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-current) 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 enocugh 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 bé 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 ot 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 value is the amount
at which a financial instrument could be exchanged in a current transaction between willing
parties. 4

» Capital Assets

Capital assets, which include prof)erty, 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 propeity using the straight-line
method. Estimated useful lives are as follows:

A

‘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
TCMUD006849

1701



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 to 45 years.

I. 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 Goverminental 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 Balances - 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 associated with inventories, prepaids, long-term loans and
notes receivable, and property held for resale (unless the proceeds are restricted, committed, or
assigned) - B

Restricted - fund balance category includés 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 used 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 classifications, 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, contents of
which are set out in the Depository 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: ‘ }

4 s
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 Issuer

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 35% 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 auditors 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 investrents $ 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 $ 900
Deposits with financial institutions 683,991
Investments 3,566,850

Total cash and investments $ 4,251,741

The District’s cash and investments balance inciudes $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 value 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 metric.

I3

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

-, o Weighted
; . Average
Investment Type | Amount Maturity
TexPool 3 3,566,850 38 days
Total Investments " $ 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 mm:mum rating required by (where applicable)
the Public Furids Investment Act, the District’s investment policy, or debt agreements, and the actual
rating as of year-end for each investment type.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 2. CASH AND INVESTMENTS ~ CONTINUED

Minimum 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 legal or policy requirements that would limit the exposure to custodial credit
risk for deposits or investments, other than the following provision for deposits: The Puablic 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 applicable allowances for uncollectible accounts, are as

follows:

Accounts Receivable:

MUD water $ 382,29§

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) 43656

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 5 184,910 .,
NOTE 4. INTERFUND TRANSFERS
“Transfers between funds during the year are as follows:

Transfer In Transfer Out Amount Purpose
Capital Projects General Fund $ 2,278 Capital Improvement Costs
Debt Service General Fund 308,000 Debt service i’

Total . $ 310,278
| 3
¥
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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:

Beginning
Balance as Beginning
Previously Adjustments/ Balance Retirements/ Ending
Reported  Reclassifications  As Restated  Additions Transfers Balance
Governmental Activities:
Capital assets,
not being depreciated
Land $ 243093 § - $ 248003 § - $ - $ 248,093
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
Buildings 3,548,218 (203,428) 3,344,790 - 3,344,790
Improvements other than buildings 265,017 - 265,017 38,475 303,492
Machirery and equipment 1,454,213 - 1,454,213 141,438 - 1,595,651
Organization costs 2,331,300 - 2,331,300 - - 2,331,300
Vehicks 1,627,955 - 1,627,955 62,215 (28,613) 1,661,557
Water system 8,080,056 133,385 8,213,441 1,053,680 70,000 9,337,121
Wastewater treatment 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 56,494 25,668,622 1,327,640 262,781 27,259,043
Less accumulated
depreciation for:
Buildings (125,015) (125,015) (67,071) (192,086)
Improvements other than buikdings (187,552) : (187,552) (13,385) . (200,937)
Machinery and equipment (481,559) . (481,559) (90,358) - (571,917)
Organization costs (2,103,752) - (2,103,752) (74,430) - (2,178,182)
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 treatmment systen1 (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) 28,613 (10,045,485)
Governmental activities capital
assets, net $16,742462 $ 56,494 $16,798956 § 941,551 % - $17,740,507
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TROPHYCLUB 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.

2

Additionally, $203,428 in accounts payable in the Capital Projects Furid 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

28
TCMUDO006857

1709



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 Jssue Matwity  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 -
S 1300
Notes payable:
Equipment 2.50% 1999 2018 $ 2,245 $§ 35000 % -
Equipment 3.90% 2010 2015 201,318 179,955 107,973
Ground Storage 2.87% 2012 2014 383,140 1,100,000 733,000
$ 840973
Capital Lease Obligations:
Equipment 4.00% 2008 2012 % 9886 3 49432 3§ -
29
TCMUDO006858

1710



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

NOTE 6. LONG-TERM DEBT - CONTINUED . d

The following is a summary of long-term debt transactions of the District for the year-ended
September 30, 2012:

-

Begining Ending Due Within
Balance Additions Reductions Balance One Year
Governrrental Activities: ’ .
Tax, revenue, and refundingbonds  § 7,120,000 $2355000 $(2920,0000 $ 6,555,000 " § 605,000
Coniractual obligations 349,059 - (212,059) 137,000 67,000
Deferred loss onrefunding (51,493) - 4414 (47,079) (4,414)
Premiumon bonding 93,635 136,075 (20,361) 209,349 20,361
7,511,201 2,491,075  (3,148006) 6,854,270 687,947
Notes payable 190209 1,100,000 (449 236) 840,973 401,991
Capital lease obligations , 9,388 . (9,888) - -
Compensated absences (restated) 77,916 - (41,600) . 36,226 -
Total Governimental Activities
Long-term Liabilities $7,789,214 $3,591,075 $(3,648,820) $ 7,731,469 $ 1,089,938

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

E]
r

Tax, revenue, and refunding 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
2016 445,000 . 185,393 630,393
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 3 1,872,574 $ 8,427,574
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 6. LONG-TERM DEBT - CONTINUED

Contractual obligations
Year Ending
September 30, Principal Interest Total
2013 $ 67,000 $ 5,932 $ 72,932
2014 70,000 3,031 73,031
Total § 137,000 $ 8,963 $ 145,963
Notes payable:
Year Ending
September 30, Principal Interest Total
2013 $ 401,991 3 24431 $ 426,422
2014 402,991 12,501 415,492
2015 35,991 1,423 37,414
Total § 840,973 $ 38,356 3 879,329
Capital Leases

The asset acquired under a capital lease obligation is included in capital assets at a cost of $50,173.
Accumulated depreciation on the asset as of September 30, 2012 was $15,075. The lease obligation
was fulfilled with $9,888 of principal payments during fiscal year 2012.

Tax Revenue Bonds

The tax revenue bonds are payable from the proceeds of ad valorem taxes levied upon all property
subject to taxation within the District, without limitation as to rate or amount, and are further payable
from, and secured by a lien on and pledge of the net revenue to be received from the operation of the
District’s waterworks and sanitary sewer system.

The outstanding bonds are callable for redemption prior to maturity at the option of the District as
follows:

Series 2002 — All maturities from 2013 to 2023 are callable in principal increments of $5,000 on
or after September 1, 2012 at par plus unpaid accrued interest to the fixed date for redemptions.
Series 2002 outstanding bonds principal was called and debt legally defeased during 2012.with the
issuance of Series 2012 refunding bonds.

Series 2003 (debt issued by the entity formerly known as MUD 2) — All maturities from 2013 to

2023 are callable in principal increments of $5,000 on or after September 1, 2012 at par plus
unpaid accrued interest to the fixed date for redemptions.
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TROPHY CLUB MUNICIPAL UTILITY DISTRfCT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 6. LONG-TERM DEBT - CONTINUED

Series 2005 - All maturities from 2014 to 2023 are callable in principal increments of $5,000 on or
after September 1, 2013 at par plus unpaid accrued interest to the fixed date for redemptions.

Series 2012 - All maturities from 2021 to 2023 are callable in principal increments of $5,000 on or -
after Septembeér 1, 2020 at par plus unpaid accrued interest to the fixed date for redemptions

Contractual obligations and notes payable are liquidated from the general fund. Tax and revenue
bonds are liquidated from the debt service fund.

b
The provisions of the bond resolutions relating to debt service requirements have been met, and the
cash allocated for these purposes was sufficient to meet debt service requirements for the year ended
September 30, 2012.

Series 2012 Unlimited Tax Refunding Bonds

In February of 2012, Series 2012 Unlimited Tax Refunding Bonds were obtained by.the District in
the amount of $2,355,000. Proceeds from the sale of the bonds were used to refund the District’s
outstanding Series 2002 Bonds in order to restructure such indebtedness while providing a net present
value savings of $336,287 after paying all issuance and other costs on the Bonds. The refunded bonds
and interest due thereon, are to be paid from funds deposited with the Escrow Agent. The Escrow .
Agreement between the District and the Escrow Agent provides that the District deposit with the
Escrow Agent an amount sufficient for the final payment on the refunded bonds. Under the Escrow
Agreement, the Escrow Fund is irrevocably pledged to the payment of the principal and interest on
the refunded bonds. All the Refunded Bonds were redeemed on September 1, 2012.

