the Security Register, the Bank will notify the Issuer so that the Issuer may contest the same or
such release or disclosure of the contents of the Security Register.

Section 4.05. Return of Cancelled Certificates.

The Bank will, at such reasonable intervals as it determines, surrender to the Issuer,
Securities in lieu of which or in exchange for which other Securities have been issued, or which
have been paid.

Section 4.06. Mutilated, Destroyed, Lost or Stolen Securities.

The Issuer hereby instructs the Bank, subject to the applicable provisions of the Order, to
deliver and issue Securities certificates in exchange for or in lieu of mutilated, destroyed, lost, or
stolen Securities certificates as long as the same does not result in an overissuance.

In case any Security shall be mutilated, or destroyed, lost or stolen, the Bank, in its
discretion, may execute and deliver a replacement Security of like form and tenor, and in the
same denomination and bearing a number not contemporaneously outstanding, in exchange and
substitution for such mutilated Security, or in lieu of and in substitution for such destroyed lost
or stolen Security, only after (i) the filing by the Holder thereof with the Bank of evidence
satisfactory to the Bank of the destruction, loss or theft of such Security, and of the authenticity
of the ownership thereof and (i) the furnishing to the Bank of indemnification in an amount
satisfactory to hold the Issuer and the Bank harmless. All expenses and charges associated with
such indemnity and with the preparation, execution and delivery of a replacement Security shall
be borne by the Holder of the Security mutilated, or destroyed, lost or stolen.

Section 4.07. Transaction Information to Issuer.

The Bank will, within a reasonable time after receipt of written request from the Issuer,
furnish the Issuer information as to the Securities certificates it has paid pursuant to Section 3.01,
Securities certificates it has delivered upon the transfer or exchange of any Securities certificates
pursuant to Section 4.01, and Securities certificates it has delivered in exchange for or in lieu of
mutilated, destroyed, lost, or stolen Securities certificates pursuant to Section 4.06.

ARTICLE FIVE
THE BANK

Section 5.01. Duties of Bank.

The Bank undertakes to perform the duties set forth herein and agrees to use reasonable
care in the performance thereof.

The Bank is also authorized to transfer funds relating to the closing and initial delivery of
the securities in the manner disclosed in the closing memorandum as prepared by the Issuer's
Financial Advisor or other agent. The Bank may act on facsimile or e-mail transmission of the
closing memorandum acknowledged by the Financial Advisor or the Issuer as the final closing

6
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memorandum. The Bank shall not be liable for any losses, costs or expenses arising directly or
indirectly from the Bank's reliance upon and compliance with such instructions.

Section 5.02. Reliance on Documents, Etc.

(a) The Bank may conclusively rely, as to the truth of the statements and correctness
of the opinions expressed therein, on certificates or opinions furnishéd to the Bank by the Issuer.

b The Bank shall not be liable for any error of judgment made in good faith by a
Responsible Officer, unless it shall be proven that the Bank was negligent in ascertaining the
pertinent facts. ! !

t
#

(c) No provisions of this Agreement shall require the Bank to expend or risk its own
funds or otherwise incur any financial liability for performance of any of its duties hereunder, or
in the exercise of any of its rights or powers, if it shall have reasonable grounds for believing that
repayment of such funds or adequate indemnity satisfactory to it against such risks or liability is
not assured to it.

(d) The Bank may rely and shall be protected in acting or refraining from acting upon
any Order, certificate, statement, instrument, opinion, report, notice, request, direction, consent,
order, bond, note, security, or other paper or document believed by it to be genuine and to have
been signed or presented by the proper-party or parties. Without limiting the generality of the
foregoing statement, the Bank need not examine the ownership of any Securities, but is protected
in acting upon receipt.of Securities certificates containing an-endorsement ‘or instruction of
transfer or power of transfer which appears on its face to be signed by the Holder or an agent of
the Holder. The Bank shall not be bound to make any investigation into the facts or matters.
stated in a Order, certificate, statement, instrument, opinion, report, notice, request, direction,
consent, order, bond, note, security, or other paper or document supplied by the Issuer.

(e) The Bank may consult with legal counsel, and the written advice of such-counsel or
any opinion of counsel shall be full and complete authorization and protection. with respect to
any action taken, suffered, or omitted by it hereunder in good faith and in reliance thereon,
provided that any'such written advice or opinion is supplied to the Issuer by the Bank’

x

() The Bank may exercise any of the powers hereunder and perform any duties
hereunder either directly or by or through agents or attorneys of the Bank.

Section 5.03. Recitals of Issuer.

The recitals contained herein with respect to the Issuer and in the Securities shall be taken
as the statements of the Issuer,-and the Bank assumes no responsibility for their correctness.

The Bank shall in no event be liable to the Issuer, any Holder or Holders of any Security,
or any other Person for any amount due on any Security from its own funds.

TCMUD006649
1501



Section 5.04. May Hold Securities.

The Bank, in its individual or any other capacity, may become the owner or pledgee of
Securities and may otherwise deal with the Issuer with the same rights it would have if it were
not the Paying Agent/Registrar, or any other agent.

Section 5.05. Moneys Held by Bank,

The Bank shall deposit any moneys received from the Issuer into a segregated account to
be held by the Bank solely for the benefit of the owners of the Securities to be used solely for the
payment of the Securities, with such moneys in the account that exceed the deposit insurance
available to the Issuer by the Federal Deposit Insurance Corporation, to be fully collateralized
with securities or obligations that are eligible under the laws of the State of Texas to secure and
be pledged as collateral for such accounts until the principal and interest on such securities have
been presented for payment and paid to the owner thereof. Payments made from such account
shall be made by check drawn on such account unless the owner of such Securities shall, at its
own expense and risk, request such other medium of payment.

Subject to the Unclaimed Property Law of the State of Texas, any money deposited with
the Bank for the payment of the principal, premium (if any), or interest on any Security and
remaining unclaimed for three years after the final maturity of the Security has become due and
payable will be paid by the Bank to the Issuer if the Issuer so elects, and the Holder of such
Security shall hereafter look only to the Issuer for payment thereof, and all liability of the Bank
with respect to such monies shall thereupon cease. If the Issuer does not elect, the Bank is
directed to report and dispose of the funds in compliance with Title Six of the Texas Property
Code, as amended.

Section 5.06. Indemnification.

To the extent permitted by law, the Issuer agrees to indemnify the Bank for, and hold it
harmless against, any loss, liability, or expense incurred without negligence or bad faith on the
Bank's part, arising out of or in connection with the Bank’s acceptance or administration of its
duties hereunder, including the cost and expense incurred by the Bank in defending against any
claim or from liability imposed on the Bank in connection with the Bank's exercise or
performance of any of its powers or duties under this Agreement.

Section 5.07. Interpleader.

The Issuer and the Bank agree that the Bank may seek adjudication of any adverse claim,
demand, or controversy over its person as well as funds on deposit, in either a Federal or State
District Court located in the Denton or Tarrant County, Texas, and agree that service of process
by certified or registered mail, return receipt requested, to the address referred 1o in Section 6.03
of this Agreement shall constitute adequate service. The Issuer and the Bank further agree that
the Bank has the right to file a Bill of Interpleader in any court of competent jurisdiction in
Denton or Tarrant County, Texas to determine the rights of any Person claiming any interest
herein.

TCMUD006650
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Section 5.08. Depository Trust Company Services.

2

It is hereby represented and warranted that, in the ‘event the Securities are otherwise
qualified and accepted for "Depository Trust Company” services or equivalent depository trust -
services by other organizations, the Bank has the capability and, to the extent within its control,
will comply with the "Operational Arrangements," effective August 1, 1987, which establishes
requirements for securities to be eligible for such type depository trust services, including, but
not limited’ to, requirements for the timeliness of payments and funds -availability, transfer
turnaround time, and notification of redemptions and calls. -

Attached hereto is a copy of the Blanket Issuer Letfer of Representations between the
Issuer and The Depository Trust Company, New York, New York, providing for the Bonds to be
issued in a Book-Entry Only System. The Bank and the Issuer hereby confirm their obligations
under such Letter of Representation. ;

ARTICLE SIX
MISCELLANEOUS PROVISIONS

Section 6.01. Amendment.

This Agreement may be amended only by an agreement in writing signed by both of the
parties hereto.

Section 6.02. Assignment.

This Agreement may not be aSS1gned by either party w1thout the prior written consent of
the other.

Section 6.03. Notices.

]
y

Any request, demand, authorization, direction, notice, consent, waiver, or other document
provided or permitted hereby to be given or furnished to the Issuer or the Bank shall be mailed or
delivered to the Issuer or the Bank, respectively, at the addresses shown on the signature page of
this Agreement.

r

Section 6.04. Effect of Headings.

The Article and Section headings herein are for convenience only and shall not affect the
construction hereof. -

Section 6.05. Successors and Assigns. :

. All covenants and-agreements herein by the Issuer and the Bank shall .bind their
respective successors and assigns, whether so expressed or not.

H
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Section 6.06. Severability.

In case any provision herein shall be invalid, illegal, or unenforceable, the validity,
legality, and enforceability of the remaining provisions shall not in any way be affected or
impaired thereby.

Section 6.07. Benefits of Agreement.

Nothing herein, express or implied, shall give to any Person, other than the parties hereto
and their successors hereunder, any benefit or any legal or equitable right, remedy, or claim
hereunder.

Section 6.08. Entire Agreement.

This Agreement and the Order constitute the entire agreement between the parties hereto
relative to the Bank acting as Paying Agent/Registrar and if any conflict exists between this
Agreement and the Order, the Order shall govern.

Section 6.09, Counterparts.

This Agreement may be executed in any number of counterparts, each of which shall be
deemed an original and all of which shall constitute one and the same Agreement.

Section 6.10. Termination.

This Agreement will terminate (i) on the date of final payment of the principal of and
interest on the Securities to the Holders thereof or (ii) may be carlier terminated by either party
upon thirty (30) days written notice; provided, however, an early termination of this Agreement
by either party shall not be effective until (a) a successor Paying Agent/Registrar has been
appointed by the Issuer and such appointment accepted and (b) notice has been given to the
Holders of the Securities of the appointment of a successor Paying Agent/Registrar.
Furthermore, the Bank and Issuer mutually agree that the effective date of an early termination of
this Agreement shall not occur at any time which would disrupt, delay or otherwise adversely
affect the payment of the Securities.

Upon an early termination of this Agreement, the Bank agrees to promptly transfer and
deliver the Security Register (or a copy thereof), together with other pertinent books and records
relating to the Securities, to the successor Paying Agent/Registrar designated and appointed by
the Issuer.

The provisions of Section 1.02, 5.02, 5.03 and 5.06 of this Agreement shall survive and
remain in full force and effect following the termination of this Agreement.

The resigning Paying Agent/Registrar may petition any court of competent jurisdiction
for the appointment of a successor Paying Agent/Registrar if an instrument of acceptance by a

10
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successor Paying Agent/Registrar has not been delivered to the resigning Paying Agent/Registrar
within sixty (60) days after giving such notice of resignation.

Section 6.11. Governing Law.

i

This Agreement shall be construed in accordance with and governed by the laws of the
State of Texas. . '

~

[The remainder of this page is intentionally left blank.]
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the
day and year first above written.

THE BANK OF NEW YORK MELLON
TRUST COMPANY, N.A.

By: .
Title: AgsoQate

Mailing Address:

2001 Bryan Street, Sth Floor
Dallas, Texas 75201

Paying Agent/Registrar Agreement
Trophy Club Municipal Utility District No. 1 Unlimited Tax Refunding Bonds, Series 2013
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TROPHY CLUB MUNICTPAL UTILITY
DISTRICT NO. 1

By:
Title: - Dfstdict Mahager, Jennifer McKnight

Address:

100 Municipal Drive
Trophy Club, Texas 76262

Paying Agent/Registrar Agreement
Trophy Club Municipal Utility District No. 1 Unlimited Tax Refunding Bonds, Series 2013
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SCHEDULE A

Paying Agent/Registrar Fee Schedule

A-1
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>
BNY MELLON

-

Town of Trophy Club Texas Municipal Utility District No. 1 Unlimited Tax
Refunding Bonds, Series 2013

Fee Schedule
‘August 23, 2013

Upon appointment of The Bank of New York Mellon Trust Company, NA ( “BNYMTC "), as Registrar and Paying Agent,
the obligor shall be responisible for the payment of the fees, expenses and charges as set forth in this Fee Schedule.

None

A one-time charge covering the Bank Officer’s review of governing documents, communication with members
of the closing party, including representatives of the issuer, investment banker(s) and attorney(s), establishinent
of procedures and controls, set-up of trust accounts and tickler suspense items and the receipt and
disbursement/investment of bond proceeds. This fee is payable on the closing date.

Al!mlal lﬁylng ;\geni Administration Fee $500
An annual charge covering the normal paying agent duties related to account administration and bendholder
services. Our pricing is based on the assumption that the bonds are DTC-eligible/book-entry only. This fee is
payable annually, in advance. ; .

Prlcing for Call or Redemptions of Bonds $300 Per Call * 2 ’ $600

Call Pricing includes distribution of the call notice to holders of record, redemptlon processing, and notification
to EMMA. Any publication expenses (i.e. Bond Buyer, reglonal periodical, financial periodicals, etc.) for the
call notice will be billed to the Issuer at cost.

lﬁmxtmmmy Services/Misc Fees - At Appraisal

The charges for performing extraordinary or other services not contemplated at the tlme of the execution of the
transaction or not specifically covered elsewhere in this schedule will be commensurate with the service to be
provided and may be charged in BNYMTC’s sole discretion. If it is contemplated that the Trustee hold and/or
value collatcral or enter into any investment contract, forward purchase or similar or other agreement,
additional acceptance, administration and counsel review fees will be applicable to the agreement governing
such services. If the bonds are converted to certificated form, additional annual fees will be charged for any
applicable tender agent and/or registrar/paying agent services. Additional information will be provided at such
time. Should this transaction terminate prior to closing, all out-of-pocket expenses incurred, including legal
fees, will be billed at cost. If all outstanding bonds of a series are defeased, partially called or called in full
prior to their maturity, a termination fee may be assessed at that time.

These extraordinary services may include, but are not limited to, supplemental agreements, consent operations,
unusual releases, tender processing, sinking fund redemptions, failed remarketing processing, the preparation
of special or intertm reports, custody of collateral, a one-time fee to be charged upon termination of an
engagement. Counsel, accountants, special agents and others will be charged at the actual amount of fees and
expenses billed, UCC filing fees, money market sweep fees, auditor confirmation fees, wire transfer fees,

The Bank'of New York Mellon Trust Company, N.A

TCMUDO006657-
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BNY MELLON

transaction fees to settle third-party trades and reconcilement fees to balance trust account balances to third-
party investment provider statements.

Annual fees include one standard audit confirmation per year without charge. Standard audit confirmations
include the final maturity date, principal paid, principal outstanding, interest cycle, interest paid, cash and asset
information, interest rate, and asset statement information. Non-standard audit confirmation requests may be
assessed an additional fee. FDIC or other governmental charges may be passed along to you as incurred. The
obligor shall be responsible for filing any applicable information returns with the U.S. Department of Treasury,
Internal Revenue Service in connection with payments made by BNYMTC to vendors who have not performed
services for BNYMTC's benefit under the various note issuances or other undertakings contemplated by this
fee agreement.

Terms and Disclosures

Terms of Proposal

Final acceptance of the appointment as Registrar, Paying Agent and Escrow Agent is subject to approval of
authorized officers of BNYMTC and fuil review and execution of all documentation related hereto. Please
note that if this transaction does not close, you will be responsible for paying any expenses incurred, including
Counsel Fees. We reserve the right to terminate this offer if we do not enter into final written documents
within three months from the date this document is first transmitted to you. Fees may be subject to adjustment
during the life of the engagement.

Customer Notice Required by the USA Patriot Act

To help the US government fight the funding of terrorism and money laundering activities, US Federal law
requires all financial institutions to obtain, verify, and record information that identifies each person (whether
an individual or organization) for which a relationship is established.

What this means to you: When you establish a relationship with BNYMTC, we will ask you to provide certain
information (and documents) that will help us to identify you. We will ask for your organization’s name,
physical address, tax identification or other government registration number and other information that will
help us to identify you. We may also ask for a Cestificate of Incorporation or similar document or other
pertinent identifying documentation for your type of organization.

We thank you for your assistance.

The Bank of New York Mellon Trust Company, N.A.
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cial Statement constitute an offer to sell or the solicitation of an offer to buy nor shall there be any sale of these

bject to compleltion or amendment. These securties may not be sold nor may offers to buy be accepted pror lo the time the
o registration or qualification under the securities laws of any such jurisdiction.

Official Statement is delivered in final form. Under no circumstances shalf this Preliminary Offi
Securities in any junisdiction in which such offer, solicitation or sale would be unfawful prior

This Preliminary Official Statement and the information contained herein are su

NEW ISSUE-BOOK-ENTRY-ONLY i Ratings: S&P: " " (applied for)
. L (See "RATINGS" herein)
PRELIMINARY OFFICIAL STATEMENT
Dated: July 1, 2013

In the opinion of Bond Counsel, interest on the Bonds will be excludable from gross income for federal income tax
purposes under existing law, subject to the matters described under “TAX MATTERS" herein, inciuding the alternative
minimum lax on corporations.

The District will designate the Bonds as " i
(See "TAX MATTERS - Qualified Tax-Exempt Obligations for Financial Institutions” herein.,)

$1,900,000*
TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
(A Political Subdivision of the State of Texas Located in Denton and Tarrant Counties, Texas)
UNLIMITED TAX REFUNDING BONDS, SERIES 2013

Dated Date: July 1, 2013 Due: September 1, as shown on Page ii

The Trophy Club Municipal Utility District No. 1 (the "District’ or “Issuer”) is issuing its $1,900,000* Unlimited Tax
Refunding Bonds, Series 2013 (the “Bonds"), which are being issued pursuant to the terms and provisions of an order
(the “Bond Order") of the Board of Directors of the District (the "Board”) and in accordance with the Constitution and
general laws of the State of Texas (the “State”), including particularly Chapter 1207, Texas Government Code, as
amended (“Chapter 1207*). In the Bond Order, as permitted by Chapter 1207, the District delegated pricing of the Bonds
and certain other matters to a “Pricing Officer” who will approve a “Pricing Certificate” which will contain the final terms of
sale and will complete the sale of the Bonds (the Bond Order and the Pricing Certificate are jointly referred to herein as
the “Order”). (See “THE BONDS - Authority for Issuance” herein.)

The Bonds, when issued, will constitute direct and general obligations of the District, payable from the proceeds of an
annual ad valorem tax levied against all taxable property located therein, without [imitation as to rate or amount. Neither
the State of Texas, Denton or Tarrant Counties, Texas, nor any political subdivision or municipality, other than
the District shall be obligated to pay the principal of or interest on the Bonds. Neither the faith and credit nor the
taxing power of the State of Texas or Denton or Tamrant Counties, Texas, or any political subdivision or
municipality thereof, other than the District, is pledged to the payment of the principal of or interest on the
Bonds. (See “THE BONDS -Security for Payment” herein.) THE BONDS ARE SUBJECT TO SPECIAL INVESTMENT
CONSIDERATIONS DESCRIBED HEREIN. (See "INVESTMENT CONSIDERATIONS" herein.) Bond purchasers are
encouraged to read this entire Official Statement prior to making an investment decision.

Interest on the Bonds will accrue from July 1, 2013 (the “Dated Date") and will be payable on March 1 and September 1 of
each year, commencing March 1, 2014, until maturity, and will be calculated on the basis of a 360-day year of twelve 30-
day months. The Bonds will be issued in fully registered form oniy, without coupons, in denominations of $5,000 or any
integral multiple thereof-within a stated maturity. The definitve Bonds will be issued as fully registered obligations in
book-entry form only and when issued will be registered in the name of Cede & Co., as registered owner and nominee for
The Depository Trust Company ("DTC"), New York, New York. DTC will act as securities depository for the Bonds until
DTC resigns or is discharged. Book-entry interests in the Bonds will be made available for purchase in principal amounts
of $56,000 or any integral multiple thereof within a maturity. Purchasers of the Bonds ("Beneficial Owners") will not receive
physical delivery of bonds representing their interest in the Bonds purchased. So long as Cede & Co. or its nomines is
the registered owner of the Bonds, principal of and interest on the Bonds will be payable by the paying agent/registrar to
DTC, which will be solely responsible for making such payment to the Beneficial Owners of the Bonds. The initial paying
agent/registrar for the Bonds shall be The Bank of New York Mellon Trust Company, N.A., Dallas, Texas (the “Paying
Agent”). (See "BOOK-ENTRY-ONLY SYSTEM" herein.)

Proceeds from the sale of the Bonds are being used to (i)‘ refund for debt service savings a portion of the District's
outstanding unlimited tax debt (the "Refunded Bonds”) (see "Schedule | - Schedule of Refunded Bonds" attached hereto)
and (i) pay the costs related to the issuance of the Bonds. {See “PLAN OF FINANCING - Purpose” herein.)

The Bonds are not subject to redemption prior to their stated maturity. (See “THE BONDS - No Redemption” herein.)
STATED MATURITY SCHEDULE
(See Page il)

The Bonds are offered for delivery, when, as and if issued and received by the Underwriter and subject to the approving
opinion of the Attorney General of the State of Texas and the approval of certain legal matters by McCall, Parkhurst &
Horton L.L.P., Dallas, Texas, Bond Counsel. The legal opinion of Bond Counsel will be printed on, or will accompany the
Bonds. Certain matters will be passed upon for the Underwriter by Fulbright & Jaworski LLP of San Antonio, Texas, a
member of Norton Rose Fulbright, as counse! to the Underwriter. It is expected that the Bonds will be avaifable for
delivery through DTC on or about July 31, 2013.

“

SAMCO Capital Markets, Inc.

* Preliminary, subject to change.
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STATED MATURITY SCHEDULE*
(Due September 1)
Base CUSIP — 897059 ©

$1,900,000* Unlimited Tax Refunding Bonds, Series 2013

Stated Initial Initial
Maturity Principal Rate Yield CUSIP
Due 9-1 Amount (%) (%) Suffix®!

2014 $170,000

2015 175,000
2016 175,000
2017 185,000
2018 185,000
2019 195,000
2020 195,000
2021 200,000
2022 210,000
2023 210,000

(Interest to accrue from the Dated Date.)

The Bonds are not subject to redemption prior to their stated maturity. (See “THE BONDS — No Redemption® herein.)

*  CUSIP is a registered trademark of the American Bankers Assaciation. CUSIP data is provided by CUSIP Global Services,
managed by Standard & Poor’s Financial Services LLC on behalf of the American Bankers Association. This data is not
intended to create a database and does not serve in any way as a substitute for the CUSIP Services. None of the District,
the Financial Advisor or the Underwriter is responsible for the selection or correctness of the CUSIP numbers set forth
herein.

*  Preliminary, subject to change.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

Name

James Moss
William Armstrong
Kevin Carr
James Thomas
C. Nick Sanders

Districi Manager.. . ...........

Attorneys for the District ..............ooonnce.

Chief Appraiser..... . . ....

Ms. Jennifer McKnight
District Manager

Trophy Club Municipal Utility District No 1

100 Municipal Drive "
Trophy Club, Texas 76262
(682) 8314610

BOARD OF DIRECTORS
Two-Year Term* . ?
Position Expires, May Occupation
President 2016 Retired
Vice President 2014 Retired
Secretary/Treasurer 2014 . Self-Employed .
Director ¢ 2014 Retired
Director 2016 Business Owner
DISTRICT PERSONNEL AND ADVISORS
Jennifer McKnight
... Trophy Club, Texas

...Renae Gonzales
... Trophy Club, Texas

e rereer e ressa e Terri Sisk
e et narabna Trophy Club, Texas

ettt b e bem e e et a R et et se et r b s aneneae Bob West
" .Whitaker Chalk Swindle & Schwartz, PLLC
. .«Fort Worth Texas

Pamela Harrell Liston
.............. The Liston Law Fim, P.C
feerrreeraens ...Rowlett, Texas

... Southwest Securities
..................................... San Antonio, Texas

.- McCall, Parkhurst & Horton L.L.P.
S ...Dallas, Texas

.................... Lafollett and Company PLLC

............................... Tom Bean, Texas _
....Denton County, Texas
.............. Tarrant County, Texas

....Denton County, Texas
. .Tarrant County, Texas

For Additional Information Please Contact:

Mr. 6an A. Almon
Senior Vice President
Southwest Securities, inc.
1201 Elm Street, Suite 3500

Mr. Mark McLiney
Senior Vice President
Southwest Securities, Inc.
4040 Broadway, Suite 220

San Antonio, Texas 78209 Dallas, Texas 75270
(210) 226-8677 (214) 859-9452
iii
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USE OF INFORMATION IN THE OFFICIAL STATEMENT
4 13 -

For purposes of compliance with Rule 16¢2-12 of the U.S' Securities and Exchange Commission, as amended (the "Rule"), this
document constitutes an “Official Statement” of the District with respect to the Bonds that has been “deemed final” by the District
as of its date except for the omission of no more than the information permitted by the Rule.

This Prefiminary Official Statement, which includes the cover page, Schedule | and the Appendices hereto, does not constitute
an offer to sell or the solicitation of an offer to buy in any jurisdiction to any person to whom it is unlawful to make such offer,
solicitation or sale. .

No dealer, broker, salesperson or other person has been authorized to give information or to make any representation other than
those contained in this Preliminary Official Statement, and, if given or made, such other information or representation must not
be relied upon.

The agreements of the District and others related to the Bonds are contained solely in the contracts described herein. Neither
this Official Statement nor any other statement made in connection with the offer or sale of the Bonds is to be construed as
constituting an agreement with the purchaser of the Bonds. INVESTORS SHOULD READ THE ENTIRE OFFICIAL
STATEMENT, INCLUDING ALL SCHEDULES AND APPENDICES: ATTACHED HERETO, TO OBTAIN INFORMATION -
ESSENTIAL TO MAKING AN INFORMED INVESTMENT DECISION.

Certain information set forth herein has been provided by sources other than the District that the District believes to be reliable,
but the District makes no representation as to the accuracy of such information. Any information and expressions of opinion
herein contained are subject to change without notice, and neither the delivery of the Preliminary Official Statement nor any sale
made hereunder shall, under any circumstances, create any implication that there has been no change in the affairs of the
District or other matters described herein since the date hereof. See "CONTINUING DISCLOSURE OF INFORMATION" for a
description of the District's undertaking 1o provide certain information on a continuing basis.

The Underwriter has provided the following statement for inclusion in this Preliminary Official Statement. The Underwriter has
reviewed the information in this Preliminary Official Statement in accordance with, and as part of its responsibilities to investors
under the federal securities laws as applied to the facts and circumstances of this transaction, but the Underwriter does not
guarantee the accuracy or completeness of such information

NONE OF THE DISTRICT, ITS FINANCIAL ADVISOR OR THE UNDERWRITER MAKES ANY REPRESENTATION OR
WARRANTY WITH RESPECT TO THE INFORMATION CONTAINED IN THIS PRELIMINARY OFFICIAL STATEMENT
REGARDING THE DEPOSITORY TRUST COMPANY ("DTC") OR ITS BOOK-ENTRY-ONLY SYSTEM, AS SUCH
INFORMATION HAS BEEN FURNISHED BY DTC. '

THE .BONDS ARE EXEMPT FROM REGISTRATION WATH THE SECURITIES AND EXCHANGE COMMISSION AND
CONSEQUENTLY HAVE NOT BEEN REGISTERED THEREWITH. THE REGISTRATION, QUALIFICATION, OR EXEMPTION
OF THE BONDS IN ACCORDANCE WITH APPLICABLE SECURITIES LAW PROVISIONS OF THE JURISDICTION IN
WHICH THE BONDS HAVE BEEN REGISTERED, QUALIFIED OR EXEMPTED SHOULD NOT BE REGARDED AS A
RECOMMENDATION THEREOF. * N

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVER-ALLOT OR EFFECT TRANSACTIONS WHICH
STABILIZE OR MAINTAIN THE MARKET PRICE OF THE BONDS AT A LEVEL ABOVE THAT WHICH MIGHT PREVAIL IN THE
OPEN MARKET, SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

THIS PRELIMINARY OFFICIAL STATEMENT CONTAINS ‘FORWARD-LOOKING” STATEMENTS WITHIN THE MEANING OF
SECTION 21e OF THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED, SUCH STATEMENTS MAY INVOLVE *
KNOWN AND UNKNOWN RISKS, UNCERTAINTIES AND OTHER FACTORS WHICH MAY CAUSE THE ACTUAL-RESULTS,
PERFORMANCE AND ACHIEVEMENTS TO BE DIFFERENT FROM THE FUTURE RESULTS, PERFORMANCE AND .
ACHIEVEMENTS EXPRESSED OR IMPLIED BY SUCH FORWARD-LOOKING STATEMENTS. INVESTORS ARE
CAUTIONED THAT THE ACTUAL RESULTS COULD DIFFER MATERIALLY FROM THOSE SET FCRTH IN THE FORWARD-
LOOKING STATEMENT§. {See "OTHER PERTINENT INFORMATION--Forward Looking Statements Disclaimer” herein.)

