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McKamiE KRUEGER, LLP

September 20, 2011

Vig First Class Mail and
Via CMRRR #7011 0110 0001 7510 1329

Texas Commission on Environmental Quality
Chief Clerk

MC-105

P.O. Box 13087

Austin, Texas 78711-3087

2:2 Wd 91 130M1H

SRR
Re: MOTION TO OVERTURN EXECUTIVE DIRECTOR’S DECISION NOT TO HOLD

PUBLIC HEARING ON APPLICATION NOS. 36966-S AND 36967-S FROM TOWN OF

PROVIDENCE VILLAGE. TEXAS

Dear Chief Clerk:

I am submitting this Motion to Overturn Executive Director’s Decision not to hold a public
hearing on the above referenced STM application numbers on behalf of my client, the Town of
Providence Village, Texas (“Town”).

The Town of Providence Village Moves to Overturn the Executive Directors Decision not to hold a
public hearing on the STM application.

The Town’s mailing address and day time phone numbers are:

Town of Providence Village

- £

Attention: Mayor Q= «9

P.0. Box 838 T8 oo

Aubrey, Texas 76227 o ng

Telephone Number is 940-484-4488 (Philip Mack Futlow). i::}"‘3 o r%?- %%g
2 IV 4 /4

My name is Julie Fort and my mailing address is: R ?5 JF‘?%
o« 2%

McKamie Krucger, LLP Moo #

2007 N. Collins Blvd., Suite 501
Richardson, Texas, 75080
Telephone Number is 214-253-2600.

The applicant/transferor/seller is Providence Village Water Control and Improvement District of
Denton County t/k/a Denton County Freshwater Supply District No. 9 (“District”), 19 Briathollow Lane,
Suite 245, Houston, Texas 77027-2801, Telephone: 713-621-3707. The applicant/transferot/purchaser is

!
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Mustang Special Utility District (“Mustang”), 7885 FM 2931, Aubrey, Texas 76227. Telephone: 940-
440-9561. 1 believe the application numbers are 36966-S and 36967-S. The application submitted is an
“Application for Sale, Transfer, or Merger of a Retail Public Utility” (“STM application”).

On April 22, 2011, the Town filed a Request for Public Hearing on Application Nos. 36966-S and
36967-S. By letter dated August 24, 2011, the Executive Director notified the Town of its decision not to
hold a public hearing on the STM Application. While the letter is dated August 24, 2011, it was not
mailed to Town’s attorney until several days after that date. The Town offers the below information as to
why a public hearing should have been granted.

Background Information

The systems proposed to be transferred serve only citizens of the Town. The Town incorporated
as a municipal corporation in 2010 with a population of around 5,000 citizens. The city limits of the
Town are covered by dual water and sewer CCN’s held by Mustang and the District. Mustang had the
water CCN before the District. The District had the sewer CCN before Mustang. After Denton County
authorized the creation of the District for a developer, the District (while controlled by the developer) and
Mustang entered into a series of contracts with the first ones being dated June 18, 2001, one for water and
one for sewer (together the “2001 Contracts™). In 2001, the area was rural and sparsely populated, but the
developer wanted to build a large, high-density residential community. Mustang had no customers or

distribution_facilities-on-the-developer’s_property— Mustang-consented-to-the District obtaining a-dual

water CCN and allowing all of the new homes to be retail utility customers of the District, in part, because
Mustang was financially unable to consiruct the infrastructure or be the retail service provider to the new
high-density development. Mustang was created as a rural utility provider to service farms and ranches.
Mustang’s governing body consists solely of Mustang’s rural water customers and has intentionally
excluded residents of the high-density development from running for office.

In 2003, the District issued its first series of $31 million in bond issues that paid for the
construction of the infrastructure to be the retail utility water and sewer service provider to the
developer’s property. The District owns the infrastructure and still maintains its dual CCN. Many new
homes were constructed over the last 10 years and the STM application reflects the District now has 1,846
retail water customers and 1,612 retail sewer customers. The STM application does not reflect that the
service area includes an undeveloped area of the developer’s property located in the Town and District on
which approximately 300 new houses will be built and infrastructure will need to be constructed. The
2001 Contracts were amended in 2002, again in 2005 and then again in 2007. Under the contracts, the
District pays Mustang as a service provider for Mustang to perform utility billing and collection services
and for maintenance of the District’s infrastructure (the 2005 contract is the current contract, as amended
in 2007)“Contracts” both enclosed herewith as Exhibit “C”). The STM application seeks to cancel the
District’s CCN and gift all of the District’s water and sewer infrastructure to Mustang. Just as in 2001,
Mustang still lacks adequate financial resources for the STM application to be granted.

Finally, Cause No. 2011-60876-393, Providence Village v. Providence Village Water Control and
Improvement District of Denton County flk/a Denton County Fresh Water Supply District No. 9 and
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Mustang Special Utility District regarding the lawfulness of the Contracts is presently pending in Denton
County District Court.

The utility service currently provided by the District is adequate and should remain as-is. See 30
T.A.C. § 291.109(e)(5)(B).

Reasons Town’s Request for Public Hearing should have been Granted by Executive Director

Our description of how the Town of Providence Village and the public interest would be adversely
affected by the transfer of ownership proposed in the STM application and the cancelation of the
transferor’s water and sewer CCN’s are as follows:

1. STM Application is Improper. (Water Code § 13.301(e)(1); 30 T.A.C. § 291.109(c)(1))

Number 19 on the STM application ask the applicants to attach a copy of a franchise agreement or
consent letter from the city or district if the system being operated is within the corporate limits of a city
or district. The system proposed to be transferred by the STM application is within the city limits of the
Town. The Town has not and does not consent to the proposed transfer. In addition, the Town does not
have a franchise agreement with Mustang, the transferee. Thus, not only was the notice not provided, the

STM application submitted to TCEQ is improper.

2. Transferee lacks adequate financial capabilities. (Water Code § 13.301(e)(2); 30 T.A.C. §
291.109(e)(2)

The STM application lists Mustang as the transferec/purchaser under the application. The Town
requests a hearing because Mustang lacks adequate financial resources as a transferee for multiple
reasons, as set forth below. Mustang is required by Water Code § 13.301(e)(2) and 30 T.A.C §
291.109(e)(2) to demonstrate adequate financial, managerial and technical capability or the executive
director may request a hearing. Mustang has failed to do so and is unable to do so for the reasons set forth
below. Further, as recently as January 2010, the Executive Director for the TCEQ wrote:

Looking at what the ED does know about Mustang SUD’s ability to serve,
Mustang SUD’s current capacity situation is a cause of concern.

See Executive Director’s Exceptions to the Proposal for Decision, Page 8, SOAH Docket No. 582-08-
1318, TCEQ Docket No. 2001-1956-UCR, Application of Mustang Special Utility District to Amend
Sewer Certificate of Convenience and Necessity (CCN) No, 20930 in Denton County, Texas, Application
No. 35709-C.

A. Mustang’s Audited Financial Statements Show Significant Losses for 2009 and 2010
(Water Code § 13.301(c)(2) and (e)(4); 30 T.A.C. § 291.109(e)(2), (¢)(3)(B) and ©GNG)Y)

For the fiscal year ended September 30, 2010, Mustang’s net operating income is negative
$(536,591) and the change in net assets is negative $(1,322,967). For the fiscal year ended September 30,
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2009 Mustang’s net operating income is negative $(950,233) and the change in net assets is negative
$(1,366,859). These significant financial shortcomings demonstrate inadequate financial capabilities.

The following summarizes Mustang’s audited financials:

Amount of Mustang’s Loss | Amount of Mustang’s Loss
September 30, 2009 September 30, 2010
Mustang’s Net Operating Income | § (950,233) $ (536,591)
Mustang’s Net Assets $ (1,366,859) $(1,322,967)

Mustang’s September 30, 2010 audited financial statement is enclosed as Exhibit “A” (Summary of audit
located on Page 45) and the September 30, 2009 audited financial statement is enclosed as Exhibit “B”

(Summary of audit located on Page 45).

Mustang suffered these major losses even with a land developer providing the following “Capital
Contributions” (as reflected on Page 45 of the audits) directly to Mustang in recent years:

September 30 Fiscal Year End Amount of Capital Contribution to Mustang by
Developer

2007 $ 3,934,388

2008 $ 139,450

2009 $ 61,875

In 2010, Mustang had to give the developer a Capital Contribution refund of $165,994. As the Capital
Contributions from the developer decrease and come to an end, Mustang’s financial condition has
worsened, demonstrating an inability to service the large number of retail water and sewer customers in
the Town without outside financial aid.

Regardless of any excuses Mustang may promulgate, the audited numbers speak for themselves.
Mustang cannot afford the expense of the 1,846 retail water customers and 1,612 retail sewer customers it
would receive if the STM application is granted. Adding retail customers and owning additional
infrastructure generates expenses as much as it generates income. Further, approximately 300 additional
new homes are going to be built in the Town and service area and all will need new water and sewer

infrastructure.

The current Contract between Mustang and the District has the District paying Mustang as a
service provider to bill the District’s retail utility customers and to operate and maintain the District’s
infrastructure requested to be transferred to Mustang in the STM application. The Contracts are
intentionally structured for Mustang to earn a profit on providing the services. Mustang is allowed to
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charge District the “actual costs plus a fifteen percent (15%) overhead charge” incurred by Mustang. See
Second full paragraph on Page 5 of the “First Amendment to Merged, Amended, and Restated Agreement
Related to Water and Sanitary Service” enclosed with Exhibit “C”. Therefore, Mustang is operating at a
loss even while being allowed to charge all of its actual costs in performing services plus a 15% overhead
add-on. If the STM application is granted, the Contract will terminate and Mustang will then have to
perform the same utility billing services and the same maintenance and operation of the water and sewer
infrastructure, but it will no longer have the District to pay Mustang’s actual costs and 15% overhead
charge. Granting the STM application will remove the District from the equation and the customers will
become Mustang’s retail customers and the assets will then belong to Mustang. This loss of revenue from
being a service provider to the District will only increase Mustang’s financial troubles. It is illogical to
assume Mustang can operate without experiencing losses after the transfer when it would become solely
responsible for the actual costs and overhead when it is unable to do so prior to the"transfer with the
District paying Mustang’s actual costs plus 15% overhead.