In previous years, the District has legally defeased certain outstanding general obligation debt’ by
placing funds into ifrevocable trusts pledged to pay all future debt service payments of the refunded
debt. Accordmcrly, a liability for the defeased debt issue is not included in the District’s financial
statements. As of September 30, 2012, the following outstanding bonds were legally defeased:

Series Type Amount
1995 Unlimited Tax Refunding Bonds $ 2,490,000
» , : $ 2,490,000
NOTE 7. PROPERTY TAXES

Property taxes are levied as of October 1, on the assessed value listed as of the prior January 1, for all
real and certain personal pr operty located in the District and MUD?2 (the “Districts™). The appraisal of
property within the District is the responsibility of Denton Appraisal District (Appraisal District) as
required by legislation passed by the Texas legislature. The Appraisal District is required under such
legislation to assess all property within the Appraisal District on the basis of 100% of its appraised
value and is prohibited from applying any assessment ratios. The value of property within the
Appraisal District must be reviewed every five years; however, the District may, at its own expense,
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 7. PROPERTY TAXES - CONTINUED

require annual reviews of appraised values. The Districts may challenge appraised values established
by the Appraisal District through various appeals and, if necessary, legal action. Property taxes for
the Districts are not limited as to rate or amount. In an election held October 7, 1975, the electorate of
the Districts authorized the levy of up to $0.25 per $100 valuation per District for the operations and
maintenance of the Districts. Property taxes attach as an enforceable lien on property as of January 1,
following the levy date. Taxes are due by January 31, following the levy date. Property taxes are
recorded as receivables when levied. Following is information regarding the 2012 tax levies:

Adjusted taxable values $ 1,002,429,000
O & M and Fire tax levy $0.11914/$100 1,167,428
1& S tax levy $0.05586/$100 547,360
Total tax levy $0.1750/$100 $ 1,714,788

NOTE 8. FUND BALANCE CLASSIFICATIONS AND DEFICITS

The District’s authorized their Director to designate certain fund balances as assigned. Excluding
unassigned fund balances, the following describes the District’s fund balance classifications at
September 30, 2012:

Assigned Fund Balances
The District assigned $305,748 of General Fund fund balances to offset expected fiscal year 2013
budgetary deficits for general operations and the fire department.

The District assigned a total of $473,883 of General Fund fund balances for the following: $104,441 for
system improvements, $130,398 for a water-wastewater system study and master plan, $41,890 for a fire
truck, $82,359 for technology upgrades, and $112,333 for fiscal year 2013 expected transfers to the
Capital Projects Fund.

Fund Balance Deficits
The Capital Projects Fund has a fund balance deficit at September 30, 2012 of $74,232. In fiscal year
2013, the District intends to transfer funds from the General Fund to eliminate the deficit.

NOTE 9. RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; business interruption; errors and omissions; injuries to employees; employee health benefits; and
other claims of various nature. Commercial insurance is purchased for the risks of loss to which the
District is exposed. Any losses reported but unsettled or incurred and not reported, are believed to be
insignificant to the District’s basic financial statements.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 9. RISK MANAGEMENT - CONTINUED

Additionally, the District must operate in compliance with rules and regulations mandated for public
water supply systems by federal and state governments, The District is subject to compliance oversight
by the Texas Commission on Environmental Quality (TCEQ).

NOTE 10. SUBSEQUENT EVENTS

The District has evaluated all events and transactions that occurred after September 30, 2012 up through

aundit report date, which is the date the financial statements were issued. No subsequent events are
identified.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
GENERAL FUND :
BUDGETARY COMPARISON SCHEDULE (BUDGETARY BASIS)

YEAR ENDED SEPTEMBER 30, 2012

Variance with
Budgeted amounts Final Budget
Original Final Actual Positive (Negative)
Revenues
Water and wastewater charges $ 5295777 $ 5440777 $ 5210077 $ (230,700)
Taxes 1,376,538 1,387,083 1,374,807 (12,276}
Utility fees 338,880 621,000 647,080 26,080
Oversize meter reimbursements 64,000 77,800 10,000 (67,800)
Miscellaneous 19,524 36,714 109,436 72,722
Intergovernmental revenues 10,000 10,000 95,792 85,792
Inspections and tap fees 5,700 6,500 9,009 2,509
Investment income 4,500 4,500 5,706 1,206
Total revenues 7.114919 7,584,374 7,461,907 (122,467)
Expenditures:
Current
Water operations 2,543,616 2,459,823 2,503,331 (43,508)
Fire . 874,976 877,601 822,307 55.294
Wastewaler operations 693,520 651,732 . 614,102 37,630
Manager's office 531,866 549,305 556,359 (7.054)
Wastewater collection system 392,796 451,512~ 260,895 190,617
Utility billing 197,430 211,405 199,201 12,204
Information systems 166,480 166,480 173,386 (6,906)
General government 98,829 131,829 122,787 9,042
Finance 144910 143,450 114,970 28.480
Facilities management 129,132 123,144 85,314 37,830
Diréctors’ 28,122 28,122 16,834 11,288
Human resources 7,556 7,547 2,082 5465
Capital Outlay 1,091,621 1,611,836 1,562,809 49,027
Debt Service 98,558 636,994 -700,982 (63,988)
Total expenditures 6,999,412 8,050,780 7,735,359 315,421
Excess of revenues over expendiiures 115,507 (466,406) (273,452) 192,954
Other financing sources (uses);
Issuance of debt - 1,100,000 1,100,000 -
Transfers out (308,000) (310,278) (310,278) -
Total other financing sonrces (uses) (308,000) 789,722 789,722 -
Net change in fund balance (192,493) 323316 516,270 192,954
Fund Balances - beginning of year 3,338,441 3,338.441 3,338,441 -
Fund Balances - end of year . $  3,045948 § 3,661,757 % 3,854,711 § 192,954

Notes 10 Required Supplementary Information:
The District annual budgets are approved on the budgetary basis. The Board of Directors also approves all revisions and
appropriations which lapse at each fiscal year-end.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
DEBT SERVICE FUND
BUDGETARY COMPARISON SCHEDULE
YEAR ENDED SEPTEMBER 30, 2012

Variance with Final
Budgeted Amounts ,  Budget
Original Final Actual Positive (Negative)
Revenues ' .
Taxes $ 555680 § 555680 §$ 550,813 § (4,867)
Investment income 500 1,700 1,294 (406)
Utility fees 6,120 6,120 6,120 -
Total revenues 562,300 563,500 558,227 (5.273)
Expenditu‘rés: -
Debt service
Principal 565,000 565,000 565,000 -
Interest 301,300 301,300 275,519 25,781
Fees 4,000 4,000 1,800 2,200
Total expenditures : 870,300 870,300 842,319 27,981
Deficiency of revenues under .
expenditures ‘ {308,000) (306,800} (284,092) ) 22,708
Other financing sources .
Premium on bonds * - - 4,662 4,662
Transfers in 308,000 308,000 308,000 -
Total other financing sourcés 308,000 308,000 312,662 4,662
Net change in fund balance | - 1,200 28,570 , 21370
Fund Balances - beginning of year 107,847 107,847 107,847 -
Fund Balances - end of year $ 107847 $ 109,047 % 136417~ § 27,370

Notes to Required Supplementary Information:

The District annual budgets are approved on the budgetary basis. The Board of Directors also approves all revisions and
appropriations which lapse at each fiscal year-end. The District's budgetary basis excludes the "Other Financing Sources (Uses)"
related to the Series 2012 Unlimited Tax Refunding Bonds which has no effect on total budget variances presented in the above
schedule.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
TSI-1 SERVICES AND RATES
September 30, 2012

1. Services provided by the District:

a) Retail Water

b) Retail Wastewater

¢) Fire Protection

d) Irrigation

e) Participates in regional sysiem and/or wastewater service (other than
emergency interconnect)

2. Retai] service providers:

a) Retail rates-based on 5/8" meter:

Most prevalent type of meter (if not a 5/8"): I inch

Flat Rates per 1,000
Admin Minimum Rate Gallons Over
Fee Usage YN Minimum Usage Levels

WATER $ 12.71 0 No $ 2.50 0to 6,000
No 3.05 7,000 to 17,000
Ne 3.30 18,000 to 25,000
No 3.40 26,000 to 50,000
No 3.50 51,000 +

Note: Out of district water rates are double the "in-town" rate and are included in the rate order.

WASTEWATER $ 12.71 0 No $ 2.50 0to0 12,000
No - Caps at 12,000

GOLF COURSE Subject to peak draw rates from Ft Worth water department.

NOTE: 2ll rates noted above were amended effective February 1, 2012.

District employs winter averaging for wastewater usage? No
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
TSI-1 SERVICES AND RATES - CONTINUED

September 30,2012

Total water and wastewater charges per 10,000 gallons usage (including surcharges)
effective February 1, 2012:

First 10,000 gallons used
Next 10,000 gallons used
Next 10,000 gallons used
Next 10,000 galions used
Next 10,000 gallons used

Next 10,000 gallons used and subsequent

Maximum residential wastewater charge is for 12,000 gallons or $42.71

3

77.62
36.25
3350
34.00
34.00
35.00

b) Retail service providers: number of retail water and/or wastewater* connections within the District as
of the fiscal year end. Provide actual numbers and single family equivalents (ESFC).