- »t K]
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SELECTED DATA FROM THE OFFICIAL STATEMENT

The following material is qualified in its entirely by the more detailed information and financial statements appeanng elsewhere in this
Official Statement. The offering of the Bonds to potential investors is made only by means of this entire Official Statement. No person

is authorized to detach this summary from this Official Statement or to otherwise use it without the entire Official Statement.

The Issuer

The Bonds

Security for Payment

Paying Agent/Registrar

No Optional Redemption

Tax Matters

Use of Proceeds

Ratings

Book-Entry-Onty System

Future Bond Issues

The Trophy Club Municipal Utility District No. 1 (the "District’ or “Issuer”) is a political subdivision of the
State of Texas located In Denton and Tarrant Counties, Texas. The District was created as a municipal
utility district pursuant to Chapler 54 of the Texas Water Code and is a conservation and reclamation
district in accordance with Article X\i, Section 58 of the Texas Constitution The Distnct has also
adopted a fire protection plan under Section 50.055 of the Texas Water Code, now codified as
Subchapter L of Chapter 49 of the Texas Water Code, pursuant to the order of the Texas Water
Commission of August 22, 1983. in July of 2009, documentation was submitted to the Texas
Commission on Environmental Quality (‘'TCEQ") regarding the consolidation of Trophy Club Municipai
Utility District Nos. 1 and 2 pursuant to a May 9, 2009 election. (See "THE DISTRICT" and “APPENDIX
B - GENERAL INFORMATION REGARDING THE DISTRICT" herein.)

The Bonds are being issued pursuant to the terms and provisions of an order (the “Bond QOrder”) of
the Board of Directors of the District (the “Board™} and in accordance with the Constitution and
general laws of the State of Texas (the “State”), including particularly Chapter 1207, Texas
Government Code, as amended (“Chapter 1207%). in the Bond Order, as permitted by Chapter 1207,
the District delegated pricing of the Bonds and certain cther matters to a “Pricing Officer” who will
approve a “Pricing Certificate” which will contain the final ferms of sate and will complete the sale of
the Bonds (the Bond Order and the Pricing Certficate are jointly referred to herein as the "Order”).
(See "THE BONDS - Authority for Issuance” heremn.)

The Bonds, when issued, will constitute direct and general obligations of the District, payable from
the proceeds of an annual ad valorem tax levied against all taxable property located therein, without
limitation as to rate or amount Neither the State of Texas, Denton or Tarrant Counties, Texas,
nor any political subdivision or municipality, other than the District shall be obligated to pay
the principal of or interest on the Bonds. Neither the faith and credit nor the taxing power of
the State of Texas or Denton or Tarrant Counties, Texas, or any political subdivisions or
municipality thereof, other than the District, is pledged to the payment of the principal of or
interest on the Bonds (See “THE BONDS -Security for Payment™ herein.)

The initial Paying Agent/Registrar for the Bonds is The Bank of New York Mellon Trust Company,
N.A., Dallas, Texas

The Bonds are not subject to redemption prior to ther stated maturity. (See “THE BONDS - No
Redemption” herein )

in the opinion of Bond Counsel, the interest on the Bonds will be excludable from gross income of the
owners thereof for purposes of federal income taxation under existing law subject to matters discussed
herein under “TAX MATTERS", inciuding the altematve minimum tax on corporations. (See "TAX
MATTERS" and APPENDIX C - "FORM OF LEGAL OPINION OF BOND COUNSEL" herein.)

Proceeds from the sale of the Bonds are being used to (i) refund for debt service savings a portion of
the Disirict's outstanding debt (see "Schedule | - Schedule of Refunded Bonds” attached heretc) and
(ii) to pay the costs related to the issuance of the Bonds. (See “PLAN OF FINANCING —~ Purpose”
herein.}

The District has made application to Standard & Poor's Ratings Services, a Standard & Poor's
Financial Services LLC pusiness (*S&P") for a municipal bond rating on the Bonds. The District
currently has an underlying rating of “AA.* from S&P. An explanation of the significance of a rating
may be obtained from S&P. (See "“RATINGS" herein.)

The Issuer intends to utilize the Book-Entry-Only System of The Depository Trust Company, New
York, New York relating to the method and timing of payment and the method of transfer relating to
the Bonds. (See “BOOK-ENTRY-ONLY SYSTEM" herein.)

The District 1s considering making application to the TCEQ to issue approximately $5,000,000 in
Unlimited Tax Bonds for expansion of the wastewater treatment plant facility. If approved, the District
anticipates issuing that debt within the next twelve months. See “‘INVESTMENT CONSIDERATIONS
- Future Debt” herein.

Payment Record The Issuer has never defaulted on the timely payment of principal of or interest on its genesal
obligation indebledness

Delivery When issued, anticipated on or about July 31, 2013

Legality Delivery of the Bonds is subject to the approval by the Attorey General of the State of Texas and the

rendering of an opinion as to legality by McCall, Parkhurst & Horton LL.P., Bond Counsel, Dallas,
Texas.

vi
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SELECTED FINANCIAL INFORMATION

2012 Certified Net Taxable Assessed Valuation (ARB Approved)

Gross Debt Principal Outstanding (after issuance of the Bonds and excluding the Refunded
Bonds)

Ratio of Gross Debt Principal to 2012 Taxable Assessed Valuation
Debt Service Fund Balance as of May 31, 2013 (unaudited)
2012-2013 Tax Rate

Operations

Fire Protection

Debt Service

Total

Average Percentage of Total Tax Collections —- Tax Years 20068-2012

Projected Average Annual Debt Service Requirement (2013-2031)
Of the Bonds and the Qutstanding Bonds (*Projected Average Requirement”)

Tax Rate Required to Pay Projected Average Annual Requirement Based Upon Current
Net Taxable Assessed Valuations at 99% Collections

Projected Maximum Annual Debt Service Requirement (2013) of the Bonds and
The Outstanding Bonds (“Projected Maximum Requirement”) ’

Tax Rate Required to Pay Projected Maximum Annual Requirement Based Upon Current Net
Taxable Assessed Vaiuations at 99% collections

Estimated 2013 population

$993,598,863 W

$6,545,000 *
066% *
$691,002
$0.00989
0.10400
0.01950
$0.13339
100.00%
$433,055 *

$0.04402/$100 AV.*

$795213 *

$0.08084/$100 AV.*
10,060

B 2012 Net Taxable Valuation does not include propérty under protest or vaiues for incomplete acedints. (See "TAXING

o PROCEDURES" herein.)

(Trophy Club MUD No 1 and Trophy Club MUD No 2}
Preliminary, subject to change.

vii

Historical tax colffection informalion for Tax Years 2007-2008 rapresents the combined totals from two separate entities
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PRELIMINARY OFFICIAL STATEMENT
relating to

$1,900,000*
TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
(A Political Subdivision of the State of Texas Located in Denton and Tarrant Counties, Texas) .

UNLIMITED TAX REFUNDING BONDS, SERIES 2013
INTRODUCTION

This Preliminary Official Statement provides certain information in connection with the issuance by the Trophy Club Municipal
Utility District No. 1 (the *District” or “Issuer”} of its $1,900,000* Unlimited Tax Refunding Bonds, Series 2013 (the “Bonds”).

The Bonds are baing issued pursuant to the terms and provisions of an order (the “Bond Order”} of the Board of Directors of the
District (the “Board") and in accordance with the Constitution and general laws of the State of Texas (the “State”), including
particularly Chapter 1207, Texas Government Code, as amended ("Chapter 1207”). In the Bond Order, as permitted by Chapter
1207, the District delegated pricing of the Bonds and certain other matters to a "Pricing Officer” who will approve a “Pricing
Certificate” which will contain the final termns of sale and wili complete the sale of the Bonds (the Bond Order and the Pricing
Certificate are jointly referred to herein as the “Order”). (See “THE BONDS - Security for Payment” herein.)

Unless otherwise indicated, capitalized terms used in this Preliminary Official Statement have the same meaning assigned to
such terms in the Order.

This Official Statement speaks only as to its date. The inforrnation contained herein is subject to change Coples of each of the
Final Official Statement pertaining to the Bonds will be filed with the Municipal Secunties Rulemaking Board through its
Electronic Municipal Market Access ("EMMA™) system. See “CONTINUING DISCLOSURE OF INFORMATION" herein for a
description of the District's undertaking to provide certain information on a continuing basis.

Included in this Prefiminary Official Statement are descriptions of the Bonds, the Order, and certain information about the District
and. its finances. ALL DESCRIPTIONS OF DOCUMENTS CONTAINED HEREIN ARE SUMMARIES ONLY AND ARE
QUALIFIED IN THEIR ENTIRETY BY REFERENCE TO EACH SUCH DOCUMENT. Copies of such documents may be
obtained from the District or Financial Advisor via electronic mail or upon written request and upon payment of reasonable
copying, handling and delivery charges. :
i
PLAN OF FINANCING ¢

Purpose '

Proceeds from the sale of the Bonds are being used to (i) refund for debt service savings a portion of the District’s outstanding
debt (the “Refunded Bonds”) {see “Schedule | - Schedule Of Refunded Bonds” attached hereto) and (i) pay the costs related to
the issuance of the Bonds.

Refunded Bonds

A description and identification of the Refunded Bonds appears in Schedule | attached hereto. The Refunded Bonds, and
interest due thereon; are to be paid on September 1, 2013* (the "Reédemption Date"}, from funds to be deposited with The Bank
of New York Mellon Trust Company, N.A,, Dallas, Texas {the "Escrow Agent") or its successor. The Order approves and
authorizes the execution of an escrow agreement (the "Escrow Agreement”) between the District and the Escrow Agent The
Order provides that, from the proceeds of the sale of the Bonds received from the Underwriter, the District will deposit the
amount necessary, together with other available funds, if any, to accomplish the discharge and final payment of the Refunded
Bonds on the Redemption Date. Such funds will be held uninvested by the Escrow Agent pending their disbursement to redeem
the Refunded Bonds on the Redemption Date. The Escrow Agent, as the paying agent for the Refunded Bonds, will determine
and certify at the time of delivery of the Bonds that the amounts deposited to the Escrow Fund will equal an amount sufficient to
pay, on the scheduled redemption date, the principal of and interest on the Refunded Bonds Under the Escrow Agreement,
the Escrow Fund is irrevocably pledged to the payment of principal of and interest on the Refunded Obligations and
amounts therein will not be available to pay the Bonds. . .

By deposit of the funds with the Escrow Agent pursuant to the Escrow Agreement, the District will have effected the defeasance
of all of the Refunded Bonds in accordance with Texas law. As a result of such defeasance, the Refunded Bonds will be
outstanding only for the purpose of receiving payments from the funds held for such purpose by the Escrow Agent and such
Refunded Bonds will not be deemed as being outstanding obligations of the District payable from taxes nor for the purpose of
applying any limitation on the issuance of debt, and the obligation of the District to make payments in support of the debt service _
on the Refunded Bonds will be extinguished. .

* Preliminary, subject to change.
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SOURCES AND USES OF FUNDS
The proceeds from the sale of the Bonds will be applied approximately as follows:

Sources of Funds

Par Amount of Bonds

Accrued Interest

Original issue Premium

Issuer’s Contribution from Debt Service Fund

Total Sources of Funds

Uses of Funds

Cash Deposit to Escrow Fund

Cost of Issuance

Underwriter's Discount

Accrued Interest Deposit to Debt Service Fund

Additional Proceeds Deposit to the Debt Service Fund
Total Uses of Funds

THE BONDS
General Description

The Bonds wili be issued in fuily registered form in principal denominations of $5,000 or any integral multiple thereof within a
stated maturity. The Bonds shall bear interest from the July 1, 2013 (the “Dated Date”) on the unpaid principal amounts, and the
amount of interest to be paid each payment period shall be computed on the basis of a 360-day year consisting of twelve 30-day
months. Interest on the Bonds will be payable on March 1 and September 1 of each year commencing March 1, 2014, until
maturity. Principal of the Bonds is payable at the designated offices of the Paying Agent/Registrar, initially The Bank of New
York Mellon Trust Company, N.A., Dallas, Texas; provided, however, that so long as Cede & Co. (or other DTC nominee) is the
registered owner of the Bonds, all payments will be made as described under “BOOK-ENTRY-ONLY SYSTEM” herein. Interest
on the Bonds shall be paid fo the registered owners whose names appear on the registration books of the Paying
Agent/Registrar at the close of business on the Record Date (as hereinafter defined) and shall be paid by the Paying
Agent/Regsstrar (i) by check sent United States Mail, first class postage prepaid, to the address of the registered owner recorded
in the Security Register or (i) by such other method, acceptable to the Paying Agent/Registrar, requested by, and at the risk and
expense of, the registered owner. If the date for any payment on the Bonds shall be a Saturday, Sunday, a legal holiday or a
day when banking institutions in the city where the designated payment/transfer office of the Paying Agent/Registrar 1s located
are authorized to be closed, then the date for such payment shail be the next succeeding day which is not such a day, and
payment on such date shall have the same force and effect as if made on the date payment was due.

Authority for Issuance

The Bonds are issued by the District pursuant to the terms and provisions of the Order and the Constitution and general laws of
the State, particularly Chapter 1207

Security for Payment

The Bonds will constitute valid and legally binding dwect obligations of the District payable from the proceeds of a continuing
direct annual ad valorem tax levied by the District against ail taxable property iocated therein, without legal limit as to rate or
amount. The Order irevocably pledges such ad valorem taxes to the payment of the principal of and interest on the Bonds while
the same remain outstanding. Neither the State of Texas, Denton or Tarrant Counties, Texas, nor any political
subdivision or municipality, other than the District shall be obligated to pay the principal of or interest on the Bonds.
Neither the faith and credit nor the taxing power of the State of Texas or Denton or Tarrant Counties, Texas, or any
political subdivision or municipality thereof, other than the District, is pledged to the payment of the principal of or
interest on the Bonds

Tax Pledge: The Board covenants in the Order that, while any of the Bonds are outstanding and the District is in existence, it wifl
levy and assess a continuing ad valorem tax upon each $100 valuation of taxable property within the District at a rate from year
to year sufficient, full allowance being made for anticipated delinquencies, together with revenues and receipts from other
sources which are legally available for such purposes, to pay interest on the Bonds as it becomes due, to provide for the
payment of principal of the Bonds when due, to pay when due any other contractual obligations of the District payable in whole or
in part from taxes, and to pay the expenses of assessing and collecting such tax. The Board additionaily covenants in the Order
to timely assess and collect such tax. The net proceeds from taxes levied to pay debt service on the Bonds are required to be
placed mn a special account of the District designated as the "Debt Service Fund" for the Bonds.
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Abolition- Under Texas law, if a district is located wholly in two or more municipalities and i an unincorporated area, the district
may be abolished by agreement among the district and all of the municipalities in which parts of the district are located. The
abolition agreement must provide for the distribution of assets and liabilities (inciuding the Bonds) of the abolished district The
agreement must also.provide for the distribution among one or more of the municipalities the pro rata assets and iiabilities
located in the unincorporated area and must provide for service to customers in unincorporated areas in the service area of the
abolished district. The municipality that provides the service in the unincorporated area may charge its usual and customary
fees and assessments to the customers in that area. No representation is made concerning the likelihood of abolition or the
ability of the municipalities which contain parts of the District to make debt service payments on the Bonds should abolition
OCCUr.

Consofigation: A district (such as the District) has the legal authority to consolidate with other municipat utllity districts and in
connection therewith, to provide for the consolidation of its assets, such as cash and the utility system, with the water and
wastewater systems of districts with which it is consolidating as well as its liabilities (which would include the Bonds). The
District is the resuiting entity from a consolidation in May 2009 of Trophy Club Municipal Utility District'No. 1 and Trophy Club
Municipal Utility District No. 2 (see “THE DISTRICT" herein) “ o ‘

5

Payment Record
The District has never defaulted on the timely payment of principal of and interest on its general obligation indebtedness.

Flow of Funds and Investment of Funds

The Bond Order creates a Debt Service Fund. The Debt Service Fund shall be kept separate and apart from all other funds of
the District  Any cash balance in the Debt Service Fund must be continuously secured, to the extent that the United States or an
instrumentality of the United States does not insure the cash balance, by a valid pledge to the District of securities elgible under
the laws of Texas to secure the funds of municipal utility districts having an aggregate market value, exclusive of accrued
interest, at all times equal to the cash balance in the fund to which such securities are pledged.

The Bond Order establishes the Debt Service Fund to be used to pay principal and interest on the Bonds. The Bond Order
requires that the District deposit to the credit of the Debt Service Fund (i) from the delivery of the Bonds to the initial purchaser,
the amount received from proceeds of the Bonds representing accrued interest, (i) District ad valorem taxes {and penaities and
interest thereon) levied to pay debt service requirements on the Bonds, and (iii) such other funds as the Board shall, at its aption,
deem advisable. The Bond Order requires that the Debt Service Fund be applied solely to provide for the payment of the
principal and interest on the Bonds when due, and to pay fees to the Paying Agent when due.

No Redemption

3

The Bonds are not subject to redemption prior to théir stated matt:lrity.
Termination of Book-Entry-Only System

) r
The District is initially utilizing the book-entry-only system of the DTC. (See “BOOK-ENTRY-ONLY SYSTEM" herein ) In the event
that the Book-Entry-Only System is discontinued by DTC or the Distnct, the following provisions will be applicable to the Bonds.

Payment: Principal of the Bonds will be payable at maturity to the registered owners as shown by the registration books maintained
by the Paying Agent upon presentation and sumender of the Bonds to the Paying Agent at the designated office for payment of the
Paying Agent/Registrar in Dallas, Texas (the “Designated Payment/Transfer Office”). Interest on the Bonds will be payabie by check
or draft, dated as of the applicable interest payment date, sent by the Paying Agent by Untted States mail, first class, postage
prepaid, fo the registered owners at their respective addresses shown on such records, or by such other method acceptable to the
Paying Agent requested by registered owner at the risk and expense of the registered owner. If the date for the payment of the
principal of or interest on the Bonds shall be a Saturday, Sunday, legal holiday or day on which banking institutions in the city where
the Designated Payment/Transfer Office of the Paying Agent is located are required or authorized by law or executive order to close,
then the date for such payment shall be the next succeeding day which is not a Saturday, Sunday, legal holiday or day on which
barking institutions are required or authorized to close, and payment on such date shall for all purposes be deemed to have been
made on the original date payment was due. initially, the only registered owner of the Bonds will be CEDE & CO. as nominee of
DTC. {See “BOOK-ENTRY-ONLY SYSTEM" herein.)

Registration' The Bonds may be transferred and re-registered on the registration books of the Paying Agent only upon presentation
and surrender thereof to the Paying Agent/Registrar at the Designated Payment/Transfer Office. A Bond also may be exchanged for
a Bond or Bonds of like matunty and interest and having a like aggregate principal amount, upon presentation and surrender at the
Designated Payment/Transfer Office. All Bonds surrendered for transfer or exchange must be endorsed for assignment by the
execulion by the registered owner or his duly authorized agent of an assignment form on the Bonds or other instruction of transfer
acceptable to the Paying Agent. Transfer and exchange of Bonds will be without expense or service charge to the registered owner,
except for any tax or other governmental charges required to be paid with respect to such transfer or exchange. A new Bond or
Bonds, in lieu of the Bond being transferred or exchanged, wilt be delivered by the Paying Agent/Registrar to the registered owner, at
the Designated Payment/Transfer Office of the Paying Agent/Registrar or by United States mail, first-class, postage prepaid. To the
extent possible, new Bonds issued in an exchange or transfer of Bands will be dslivered to the registered owner not more than three

3
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(3) business days after the receipt of the Bonds to be canceled in the exchange or transfer and the denominations of $5,000 or any
integral multiple thereof. {See “BOOK-ENTRY-ONLY SYSTEM" herein for a description of the system to be initially utilized in
regard to ownership and transferability of the Bonds.)

Umilations on Transfer of Bonds: Neither the District nor the Paying Agent shall be required to make any transfer, conversion or
exchange to an assignee of the registered owner of the Bonds during the period commencing on the close of business on the 15"
calendar day of the month preceding each interest payment date (the “Record Date”} and ending with the opening of business on the
next following principal or interest payment

Replacement Bonds: If a Bond is mutilated, the Paying Agent will provide a replacement Bond in exchange for the mutilated bond.
If a Bond is destroyed, lost or stolen, the Paying Agent will provide a replacement Bond upon {i) the filing by the registered owner
with the Paying Agent of evidence satisfactory to the Paying Agent of the destruction, loss or theft of the Bond and the authenticity of
he registered owner's ownership and (ii) the furnishing to the Paying Agent of indemnification in an amount satisfactory to hold the
District and the Paying Agent harmiess. All expenses and charges associated with such indemnity and with the preparation,
execution and delivery of a replacement Bond must be bome by the registered owner. The provisions of the Order relating fo the
replacement Bonds are exclusive and the extent lawful, preclude all other rights and remedies with respect to the replacement and
payment of mutilated, destroyed, lost or stolen Bonds.

Defeasance of Outstanding Bonds

The Order provides for the defeasance of the Bonds when payment of the principal of and premium, if any, on Bonds, plus
interest thereon to the due date thereof {whether such due date be by reason of maturity, or otherwise), is provided by
irrevocably depositing with a paying agent, in trust (1) money sufficient to make such payment or (2) Defeasance Securities,
certified by an independent public accounting firm of national reputation to mature as to principal and interest in such amounts
and at such times to insure the availability, without reinvestment, of sufficient money to make such payment, and all necessary
and proper fees, compensation and expenses of the paying agent for the respective series of Bonds. The Order provides that
‘Defeasance Securities” means (1) direct, noncallable obligations of the United States of America, including obligations that are
unconditionally guaranteed by the United States of America, (2) noncallable obligations of an agency or instrumentality of the
United States of America, including obligations that are unconditionally guaranteed or insured by the agency or instrumentality
and that are rated as to investment quality by a nationally recognized investment rating firm not less than AAA or its equivalent,
(3) noncallable obligations of a state or an agency or a county, municipality, or other political subdivision of a state that have
been refundad and that are rated as to investment quality by a nationally recognized investment rating firm not less than AAA or
its equivalent and (4) any other then authorized securities or obligations under applicable Texas state law that may be used to
defease obligations such as the Bonds. There 15 no assurance that the current law will not be changed in a manner which would
permit investments other than those described above o be made with amounts deposited to defease the Bonds. Because the
Order does not contractually limit such investments, registered owners will be deemed to have consented to defeasance with
such other investments, notwithstanding the fact that such investments may not be of the same nvestment quality as those
currently permitted under State law. There is no assurance that any particular rating for U.S. Treasury securities used as
Government Securities or the rating for any other Government Security will be maintained at any particular rating category. The
District has additionally reserved the right, subject to satisfying the requirements of (1) and (2) above, to substitute other
Defeasance Securities for the Defeasance Securities originally deposited, to reinvest the uninvested moneys on deposit for such
defeasance and to withdraw for the benefit of the District moneys in excess of the amount required for such defeasance.

Upon such deposit as described above, such Bonds shall no longer be regarded to be outstanding or unpaid. After firm banking
and financial arrangements for the discharge and final payment of the Bonds have been made as described above, all rights of
the District to initiate proceedings to take any action amending the terms of the Bonds are extinguished.

Paying Agent/Registrar

Principal of and semiannual interest on the Bonds will be paid by The Bank of New York Melion Trust Company, N.A., Dallas,
Texas, the initial Paying Agent/Registrar (the "Paying Agent”). The Paying Agent must be a bank, trust company, financial
institution or other entity duly qualified and equally authorized to serve and perform the duties as paying agent and registrar for
the Bonds.

Provision is made in the Order for the District to replace the Paying Agent by a resolution of the District giving notice to the
Paying Agent of the termination of the appointment, stating the effective date of the termination and appointing a successor
Paying Agent. If the Paying Agent is replaced by the District, the new Paying Agent shall be required to accept the previous
Paying Agent’s records and act in the same capacity as the previous Paying Agent Any successor paying agentiregistrar
selected by the District shall be subject to the same qualification requirements as the Paying Agent The successor paying
agent/registrar, If any, shall be determined by the Board of Directors and written notice thereof, specifying the name and address
of such successor paying agent/registrar will be sent by the District or the successor paying agent/registrar to each Registered
Owner by first-class mail, postage prepaid.

Record Date

The record date for payment of the interest on Bonds on any regularly scheduled interest payment date is defined as the
fiteenth day of the month preceding such interest payment date

4
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issuance of Additional Debt

The District may issue bonds necessary to construct waterworks and sewer system improvements and facilities for which the
District was created and to provide fire protection to the District, with the approval of the District's voters. Following the issuance
of the Bonds, $5,769,217 unlimited tax bonds authorized by the District’'s voters will remain unissued The District is considering
making application to the Texas Commission on Environmental Quality ("TCEQ") to issue approximately $5,000,00Q in Unlimited
Tax Bonds for the expansion of the wastewater treatment plant facility. If approved, the District anticipates issuing that debt
within the next twelve months. |n addition, voters may authorize the 1ssuance of additional bonds or other contractuat obligations
secured by ad valorem taxes. Neither Texas law nor the Order imposes a limitation on the amount of additional debt which may
be issued by the District. Any additional debt issued by the District may dilute the security of the Bonds. (See 'INVESTMENT
CONSIDERATIONS” herein.) The District: may also issue bonds secured by revenues of the water and sewer system or other
revenues of the District (other than ad valorem tax revenues ) without voter approval. .

Specific Tax Covenants

In the Order tha Distnct has covenanted with respect to, among other matters, the use of the proceeds of the Bonds and the
property re-financed therewith by persons other than state or local governmental units, and the manner in which the proceeds of
the Bonds are tc be invested. The District may cease to comply with any such covenant if it has received a written opnion of a
nationally recognized bond counsel to the effect that failure to comply with such covenant will not adversely affect the exemption
from federal income taxation of interest on the Bonds under Section 103 of the Code.

Additional Covenants ¥

The District has additionally covenanted in the Order that it will keep accurate records and accounts and employ an independent
certified public accountant to audit and report on its financial affairs at the close of each fiscal year, such audits to be in
accordance with applicable law, rules and regulations and open to inspection in the office of the District.

-

Remedies in Event of Defaulit

4
The Order provides that, in addition to ali other rights and remedies of any owner of Bonds provided by the laws of the State of
Texas, in the 'event the District defauits in the observance or performance of any covenant in the Order including payment when -
due of the principal of and interest on the Bonds, any Bond owner may apply for a writ of mandamus from a court of competent
jurisdiction requiring the Board of Directors or other officers of the District to observe or perform such covenants.

The Order provides no additional remedies to a Bond owner. Specifically, the Order does not provide for an appointment of a
trustee to protect and enforce the interests of the Bond owners or for the acceleration of maturity of the Bonds upon the
occurrence of a default in the Distrct’s obligations. Conseduently, the remedy of mandamus is a remedy, which may have to be
enforced from year to year by the Bond owners {See “INVESTMENT CONSIDERATIONS - Registered Owners' Remedies”.).

- y

Under Texas law, no judgment obtained against the District may be enforced by execution of a levy against the District's public
purpose property. The Bond owners themselves cannot foreclose on property within the District or sell property within the
District in order to pay principal of or interest on the Bonds. In addition, the enforceability of the rights and remedies of the Bond
owners may be limited by federal bankruptcy laws or other similar taws affecting the rights of creditors of political subdivisions.
(Ses "INVESTMENT CONSIDERATIONS - Bankruptcy Limitation to Registered Owners’ Rights™.)’ The opinion of Bond Counsel
will note that all opinions relative to the enforceability of the Order and the Bonds are qualified to the customary rights of debtors
relative to their creditors
£}

Amendments to the Order
A

The District may without the consent of or notice to any Bond owners amend thé Order in any manner not detrimental to the
interest of the Bond owners, including the curing of an ambigurty, inconsistency, or formal defect or omission therein. In addition,
the District may, with the written consent of the owners of a majority in principal amount of the Bonds then outstanding affected
thereby, amend, add to, or rescind any of the provisions of the Order, except that, without the consent of the owners of all of the
Bonds affected, no such amendment, addition, or rescission may {1) change the time or times of payment of the principal of and
interest on the Bonds, reduce the principal amount thereof or the rate of interest thereon, change the place or places at, or the
coin or currency in which, any Bond or the interest thereon is payable, or in any other way modify the terms of payment of the
principal of or interest on the Bonds, (2) affect the right of the owners of less than all of the Bonds outstanding, or (3) reduce the
aggregate principal amount of Bonds required for consent to any such amendment, addition, or rescission. In addition, a state,
consistent with federal law, may in the exercise of its police powers make such modifications in the terms and conditions of
contractual covenants relating to the payment of indebtedness of its political subdivisions as are reasonable and necessary for
attainment of an important public purpose.
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RATINGS

In connection with the sale of the Bonds, The District has made application to Standard & Poor's Ratings Services, a Standard &
Poor's Financial Services LLC business (“S&P") for a municipal bond rating on the Bonds. The District currently has an
underlying rating of "AA-" from S&P. An explanation of the significance of a rating may be obtained from S&P The rating
reflects only the respective view of such companies, and the District makes no representation as to the appropriateness of the
rating. There is no assurance that such rating will continue for any given period of time or that it will not be revised downward or
withdrawn entirely by any such rating company, if, in the judgment of such company circumstances so warrant. Any such
downward revision or withdrawal of such rating may have an adverse effect on the market price of the Bonds.

