 NONE 1 93 Serial

485,000 NONE 94 190 Serial

505,000 NONE 191 291 Serial

530,000 NONE 292 397 Serial

550,000 NONE 398 507 Serial

580,000 NONE 508 623 Serial

9,090,000 NONE 624 2441 Serial

9,505,000 NONE 2442 4342 Serial

10,075,000 NONE 4343 6357 Serial

10,680,000 (@) 6358 8493 Serial

11,270,000 (@) 8494 10747 Serial

11,885,000 (@) 10748 13124 Serial

12,475,000 (@) 13125 15619 Serial

13,110,000 (@) 15620 18241 Serial

3,595,000 (@) 18242 18960 Serial

3,780,000 (@) 18961 19716 Serial

3,975,000 (@) 19717 20511 Serial

4,180,000 (@) 20512 21347 Serial

$ 106,735,000

Note: See Analysis of Changes in Bonded Debt for further explanation of call options.
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Balances Balances
Interest Outstanding Transactions Outstanding
Rates Maturity Dates January 1, 2006 Issued Retired December 31, 2006

- %  15-May 1997 $ - 3 - 3 - -

- 1998 - - - -
4.250 1999 - - - -
4.250 2000 - - - -
4.250 2001 - - - -
4.300 2002 - - - -
4.400 2003 - - - -
4.500 2004 - - -
4.500 2005 - -
6.000 2006 9,505,000 - 9,505,000 -
6.000 2007 10,075,000 - - 10,075,000
5.500 2008 10,680,000 - - 10,680,000
5.500 2009 11,270,000 - - 11,270,000
5.000 2010 11,885,000 - - 11,885,000
5.000 2011 12,475,000 - - 12,475,000
5.000 2012 13,110,000 - - 13,110,000
5.125 2013 3,595,000 - - 3,595,000
5.125 2014 3,780,000 - - 3,780,000
5.125 2015 3,975,000 - - 3,975,000
5.125 2016 4,180,000 - - 4,180,000
$ 94,530,000 $ - 8 9,505,000 85,025,000
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San Antonio Water System
ANALYSIS OF CHANGES IN BONDED DEBT
For the Year Ended December 31, 2006

WATER SYSTEM Paying Bonds Original Call Bond Bond

REVENUE BONDS Agent Dated Issue Options Numbers Type
Water System Revenue Wachovia Bank 3-01-01 § -

and Refunding Bonds - Series 2001 315,000 NONE 1 63 Serial

375,000 NONE 64 138 Setial

390,000 NONE 139 216 Setial

490,000 NONE 217 314 Serial

1,140,000 NONE 315 542 Setial

1,260,000 NONE 543 794 Setial

1,390,000 NONE 795 1072 Setial

1,505,000 NONE 1073 1373 Serial

1,600,000 NONE 1374 1693 Setial

1,745,000 ) 1694 2042 Setial

2,075,000 ) 2043 2457 Serial

2,215,000 ) 2458 2900 Serial

2,375,000 ) 2901 3375 Setial

2,535,000 ) 3376 3882 Serial

2,890,000 ) 3883 4460 Setial

3,080,000 ) 44061 5076 Serial

3,185,000 ) 5077 5713 Setial

3,575,000 ) 5714 6428 Serial

3,795,000 ) 6429 7187 Serial

4,030,000 ) 7188 7993 Serial

4,275,000 ) 7994 8848 Serial

4,535,000  (5)(19) 8849 9755 Term

4,815,000  (5)(19) 9756 10718 Term

5,110,000  (5)(19) 10719 11740 Term
58,700,000

Note: See Analysis of Changes in Bonded Debt for further explanation of call options.
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Balances Balances
Interest Outstanding Transactions Outstanding
Rates Maturity Dates January 1, 2006 Issued Retired December 31, 2006

- %  15-May 2002 $ - % - % - -
4.750 2003 - - - -
4.750 2004 - - - -
4.750 2005 - - - -
4.750 2006 490,000 - 490,000 -
6.250 2007 1,140,000 - - 1,140,000
6.250 2008 1,260,000 - - 1,260,000
6.250 2009 1,390,000 - - 1,390,000
6.250 2010 1,505,000 - - 1,505,000
6.250 2011 1,600,000 - - 1,600,000
5.000 2012 1,745,000 - - 1,745,000
5.000 2013 2,075,000 - - 2,075,000
5.000 2014 2,215,000 - - 2,215,000
5.000 2015 2,375,000 - - 2,375,000
5.000 2016 2,535,000 - - 2,535,000
5.000 2017 2,890,000 - - 2,890,000
5.000 2018 3,080,000 - - 3,080,000
5.000 2019 3,185,000 - - 3,185,000
5.000 2020 3,575,000 - - 3,575,000
5.000 2021 3,795,000 - - 3,795,000
5.000 2022 4,030,000 - - 4,030,000
5.000 2023 4,275,000 - - 4,275,000
5.000 2024 4,535,000 - - 4,535,000
5.000 2025 4,815,000 - - 4,815,000
5.000 2026 5,110,000 - - 5,110,000
$ 57,620,000 $ - % 490,000 57,130,000
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San Antonio Water System
ANALYSIS OF CHANGES IN BONDED DEBT
For the Year Ended December 31, 2006

WATER SYSTEM REVENUE Paying Bonds Original Call Bond Bond
REFUNDING BONDS Agent Dated Issue Options Numbers Type
Water System Revenue JPMogan 02-01-02 § - NONE
and Refunding Bonds - Series 2002 Chase Bank - NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
- NONE
4,445,000 8) 1 889 Serial
4,670,000 8) 890 1823 Serial
4,905,000 8) 1824 2804 Serial
5,145,000 8) 2805 3833 Serial
10,145,000 8) 3834 5862 Serial
10,665,000 8) 5863 7995 Serial
7,490,000 8) 7996 9493 Serial
17,390,000 8) 9494 12971 Serial
18,260,000 8) 12972 16623 Serial
21,280,000 8) 16624 20879 Serial
22,350,000 8) 20880 25349 Serial
23,475,000  (8)(20) 25350 30044 Term
24,635,000  (8)(20) 30045 34971 Term
25,850,000  (8)(20) 34972 40141 Term
48,655,000  (8)(20) 40142 49872 Term
51,150,000  (8)(20) 49873 60102 Term
$ 300,510,000

Note: See Analysis of Chang