Connections ESFC Active

Meter Size ¢ Total Active’ Factor ESFC's

Unmetered - . - 1.0 -
Less than 3/4" ,2,519.0 2,492,0 1.0 2,492.0
" 1,306.0 1,265.0 2.5 3,162.5
112" 19,0 18.0 5.0 90.0
2" ’ 82.0 76.0 8.0 608.0
3" 16.0 "15.0 15.0 225.0
4" 13.0 13.0 250 325.0
6" 3.0 3.0 50.0 150.0

8" - - 80.0 -

1" - - 115.0 -
Total Water 3,958.0 . 3,8820 7,052.5
Total Wastewater 3,963.0 3,887.0 1.0 3,887.0

* Number of connections relates to water service if providéd. Otherwise, the number of wastewatet
connections should be provided.

Note: "inactive” means that water and wastewater connections were made, but service is not

being provided.
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
TSI-1 SERVICES AND RATES - CONTINUED
September 30, 2012

3. Total water consumption (in thousands) during the fiscal year:

Gallons pumped into the system 990,456
Gallons billed to customers 914,365
Water accountability ratio 92.3%

4. Standby Fees:
Does the District assess standby fees? Yes

For the most recent fiscal year, FY2012;

Total Total Percentage

Levy Collected Collected
Debt Service $ 547,360 $ 544282 99.4%
Operations and Maintenance $ 1,167,428 $ 1,160,842 99.4%

Have standby fees been levied in accordance with Water Code Section 49.231, thereby
constituting a lien on property?  No**

** Standby fees are levied by the District and constitute a lien under recorded deed restrictions or
covenants pursuant to Section 293.150 of Title 30 of Texas Administrative Code.

5. Location of District:

Counties in which District is Jocated: a) Denton
b) Tarrant

Is the District located entirely in one county? No
Is the District located within a city? Partially
Cities in which District is located: Town of Trophy Club
Town of Westlake
Is District located within a city's extra territorial jurisdiction (ETJ)? Yes
ETT's in which District is located: Town of Trophy Club

Town of Westlake

Is the general membership of the Board appointed by an office outside the District? No
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
TSI-2
GENERAL FUND EXPENDITURES AND OTHER FINANCING SOURCES

YEAR ENDED SEPTEMBER 30, 2012

Administrative

W;ter Operations

Wastewatet Operations

Wastewater Collection Systems
Information Systems

Contribution to Trophy Club Fire Dept
Capital Outlay

Transfers Out and Debt Service
Miscellanecus

Total Expenditures

1

Current Year

2012

$ 1,097,547
2,503,331
614,102
260,895
173,386
822,307
1,562,809

1,011,260

$ 8,045,637

Number of employees employed by the District:

Full time Equivalents (FTEs)
Part time

40

325

Prior Year

2011 -

$ 1,042,073
2,271,490

N 598,465
277,775
123,605
770,123
515,884

1,130,123

6729538
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
TSI1-3
TEMPORARY INVESTMENTS
September 30, 2012

Identification Interest Maturity Balance Accrued Interest
Funds Number Rate Date End of Year End of Year

General Fund

TexPool 613300002 0.1572% Demand $ 3,436,553 Paid daily
Debt Service Fund

TexPool 613300003 0.1572% Demand $ 130,297 Paid daily

Total - All Funds $ 3,566,850
4
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

Taxes receivable beginning of year
2011 tax levy
Total to be accounted for .
Less collections and adjustments:
Current year
Prior years
Total to be accounted for

Taxes receivable, end of year

Taxes receivable by year
1996 and prior
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

Property valuations (in 000's)

Land
Improvements
Personal property
Exemptions

Tax rate per $100 valuation
OQperations

Fire department

Debt service

Tax rate per $100 valuation

Tax levy:

Percent of taxes collected to taxes levied

TSk-4
‘TAXES LEVIED AND RECEIVABLE
September 30, 2012
General Fund Debt
Operations Fire Total Service Total
s 1,856 $ 12,319 $ 14,175 $ 13,591 $ 27,765
96,910 1,070,518 1,167,428 547,360 1,714,788
98,766 1,082,837 - 1,181,602 560,951 1,742,553
{96,363) ( l,064,479) (1,160,842) (544,282) (1,705,124)
243 766 1,009 { 274) 735
(96,120) (1,063,713) (1,159,833} (544,556) (1,704,389)
$ 2,646 $ 19,124 $ 21,770 3 16,395: § 38,165
19 108 127 454 581
7 41 48 150, 198
7 44 51 130 191
7 48 55 108 163
7 34 41 122 163
34 134 168 441 609
208 1,848, 2,056 4,102 6,158
70 126 196 132 328
17 145 162 210 372
59 199 258 283 541
88 409 497 632 [,129
52 508 560 621 1,181
{23 963 1,086 781 1,867
864 3,474 4,338 2,188 6,526
379 4,709 5,088 . 3,406 8,494
551 6,085 6,636 3,028 9,664
M 2,492 3 18,875 $ 21,367 b 16,798 H 38,165
FrY FrY Fry FrY ErY
11/12 10/11 09/10 08/09 07/08
$ 201,214 $ 247,335 $ 209,177 $ 186,574 $ 213,640
755,000 713,265 786,539 737,273 638,560
32,358 73,914 80,332 71,09 94,823
(44,303) (41,345) (40,057) (34,027) (34,405)
$ 1,034,269 $ 993,169 $ 1,035,991 $ 960911 $ 912,618
0.009890 0.008790 0.027140 0.014040 0.010200
0.109250 0.109250 0.109140 0.116020 0.120860
0.035860 0.076960 0.068720 0.114555 0.098940
0.175000 0.195000 0.205000 0.244615 0.230000
$ 1,714,788 $ 2,047,972 $ 2,001,414 $ 2,380,679 $ 2,234,909
99.44% 99.59% 99.69% 99.92% 99.95%
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO.1

TSI-5
LONG-TERM DEBT SERVICE REQUIREMENTS - BY YEAR
September 30, 2012
All Bonded Debt Series
Due During Fiscal ~ Principal Due Interest Due
Years Ending 1-Sep Mar 1/ Sep 1 Total
2013 $ 605,000 $ 229,033 $ 834,033
2014 420,000 210,873 630,873
2015 430,000 198,283 628,283
2016 445,000 185,393 630,393
2017 465,000 170,968 635,968
2018 480,000 155,844 635,844
2019 505,000 140,044 645,044
2020 515,000 123,454 638,454
2021 535,000 105,368 640,368
2022 560,000 86,483 646,483
2023 580,000 65,213 645,213
2024 110,000 43,183 153,183
2025 115,000 37,683 152,683
2026 115,000 33,083 148,083
2027 125,000 28,368 153,368
2028 130,000 23,243 153,243
2029 135,000 17,783 152,783
2030 140,000 12,113 152,113
2031 145,000 6,163 151,163

$ 6,555,000 $ 1,872,574 $§ 8,427,574
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO.1

TSI-5
LONG-TERM DEBT SERVICE REQUIREMENTS - BY YEAR n
' September 30, 2012
_ Series 2012 Combination Tax Bonds )
Due During Fiscal Principal Due * Interest Due .
Years Ending 1-Sep Mar 1/ Sep 1 Total .

2013 - $ 185,000 $ 60,750 $ 245,750

2014 190,000 57,050 . 247,050

2015 195,000 53,250 248,250

2016 . 200,000 49,350 249,350,

2017 ' 205,000 44,350 249,350

2018 . 210,000 39,226 249,226

2019 « 225,000 . 33,976 258,976

2020 - 225,000 28,350 253,350

2021 230,000 21,600 251,600

2022 240,000 14,700 254,700

2023 250,000 7,500 257,500-

' *$ 2,355,000 $ 410,102 $ 2,765,102

Series 2010 GeneralObligation Bonds

Due During Fiscal =~ Principal Due Interest Due
Years Ending” 1-Sep Mar 1/Sep | Total
2013 $ 65,000 $ 78,458 $ 143,458
2014 70,000 76,183 146,183
2015 70,000 73,733 143,733
2016 75,000 71,283 146,283
2017 80,000 68,658 148,658
2018 85,000 65,858 150,858
2019 85,000 62,883 147,883
2020 90,000 59,908 149,908
2021 95,000 56,758 - 151,758
2022 100,000 53,433 153,433
2023 105,000 48,433 153,433
2024 110,000 43,183 153,183
2025 115,000 37,683 152,683
2026 115,000 33,083 148,083
2027 125,000 28,368 153,368
2028 130,000 23,243 153,243
2029 135,000 17,783 152,783
2030 140,000 12,113 152,113
2031 145,000 6,163 151,163

$ 1,935,000 $ 917,207 § 2,852,207
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO.1
TSI-5
LONG-TERM DEBT SERVICE REQUIREMENTS - BY YEAR
September 30, 2012