Mustang already struggles to maintain an adequate debt to equity ratio without taking on the full
obligations of owning the additional system and having the sole CCNs for the 300 new homes going to be
built, which it is seeking to acquire in the STM application. For example, in 2008 Mustang sought
Attorney General approval to issue $2.7 million dollars in bond indebtedness. The Attorney General
informed Mustang that it could not issue such indebtedness unless it paid off at least $833,000.00 of the
indebtedness it incurred two years earlier in 2006, Regulations provide, in 30 T.A.C. § 291.209(e)(5X(Q),

that—it—is-i-n—t-he-publ-ie-i-ntepest—to-hold-a-hear-img-and—in-V-est-i-ga--te-the-ﬁnancialﬂstabi-lit-y-o-f—Musta:ng—and—the
adequacy of its debt-equity ratio. The submitted STM application does not provide sufficient information
about this problem for the Executive Director to evaluate it without a public hearing.

All of the above evidences Mustang’s continuing mismanagement or misuse of revenues as a
utility service provider and is grounds for a hearing to be granted under Water Code § 13.301(e)(2) and
(e)(4) and 30 T.A.C. § 291.109(e)(3)(B).

B. Mustang has History of Billing Errors and Late Payments of Contractual Obligations
(Water Code § 13.301(e)(3)(B); 30 T.A.C. § 291.109(e)(3)(B))

Currently the District contracts with Mustang for Mustang to provide utility billing and collection
services for the District’s retail water and sewer customers. The District compensates Mustang for this
service. Mustang is responsible for sending utility bills, collecting the payments and then forwarding the
utility revenue to the District, minus a collection fee for Mustang’s services.

The March 17, 2009 letter attached hereto as Exhibit “D” from the District to Mustang outlines the
problem of Mustang being incapable of timely transferring the collected utility revenue to the District.
Such revenue collected by the Mustang does not even belong to Mustang, It is merely a pass-through
because Mustang is providing a service. Even though the income is merely pass-through, Mustang still
was unable to timely pay and meet its financial obligations to the District.

Mustang did not notice its own errors, The District discovered Mustang’s errors and made
Mustang aware of the problem. This demonstrates Mustang’s lack of internal checks and balances. There
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is no way of knowing how long the errors would have remained undetected if Mustang were solely
responsible for the utility accounts. Two newspapers articles are attached as Exhibit “E”, one from March
15, 2009 and another from March 18, 2009 outlining Mustang’s billing oversights and Mustang’s inability
to pay its own bills to the District in a timely manner. Granting the pending STM application will make
Mustang solely responsible for the utility accounts because thp District’s retail customers will become

Mustang’s retail customers.

All of the above evidences Mustang’s continuing mismanagement or misuse of revenues as a
utility service provider and is grounds for a hearing to be granted under Water Code § 13.301(e)(3)(B)
and 30 T.A.C. § 291.109(e)(3)(B).

C. The Distriet still has Significant Bond Indebtedness from District Bonds that were Sold
to Pay for the Water and Sewer Infrastructure Proposed to be Transferred to Mustang
(Water Code § 13.301(e)(5); 30 T.A.C. § 291.109(e)(4) and (e)(5)(D))

The District sold $31 million in bonds to construct the water and sewer infrastructure requested to
be transferred to Mustang. The STM application requests to transfer the District’s water and sewer
infrastructure and the District’s retail customers to Mustang and leave the District to continue paying the
bond debt. Mustang is attempting to acquire the infrastructure and retail customers because it needs
revenue to reduce the million dollar losses reported the last 2 years (See Paragraph 2.A., above).

However,—aun-i-ri-n-g—t-he—l—,S46—1:@t-ai-1—wat-er—@ustomers—and—lvé-lz_retai.l_sewer_cuetnmPre will_create

increased costs. Likewise, acquiring the undeveloped area of the developer’s property located in the
Town and District on which approximately 300 new houses will be built and infrastructure will need to be
constructed will create increased costs. As discussed in Paragraph 2.A., the current Contracts between
Mustang and the District will terminate if the STM application is granted. Then, Mustang will have to
perform the same utility billing services and the same maintenance and operation of the water and sewer
infrastructure that it performs now, but it will no longer have the District to pay Mustang’s actual costs
and 15% overhead charge. This loss of revenue from the District will only increase Mustang’s financial
troubles. It is illogical to assume Mustang can operate without experiencing losses after the transfer when
it would be solely responsible for its own actual costs and overhead if it is unable to do so prior to the
transfer with the District paying Mustang’s actual costs plus 15% overhead. Likewise, the District will be
left with bond indebtedness and continued assessments against District residents, yet the District will lose

its utility revenue.

All of the above evidences Mustang’s continuing mismanagement ot misuse of revenues as a
utility service provider and lack of financial ability are grounds for a hearing to be granted under Water
Code § 13.301(e)(5) and 30 T.A.C. § 291.109(e)(3)(B) and (4). Further, regulations provide, in 30 T.A.C.
§ 291.209(e)(5)(D), that it is in the public interest to hold a hearing and investigate the effect of the
transfer on the retail public utility, which is the District.
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D. Mustang lacks the Financial Ability to Provide Capital Investment to Build
Infrastructure to the Final Phases of the Development (Water Code § 13.301(e)(4); 30
T.A.C. § 291.109(¢)(4))

The property developer has an additional phase of approximately 300 residential homes to be
developed within the Town and District. Under the Contracts, the District will sell more bonds to bujld
the water and sewer infrastructure in the new residential area. If the District’s CCN is cancelled and all of
the District’s infrastructure assets are transferred to Mustang under the STM application terminating the
Contracts, Mustang does not have the cash or bonding ability to provide the necessary capital investment
to provide adequate service. See Paragraph 2.C. above for details about Mustang’s bond history and
Paragraph 2.A. for details on operating losses. The fact that the Contracts provide that Mustang can take
the infrastructure from the District does not equate to the transfer being in the public interest or within
Mustang’s financial capabilities. Whether the structure of such Contracts is even lawful is yet to be
determined. It is Mustang’s burden to demonstrate financial ability. Water Code § 13.301(e)(4) and 30

T.A.C. § 291.109(e)(4).

E. Mustang does not want Town Residents Participating in its Management or Overseeing
its Finances (Water Code § 13.301(¢)(2); 30 T.A.C. § 291.109(e)(2))

Prior-to-the-year-2000;-Mustang-was-a-water-supply-corporation—Mustang-then-converted—toa

special utility district to which Chapter 65 of the Water Code applies. Mustang is governed by 2 9
member Board of Directors each elected at-large (“Board”). Section 65.102 of the Water Code sets forth
qualifications to serve on the Board, which are; (1) being 18 years old; (2) being a resident of Texas; and
(3) owning land subject to taxation in the district or being a user of district facilities or being a qualified
voter in the district. These Water Code requirements to serve in public office are generally sufficient for
all administratively created special utility districts, except Mustang. Mustang had the requirements
changed so that only the long-standing rural water customers could participate in its governance to the
exclusion of residents of the Town and District living in the new high-density areas.

If Mustang were operating properly and financially secure, why would it exclude the new growth
located in its CCN from participating in its governance by serving on the Board? When the growth was
exploding, Mustang had a local bill filed in the legislature that enacted Chapter 7209 of the Special
District Local Laws Code. Chapter 7209 excludes residents of the District and Town from serving on the
Board. See H.B. No. 4044 enclosed as Exhibit “F”’. If the STM application is granted, Mustang has
admittedly already started the process of eliminating at-large elections and dividing the Board into single-
member districts to preserve the power of the rural customers even though they are the minority of the
customers. See Item 10 on posted Board Agenda for May 24, 2010 Board meeting and Executive Session
item on June 28, 2010 posted Board Agenda, both attached as Exhibit “G”,

All of the above evidences Mustang’s continuing mismanagement or misuse of revenues as a
utility service provider and is grounds for a hearing to be granted under Water Code § 13.301(e)(2) and 30
T.A.C. § 291.109(e)(2) and (3)(B).
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F. Granting the STM Application will Result in Higher Utility Rates for Customers (Water
Code § 13.301(e)(5); 30 T.A.C. § 291.109(e)(5)(I))

The District has historically had lower rates than Mustang and the STM application will result in
rate increases. The fact that Mustang cannot own the system without incurring rate increases is evidence
of its lack of adequate financial resources for this STM application to be approved. In recent years, the
District had lower rates than its present rate, however, based on the October 5, 2007 contract between the
District and Mustang attached hereto as Exhibit “C”, Mustang required the District to increase its rates,
even though such rate increases were not needed by the District, so that the District could achieve rate
patity (ot equally high rates) with Mustang in preparation for the STM application. Prior to being forced
to achieve rate parity, the District had significantly lower rates than Mustang. See 2006 Summary of Area
Rates taken from Denton Record-Chronicle newspaper attached as Exhibit “H”. Regulations provide, in
30 T.A.C. § 291.209(e)(5)(D, that it is in the public interest to hold a hearing and investigate whether
there will be “probable improvement of service or lowering of costs to consumers in that area resulting
from approving the transaction.” (¢emphasis added).

G. The District’s Utility Revenue Should not be Transferred to Mustang since it Pays for
Fire and Sheriff Services Vital for Public Safety (Water Code § 13.301(e)(5); 30 T.AC. §

291.109(e)(5)(D))

30—T-A-C—§

State—law—and—regulations—provide;—in—Water—Code—§—13-301(e)(5)—and

291.209(c)(5XD), that it is in the public interest to hold a hearing and investigate the effect of approving
the STM application on any retail public utility already serving the area. The District is serving the area
and approval of the STM application will negatively affect the District. The District currently funds
contracts to pay neighboring local entities for fire and sheriff services from utility system revenue. See
Letter from District to Mustang dated March 17, 2009 discussing these ongoing annual financial
obligations attached as Exhibit “D”, If the water and sewer infrastructure assets and/or customers are
transferred by the District to Mustang, the District will no longer have the utility revenues it currently
uses to pay for basic public safety services, such as fire and sheriff protection. Mustang does not
currently pay for public safety services and does not intend to pay for public safety services after the

transfer.