BOOK-ENTRY-ONLY SYSTEM

This section describes how ownership of the Bonds is fo be transferred and how the principal of, premium, if any, and interest on
the Bonds are to be paid to and credited by the Depository Trust Company while the Bonds are registered in its nominee’s
name. The information in this section concerning DTC and the Book-Entry-Only System has been provided by DTC for use in
disclosure documents such as this Official Statement The District and the Underwiiter believe the source of such information
lo be reliable, but take no responsibility for the accuracy or completeness thereof.

The District and the Underwriter cannot and do not give any assurance the (1) DTC will distnbute payments of debt service on
the Bonds, or redemption or other notices, fo DTC Participant, (2) DTC Participants or others will distibufe debt service
payments paid to DTC or its nominee (as the registered owner of the Bonds), or redamption or other notices, to the Bensficial
Owners (hereinafter defined), or that they wili do so on a timely basis, or (3) DTC will serve and act in the manner described in
this Official Statement. The current rules applicable to DTC are on file with the Securities and Exchange Commission, and the
current procedures of DTC fo be followed in dealing with DTC Participants are on file with DTC.

DTC will act as securties depository for the Bonds. The Bonds will be issued as fully registered securities registered in the
name of Cede & Co. (DTC's partnership nominee) or such other name as may be requested by an authorized representative of
DTC. One fully registered certificate will be issued for each maturity of the Bonds, in the aggregate principal amount of each
maturity, and will be deposited with DTC.

DTC, the world's largest depository, is a limited-purpose trust company organized under the New York Banking Law, a "banking
organization“ within the meaning of the New York Banking Law, a member of the Federal Reserve System, a “clearing
corporation®, within the meaning of the New York Uniform Commercial Code, and a “clearing agency” registered pursuant to the
provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5 miflion
issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments (from over 100
countries) that DTC's participants (“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade settiement among
Direct Participants of sales and other securities transactions in deposited securities, through electrenic computerized book-entry
transfers and pledges between Direct Participants’ accounts. This eliminates the need for physical movement of certificated
securities. Direct Participants include both U.S and non-U.S. securities brokers and dealers, banks, trust companies, clearing
corporations, and certain other organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation
(“‘DTCC"). DTCC is the holding company for DTC, National Securities Clearing Corporation and Fixed Income Clearing
Corporation, all of which are registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to
the DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, and clearing corporations that clear through or maintain a custodial relationship with a Direct Participant, either
directly or indirectly (“Indirect Participants™). DTC is rated “AA- by Standard & Poor's. The DTC Rules applicable to its
Participants are on file with the SEC. More information about DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of Bonds under the DTC system must be made by or through Direct Participants, which will receive a credit for the
Bonds on DTC’s records. The ownership interest of each actual purchaser of Bonds (‘Beneficial Owner”) is in turn to be
recorded on the Direct and Indirect Participants’ records. Beneficial Owners will not receive written confirmation from DTC of
their purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of the transaction,
as well as periodic statements of their holdings, from the Direct or Indirect Participant through which the Beneficial Owner
entered into the transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries made on the
books of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive Bonds
representing their ownership interests in Bonds, except in the event that use of ithe book-entry system for the Bonds s
discontinued.

To facititate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered in the name of DTC's
partnership nominee, Cede & Co, or such other name as may be requasted by an authorized representative of DTC. The
deposit of Bonds with DTC and their registration in the name of Cede & Co. or such other DTC nominee do not effect any
change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds; DTC's records reflect only
the identity of the Direct Participants to whose accounts such Bonds are credited, which may or may not be the Beneficial
Owners. The Direct and indirect Participants will remain responsible for keeping account of their holdings on behalf of their
customers.
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Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to Indirect Participants,

and by Direct Participants and Indirect Parlicipants fo Beneficial Owners will be governed by arrangements among them, subject
to any statutory or regulatory requirements as may be in effect from time to time. Beneficial Owners of Bonds may wish to take

certain steps to augment the transmission to them of notices of significant events with respect to the Bonds, such as

redemptions, tenders, defaults, and proposed amendments to the Bond documents For example, Beneficial Owners of Bonds
may wish to ascertain that the nominee holding the Bonds for their benefit has agreed to obtain and transmit notices to Beneficial

Owners. In the alternative, Beneficial Owners may wish to provide their names and addresses to the registrar and request that
copies of the notices be provided directly to them.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to Bonds unless authorized by a
Direct Participant in accordance with DTC's Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer
as soon as possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct .
Participants to whose accounts Bonds are credited on the Record Date (identified in alisting attached to the Omnibus Proxy).

Principal and interest payments on the Bonds will be made to Cede & Co , or such other nominee as may be requested by an
authorized representative of DTC. DTC's practice Is to credit Direct Participants’ accounts upon DTC'’s receipt of funds and
corresponding detail information from the Issuer or the Paying Agent/Registrar, on the payable date in accordance with their
respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners will be governed by 'standing
instructions and customary practices, as is the case with securnties held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC nor its nominee, the Paying
Agent/Registrar, or the Issuer, subject to any statutory or regulatory requirements as may be in effect from time to time.
Payment of principal and interest to'Cede & Co. (or such other nominee as may be requested by an authorized representative of
DTC) is the responsibility of the Issuer or the Paying Agent/Registrar, disbursement of such payments to Direct Participants will
be the responsibility of DTC and disbursement of such payments to the Beneficial Owners will be the responsibility of the Direct
and Indirect Participants.

F
.

DTC may discontinue providing its services as securities depository with respect to the Bonds at any time by giving reasonable
notice to the issuer or the Paying Agent/Registrar Under such circumstances, in.the event that a successor securibes
depository is not obtained, physical Bonds are required fc be printed and delivered to DTC Participants or the Beneficial Owners,
as the case may be.
i

The Issuer may decide to discontinue use of the system of book-entry-only transfers through DTC (or a successor securities
depository). In that event, physical Bonds will be printed and delivered. (See "THE BONDS — Termination of Book-Entry-Only .
System” herein.)

The information in this section concerning DTC and DTC'’s book-entry system has been obtained from sources that the Issuer
and Underwiiter believe to be reliable, but the Issuer and the Underwriter take no respoansibility for the accuracy thereof.

Use of Certain Terms in Other Sections of this Official Statement X

In reading this Officral Statement it should be understood that while the Bonds are in the Book-Entry-Only System references in
other sections of this Official Statement to registered owners should be read to include the person for which the Direct or Indirect
Participant acquires an interest in the Bonds, but (i) all rights of ownership must be exercised through DTC and the Book-Entry-
Only System, and (i) except as described above, notices that are 1o be given to registered owners under the Order wili be given
only to DTC. .

4

INVESTMENT CONSIDERATIONS
General . s

The Bonds are obligations of the District and are not obligations of the Town of Trophy Club, State of Texas, Denton County,
Tarrant County, or any other political subdivision except the District. The Bonds are payable from a continuing, direct, annual ad
valorem ftax, without legal hmitations as to rate or amount, on all {axable property within the District. (See "THE BONDS -
Security for Payment * herein.) The investment quality of the Bonds depends both on the ability of the District to collect from the
property owners all taxes levied against their property or, in the event of foreclosure the value of the taxable property with
respect to taxes levied by the District and by other taxing authorities.

Approval of the Bonds

The Attorney General of Texas must approve the legality of the ‘Bonds prior to their delivery. Thé" Attorney General of Texas
does not pass upon or guarantee the quality of the Bonds as an investment, nor does he pass upon the adequacy or accuracy of
the information contained in thus Official Statement.
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Factors Affecting Taxable Values and Tax Payments

Economic Factors and Interest Rates. A substantial percentage of the taxable value of the District resuits from the current
market value of single-family residences and developed lots. The market value of such homes and lots is related to general
economic conditions affecting the demand for and taxable value of residences. Demand for lots and residential dwellings can be
significantly affected by factors such as interest rates, credit availability, construction costs, energy availability and the prosperity
and demographic characleristics of the urban center toward which the marketing of lots is directed. Decreased levels of
construction activity, which has been experienced in the District for the last several years, tend to restrict the growth of property
values in the District or could adversely impact existing values. Interest rates and the availability of mortgage and development
funding have a direct impact on the construction activity, particularly short-term interest rates at which developers and
homebuilders are able to obtain financing for development and construction costs. interest rate levels may affect the ability of a
landowner with undeveloped property t¢ undertake and complete development activities within the District. Because of the
numerous and changing factors affecting the availability of funds, the District is unable to assess the future availability of such
funds for continued development and construction within the District. In addition, the success of development within the District
and growth of District’s taxable property values are, to a great extent, a function of the Dallas/Fort Worth metropolitan and
regional economics.

Impact on District Tax Rates” Assuming no further development, the value of the land and improvements currently within the
District will be the major determinant of the ability or willingness of District property owners to pay their taxes. The 2012 certified
net taxable assessed valuation (ARB Approved) of the District (see page vii "SELECTED FINANCIAL INFORMATION") as
$993,598,863. After issuance of the Bonds and exciuding the Refunded Bonds the projected maximum annual debt service
requirement will be $795,213* (2013) and the projected average annual debt service requirement will be $433,055" (2013
through 2031, inclusive). Assuming no increase or decrease from the 2012 net taxable assessed valuation and no use of funds
on hand, a tax rate of $0 08084* per $100 assessed valuation at a 99% collection rate would be necessary to pay the projected
maximum annual debt service requirement of $795,213" and a tax rate of $0.04402" per $100 assessed valuation at a 99%
collection rate would be necessary to pay the projected average annual debt service requirement of $433,055*. After a transfer
of $308,000, representing Fire Department rental income, the District's 2012 debt service tax rate is $0.01950 per $100
assessed valuation. (See "APPENDIX A - TABLES 4, 5 and 8" herein.

Tax Coilections and Foreclosure Remedies

The District's ability to make debt service payments may be adversely affected by its inability to collect ad valorem taxes. Under
Texas law, the levy of ad valorem taxes by the District constitutes a lien in favor of the District on a parity with the liens of all other
state and local taxing authorities on the property against which taxes are levied, and such lien may be enforced by foreclosure.
The District's ability to collect ad valorem taxes through such foreciosure may be impaired by {2} cumbersome, time-consuming
and expensive collection procedures, (b) a bankruptcy court's stay of tax collection procedure against a taxpayer, or (c) market
conditions limiting the proceeds from a foreclosure sale of taxable property. While the District has a lien on taxable property
within the District for taxes levied against such property, such lien can be foreclosed only in a judicial proceeding. Because
ownership of the land within the District is highly fragmented among a number of taxpayers, attorney's fees, and other costs of
collecting any such taxpayer's delinquencies could substantially reduce the net proceeds to the District from a tax foreclosure
sale. Finally, any bankruptcy court with jurisdiction over the bankruptcy proceedings initiated by or against a taxpayer within the
District pursuant to the Federal Bankruptcy Code could stay any attempt by the District to collect delinquent ad valorem taxes
against such taxpayer.

Consolidation

A district {(such as the District) has the legal authority to consolidate with other municipal utility districts and, in connection
therewith, to provide for the consolidation of its assets, such as its water and wastewater systems with the assets of the
district{s) with which it is consolidating, as well as its liabilities (which would include the Bonds and other outstanding obligations
of the District). The District is the resulting entity from a consolidation in May 2008 of Prior MUD 1 and Prior MUD 2 (see “THE
DISTRICT"). No representation is made that the District will consolidate again in the future with any other district.

Abolition

Under Texas law, if a municipal utility district is located wholly in two or more municipalities, the district may be abolished by
agreement among the district and al! of the municipalities in which parts of the district are located. The abolition agreement must
provide for the distribution among the municipalites of the property and other assets of the district and for the pro rata
assumption by the municipalities of all the debts, liabilifies, and obligations of the abolished district. When the pro rata share of
any district bonds or other obligations payable in whole or in part from property taxes has been assumed by the municipality, the
governing body of the municipality is required to levy and collect taxes on all taxable property in the municipality to pay the
principal of and interest on its share as the principal and interest become due and payable.

* Preliminary, subject to change
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If the abahshed municipal utility district has outstanding bonds or other obligations payable in whole or in part from the net
revenue from the operation of the district utility system or property, the affected municipalities are required take over and operate
the system or property through a board of trustees. The municipalities are required to apply the net revenue from the operation
of the system or property to the payment of outstanding revenue bonds or other obligations as if the district had not been
abolished. The system or property is required to be operated in that manner until all the revenue bonds or obligations are retired
in full by payment or by the refunding of the bonds or other obligations into municipal obligations When all the revenue bonds
and other obligations are retired in full, the property and other assets of the district are distributed among the mumcupalmes as
described above. On the distribution, the board of trustees is dissolved.
P

.The District is located wholly within the municipalities of the Town of Westlake and the Town of Trophy Club. The Town of
Trophy Club has recently proposed that it, the Town of Westlake and the District enter into an agreement to abolish the District
with the District's assets and liabilities assumed by the two municipalities. The Board of Directors of the District has rejected that
proposal and stated that the District currently intends to cantinue to operate as a municipal utility district. As described above,
the District would have to separately agree to any abolition of the District. No representaton is made concerning the ability of
the Town of Trophy Club and the Town of Westlake to make debt service payments on the Bonds should abolition occur at some
pownt in the future.

Alteration of Boundaries . . .

In certain circumstances, under Texas law the District may aiter its boundaries to: 1) upon satisfying certain conditions, annex
additional territory; and 2) exclude land subject to taxation within the District that is not served by District facilities if the District
simultaneously annexes land of equal acreage and value that may be practicably served by District facilities. No representation
is made concerning the likelihood that the District would effect any changs in its boundaries. N

Registered Owners’ Remedies . ) ¥

If the District defaults in the payment of principal, interest or redemption priceon the Bonds when due, or if it fails to make
payments into any fund or funds created in the Order, or defaults in the observation or performance of any cther covenants,
conditions or obligations set forth in the Order, the registered owners may seek a writ of mandamus to compel District officials to
carry out their legally imposed duties with respect to the Bonds if there is no other available remedy at law to compel ,
performance of the covenants contained in the Bonds or in the Order and the District's obligations ‘are not uncertain or disputed.
The remedy of mandamus is controlled by equitable principles and rests with the discretion of the court. The issuance of a writ
of mandamus is controlled by equitable principles and rests with the discretion of the court, but may not be arbitrarily refused.
There is no acceleration of maturity of the Bonds in the event of default and; conseguently, the remedy of mandamus may have
to be relied upon from year to year. The Order does not provide for the appointment of a trustee to represent the interest of the
bondholders upon any failure of the District to perform in accordance with the terms of the Order, or upon any other condition
and accordingly all legal actions to enforce such remedies would have to be undertaken at the. inttiative of, and be financed by,
the registered owners The Texas Supreme Court has ruled in Tooke v. City of Mexia, 197 S W.3d 325 (Tex. 20086) that a
waiver of sovereign immunity in a contractual dispute must be provided for by statute in “clear and unambiguous” language.
Therefore, bondholders may not be able to bring such a suit against the District for breach of the Bonds or Order covenants.
Even if a judgment against the District could be obtained, 1t could not be enfarced by direct levy and execution agamst the
District’s property. Further, the registered owners cannot themselves foreclose on property within the Distnct or sell property
within the District to enforce the tax lien on taxable property to pay the principal of and interest on the Bonds.

-

Bankruptcy Limitation to Registered Owners' Rights

The enforceability of the rights and remedies of Bondholders may be limited by laws relating to bankruptcy, reorganization or
other similar laws of general application affecting the rights of creditors of political subdivisions such as the District. Texas law
requires a municipal ulility district such as the District to obtain the approval of the TCEQ as a condition to seeking relief under
the Federal Bankruptcy Code. .
If a petitioning district were allowed to proceed voluntarily under Chapter 9 of the Federal Bankruptcy Caode, it could file a plan for
an adjustment of its debts If such a plan were confirmed by the bankruptcy court, it could, among other things, affect Registered
Owners by reducing or eliminating the amount of indebtedness, deferring or rearranging the debt service schedule, reducing or
eliminating the interest rate, modifying or abrogating collateral or security arrangements, substituting {in whole or in part) other
securities, and otherwise compromising and modifying the rights and remedies of the Registered Owner's claim against a district.
Although Chapter 9 provides for the recognition of a security interest represented by a specifically pledged scurce of revenues,
the pledge of ad valorem taxes in support of a general obligation of a bankrupt entity is not specifically recognized as a security
interest under Chapter 9 and such provision is subject to judicial construction. Chapter § also includes an automatic stay
provision that would ‘prohibit, without Bankruptcy Court approvai, the prosecution of any other legal action by creditors or
Bondholders of an entity which has sought protection under Chapter 9. Therefore, should the District avail itself of Chapter g
protection from creditors, the ability to enforce would be subject to the approval of the Bankruptcy Court {which could require that
the action be heard in Bankruptcy Court instead of other federal or state court); and the Bankruptcy Code provides for broad
discretionary powers of a Bankruptcy Court in administering any proceeding brought before it. The opinion of Bond Counsel will
note that all opinions relative to the enforceability of the Bonds are qualified with respect to the customary rights of debtors
relative to their creditors.

A district may not be forced into bankruptey involuntarily.
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The Effect of the Financial institutions Act of 1989 on Tax Collections of the District

The "Financial Institutions Reform, Recovery and Enforcement Act of 1989" ("FIRREA"), enacted on August 9, 1989, contains
certain provisions which affect the time for protesting property valuations, the fixing of tax liens, and the collection of penalties
and interest on delinquent taxes on real property owned by the Federal Deposit Insurance Corporation ("FDIC") when the FDIC
is acting as the conservator or receiver of an insolvent financial institution.

Under FIRREA real property held by the FDIC is still subject to ad valorem taxalion, but such act states (i) that no real property
of the FDIC shall be subject to foreclosure or sale without the consent of the FDIC and no involuntary liens shall attach to such
property, (i} the FDIC shall not be liabte for any penalties or fines, including those arsing from the failure to pay any real or
personal property tax when due and (jir) notwithstanding failure of a person to challenge an appraisal in accordance with state
law, such value shall be determined as of the period for which such tax is imposed.

There has been no definitive judicial determination of the validity of the provisions of FIRREA or how they are to be construed
and reconciled with respect to conflicting state laws. However, certain federal court decisions have held that the FDIC is not
liable for statutory penalties and interest authorized by State property tax law, and that although a lien for taxes may exist against
real property, such lien may not be foreclosed without the consent of the FDIC, and no liens for penalties, fines, interest,
attorneys fees, costs of abstract and research fees exist against the real property for the failure of the FDIC or a prior property
owner fo pay ad valorem taxes when due. It is also not known whether the FDIC will attempt to claim the FIRREA exemptions
as to the time for contesting valuations and tax assessments made prior to and after the enactment of FIRREA. Accordingly, to
the extent that the FIRREA provisions are valid and applicable to any property in the District, and to the extent that the FDIC
attempts to enforce the same, these provisions may affect the timeliness of collection of taxes on property, if any, owned by the
FDIC in the District, and may prevent the collection of penalties and interest on such taxes.

Continuing Compliance with Certain Covenants

The Order contains covenants by the District intended to preserve the exclusion from gross income of interest on the Bonds from
the gross income of the owners thereof for federal income tax purposes. {See "THE BONDS - Specific Tax Covenants " herein.)
Failure by the District to comply with such covenants on a continuous basis prior to maturity of the Bonds could result in interest
on the Bonds becoming taxable retroactively to the date of original issuance. (See "TAX MATTERS * herein.)

Future Debt

The District has reserved in the Order the right to 1ssue the remaining $5,769,217 authorized but unissued unlimited tax bonds
and such additional bonds as may hereafter be approved by both the Board of Directors and voters of the District. All of the
remaining unlimited tax bonds, which have heretofore been authorized by the voters of the District may be issued by the District
from time to time for qualified purposes, as determined by the Board of Directors of the District, subject to the approval of the
Attorney General of the State of Texas and the TCEQ.

The District is considering making application to the Texas Commission on Environmental Quality (‘TCEQ") to issue
approximately $5,000,000 in Uniimited Tax Bonds for expansion of the wastewater treatment plant facility. If approved, the
District anticipates issuing that debt within the next twelve months.

Future and Proposed Legislation

Tax legislation, administrative actions taken by tax authorities, or court decisions, whether at the Federal or state level, may
adversely affect the tax-exempt status of interest on the Bonds under Federal or state law and could affect the market price or
marketability of the Bonds. Any such proposal could limit the value of certain deductions and exclusions, inciuding the exclusion
for tax-exempt interest. The likelihood of any such proposal being enacted cannot be predicted. Prospective purchasers of the
Bonds should consult their own tax advisors regarding the foregoing matters.

THE DISTRICT
Creation of the District

The District was created by the consolidation of two prior municipal utility districts, being Trophy Club Municipal Utility District No.
1 (*Prior MUD 1") and Trophy Ciub Municipal Utility District No. 2 {"Prior MUD 2" and collectively with Prior MUD 1, the “Prior
MUDs"). Prior MUD 1 was created as Denton County Municipal Utility District No, 1 by order of the Texas Water Rights
Commission (the "Commission™) on March 4, 1875 for the purpose of providing water and sewer faciities and other authorized
services to the area within the territory of Prior MUD 1 The name of Prior MUD 1 was changed to Trophy Club Municipal Utility
District No. 1 on April 1, 1883. Prior MUD 2 was created as a result of the consolidation of Denton County Municipal Utility
District No. 2 and Denton County Municipal Utility District No. 3, which were created by the Texas Commission on Envircnmental
Quality ("TCEQ") for the purpose of providing water, sewer and drainage facilities and other authorized services to the area. The
creation of Prior MUD 2 was confirmed by its electorate at an election held on August 9, 1980
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On January 26, 2008, the Boards of the Prior MUDs entered into an agreement to consolidate the Prior MUDs into a single
Municipal Utility District covering the territory of the Prior MUDs, subject to the approval of the consolidation by the voters at an
election held for that purpose. On May 9, 2008, the voters approved the consolidation and the District became the Trophy Ciub
Municipal Utility District No. 1. Pursuant to the consolidation agreement, the District assumed the outstanding bonds, notes and
other obligations of the Prior MUDs and the authorized but unissued bonds, taxes and other obligations of the Prior MUDs and
became authorized to levy a uniform tax on all taxable property within the District. The functions performed by the District
include supplying water for municipal purposes; collecting, transporting,. processing and d|sposmg of wastes; establishing,
operating and maintaining a fire department; and performing other functions permitted’ by  municipal utility districts under the
Texas Water Code.
Governance

& ‘ *
The District is governed by a board of directors which has control over and management supervision of all affairs of the District.
There are five elected directors that serve four-year staggered terms. Directors receive no remuneration, except a Director's per
diem allowance of $100 per day on which necessary service is performed for the District. The District and all similar districts are
subject to the continuing supervision and filing requirements of the TCEQ, including the preparation and filing of an annual
independent audit report. All District facility plans are submitted to the TCEQ for review and approval.

Employees

The District has seventeen (17) full-time employees for water and wastewater services. The District is required to pay 50% of
the costs incurred by the Town (hereinafter defined) for salary, benefits and other compensation of employees who provide
firefighting and emergency medical services to both the District and the Town. The District's liabilities under the: Agreement for
Fire Personnel, including pension benefits, do not have a substantial impact on the District's finances.

General N

The District is comprised of 2,283.5 acres [approximately 449.9 acres in Town of Westlake (Solana)). Approximately 166 acres
in the Town of Trophy Club are undeveloped Of the developed acres, there are approximately 2,700 existing households, 136
apartment units and 42 townhouses.

Location

The District is located in southern Denton County and northern Tamrant County partially within the Town of Trophy Club (the
“Town") and partially within the Town of Westlake The District is directly adjacent to and accessible from State Highway 114,
north of and approximately mid-way between Dallas and Fort Worth. The District 1s approximately 27 miles from downtown
Dallas, 25 miles from downtown Fort Worth, 17 miles from Denton, 8 miles from Grapevine and 14 miles from the Dalias-Fort
Worth International Airport.

Major highways connecling these population centers, which will also serve the District, include State Highways 114, 170 and 377
and Interstate Highways 35E and 35W. State Highway 170 connects Trophy Club directly to Alliance Airport which is located
seven miles southwest of the District (See "Vicinity Map” herein )

Population

The population of the District is estimated to be approximately 7,940 and the population of the entire Town of Trophy Club, the
District and the Trophy Club PID No. 1 (the "Trophy Club Development’) is estimated at 10,060 {as of May 31, 2013 per North
Central Texas Council of Governments), L

K.

Topography and Drainage

The land within the District has a gradual slope from the southeast to the northwest toward Marshall Creek, and from the west to
the east toward Marshall Creek. Runoff water enters Grapevine Reservorr just north of the District through Marshall Creek or
several other small tributaries. The maximum elevation in the area being developed is approximately 680 feet mean sea level
and the minimum elevation in the area being developed is approximately 576 feet mean sea level. The soil is sandy loam and
clay loam, and existing vegetation consists of native grasses and small oak trees. Areas which are subject to flooding by a 100-
year frequency flood are located in the flood plan of Marshall Creek and have been delineated by the Water Resources Branch
of the U.S. Geological Survey. Additional flood studies were made by the engineers to determine what areas may be subject to
flooding It was determined that the area subject to flooding within the District is approximately 58.5 acres based on 100-year
flood frequency, however, 57.6 acres of this area is within the golf course area and is not intended to be developed for
residential land use.

Shopping and Commercial Facilities
A shopping center within the District has a major grocery store chain, a bank, a major chain drug store, several service

businesses, fast food outlets, a beauty shop and a dry cleaners. Additionally there are several more businesses and
professional offices located in the District, at the primary entrance to the Town of Trophy Club. There are additional shopping
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facilities in Roanoke, about two (2) miles west of the District and numerous shopping facilities in Southlake about five (5) miles
east of the District and in Grapevine about eleven (11) miles east of the District Full metropolitan shopping facilities are
available in Dallas and Fort Worth, Texas which have their central business districts approximately 27 miles and 25 miles,
respectively from the District.

Fire Protection

The District operates its Fire Department (the “Department”) with an engine, a Quint, a brush truck and two support vehicles.
Currently the Department is staffed with thirteen (13} full-time firefighter / paramedics and one full-time Fire Chief. Operations
under the Department include fire suppression, fire prevention, emergency management, investigaton/enforcement and
emergency medical response. The new $3.1 million fire station was completed and equipped in August 2011 with proceeds from
the sale of the District's Series 2010 Bonds, replacing the previously existing faciity This Department serves the Town of
Trophy Club and area in the District that is not in the Town limits, and is currently financed by a combination of a $0.104
maintenance tax assessment in the District, as well as a $0.104 Public Improvement District ("P1D") assessment in Trophy Club
PID No. 1. The 2012-2013 annual operating budget is $1,341,471 with October 1, 2012 reserves of $350,496.