Series 2005 Combination Tax Bonds

Due During Fiscal  Principal Due Interest Due
Years Ending 1-Sep Mar 1/ Sep | Total
2013 3 295,000 $ 58,535 $ 353,535
2014 100,000 48,210 148,210
2015 105,000 44,210 149,210
2016 105,000 40,010 145,010
2017 110,000 35,810 145,810
2018 115,000 31,410 146,410
2019 120,000 26,810 146,810
2020 125,000 22,010 147,010
2021 130,000 17,010 147,010
2022 135,000 11,550 146,550
2023 140,000 5,880 145,880

$ 1,480,000 $ 341,445 $ 1,821,445

Series 2003 Combination Tax Bonds

Due During Fiscal  Principal Due Interest Due
Years Ending 1-Sep Mar 1/ Sep 1 Total
2013 $ 60,000 $ 31,290 $ 91,290
2014 60,000 29,430 89,430
2015 60,000 27,090 87,090
2016 65,000 24,750 89,750
2017 70,000 22,150 92,150
2018 70,000 19,350 89,350
2019 75,000 16,375 91,375
2020 75,000 13,186 88,186
2021 80,000 10,000 90,000
2022 85,000 6,800 91,800
2023 85,000 3,400 88,400

$ 785,000 $ 203,821 3 988,821
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

TSI-6
CHANGES IN LONG-TERM BONDED DEBT
September 30, 2012
Series 2012
Series 2002 Series 2003 Series 2005 Series 20|0‘ ¥ Unlimited Tax
Combination Combination  Combination  Combination and
Tax Tax Tax Tax Refunding Totals

Interest rate 4.00-5.50% 3.10-4.25% 2.97-4.20% 3.50-5.00% 2.00-3.00%

Date interest payable 3/1 & 9/1 &yl ,  3&91 W& T N&Nn

Maturity date 9/1/2023 9/1/2023 9/1/2023 9/1/2031 9/1/2023

Bonds outsionding at

beginning of year $ 2510000 $ 340,000 $ 1,770,000 2,000,000 $ - $ 7.120,000

Bond Issuances - - S - 2,355,000 2,355,000

Retirements of principal (2,510,000) (55,000) {290,000) (63,000) - {2,920,000)

Bonds outstanding at end of

fiscal year s - $ 785000 § 1,480,000 $1935000 $ 2355000. § 6,535,000

Retirements of interest $ 62,511 § 33215 $ 68,685 $ 80,733 s 30,375 $ 275519

Paying agent's name & city: The Bank of New York Mellon, Newark, NJ '

PO Box 2320
All Serics Dallas, TX. 75221-2320
General
Obligation

Bond Authority Bouds

Amount authorized by voters 3 29094217

Amount issued (23,325,000)

Remaining to be issued $ 5769217
The general obligation bonds were authorized on October 7, 1975 .
Debt Service Fund cash and cash equivalents balance as of September 30, 2012; § . 136417

. mn
Average annual debt service payment (principal & interest) for remaining term of debl:  § 443,556
@
1
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Financial Advisory Services
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- FINAL

® 4 i L}

$1, 905 000.00 |
TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. ]
UNLIMITED TAX REFUNDING BONDS,
" SERIES 2013 '

PURCHASE CONTRACT . .
August 14, 2013

President and Board of Directors

Trophy Club Municipal Utility District No. 1
100 Municipal Drive

Trophy Club, Texas 76262

Ladies and Gentlemen:

The undersigned (the Underwriters), acting through the Authorized Representative
designated below (the Authorized Representative), offers to enter into the following agreement
(this Purchase Contract) with Trophy Club Municipal Utility District No. 1 (the District) which,
upon your acceptance of this offer, Wl" be binding upon you and upon the Undcrwrlters

The offer contained herein’is made subject to your acceptance of this Purchase Contract
on or before 10:00 P.M., Central time, on the date hereof and; if not so accepted, will be subject
to withdrawal by the Underwriters upon notice delivered to the District by the Underwriters at
any"time prior to the acceptance hereof by the District. Capitalized terms not defined herein
relating to the Bonds shall have the meanings assigned in the Bond Order or the Official -
Statement (as each of such terms are herein defined).

°

SAMCO Capital Markets, Inc., represents that it has'been duly authorized to execute this -
Purchase Contract and has been duly authorized to act hereunder as the Authorized
Representative. All actions which may be taken hereunder by the Underwriters may be taken by
the Authorized Representative alone. In ‘'as much as this purchase and sale represents a
negotiated transaction, the District understands, and hereby confirms, that the Underwriters are
not acting as fiduciaries of the District, but rather are’acting solely in their individual capacities
as underwriters for their own accounts as further described in Section 20 hereof.

L. Purchase and Sale of the Bonds. Upon the terms and conditions and upon the
basis of the respective representations, warranties, and covenants set forth herein, the
Underwriters hereby agree to purchase from the District, and the District hereby agrees to sell
and deliver to the Underwriters, all (but not less than all) of an aggregate of $1,905,000.00
original principal amount of TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
UNLIMITED TAX REFUNDING BONDS, SERIES 2013 (the Bonds). The Bonds are stated to
mature on September 1 in each of the years 2014 through 2023. The Bonds shall be dated July 1,
2013 (the Bond Date) and shall have the stated maturities, be offered at the prices, be subject to
- redeinption, if any, and bear interest at the rates per annum, all as set forth in the Bond Order
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(hereafier defined) and described in the Official Statement. The purchase price for the Bonds is
$1,968,056.50 (representing a principal amount of $1,905,000.00 of Bonds, plus an original issue
reoffering premium of $78,832.75 pertaining to the Bonds, and less an Underwriters” discount of
$15,776.25), plus accrued interest on the Bonds from the Bond Date through the Closing Date.

The Bonds are being issued pursuant to the provisions of the Constitution and general
laws of the State of Texas, including (particularly) Article XVI, Section 59, as amended, Texas
Constitution, Chapter 1207, as amended, Texas Government Code (Chapter 1207) and Chapters
49 and 54, as amended, Texas Water Code (collectively, the Aer), and are secured by a pledge of
ad valorem taxes of the District, without limit as to rate or amount, under the provisions of an
order authorizing their issuance and sale adopted by the District on June 18, 2013 (the Order).
In the Order, the District’s Board of Directors (the Board) delegated certain matters relating to
approving the final terms of sale of the Bonds to certain representatives of the District (each, a
Pricing Officer), as permitted by the provisions of Chapter 1207. Pursuant to this delegation, a
“Pricing Certificate”, attached hercto as Schedule 1 (the Pricing Certificate), evidencing final
terms of sale of the Bonds was executed on the date hereof. The Pricing Certificate and the
Order are sometimes collectively referred to herein as the “Bond Order.”

A portion of the proceeds received by the District from the sale of the Bonds pursuant
hereto and certain other funds of the District, if any, shall be deposited with The Bank of New
York Mellon Trust Company, N.A., Dallas, Texas, as escrow agent (the Escrow Agent), under
and pursuant to the escrow agreement (the Escrow Agreement) referred to in the Bond Order for
the purpose of depositing cash and/or purchasing certain obligations authorized by Texas law for
such purpose (the Defeasance Securities), if any, which shall mature and the interest on which
shall be payable at such times and in such amounts so as to provide money which, together with
cash balances from time to time on deposit in the trust account established under the Escrow
Agreement (the Escrow Fund), will be sufficient to pay the principal of and interest on the
Refunded Bonds when due at stated maturity or prior redemption, as applicable.

2. Public Offering. The Underwriters agree to make a bona fide public offering of
a]l of the Bonds at prices not to exceed the public offering prices set forth on page ii of the
Official Statement and may subsequently change such offering prices without any requirement of
prior notice. The Underwriters agree, for the purpose of enabling the District to comply with
their obligations set forth in Section 5(m) of this Purchase Contract, to inform the District of the
date of expiration of the initial offering period for the Bonds. The Underwriters may offer and
sell Bonds to certain dealers (including dealers depositing Bonds into investment trusts) and
others at prices lower than the public offering prices (or yields higher than the public offering
yields) stated on page ii of the Official Statement. On or before the Closing, the Authorized
Representative shall execute the Issue Price Certificate prepared by Bond Counsel (upon review
and approval by counsel to the Underwriters) verifying the initial offering prices at which a
substantial amount of each stated maturity of the Bonds was sold (or was reasonably expected to
be sold) to the public.