All of the above evidences the severe negative effects on the retail service provider, the District,
already serving the area and is grounds for a hearing to be granted under Water Code § 13.301(e)(5) and
30 T.A.C. § 291.109(e)(5)(D).

3. The Transfer Will Not Serve the Public Interest (Water Code § 13.301(e}(5))

The Water Code provides that the Executive Director may request a public hearing on an STM
application if; “there are concerns that the transaction may not serve the public interest, after the
application of the considerations provided by Section 13.246(c) for determining whether to grant a
CCN.” Quoting Water Code § 13.301(e)(5). Thus, in determining whether the public interest is served,
the Bxecutive Director may consider the following:
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(1) the adequacy of service currently provided to the requested area,

(2) the need for additional service in the requested area, including whether any
landowners, prospective landowners, tenants, or residents have requested
service;

(3) the effect of the granting of a certificate or of an amendment on the
recipient of the certificate or amendment, on the landowners in the area, and on
any retail public utility of the same kind already serving the proximate area;

(4) the ability of the applicant to provide adequate service, including meeting
the standards of the commission, .taking into consideration the current and
projected density and land use of the area;

(5) the feasibility of obtaining service from an adjacent retail public utility;

(6) the financial ability of the applicant to pay for the facilities necessary to
provide continuous and adequate service and the financial stability of the
applicant, including, if applicable, the adequacy of the applicant's debt-equity
ratio;

(7) environmental integrity;

(8) the probable improvement of service or lowering of cost to consumers in
that area resulting from the granting of the certificate or amendment; and

(9) the effect on the land to be included in the certificated area.

Quoting-Water-Code-§—13-246(c)—In-regards-to-public-interest—public-interest’ isnot defined-by-the
statute or Commission Rules. However, in the case of Texas Citizens for a Safe Future & Water v. R. R.
Com’n of Texas, 254 S.W. 3d 492, 507 (Tex. App—Austin 2007), the Austin Court of Appeals ruled that
such term required the Commission to consider a broad variety of impacts extending beyond those
specifically addressed in the statute, with a concutring opinion by Judge Waldrop stating:

It appears to me that the term “public interest” could have been included in the statute
without definition or elaboration for a legitimate reason. It could well have been
intended to be broad enough to allow the Commission to address the myriad possible
circumstances that might be presented in an . . . application, and to allow the Commission
to consider a/f of the considerations that might impact the “public interest” in having the
[application granted]. This does not mean that the Commission must take any particular
action with respect to the public interest component of its charge, or consider such public
interest outside the context of its duty to regulate . . . . The Commission is charged with
considering the “public interest” in granting or denying an [application] and may give
public interest considerations the weight it considers appropriate within its statutory grant
of authority.

Below are the 9 factors that may be considered by statute in determining whether the public
interest will be served, and the Town’s response to each factor:
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(1) the adequacy of service currently provided to the requested area;

The current retail service provided by the District is adequate. Neither Mustang nor the District alleged to
the contrary in the STM application. The District should remain as the retail utility provider in the Town.

(2) the need for additional service in the requested area, including whether any landowners,
prospective landowners, tenants, or residents have requested service;

As discussed in detail in Paragraph 2.D. above, service has been requested by the developer for another
phase of new, high-density residential development and Mustang lacks the financial ability to provide the
capital investment and build the infrastructure. Both the water and sewer infrastructure will need to be
built to serve the undeveloped portions of the service area in the Town. Paragraph 2.D. above is
incorporated here for providing more detail in support hereof.

(3) the effect of the granting of a certificate or of an amendment on the recipient of the certificate
or amendment, on the landowners in the area, and on any retail public utility of the same kind
already serving the proximate area;

The District is the current retail utility provider. Transfetring its utility infrastructure to Mustang, taking
its retail customers and terminating its CCNs will have a negative effect on the District, particularly given

the-ameunt—of-bond—d@bt-i-t-has-outstandi-n-g.—Baragraph-szTabove-is-incm:petated—here-to-ppwide-d-etail in
support hereof.

(4) the ability of the applicant to provide adequate service, including meeting the standards of the
commission, taking into consideration the current and projected density and land use of the area;

The area in question has 1,846 retail water customers and 1,612 retail sewer customers. Service has been
requested by the developer for another phase of approximately 300 high-density residential houses, which
is projected to push the final number of retail water customers to over 2,100. Mustang’s ability to serve
the increased population is discussed in detail in Paragraph 2, above, which is incorporated here to provide

detail in support hereof.
(5) the feasibility of obtaining service from an adjacent retail public utility;

Service is already provided by the District. It is also feasible that the Town could provide retail public
utility services. Mustang is not needed as a retail public utility provider in the Town.

(6) the financial ability of the applicant to pay for the facilities necessary to provide continuous and
adequate service and the financial stability of the applicant, including, if applicable, the adequacy of
the applicant's debt-equity ratio;

Mustang’s financial inadequacy, including its debt-equity ratio, are discussed in detail in Paragraph 2,
above, which is incorporated here to provide detail in support hereof.

www.mckamiekrueger.com
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(7) environmental integrity;

Town has little information regarding this factor and minimal information was provided with the STM
application. Environmental integrity should be explored by public hearing,

(8) the probable improvement of service or lowering of cost to consumers in that area resulting
from the granting of the certificate or amendment; and

The probable negative effect on the cost to customers and the service that would be provided by Mustang
if the STM application were granted are discussed in detail in Paragraphs 2.B., 2.E., and 2.F, above, which
are incorporated here to provide detail in support hereof.

(9) the effect on the land to be included in the certificated area.

The effect on the land if the STM application is granted is tremendously negative for all of the reasons
discussed in detail in Paragraph 2, above, which is incorporated here to provide detail in support hereof.
Of all the effects discussed in Paragraph 2, the effect on public fire protection and sheriff services

discussed in Paragraph 2.G. is alarming.

CONCLUSION AND PRAYER

Despite being aware of all of the information contained herein, the Executive Director decided
there was no need to explore the information further using the public hearing process. For the foregoing
reasons Towns requests the Executive Directors decision not to hold a public hearing on the STM

application be overturned.

Sincerely,
McKAMIE KRUEGER, LLP
JULIE Y. FORT

JYF/ild

Enclosures

Exhibit “A” -- Mustang’s 9/30/2010 Audited Financial Statement

Exhibit “B” — Mustang’s 9/30/2009 Audited Financial Statement

Exhibit “C” ~ current Contracts (2005 contract with 2007 amendment)

Exhibit “D” — March 17, 2009 Letter from District to Mustang

Exhibit “E” — Two Newspaper Articles

Exhibit “F” -- House Bill No. 4044

Exhibit “G” — Agendas for May 24, 2010 and June 28, 2010 Mustang Board meetings
Exhibit “H” — Summary of area Rates in 2006
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Ce:  Philip Mack Furlow (via email w/out enclosures)
Mayor Roberson (via email w/out enclosures)
Brandy Manning (via email w/out enclosures)
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MUSTANG SPECIAL UTILITY DISTRICT
ANNUAL FILING AFFIDAVIT

STATE OF TEXAS
COUNTY OF

ofthe

(Name of Duly Authorized District Representative)

Mustang Special Utility District

{Name of District)

hereby swear, ot affirm, that the District above has reviewed and spproved ala meeting of the District's Board

of Directors cn the dayof ,
its annual audit report for the fiscal period ended September 30,2010

and that copies of the annual report have been filed in the District's office, located ai

7085 FM 2031 Aubrey, TX 76227

(Address of the District's Office)

This filing affidavit and the atiached copy of the audit report will be submitted to the Texas Commission oh

Enmvironmental Quality 1o satisfythe annual filing requirements of Texas Waler Code Seclion 49.194.

Date: , By

(Signature of District Representative)

{Typed Name and Title of District Representative)

Sworn to and subscribed to before me this dayof .

(SEAL)

(Signature of Notary)

My Commission Expires On: .
Notary Public of the State of Texas.
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RUTHERFORD,
TAYLOR &
COMPANY, P.C.

Certified Public Accountants

2802 Washington Streel Greenville, Texas 75401 (903) 455-6252 Fax (903) 455-6667

INDEPENDENT AUDITOR'S REPORT

Board of Directors

Mustang Special Utility District
7985 FM 2931

Aubrey, Texas 76227

Members of the Board:

We have audited the accompanying basic financial statements of the proprietary funds of the Mustang Speclal Utility District (District), as
of and for the year ended September 30, 2010, which collectively comprise the Distric's basic financial statements as listed in the jable
of contents. These basic financial statements are the responsibility of the Districts management. Our responsibility is 1o express an
opinion on these basic financial stalements based on our aud,

We ponducled our audi 'm. accordance with auditing standards generally accepted in the Uniled States of America, and the standards
applicable 1o financial audits contained in Govemment Auditing Standards, issued by the Comptroller General of the United States,
Those standards require that we plan and perform the audit o oblain reasoneble assurance about whether the basic financlal stalements

are free of ralEral MiSSIEEment A audi 1Aciudes EXarmining, o & test basls; evitente Supporting e amounts and uisciosures i the
basic financial statements. An audit also includes assessing the sccounting principles used and significant estimates made by
management, as well as evaluating the overall basic financial statement presentation. We believe that our audit provides a reasonable

basis for our opinion,

In our opinjon, tI)e l?asic financial statements referred {o above present fairly, in all material respects, the financial position of the Mustang
Special Utility Districl as of Seplember 30, 2010, and the results of its operations and cash flows for the year then ended, in conformity
with accounting principles generally accepted in the United States of America,

In accordance with Government Audit Standards, we have also jssued our report dated February 8, 2011, on our conslideration of the
Districi’s internal control over financial reporiing and on our fests of its compliance with cerlain provisions of laws, regulations, contracts
and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of Infernal control over
financial reporting and complisnce and the results of that testing, and nol fo provide an opinion on the internat conirel over financial
reporting or on compliance. That report Is an integral part of an audit performed in sccordance with Govemmeni Auditing Standerds and
should be considered in conjunction with this report in considering the resulis of our sudit.