Police Protection
Twenty-four hour security is provided by the Town of Trophy Club Police Department.
Schools

The Town is served by the Northwest Independent School District {the “School District” or “Northwest ISD”). Northwest 1SD
covers approximately 232 square miles in Denton, Wise and Tarrant Counties In addition to serving the Town, the School
District also serves the communities of Aurora, Fairview, Haslet, Justin, Newark, Northlake, Rhome, Roanoke and portions of
Flower Mound, Fort Worth, Keller, Southlake and Westlake. Northwest ISD is comprised of 16 primary schools for grades pre-
kindergarten through fifth, 5 middle schools for grades sixth through eighth, 3 high schools for grades ninth through twelfth, and
2 altemative education campuses for grades seventh through tweifth. One of the tugh schools, Byron Nelson High School, is
located in the Town of Trophy Club. All campuses offer enriched curricula with special programs for gifted/talented students as
well as students achieving below grade level, and all are equipped with computers and full cafeteria service. The School District
serves a 2012-2013 estimated enroliment of 17,791 students (as of May 31, 2013}

Recreational Opportunities

Recreational opportunities in Trophy Club are afforded by Lake Grapevine and its surrounding parks, which lie two miles north
and east of the District. The Town has several community parks, including facifities for soccer, baseball, softball, basketball,
tennis, a competitive swimming pool and playgrcund amenities. The Town also operates an 877 acre Corps of Engineers park,
which features 100 acres of motorized trails, as well as many passive recreational opportunities such as fishing, hiking and
picnicking.

Status of Development of the District

The area in the District is locally known as “Trophy Club.* It is a residential and mixed-use development consisting of
approximately 2,283.5 acres. The District is a mature distnict with roughly 166 acres undeveloped, of which 135 acres are zoned
residential and approximately 60 acres are available for commercial development. The majority of the 135 acres zoned
residential is located in the Canterbury Hills addition, which will begin construction in the near future. There is substantial fand
left for commercial development in the Solana complex, which is located within the Town of Westlake.

Lot and custom home sales officially began in the District in mid-year 1975. Homes are currently being offered at prices ranging
from $200,000 to $1,000,000 and lots range in price from $35,000 to $200,000. The status of single-family home development
as of May 31, 2013 is shown below

Status of Single-Family Home Develgpment

Houses Additional Total Multi-Family
Under Houses Total Developed Houses Units
Construction Occupied Houses Lots and Lots Completed ¥
127 3,611 3,738 180 3,918 178

@ \n addition to the single-family development, there are approximately 136 apartments and 42 completed townhouses, which
are occupied.
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Status of Business / Commercial Development

The undeveloped commercial land within the Solana business complex (approximately 230 acres) is available for commercial
development. The Town of Trophy Club and the District have commercial land available for development on approximately 52
acres of land along Highway 114. The land is zoned for uses such as a medical complex, hotels, restaurants and a short-stay
hospital facility. Additionally, the District currently has a small strip center along Highway 114 containing several food
establishments and professional offices. 5 .

Maguire Thomas Partners or affillated entities or their successors (*Maguire”™) currently (as of 1/1/2013 Tarrant Appraisal District
records) own the Solana business complex, which is the top principal taxpayer in the District (see APPENDIX A “Table 11 -
Principal Taxpayers 2012-2013"). On November 16, 2011, a State district judge in Tarrant County appointed a receiver to take
control of Solana According to court filings, the receiver will operate Solana, take all necessary actions to preserve the income
and value of the property, and market the property for sale. Recent news from STAR-TELEGRAM BUSINESS INSIDER (May 8
-and May 30, 2013) indicates that portions of the Maguire tracts in Solana are expected to be developed in the near future,
pursuant to zoning changes approved in 2013 by the Town of Westlake for a mixed-use development and a high-end residential
development, and also that other portions of the Solana Business Park have either been sold or are under contract  The District
expects an increase Iin taxes and water and sewer revenues from these sales and new developments. Solona has paid its 2012
taxes to the District and the District does not expect them to become dennquent in the future. The District cannot predlcl the
impact any future events may have on the District’s financial condition.

Public Improvement District Description ’ ' - '
Trophy Club PID No. 1 (the “PID") consists of approximately 609.683 acres of land generally to the north of Oakmont Drive, Oak
Hill Drive"and the Quorum Condominiums, east of the Lakes Subdivision and Parkview Drive, south of the Corps of Engineer's
property, and west of the Town's eastern limit. The PID is located entirely within the Town Iimits but outside the District. A
master-planned residential community (the_"Property”) is under construction in the PID and at build-oit will be comprised of
approximately 1,489 residential units (ocated within the Property, which Property is zoned to permit such use pursuant to the PID
Zoning As of May 31, 2013, 911 homes have been completed and are occupied and an additional 112 homes have been
permitted and are currently under construction. The PID is projected to build out as early as 2017. The District provides
emergency and fire protection services to the PID, arid the PID pays the District an assessment for such services at the current
fire tax rate of $0.104. The District also provides water and sewer service for the PID. The total billed for PID water and sewer for
fiscal year 201 1-2912 was $896,202

£ S ~F

THE DISTRICT’S SYSTEM °
The following"information descr;bes generally'the water and wastewater systems for the District.
. ° b

Description of the Water System i

. B %,
Sources of Water Supply The present water supply s provided from two sources:. (i) four ground wells which prowde
approximately 1,000,000 gallons per day, and (i) a 21-inch water line which is capable of delivering 10,000,000 gallons per day
of treated water from the City of Fort Worth facilties. Currently the District has a contract with the City of Fort Worth, which
expires September 30, 2031, for unlimited water services. Current maximum usage is approximately 6,500,000 gallons per day
(of which 4,500,000 is Fort Worth water). These sources, when combined, provide water which complies with the quality
requirements of the TCEQ and néeds only chlorination at the District’s water plant facility.

Water Plant Facility: The present facility provides 900,000 gallons elevate& and 6,000,000 gallons groun& storage with
pumping/chlorination capacity of 10,000,000 gallons per day. ’ .

Descriptioﬁ of the Wastewater System

Wasrewater Treatment Plant Facility. The wastewater treatment plant system has a permntted treatment/discharge capacity of
1,750,000 gallons per day from the TCEQ under TPDES Permit No. 11593-001 Although the permit authorizes the discharge of
wastewater {o the adjacent tributary leading to Lake Grapevine, the plant effluent is currently pumped to various holding ponds
within the community of Trophy Club and is re-used for irrigating the golf course The District is cons:dering making application
to the Texas Commission on Environmental Quality (“TCEQ") to issue approximately $5,000,000 in Unlimited Tax Bonds for

expansion of the wastewater treatment plant facilty. If approved, the District anticipates |ssumg that debt within the next twelve

months.

L] ke -
v . INVESTMENT AUTHORITY AND INVESTMENT PRACTICES OF THE DISTRICT

Available District funds are invested as authorized by Texas law and in accordance with investment policies approved by the(

Board of Directors. Both State law and the District’s.investment policies are subject to change. Under Texas law, the District is
authorized to invest in (1) obligations of the United States or its agencies and instrumentalities, including letters of credit; (2)
direct obligations of the State of Texas or its agencies and instrumentalities; (3) collateralized mortgage obfigations directly
issued by a federal agency or instrumentality of the United States, the underlying security for which is guaranteed by an agency
or instrumentality of the United States; (4) other obligaﬁon§_ the principal and interest of which is guaranteed or insured by or
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backed by the full faith and credit of, the State of Texas or the United States or their respective agencies and instrumentalities,
including obligations that are fully guaranteed or insured by the Federal Deposit Insurance Corporation or by the explicit full faith
and credit of the United States; (5) obligations of states, agencies, counties, cities, and other political subdivisions of any state
rated as to investment quality by a nationally recognized investment rating firm not less than “A” or its equivalent, (6} bonds
issued, assumed or guaranteed by the State of Israel; (7) certificates of deposit and share certificates meeting the requirements
of the Texas Public Funds Investment Act (Chapter 2256, Texas Government Code, as amended) (i) that are issued by or
through an institution that has its main office or a branch office in Texas and are guaranteed or insured by the Federal Deposit
Insurance Corporation or the National Credit Union Share Insurance Fund, or are secured as to principal by obligations
described n clauses (1) through (8) or in any other manner and amount provided by law for District deposits; or (i) where (a) the
funds are invested by the District through (1) a broker that has tts main office or a branch office in the State of Texas and is
selected from a list adopted by the District as required by taw or (i1) a depository institution that has its main office or a branch
office in the State of Texas that is selected by the District; (b) the broker or the depository institution selected by the District
arranges for the deposit of the funds in certificates of deposit in one or more federally insured depository institutions, wherever
located, for the account of the District, (c) the full amount of the principal and accrued interest of each of the certificates of
deposit is insured by the United States or an instrumentality of the United States, and (d) the District appoints the depository
institution selected under (a) above, a custodian as described by Section 2257 041(d} of the Texas Government Code, or a
clearing broker-dealer registered with the Securities and Exchange Commission and operating pursuant to Securties and
Exchange Commission Rule 15¢3-3 (17 C.F.R Section 240.15¢3-3) as custodian for the District with respect to the certificates
of deposit; (8) fully collateralized repurchase agreements that have a defined termination date, are fully secured by a
combination of cash and obligations descnibed in clause (1) which are pledged to the District, held in the District's name, and
deposited at the time the investment is made with the District or with a third party selected and approved by the District and are
placed through a primary government securities dealer, as defined by the Federal Reserve, or a financial institution doing
business in the State; (9) securities lending programs if {i} the securities loaned under the program are 100% collateralized, a
loan made under the program ailows for termunation at any time and a loan made under the program is either secured by (a)
obligations that are described in clauses (1) through (6} above, (b} irrevocable letters of credit issued by a state or national bank
that 1s continuously rated by a nationally recognized investment rating firm at not less than “A” or its equivalent or (c) cash
invested in obligations described in clauses (1) through (6) above, clauses (11) through (13) below, or an authorized investment
pool; (i) securities held as collateral under a loan are pledged to the District, held in the District's name and deposited at the time
the investment is made with the Distnict or a third party designated by the District; (iii} a loan made under the program is placed
through either a primary govemment securities dealer or a financial institution doing business in the State of Texas, and (iv) the
agreement to lend securities has a term of one year or less; (10) certain bankers’ acceptances with the remaining term of 270
days or less, if the short-term obligations of the accepting bank or its parent are rated at least "A-1” or “P-1" or the equivalent by
at least one nationally recognized credit rating agency; (11) commercial paper with a stated maturity of 270 days or less that is
rated at least “A-1" or *P-1" or the equivalent by either (a) two nationally recognized credit rating agencies or {b) one nationally
recognized credit rating agency if the paper is fully secured by an irrevocable letter of credit issued by a U 8. or state bank; (12)
no-load money market mutuail funds registered with and regulated by the United States Securities and Exchange Commission
that have a doliar weighted average stated maturity of 80 days or less and inciude in their investment objectives the
maintenance of a stable net asset value of $1 for each share; and, {13) no-load mutual funds registered with the United States
Securities and Exchange Commission that have an average weighted maturity of less than two years, invest exclusively in
obligations described in this paragraph, and are continuously rated as to investment quality by at least one nationally recognized
investment rating fim of not less than *AAA” or its equivalent. In addition, bond proceeds may be invested in guaranteed
investment contracts that have a defined termination date and are secured by obfigations, including letters of credit, of the United
States or its agencies and instrumentalites in an amount at least equal to the amount of bond proceeds invested under such
contract, other than the prohibited obligations described in the next succeeding paragraph.

The District may invest in such obligations directly or through government investment pools that invest solely in such obligations
provided that the pools are rated no lower than *AAA” or “AAAM™ or an equivalent by at least one nationally recognized rating
service The District may also contract with an investment management firm registered under the investment Advisers Act of
1940 (15 U S.C. Section 80b-1 et seq.) or with the State Securities Board to provide for the investment and management of its
public funds or other funds under its control for a term up to two years, but the District retains ultimate responsibility as fiduciary
of its assets. In order to renew or extend such a contract, the District must do so by order, ordinance, or resolution. The District
is specifically prohibited from investing in' (1) obligations whose payment represents the coupon payments on the outstanding
principal balance of the underlying mortgage-backed security collateral and pays no principal; (2) obligations whose payment
represents the principal stream of cash flow from the underlying mortgage-backed security and bears no interest, (3)
collateralized mortgage obhgations that have a stated final maturity of greater than 10 years; and (4) collateralized mortgage
obligations the interest rate of which is determined by an index that adjusts opposite to the changes in a market index.

Under Texas law, the District is required to invest its funds under written investment policies that primarily emphasize safety of
principal and liquidity; that address investment diversification, yield, maturity, and the quality and capability of investment
management; and that include a st of authorized investments for District funds, the maximum allowable stated maturity of any
individual investment and the maximum average dollar-weighted maturity allowed for pooled fund groups, methods to monitor
the market price of investments acquired with public funds, a requirement for settiement of all transactions, except investment
pool funds and mutual funds, on a delivery versus payment basis, and procedures to monitor rating changes n investments
acquired with public funds and the liquidation of such investments consistent with the Public Funds Investment Act. Al District
funds must be invested consistent with a formally adopted “Investment Strategy Statement” that specifically addresses each
fund's investment. Each Investment Strategy Statement will describe its objectives concerning: (1) suitability of investment type,
(2) preservation and safety of principal, (3) liquidity, (4) marketability of each investment, (5) diversification of the portfolio, and
(6) yield
14
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Under Texas law, the District's investments must be made "with judgment and care, under prevailing circumstances, that a
person of prudence, discretion, and intelligence would exercise in the management of the person’s own affairs, not for
speculation, but for investment considering the probable safety of capital and the probable income to be derived.” At least
quarterly the District's investment officers must submit an. investment report to the Board of Directors detailing: (1) the
investment position of the District, (2) that all investment officers jointly prepared and signed the report, (3) the beginning market
value, the ending market value and the fully accrued interest for the reporting period of each pooled fund group, (4) the book
value and market value of each separately listed asset at the end of the reporting period, (5) the maturity date of each separately
invested asset, (6) the account or fund or pooled fund group for which each individual investment was acquired, and (7) the
compliance of the investment portfolio as it relates to: (a) adopted investment strategies and (b) Texas law. No person may
invest District funds without express written authority from the Board of Directors.

Under State Jaw, the District is additionally required to: (1) annually review its adopted policies and strategies; (2) adopt by
written instrument a rule, order, ordinance or resolution stating that it has reviewed its investment policy and investment
strategies and records any changes made to either its investment policy or investment strategy in the respective rule, order,
ordinance or resolution; {3} require any investment officers with personal business relationships or relatives with firns seeking to
sell securities to the entity to disclose the relationship and file a statement with the Texas Ethics Commission and the Board of
Directors; (4) require the qualified representative of firms offering to engage in an investment transaction with the District to: (a)
receive and review the District's investment policy, (b) acknowledge that reasonable controls and procedures have been
implemented to preclude investment transactions conducted between the District and the business organization that are not
authorized by the District's investment policy (except to the extent that this authorization is dependent on an analysis of the
makeup of the District’s entire portfolio or requires an interpretation of subjective investment standards), and (c) deliver a written
statement in a form acceptable to the District and the business organization attesting to these requirements; (5) perform an
annual audit of the management controls on investments and adherence to the District's investment policy; (8) provide specific
investment training for the Treasurer, chief financial officer and investment officers; (7) restrict reverse repurchase agreements
to not more than 90 days and restrict the investment of reverse repurchase agreement funds to no greater than the term of the
reverse purchase agreement; (8) restrict the investment in no-load mutual funds in the aggregate to no more than 15% of the

District's monthly average fund balance, excluding bond proceeds and reserves and other funds held for debt service; (9) require -

local government investment pools to conform to the new disclosure, rating, net asset value, yield calculation, and advisory
board requirements, and (10) at least annually review, revise and adopt a list of qualified brokers that are authorized to engage
in investment transactions with the District. -

Current Investments

As of May 31, 2013 the District’s funds were invested in the District's bank accounts and TexPool as shown in the table that
follows. The District does not currently own, nor does it anticipate the inclusion of long-term securities or derivative products in
its portfolio .

~

Fund and Investment Type Amount
TexPool - Operating Fund r $3,271,967 *
TexPool - Interest and Sinking Fund 685,963
TexPool - Capital Projects Fund . ' . 395,806

3 First Financial Bank Interest Bearing Account — Operating Fund - 620,463
Prosperity Bank, Roanoke Texas - Certificate of Deposit ™ 200,000
Bank of the West, G{apevine Texas - Certificate of Deposit 120,000

e ' Total Investments $5.294,199

TAX DATA
District Bond Tax Rate Limitation
)

By law the District's tax rate for debt service on the Bonds is unlimited as to rate or amount.
Maintenance and Operations Tax

The Board i1s also authorized to levy and collect an annual ad valorem tax for planning:':constructing, acquiring, or maintaining or
repairing or operating the District's improvements and facilities, if such maintenance and operations tax is authorized by a vote of
the District's electors. Such tax is in addition to taxes which the District is authorized to levy for paying principal of and interest
on the Bonds, and any tax bonds which may be issued in the future. As shown in APPENDIX A, TABLE 13 - “TAX RATE

DISTRIBUTION,". the District levied a 2012-2013 maintenance and operations tax for fire protection purposes of $0.10400/$100
assessed valuation and $0.00989/$100 assessed valuation for all other operations and maintenance purposes.
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Overlapping Taxes

Other governmental entities whose boundaries overfap the District have outstanding bonds payable from ad valorern taxes The
statement of direct and estimated overlapping ad valorem tax debt shown in APPENDIX A — TABLE 14 (page A-7) was
developed from several sources, including information contained in "Texas Municipal Reports,” published by the Municipal
Advisory Council of Texas. Except for the amount relating to the District, the District has not independently verified the accuracy
or completeness of such information, and no person is entitled to rely upon information as being accurate or complete.
Furthermore, certain of the entities listed below may have issued additional bonds since the dates stated in this table, and such
entities may have programs requiring the issuance of substantial amounts of additional bonds, the amount of which cannot be
determined Political subdivisions overlapping the District are authorized by Texas law to levy and collect ad valorem taxes for
operation, maintenance and/or general revenue purposes i addition to taxes of debt service and the tax burden for operation,
maintenance and/or general purposes is not inciuded in these figures. (See APPENDIX A — TABLES 14, 15 & 17 for information
on overlapping taxing entities.)

TAXING PROCEDURES
Authority to Levy Taxes

The Board has been authorized to levy an annual ad valorem tax on all taxable property within the District in an amount sufficient
to pay the principal of and interest on the Bonds, their pro rata share of debt service on any contract tax bonds and any
additional bonds or obligations payable from taxes which the District may hereafter issue and to pay the expenses of assessing
and collecting such taxes. The District agrees in the Order to levy such a tax from year-to-year as described more fully herein
under "THE BONDS - Security for Payment” Under Texas law, the Board is also authorized to levy and coliect an ad valorem
tax for the operation and maintenance of the District and for the payment of certain contractual obligations, if authorized by its
voters. (See " TAX DATA - District Bond Tax Rate Limitation” herein.)

Property Tax Code and County-Wide Appraisal District

The Texas Property Tax Code (the "Property Tax Code") specifies the taxing procedures of all political subdivisions of the State
of Texas, including the District. Provisions of the Property Tax Code are complex and are not fully summarized herein.

The Property Tax Code requires, among other matters, county-wide appraisal and equaiization of taxable property values and
establishes in each county of the State of Texas an appraisal district with the responsibility for recording and appraising property
for all taxing units within the county and an appraisal review board with responsibility for reviewing and equalizing the values
established by the appraisal district. The board of directors of the appraisal district selects a chief appraiser to manage the
appraisal offices of the appraisal district. The Denton Central Appraisal District and the Tarrant Appraisal District have the
responsibility for appraising property for all taxing units within Denton and Tarrant Counties, including the District. Such
appraisal values are subject to review and change by the appraisal review boards of each county. The appraisal roll as
approved by the appraisal review boards must be used by the District in establishing its tax roll and tax rate.

General: Except for certain exemptions provided by Texas law, all property with a tax situs in the District is subject to taxation by
the District; however, no effort is made by the District to collect taxes on tangible or intangible personal property not deveted to
commercial or industrial use. Principal categories of exempt property applicable to the District include: (i) property owned by the
State of Texas or its political subdivisions if the property is used for public purposes; (i) property exempt from ad valorem
taxation by federal law; (iii) certain property owned by charitable organizations, youth development associations, religious
organizations, and qualified schools; (iv) designated historical sites; and (v) solar and wind-powered energy devices.

Freeport Exemption: Adicle Viil, Section 1+ of the Texas Constitution authorizing an ad valorem tax exemption for “freeport
property” was approved November 7, 1989. Freeport property is goods detained in Texas for 175 days or less for the purpose of
assembly, storage, manufacturing, processing or fabrication. The District does grant this exemption but currently has no
freeport property within its boundaries.

Goods in Transit. "Goods in Transit’, which are certain goods, principally inventory, that are stored, for the purposes of
assembling, storing, manufacturing, processing or fabricating the goods, in a location that is not owned by the owner of the
goods and are fransferred from that location to ancther location within 175 days; a taxpayer may receive only one of the freeport
exemptions or the goods-in-transit exemptions for items of personal property. Senate Bill 1, passed by the 82nd Texas
Legislature, 1st Called Session, requires again that the governmental entities take affirmative action prior to January 1 of the first
tax year in which the governing body proposes fo tax good-in-transit to continue its taxation of good-in-transit in the 2012 fax
year and beyond. The District does not exempt Goods in Transit

Agricultural/Open-Land Exemption: Article VIl provides that eligible owners of both agricultural land (Section 1-d) and open-
space land (Section 1-d-1), including open-space land devoted to farm or ranch purposes or open-space land devoted to timber
production, may elect to have such property appraised for property taxation on the basis of its produchve capacity. The same
land may not be qualified under both Section 1-d and 1-d-1. The District does have land that qualifies for this exemption.
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Residence Homestead Exemptions Under Section 1-b, Article Viil, and State law, the governing body of a political subdivision,
at its option, may grant an exemption of not less than $3,000 of market value of the residence homestead of persons 65 years of
age or older and the disabled fram all ad valorem taxes thereafter levied by the political subdivision. Once authorized, such
exemption may be repealed or decreased or increased in amount (1) by the governing body of the political subdivision or (i) by a
favorable vote of a majority of the qualified voters at an election called by the governing bddy of the poiitical subdivision, which
election must be called upon receipt of a petition signed by at east 20% of the number of qualified voters who voted in the
preceding election of the political subdivision. In the case of a decrease, the amount of the exemption may not be reduced to
less than $3,000 of the market value.

The surviving spouse of an individual who qualifies for the foregoing exemption for the residence homestead of a person 65 or *
older {but not the disabled) is entitled to an exemption for the same property in an amount equal to that of the exemption for
which the deceased spouse qualified if (1} the deceased spouse died in a year in which the deceased spouse qualified for the
exemption, (i) the surviving spouse was at least 55 years of age at the time of the death of the individual’'s spouse and (iii) the
property was the residence homestead of the surviving spouse when the deceased spouse died and remains the ‘residence.
homestead of the surviving spouse. The Board has granted such elderly and disabled exemptions in the amount of*
$25,000 of assessed valuation.
In addition to any other exemptions provided by the Property Tax Code, the goveming body of a poltical subdivision, at its
option, may grant an exemption of up to 20% of the market value of residence homesteads, with a minimum exemption of
$5,000. The District does not grant the option percentage of market value exemption. -

£l

In the case of residence homestead ‘exemptions granted under Section 1-b, Article Vill, ad valorem taxes may continue to be
levied against the value of homesteads exempted where ad valorem taxes have previously been pledged for the payment of debt~
if cessation of the levy would imparr the obligation of the contract by which the debt was created.

Disabled/Deceased Vetsrans Exemption: State law and Section 2, Article Vill, mandate an additional property tax exemption for
disabled veterans or the surviving spouse (for so fong as the surviving spouse remains 'unmarried) or children (under 18 years of
age) of a deceased veteran who died while on active duty in the armed forces; the exemption applies to either real or personal
property with the amount of assessed valuation exempted ranging from $5,000 to a maximum of $12,000; provided, however,
that beginning in the 2009 tax year, a'disabled veteran who receives from the from the United States Department of Veterans
Affairs or its successor 100 percent disability compensation due to a service-connected disability and a rating of 100 percent
disabled or of individual unemployability is entitled to an exemption from taxation of the tofal appraised value of the veteran's
residence homestead. In addition, effective January 1, 2012, and subject to certain conditions, surviving spouses of a deceased
veteran who had received a disability rating of 100% will be entitled to receive a residential homestead exemption equal to the
exemption received by the deceased spouse until such surviving spouse remarries. The District does grant the disabled /
deceased veterans exemption. !

Tax Abatement: Denton County, Tarrant County or the Town of Trophy Club may designate all or part of the area within the
District as a reinvestment zone, Thereafter, the District may enter into tax abatement agreements with owners of real property
within the District for up to ten (10) years, all or any part of any increase in the assessed valuation of property covered by the
agreement over its assessed valuation in the year in which the agreement is executed, on the condition that the property owner
make specified improvements or repairs to the property in conformity with a comprehensive plan. A portion of the District is
included in reinvestment zones designated by the Town of Trophy Club, for tax abatement purposes, The District IS
NOT a participant in the Tax Abatement Reinvestment Zone agreement.

Tax Incrément Reinvestment (Financing) Zones

A city may create one or more tax increment reinvestment zones (“TIRZs™ or “TIFs") within the city, and in doing so, other
overlapping taxing entities may agree to contribute taxes levied against the “Incremental Value” in the TIRZ to finance or pay for
public improvements or projects within the TIRZ, At the time of the creation of the TIRZ, a “base value” for the real property in the
TIRZ is established and the difference between any increase in the assessed valuation of taxable real property in the TIRZ in
excess of the base value of taxable real property in the TIRZ 1s known as the “Incremental Vatue®, and during the existence of the
TIRZ, all or a portion (as determined by the city) of the taxes levied by the city against the Incremental Value in the TIRZ are
restricted to paying project and financing costs within the TIRZ and are not available for the payment of other obligations of the

city.
Valuation of Property for Taxation :

Generally, all taxable property in the District must be appraised by the Denton Central Appraisal District and the Tarrant
Appraisal District (collectively, the “Appraisal District”) at one hundred percent (100%) of market value as of January 1 of each
year, subject to review and approval by the Appraisal Review Board. In determining market value, either the replacement cost or
the income or the market data method of valuation may be used, whichever is appropriate. In determining the market value of
property, different methods of appraisal may be used, including the cost method of appraisal, the income method of appraisal
and market data comparison method of appraisal. The method considered most appropriate by the chief appraiser is 1o be used.
State law requires the appraised value of a residence homestead to be based solely on the property’s value as a residence
homestead, regardiess of whether residential use is considered to be the highest and best use of the property. State law further
limits the appraised value of a residence homestead for a tax year to an amaunt not to exceed the less of (1) the market value of
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the property, or {2) the sum of (a) 10% of the appraised value of the property for the last year in which the property was
appraised for taxation times the number of years since the property was last appraised, plus (b) the appraised value of the
property for the last year in which the property was appraised plus (¢) the market value of all new improvements to the property.

Certain land may be appraised at less than market value under the Property Tax Code. Increases in the appraised value of
residence homesteads are limited to 10 percent annually ragardless of the market value of the property. Upon application of a
landowner, land which qualifies as “cpen-space land” is appraised based on the category of land, using accepted income
capitalization methods applied to the average net income derived from the use of the land for agriculture and hunting or
recreational leases. Upon application of a landowner, land which qualifies as “timber land” is appraised using accepted income
capitalization methods applied to the average net income derived from the use of the land for production of timber. Land which
qualifies as an aesthetic management zone, critical wildiife management zone, or streamside management zone or is being
regenerated for timber production for 10 years after harvest is valued at one-half that amount. In the case of both open space
and timber land valuations, if the use of land changes, an additional tax is generally imposed on the land egual to the difference
between the taxes imposed on the land for each of the five (5) years preceding the year in which the change of use occcurs and
the tax that would have been imposed had the land been taxed on the basis of market value in each of those years, plus interest
at an annual rate of seven percent (7%} caiculated from the dates on which the differences would have become due There are
also special appraisal methods for agricultural land owned by individuals whose primary occupation and income are farming and
for recreational, park, and scenic land. Also, houses or lots held for sale by a developer or buiider which remain unoccupied, are
not leased or rented and produce no income are required to be assessed at the price for which they would sell as a unit to a
purchaser who would continue the owner's business, upon application of the owner.

Once an appraisal roll is prepared and approved by the Appraisal Review Board, it is used by the District in establishing its tax
rate. The Property Tax Code requires the Appraisal District to implement a plan for periodic reappraisal of property to update
appraised values. The plan must provide for appraisal of all real property in the Appraisal District at least one every three (3)
years. It is not know what frequency of reappraisal will be utilized by the Appraisal District or whether reappraisals will be
conducted on a zone or countywide basis.

Notice and Hearing Procedures

The Tax Code establishes a “truth-in-taxation" process identifying increases in the effective tax rate The rollback tax rate
equals 108% of the total tax rate for the prior year. If the District decides to increase the tax rate more than eight percent (8%)
above the previous year's tax rate, it must hold a public hearing and give notice to its taxpayers. If the actual tax rate adopted
exceeds the rollback tax rate, taxpayers may petition to hold an election to reduce the tax rate to the rollback tax rate for the
fiscal year.