3. Official Statement. The District hereby ratifies, authorizes, and approves the
distribution and use by the Underwriters of the Official Statement in connection with the offering
and sale of the Bonds. In addition, the District hereby ratifies and approves the distribution of
the Preliminary Official Statement dated July 1, 2013 relating to the Bonds (the Preliminary
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Official Statement) in a “designated electronic format” (as defined in Rule G-32 (Rule G-32) of
the Municipal Securities Rulemaking Board (the MSRB)), which Preliminary Official Statement
was authorizéd in the Bond Order. In addition, the District hereby. approves use of the
Preliminary Official Statement by the Underwriters prior to the date hereof in connection with
the offering and sale of the Bonds. The District further authorizes and approves the distribution
and use by the Underwriters of the Official Statement in connection with the offering and sale of
the Bonds. The District shall within seven days of the date hereof (exclusive of Saturdays,
Sundays, and legal holidays) provide the final Official Statement being a finalized version of the
-Preliminary Official Statement, dated the date hereof (such final Official Statement, together

with the Schedule and Appendlces thereto, as further amended or supplemented only in_the’

manner hereinafter provided, is hereinafter defined and referred to as the Official Statement), or
cause the Official Statement to be provided, (i) in a “designated electronic format” consistent
with the provisions of Rule G-32 and (ii) in a printed format in such form as the Authorized
Representative may reasonably request in order to enable the Underwriters to comply with their
obligations set forth in 17 C.F.R. Section 240.15¢2-12 (Rule 15¢2-12) and the rules of the

MSRB. In the event that the number of copiés of the Official Statement supplied to the.

Underwriters pursuant to the immediately preceding sentence shall prove to be insufficient to
enable the Underwriters to comply with their obligations under paragraph (b) of Rule 15¢2-12,
the District agrees to make available from time to time such additional printed or photostatic
copies of the Official Statement as may be reasonably required to enable the Underwriters to
comply with their obligations under Rule 15¢2-12 and the rules of the MSRB. The District
hereby represents and warrants that the Preliminary Official Statement was deemed final by the
District as of its date, except for the omission of such information which is dependent upon the
final pricing of the Bonds for completion, all as permitted to be excluded by Section (b)(1) of
Rule 15¢2-12.

4, Security Deposit. Delivered to the District herewith is a corporate check of the
Authorized Representative payable to the order of the District in the amount of $19,000.00. The
District agrees to hold such check uncashed until the Closing to ensure the performance by the
Underwriters of their obligations to purchase accept delivery of, and pay for the Bonds at the
Closing. Concurrently with the payment by the Underwriters of the purchase price of the Bonds

at the Closing, the District shall return such check to the Authorized Representative. Should the

District fail to deliver the Bonds at the Closing, or should the District be unable to satisfy the
conditions of the obligations of the Underwriters to purchase, accept delivery of, and pay for the
Bonds, as set forth in this Purchase Contract (unless waived by the Authorized Representative),

or should such obligations of the Underwriters be terminated for any reason permitted by this
Purchase Contract, such check shall immediately be returned to the Authorized Representative.

In the event the Underwriters fail (other than for a reason permitted hereunder) to purchase,

accept delivery of, and pay for the Bonds at the Closing as herein provided, such check shall be
retained and cashed by the District as and for full liquidated damages for such failure of the
Underwriters and for any defaults hereunder on the part of the Underwriters. Acceptance of such
check by the District shall constitute a full release and discharge of all claims and damages for
such failure and for any and all such defaults and neither the District nor any other person shall
have any further action for damages, specific performance, or any other legal or equitable relief
against the Underwriters. The Underwriters and the District understand that in such event the
District’s actual damages may be greater or may be less than such amount. Accordingly, the
Underwriters hereby waive any right to claim that the District’s actual damages are less than

57168918 5 -3-

TCMUDO006885
A737



such amount, and the District’s acceptance of this offer shall constitute a waiver of any right the
District may have to additional damages from the Underwriters. The Authorized Representative
hereby agrees not to stop or cause payment on said check to be stopped unless the District has
breached any of the terms of this Purchase Contract.

5. Representations and Warranties. The District hereby represents and warrants to
the Underwriters as follows:

(a) The District is a conservation and reclamation district, a political subdivision of
the State of Texas (the Stare), and a governmental agency and a body politic and corporate, duly
created, organized, and existing under the Constitution and laws of the State.

(b) The District (i) has the power and is authorized under the laws of the State,
including particularly the Act, to (1) issue the Bonds for the purposes for which they are 1o be
issued, and (2) enter into and perform this Purchase Contract and the Escrow Agreement, and
(ii) at the Closing, will be in compliance in all material respects with the terms of the Act, this
Purchase Contract, the Bond Order, and the Escrow Agreement.

() The District has the requisite right, power, and authority (i} to adopt the Order
and to execute the Pricing Certificate, (ii) to execute, deliver, and perform its obligations under
this Purchase Contract and the Escrow Agreement, (iii) to make the deposits described in the
Official Statement to accomplish the defeasance of the Refunded Bonds, and (iv) to consummate
the transactions described in such instruments and in the Official Statement, and the District has
complied with all provisions of applicable law in all matters relating to such transactions.

(d) The information with respect to the District and the Bonds contained in the
Preliminary Official Statement is, as of the date hereof, and the information contained in the
Official Statement, as of the date of Closing, will be true and correct in all material respects, and
such information does not contain and will not contain any untrue statement of a material fact
and does not omit and will not omit to state a material fact required to be stated therein or
necessary to make the statements in the Preliminary Official Statement, as of the date hereof, or
in the Official Statement, as of the date of Closing, in light of the circumstances under which
they were made, not misleading.

(e) The District has duly authorized all necessary action to be taken by it for (i) the
issuance and sale of the Bonds upon the terms set forth herein and in the Official Statement and
the Bond Order; (ii) the approval of the Official Statement (which the District represents has
been reviewed and approved by its governing body or a designated official thereof and the final
form of which has been authorized to be distributed in a “designated electronic format™) and the
signing of the Official Statement by a duly authorized officer; and (iii) the execution, delivery,
and receipt of this Purchase Contract, the Bonds, the Pricing Certificate, the Paying
Agent/Registrar Agreement, the Escrow Agreement, and any and all such other agreements and
documents as may be required to be executed, delivered, and received by the District in order to
carry out, give effect to, and consummate the transactions described herein and in the Bonds, the
Bond Order, and the Official Statement.
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§3) The Bond Order is, and the Bond Order and the Escrow Agreement on the date <
of the Closing will be, in full force and effect, and on the date of Closing will have been duly
approved, executed and/or delivered (as applicable) by the District. The Bond Order is, and the
Bond Order and the Escrow Agreement, on the date-of the Closing, will be the legal and valid
acts of thé District, and, assuming the due authorization, execution, and delivery of such
instruments by the other parties thereto and their authority to perform such instruments, this
Purchase Contract is, and the Purchase Contract, the Escrow Agreement, and .the Pdying
Agent/Registrar Agreement on the date of the Closing will be, the legal, valid, and binding
agreements of the District, enforceable (assuming the due authorization and execution by the
other parties to such documents) in accordance with their terms (except to the extent that such
enforceability may be limitéd by :bankruptcy, insolvency, reorganization, and similar laws
affecting creditors” rights generally and general principles of equity that permit the exercise of
judicial discretion). ,

B ]

® The Bonds, when issued, delivered, and paid for as herein provided, will have
been duly authorized, executed, and issued and will constitute legal, valid, and binding
obligations of the District entitled to the benefits of the Bond Order and the Bonds and the Bond
Order are enforceable in accordance with their terms (except to the extent that such
enforceability may be limited by bankruptcy, insolvency, reorganization, and similar laws
affecting creditors’ rights generally and general principles of equity that perinit the exercise of
judicial discretion). . :

(h) - Except as disclosed in the Official Statement, there is-no action, suit,
proceedmg, inquiry, or mvesngatlon at law or in equity or before or by any court, public board,
or body pending against the District or, to the knowledge of the District, threatened against or
affecting the District (or, to the knowledge of the District, any basis therefor) contesting the due
organization and valid corporate existence of the District or the validity of the Act or wherein an
unfavorable decision, ruling, or finding would adversely affect (i) the transactions described
herein or in the Official Statement, (ii) the validity or due adoption of the Order, or the validity,
due authorization, and execution of the Bonds, the Pricing Certificate, this Purchase Contract, the
Paying Agent/Reglstrar Agreement, the Escrow Agreement, or any agreement or instrument to
which the District is a party and which is to be used in the consummation of the transactions
described herein or in the Official Statement, (iii) the defeasance or payment of the Refunded
Bonds, or (iv) the federal tax-exempt status of the interest on the Bonds. Except as described in
the Official Statement, the District is not a party to any litigation or other proceeding pending or,
to lts knowledge, threatened, in any, court, agency, or other administrative body (either state or
federal) which, if decided adversely to the District, would have a materlally adverse effect on the
financial co:xdmon of the District. -

PR

() The authorization, execution, and delivery by the District of the Official
Staterhent, this Purchase Contract, the Pricing Certificate, the Bonds; the Paying Agent/Registrar
Agreement, the Escrow Agreement, and the other documents described herein and in the Official
Statement, the adoption of the Order by the District, the consummation of the transactions
described herein and therein, and compliance by the District with the provisions of such
instruments, do not and will not conflict with or constitute on the part of the District a breach of
or a default under any provision of the Constitution of the State of Texas or the Act or any other
existing law, court or administrative decision, regulation, decree, or order or any agreement,
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indenture, mortgage, lease, or other instrument by which the District or its properties are or, on
the date of Closing, will be bound or affected.