Accounting principles generally accepted in the United States of America require that the management's discussion and analysis and
budgetary comparison Information be presented to supplement the basic financlal statements, Such information, although not a parl of
the baslc financia! statements, s required by the Governmental Accounting Standards Eoard, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic or historical context. We have
applied ceriain limited procedures to the required supplementary information in accordance with auditing standards generally accepted in
ihe Unlted States of America, which consisted of inquiries of manegement about the methods of preparing the information end
comparing the Information for consistency with management's responses to our inquiries, the basic financiel statements and other
knowledge we obtained during our audit of the basic financia! slatements. We do not express an opinion or provide any assurance of the
information because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively comprise the Distric's basic

financial statements as a whole. The schedules identified as other supplementary information identified in the table of contents are
presented for the purpose of addilional analysis, are not a required part of the basic financial statements.

Independent Audiior's Report - Continued

o]




The supplementary information has been subjecied to the audiling procedures applied In the audil of finandial stalements, and cent
additional procedures, including comparing and reconciling such information directty to the underlying accounting and other records us
1o prepare the basic financial statements or to the basic financial stalements themselves and other additional procedures in accordan

with auditing standards generally accepted in the United States of America, and in our opinion, is fairly staled in all material respects
relation to the basic financial stalemenis taken as a whole,

February 8, 2011
Greenvilie, Texas




RUTHERFORD,
TAYLOR &
COMPANY, P.C.

Certified Public Accountanis

2802 Washington Street Greenville, Texas 75401 (903) 455-6252 Fax {903) 455-6667

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Direclors

Mustang Special Utility Districl
7985 FM 2031

Aubrey, Texas 76227

Members of the Board:

We have audited the basic financial statements of the proprietary funds of ihe Mustang Special Utllity District (District), as of and for
the year ended September 30, 2010, which collectively comprise the District’s basic financlal statements, and have jssued our
report thereon dated February 8, 2011. We conducted our audi in accordance with auditing standards generally accepled in the
United States of America and the standards applicable to financial audits contained in Governmeni Auditing Standards, issued by

the Comptroller General of the United States.

Inlernal Contro! over Financlal Reporling

In planning and performing our audlt, we considered the District’s internal control over financial repotting as a basis for designing ou!
suditing procedures for the purpose of expressing our oplnions on the financlal statements, but not for the purpose of expressing ar
opinion on the effectiveness of the District's internal control over financial reporting. Accordingly, we do not express an opinion or
the effectiveness of the District's internal control over financial reporting. _

A deficiency in Internal control exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent, of detect and comect, misstatements on a timely basls. A maleria
weakness is a deficiency, of combination of deficiencies, in internal control, such that there is @ reasonable possibility thal 2 materia
misstatement of the District’s financial stalements wili not be prevented, or detected and correcied, on a fimely basis,

Our consideration of internal control over financial reporting was for the limited purpose described in the first paragraph of thit
section, and was not designed 1o identify all deficiencies in internal control over financial reporting that might be deficiencies
significant deficiencies or material weaknesses, We did nol identify any deficiencies in internal contro! over financial reporting tha
we consider to be material weaknesses, as defined above.

Compliance and Other Matiers

As part of obtaining reasonable assurance about whether the District's basic financial statements are free of material misstatement
we performed tests of its compliance with certain provisions of laws, regulations, contracts ang grants, noncompliance with whick
could have & direct and malerial eflect on the determination of financial statement amounts. Howsver, providing an opinion or
compliance with those provisions was hot an objective of our audit and, accordingly, we do nol express such an opinion. The resulis
of our tests disclosed no instances of noncompliance thal are required to be reporied under Government Auditing Standards.

This report Is intended solely for the information of the District's management and pass-through entities, and Is hot Intended to be
and should not be used by anyone other than these specified parties.

February 8, 2011
Greenville, Texas




MUSTANG SPECIAL UTILITY DISTRICT
- SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED SEPTEMBER 30, 2010

Scheduie

Reference

Number Findings
NONE




MUSTANG SPECIAL UTILITY DISTRICT
STATUS OF PRIOR YEAR FINDINGS
YEAR ENDED SEPTEMBER 30, 2010

Schedule

Reference

Kumber Prior Findings
NONE




MUSTANG SPECIAL UTILITY DISTRICT
CORRECTIVE ACTION PLAN
YEAR ENDED SEPTEMBER 30, 2010

Schedule

Reference

Number Prior Findings
NONE
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MUSTANG SPECIAL UTILITY DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED SEPTEMBER 30, 2010

This section of Mustang Special Ulility Districts annual financial reporl presents our discussion and analysis of the District’s
financlal performance during the year ended Sepiember 30, 2010. Please read il in conjuncilion with the District's basic financlal

statements, which follow this seclion.

FINANCIAL BIGHLIGHTS

¢ The District’'s iotal nef assels were § 20,788,058 at September 30, 2010,

« The District did not issue any new debt during the year.

« During the year, the Districl’s expenses were $ 1,322,967 more than the $ 4,523,416 generated from charges for services
and other revenues for business-type activities.

OVERVIEW OF THE FINANCIAL STATEMENTS
Fignre A-1, Required Components of the

This annual reporl consisis of three paris — Managements Discussion and District’s Annual Financial Report
Analysis (this section), the basic financial statements and required
supplementary information. Management's Discussion and Analysis provides
an overview of the financial activities of the District. The basic financial
statements inciude three statements that present a financial view of the  —eceirioroiniiaonn .

i District:  The Statement of Fund Net Assets presents financial information, : — .
! inlcuding assets and liabilities, representing @ one day snapshol; the
‘ Statement of Revenues, Expenses and Changes in Func Net Assets presents | anagpement’s Baslc fisquired
a review of operating and non-operating activities for the fiscal period, the | Deacwaecon Financial Supplementary
ﬁ STeiement of Casiv Flows Teflecis theinflows-and-outlifows-of cash-resourcess i Statemenls Informetlon
HHaalysid
¢ Proprielary fund stelements offer shor- and long-lerm financial N
; information about the activities the government operates  like PP RENY
i businesses, such as waler sales. . RSN .
: e Fiduciary fund statements provide information aboul the financial | i
relationships In which the District acts solely as a trustee or agent for o e Ttotes
\ 3 overnment- L} Fund
the benefit of others, fo whom the resources in guestion belong. Finenetal Fonciol % the
Statements Stetements ?5 fal
The basic financial stalements also incdlude notes thal explain some of the Statements
information in the basic financial statements and provide more detailed data.
The siaiements are followed by a section of required supplementary

information that further explains and supports the information in the basic

financiel statements. Figure A-1 shows how the required parls of this annual
report are arranged and related fo one ancther. Summary < > Deti

11



MUSTANG SPECIAL UTILITY DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED SEPTEMBER 30, 2010

Yigure A-2, Major Features of the District's Government-wide and Fund Financia) Statements

Figure A-2 summarizes the major Fnod 5t
features of the District's basic _tweafSaenens 1. Govemmentzwide ... L. Gonxarnmensal T onds Erontistary Yomds Figweiary Tonds .. _._
Enlire Agancy's govemment The ectivities of the distriet | Activities tho distriet Instances in which the

financial statemenis, including the

] . {except fiduclary funds) thei are not proprietary or  joperates similar to private  |district Is the wustee o
pOﬂlOﬂ of the District gove rment Seope and the Ageney's component |fiducinry busingsses setf insurance agent for someone else's
they cover and the types of units Tesources

information they contain. The
remainder of this overview section of
managemenl’s  discussion  and
analysis explains the structure and
contenis of each of the siatements.

% e B )
Accrual accounting end Modified accrun) Accrunl ecounting and Acerual accounting and
I focus ing and current 1 focus io resources foous

Govermnment-wide Statements Avcouning basts

and measurensent

The government-wide statements
report information about the District
s @ whole using accounting
methods similar to those used by
private-sector  compenies, The

2%
LY RIS Rt 12 S SR AN, B3

statement of net assets includes all All revenues and Revenues for which cash ;.tll Teveties nn;l expenses ‘All revenues end
of the QOVEfntnt’S assels and expenses during year, is Teceived during or soon  |during year, regardless of  Jexpenses during year,
T ' regerdless of when cash after the end of the year, when cash is reseived or regardless of when cash
liabiiities. Al of the current years Dype of is seceived or paid expenditures when goods  {paid is reccived or paid
revenues and  expenses  are mmwuor or services have been
accounied for in the statement of Memuanon received and payment is
activities regardiess of when cash is us during the year or
. . soon thereafter
received or paid,

The two government-wide statements report the Districl's net assets and how they have changed. Net assels—the differende
between the Districl's assets and liabilities—is one way to measure the District’s financial health or position,

-

=  Over time, increases or decreases in the Districl’'s net assels are an indicator of whether ils financial heatth Is improving
deteriorating, respectively.

Fund Financial Slatements

The fund financial statemenis provide more detziled information about the District’s most significant funds—not the Districl as
whole. Funds are accounting devices that the Districl uses to keep irack of specific sources of funding and spending for particul£

puUrposes.
¢ Some funds are required by State law and by bond covenants,

e«  The Board of Directors establishes other funds 1o control and manage money for particular purposes or to show that it I§
properly using certain funds.

The District has the following kinds of funds:
e Proprietary funds—Services for which the District charges cuslomers a fee are generally reporied in proprietary funds

Proprietary funds, like the government-wide statements, provide both long-term and shorl-term financlal information. We usH
enterprise funds to report activilies that provide potable water and wastewater services for the District,

12




MUSTANG SPECIAL UTILITY DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED SEPTEMBER 30, 2010

FINANGIAL ANALYSIS OF THE DISTRICT AS A WHOLE

The District’s total nel assets were $ 20,788,058 at Sepiember 30, 2010.