The Tax Code also establishes a procedure for notice to property owners of reappraisals reflecting increased property values,
appraisals which are higher than renditions, and appraisals of property not previously on an appraisal roll

District and Taxpayer Remedies

The chief appraiser must give written notice before the Appraisal Review Board meeting to an affected owner if a reappraisal has
resulted in an increase in value over the prior year or the value rendered by the owner, or if property not previously included on
the appraisal roll has been appraised. Any owner who has timely filed notice with the Appraisal Review Board may appeal the
final determination by the Appraisal Review Board of the owner's protest by filng suit in Texas district court. Prior to such
appeal, however, the owner must pay the tax due on the amount of value of the property involved that is not in dispute or the
amount of tax paid in the prior year, whichever is greater, but not to exceed the amount of tax due under the order from which
the appeal is taken. In the event of such suit, the value of the property is determined by the court, or a jury if requested by any
party. Additionally, the District is entitled to challenge certain matters before the Appraisal Review Board, including the level of
appraisal of certain category of property, the exclusion of property from the appraisal records, or the grant in whole or in part of a
parbal exemption, or a determination that land qualifies for a special use appraisal (agricultural or timber classification, for
example). The District may not, however, protest a valuation of individual property.

Levy and Collection of Taxes

The rate of taxation is set by the Board based upon the valuation of property within the District as of the preceding January 1 and
the amount required to be raised for debt service, maintenance purposes, and authorized contractual obligations

Unless the Board, or the qualified voters of the District or of Denton County or Tamrant County at an election held for such
purpose, determines to transfer the collection of taxes to the Denton Central Appraisal District or Tarrant Appraisal District or
another taxing unit, the District is responsible for the levy and collection of its taxes. The District has contracted with the
Denton County Tax Collector to collect the taxes for the District.

Taxes are due on receipt of the tax bill and become delinquent after January 31 of the following year. The date of the
delinquency may be postponed if the tax bills are mailed after January 10 of any year. Delinquent taxes are subject to a 6%
penalty for the first month of delinquency, one percent (1%) for each month thereafter to July 1, and 12% total if any taxes are
unpaid on July 1. Delinquent taxes also accrue interest at the rate of 1% per month during the period they remain outstanding.
In addition, where a district engages an attorney for collection of delinquent taxes, the Board may impose a further penalty not to
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exceed twenty percent 20% on all taxes unpaid on July 1. The District may be prohibited from collection of penalties and interest
on real property owried by the Federal Depository insurance Corporation. The District has engaged a delinquent tax
attorney and has imposed such a penalty when necessary. s

District's Rights in the Event of Tax Delinquencies

Taxes levied by the District are a personal obligation of the owner of the property on January 1 of the year for which the tax-is
imposed. On January 1 of each year, a tax lien attaches to property to secure the payment of all state and local taxes, penalties,
and interest utimately imposed for the year on the property The hen exists in favor of the State of Texas and each local taxing
unit, including the District, having power to tax the property. The District's tax lien is on a parity with tax liens of such other taxing
units. A tax lien on real property takes priority over the claim of most creditors and other holders of liens on the property
encumbered by the tax lien, whether or not the debt or lien existed before the attachment of the tax lien; however, whether a hen
of the United States is on a parity with or takes priority over a tax fien of the District is determined by applicable federal law
Personal property under certain circumstances is subject to seizure and sale for the payment of delinguent taxes, penalty, and
interest.

At any time after taxes on property become delinquent, the District may file suit to foreclose the lien securing payment of the tax,
to enforce personal liability for the tax, or both In filing a suit to foreclose a tax lien on real property, the District must join other
taxing units that have claims for delinquent taxes against all or part of the same property. Collection of delinquent taxes may be
adversely affected by the amount of taxes owed to other taxing units, by the effects of market conditions on the foreclosure sale
price, by taxpayer redemption rights (a taxpayer may redeem property within two years after the purchaser's deed issued at the
foreclosure sale 1s filed in the county records) or by bankruptcy proceedings which restrict the collection of taxpayer debts. (See
"INVESTMENT CONSIDERATIONS - General” and “INVESTMENT CONSIDERATIONS Tax Collections and Foreclosure
Remedies”.) .

TAX MATTERS
Opinion t

On the date of initial delivery of the Bonds, McCall, Parkhurst & Horton L.L.P., Dallas, Texas; Bond Counsel to the Issuer, will
render its opinion that, in accordance with statutes, regulations, published rulkings and court decisions existing on the date
thereof (“Existing Law"), (1) interest on the Bonds for federal income tax purposes will be excludable from the "gross income" of
the holders thereof and (2) the Bonds will not be treated as "specified private activity bonds” the interest on which would be
included as an alternative minimum tax preference item under section 57(a){5) of the Internal Revenue Code of 1986 (the
"Code"). Except as stated above, Bond Counsel to the Issuer will express no opinion as o any other federal, state or local tax
consequences of the purchase, ownership or disposition of the Bonds. See Appendix C ~- Form of Legal Opinion of Bond
Counsel.

- B
“

In rendering its opinion, Bond Counsel to the Issuer wili rely upon (a)} certain information and representations of the Issuer,
including information and representations contained in the Issuers federal tax. certificate, and {b) covenants of the Issuer
contained in the Bond documents relating to certain matters, including arbitrage and the use of the proceeds of the Bonds and
the Refunded Bonds and the property financed or refinanced therewith and (c) the certification of the paying agent for the
Refunded Bonds that the amount deposited with the Escrow Agent will be sufficient to pay the principal of and interest on the
Refunded Bonds when due. Failure by the Issuer to observe the aforementioned representations or covenants could cause the
interest on the Bonds to become taxable retroactively to the date of issuance. '

The Code and the regulations promulgated thereunder contain a number of requirements that must be satisfied subsequent to
the issuance of the Bonds in order for interest on the Bonds to be, and to remain, excludable from gross income for federal
income tax purposes. Failure to comply with such requirements may cause mterest on the Bonds to be ncluded i gross income
retroactively to the date of issuance of the Bonds. The opinion of Bond Counsel to the Issuer is conditioned on compliance by
the Issuer with such requirements, and Bond Counsel to the Issuer has not been retained to monitor compliance with these
requirements subsequentto the issuance of the Bonds.

Bond Counsel's opinion represents its legal judgement based upon its review of Existing Law and the reliance on the *
aforementioned information, representations and covenants. Bond Counsel's opinion is not a guarantee of a result. Existing Law
is subject to change by the Congress and to subsequent judicial and administrative interpretation by the' courts and the
Department of the Treasury. There can be no assurance that Existing Law or the interpretation thereof wili not be changed in a
manner which would adversely affect the tax treatment of the purchase, ownership or disposition of the Bonds.

A ruling was not sought from the Internal Revenue Service by the Issuer with respect to the' Bonds or the property financed or
refinanced with proceeds of the Bonds. No assurances ¢an be given as to whether the Internal Revenue Service will commence
an audit of the Bonds, or as to whether the Intemnal Revenue Service would agree with the opinion of Bond Counsel. If an
Internal Revenue Service audit is commenced, under current procedures the Internal Revenue Service is likely to treat the Issuer
as the taxpayer and the Bondholders may have no right to participate in such procedure No addtional interest will be paid upon
any determination of taxability.
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Federal Income Tax Accounting Treatment of Original Issue Discount

The initial public offering price to be paid for one or more maturities of the Bonds may be less than the principal amount thereof
or one or more periods for the payment of interest on the bonds may not be equal to the accrual period or be in excess of one
year (the "Onginal Issue Discount Bonds”). In such event, the difference between (1) the "stated redemption price at maturity” of
each Original Issue Discount Bond, and (ii) the inthal offering price to the public of such Original Issue Discount Bond would
constitute original issue discount. The "stated redemption price at maturity” means the sum of all payments to be made on the
bonds less the amount of all periodic interest payments. Pericdic interest payments are payments which are made during equal
accrual periods {(or during any unequal period if it is the initial or final period) and which are made during accrual periods which
do not exceed one year.

Under existing law, any owner who has purchased such Original Issue Discount Bond in the initial public offering is entitled to
exclude from gross income (as defined in section 61 of the Code) an amount of income with respect to such Original Issue
Discount Bond equal to that portion of the amount of such original issue discount allocable to the accrual pertod. For a
discussion of certain collateral federal tax consequences, see discussion set forth below.

In the event of the redemption, sale or other taxable disposition of such Original Issue Discount Bond prior to stated maturity,
however, the amount realized by such owner in excess of the basis of such Onginal Issue Discount Bond in the hands of such
owner {adjusted upward by the portion of the original issue discount allocable to the penod for which such Criginal Issue
Discount Bond was held by such initial owner) is includable in gross income.

Under existing law, the original issue discount on each Orginal Issue Discount Bond is accrued daily to the stated maturity
thereof {in amounts calculated as described below for each accrual period and ratably within each such accrual period) and the
accrued amount is added to an intial owner's basis for such Original Issue Discount Bond for purposes of determining the
amount of gain or loss recognized by such owner upon the redemption, sale or other disposition thereof. The amount to be
added to basis for each accrual period is equal to (a) the sum of the issue price and the amount of original issue discount
accrued in prior periods multipled by the yield to stated maturity {(determined on the basis of compounding at the close of each
accrual period and properly adjusted for the length of the accrual period) less (b) the amounts payable as current interest during
such accrual period on such Original Issue Discount Bond.

The federal income tax consequences of the purchase, ownership, redemption, sale or other disposition of Onginal Issue
Discount Bonds which are not purchased in the initial offering at the nitial offering price may be determined according to rules
which differ from those described above. All owners of Original Issue Discount Bonds should consult their own tax advisors with
respect to the determination for federal, state and local income tax purposes of the treatment of interest accrued upon
redemption, sale or other disposition of such Original Issue Discount Bonds and with respect to the federal, state, local and
foreign tax consequences of the purchase, ownership, redemption, sale or other disposition of such Original Issue Discount
Bonds .

Collateral Federal Income Tax Consequences

The following discussion is a summary of certain collateral federal income tax consequences resulting from the purchase,
ownership or disposition of the Bonds. This discussion is based on existing statutes, regulations, published rulings and court
decisions, all of which are subject to change or modification, retroactively.

The following discussion is applicable to investors, other than those who are subject to special provisions of the Code, such as
financial institutions, property and casualty insurance companies, life insurance companies, individual recipients of Social
Security or Railroad Retirement benefits, individuals allowed an earned income credit, certain S corporations with accumuiated
earnings and profits and excess passive investment income, foreign corporations subject to the branch profits tax, taxpayers
qualifying for the health insurance assistance credit and taxpayers who may be deemed to have incurred or continued
indebtedness to purchase tax-exempt obligations.

THE DISCUSSION CONTAINED HEREIN MAY NOT BE EXHAUSTIVE INVESTORS, INCLUDING THOSE WHO ARE
SUBJECT TO SPECIAL PROVISIONS OF THE CODE, SHOULD CONSULT THEIR OWN TAX ADVISORS AS TO THE TAX
TREATMENT WHICH MAY BE ANTICIPATED TO RESULT FROM THE PURCHASE, OCWNERSHIP AND DISPOSITION OF
TAX-EXEMPT OBLIGATIONS BEFORE DETERMINING WHETHER TO PURCHASE THE BONDS.

Interest on the Bonds will be includable as an adjustment for "adjusted current earnings" to calculate the alternative minimum tax
imposed on corporations by section 55 of the Code.

Under section 6012 of the Code, holders of tax-exempt obligations, such as the Bonds, may be required to disclose interest
received or accrued during each taxable year on their returns of federal income taxation.

Section 1276 of the Code provides for ordinary income tax treatment of gain recognized upon the disposition of a tax-exempt
obligation, such as the Bonds, if such obligation was acquired at a "market discount” and if the fixed maturity of such obligation is
equal to, or exceeds, one year from the date of issue. Such treatment applies to "market discount bonds” to the extent such gain
does not exceed the accrued market discount of such bonds; although for this purpose, a de minimis amount of market discount
is ignored. A "market discount bond" is one which is acquired by the holder at a purchase price which is less than the stated
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redermption price at maturity or, in the case of 2 bond issued at an original issue discount, the “revised issue price” (i e , the 1ssue
price plus accrued original issue discount) The “accrued market discount” is the amount which bears the same ratio to the
market discount as the number of days during which the holder holds the obligation bears to the number of days between the
acquisition date and the final maturity date.

State, l:ocal and Foreign Taxes

Investors should ‘consult their own tax advisors concerning the tax implications of the purchase, ownership or disposition of the
Bonds under applicable state or local laws.* Foreign investors should also consult their own tax ‘advisors regarding the tax
conseguences unigue to investors who are not United States persons.

Qualified Tax-Exempt Obligations for Financial Institutions

Section 265(a) of the Code provides, in pertinent part, that interest.paid or incurred by a taxpayer, including a “financial
institution,” on Indebtedness incurred or continued to purchase or carry thx-exempt obligations is not deductible in determining
the taxpayer's taxable i income. Section 265(b) of the Code provides an exception to the disallowance of such deduction for any
interest expense paid or incurred on indebtedness of a taxpayer that is a “financial institution" allocable to tax-exempt
obligations, other than “private activity bonds,” that are designated by a "qualified small issuer® as “"qualified tax-exempt
obligations * A “qualified small issuer” 1s any governmental issuer (together with any “on-behalf of' and "subordinate” issuers)
who 1ssues no more than $10,000,000 of tax-exempt obligations during the calendar year. Section 265(b}(5) of the Code defines
the term “financial institution” as any "bank” described in section 585(a)(2) of the Code, or any person accepting deposits from
the public in the ordinary course of such person's trade or business that 1s subjgct to federal or state supervision as a financial
institution. Notwithstanding the exception to the disallowance of the deduction of interest on indebtedness related to "qualified
tax-exempt obligations” provided by section 265(b) of the Code, section 291 of the Code provides that the allowable deduction to
a "bank," as defined in section 585(a)(2) of the Code, for interest on indebtedness incurred or continued to purchase "qualified
tax-exempt obligations" shall be reduced by twenty-percent (20%) as a "financial institution preference item."

In the Order, the Issuer has designated the Bands as "qualified tax-exempt obligations” within the meaning of section 265(b) of
the Caode. |n furtherance of that designation, the Issuer has covenanted to take such action that would assure, or to refrain from
such action that would adversely affect, the treatment of the Bonds as "qualified tax-exempt obligations.” Potential purchasers
should be aware that if the issue price to the public exceeds $10,000,000 there is a reasonable basis to conclude that
the payment of a de minimis amount of premium in excess of $10,000,000 Is disregarded; however, the Internal
Revenue Service could take a contrary view. If the Internal Revenué Service takes the position that the amount of such
premium is not disregarded, then such obligations might fail to satisfy the aforementloned dollar limitation and the
Bonds would not be "qualified tax-exempt obligations.”

CONTINUING DISCLOSURE OF INFORMATION
4
In the Order, the Issuer has made the following agreement for the benefit of the holders and beneficial owners of each of the
Bonds. The Issuer is required to observe the agreement for so long as it remains obligated to advance funds to pay the Bonds.
Under the agreement, the Issuer will be obligated to provide certain updated financial information and operating data annualiy,
and timely notice of certain specified events, to the MunicipaI‘Securities Rulemaking Board (the “"MSRE").

Annual Reports .
The Issuver will provide certain updated financial information and operating data to the MSRB" The District will provide all
quantitative financial information and operating data with respect to the District of the general type included in this Official Statement.
The information fo be updated includes Tables 1, 12 and 13 of Appendix A, and the annual audited financial statements of the District.
The Issuer will update and provide this information within six months after the end of each fiscal year ending in and alter 2013.

The financial Information to be provided may be set forth in full in one or more documents or may be included by specific
reference to any document available to the public on the MSRB’s Internet Website or filed with the SEC, as permitted by SEC
Rule 15c2-12 (the "Rule”). The updated information will include audited financial statements for the Issuer, if the Issuer
commissions an audit and it is completed by the required time If audited financial statements are not available by the required
time, the Issuer will provide unaudited financial statements by the required time and audited financial statements when and if
such audited financial statements become available Any such financial statements will be prepared in accordance with the
accounting principles described in Appendix D or such other accountmg principles as the Issuer may be required to employ from
time to time pursuant to State law or reguiation.

The Issuer's current fiscal year end is September 30. Accordingly, it must provide updated information by the last day in March
in each year, unless the Issuer changes its fiscal year. If the Issuer changes its fiscal year, it will notify the MSRB of the change

Notice of Certain Events
The Issuer will also provide timely notices of certain events to the MSRB. The Issuer will provide notice of any of the following

events with respect to the Bonds to the MSRB in a timely manner (but not in excess of ten business days after the occurrence of
the event): (1) principal and interest payment delinquencies; (2) non-payment related defauits, if material; (3) unscheduled draws
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on debt service reserves reflecting financial difficultes; (4) unscheduled draws on credit enhancements reflecting financial
difficulies; (5) substitution of credit or liquidity providers, or their failure to perform; (6) adverse tax opinions, the issuance by the
Internal Revenue Service of proposed or final determinations of taxability, Notices of Proposed Issue (IRS Form 5701-TEB), or
other material notices or determinations with respect to the tax status of the Bonds, or other material events affecting the tax
status of the Bonds; (7) modifications to rights of holders of the Bonds, if matenal; (8) Bond calls, if material, and tender offers;
(9) defeasances, (10) release, substitution, or sale of property securing repayment of the Bonds, if material; (11) rating changes;
{12) bankruptcy, insolvency, receivership, or similar event of the Issuer, which shall occur as described below; (13) the
consummation of a merger, consolidation, or acquisition involving the Issuer or the sale of all or substantially all of its assets,
other than in the ordinary course of business, the entry into a definitive agreement to undertake such an action or the termination
of a definitive agreement relating to any such actions, other than pursuant to its terms, if material; and (14) appointment of a
successor or additional trustee or the change of name of a trustee, if material. In addition, the Issuer will provide timely notice of
any faiiure by the Issuer to provide annual financial information or operating data in accordance with their agreement described
above under “Annual Reports”. Neither the Order nor the Bonds make any provision for debt service reserves, redemption
provisions, credit enhancement, or liquidity enhancement

For these purposes, any event described in clause (12} of the immediately preceding paragraph is considered to occur when any
of the following occur: the appointment of a receiver, fiscal agent, or similar officer for the Issuer in a proceeding under the
United States Bankruptcy Code or in any other proceeding under state or federal law in which a court or governmentai authority
has assumed jurisdiction over substantially all of the assets or business of the Issuer, or if such jurisdiction has been assumed
by leaving the existing governing body and officials or officers in possession but subject to the supervision and orders of a court
or governmental authority, or the entry of an order confirming a plan of reorganization, arrangement, or hquidation by a court or
governmental authority having supervision or jurisdiction over substantially all of the assets or business of the Issuer.

Availability of Information from MSRB

The Issuer has agreed to provide the foregoing financial information and operating data only as described above. Investors will
be able to access continuing disclosure information filed with the MSRB free of charge at www.emma.msrb.org.

Limitations and Amendments

The Issuer has agreed to update information and to provide notices of certain specified events only as described above. The
Issuer has not agreed to provide other information that may be relevant or material to a complete presentation of its financial
results of operations, condition, or prospects or agreed to update any information that is provided, except as described above.
The Issuer makes no representation or warranty concerning such information or concerning s usefulness to a decision 10 invest
in or sell Bonds at any future date. The Issuer disclaims any contractual or tort liability for damages resulting in whole or in part
from any breach of its continuing disclosure agreement or from any statement made pursuant to its agreement, although holders
or beneficial owners of Bonds may seek a writ of mandamus to compel the Issuer to comply with its agreement

The Issuer may amend its continuing disclosure agreement to adapt to changed circumstances that arise from a change in legal
requirements, a change in law, or a change 1n the dentity, nature, status, or type of operations of the Issuer, if the agreement, as
amended, would have permitted an underwriter to purchase or sell Bonds in the offering described herein in compliance with the
Rule, taking into account any amendments or interpretations of the Rule to the date of such amendment, as well as such
changed circumstances, and either the holders of a majority in aggregate principal amount of the outstanding Bonds consent or
any person unaffiliated with the Issuer (such as nationally recognized bond counsel) determines that the amendment witl not
materially impair the interests of the beneficial owners of the Bonds. The Issuer may also repeal or amend these provisions if
the SEC amends or repeals the applicable provisions of the Rule or any court of final jurisdiction enters judgment that such
provisions of the Rule are invalid, but in either case only if and to the extent that the provisions of this sentence would not
prevent an underwriter from lawfully purchasing or selling Bonds in the primary offering of the Bonds giving effect to (a) such
provisions as so amended and (b) any amendments or interpretations of the Rule. If the Issuer amends its agreement, it must
include with the next financial information and operating data provided in accordance with its agreement described above under
“Annual Reports® an explanation, in narrative form, of the reasons for the amendment and of the impact of any change in the
type of information and data provided.

Compliance with Prior Agreements

For the last five years, the District has complied in ali material respects with its previous continuing disclosure agreements made
in accerdance with the Rule,

OTHER PERTINENT INFORMATION
Legal Matters
The delivery of the Bonds is subject to the receipt of an approving legal opinion of the Attorney General of Texas to the effect
that the Bonds are valid and legally binding obligations of the Issuer, and the approving legal opinion of Bond Counsel, to ke

effect and to the effect that the interest on the Bonds will be exciudable from gross income for federal income tax purposes
under section 103(a) of the Code, subject to the matters described under "TAX MATTERS" herein, including the alternative
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minimum tax on corporations.” The form of Band Counsel's opinion is attached hereto as Appendix C. The legal fee to be paid to
Bond Counsel for services rendered in connection with the 1ssuance of the Bonds 1s contingent upon the sale and delivery of the
Bonds

Though it represents the Firancial Advisor and the Underwriter from time to ftme in matters unrelated to the issuance of the Bonds,
Bond Counsel has been engaged by and only represents the lssuer in the issuance of the Borkls. Except as noted below, Bond
Counse! did not take part in the preparation of the Official Statement, and such firm has not assumed any responsibility with respect
thereto or undertaken independently to verify any of the information contained herein except that in its capacity as Bond Counsel,
such firm has reviewed the information appearing under captions “PLAN OF FINANCING", *THE -BONDS" (except -for
subcaptions "Remedies in the Event of Default” and “Payment Record” and the second, third and fourth sentences under the
subcaption “Issuance of Additional Debt”), *“TAX MATTERS,” “CONTINUING DISCLOSURE OF INFORMATION" (exclusive of
the subcaption “Compliance With Prior Agreements”), and the subcaptions “Legal Matters” (except for the last two sentences of
the second paragraph thereof), “Registration and Qualification of Bonds for Sale” and “Legal Investments and Eligibility to
Secure Public Funds in Texas” under the caption “OTHER PERTINENT INFORMATION" to determine whether such information
accurately and fairly summarizes the material and documents referred to therein and is correct as to matters of law, and that
such information conforms to the Order. “Certain legal matters will be passed upon for the Underwriter by Fulbright & Jaworski
LLP of San Antonio, Texas, a member of Norton Rose Fulbright, Counsel to the Underwriter. The legal fees to be paid to
Counsel to the Underwriter are contingent upon the sale and delivery of the Bonds.

The legal opinions to be delivered concurrently with the delivery of the Bonds, express the professional judgment of the
respective attomeys rendering the opinions as to the legal issues explicitly addressed theren. In rendering a legal opinion, the
attorney does not become an insurer or guarantor of that expression of professional judgment, of the transaction opined upon, or
of the future performance of the parties to the transaction. Nor does the rendering of an opinion guarantee the outcome of any
legal dispute that may arise out of the transaction.

Registration and Qualification of Bonds for Sale

The sale of the Bonds has not been registered under the Federal Securities Act of 1933, as amended, in reliance upon the
exemption provided thereunder by Section 3{a)(2); and the Bonds have not been qualified under the Securities Act of Texas in
feliance upon various exemptions contained therein, nor have the Bonds been qualified under the securities acts of any
jurisdiction The Issuer assumes no responsibility for qualification of the Bonds under the securities laws of any jurisdiction in
which the Bonds may be sold, assigned, pledged hypothecated or otherwise transferred. This disclaimer of responsibility for
qualification for sale or other disposition of the Bonds shall not be construed as an mterpretatlon of any kind with regard to the
availability of any exemption from securities registration provisions.

- |3 «

Litigation -

"

In the opinion of District officials, the Issuer is not a party to any Iitlgahon or other proceeding pending or to its knowledge,
threatened, in any court, agency or other administrative body (either state dr federal) which, if decided adversely to the Issuer,
would have a matenal adverse effect on the financial condition of the District.

Legal investments and Eligibility to Secure Public Funds in Texas

Section 1201.041 of the Public Security Procedures Act (Chapter 1201, Texas Government Code) provides that the Bonds are
negotiable instruments, investment securities governed by Chapter 8, Texas Business and Commerce Code, and are real and *
authorized investments for iInsurance companies, fiduciaries, and trustees, and for the sinking funds of municipalities or other
pdiitical subdivisions or public agencies of the State. With respect to investment in the Bonds by municipalities or other palitical
subdivisions or public agencies of the State, the Public Funds’ Investment Act, Chapter 2256, Texas Government Code, requires:
that the Bonds be assigned a rating of at least "A" or its equivalent as o investment quality by a national rating agency. See
"RATINGS" herein. In addition, various prowvisions of the Texas Finance Code provide that, subject to a prudent investor
standard, obligations such as the Bonds are legal investments for state banks, savings banks, trust companies with capital of
one million dollars or more, and savings and loan associations The Bonds are eligible to secure deposits of any public funds of
the State, its agencies, and its political subdivisions, and are legal security for those deposits to the extent of their fair market
value No review by the District has been made of the laws in other states to determine whether the Bonds are legal
investments for various institutions in those states.

No representation 1s made that the Bonds will be acceptable to public entities to secure their deposits or acceptable to such
institutions for investment purposes. The District has made no Investigation of other laws, rules, regulations or investment
critena which might apply to any such persons or entities or which might otherwise limit the suitability of the Bonds for any of the
foregoing purposes or limit the authority of such persons or entities to purchase or invest in the Bonds for such purposes.

Underwriting
The Underwriter has agreed, subject to certain conditions, to purchase the Bonds from the Issuer at a price of
3 (representing the par amount of the Bonds of $ . ., plus an original issue premium of

, less an Underwriter’s discount of § }, plus accrued interest on the Bonds to the date of initial
delivery of the Bonds to the Underwriter,
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The Underwriter's obligation is subject to certain conditons precedent. The Underwriter will be obligated to purchase all of the
Bonds, if any of the Bonds are purchased. The Bonds may be offered and sold to certain dealers (including the Underwriter and
other dealers depositing Bonds into investment trusts) and others at prices fower than such public offering prices, and such
public prices may be changed, from time to time, by the Underwriter

The Underwriter has provided the following sentence for inclusion in this Official Statement. The Underwriter has reviewed the
information in this Official Statement in accordance with, and as part of, its responsibilities to investors under federal securities
laws as applied to the facts and circumstances of this transaction, but the Underwriter does not guarantee the accuracy or
completeness of such information.

Financial Advisor

Southwest Securities is employed as a Financial Advisor to the Issuer in connection with the issuance of the Bonds. In this
capacity, the Financial Advisor has compiled certain data relating to the Bonds and has assisted in drafting this Official
Statement. The Financial Advisor has not mndependently verified any of the data contained herein or conducted a detailed
investigation of the affairs of the Issuer to determine the accuracy or completeness of this Official Statement. Because of its
limited participation, the Financial Advisor assumes no responsibility for the accuracy or completeness of any of the information
contained herein The fees for Financial Advisor are contingent upon the issuance, sale and delivery of the Bonds.

Forward-Looking Statements Disclaimer

The statements contained in this Official Statement, and in any other information provided by the District, that are not purely
historical, are forward-looking statements, including statements regarding the District's expectations, hopes, intentions, or
strategies regarding the future. Readers should not place undue reliance on forward-looking statements. All forward-looking
statements included in this Official Statement are based on information avaifable to the District on the date hereof, and the
District assumes no obligation to update any such forward-looking statements The District's actual results could differ materially
from those discussed in such forward-looking statements

The forward-locking statements included herein are necessarily based on various assumptions and estimates and are inherently
subject to various risks and uncertainties, including risks and uncertainties relating to the possible invalidity of the underlying
assumptions and estimates and possible changes or developments in social, economic, business, industry, market, legal, and
regulatory circumstances and conditions and actions taken or omitted to be taken by third parties, including customers,
suppliers, business partners and competitors, and legislative, judicial, and other governmental authorities and officials.
Assumptions related to the foregoing involve judgments with respect to, among other things, future economic, competitive, and
market conditions and future business decisions, all of which are difficult or impossible to predict accurately and many of which
are beyond the control of the District Any of such assumptions could be inaccurate and, therefore, there can be no assurance
that the forward-looking statements included in this Official Statement will prove to be accurate.