)] Other than the opinion of the Attorney General of the State of Texas (the
Atforney General) approving the Bonds as required by law and the registration of the Bonds by
the Comptroller of Public Accounts of the State of Texas (the Compiroller) (which approvals and
registration shall have been duly obtained or effected on or before the date of the Closing), and
other than such permits, consents, licenses, notices, and filings, if any, as may be required undex
the sccurities or blue sky laws of any jurisdiction as may be reasonably requested by the
Underwriters (all of which, subject to Section 11(c) hereof, shall have been duly made or
obtained by the Underwriters on or before the date of the Closing), no permit, consent, license,
notice, or filing with governmental authorities is necessary or required (i) to permit the District to
execute and deliver this Purchase Contract, the Pricing Certificate, the Escrow Agreement, or the
other instruments and documents described herein or therein, to perform its obligations
hereunder or thereunder, or to consummate the transactions described herein or therein, or (ii) to
issue and deliver the Bonds as described herein and in the Official Statement, or to perform in
accordance with the terms hereof and thereof, or (iii) to adopt and enact the Order, execute the
Pricing Certificate, or to perform in accordance with the terms thereof, or to issue and sell the
Bonds as therein and in the Official Statement provided.

&) The financial statements of the District included in Appendix D to the Official
Statement thereto present fairly the financial position and the results of operations of the District
at the respective dates and for the respective periods indicated thereon, in conformity with
generally accepted accounting principles applied on a consistent basis throughout the periods
presented.

Q)] The District, to the extent heretofore requested in writing by the Authorized
Representative, has delivered to the Authorized Representative frue, correct, complete, and
legible copies of all information, applications, reports, or other documents of any nature
whatsoever submitted to any rating agency for the purpose of obtaining a rating for the Bonds,
and, in each instance, true, correct, complete, and legible copies of all correspondence or other
communications relating, directly or indirectly, thereto.

(m) If, after the date of this Purchase Contract to and including the date the
Underwriters are no longer required to provide an Official Statement to potential customers who
request the same pursuant to Rule 15¢2-12 (the earlier of (i) 90 days from the end of the
underwriting period {as defined in Rule 15¢2-12) and (ii) the time when the Official Statement is
available to any person from the MSRB, but in no case less than 25 days after the end of the
underwriting period for the Bonds), the District becomes aware of any fact or event which might
or would cause the Official Statement, as then supplemented or amended, to contain any untrue
statement of a material fact or to omit to state a material fact required to be stated therein or
necessary to make the statements therein, not misleading, or if it is necessary to amend or
supplement the Official Statement to comply with law, the District will notify the Authorized
Representative (and for the purposes of this clause provide the Authorized Representative with
such information as it may from time to time request), and if, in the reasonable opinion of the
Authorized Representative, such fact or event requires preparation and publication of a
supplement or amendment to the Official Statement, the District will forthwith prepare, in a
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“designated electronic format™, and furnish, at the District’s own expense (in a manner approved
by the Authorized Representative, and which approval will not be unreasonably withheld), such
amendment or supplement to the Official Statement so that the statements in the Official
Statemnent as so amended and supplemented will not contain any untrue statement of a material
fact or omit to state a material fact required to be stated therein or necessary to make the
statements therein not misleading or so that the Official Statement will comply with jaw. If such
notification shall be subsequent to the Closing, the District shall furnish such legal opinions,
certificates, instruments and other documents as the Authorized Representative may deem
necessary to evidence the truth and accuracy of such supplement or amendment to the Official
Statement.

(n) Between the date of this Purchase Contract and the date of the Closing the
District shall disclose to, discuss with, and provide any information reasonably requested by, the
Underwriters in connection with any breach, default, or failure to comply, of whatever nature
and of which the District has knowledge, regarding any law, loan agreement, indenture, or other
agreement to which the District is a party or to which the District or any of the property or assets
of the District is otherwise subject.

(0)- The District has not been notified of any listing or proposed listing by the
Internal Revenue Service to the effect that the District is an issuer whose arbitrage certificates
may not be relied upon.

(p) To the best of the knowledge and belief of the District, the Preliminary Official
Statement contains information, including financial information or operating data, concerning
every entity, enterprise, fund, account, or person that is material to an evaluation of the offermg
of the Bonds; and the District has entered into previous continuing disclosure undertakmgs ina
written contract or agreement specified in subsection (bY(5)(i) of Rule 15¢2-12 and, except as
disclosed in the Official Statement, has not failed to comply with any such undertakings in any
material respect during the past five years.

»

(@) . The Bonds and the Order conform to the description thereof contained in the
Official Statement under the caption “THE BONDS™; the proceeds of the sale of the Bonds witl
be applied generally as described in the Official Statement under the caption “SOURCES AND
USES OF FUNDS” and the continuing disclosure undertaking to comply with Rule 15¢2-12 (the
Undertaking) dcscrlbed in the Order, conforms to the description thercof contained in the
Official Statement under the caption “CONTINUING DISCLOSURE OF INFORMATION.”

(r) The District will apply, or cause 1o be applied, the proceeds from the sale of the
Bonds as provided in and subject to all of the terms and provnsmns of the Bond Order and the
District will not take or omit to take any action which action or omission' will adversely affect the
exclision from gross income for federal income tax purposes of the interest on the Bonds.

(s) The District is not in default under or otherwise not compliant with any order,
resolution, proclamation, filing or reporting requirement or other manner of administrative
requirement of the Texas Commission on Environmental Quality (the TCEQ) promulgated by
Texas law or administrative rule or. policy a’nd no ?ction or approval of the TCEQ is required

¥ *
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with respect to the issuance of the Bonds or the refunding of the Refunded Bonds that has not
been obtained (or will be obtained by the Closing Date} by the District.

6. Representations and _Covenants of the Underwriters. The Authorized
Representative hereby agrees to file the Official Statement and the Escrow Agreement with the
MSRB through its Electronic Municipal Market Access (EMMA) system. Unless otherwise
notified in writing by the Authorized Representative, the District can assume that the end of the
underwriting period for purposes of Rule 15¢2-12 is the date of the Closing.

7. Delivery of, and Payment for, the Bonds. The consummation of the sale of the
Bonds to the Underwriters (the Closing) shall be held at the offices of McCall, Parkhurst &
Horton L.L.P., 717 North Harwood Street, Suite 900, Dallas, Texas 75201. The Closing shall be
held at 10:00 a.m., Dallas, Texas time, on September 17, 2013, or at such other time or date as
shall be mutually agreed upon by the District and the Authorized Representative.

Subject to the conditions stated herein, at the Closing, the District will deliver, or cause to
be delivered, the Bonds to the Authorized Representative (being one initial Bond) in temporary
form, duly executed and registered as hereinafter provided, together with the other documents
hereinafter mentioned, and the Underwriters will accept such delivery and pay the purchase price
of the Bonds as set forth in Section 1 hereof in immediately available funds by federal funds wire
transfer to or for the account of the District. It is anticipated that the definitive Bonds (replacing
the cancelled initial Bond) shall be issued in the form of one typewritten or printed bond for each
maturity, registered in the name of Cede & Co., as the registered owner and nominee for The
Depository Trust Company, New York, New York (DTC) in the same aggregate principal
amount of the Bonds. Delivery of the definitive Bonds as aforesaid shall be made at the place in
New York, New York, designated by DTC or to the Paying Agent/Registrar acting on behalf of
DTC. The District will have the opinion of Bond Counsel attached to or printed on the Bonds.
The definitive Bonds shall be in fully registered form, bear proper CUSIP numbers, and be in
authorized denominations and registered in such names and in such amounts as the Authorized
Representative may request. The definitive Bonds shall be made available to the Authorized
Representative for review not less than two full business days prior to the Closing. In lieu of the
foregoing, such Bonds shall be held in safe custody by the Paying Agent/Registrar or any
authorized agent for the Paying Agent/Registrar. The Paying Agent/Registrar shall release or
authorize the release of such Bonds at the Closing from safe custody to the Underwriters upon
receipt by the District of payment for the Bonds as provided herein. In addition, the District and
the Authorized Representative agree that there shall be a preliminary Closing held at such place
as the District and the Authorized Representative shall mutually agree, commencing at least 24
hours prior to the Closing; provided, however, that such preliminary Closing shall not be
required if Bond Counsel provides a complete transcript of proceedings acceptable to the
Underwriters relating to the Bonds to the counsel for the Underwriters at least 24 hours prior to
the Closing. Drafis of all documents to be delivered at the Closing shall be prepared and
distributed to the parties and their counsel for review at least two business days prior to the
Closing.