Table A1
Mustang Speclal Utility District’s Net Assets
Total
Business - Type Percentage
Activities Change
2010 2009 2009-2010
Assets:
Cash and Investments $ 443,244 % 583,745 ~8517%
Other Assets 676,332 1,175,223 -42.45%
Restricled Assets 4,285 384 5,041,077 -14.89%
Non-current Assets 27,220,630 28,349,618 -3.98%
Tolal Assets § 326255670 $ 35240663 -7.44%
Liabilities: )
Ccurrent Liabilities $ 1,710,960 % 2491507 -31.33%
Long-term Liabilities 10,126,552 10,628,763 -3.82%
Total Liabilities $ 11837512 § 13,020,260 -0,08%
Net Assets: ‘
Invesied.in Capital Assefs, Net of Related Debt $ 10,656,424 § 9,858,403 8.09%
Unrestiicted 10,131,634 12,371,000 ~18.10%
Total Net Assets § 20788058 §$ 22229403 -6.48%
Business-Type Activities
Table A-2
Changes in Mustang Spscial Utllity District's Net Assels
Total
Business - Type Perceniage
Activities Change
2010 2008 2008-2010
Progrem Rewehues;

Operating Revenue $ 4,486,702 § 4,433,128 143%
General Revenues:

Interest Income 26,714 48,221 ~44 .50%
Total Revenues $ 4623416 $ 4,481 347 0.84%
Expenses:

Operafing Expenses $ 5,033,283 § 5,383,369 ~5.50%

Non-operaling Expenses 647,006 £28,722 22.85%
Totel Expenses 5,680,389 § 5,810,081 -3.89%
Increase in Net Assets before Capital Contribitions $ {1,156,973) § {1,428,734) -19.02%
Capital Goniributions:

Waslewater Capacity Fee Refunded to Dewelopers $ (165,904) $ 61,876 -368.27%
Total Cepltal Contributions $ (165,994) § 61,875 -368.27%

$  (1,322967) § (1,366,859) -3.21%

increase (Decrease) in Net Assels

13




MUSTANG SPECIAL UTILITY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED SEFTEMBER 30, 2010

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assels

Al September 30, 2010, the District had invested $ 27,912,892 in a bread range of capital assets, including land, distributi

syslem, equipment and vehicles (See Table A-3).

’

n

Net Caplial Assets

Table A-3
Changes in Mustang Special Utility District’s Nel Assets
Total
Business - Type Percentage
Activities Change
2010 2009 2009-2010
Land and Improvements 469,255 § 469,255 0.00%
Consftruction in Progress 98,420 - 100,00%
Buildings and Improvements 1,360,966 1,360,866 0.00%
Water Disiribution System 24,889,115 24,689,752 1.22%
Furniture and Fixiures 760,261 760,261 0.00%
Vehicles 334,875 318,038 5.29%
Totals at Historical Cost 27912,802 $ 27,498,272 1.51%
Total Accumulated Depreciation (7,265,825) (8,150,174) 18.14%
20,647,067 & 21,348,098 -3.28%

Long Term Debt

At year-end, the Districl had $ 10,041,205 in debt outsianding as shown in Table A-4. More detailed information about the District

debt is presenied in the notes io the basic financial statements.

Bonds Payable
Loans Payable
Other Debt Payable
Total Debt Payable

Changes in Mustang Special Utility District’s Net Assels

Business - Type

Activities
2010 2009
L 7615000 % 8,875,000
2,375,643 2,461,595
50,562 53,100
$ 10,041205 $ 11,489,685

Table A-4

Tolal
Percentage
Change

2009-2010

-15,16%
-3.49%
-4.78%

~12.81%
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MUSTANG SPECIAL UTILITY DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED SEPTEMBER 30, 2010

BUDGET, ECONOMIC ENVIRONMENT AND RATES

In past years, the economic factors impacting the District’s budget were the development and tremendous growth of the Northeasl
Denton County area. Due io the fast-paced growih rate in the area, Mustang SUD increased staff, buill new facilities and
infrestructure for increased water capacity 1o accommodate current and future customers.

Despite pasl rapid growih realized in the surrounding area, the current economy remains slow, with growth remaining below 2%.
Slower growth continues 1o impact housing communities surrounding the District, @ phenomenon typical of the enlire region. While
the District continues to expand, we expect growth 1o remain slow, bul steady, through 2011,

Any variances in ihe budgets are due 1o increased costs lo meet the demands of the growth, system upgrades and/or maintenance
of the current system.

Effects on our current and future financial position continue 10 be growth, system upgrades/mainienance, suriace water purchasé

prices and consisiency in periorming Capital Improvement Projects.

REQUEST FOR INFORMATION

This financial repori is designed 1o provide a general overview of the District's finances and to demonsirate the District't
accountability for the funds it receives. Questions concemning any of the informeation provided in this repori or request for additiona

financial information should be addressed 1o Chris Boyd, General Manager for the District,

15
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MUSTANG SPEGIAL UTILITY DISTRICT
STATEMENT OF FUND NET ASSETS - PROPRIETARY FUNDS
SEPTEMBER 30, 2010

Business-Type

Aclivitles
ASBSETS
Current Assets:
Cesh and Invesiments $ 443,244
Acccunts Receivable, Net 584788
Other Assels 889
Prepaid Expenses, Supplies and Materials 80,855
Total Gurrent Assets % 1,119,576
Restricted Assets!
Cash and Invesiments $ 4,285,364
Tolal Restricted Assels 4,285,384
Non-Current Assels!
Equity Buy-in Fees, Nel $ 6,294,688
SUD Conversion Costs, Net 94,827
Bond lssuance Cosis, Net 184,148
Capital-Asseis—
Land and improvements 469,285
Construclion in Progress 98,420
Buildings and Improvements, Net 1,115,991
Water Distribution System, Net 18,850,034
Vehicles, Net 23,768
Furmniture and Equipment, Net 89,508
Total Non-Curreni Assets $ 27,220,630
$ 32,626,570

Total Assets

The accompanying notes are an integral part of this stalement.
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MUSTANG SPECIAL UTILITY DISTRICT

STATEMENT OF FUND NET ASSETS - PROPRIETARY FUNDS

SEPTEMBER 30,2010

Business-Type

Aclivities
LIABILITIES
Current Liabilities.
Accounts Payable $ 283,753
Other Payables 26,745
Due to Other Disiricts Payable from Restricted Assets 909,679
Accrued Interesi Payable 54,628
Bonds Payable 345,000
Loans Payable 01,255
Total Current Liabilities $ 1,710,860
Non-Current Ligbilities:
Bonds Payable §$ 7,270,000
Loans Payable 2,284,388
Other Debt Payable 50,662
Escrow Payable 119,160
Cusiomer Deposiis 402442
Total Non-Current Liabilities $ 10,126,652
Total Liabilities $ 11,837,612
NET ASSETS
Invested in Capital Assets, Net of Related Debt $ 10,656 424
Unrestiicted 10,131,634
Total Net Assels $ 20,788,058

The accompanying notes are an integral parl of this statement.
18




MUSTANG SPECIAL UTILITY bISTRiCT'
STATEMENT OF REVENUES, EXPENSES AND CHANGES
IN FUND NET ASSETS - PROPRIETARY FUND
YEAR ENDED SEPTEMBER 30, 2010

l Enferprise
|
f Fund
| Water
Utilities
OPERATING REVENUES
WaierWastewaler Sales $ 3,338,626
Customer Charges/Fees 1,134,876
, Miscellaneous 23,101
' Total Operating Revenues s 4,496,702
OPERATING EXPENSES
‘ Payroll and Benefits % 756,843
I Water Distribution System 2,260,955
| Other Operating Costs 214,036
Professional and Legal Fees 109,688
‘ Insurance 150,700
! Amortization 425420
Depreciation 1,115,651
Totel OQperating Expenses $ 5,033,203
Operating Income (Expenses) $ (536,591)
NON-OPERATING REVENUE (EXPENSES)
interest Income $ 26,714
Interest Expense (685,128)
Bad Debi Expense — Sale of CCN (61,970}
Total Non-Operating Revenue (Expenses) $ (620,382)
Change in Net Assels Before Gapital Contributions $ (1,156,873}
CAPITAL CONTRIBUTIONS
Waslewater Capacity Fee Refunded o Developers $ {165,894)
Total Capltal Contributions $ (165,004}
Change in Net Assets 4 (1,322,867)
Total Net Assets - Unadjusted Beginning (October 1) 22,220,403
Prior Period Adjustiments (118,378)
Total Net Assets - Adjusted Beginning (October 1) 22,111,028
Total Nel Assets - Ending (September 30) $ 20,788,058

The accompanying noles are an integral parl of this statement.
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MUSTANG SPECIAL UTILITY DISTRICT
STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS
YEAR ENDED SEPTEMBER 30, 2010

Enterprise
Fund
Woater
Utilities
Cash Flows from Operating Activities:

Cash Received from Cusiomers 4,830,838

Cash Payments for Goods and Services (2,641,047)

Cash Payments lo Employees {757,693)
Net Cash Provided by (Used for) Operating Activilies 1,431,898
Cash Flows from Caplial and Other Related

Financing Activilies:

Escrow for Land Fasements Received 2786

Principal Paid on Bonds and Notes (1,445,952)

Interest Paid on Bonds and Notes {643,035)

Wastewater Capacity Fee Recelved from Dewelopers 5,000
Net Cash Provided by (Used for) Capital and Other Related

Financing Activities (2,083,711)
Cash Flows from Noncapital Financing Activities:

Increas & (Decrease) in Customer Deposits 36,316
Nei Cash Provided by (Used for) Noncapital Financing Activities 36,316
Cash Flows from Investing Activities:

Aoquisition and Construction of Capital Assets (398,285)

Interest Received 18,268

Net Cash Provided by (Used for) Invesiing Activities {380,717)
Net Increase (Decrease) in Cash and Investments (996,214)
Cash and Investments - Beginning (October 1) 5,724,822
Cash and Invesiments - Ending (September 30) 4,728,608
Reconciliation of Operating Income 1o Net Cash

Provided by Operating Activities
Operating Income {Loss) (636,691)
Adjustments to Reconcile Operating Income to Net Cesh

Provided by Operating Activities:

Depreciation 1,116,661

Amortization 425420
Change in Asseis and Liabilities:

{Increase) Decrease in Accounts Receivable 230,754

(Increase) Decrease in Prepald Expenses, Supplies and Materials 43,619

increase {Decrease) In Accounts Payable 46,478

Increase (Decrease) in Other Payables 3,085

Increase (Decrease) in Due to Other Districts 103,482
Net Cash Provided by (Used for) Operating Activities 1,431,898

The accompanying notes are an integral part of this statement.
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MUSTANG SPECIAL UTILITY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED SEPTEMBER 30, 2010

Summary of Sionificant Accounting Policies

The Mustang Special Ulility Distict (District) was approved by the volers within the District on May 4, 2002. The Mustang
Speclal Utility District is an organization as set forth under the terms and conditions of Article XVI, Seclion 58 of the Texas
Constitution and Chapter 65 of the Texas Water Code. The Mustang Water Supply Corporation was dissolved and all assets,
liablities and equity of that organizaion were transferred to the newly created Mustang Speclal Utility District. This transfer of
ownership took place on October 1, 2002, for financial reporting purposes.