Concluding Statement

The financial data and other information contained in this Official Statement have been obtained from the District's records,
audited financial statements and other sources which are believed to be reliable. There is no guarantee that any of the
assumptions or estimates contained herein wili be realized All of the summaries of the statutes, documents and resolutions
contained in this Official Statement are made subject to all of the provisions of such statues, documents and resolutions. These
summaries do not purport to be complete statements of such provisions and reference is made to such statutes, documents and
resolutions for further information Reference is made to original statutes, documents and resolutions in all respects

This Official Statement will be approved by the Board of Directors of the Issuer for distribution in accordance with the provisions
of the U.S, Secunities and Exchange Commission’s rule codified at 17 C.F.R. Section 240.15¢2-12.

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

President, Board of Directors
Trophy Club Municipal Utility District No. 1

Secretary, Board of Directors
Trophy Club Municipat Utility District No. 1
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SCHEDULE |
SCHEDULE OF REFUNDED BONDS

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

Trophy Club Municipal Utility District No. 2 Unlimited Tax Bonds, Series 2003
{Redemption Date: 9-1-13 @ par plus accrued interest to the Redemption Date)

Original
Original Maturity Principal Amount to tge Interest

Dated Date {September 1) Amount Refunded Rates
Juiy 1, 2003 2014 $ 60,000 $ 60,000 @ 3 80%
2015 60,000 60,000 @ 3 90%

2016 65,000 65,000 ® 4.00%

2017 70,000 70,000 ® 4.00%

2018 70,000 70,000 © 4.25%

2019 75,000 75,000 © 4.25%

2020 75,000 75,000 ® 4.25%

2021 80,000 80,000 @ 4.00%

. 2022 85,000 85,000 @ 4.00%

2023 85,000 85,000 @ 4.00%

$ 725,000 $ 725,000

Trophy Club Municipal Utility District No. 2 Unlimited Tax Refunding Bonds, Series 2005
(Redemption Date: 9-1-13 @ par plus accrued interest to the Redgmption Date) .

Original

Original : Maturity Principal Amount to be Interest
Dated Date {September 1) Amount Refunded Rates
June 1, 2005 2014 $ 100,000 $ 100,000 4.00%
2015 105,000 105,000 4.00%

2016 105,000 105,000 4.00%

2017 110,000 110,000 4.00%

2018 115,000 115,000 4.00%

2019 120,000 120,000 4.00%

2020 125,000 125,000 4.00%

2021 130,000 130,000 ® 4.20%

2022 135,000 135,000 © 4.20%

2023 140,000 140,000 @ ° 4.20%

$ 1,185,000 $ 1,185,000

Total Refunded Bonds  $ 1,910,000

@ Represents a portion of a sinking fund redemption of a term bond that matures September 1, 2015.
®  Represents a portion of a sinking fund redemption of a term bond that matures September 1, 2017.
) Represents a portion of a sinking fund redemption of a term bond that matures September 1, 2020.
- Represents a portion of a sinking fund redemption of a ierm bond that matures September 1, 2023
e Represents a portion of a sinking fund redemption of a tenn bond that matures September 1, 2020.
® Represents a portion of a sinking fund redemption of a term bond that matures Septernber 1, 2023.

8
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APPENDIX A
FINANCIAL INFORMATION OF THE ISSUER

(This appendix contains quantitafive financial information and operating data with respect to the Issuer. The information is only a
partial representation and does not purport to be complete. For further and more complete information, reference should be' made to
the original documents, which can be obtained from various sources, as noted.)
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FINANCIAL INFORMATION OF THE ISSUER

ASSESSED VALUATION

TABLE 1

2012 Actuai Market Value of Taxable Property (100% of Actual) (=}

$ 1.066,995,682

Less Exemptions: .

Local Optional Over-65 - $14,745,603

Disabled and Deceased Veterans' 3,118,815

Agricultural Productivity Loss 3,296,413

Freeport -

10% Homestead Cap Value Loss 2,224,166

Total Exempt Property “23,398,421

Partial Exempt Property 4,406 _ 46,787,824
2012 Certified Net Taxable Assessed Valuation® 3 1,020207,858 *
Less: Taxable Value of Accounts incomplete/Under Review $ 26,608,995
2012 Certified Net Taxable ARB Approved Assessed Valuation 3 __ 993598 863

@ See "TAXING PROCEDURES" in the Official Statement for a description of the Issuer’s taxation procedures.

®

Inciudes taxable value of incomplete accounts and accounts under ARB Review.

Nota: The District has received preliminary 2013 Net Taxable Valuations (ARB Approved) from the Denton and Tarrant

Appraisal District's that total $1,047,123,588.

Sources. Denton Ceniral Appraisal District and Tarrant Appraisal Distrct

GENERAL OBLIGATION BONDED DEBT TABLE 2
G;naral Obligation Debt Principal Outstanding (As of June 1, 2013):
Unlimited Tax Bonds, Series 2003 (Excludes the Refunded Bonds) $ 60,000
Unlimited Tax Refunding Bonds, Series 2005 (Excludes the Refunded Bonds) 285,000
Unlimited Tax Bonds, Series 2010 1,935,000

Unlimited Tax Refunding Bonds, Series 2012

Total General Obligation Debt Principal Outstanding

Current Issue General Obligation Debt Principal ~

Unlimited Tax Refunding Bonds, Series 2013 (the “Bonds")

Totat General Obligation Debt Principal Outstanding

{Following the Issuance of the Bonds and exciuding the Refunded Bonds)

Interest and Sinking Fund Balance as of May 31, 2013 (unaudited)

Ratio of General Obligation Debt Principal to 2011 2012 Certified Net Taxable ARB Approved Assessed Valuation

2012 Certified Net Taxable ARB Approved Assessed Valuation ™

Population Estimates. 2000 - 6,350; 2010 - 8,042, Current 2013 (Estimate) -
Per Capita 2012 Certified Net Taxable ARB Approved Assessed Valuation -
Per Capita General Obligation Debt Principal -

3

-

2,355,000
$ 4,645,000

§___ 1900000 *
$ 6,545,000 *
$ 691,002 *

0.66% *

$ 993,598,863

See "TAXING PROCEDURES" in the Official Statement for a descnotion of the Issuer's taxation orocedures.

Prefiminary, subject to change.
¥

A-1

10,060

$ 98,767
“$ 651 *
TCMUD006695

1547



OTHER OBLIGATIONS TABLE 3
Interest Average Principal
Year of Rate Final Annual Originat Outstanding
Description lssue Payable Maturity Payment Amount as of 9-30-12
Public Property Finance Contractual Obligations:
Improvements 2004 3.50% 2012 $ 39000 § 270,000 $ -
Fire Truck 2007 4.33% 2014 56,000 448,000 137,000
Improvements 2009 390% 2012 110,000 330,000 -
$ 137,000
Notes Payable:
Equipment 1999 2.50% 2018 $ 2245 §$ 35000 § -
Equipment 2010 3.90% 2015 201,318 179,955 107,973
Ground Storage 2012 2.87% 2014 383,140 1,100,000 733,000
$ 840,973
Contractual Obligations:
Capital Projects 2013 1.85% 2016 $ 153588 $ 445,000 $ 445,000 @
Revenue Debt Payable:
Water Storage improvements 2012 2.87% 2014 $ 383709 $ 1,100,000 $ 733,000
Total Other Obligations  $ 2,155,973
@ QOutstanding as of May 31, 2013
A2
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GENERAL OBLIGATION DEBT SERVICE REQUIREMENTS TABLE 4
~ Less:
Current Total Refunded The Bonds*
Fiscal Year Debt Service Bonds Combined
Sept 30 Outstanding® Debt Service* Principal Interest Total Debt Service*
2013 $ ‘834.032.50 $ 38,82000 $ - $ - $ - $ 795.212.50
2014 630,872.50 237,640.00 170,000.00 56,058.33 226,058.33 619,290.83
2015 628,282 50 236,300.00 175,000.00 44,650.00 219,650.00 611,632.50
2016 630,392.50 234,760.00 175,000.00 41,150.00 216,150.00 611,782.50
2017 635,967 50 237,960.00 185,000.00 37,650.00 222,650.00 620,657.50
2018 635,842.50 235,760.00 185,000 00 33,950.00 218,950.00 . 619,032.50
2019 645,042.50 238,185.00 %1 95,000.00 29,325.00 224,.:325.00 631,182.50
2020 638,455.00 235,197.50 195,000.00 24,450.00 219,450.00 622,707.50
2021 640,367.50 237,010.00 200,000.00 18,600.00 218,600.00 621,957.50
2022 646,482.50 238,350.00 210,000.00 12,600.00 222,600.00 630,732 50
2023 645,212.50 234,280.00 210,000.00 6,300.00 216,300.00 627,232.50
2024 153,182.50 - - - - 163,182 50
2025 152,682.50 - . - - - 152,682 50
2028 148,082.50 ! - - - - 148,082.50
2027 1563,367.50 153,367.50
2028 153,242.50 153,242.50
2029 152,782 50 - - - - 152,782.50
2030 152,112 50 - - - - 152,112.50
2031 151,162.50 - - ;- M - 151,162.50
£ 842756500 $_ 240426250 § 190000000 § 30473333 § 220473333 § 822803583
™ Does not include Other Obligations indebtedness (see Table 3, page A-2).
* Preliminary, subject to change. Interest calculated at an average rate of 2,73% for illustration purposes only.
TAX ADEQUACY TABLE 5
2012 Certified Net Taxable ARB Approved Assessed Valuation $ 993,598,863
Maximum Annual Debt Service Requirements (Fiscal Year Ending 9-30-13) $ 795,213
Indicated Maximum Interest and Sinking Fund Tax Rate at 99% collections $ 0.08084
*  Preliminary, subject to change.
Note: Above computation is exclusive of investment eamings, definquent tax collections and penallies and interest on
definquent tax collections.
INTEREST AND SINKING FUND MANAGEMENT INDEX TABLE 6
Interest and Sinking Fund Balance, Fiscal Year Ended September 30, 2012 H 136,417
FY 2013 Interest and Sinking Fund Tax Levy of $0.0195 at 99% Collections based on the
2012 Cerified Net Taxable ARB Approved Assessed Valuaticn of $993,598,863 Produces 191,814
FY 2013 Interest and Sinking Fund Deposit from Fire Department Rental Income 308,000
FY 2013 Budgeted Income from PID Utility Connection Fees Paid by Developer (guaranteed with bank letter of credit)
(to be deposited to 1&S Fund on or before June 2013) 161,000
Total Available for Debt Service $ 797,231

Less: General Obligation Debt Service Requiremeﬁts. Fiscal Year Ending 9-30-13
Estimated Surplus at Fiscal Year Ending 9-30-13%

()

T

A-3

u

+ 795213

$ _ 2,019

Does not include definquent tax coflections, penalties and interest on delinquent tax collections or investment eamings.
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PROJECTED GENERAL OBLIGATION PRINCIPAL REPAYMENT SCHEDULE TABLE 7

{As of June 1, 2013)
Principal Repayment Schedule Bonds Percent of

Fiscal Year Outstanding The Unpaid at Principal

Ending 9/30 Bonds™ Bonds* Total* End of Year* Retired {%)"
2013 $ 605,000 $ - $ 605,000 $ 5,940,000 9.24%
2014 260,000 170,000 430,000 5,510,000 15.81%
2015 265,000 175,000 440,000 5,070,000 22.54%
2016 275,000 175,000 450,000 4,620,000 29.41%
2017 285,000 185,000 470,000 4,150,000 36.59%
2018 295,000 185,000 480,000 3,670,000 43.93%
2019 310,000 195,000 505,000 3,165,000 51.64%
2020 315,000 195,000 510,000 2,655,000 59 43%
2021 325,000 200,000 525,000 2,130,000 67.46%
2022 340,000 210,000 550,000 1,580,000 75 86%
2023 355,000 210,000 565,000 1,015,000 84.49%
2024 110,000 - 110,000 905,000 86.17%
2025 415,000 - 115,000 790,000 87.93%
2026 115,000 - 115,000 875,000 89.69%
2027 125,000 125,000 550,000 91.60%
2028 130,000 130,000 420,000 93.58%
2029 135,000 - 135,000 285,000 95.65%
2030 140,000 - 140,000 145,000 97.78%
2031 145,000 - 145,000 - 100.00%

$ 4,645,000 $ 1,900,000 $ 6,545,000

@ Excludes the Refunded Bonds and all PPFCO principal outstanding (see Table 3, page A-2).

* Preliminary, subject to change.

FUND BALANCES TABLE 8

Unaudited
As of 5:31-13

General Fund $ 3,013,446

Debt Service Fund 691,002

Capital Projects Fund 368,642

Total  $ 4,973,090
TAXABLE ASSESSED VALUATION FOR TAX YEARS 2007-2012 TABLE 9

Tax
Year
2007
2008
2009
2010
2011
2012

Net Taxable
S Vi ion
$ 912,618,000
960,911,000
1,015,777,389 @
978,509,574 ®
964,645 475 ©
993,598,863 ©

Change From Preceding Year

Amount {$) Percent (%)
101,404,000 12.50%
48,293,000 5.29%
54,866,389 5.71%
(37,267,815) -3.67%
(23,864,099) -2.44%
38,953,388 4.08%

®  pistorical comparison information for Tax Years 2007-2008 represents the combined totals from two

separate entities ( Trophy Ciub MUD NO. 1 and Trophy Club MUD NO. 2)

®  Excludes valuation for incomplete accounts and accounts under ARB review, as of certification
Sources: Denton Central Appraisal District, Tarrant Appraisal District and Issuer's 2009 Audited Financial
Statements (Supplemental Information)
Assessed Valuations may change during the year due to various supplements and profests, and
valuations on a later date or in other tables of this Official Statement may not match those shown

Note:

on this table.

A4
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PRINCIPAL TAXPAYERS 2012-2013 TABLE 11

% of Total 2012
A o

2012 Net Taxabl

Name Type of Property Assessed Valuation Valuation
Maguire Thomas Partners ETAL® Commercial Office Complex $ 146,358,359 14 73%
Corelogic Solutions LLC Commerciat Real Estate 19,660,713 1.98%
CNL RETMT CRSI Trophy Club Texas LP  Medical Piaza / Hospital 17,000,000 1.71%
Marsh USA Inc. Insurance Consuitant / Data Center 13,166,893 1.33%
Trophy Club 12 LLC Commerciai Real Estate 13,100,000 132%
Levi Strauss & Co. Commescial Office 8,932,881 0 90%
Armore Trophy Club LLC Real Estate Development 6,903,991 069%
EMC Corp Technology Provider 6,420,468 0 65%
CLUBCORP Golf Texas LP P/S Commercial Real Estate 6,000,000 0 60%
Trophy Club Medical Center Healthcare Services 6,163,459 0.62%

Total  $243706764 24.53%

Based on a 2012 Certfied Net Taxable ARB Approved Assessed Valuation of $ 993,598,863 ®

®  Maguire Thomas Partners or affihated entities or their successors (“Maguire”) currently (as of 1/1/2013 Tarrant Appraisal District
records) own the Solana business complex, which is the fop pnncipal taxpayer in the District (see APPENDIX A "Table 11 -
Principal Taxpayers 2012-2013"). On November 16, 2011, a State district judge in Tarrant County appointed a receiver fo take
control of Solana. According to court filings, the receiver will operate Solana, take all necessary actions to preserve the income
and value of the property, and market the property for sale. Recent news from STAR-TELEGRAM BUSINESS INSIDER (May 8
and May 30, 2013} indicates that portions of the Maguire tracts in Solana are expected to be developed in the near future,
pursuant to zoning changes approved in 2013 by the Town of Westlake for 8 mixed-use development and a high-end residential
development, and also that other portions of the Solana Business Park have either been sold or are under contract. The District
expects an increase in taxes and water and sewer revenues from these sales and new deveiopments Solona has paid its 2012
taxes to the Distnct and the District does not expect them to become delinquent in the future. The District cannot predict the
mmpact any future events may have on the District’s financial condition

®  Excludes taxable vaiues for incomplete accounts and accounts under ARB Review.

PROPERTY TAX RATES AND COLLECTIONS ) TABLE 12
Net Taxable Adjusted
Tax Assessed Tax Tax % Collections Fiscal Year
Year Valuation Rate Levy Current Total Ended
2006 $ 811,214,000 $ 0.280000 $ 2,191,536 100.62% 100 36% 9-30-07
2007 912,618,000 0.230000 2,234,909 100.62% 100 36% 9.30-08
2008 960,911,000 0.244615 2,380,679 98.94% 99 58% 8-30-09
2009 1,015,777,389 © 0.205000 2,091,414 99,66% 100 75% 8-30-10
2010 978,500,574 & 0.185000 2,047,972 99.58% 100 36% 9-30-11
2011 954,645 475 0.175000 1,714,788 99 49% 99 60% 9-30-12
2012 993,598,863 @ 0.133390 1,615,115 99 08% @ 99.59% © 9.30-13

®)  See "TAXING PROCEDURES - Levy and Collection of Taxes" in the body of the Official Statement for a complete discussion of the
District's provisions
") Histoncal comparison information for Tax Years 2006-2008 represents the combined tolals from two separate enities
( Trophy Club MUD NO 1 and Trophy Club MUD NO 2)
) Excludes value of ncomplete accounts and accounts under ARB review, as of certification
1 As of May 31, 2013
Source: Texas Municipal Report published by the Municipal Advisory Council of Texas, the Denton Central Appraisal Distnct and the Issuer
Note: Assessed Valuations may change during the year due to vanous supplements and protests, and valuations on a later date
or in other tables of this Official Statement may not match those shown on ttus table

TAX RATE DISTRIBUTION * TABLE 13
201213 2011-12 2010-11 2009-10 2008-09
Operations $0 009890 $0 009890 $0 008790 $0.027140 $0.014040
Fire Protection 0.104000 0109250 0.109250 0.109140 0.116020
Debt Service 0.019500 0.055860 0076960 0 068720 0 114555

TOTAL $ 0.133390 $  0.175000 $ 0195000 $ 0205000 $ 0244615

™ Historical comoarison information for Tax Year 2008 reoresents the combined totals from two separate entities
{ Trophy Club MUD No 1 and Trophy Club MUD No 2)

Sources: Texas Municipal Report published by the Municipal Advisory Counctl of Texas
A6
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DIRECT AND OVERLAPPING DEBT DATA INFORMATION

TABLE 14

The following table indicates the indebtedness, defined as outstanding bonds payable from ad valorem taxes. of
governmental entities overlapping the District and the estimated percentages and amounts of such indebtedness
attributable to propenty within the District. This information is based upon data secured from the individual jurisdictions
and/or the Texas Municipal Reports published by the Texas Municipal Advisory Council. Except for the amounts relating
to the District, the District has not independently verified the accuracy or completeness of such information, and no person
should rely upon such information as being accurate or complete. Furthermore, certain of the entities listed below may
have 1ssued additional bonds since the date stated, and such entities may have programs requiring the issuance of

substantial amounts of additional bonds, the amount of which cannot be determined.

Gross Debt %

Jaxing Body As of Principal Overlapping
Carroll independent School District 06-01-13 $ 263,633,792 3.30%
Denton County 06-01-13 553,915,000 1.15%
Northwest Independent School District 06-01-13 635,220,450 5.72%
Tarrant County 06-01-13 335,050,000 0.20%
Tasrant County College District 06-01-13 15,485,000 0 20%
Tarrant County Hospital District 06-01-13 25,375,000 0.20%
Town of Trophy Club 06-01-13 11,179,000 80.13%
Westlake, Town of 06-01-13 20,847,000 18.35%

Total Net Overlapping Debt $1,860,705,242
Trophy Club MUD No. 1 06-01-13 6,545,000 100.00%

Total Gross Direct Principal and Qverlapping Debt $1 ,867:250.242

Ratio of Direct and Overlapping Debt to 2012 Certified Net Taxable ARB Approved Assessed Valuation
Ratio of Direct and Overlapping Debt to 2012 Market Value

Per Capita Direct and Overlapping Debt .

@ includes the Bonds and excludes the Refunded Bonds.

*  Preliminary, subject fo change.
Source: Most Recent Texas Municipal Reports published by the Municipal Advisory Council of Texas

ASSESSED VALUATION AND TAX RATE OF OVERLAPPING ENTITIES

Amount
Overiapping
$ 8699915

6,370,023

36,334,610

670,100

Y 30,970

50,750

8,957,733

3,825,425
$ 64,939,525

AL

6,545,000
$ 71484525

7.19% (@)

6.70%
$7,106 “*

, TABLE 15

2012 Net Taxable 2012

Governmental Entity Assessed Valuation % of Actual Jax Rate

Carroll Independent School District $ 5,567,257.605 100% $ 1.400000
Deaton County ) 54,586,142,483 100% 0.282900
Northwest Independent School District 10,809,189,528 100% 1.375000
Tarrant County 124,676,098,060 100% . 0.264000
Tarrant County College District 125,092,633,012 100% 0 149000
Tarrant County Hospital District 124,838,781,318 100% 0 227900
Town of Trophy Club 942,462,305 100% 0 518500
Westlake, Town of 887,185,503 100% 0 155800

Source: Most recent Texas Municipal Reports published by The Municipal Advisory Council of Texas and Denton and Tarrant

County Appraisal Districts

A7

TCMUDO006701

15563



AUTHORIZED BUT UNISSUED DIRECT GENERAL OBLIGATION BONDS TABLE 16
Date of Amount Issued
Taxing Body Authorization Purpose Authorized TJo Date Unissued
Trophy Club MUD No. 1 10-07-75 Water & Sewer $ 12344217 $ 11,115,000 $ 1,229,217
04-04-81 Water & Sewer 5,800,000 3,760,000 2,040,000
10-29-88 Water & Sewer 2,500,000 - 2,500,000
05-10-08 Fire Station 2,000,000 2,000,000 -
$ 20,644,217 $ 14,875,000 $ 5,769,217
AUTHORIZED BUT UNISSUED GENERAL OBLIGATION BONDS
OF OVERLAPPING GOVERNMENTAL ENTITIES TABLE 17
Date of Amount Issuad
Taxing Body Authorization Purpose Authorized To Date Unissued
Carroli ISD None
Denton County 01-16-99 Road $ 85,320,000 $ 77,629,375 $ 7690625
05-15-04 Road 186,970,000 186,970,000 -
05-15-04 County Offices 17,900,000 17,900,000 -
05-15-04 Equipment 2,000,000 - 2,000,000
11-04-08 Road 310,000,000 161,713,062 148,286,938
11-04-08 County Buildings 185,000,000 107,850,876 77,149,124
$ 787,190,000 $552,063,313 $ 235,126,687
Northwest | S D 05-10-08 School Buildings $ 260,000,000 $215,000,000 $ 45,000,000
Tarrant County 04-04-87 Courthouse Improv ~ $ 47,000,000 $ 46,500,000 $ 500,000 @
08-08-98 Law Enforcement Ctr 70,600,000 63,100,000 7,500,000
08-08-98 Healthcare Facility 9,100,000 1,000,000 8,100,000
08-08-98 Jait 14,600,000 14,600,000 -
05-13-06 Road & Bridge 200,000,000 126,700,600 73,300,000
05-13-06 Jait 108,000,000 108,000,000 -
05-13-06 County Buildings 62,300,000 47,300,000 15,000,000
05-13-06 Juvenile Deten. Ctr. 36,320,600 4,200,000 32,120,000
05-13-06 County Offices 26,500,000 26,500,000 -
$ 574,420,000 $437,900,000 $ 136,520,000
Tarrant Co. College Disl None
Tarrant Co. Hospital Dis None
Trophy Club, Town of None
Westiake, Town of None
@ The County will not issue authorization due to age.
Source Most recent Texas Municipal Reports published by The Municipal Advisory Council of Texas and the Issuer
A-8
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GENERAL FUND COMPARI_\TIVE SCHEDULES OF
REVENUES AND EXPENDITURES . > TABLE 18

Fiscal Year Ended September 30

2012 2011 2010 2009 -~ 2008
Revenue and Other Financing Sources:
Ad Valorem Property Taxes $ 1,374,808 $ 1311266 $§ 1,401,564 $ 1283705 $ 1,002,608
Water & Wastewater Charges 5,210,077, 5323,244 3,919,084 3,721,868 3,678,859
Utility Fees 647,080 165,600 80,500 515,200 -
Inspection and Tap Fees 9,009 8,560 5,775 4,975 22,550
Interest Earned 5,706 5,534 6,171 20,755 69,447
Other Financing Sources - Debt Issue 1,100,000 - ., 330,000 49,432
Miscellaneous and Other 215,227 240,831 191,498 199,780 116,295
Total Revenues and Other Financing )
Sources: $§ 8561807 $ 7055085 §$ 5694502 $§ 6076283 § 4939,191
*
Expenditures and Other Financing Usés:
Administrative $ 1,097,547 $ 1042073 $§ 993986 $ 1297613 $ 905,052
Water Operations 2,503,331 2,271,490 1,882,511 1,811,385 1,934,792
Transfers Out and Debt Service 1,011,260 1,130,123 558,000 383,009 -
Wastewater Operations 614,102 598,465 711,382 999,388 500,224
Wastewater Collection System 260,895 277,775 308,798 294,869 409,948
information Systems 173,386 123,605 182,658 175,698 187,908
Contribution to Trophy Club Fire Dept. 822,307 770,123 876,521 783,736 902,353
Capital Outlay . 1,562,809 515,884 - ) - 20,379
Miscellaneous - - - - 45,457
Total Expenditures and Other Financing s
Uses: $ 8045637 § 6729538 $ 551385 $ 5745698 § 4915113
Excess (Deficit) of Revenues and Other ’ - )
Financing Sources Over (Under) .
Expenditures and Other Financing Uses $ 516,270 $ 325527 § 180,736 - § 330,585 s 54,078
Beginning Fund Balance - October 1 i
(Restated) 3,338,441 3,012,914 2,832,178 2,501,593 2477515
Ending Fund Balance - September 30 $ 3854711 @ § 32338441 $ 3012914 § 2832178 § 2501503
Total Active Retail Connections
Water and/or Wastewater Connections 3,887 T 3,554 3,361 3,161 3,002

@ The District anticipates that the General Fund balance for Fiscal Year 2013 will remain materially unchanged from the prior fiscaf year.
NOTE: Historical comparison information for Fiscal Years 2007-2008 represents the combined totals from two separale

entities (Trophy Club MUD No. 1 and Trophy Club MUD No. 2)
Source: The Issuer's Audited Financial Statements
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DEBT SERVICE FUND COMPARATIVE SCHEDULES OF

REVENUES AND EXPENDITURES TABLE 19
Fiscal Year Ended September 30
2012 2011 2010 2009 2008
Revenue and Other Financing Sources:
Ad Valorem Property Taxes $ 547,587 $ 771,631 $ 740,420 $ 1,100,115 $ 1,302,763
Penalties and Interest 3.226 6,018 - 11,885 -
Transfers In / Utility Fees 308,000 554,100 653,000 383,009 -
Interest Earned 1,294 985 4,848 4,105 23,326
Miscellaneous and Other 10,782 - 1,000 - 29,379
Total Revenues and Other Financing
Sources: $ 870,889 $ 1,332734 $ 1,399,268 § 1409114 $ 1,355,468
Expenditures and Other Financing Uses: .
Principal Retirement $ 565,000 $ 1115000 § 1,055,000 $ 1,025,000 $ 975,000
Interest and Fiscal Charges 277,319 382,019 311,570 352,194 390,565
Totat Expenditures and Other Financing
Uses: b 842,319 $ 1497019 § 1366570 $ 1377194 $ 1365565
Excess (Deficit) of Revenues and Other
Financing Sources Over (Under)
Expenditures and Other Financing Uses $ 28,570 $ (164285) §$ 32,698 $ 121,920 $ (10,097)
Beginning Fund Balance - October 1(Restated)
(Restated) 107,847 272,132 239,434 117,514 N/A
Ending Fund Balance - September 30 $ 136417 $ 107847 8. 272132 3 . 238434 Nia

NOTE. Historical comparison information for Fiscal Years 2007-2008 represents the combined tolals from two separate
entities (Trophy Club MUD No. 1 and Trophy Club MUD No. 2)

N/A = Not Available
Source: The issuer's Audited Financial Statements
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GENERAL INFORMATION REGARDING THE TOWN OF TROPHY CLUB
AND DENTON COUNTY, TEXAS

N TOWN OF TROPHY CLUB"

General

The Town of Trophy Club (the “Town"}), incorporated in January of 1985, is Texas’s first premiere planned residential and
country-club community, The Town is located in the southern portion of the Denton County (the “County”) on State Highway 114
approximately 8 miles west of the City of Grapevine, 17 miles south of the City of Denton and 14 miles northwest of the Dallas-
Fort Worth International Airport. Lake Grapevine is located approximately 2 miles north and east of the Town. The majority of
property within the Town consists of single-family and multi-family housing. The Solana Business Complex is located adjacent to
the Town's eastern border in the cities of Westlake and Southlake. Both residents and businesses of the Town are furnished

water and wastewater treatment from Trophy Club Municipal Utllity District No. 1. The Town's 2010 Census was 8,024, which is
a 26.65% increase over the 2000 Census. The Town's 2013 population estimate was 10,060.