8. Certain _Conditions to Underwriters” Obligations. The obligations of the
Underwriters hereunder are subject to the satisfaction on or before the date of the Closing of each
of the following conditions (unless waived by the Authorized Representative in writing):
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(a) The representations and warranties of the District contained herein or on any
certificate or other document delivered pursuant to the prévisions hereof shall be true on and as-
of the date of the Closing as though such representations and warranties were made on and as of
the date of the Closing. Lo

(b) The District shall have performed and complied with: all agreements and-
conditions required by this Purchase Contract and the Order to be performed or complied with by
it prior to or on the date of the Closing.

(c) At the time of the Closing, the Order shall be in full -force and effect, and the
Order shall not have been amended, modified, or supplemented, and the Official Statement shall
not have been amended, modified, or supplemented, except as may have been agreed to in
writing by the Authorized Representative.

(d). At the time of the Closing, all official action of the District related to the Bond
Order shall be in full force and effect and shall not have been amended, modified, or
supplemented, except as may have otherwise been agreed to in writing by the Authorized
Representative. . -

(e) , The District shall not have failed to pay principal or interest when due on any of
its outstanding obligations for borrowed money.

4

) E)Zcept as described in the Official Statement, no suit, action, investigation, or
legal or administrative proceeding shall be threatened or pending before any court or
govcrnmental agency which is likely to result in the restraint, prohlbmon, or the obtaining of
damages or other relief in connection with the issuance of the Bonds or the consummation of the
transactions described herein, or the levy or charge, collection,' or application of the taxes,
pledged to pay the principal of and interest on the Bonds which would have a material adverse
effect on the financial condition of the District, or which, in the reasonable opinion of the
Authorized Representative, would have a material adverse effect on the transactions described
herein.

4

® All steps to be taken and all instruments and other documents to be executed,
and all other legal matters in connection with the transactions described in this Purchase Contract
shall be reasonably satisfactory in legal form and effect to counsel for the Underwriters.

(h) At or prior to the Closing, the Authorized Representative shall have received
one (1) executed copy of each of the following documents:

q)) the opinion, datéd the date of the Closing, of Mc(fall, Parkhurst & Horton
L.L.P., as bond counsel (Bond Counsel), delivered to the Underwriters, relating to, among other
things, the validity of the Bonds, the defeasance of the Refunded Bonds, and the tax-exempt

status of the interest on the Bonds for federal income tax purposes, in substantially the form -

attached as Appendix C to the Official Statement;

@ the supplemental opinion, dated the date of the Closmg, of Bond Counsel
attached hereto in substantially final form as Exhibit A hereto, including reliance language with
respect to the Bond Counsel opinion referenced in Section 8(h)(1) hereof:
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(3)  an opinion, dated the date of the Closing, of Fulbright & Jaworski LLP of
San Antonio, Texas, a member of Norton Rose Fulbright, counsel for the Underwriters, in
substantially the form of Exhibit B hereto;

(4)  a certificate of the District, dated the date of the Closing and signed on its
behalf by a Pricing Officer, acting solely in his official and authorized capacity, in form
satisfactory to counsel to the Underwriters, to the effect that (a)the representations and
warrantics of the District herein, or in any certificate or document delivered by the District
pursuant to the provisions hereof, are true and correct in all material respects on and as of the
date of the Closing as though such representations and warranties were made on and as of the
date of the Closing, (b) all agreements or conditions to be performed or complied with by the
District hereunder on or prior to the date of the Closing have been performed or complied with,
and (c) there has not been any materially adverse change or any development involving a
prospective change in the financial condition or otherwise of the District since
September 30, 2012, the latest date as of which audited financial information is available;

) the Official Statement executed (or approved as evidenced by a conformed
copy thereof) on behalf of the District by the President and Secretary of the Board of Directors;

6) a copy of the Order and all other resolutions or orders or other proceedings
of the District authorizing the issuance and sale of the Bonds and the execution and delivery of
this Purchase Contract, the Pricing Certificate, the Escrow Agreement, the Paying
Agent/Registrar Agreement, and the Official Statement, in each case certified by the Secretary of
the District, as having been duly adopted and being in full force and effect and as being true,
accurate, and complete copies thereof;

(7)  an unqualified opinion, dated on or prior to the date of the Closing, of the
Attorney General, relating to the legality and validity of the Bonds, the defeasance of the
Refunded Bonds, and approving the Bonds as required by law;

(8)  evidence satisfactory to the Authorized Representative that the Bonds
have been registered by the Comptroller of Public Accounts of the State of Texas as required by
law;

1)) an executed copy of the Escrow Agreement relating to the Refunded
Bonds;

(10) a letter from Standard & Poor’s Rating Service, a Standard & Poor’s
Financial Services LLC business (S&P), indicating a rating for the Bonds which is not lower
than “AA-" without regard to credit enhancement;

(11)  a certificate, dated the date of the Closing, executed by a Pricing Officer,
to the effect that (i) except to the extent disclosed in the Official Statement, no suit, action,
investigation, or legal or administrative proceeding is pending or, to the knowledge of such
persons, threatened, before any court or governmental agency (A) to restrain, enjoin, prohibit, or
obtain damages or other relief in connection with the issuance or delivery of the Bonds, the
consummation of the transactions described herein, or the levy, collection, or application of the
taxes pledged to pay the principal of and interest on the Bonds, or the pledge thereof, or that
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would otherwise adversely affect in a material manner the District’s financial condition, its

< ability to pay the principal of and interest on the Bonds, or its ability to consummate ‘the
transactions described herein; (B) contesting or questioning the legal existence or boundaries of
the District or the right to hold office of any member of the governing body of the District or any
other elected or appointed official of the District or (C) in any way contesting or affecting the
validity of the Bonds, the Order, the Pricing Certificate, the Paying Agent/Registrar Agreement,
the Escrow Agreement, or this Purchase Contract, or_contesting the powers of the District to
issue the Bonds, or contesting the authorization of-the Bonds, the execution of the Pricing
Certificate, the Paying Agent/Registtar Agreement, this Purchase Contract, the Escrow
Agreement, or the adoption of the Bond Order, or contesting in any way the accuracy,
completeness, or fairness of the Preliminary Official Statement (to the extent not modified by the
Official Statement) or the Official Statement; and (ii) to the best of such persons’ knowledge, no
event affecting the District has occurred since the date of the Official Statement which should be
disclosed therein for the purpose for which it is to be used or which it is necessary to be
disclosed therein in order to make the statements and information therein not misleading in any
respect; and

(12) the Pricing Certificate, as well as a Rule 15¢2-12 Certificate pertaining to
the distribution of the Preliminary Official Statement by the Underwriters, in each case executed
by a Pri¢ing Officer;

(13) a certificate"as to the sufficiency’ of funds’ deposited to the escrow fund
pursuant to the Escrow Agreement to accomplish the defeasance of the Refunded Bonds, which
certificate has been signed by either the District’s financial advisor or the paying agent/reglstrar
for the Refunded Bonds; and

(14)  acertificate of the District, dated the date of the Closing, and signed by an
appropriate official of the District, in the form approved by Bond Counsel and satisfactory to the *
Authorized Representative and Underwriters’ counsel, with respect to arbitrage matters.

@) The District shall have returned the corporate check of the Authorized
Representative delivered to the District pursuant to Section 4 hereof.

)] The Underwriters -shall receive such additional legal opinions, certificates,
proceedings, instruments, and other documents as counsel to the Underwriters or Bond Counsel
may reasonably request to evidence compliance by the District with legal requirements, the truth
and accuracy, as of the time of Closing, of the representations and warranties of the District
contained herein, and the due performance or satisfaction by the District at or prior to such time
of all agreements then to be performed and all tonditions then to be satisfied by the District and
the Escrow Agent.

(3] At the time of the Closing, there shall not have occurred any change or any
developmcnt involving a prospective chdnge, in the condition, financial or’ otherwise, of the
District from that set forth in the Official Statement that in the reasonable judgment of the -
Authorized Representative, is material and adverse and that makes it, in the reasonable judgment
of the Authorized Representative, impracticable to market the Bonds on the terms and in the
manner conternplated in the Official Statement.
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All such opinions, certificates, letters, agreements, and documents will be in compliance
with the provisions hereof only if they are reasonably satisfactory in form and substance to the
Underwriters and their counsel and to Bond Counsel. The Authorized Representative shall be
entitled to receive such conformed copies or photocopies of such opinions, certificates, letters,
agreements, and documents as the Underwriters may reasonably request.

9. Conditions to Obligations of the District. The obligations of the District hercunder
to deliver the Bonds shall be subject to receipt on or before the date of the Closing of the
purchase price set forth in Section 1 hereof, the opinion of Bond Counsel described in Section
8(h)(1) hereof, and the opinion of the Attorney General described in Section 8(h)(8) hereof.