The financial statements of the District have been prepared in conformity with accounting principles generally accepted In the
United States of America (GAAP) as applied 1o governmental units, The Govemmental Accounting Standards Board (GASB) Is
the standard-setting body for establishing governmental accounting and financial reporiing principles. The more significant of
the District's accounting policies are described below,

1 Reporting Entity

The Board of Directors (Board), a nine member group constituting an on-going entity, is the level of government which
has governance responsibilities over all activities relaled to providing water services within the jurisdiction of the
Mustang Special Utiiity District. Members of the Board are elecied by the public; have the authority to make decisions,
appoint administrators and managers, and significantly influence operations; and have the primary accountability for
fiscal matters. The District is not included in any other governmental "Reporting Entity” as defined by GASB in is
Statement No, 14, “The Financlal Reporting Entity.” There are no component units presented.

2, Basis of Presentation

The accounts of the Districl are organized on the basis of funds or account groups, each of which is considered to be
a-separale-accounting-entity—The-opsrations-of-each-fund-er-acseunt-group-are-summarized-by-providing-e-separate—

set of sel-balancing accounts which include its assets, liabilities, fund equity, revenue and expenses. The fund type
utilized by the District is described below:

a. Proprietary fund types include the following ~

The Enferprise Fund is used {o account for operations (g) thel are financed and operated In a manner similar
to private business enterprises — where the intent of the governing body is that the costs (expenses including
depreciaiion) of providing goods or services to the general public on & continuing basis be financed or
recovered primarily through user charges; or (b} the govering body has declded periodic determination of
revenues earned, expenses incurred, and/or net income is appropriate for capiial maintenance, public policy,
management control, accountabllity, or other purposes. Under GASB Statement No. 20, “Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities that use Proprietary Fund
Accounting,” &ll proprietary funds will confinue to follow Financial Accounting Standards Board (FASB)
standards Issued on or before November 30, 1989 and continue to follow new FASB pronouncements
unless they conflict with GASB guldance.

3. Basis of Accounting

The accounting and financial reporting treatment applied to a fund is delermined by its measurement focus,
Proprietary fund types are accounled for on & flow of economic resources measurement focus and utitize the accrual
basis of accounting. This basis of accounting recognizes revenues in the accounting period in which they are eamed
and become measurable and expenses in the accounting period in which ihey are incurred and become measurable.
With 1his measurement focus, all assets and liabilities associated with the operation of these funds are included in the
balance sheet. Fund equlty is identified as net assets.

4, Budget

The Board adopts an annual budget for the Enterprise Fund. The Budget for the Enterprise Fund is adopted under a
basis consistenl with GAAP. The Board approves amendments {o the annual budged as prepared by the General

Manager of the District,
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MUSTANG SPECIAL UTILITY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED SEPTEMBER 30, 2010

Property, Plant and Eguipment

Additions to the utifity system are recorded al cost or, if contributed properly, at its estimated fair value al time|p
contribution. Repalrs and mainienance are recorded as expenses; renewals and betierments are capitalized. The
sale or disposal of fixed assels is recovered by removing cost and accumulated deprediation from the accounts afjd
charging the resuliing gain or loss to income. The District uses & capiialization policy of § 5,000.

Depreciation has been calculated on each class of depreciable property using the siraight-line method. Estimatgd
useful lives ere as follows.

Vehicles 5 years
Office Furniture and Equipment 5-10 years
Machinery and Equipment 5-10 years
Whater Distribution System 5-40 years
Bulldings 20-40 years

Amarlization of Eqully Fee and Organizational Costs

The District has assets recorded in the basic financial statements entilied "UTRWD Equity Fee, Netl, Bond issuant
Costs, Net and SUD Conversion Cosis, Nel.” Accounting principles genherally accepted in the United States
America require that the District capitalize the costs associated with these assels and amortize those costs over 1

m -

acquired. The expense associated with this amortization appears in the basic financlal statements as "Amortizatiof,

10.

life of the asset or loan, and not less than 60 months, respectively, rather than expensing the entire amount in the yl

The amount expensed-during-the-year-ended-September-30;-:2040-was-§5-428;420-The-amounit-recorded-as-ass
{net of amortization) in the basic financial statements at September 30, 2010, totaled § 6,389,415,

Prenaid Expenses, Materials and Supplies

Prepaid expenses consist of items paid for In the current pericd 1o be used in the following accounting period. Prep
materials and supplies consist of supplies and repalr parts for the distribution system, valued at cost. The cost
materials and supplies is recorded as an expense when consumed rather than when purchased,

o=

Cash and Investments

<

Cash and Investments are comprised of deposiis in financial institutions including time deposits. For the purpose |
the statement of cash fiows, an investment is considered any highly liguid investment with a maturity of ninety days
less,

Retirement Plan

The District is a member of the Texas County & District Retirement Syslem (TCDRS), The District matches up to
of employee condributions 1 to 1, and employees vest after 10 years of service. The plan also provides for disabiij
retirement for members with 10 years of service or more. The Distric's contributions for the fiscal year total

515,798,
Compensaled Absences

District employees are enlilied {o certain compensated absences based on their length of employment. Sick Ieav{n
does not vest but accumulates and is recorded as an expense as it is paid.
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MUSTANG SPECIAL UTILITY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED SEPTEMBER 30, 2010

Changes in Property, Plant and Equipment

The following is & summary of changes in property, plant and equipment for the year:

Beginning Additions and Ending
Balances Reclassifications  Relirements Balanhces
Land % 460,256 % - &% - 8 469,255
Buildings and Imptovemenls 1,360,966 - - 1,360,066
Consiruction in Progress - 98,420 - 88,420
Water Distribution System 24,688,752 298,363 - 24 889,115
Furpiture and Equipment 760,261 - - 760,261
Vehicles 318,038 16,837 - 334,875
Totals al Historical Cost $ 27,468,272 & 414,620 $ - § 27,812,892
Less Accumulaied Depreciation for:
| Bulldings end Improvements $ 190,536 $ 54430 & - % 244,975
! Waler Distribution System 5,043,125 985,956 - 6,039,081
i Furniture and Equipment 821,088 48,704 - 670,663
Vehicles 204,654 16,652 - 311,108
i Total Accumulated Depreciation $ 6150174 § 1116651 $ - 8§ 7,265,825
i Nel Capital Assets § 21,348,008 § (701,031) & % 20547067

Restricled Assets

The District is required 1o maintain certain bank accounts 1o be in compliance with the bond covenanls. The District also
maintains separate bank accounts 1o account for monies collected from freshwater supply district customers to be remitted
{o the respective freshwater supply districts. Al September 30, 2010, the District had the following accounts restricted for

these purposes.

Cesh - Northstar System Growth $ 93,6563
Cash - Northstar Debt Senvice 34,904
Cash - Northstar Construction 1,062,570
Cash-Northstar 18 8 36,500
Cash - Northstar Developer's Escrow 4,869
Cash - Logic Cust Deposits 419,627
Cesh - Logic 2008 Debt Reserwe 406,222
Cash - Logic System Growth 931,393
Cash - Logic UTRWD 185 80,279
Cash - LogicDevEscrow 105,291
Cash - DCFWSD #9 Providence 241,501
Cash - DCFWSD #8A Paloma Creek 38,938
Cash - DCFWSD #8B Paloma Cresk 126,222
Cash - DCFWSD #11A Paloma Creek 138,535
Cash - DCFWSD #10 Savannah 180,087
Cash - DCFWSD #11B Paloma Creek 12,989
Cash - Northstar 08 Debt Reserve 265,811
Cash - Northstar 08 1& S 8,186
Cash - Northstar08 1& S 6,983
Cash - Norihstar 09 Debi Resenve 100,804
Total $ 4285364
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MUSTANG SPECIAL UTILITY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

Resiricted Assets (Continued)

Norhstar System Growth -

Northstar Debt Service -

Norihsiar Consiruclion -

Norihstar 1 & 8 -

Northsiar Developer's Escrow -
Northsiar O7 Revenue Note 18 S -

Logic Cust Deposits —
Logic - 2008 Debt Service -

Logic — System Growth -
Logic ~ UTRWD Interest & Sinking -

Logic - Developer's Escrow Account -

DCFWSD #9 - Providence -
DCFEWSD #8A - Paloma Lakeview -

{Page 4 of 1p)

YEAR ENDED SEPTEMBER 30, 2010

This account, held at Northstar Bank, represenis monies designaled Jor fut
expansion and system repair and maintenance.,

This account, held at Northstar Bank, reptesents the amount required by {
bond covenant {o be held in reserve until bond is paid in full,

This account, held at Norlhstar Bank, represents bond proceeds held for fulu
construction,

This account, held ai Northstar Bank, represents amounts set aside for the next
principal and interesi payment on bonded deb.

This account, held at Norihstar Bank, represents amounts held by the Distrigl
for utilify easements on construction projecis,

This account, held at Northstar Bank, represents amounts set aside for the nept
principal and interest payment on bonded debt.

This account, held at Logic, represents refundable customer deposits.

This account, held al Logic, represents the amount required by the bond covena
1o be held in reserve until bond is paid in full.

This account, held at Logic, represents monies designated for fulure expansi
and system repair and maintenance,

This account, held at Logic, represents amounts set aside for the next principal &
interest payment on Upper Trinity Regiona! Water Disirici Nofe.