Source: Latest Texas Municipal Report published by the Municipal Advisory Council of -Texas, U.S. Census Report, North
Central Texas Council of Governments and thé Town of Trophy Club.

FAP OF TEXAS
SHOWLNG LOCATi0W OF

13
Population: -
Town of Denton
Year Trophy Club County
Current Estimate 10,060 . 707,304
2010 Census 8,024 662,614
2000 Census 6,350 . 423,976
1990 Census, 3,922 273,525
1980 Census N/A 143,126

Sources: United States Bureau of the Census, North Central Texas Councif of Government and the Town of Trophy Club

k]
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Leading Employers in the District:

Number of
Employer Type of Business Employees (2011)
Maguire Partners® Commercial Office Complex 3,531
Northwest Independent School District Public School District 267
Baylor Medical at Trophy Club Healthcare 126
Trophy Club Country Club Country Club 100
Tom Thumb Retail Grocery 20
Town of Trophy Club & Trophy Club MUD #1 Municipal Governmental Entities 78
Merryhill Daycare 31
Bank of America Financial Institution 7
First Financial Bank Financial Institution 7
Beck Properties Real Estate Development 4

@ See "THE DISTRICT - Status of Business/Commercial Development” and APPENDIX A “Table 11 - Principal Taxpayers
2012-2013" herein for a description of the current status of the property owned by Maguire Partners (“Maguire”). The
District cannot predict the impact that development events may have on Maguire's operations or its employses in the
District.

Source’ Information from the Issuer

Education

The Town is served by the Northwest Independent School District (the “School District” or “Northwest I1SD™). Northwest 1SD
covers approximately 232 square miles in Denton, Wise and Tarrant Counties. In addition to serving the Town, the School
District also serves the communities of Aurora, Fairview, Haslet, Justin, Newark, Northlake, Rhome, Roancke and portions of
Flower Mound, Fort Worth, Keller, Southlake and Westlake. Northwest ISD is comprised of 16 primary schools for grades pre-
kindergarten through fifth, 5 middle schools for grades sixth through eighth, 3 high schools for grades ninth through twelfth, and
2 aiternative education campuses for grades seventh through twelfth One of the high schools, Byron Nelson High School, is
located in the Town of Trophy Club. All campuses offer enriched curricula with special programs for gifted/talented students as
well as students achieving below grade level, and all are equipped with computers and full cafeteria service. The School District
serves a 2012-2013 estimated enroliment of 17,791 students (as of May 31, 2013)

Source: Information from Northwest Independent School District and the Town of Trophy Club

DENTON COUNTY
General
Denton County {the “County”) is located in north central Texas. The County was created in 1846. It is the ninth most populous
county in the state occupying a land area of 811 square miles. The popuiation of the County has grown over 50% since the 2000
census The County seat is the City of Denton.
The economy is diversified by manufacturing, state supported nsfitutions, and agriculture. The Texas Almanac designates
cattle, horses, poultry, hay, wheat and sorghum as the principal sources of agricultural income. Minerals produced in Denton
County include natural gas and clay Institutions of higher education include the University of North Texas and Texas Woman's
University with a combined 2012 fali enroliment of over 50,000.
Nearby Lake Lewisville attracts over 3,000,000 visitors annually.
Alliance Airport, the largest industrial airport in the world is located in the county and continues to attract new transportation,
distribution, and manufacturing tenants. The Texas Motor Speedway, a major NASCAR race track, was completed in 1997 and
has had a positive impact on employment and recreational spending for the area. A major Wal-Mart distribution center located in
Sanger I1s adding to the growth of the northemn portion of the County. Large housing developments that were begun several

years ago have been completed and new developments such as Rayzor Ranch, the Hills of Denton, Hunter Ranch and Cole
Ranch are expected to add over 28,000 new housing units in the next 20 years.

Source: Texas Municipal Report and information from the County.
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Major Employers in Denton County

Number of

Employer Principal Line of Business Employees
University of North Texas Higher Education 7,762
Lewisville Independent School District  ~ Pubhlic School Education 6.508
Wal-Mart Distribution Center Distribution Center 3,800
Denton Independent School District Public School Education 3,266
Centex Home Equity Finance / Insurance 2,600
Frito Lay Co Manufacturing 2,500
American Airlines Transportation / Warehousing 2,154
Peterbilt Motors Manufacturing 2,100
Northwest Independent Schooi District Public School Education. 1,636
Denton State School- ' Mental Health Facility / Services. 1,500

Source: Denton County 2012 Comprehensive Annual Financial Report

Denton County

Labor Force Statistics
April
2013
Civilian Labor Force '389,989
Total Employed 369,380
Total Unemployed 20,609
% Unemployed . 5.3% ¢
% Unemployed (Texas) 6.1%
% Unemployed (United States) 7.1%

Source: Texas Workforce Commission, Labor Market information Department.
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April

2012
381,272
359,117

22,1585

5.8%
6.5%
77%
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FORM OF LEGAL OPINION OF BOND COUNSEL
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Proposed Form of Opinion of Bond Counsel

An opinion in substantially the following form will be delivered by
McCall, Parkhurst & Horton L.L.P., Bond Counsel, upon the delivery of the Bonds,
assuining no material changes in facts or law.

4

[DATE OF, DELIVERY]

i
TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
UNLIMITED TAX REFUNDING BONDS
] SERIES 2013
\ DATED JULY 1, 2013
IN THE AGGREGATE PRINCIPAL AMOUNT OF $

ks
AS BOND COUNSEL FOR TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1 (the
"District") issuer of the Bonds described above (the "Bonds"), we have examined into the legality and validity of
the Bonds, which bear interest from the dates and mature on the dates in accordance with the terms and conditions
stated in the text of the Bonds. ‘Terms used herein and not otherwise defined shall have the meaning given in the
Order of the District authorizing &he issuance and sale of the Bonds (the "Order").

WE HAVE EXAMINED the Constitution and laws of the State of Texas, and other documents
authorizing and relating to the issuance of said Bonds, including one of the executed Bonds (Bond Number T-1),
and specimens of Bonds to be authenticated and delivered in exchange for the Bonds.

BASED ON SAID EXAMINATION, IT IS OUR OPINION THAT the Bonds have been authorized
and issued and the Bonds delivered concurrently with this opinion have been duly delivered, and that, assuming
due authentication, Bonds issued in exchange therefor will have been duly delivered, in accordance with law, and
that said Bonds, except as may be limited by laws applicable to the District relating to bankruptcy, reorganization
and other similar matters affecting creditors’ rights generally or by general principles of equity which permit the
exercise of judicial discretion, constitute valid and legally binding obligations of the District, payable from ad
valorem taxes to be levied, without limit as to rate or amount, and collected by the District upon taxable property
within the District, which taxes the District has covenanted to levy in an amount sufficient to pay the interest on
and the principal of the Bonds. Such covenant to levy taxes is subject to the right of a city, under existing Texas
law, to annex all of the territory within the District; to take over all properties and assets of the District; to assume
all debts, liabilities, and obligations of the District, including the Bonds; and to abolish the District or if the
District consolidates with another District.

IT IS FURTHER OUR dPlNION, except as discussed below, that the interest on the Bonds is
excludable from the gross income of the owners for federal income tax purposes under the statutes, regulations,
published rulings, and court decisions existing on the date of this opinion. We are further of the opinion that the
Bonds are not "specified private activity bonds" and that, accordingly, interest on the Bonds will not be included
as an individual or corporate alternative minimum tax preference item under section 57(a)(5) of the Internal
Revenue Code of 1986 (the "Code"). In expressing the aforementioned opinions, we have relied on, certain
representations, the accuracy of which we have not independently verified, and assume compliance with certain
covenants regarding the use and investment of the proceeds of the Bonds and the use of the property financed or
refinced therewith. We call your attention to the fact that if such representations are determined to be inaccurate or
if the Issuer fails to comply with such covenants, interest on the Bonds may become includable in gross income
retroactively to the date of issuance of the Bonds.
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EXCEPT AS STATED ABOVE, we express no opinion as to any other federal, state or local tax
consequences of acquiring, carrying, owning or disposing of the Bonds.

WE CALL YOUR ATTENTION TO THE FACT THAT the interest on tax-exempt obligations, such
as the Bonds, is included in a corporation's alternative minimum taxable income for purposes of determining the
alternative minimum tax imposed on corporations by section 55 of the Code.

OUR OPINIONS ARE BASED ON EXISTING LAW, which is subject to change. Such opinions are
further based on our knowledge of facts as of the date hereof. We assume no duty to update or supplement our
opinions to reflect any facts or circumstances that may thereafter come to our attention or to reflect any changes in
any law that may thereafter occur or become effective. Moreover, our opinions are not a guarantee of result and
are not binding on the Internal Revenue Service (the "Service"); rather, such opinions represent our legal judgment
based upon our review of existing law and in reliance upon the representations and covenants referenced above
that we deem relevant to such opinions. The Service has an ongoing audit program to determine compliance with
rules that relate to whether interest on state or local obligations is includable in gross income for federal income
tax purposes. No assurance can be given whether or not the Service will commence an audit of the Bonds. 1f an
audit is commenced, in accordance with its current published procedures the Service is likely to treat the 1ssuer as
the taxpayer. We observe that the Issuer has covenanted not to take any action, or omit to take any action within
its control, that if taken or omitted, respectively, may result in the treatment of interest on the Bonds as includable
in gross income for federal income tax purposes.

WE EXPRESS NO OPINION as to any insurance policies issued with respect to the payments due for
the principal of and interest on the Bonds, nor as to any such insurance policies issued in the future.

OUR SOLE ENGAGEMENT in connection with the issuance of the Bonds is as Bond Counse] for the
Issuer, and, in that capacity, we have been engaged by the Issuer for the sole purpose of rendering our opinions
with respect to the legality and validity of the Bonds under the Constitution and laws of the State of Texas, and
with respect to the exclusion from gross income of the interest on the Bonds for federal income tax purposes, and
for no other reason or purpose. The foregoing opinions represent our legal judgment based upon a review of
existing legal authorities that we deem relevant to render such opinions and are not a guarantee of a result. We
have not been requested to investigate or verify, and have not independently investigated or verified, any records,
data, or other material relating to the financial condition or capabilities of the Issuer, or the disclosure thereof in
connection with the sale of the Bonds, and have not assumed any responsibility with respect thereto. We express
no opinion and make no comment with respect to the marketability of the Bonds. Our role in connection with the
Issuer's Official Statement prepared for use in connection with the sale of the Bonds has been limited as described
therein.

Respectfully,
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APPENDIX D

¥

EXCERPTS FROM THE DISTRICT'S AUDITED FINANCIAL STATEMENTS FOR THE FISCAL YEAR ENDED SEPTEMBER 30, 2012

{Independent Auditor's Report, General Financial Statements and Notes to the Financial Statements - not intended to be a complete
statement of the Issuer's financial condition Reference is made {o the complete Annual Financial Report for further information.)
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and Company PLLC

Certified Public Accountants

¥

'INDEPENDENT AUDITOR’S REPORT
To the Board of Directors ‘ 3
Trophy Club Municipal Utility District No. 1
Trophy Club, Texas

‘We have audited the accompanying financial statements of the governmental activities and each
major fund of the Trophy Club Municipal Utility District No.-1, (the District), as of and for the
year ended September 30, 2012, which collectively comprise*the District’s basic’ financial
statements as listed in the table of contents. These financial statements are the responsibility of
the Disfrict’s management. Qur responsibility is to express opinions on these financial statements
based on our audit. %

¥ : i
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and Goversment Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of matcrial misstatcment. 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
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referrcd to above present fairly, in all material respects,
the respective financial position of the governmental activities, and each major fund-of the
Trophy Club Municipal Utility District No. 1 as of September 30, 2012, and the changes in
financial position for the year then ended, in conformity with accounting principles generally
accepted in the United States of America.

-The management’s discussion and analysis, and budgetary comparison information on pages 3
through 10 and 35 through 36, arec not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain iimited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information and express no opinion
on it.

1

LaFoliett & Company PLLC
PO Box 717 * Tom Bean, TX * 75489
903-546-6975 + www.lafollettcpa.com
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In accordance with Government Auditing Standards, we have issued a report dated January 15,
2013 on our consideration of the District’s internal control over financial reporting and our tests
of compliance with certain provisions of laws, regulations, contracts and grants. The purpose of
that report is to describe the scope of testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. The report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise Trophy Club Municipal Utility District No. 1°s basic financial statements.
The accompanying individual schedules and other supplementary information listed in the table
of contents are presented for the purpose of additional analysis and are not a required part of the
basic financial statements. The accompanying individual schedules and other supplementary
information have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

Fotsllitod Gomperyp PCL

Tom Bean, Texas
January 15, 2013
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT.NO. 1
MANAGEMENT’S DISCUSSION AND ANALYSIS
September 30, 2012

¥
Trophy Club Municipal Utility District No. 1, Texas (the “District”} Management’s Discussion
and Analysis (MD&A) is a narrative overview and analysis designed to provide the reader a
means to identify and understand the financial activity of the District and changes in the
District’s financial position during the fiscal year ended September 30, 2012.

The Management’s Discussion and Analysis is supplemental to, and 'should be considered along
with, the District’s financial statements. \

Financial Highlights

At the close of the fiscal year, the assets of the District exceeded its liabilities by
$14,140,050. Of this amount, $4,000,715 is unrestricted net assets and may be used to meet
the District’s ongoing commitments. s

The District’s net assets increased by $1,618,006 as a result’of operations.

At the end of the fiscal year, the District’s governmental type funds reported a combined
fund balance of $3,916,896. <

As of September 30, 2012, the unassigned fund balance of the General Fund was $3,075,080,
which is equal to 40% of total General Fund expenditures.

Long-term debt activity for the District included a new $1,100,000 note payable and a
$2,355,000 Series 2012 refunding bonds.

Overview of the Financial Statements ' .

The MD&A is intended to introduce the reader to the District’s basic financial statements, which
are comprised of three components: 1. Government-Wide Financial Statements, 2. Fund
Financial Statements, and 3.-Notes to Basic Financial Statements. The report also contains other
required supplementary informaticn in addition to the basic financial statements.

Government-Wide Financial Statements — the government wide financial statements are
designed to provide the reader with a general overview of the District’s finances in a way that is
comparable with financial statements from the private sector. The government-wide financial
statements consist of two statements:

1. The Statement of Net Assets — (Page 11) this statement presents information on ail of the
District’s assets and liabilities; the difference between the two is reported as net assets.
Over an extended period, the increase or decrease in net assets will serve as a good
indicator of whether the financial position of the District is improving or deteriorating.

3
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
MANAGEMENT’S DISCUSSION AND ANALYSIS
September 30, 2012

Overview of the Financial Statements - continued

2. The Statement of Activities — (Page 12) gives information showing how the District’s net
assets have changed during the fiscal year. All revenues and expenses are reported on the
full accrual basis.

Fund Financial Statements - Fund financial statements provide detailed information about the
most important funds and not about the District as a whole as in the government-wide financial
statements.

The District uses fund accounting to demonstrate compliance with finance related legal
requirements which can be categorized as governmental fund activities.

Governmental Funds — All of the District’s activities are reported in governmental funds. They
are used to account for those functions known as governmental activities. But unlike
government-wide financial staterents, governmental fund financial statements focus on how
monies flow into and out of those funds and their resulting balances at the end of the fiscal year.
Statemnents of governmental funds provide a detailed short-term view of the Disirict’s general
government operations and the basic services it provides. Such information can be useful in
evaluating a government’s short-term financing requirements.

The District maintains three governmental funds. Information is presented separately in the
Governmental Fund Balance Sheet and in the Governmental Fund Statement of Revenues,
Expenditures and Changes in Fund Balances for the General Fund, Debt Service Fund and
Capital Projects Fund.

The District adopts annual appropriated budgets for the General Fund and Debt Service Funds. A
budgetary comparison statement is provided for each annually budgeted fund to demonstrate
compliance with its budget.

Notes to the Basic Financial Statements —~ The notes provide additional information that is
essential to a full understanding of the data presented in the government-wide and fund financial
statements. The notes to the basic financial statements can be found on pages 17-34.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
MANAGEMENT’S DISCUSSION AND ANALYSIS
September 30, 2012

Overview of the Financial Statements - continued
Government-wide Financial Analysis

The Management’s Discussion and Analysis highlights the information provided in both the
Statement of Net Assets and Statement of Activities in the government-wide financial
statements. It may serve over an extended period of time, as a useful indicator of the District’s
financial position. At the end of the fiscal year, the District’s assets exceeded liabilities by
$14,140,050. Of this amount $10,009,038 (71%) reflects the District’s investment in capital
assets (e.g., land, buildings, machinery and equipment, net of accumulated depreciation), less
any relateéd outstanding debt used to acquire those assets. The District uses these capital assets to
provide service to the community; therefore these assets are not available for future spending.
* S

Table 1
Condensed Statements of Net Assets
Governmental Governmental
Activities Activities
s 2012 2011
Current and other $ 5,441,743 $ 4,782,322
Capital assets 17,740,507 16,798,956
Total Assets 23,182,250 21,581,278
Long-term liabilities 6,641,531 6,850,903
Other liabilities 2,400,669 2,208,331
Total Habilities 9,042,200 9,059,234
Net Assets: !
Invested in capital assets,
net of related debt 10,009,038 9,291,084
Restricted 130,297 107,847
Unrestricted 4,000,715 3,123,113
Total Net Assets (restated) 3 14,140,050 $ 12,522,044
S N,
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
MANAGEMENT’S DISCUSSION AND ANALYSIS
September 30, 2012

Overview of the Financial Statements - continued

District operational analysis — The following table provides a summary analysis of the District’s
consolidated operations for the fiscal years ended September 30, 2012 and 2011. Governmental
activities have increased the District's net assets by $1,618,006, which amounts to a 13%
increase in net assets for the year ended September 30, 2012,

Table 2
Changes in Net Assets
Govemmental Governmental
Activities Activities
2012 2011

Revenue:
Program revenue

Charges for services $ 5,981,722 $ 5,814,098

Grants and Contributions 70,512 349,252
General Revenue

Ad valorem taxes 1,931,167 2,081,548
Unrestricted investment earnings 7,000 7,573
Miscellaneous 123,024 80,908
Total Revenue 8,113,425 8,333,379
Expenses:

Water & Wastewater operations 3,703,498 3,499,324

General government 1,658,228 1,400,004

Fire 843,542 785,195

Interest and fiscal charges 290,151 - 397,449
Total Expenses 6,495,419 6,081,972
Increase in net assets (FY11 restated) $ 1,618,006 $ 2,251,407

6
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
MANAGEMENT’S DISCUSSION AND ANALYSIS
September 30, 2012

Financial analysis of the District’s funds

Governmental Funds - the main focus of the 'District’s governmental funds is to provide
information on the flow of monies to and from the funds, and to note the unassigned fund
balance, which is a good indicator of resources available for spending in the near term. The
information derived from these funds is highly useful in assessing the District’s financial
requirements. The unassigned fund balance may serve as a useful measure of the government’s
net resources available for use at the fiscal year-end.

At the end of the fiscal year, the District’s governmental funds reported combined ending fund
balances of $3,916,896, of which 77%, or $3,000,848, is unassigned and available to the District
for future spending.

General Fund budgeta;'y highlights ‘,

Significant amendments to the General Fund 2012 budget involved the addition of $1,100,000
for note payable proceeds and related capital outlay expenditures.

Revenue: Revenues were $122,467 (1.6%) less than budgeted

H

s Water and wasiewater charges were $230,700 (4%) less than budtreted Most of the
variance is from wastewater department

*

Expenses: Expenses were $315,421 (3.9%) less than budgeéted

e Wastewater collection expenditores were $190,617 less than budgeted.
e Debt service expenditures were $63,988 more than budgeted.

Debt Service Fund: g

e The debt service fund reserves increased from $107,847 to $137,297 due to an overall
$27,730 favorable budget variance.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
MANAGEMENT’S DISCUSSION AND ANALYSIS
September 30, 2012

Capital Asset and Debt Adminijstration

The District’s investment in capital assets for its governmental activities as of September 30,
2012 amounted to $17,740,507, net of accumulated depreciation. This represents a broad range
of capital assets including, but not limited to land, buildings, improvements, machinery and
equipment, vehicles, and water, wastewater treatment, and wastewater collection systems.

Capital assets increased approximately 5.6% during 2012 primarily due to over $1.05 million of
water system improvements.

A management review of capital assets was performed during fiscal year 2012 and identified
$259,922 of unrecorded capital contributions in prior years. Additionally, $203,428 in accounts
payable in the Capital Projects Fund at the beginning of the year related to the cost of building
improvements, but the payable was deemed invalid by both the vendor and the District during
2012. Additional information about capital assets may be found in Note 5 in the notes to
financial statements.

Debt administration

Long-Term Debt — at the end of the current fiscal year, the consolidated District had $7,731,469
of general obligation bonds, contractual obligation bonds, notes payable, capital lease
obligations, and accrued compensated absences, a decrease of 1% from the previous fiscal year.
Of this amount, $7,695,243 is backed by the full faith and credit of the government. New debt
for the District included a $1,100,000 note payable and a $2,355,000 Series 2012 refunding
bonds that defeased the $2,355,000 of outstanding Series 2002 bond debt.

General debt currently outstanding

Table 3
Outstanding Debt at Year-end
Governmental Govemmental
Activities Activities
2012 2011

General obligation bonds $ 6,717,270 $ 7,162,142

Contractual obligations 137,000 349,059

Notes payable 840,973 190,209

Capital lease obligations - 9,888

Compensated absences 36,226 77,916

Total $ 7,731,469 % 7,789,214
8
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
MANAGEMENT’S DISCUSSION AND ANALYSIS
September 30, 2012

i
Economic factors and next year’s budgets and rates:
Generat fund fiscal year 2013 b;idgetary highlights

Revenue: Excluding the $1.1 million loan proceeds for 2012 Water Capital Project,
the District’s 2013 operational revenue is budgeted to increase by
$77,484, )

» Property tax revenue is budgeted to increase by $46,370 due to an increase in property
values for new construction of residential homes.

‘s Water and wastewater revenue is budgeted to increase by $139,712 due to an increase in
utility rates and new construction in residential homes. )

s Utility fees revenue is budgeted to increase by $23,000 due to new home construction. A
reserve of $345,000 in Utility fees will be allocated to the Debt Service fund.

Expenses: Excluding the $1.1 million of expenses for the 2012 Water Capital Project,
the District’s 2013 operational expense is budgeted to increase by
$800,701.

¢ The majority of the increase is related to wastewater plant upgrades.
o The wholesale water budget is to increase by $308,447 due to an increase in new
construction of residential homes.

Overall:

The District’s 2013 operational budget is anticipated to have expenses of $7,845,141 on
revenues of $7,539,393 that results in a $305,748 use of reserves.

Debt Service Fund 2013 budget:

e Debt service revenues are budgeted to decrease from $870,889 in fiscal 2012 to $860,557
in fiscal 2013. This is a decrease of $10,332, or 1.186%.

e Debt service appropriations will decrease from $842,319 to $838,033 due to the 2012
refinancing of an existing bond issue.

o Property tax revenues are budgeted to decrease by $346,747 due to a tax rate reduction.
$345,000 in utility fees are allocated from the General Fund to the Debt Service fund in
2013. In fiscal year 2012, $338,880 in utility fees were budgeted in the General fund and
$6,120 were budgeted in the Debt Service fund.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
MANAGEMENT”’S DISCUSSION AND ANALYSIS
September 30, 2012

Economic factors and next year’s budgets and rates: (Continued)
The consolidated District’s overall budget for revenue increased from $8,332,798 in fiscal
2012 to $8,399,950 in fiscal 2013, which is a .8058% increase. The overall appropriations
increased from $7,886,759 to $8,683,174, which is a 10.098% increase.

Regquests for information

This financial report is designed to provide a general overview of the District’s consolidated
finances for all interested parties. Questions concerning any of the information in this report or
requests for additional information should be directed to the Trophy Club Municipal Utility
District No. 1, Senior Accountant, 100 Municipal Drive, Trophy Club, Texas 76262.

10
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

STATEMENT OF NET ASSETS
SEPTEMBER 30, 2012
Governmental
Activities
ASSETS

Cash and cash equivalents $ 4,251,741
Receivables

Accounts receivable, net 738,961

Taxes 38,165

Other 31,029
Due from other governments 184,910
Deferred charges 196,937
Non-depreciable capital assets:

Land 248,093

Construction in progress 278,856
Non-depreciable capital assets:

Buildings and other improvements 3,648,283

Machinery, vehicles, and other equipment 3,257,208

Water system 18,022,252

Organization costs 2,331,300

Accumulated depreciation (10,045,485)
TOTAL ASSETS $ 23,182,250

LIABILITIES

Accounts payable $ 1,053,876

Accrued liabilities 29,242

Accrued interest payable 20,986

Customer deposits 206,627

Noncurrent liabilities:

Debt due within one year 1,089,938
Debt due in more than one year 6,641,531
TOTAL LIABILITIES 9,042,200
NET ASSETS

Invested in capital assets, net of related debt 10,009,038

Restricted for debt service 130,297

Unrestricted 4,000,715
TOTAL NET ASSETS $ 14,140,050

The notes to financial the statements are an integral part of this statement,
11
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO.
STATEMENT OF ACTIVITIES
YEAR ENDED SEPTEMBER 30, 2012

Py

Governmental Activities

Net (Expenses)
Revenue and
. Changes in Net
Program Revenues Assets
Operating Capital Grants :
Charges for Grants and and Governmental
Program Activities Expenses Services . Contributions  Contributions Activities
Governmental Activities *
General governmment S 509,358 $ 764,636 §$ - 3 - s 255,278
Water operations 2,703,404 3,463,348 - 28,630 788,624
Wastewater operations 667,328 1,753,738 - 31,832 1,118,242
Wastewater collection system 332,766 - - - (332,766)
Utility billing 199,201 - * - (199,201)
Directors 16,834 - - (16,834)
Manager’s office 556,359 (556,359)
Finance and H.R. 117,052 - (117,052)
Facilities management 85,314 - (85,314)
Information systems 174,110 -~ - - (174,110)
, Fire 843,542 - 10,000 - (833,542) -
Interest on long term debt 290,151 - — - (290,151)
Total governmental
activities $ 6495419 $ 5981,722 § 10,000 § 60,512 % (443,185)
General Revenues: :
Ad valorem taxes 1,931,167
Investment income 7,000
Miscellaneous 123,024
Total general revenues 2,061,191
Change in net assets 1,618,006

Net Assets - beginning of year, as restated 12,522,044

Net Assets-endof year § 14,140,050

The notes to the financial statements are an integral'part of this statement.
12
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

BALANCE SHEET
GOVERNMENTAL FUNDS
SEPTEMBER 30, 2012
ASSETS
Debt Capital Total
Service Projects Governmental
General Fund Fund Fund Funds
Assets
Cash and cash equivalents § 4,066,050 $ 136,417 $ 49274 § 4,251,741
Receivables:
Accounts receivables, net 738,961 - - 738,961
Taxes 21,770 16,395 38,165
Other receivables 31,029 - 31,029
Due from other governments 184,910 - - 184,910
Due from other funds 1,877 - - 1,877
Prepaids - - - -
TOTAL ASSETS $ 5,044,597 $ 152812 $ 49274 $ 5,246,683
LIABILITIES AND FUND BALANCES
Liabilities
Accounts payable $ 932,247 5 - $ 121,629 $ 1,053,876
Accrued liabilities 29,242 - - 29,242
Customey deposits 206,627 - - 206,627
Due to other governments - - - -
Due to other funds - - 1,877 1,877
Deferred revenue 21,770 16,395 - 38,165
Total liabilities 1,189,886 16,395 123,506 1,329,787
Fund Balances
Assigned - Budgetary Deficits 305,748 - - 305,748
Assigned ~ Other 473,883 136,417 - 610,300
Unassigned 3,075,080 - (74,232) 3,000,848
Total fund balances 3,854,711 136,417 (74,232) 3,916,896
TOTAL LIABILITIES AND
FUND BALANCES $ 5,044,597 $ 152812 $ 49274 $ 5,246,683
The notes to financial statements are an integral part of this statement.
i3
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS
SEPTEMBER 30, 2012

Total fund balances - governmental funds

Amounts reported for governmental activities in the statement of net assets
are different because:
Capital assets used in governmental activities are not current financial
resources and, thérefore, are not reported in the governmental funds balance sheet,

Costs associated with the issuance of long-term debt are expensed when
incurred in governmental funds. These costs are capitalized and amortized over

the life of the debt in the government wide financial statements.