This account, held al Logic, represents amounts held by the Districl for utili
easements on consiruction projects.

This account, held al Northstar Bank, represents the payments collecled fro
Providence customers 1o be remiited 1o the Freshwater Supply District.
This account, held at Northstar Bank, represents the payments collected fro
Paroma-!:akevieweustemers—io-be-remitted*lo1he-FreshwaierSupp!srBisiric :

DCFWSED # 8B - Paloma Norih -

DCFWSD # 11A - Paloma South -

DCFWSD #11B — Paloma Cresk -

DCFWSD - Savannah -

Northsiar 08 Debi Reserve -

Norhster 0818 8§ -
Northstar 09 Debt Reserve -

Northster 091& 8 -

Deposils, Securilies and Invesiments

The District's funds are deposiled and invested under the terms of a deposltory contract. The contract requires the
depository to pledge approved securities in an amount significant 1o prolect the District’s day-lo-day balances. The pledge
is waived only 10 the extent of the dollar amount of Federal Deposit insurance Corporation {(FDIC) insurance. Al
Seplember 30, 2010, all District cash deposits appeared to be covered by FDIC insurance or by pledged collateral held by
the depository in the District’s name. The District's deposits appear to have been secured &t all times throughou! the fiscal

year.

The Dielrict's invesiment policies and types of investmerts are governed by the Public Funds Investment Acl. The Acl
requires spechfic training, reporling and establishment of local policies, The District appears 1o be in compliance with the

reguirements of the Act.

This account, held at Northstar Bank, represents the paymenis collecled fio
Paloma North customers to be remitied 1o the Freshwater Supply District,

This account, held at Northstar Bank, represents the paymenis coliected fro
Paloma South customers to be remitied to the Freshwater Supply District.

This account, held at Northstar Bank, represents the payment collected fro
Paloma Creek #11B customers to be remitted to the Freshwater Supply District,
This accourd, held at Northstar Bank, represents the payments collected fron
Savannah customers {o be remitled 1o the Freshwater Supply District.

This account held at Northstar Bank, represents the amount required by the bond
covenant fo be held in reserve until bond is paid in full,

This account, held at Northstar Bank, represents amounts set aside for the nex
principal and interest payment on bonded debt.

This account, held at Northstar Bank, represents the amount required by the bond
covenant 1o be held in reserve until bond is paid in full.
This account, held at Northstar Bank, represents amounts set aside for the next
principal and interest payment on bonded debt.
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MUSTANG SPECIAL UTILITY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED SEPTEMBER 30, 2010

Deposiis, Securilies and [nvesimerts {Continued)

Siate stalutes and local policy authorize the District to invest in ihe following types of invesiment goods:

obligations of the U.S. ot its agencles or instrumentalities,

obligations of the State of Texas or its agencies,

obligations guaranteed by ihe 11.8. or State of Texas or their agencies or instrumentalilies,

chligations of other stales, agencies or political subdivisions having a national investment rating of “A” or greater,
guaranieed or securitized cerlificates of deposit issued by a bank domiciled in the Siate of Texas, or

iully collateralized repurchase agreements.

~p oo TP

District investments include deposits In external invesiment pools, such as LOGIC. All LOGIC investments are reporied at
shere price (fair value) and are presented as cash and investments,

The LOGIC Investment Pool is managed by an elected Board of Directors. The Board is comprised of elected members of
the organization, An advisory board of gualified investmeni members advises the Direciors on investmeni decisions,

The following table categorizes the District's Investment al September 30, 2010;

. Credit Fair

i Rating Value

i LoGIC ARAM $ 1,942,812
Toiel s 1.942.842

* Local government pool invesiments are based upon a contract and not the security itself. Therefore, these types of
investmenis are not categorized above.

In addition, the following is disclosed regarding coverage of combined cash balances on the date of highest balance:

a, Name of bank: NorihStar Bank of Texas, Denlon, Texas.

b. Arnount of bond and/for security pledged as of the date of the highest combined balance on deposit was
$ 5,500,000.

c Largest cash, savings and time deposit combined account balances amounted fo $ 4,226,316 and
occurred during the month of October, 2009.

d. Total amount of FDIC coverage at the time of the highest combined balance was % 500,000,

GASB Statement No. 40 requires & determination as 1o whether the District was exposed o the following specific
investment risks at year end and If 0, the reporting of certain related disclosures:

a. Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.
The ratings of securities by nationally recognized agencies are designed 1o give an indication of credil
risk. Al year end, the District was not significantly exposed tc credit risk.

b, Custodial Credit Risk

Deposits are exposed fo custodial credit risk If they are not covered by deposiiory insurance and the
deposits are uncollateralized, collateralized with securilies held by the pledging financial institution, or
collateralized with securilies held by the pledging financial institution's trust depariment or agent bul not

in the District's name.
Investment securities are exposed to cuslodial risk if the securities are uninsured, are nol registered in

the name of the government, and are held by either the counterparty or the counterparly’s trust
department or agent bui not in the District’'s name. Al year end, the District was not exposed 1o custodial

credil risk.
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MUSTANG SPECIAL UTILITY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED SEPTEMBER 30, 2010

Deposiis, Securilies and Investments (Continued)

C. Concentration of Credit Risk

This risk is the risk of loss atiributed 1o the magnitude of a government’s invesiment in a single {ssuffr,
At year end, the District was not exposed to concentration of credit risk,

d. Interest Rate Risk

This is the risk that changes in interest rates will adversely affect the fair value of ah investment, At yegr
end, the Districl was not exposed 1o interest rate risk.

€. Foreign Currency Risk

This is the risk that exchange rates will adversely affect the fair value of an investmenl, Al year end, the
District was ot exposed to foreign currency risk.

Lona - Term Obligation:

The following schedule presents changes in long-term debt for the year ended September 30, 2010.

Beginning Ending Current

Balances Additions Deletions Balances Portion
Bonds-Rayable- $ 8,975,000—4% —$§ 1:860,000—$ 7-645,000—$ 345,600
Loans Payable 2,461,595 - 85,852 2,375 643 91,255
Other Debt Payable 583,100 - 2,538 50,662 -
Total Debt Payable § 11,436,685 3% - 8 1448,490 $ 10,041,205 $ 436,255

Loans

The Districi executed an agreement with Upper Trintty Regional Water District {o provide for capital investments. T
agreement requires semi-annual interes! payments and annual principal peyrhents. Principal maturing in the next twelv
months has been classified as current liabilities. The District execuled the following agreement:

Original Outslanding
Issue Original Interest Belance
Payee / Purpose Date Amount Rale 08/30/10
Upper Trinity Regional Water District
% of Water Lines and Pump Station 4/18/2000 $ 2,202,850 6.0% $2,375,643
Maturities of loan balances are as folfows:
Year Ended Total
September 30 Pringipal Interest Reguirements
2011 $ 91,255 ¢ 143,002 % 234,257
2012 96,885 137,372 234,257
2013 102,862 131,385 234,257
2014 109,208 125,049 234,257
20156 115,945 118,312 234,287
2016 - 2020 696,265 475,020 1,171,285
2021 -2025 038,226 232,058 1,171,285
2026 - 2030 223,997 10,260 234,257
Totals $ 2375643 $ 1,372,469 $ 3,748,112
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MUSTANG SPECIAL UTILITY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED SEPTEMBER 30, 2010

Long - Term Obligations (Conlinued)

) ) Inierest Qriginal Outstanding
Payee / Purpose Raie Amount Balances
i
i Mustang SUD, Series 2006 4.00% - 5.00% $ 4,415,000 $ 3,680,000
Musiang SUD, Serles 2008 5.75% — 6.00% 2,715,000 2,715,000
. Mustang SUD, Series 2009 3.00% — 6.00% 1,220,000 1,220,000
| Totals § 7616000
Malurities of revenue bonds ere as follows!
{ Year Ended Total
September 30 Principal interest Reguirements
[ 2011 $ 345,000 § 375,235 % 720,235
| 2012 370,000 357,688 727,698
2013 310,000 339,223 648,223
. 2014 315,000 325,423 640,423
| 2015 335,000 314,560 646,560
' 2016 - 2020 1,880,000 1,308,000 3,186,000
2021 - 2025 2,335,000 819,270 3,164,270
2026 - 2030 1.635,000 276,595 1911595
2031 -2035 90,000 4,950 94,950
Tolals $ 7,615,000 % 4,115,954 % 11,730,854

The District Is required to maintain ceriain deposits {o satisfy the provisions of the debt authorization. The required deposits are

outlined in Section 10 and 7

1 of the debt authorization. The following describes these sections and the requirements:

Section 10— Inierest & Sinking Covenants - Series 2006

The Distric! is required to deposit and credit to the interest and Sinking Fund prior 1o each principal, interest

payment or redemption date

from the avallable pledged revenues an amount egual to one hundred

percent (100%) of the ameount required to fully pay the interest on and the principal of the prior lien
obligations then coming due and payeble, Al Seplember 30, 2010, the following is reporied:

Amount Required
Arnount Availeble

$ -0-

36,500

Excess (Deficiency) $ 56500

Section 11 ~ Reserve Covenanls - Series 2006

The District shall deposit and credit to the 2006 Reserve Fund amounts required to maintain the balance in

the 2006 Reserve

Fund in an amount equal 1o $ 389,408, which is the lesser of (1) 10 percent of the steled

principal amount of the bonds, (2) 1.26 percent of the average annual debt service requirements on the
bonds, of (3) maximum annual debl service requirements on the bonds. At September 30, 2010, the

{ollowing is reporied:

Amount Reguired
Amounrt Available

$ 389,408

406,222

Excess (Deficiency) $ 16,814

27




(Page 8 of 1)

MUSTANG SPECIAL UTILITY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED SEPTEMBER 30, 2010

L ong - Term Obligations (Continued)

Seclion 10~ Interest & Sinking Covenants - Series 2008

The Districl is required 1o deposit and credit to the Interest and Sinking Fund prior to each principal, interest
paymen{ or redemption date from the available pledged revenues an amount equal io one hundred
percent (100%) of the amount required 1o fully pay the interest on and the principal of the prior lien
obligations then coming due and payable. Al September 30, 2010, the following is reporied

Amount Required $ O-
Amount Avallable 8.186
Excess (Deficiency) y 8166

Section 11 — Reserve Covenants - Series 2008

The District shall deposit end credil fo the 2008 Reserve Fund amounts reguired o maintain the balance in
the 2008 Reserve Fund In an amount equal 1o § 242,045, which is the lesser of (1) 10 percent of the stated
principal amotmt of the bonds, (2) 1.25 percent of the average annual debt service requirements on the
bonds, or {3) maximum annual debl service reguirements on the bonds. At September 30, 2010, the

following is reported:

Amount Required $ 242,045
Amount Available 265,811
Excess (Deficiency) s 23756

Section 10— interest & Sinking Covenants - Series 2009

The Districi is required o deposit and credit 1o the Interest and Sinking Fund prior 1o each principa, inlerest
payment or redemption date from the available pledged revenues an amount equel 1o one hundred
percent (100%) of the amounl required to fully pay the interest on and the principal of the prior lien
obligations then coming due and payable. At September 30, 2010, the following is reported

Amount Required $ -0-
Amount Available 6,063
Excess (Deficiency) $ 6983

Section 11 — Reserve Covenants ~ Serigs 2009

The District shall deposit and credit 1o the 2009 Reserve Fund amounts required 1o maintain the balance in
the 2010 Reserve Fund in an amount equal fo $ 100,385, which is the lesser of (1) 10 percent of the stated
principal amount of the bonds, (2) 1.25 percent of the average annual debt service requirements on the
bonds, or (3) maximurn annual debl service requirements on the bonds. At Seplember 30, 2010, the
{ollowing is reported:

Amount Required 5 100,395
Amount Available 100,804
Excess (Deficiency) $ . 409
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Customer Deposits

The District reguires each new customer to pay $100, which is held as a refundable deposii to secure payment of the
customer's waler bil. At September 30, 2010, the District's obligation tolaled § 402,442,

Litigation

The District does not appear o be irvolved in any litigation as of September 30, 2010.

islc Management

The District is exposed {o various risks of loss related io lorts; theft of, damage io and destruction of assels; errore and
omissions; Injuries to employees; and natural disasiers, During fiscal year 2010, the District purchased commercial
insurance 1o cover these liabilities. There were ho significant reductions In coverage in the past fiscal year, and there were
no settlements exceeding insurance coverage for each of the past three fiscal years.

Freshwater Supply District Agreements — Waler and Sanitary Sewer Service

The District has entered into service agreements with the following freshwater supply districts:
Denton County Freshwaler Supply District No, BA
Denton County Freshwaler Supply District No. 8B

Denton County Freshwater Supply District No, 9
Denton County Freshwater Supply District No. 10
Denton County Freshwater Supply District No, 11A
Denton County Freshwater Supply District No. 118

Each freshwater district maintains a separate coniract with the District, so specific lerms vary per respective contract.
Under the terms of these agreements, the District agrees to read each waler meter of each retail customer of the
freshwater districts one time every month and render a siatement to each retail customer for the amount due the
freshwaler district for water service, sewer service, and solid waste collection, including initial deposits. |n addition, the
District will collect the amount due for waier and waslewater service and remfit to the freshwater districls the funds

collected at least once per month.

The freshwaler districts also agreed to pay the District for installation, maintenance or repair of the water delivery system
and for items not specifically covered in the agreemenl. The charges are limited 1o the District's actuel and direct
expenses, plus an additional fifteen percent (15%) overhead charge, allocated to client districts on a pro-rata basis based
on the number of active equivalent single family connections contained In each freshwater district. Additionally, freshwater
districts will pay to Mustang thirty percent (30%) of any disconnection, re-conneclion fees or return check jee charged by
the District relaled to disconnections or re-conneclions necessitated by a District customer's fallure {o timely pay for water
and/or wastewaler services.

At various dates In the fulure, beginning October 1, 2011, conlact provisions call for the freshwater districts io convey 1o
ihe District all right, title and interest 1o all water distribution and siorage facilities and sanitary sewer collection failities,
including Jand, easements and rights of way that comprise the freshwater districl system and serve the freshwater district
cerlified area thal have been acquired by the freshwaler districts with the proceeds of lis outstanding bonds, Any portion
not acquired with proceeds of outstanding bonds shall be leased to the District in accordance with contract provisions.
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YEAR ENDED SEPTEMBER 30, 2010

Joint Agreements

The Districl has entered inlo equity agreemenis with the Upper Trinity Regional Water District (UTRWD) 1o provide the
District with water resources into the future, Additionally, agreements have been executed for construction of additio
water treaiment .and distribution services. There is also an agreement for shared costs of a waslewater treatment facil Y
presently in use. The Districl's agreements require monthly service contract bayments 1o the UTRWD. Amounts pakd
the UTRWD for westewaler capaciy are capitalized, and appear on the Stalement of Nel Assets as "Equity Buy-in Fees,
Net”. During the year, ihe Disirict received from Developers $ 5,000 as a capital contribution loward these wastewatlr
capacily fees and § 170,994 of receivables were wiitlen off due to a development that was not completed.

Forbearance of Recelvables

On September 30, 2010 the District entered into a forbearance agreement with Valencla on the Lake Water Conirol ar
[mprovement District ("Valencia”). The agreement called for extending the due date of multiple payments that Valenc,
was 1o pay the Disirict for the purchase of CCN in 2005, Valencla will make four paymenis fotzling $ 168,924 plus intere
with the fina! payment being on March 31, 2012, The District does not believe any amount beyond what Is set forth In {
forbearance agreement will be collected and, therefore, have expensed the remalning $ 61,970 as bad debt.

Prior Period Adiustments

The $ 118,378 decrease in beginning net assets represents amounts dus to Upper Trinlty Regional Water District ai thd
end of the previous fiscal year. This amount was paid in the current year, but should have been expensed in the prior yesl
and reflected in the financial statements as a liability at year end,
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OTHER SUPPLEMENTARY INFORMATION
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MUSTANG SPECIAL UTILITY DISTRICT

ENTERPRISE FUND

BUDGETARY COMPARISON SCHEDULE
YEAR ENDED SEPTEMBER 30,2010

Variance with

Final Budget
Budgeted Amounts Positive
[ Criginal Final Aclual (Negative)
REVENUES
Weaier/Wastewaier Sales $ 3,838478 3,279,000 $ 3,338,826 % 59,626
Customer Charges/Fees 1,164,460 1,081,000 1,134,976 53,975
Miscellaneous Income 10,000 900 23,101 22 201
Interest Income 19,000 18,450 26,714 8,264
Total Revenues $ 5,031,938 4,379,350 $ 4,623,416 $ 144,066
EXPENSES
Payroll $ 856,503 769,129 $ 756,843 $ 12,286
Waier Distribution System 2,844,017 2,589,043 2,260,055 328,088
Other Operating Cosis 267,250 233,700 214,036 19,664
Professional and Legal Fees 292,750 142,562 109,688 32,874
Insurance 161,269 162,240 150,700 1,610
Amontization - - 425420 (425,420)
Depreciation - - 1,115,651 {1,115,651)
Interest 536,979 536,151 585126 (48,975)
Bad Debt - Saie of CCN - - 81,970 (61,970)
Total Expenses $_ 4,958,768 4,422,795 $ 5,680,389 $ (1.257,504)
Change in Net Assets
Before Capital Contributions $ 73,170 43,448) $ (1,156,973) § (1,113,628)
CAPITAL CONTRIBUTIONS
Wastewater Capacity Fee Refunded
1o Developers $ - - $_ (165804) $  (165,804)
Total Capital Contributions $ - - $  (185994) §  (165,904)
Change in Net Assets $ 73,170 (43,445)  $ (1,322,967) % {(1.279,522)
Net Assets - Beginning (October 1) 22,229,403 22,229,403 22,228,403 -
Prior Period Adjustments - - (118,378) (118,378)
Net Assets - Beginning Adjusied (October 1) 22,229,403 22,228,403 22,111,025 (118,378)
Net Assets - Ending (September 30) § 22,302,573 $ 22,185,058 $ 20,788,058 $ {1,397,900)
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TEXAS SUPPLEMENTARY INFORMATION (TSI)
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Exhibit

D

TSI
TSI-2
TSI-8
TE1-6
T81-6
TS1-7

TSI-8

MUSTANG SPECIAL UTILITY DISTRICT
SUPPLEMENTARY SCHEDULES INCLUDED WITHIN THIS REPORT
YEAR ENDED SEPTEMBER 30, 2010

Exhipit Title Page #
Independent Audiior's Report on Supplementary Schedules 3b
Services and Rates 36
Enterprise Fund Expendilures 38
Temporary Investments 39
Long-Term Debi Service Regquirements by Years 40
Changes in Long-Term Bonded Debt 44
Comparative Schedule of Revenues and Expenses

Enterprise Fund - Five Years 45
Board Members, Key Personne! and Consultanis 46

The foliowlng schedules are not applicable to this Districl.

H.

Analysis of Texes Levied and Receivable
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RUTHERFORD,

TAYLOR &

COMPANY, P.C.

Cenified Public Accountanis

2802 Washington Sireet Greenville, Texas 75401 (903) 455-6252 Fax (903) 455-6667

INDEPENDENT AUDITOR'S REPORT
ON SUPPLEMENTARY SCHEDULES

Board of Directors

Mustang Special Utility District
7885 FM 2931

Aubrey, TX 76227

Members of the Board:

In cur opinion, the accompanying information is stated accurately in all material respects in relation to the basic financial sletements
{aken as a whole, of the Mustang Special Utility District for the year ended September 30, 2010, which are covered by our opinior

presented in the first section of this report.

The accompanying information Is supplementary to the basic financial stetements and is nol essential for a fair preseniation of financia
position, results of operations or cash flows,

our auditrwhi‘ch-wasmadefloe-purpose—of—formiﬂgopinions-eﬁ-lh&basie-ﬁnaneial—s%atemente—taken-as—a—whole,—ineluded—sueh-tesie—e—
the accounting records, from which the supplementary information was compiled, and such other audiling procedures as we considere

necessary in the circumsiances.

February 8, 2011
Greenville, Texas
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