Revenue reported as deferred revenue in the governmental funds balance

sheet is recognized as revenue in the government wide statement financial statements.

Interest payable on long term debt does not require current financial
resources; therefore interest payable is not reported as a liability in the
governmental funds balance sheet.

Accrued compensated absences does not require the use of current financial resources;
therefore accrued vacation is not reported as a liability in the governmental
funds balance sheet.

Long-term [iabilities, including bonds payable are not due and payable in the
'curren'g period and, therefore, are not reported in the fund financial statements.

Net assets of governmental activities

The notes to the financial statements are an integral part of this statement.
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$ 3,916,896

17,740,507

196,937

38,165

+

. (20,986)

(36,226)

(7,695,243)
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TROPHY CLUB MUNICIPAL UTYLITY DISTRICT NO. 1
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2012

Tatal
Debt Service Capital Governmental
General Fund Fund Projects Fund Funds
Revenues:
Water and wastewater charges $ 5210077 $ - $ - $ 5,210,077
Taxes 1,374,807 550,813 - 1,925,620
Utility fees 647,080 6,120 - 653,200
Miscellaneous 95.792 - 22,570 118,362
Oversize meter reimbursements 109,436 - - 109,436
Intergovernmenial revenues 10,000 - - 10,000
Inspection and tap fees 9,009 - - 9,009
Invesiment income 5,706 1,294 - 7.000
Total revenues 7,461,907 558,227 22,570 8.042,704
Expenditures
Current:
Water operations 2,503,331 2,503,331
Fire 822,307 822,307
Wastewater operations 614,102 614,102
Manager's office 556,359 556,359
‘Wastewater collection system 260,895 260,895
Utility billing 199,201 - 199,201
Information systems 173,386 - 173,386
Finance 114,970 - 114,970
General government 122,787 42 122,829
Facilities management 85,314 - 85,314
Directors 16,834 - 16,834
Human resources 2,082 - - 2,082
Capital Outlay 1,562,309 - 1,562,809
Debt Service
Principal 680,899 565,000 - 1,245,899
Interest and fiscal charges 20,083 275,519 - 295,602
Bond administrative fees - 1,800 - 1,800
Total expenditures 7,735,359 842,319 42 8,577,720
Excess {deficiency) of revenues
over (under) expenditures (273.452) (284,092) 22,528 (535,016)
Qther financing sources (uses)
Issuance of refunding bonds - 2,355,000 - 2,355,000
Payment 10 refunding bonds escrow agent - (2,355,000) - (2,355.000)
Issuance of notes 1,100,000 - . 1,100,000
Premium on bonds - 4,662 - 4,662
Transfers in - 308,000 2,278 310,278
Transfers out (310,278) - - (310,278}
Total other financing sources (uses) 785,722 312,662 2,278 1,104,662
Net change in fund balance 516,270 28,570 24,806 569,646
Fund Balances - beginning of year (restated) 3,338,441 107,847 (99,038) 3,347,250
Fund Balances - end of year $ 335411 $ 136417 $ (714232) § 3.916,896
The notes to financial statements are an integral part of this statement,
15
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
RECONCILIATION OF THE STATEMENT OF REVENUES
EXPENDITURES AND CHANGES IN FUND BALANCES OF

GOVERNMENTAIL FUNDS TO THE STATEMENT OF ACTIVITIES

YEAR ENDED SEPTEMBER 36, 2012

Net change in fund balances - total governmental funds

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

Depreclatlon expense on capital assets reported in the statement of activities
does not require the use of current financial resources, therefore, depreciation
expense is not reported as expenditures in the governmental funds.

Governmental funds report capital outlays as expenditures. However, in the
statement of activities the costs of those assets is allocated over their .
estimated useful lives and reported as depreciation expense. This is the
amount of capital assets recorded in the current period.

Governmental funds reflect the proceeds of notes payable as other financing
sources. However, in the government-wide statements, the proceeds are reflected
* as increases in long-term liabilities.

Debt principal payments reduces long-term liabilities in the statement of net
assets, but it is recorded as an expenditure in the governmental finds

Current year contributions of capital assets are not recorded in the governmental funds,
but are recognized for the government-wide financial statements.
s 1 .

.Governmental funds report the effects of issvance costs, premiums, and deferred
losses on refunding when debt is first issued, whereas the amounts are deferred
and amortized in the statement of activities.

3 i
Various other reclassifications and eliminations are necessary to convert from the
modified accrual basis of accounting to accrual basis of accounting. These include
recognizing the changé in deferred revenue and various other items. The net effect
of these reclassifications is to decrease net assets.

Current year changes in accrued interest payable do not require the use of current
financial resources and, therefore, are not reported as expendltures in the'
governmental funds

Change in net assets of governmental activities

-

The nates to the financial statements are an integral part of this statement.
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s 569,646

(674,440)

1,562,809

© (1,100,000)
1,245,899

60,512 °

(18,733)

(34,938)

7,251

$ 1,618,006
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. General Statement

Denton County Municipal Utility District No. 1 (the District) was created by the Texas Water
Rights Commission (later known as Texas Commission on Environmental Quality (TCEQ)) on
March 4, 1975 and confirmed by the electorate of the District at a confirmation election on
October 7, 1975. The Board of Director’s held its first meeting on April 24, 1975. The Bonds
were first sold on June 8, 1976. The District operates pursuant to Article XVI, Chapter 59 of the
Texas Constitution and Chapter 54 of the Texas Water Code, as amended, Effective April 1,
1983, the District’s name was officially changed by order from Denton County Municipal Utility
District No. 1 to Trophy Club Municipal Utility District No. 1.

On May 9, 2009, citizens voted to consolidate the District and Trophy Club Municipal Utility
District No. 2 (MUD2). As a result, the District reports consolidated activity and balances for the
District and the entities formerly known as MUD?2 and the Trophy Club Master District Joint
Venture (a joint venture of MUD1 and MUD2).

The Governmental Accounting Standards Board (GASB) is the accepted standard setting body for
the District. The financial statements of the District have been prepared in conformity with
generally accepted accounting principles (GAAP) as applied to government units.

B. Financial Reporting Entity

As required by accounting principles generaily accepted in the United States of America, these
financial statements include the activities of the District and any organizations for which the
District is financially accountable or for which the nature and significance of their relationship
with the District are such that exclusion would cause the reporting entity's financial statements to
be misleading or incomplete.

The definition of the reporting entity is based primarily on the notion of financial accountability.
A primary government is financially accountable for the organizations that make up its legal
entity. It is also financially accountable for legally separate organizations if its officials appoint a
voting majority of an organization's governing body and either it is able to impose its will on that
organization or there is a potential for the organization to provide specific financial benefits to, or
to impose specific financial burdens on, the primary government. A primary government may also
be financially accountable for governmental organizations that are fiscally dependent on it.

A primary govermment has the ability to impose its will on an organization if it can significantly
influence the programs, projects, or activities of, or the level of services performed or provided by,
the organization. A financial benefit or burden relationship exists if the primary government (a) is
entitled fo the organization's resources; (b) is legally obligated or has otherwise assumed the
obligation to finance the deficits of, or provide financial support to, the organization; or {c) is
obligated in some manner for the debt of the organization. Some organizations are included as
component units because of their fiscal dependency on the primary government. An organization
is fiscally dependent on the primary government if it is unable to adopt its budget, levy taxes, set

17
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
rates or charges, or issue bonded debt without approval by the primary government. Accordingly,
the District has no component units,

C. Government-Wide and Fund Financial Statements’

The government-wide financial statements (the statement of net assets and the statement of
activities) report information on all of the activities of the District, except for fiduciary’ funds. The
effect of interfund activity has been removed from these statements. Governmental Activities,
which normally are supported by taxes and intergovernmental revenues, are reported separatély
from business-type activities, which rely to a significant extent on fees and charges for support.
The activities of the District are comprised only of governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a given
program are offset by program revenues. Direct expenses are those that are clearly identifiable
with'a specific program. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given program
and 2) operating or capital grants and contributions that are restricted to meeting the operational or
capital requirements of a particular program. Taxes and other items not properly includéd among
program revenues are reported instead as general revenues.

Fund Financial Statements ) )
t .

The District segregates transactions related to certain functions or activities in separate funds in
order to aid financial management and to demonstrate legal compliance. These statements are
required to present each major fund in a separate column on the fund financial statements. For
fiscal year 2012, the major fund is the General Fund. Non-major funds include the Debt Service
Fund and Capital Pro_]ects Fund.

Governmental funds are those funds through which most governmental functions typically are
financed. The measurcment focus of governmental funds is on the sources, uses and balance of
current financial resources. The District has presented the following governmental funds:

General Fund

+

The General Fund is the main operating fund of the District. This fund is used to account
for all financial resources not accounted for in other funds. All general tax revenues and
other receipts that are not restricted by law or contractual agreement to some other fund
are accounted for in this fund. General operating expenditures, fixed charges and capital
improvement costs that are not paid through ‘other funds are paid from the General Fund.

Debt Service Fund

The Debt Service Fund is used to account for resources accumulated and payments made
" for principal and intcrest on the long-term debt of governmental funds.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
Capital Projects Fund

The Capital Projects Fund is used to account for funds received and expended for the
acquisition and construction of infrastructure and other capital assets.

D. Measurement Focus and Basis of Accounting

Measurement focus refers to what is being measured; basis of accounting refers to when revenues
and expenditures are recognized in the accounts and reported in the financial statements. Basis of
accounting relates to the timing of the measurement made, regardless of the measurement focus
applied.

The government-wide statements are reported using the economic resources measurement focus
and the accrual basis of accounting.

The economic resources measurement focus means all assets and liabilities (whether current or
non-cuxrent) are included on the statement of net assets and the operating statements present
increases (revenues) and decreases (expenses) in net total assets. Under the accrual basis of
accounting, revenues are recognized when earned. Expenses are recognized at the time the liability
is incurred.

Governmental fund financial statements are reported using the current financial resources
measurement focus and are accounted for using the modified accrual basis of accounting. Under
the modified accrual basis of accounting, revenues are recognized when susceptible to accrual;
i.e., when they become both measurable and available.

“Measurable” means the amount of the transaction can be determined and “available” means
collectible within the current period or soon enough thereafter to be used to pay liabilities of the
current period. The District considers receivables collected within sixty days after year-end to be
available and recognizes them as revenues of the current year. Expenditures are recorded when the
related fund liability is incurred. However, debt service expenditures are recorded only when
payment is due.

The revenues susceptible to accrual are interest income and ad valorem taxes. All other
governmental fund revenues are recognized when received.

E. Cash and Investments

The District’s cash and cash equivalents are considered to be cash on hand, demand deposits, and
short-term investments of three months or less from the date of acquisition.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
E. Cash and Investments - Continued

The District’s investment policy requires that all monies be deposited with the authorized District
depository or in (1) obligations of the United States or its agencies and instrumentalities; (2) direct
obligations of the State of Texas or its agencies; (3) other obligations, the principal of and interest
on which are unconditionally guaranteed or insured by the State of Texas or the United States; (4)
obligations of states, agencies, counties, cities, and other political subdivisions of any state having
been rated as to investment quality by a nationally recognized investment rating firm and having
received a rating of not less than A or its equivalent; (5) certificates of deposit by state and
national banks domiciled in this state that are (A) guaranteed or insured by the Federal Deposit
Insurance Corporation, or its successor; or, (B) secured by obligations that are described by (1) -
(4); or, (6) fully collateralized direct repurchase agreements having a defined termination date,
secured by obligations described by -(1), pledged with third party selected or approved by the
District, and placed through a primary government securities dealer.

All investments are recorded at fair value based on quoted market prices. Fair vafue is the amount
at which a financial instruinent conld be exchanged in a current transaction between willing
parties.

F. Capital Assets

Capital assets, which include property, plant, and equipment, are reported in the government-wide
financial statements. All capital assets are valued at historical cost or estimated historical cost if
actual historical cost is not available. Donated assets are valued at their fair market value on the
date donated. Repairs and maintenance are recorded as expenses. Renewals and betterments are
capitalized. Interest has not been capitalized during the construction period on property, plant and
equipment. ‘

Assets capitalized have an original cost of $5,000 or more and over one year of useful life.
Depreciation has been calculated on each class of depreciable property using the straight-line
method. Estimated useful lives are as follows: ‘

Buildings 50 Years

Improvements other than buildings ' 15 - 30 Years
Machinery and equipment 5-15 Years
Vehicles ’ ) 6 - 12 Years
Water and wastewater systems 30 - 65 Years
20
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
G. Accumulated Vacation, Compensated Time and Sick Leave

District employee benefits are furnished under a contract with the Town of Trophy Club, Texas.
The District allocates these costs from the Town to various expense accounts and the Town is
subsequently reimbursed. The District retains primary liability for its employee vacation pay and
records compensated absences earned by personnel based on the District’s vacation policy.

H. Organizational Costs

The District, in conformance with requirements of the TCEQ, capitalized costs incurred in the
creation of the District. The TCEQ requires capitalization of organizational costs for the
construction period, all costs incurred in the issue and sale of bonds, bond interest and amortized
bond premium and discount losses on sales of investments, accrued interest on investments
purchased, attorney fees and some administrative expenses until construction and acceptance or
use of the first revenue producing facility has occurred. The District amortizes the organizational
costs using the straight-line method over a period of 22 10 45 years.

1. Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital
assets, net of related debt consists of capital assets, net of accumulated depreciation, reduced by
the outstanding balances of any borrowing used for the acquisition, construction or improvements
of those assets, and adding back unspent proceeds. Net assets are reported as restricted when there
are limitations imposed on their use either through the enabling legislations adopted by the District
or through external restrictions imposed by creditors, grantors or laws or regulations of other
governments.

J. Estimates

In preparing financial statements in conformity with accounting principles generally accepted in
the United States of America, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities, the disclosures of contingent assets and
liabilities, and the reported amounts of revenue and expenses/expenditures. Actual results could
differ from those estimates.

K. Fund Balances

The Governmental Accounting Standards Board (GASB) has issued Statement No. 54, Fund
Balance Reporting and Governimental Fund Type Definitions (GASB 54). This Statement defines
the different types of fund balances that a governmental entity must use for financial reporting
purposes in the fund financial statements for governmental type funds. It does not apply for the
government-wide financial statements.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
K. Fund Balaﬁces - Continued
GASB 54 requires the fund balance amounts to be properly reported within one of the following
fund balance categories:

Nonspendable - such as fund balance asrsoc!iatcd with inventories, prepaids, long-term loans and
notes receivable, and property held for resale (unless the proceeds-are restricted, committed, or
assigned)

Restricted - fund balance category includes amounts that can be spent only for the specific
purposes stipulated by constitution, external resource providers, or through enabling legislation,

Committed - fund balance classification includes amounts that can be used only for the specific
purposes determined by a formal action of the Board of Directors (the district’s highest level of
decision-making authority),

Assigned - fund balance classification are intended to be vsed by the government for specific
purposes but do not meet the criteria to be classified as restricted or committed, and+

Unassigned - fund balance is the residual classification for the government’s general fund and
includes all spendable amounts not contained in the other classxﬁcauons and other fund’s that:
have total negative fund balances.

NOTE 2. CASH AND INVESTMENTS

The funds of the District must be deposited and invested under the terms of a contract, cortents of
which are set out in the Dépository Contract Law. The depository bank places approved pledged
securities for safekeeping and trust with the District's agent bank in an amount sufficient to protect
District funds on a day-to-day basis during the period of the contract. The pledge of approved
securities is waived only to the extent of the depository ‘bank's dollar amount of Federal Deposit
Insurance Corporation (FDIC) insurance.

At September 30, 2012, the carrying amount of the District’s deposits (cash, certificates of deposit,
and non-pooled savings accounts) was $683,991 and the bank balance was $744,093. The District’s

cash deposits at September 30, 2012, and during the year then ended were entirely covered by FDIC
insurance or by pledged collateral held by the District’s agent bank in the District’s name.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 2. CASH AND INVESTMENTS - CONTINUED

The Public Funds Investment Act (Government Code Chapter 2256) contains specific provisions in
the areas of investment practices, management reports and establishment of appropriate policies.
Among other things, it requires the District to adopt, implement, and publicize an investment policy.
That policy must address the following areas; (1) safety of principal and liquidity, (2) portfolio
diversification, (3) allowable investments, (4) acceptable risk levels, (5) expected rates of return, (6)
maximum allowable stated maturity of portfolio investments, (7) maximum average dollar-weighted
maturity, allowed based on the stated maturity date for the portfolio, (8) investment staff quality and
capabilities, (9) and bid solicitation preferences for certificates of deposit.

Statutes and the District’s investment policy authorized the District to invest in the following
investments as summarized below:

Maximum Maximum
Authorized Maximum Percentage Investment
Investment Type Maturity of Portfolio In One Issver

U.S. Treasury Obligations 2 years 85% NA
U.S. Agencies Securities 2 years 85% NA
State of Texas Securities 2 years 85% NA
Certificates of Deposits 2 years 85% NA
Municipal Securities 2 years 85% NA
Money Market 2 years 50% NA
Mutual Funds 2 years 50% NA
Investment pools 2 years 100% NA

The Act also requires the District to have independent anditors perform test procedures related to
investment practices as provided by the Act. The District is in substantial compliance with the
requirements of the Act and with local policies.

Cash and investments as of September 30, 2012 are classified in the accompanying financial
statements as follows:

Statement of Net Assets
Primary Government:
Cash and cash equivalents $ 4,251,741
Total cash and investments $ 4,251,741
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TROPHY CLUB MUNICIPAL UTILITY DiSTRICT NO.1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 2. CASH AND INVESTMENTS — CONTINUED

Cash and investments as of September 30, 2012 consist of the following:

Petty Cash 3 900
Deposits with financial institutions 683,991
Investments - 3,566,850

Total cash and investments $ 4,251,741

The Districf’s cash and investments balance includes $206,627 which is restricted for customer
deposits. : :

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the-fair vatue of
an investment. Generally, the longer the maturity of an investment the greater the sensitivity of its
fair value to changes in"market interest rates. One of the ways that the District manages its exposure
to interest rate risk is by investing mainly in investment pools which purchase a combination of
shorter term investments with an average maturity of less than 60 days thus reducing the interest rate
risk. The District monitors' the interest rate risk inherent in its portfolio'by measuring the weighted
average maturity of its portfolio. The District has no specific limitations with respect to this mefric.

As of September 30, 2012, the District had the following investment:

Weighted
Average
Tnvestment Type . Amount Maturity
TexPool $ 3,566,850 38 days

Total Investments . 3 3,566,850

-

As of September 30, 2012, the District did not invest in any securities which are highly sensitive to
interest rate fluctuations. .

Disclosures Relating to Credit Risk

]
Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the
holder of the investment. This is measured by the assignment of a rating by a nationally recognized
statistical rating organization. Presented below is the minimum rating required by (where applicable)
the Public Funds Investment Act, the District’s investment policy, or debt agreements, and the actual
rating as of year-end for each investment type. : 4
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 2. CASH AND INVESTMENTS ~ CONTINUED

Minirum Rating as

Legal of Year
Investment Type Amount Rating End
TexPool $ 3,566,850 N/A AAA

Total Investments $ 3,566,850

Concentration of Credit Risk

The investment policy of the District contains no limitations on the amount that can be invested in
any one issuer. As of September 30, 2012, other than external investment pools, the District did
not have 5% or more of its investments with one issuer.

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, a government will not be able to recover its deposits or will not be able to recover
collateral securities that are in the possession of an outside party. The custodial credit risk for
investments is the risk that, in the event of the failure of the counterparty to a transaction, a
government will not be able to recover the value of its investment or collateral securities that are
in the possession of another party. The Public Funds Investment Act and the District’s investment
policy do not contain Jegal or policy requirements that would limit the exposure to custodial credit
risk for deposits or investments, other than the following provision for deposits: The Public Funds
Investment Act requires that a financial institution secure deposits made by state or local
governmental units by pledging securities in an undivided collateral pool held by a depository
regulated under state law (unless so waived by the governmental unit). The market value of the
pledged securities in the collateral pool must equal at least the bank balance less FDIC insurance
at all times.

As of September 30, 2012 the District deposits with financial institutions were not in excess of
federal depository insurance limits.

Investment in State Investment Pools

The District is a voluntary participant in TexPool. The State Comptroller of Public Accounts
exercises responsibility over TexPool. This oversight includes the ability to significantly influence
operations, designation of management, and accountability for fiscal matters. Additionally, the
State Comptroller has established an advisory board composed of both participants in TexPool and
other persons who do not have a business relationship with TexPool. TexPool operates in a
manner consistent with the SEC’s Rule 2a7 of the Investment Company Act of 1940. TexPool
uses amortized costs rather than market value to report net assets to compute share prices.
Accordingly, the fair value of the position in TexPool is the same as the value of TexPool shares.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 3. ACCOUNTS RECEIVABLE

Receivables as of year-end, including the ‘applicablc allowances for uncollectible accounts, are as
follows:

Accounts Receivable:
MUD water 3 382,296
MUD sewer . 185,953
Unbilled receivables 93,145
Refuse (as agent for Town of Trophy Club) 53,119
Refuse tax (as agent for Town of Trophy Club) . 4,656
Storm drainage (as agent for Town of Trophy Club) 31,843
. 751,012
Allowance for uncollectible accounts (12,051)
Total (net) $ 738,961
Due from Other Governments: \
“Town of Trophy Club $ 184,910
NOTE 4. INTERFUND TRANSFERS
Transfers between funds during the year are as follows:
4
TransferIn | Transfer Out Amount Purpose
Capital Projects General Fund $ 2,278 Capital Improvement Costs
Debt Service General Fund 308,000 Debt service
’ Total $ 310,278
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 5. CAPITAL ASSETS AND PRIOR PERIOD ADJUSTMENTS

Capital asset activity for the year ended September 30, 2012, was as follows:

Begianing
Balance as Beginning
Previously Adjustments/ Balance Retirements/ Ending
Reported  Reclassifications  As Restated  Additions Transfers Balance
Governmental Activities:
Capital assets,
not being depreciated
Land $ 248093 § - $ 248093 § - 3 - $ 248093
Construction in progress 281,899 - 281,899 288,351 (291,394) 278,856
Total capital assets
not being depreciated 529,992 - 529,992 288,351 (291,394) 526,949
Capital assets,
being depreciated
Buikdings 3,548,218 (203,428) 3,344,790 - 3,344,790
Improvements other than buildings 265,017 - 265,017 38475 303,492
Machinery and equipment 1,454,213 - 1,454,213 141,438 - 1,595,651
Organization costs 2,331,300 - 2,331,300 - - 2,331,300
Vehicles 1,627,955 - 1,627,955 62,215 (28,613) 1,661,557
Water system 8,080,056 133,385 8213441 1,053,680 70,000 9,337,121
Wastewater treatiment system 5,441,926 - 5,441,926 31,832 189,562 5,663,320
Wastewater collection system 2,863,443 126,537 2,989,980 - 31,832 3,021,812
Total capital assets
being depreciated 25,612,128 56494 25668622 1,327,640 262,781 27,259,043
Less accunlated
depreciation for:
Buiklings 125,015) {125,015) (67,071) (192,086)
Improvements other than buiklings (187,552) - (187,552) (13,385) - (200,937)
Machinery and equipment (481,559) - (481,559) (90,358) - 5711917
Organization costs (2,103,752) - (2,103,752) (74,430) - (2,178,187
Vehicles (1,041,616) - (1,041,616)  (112,826) 28,613 (1,125,829)
Water system (2,786,083) - (2,786,083)  (137,420) - (2,923,503)
Wastewater treatment sysiem (1,513,503) - (1,513,503)  (127,651) - (1,641,154)
Wastewater collection system 1,160,578) - (1,160,578) (51,299) - (1,211,877)
Total accumulated
depreciation (9,399,658) - (9,399,658)  (674,440) 28613  (10,045,485)
Governmental activities capital
assets, net $16,742462 $ 56494 316,798,956 § 941,551 $ - $17,740,507
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 5. CAPITAL ASSETS AND PRIOR PERIOD ADJUSTMENTS - CONTINUED

Depreciation expense was charged as direct expense to' programs of the primary government as

follows:

General government $ . 386,529
Water operations 140,855
Fire department . 21,235
Information systems 724
Wastewater operations 53,226
Wastewater collection systems 71,871

Total depreciation expense $ 674,440

Prior Period Adjustment to Net Assets and Capital Projects Fund Balance

A.management review of capital assets was performed during fiscal year 2012 and identified

$259,922 of unrecorded capital contributions in prior years.

H

Additionally, $203,428 in accounts payable in the Capital Projects Fund at the beginning of the year
“related to the cost of building improvements, but the payable was deemed invalid by both the vendor

and the District during 2012.

The following schedule outlines the changes in the District’s beginning equity balances:

Capital

Governmental Fund Types Projects Fund
Fund balances - beginning $ (302466)
Prior period adjustment for overstated payables 203,428
Fund balances - beginning as adjusted $  (99,038)

Governmental
Government-wide effects Activities
Net Assets - beginning $ 12,262,122
Prior period adjustments related to unrecorded capital asset contributions 259,922
Net Assets - beginning as adjusted $ 12,522,044
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

NOTE 6. LONG-TERM DEBT

At September 30, 2012, the District's long-term debt payable consisted of the following:

NOTES TO BASIC FINANCIAL STATEMENTS

Interest Year Average
Rate of Final Annual Original Outstanding
Description Payable Issue  Maturity  Payment Amount 9/30/2012
Tax and revenue bonds:
Improvements 4.00-5.00% 2002 2023 281,058 3,510,000 % -
Operations 4.00-5.00% 2003 2023 89,793 1,200,000 785,000
Refunding 3.00-4.20% 2005 2023 195,676 3,143,998 1,480,000
Improvements 3.50-5.00% 2010 2031 148,205 2,000,000 1,935,000
Refunding 2.00-3.00% 2012 2023 251,373 2,355,000 2,355,000
$6,555,000
Contractual Obligations:
Fire Truck 4.33% 2007 2014 § 56,000 $ 448,000 $ 137,000
Improvements 3.50% 2004 2012 39,000 270,000 -
Improvements 3.90% 2009 2012 110,000 330,000 -
$ 137,000
Notes payable:
Equipment 2.50% 1999 2018 $ 2,245 $ 35000 $ -
Equipment 390% 2010 2015 201,318 179,955 107,973
Ground Storage 287% 2012 2014 383,140 1,100,000 733,000
§ 840973
Capital Lease Obligations:
Equipment 4.00% 2008 2012 § 9886 § 49432 % -
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 6. LONG-TERM DEBT - CONTINUED
The following is a summary of long-term debt transactions of the District for the year ended
September 30, 2012:

Beginning ' Ending Due Within
Balnce Additions Reduétions Balance Orne Year
Governmental Activities: ¥
Tax, revenue, and refunding bonds ~ $ 7,120,000  $ 2,355,000  $(2,920,000) § 6,555,000 § 605,000
Contractual obligations 349,059 - (212,059) 137,000 67,000
Deferred loss on refinding (51,493) - 4414 (47,079 4,414
Premummon bonding 93,635 136,075 (20,361) 209,349 20,361
7,511,201 2,491,075 (3,148,006) 6,854,270 687,947
Notes payablke 190,209 1,100,000 (449,236) 840,973 401,991
Capital kease obligations 9,888 -. (9.888) - -
Compensated absences (restated) = 77,916 .- (41,690) 36,226 -
Total Governmental Activities
Long-term Liabilities $ 7,789,214 $3,591,075 $(3,648,820) $7,731469 § 1,089,938

The annual requirements to amortize all debts outstanding as of September 30, 2012, are as follows:

Tax, revenue; and refonding bonds:*
Year Ending ,
September 30, Principal Interest Total

2013 $ 605,000 $ 229,033 $ 834,033
2014 420,000 210,873 630,873 ;
2015 430,000 198,283 628,283

‘ 3616 =, 445,000 185,393 630,393

T 2017 * 465,000 170,968 : 635,968
2018-2022 2,595,000 611,191 3,206,191
2023-2027 1,045,000 207,531 1,252,531
2028-2031 550,000 59,302 609,302

Total $ 6,555,000 $ 1,872,574 $ 8,427,574
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