10.  Termination. The Underwriters shall have the right to cancel their obligation to
purchase the Bonds if, between the date hereof and the Closing, the market price or marketability
of the Bonds shall be materially adversely affected, in the reasonable judgment of the Authorized
Representative, by the occurrence of any of the following:

(a) legislation shall be enacted or recommended to the Congress for passage by the
President of the United States, or favorably reported for passage to either House of the Congress
by any committee of such House to which such legislation has been referred for consideration, a
decision by a Court of the United States or the United States Tax Court shall be rendered, or a
ruling, regulation, or statement by or on behalf of the Treasury Department of the United States,
the Internal Revenue Service, or other governmental agency shall be made or proposed, the
effect of any or all of which would be to impose directly or indirectly federal income taxation
upon interest received on obligations of the general character of the Bonds or upon income of the
District; or

(b) there shall exist any event which, in the reasonable judgment of the Authorized
Representative, either (1) makes untrue or incorrect in any material and adverse respect any
statement or information contained in the Official Statement or (2) is not reflected in the Official
Statement but should be reflected therein in order to make the statements and information
contained therein not misleading in any material respect; or

(c) there shall have occurred any national or international calamity or crisis,
including, without limitation, financial crisis, or a financial crisis or a defauit with respect to the
debt obligations of, or the institution of proceedings under the federal or the state bankruptcy
laws by or against the State of Texas or any political subdivision, agency, or instrumentality of
the State, that affect the financial markets of the United States; or

@ there shall have occurred any (1) new material outbreak of hostilities (including,
without limitation, an act of terrorism) or (2) new material other national or international
calamity or crisis, or any material adverse change in the financial, political or economic
conditions affecting the United States, including, but not limited to, an escalation of hostilities
that existed prior to the date hereof and any such event shall affect or have affected the financial
markets of the United States; or

(e) there shall be in force a general suspension of trading on the New York Stock
Exchange; or

57168918 5 -12-

TCMUD006894

1746



@ a general banking moratorium shall have been declared by either federal, Texas,
or New York authorities; or

® there shall have occurred any materially adverse change in the’ affairs or
financial condition of the District, except for changes which the Official Statement discloses
have occurred of may oceur; or

(h) - legislation shall be enacted or any action shall be taken by the United States
Securities and Exchange Commission which, in the written opinion of counsel to the
Underwriters delivered to the Underwriters and the District, has the cffect of requiring the
contemplated distribution of the Bonds to be registered under the Securities Act of 1933, as
amended, or requiring the Bonds or the Order or any other document relating to the Bonds or
transactions described herem to be qualified under the Trust Indenture Act of 1939, as amended;
or

0] a stop. order, ruling, regulation, or official statement by or on behalf of the
United States Securities and Exchange Commission shall be issued or made to the effect that the
issuance of the Bonds, or of obligations of the general character of the Bonds, is in violation of
any provision of the Securities Act of 1933, as amended, the Securities Exchange Act of 1934, as
amended, or the Trust Indenture Act of 1939, as amended; or

®» any state blue sky or securities commission or other governmental agency or
body in a state in which at least 20% of the Bonds shall have been sold shall have withheld
registration, exemptlon or clearance of the offering of the Bonds as described herein, or issued a
stop order or similar ruling relating thereto; or

(k) the Constitution of the State of Texas shall be amended, or an amendment shall
be proposed, or legislation shall be enacted, or a decision shall. have been rendered as to matters
of Texas law, ot any order, ruling, or regulation shall have been rendered as to or on behalf of the
State of Texas by an official, agency, or department thereof, affecting the tax status of.the
District, its property, or income; its bonds (including the Bonds), or the interest thereon; or

) there shall be established any new restriction on transactions in securities
materially affecting the free market for securities (including the imposition of any limitation on
interest rates) or the extension of credit by, or a change to the net capital requirements of,
underwriters established by the New York Stock Exchange, the United States Securities and
Exchange Commission, any other federal or state agency or the Congress of the United States, or
by Executive Order; or .

(m) there shall have occurred any downgrading or published negative credit watch
or similar published information from a rating agency that at the date of this Purchase Contract
has published a rating (or has been asked to furnish a rating) on any of the District’s debt
obligations that are-secured in a like manner as the Bonds, including the Bonds, which action
reflects a change or possible change, in the unenhanced ratings accorded any such obligations of
the District (including any unenhanced rating to be accorded the Bonds); or

(n) a material disruption in securities settlement, payment, or clearance services in
the United States shall have occurred.
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If the District shall be unable to satisfy the conditions to the obligations of the
Underwriters to purchase, to accept delivery of, and to pay for the Bonds contained in this
Purchase Contract, or if the obligations of the Underwriters to purchase, to accept delivery of,
and to pay for the Bonds shall be terminated for any reason permitted by this Purchase Contract,
this Purchase Contract shall terminate and be of no further force or effect, and neither the
Underwriters nor the District shall be under further obligation hereunder, except that the
respective obligations of the District and the Underwriters set forth in Sections 12, 13, 14, and 17
hereof shall continue in full force and effect. In addition, the District shall promptly return the
corporate check of the Authorized Representative delivered to the District pursuant to Section 4
hereof.

11.  Particular Covenants of the District. The District covenants and agrees with the
Underwriters as follows:

(a) Up to and including the date the Underwriters are no longer required to provide
an Official Statement to potential customers who request the Official Statement pursuant to Rule
15¢2-12, the District shall cooperate with the Underwriters in amending or supplementing the
Official Statement whenever requested by the Authorized Representative if, in the rcasonable
judgment of the Authorized Representative, such amendment or supplement is required.

(b) The District shall not revise, amend, or supplement the Official Statement
unless such revision, amendment, or supplement has been previously approved by the
Authorized Representative, which approval shall not be unreasonably withheld.

©) The District shall cooperate with the Underwriters and their counsel in any
endeavor to qualify the Bonds for offering and sale under the securities or blue sky laws of such
jurisdictions of the United States as the Underwriters may request, and the District shall use all
reasonable efforts to assist the Underwriters to effect such qualifications and to maintain them in
effect until the distribution of the Bonds described in the Official Statement shall have been
completed; provided, however, the District shall not be required with respect to the offer or sale
of the Bonds to file a general or special written consent to suvit or to file a general or special
written consent to service of process in any jurisdiction, will not be required to qualify as a
foreign corporation, and will not bear any expense in connection with any such qualification.
The District consents to the use of the Order, the Preliminary Official Statement, and the Official
Statement by the Underwriters in obtaining such qualifications.

(d) Any certificate or other instrument or document signed by an authorized officer
or agent of the District and delivered to the Underwriters pursuant to the terms and provisions
hereof shall be deemed to be a representation and warranty made by the District to the
Underwriters as 1o the statements made therein.

(€) From and after the date of this Purchase Contract through and including the time
of the Closing, the District will not, except as disclosed in the Official Statement and otherwise
without the prior written consent of the Authorized Representative, issue any additional bonds,
notes, or other obligations for borrowed money, other than in the normal course of business, and
the District will not incur any material liabilities, direct or contingent, relating to the District.

57168918 -14-

TCMUD006896

1748



12.  Survival of Representations. All representations, warranties, and agreements of
the District hereunder or in any certificate delivered pursuant hereto shall remain operative and
in full force and effect, regardless of any investigation made by or on behalf of the Underwriters,
and shall survive the delivery of and payment for the Bonds and any termination of this Purchase
Contract by the Underwriters pursuant to the terms hereof.

i«

13. Payment of Expenses. Costs related to the issuance and sale of the Bonds,
including, -but not limited to, costs of preparation, printing,- and mailing of the Bonds, the
Preliminary Official Statement, and the Official Statement, postage, the fees and expenses of any
persons retained by the District relating to this transaction, the cost of obtaining credit ratings on
the Bonds, the fees of the Attorney General, the fees and expenses of Southwest Securities, Inc.,
as financial advisor to the District, the fees and costs of the Paying Agent/Registrar, the paying
agent/registrar for the Refunded Bonds, the Escrow Agent, and any other persons retained by the
District relating to this transaction, and the fees and disbursements of Bond Counsel to the
District shall be paid by the District out of the proceeds of the Bonds or other funds of the
District. The Underwriters shall pay for their costs related to the purchase of the Bonds,
including, without limitation, appropriate advertising expenses, “blue sky” fees and expenses, the
fees and expenses of their legal counsel, and other expenses incurred at the Underwriters”
discretion (including, but not limited to, travel, lodging, meals, entertainment, deal mementos,
and similar expenses). The District acknowledges that the Authorized Representative will pay
from the Underwriters’ expense allocation of the uriderwriting discount the applicable per bond
assessment charged by the Municipal Advisory Council of Texas, a non—proﬁt corporation whose
purpose is to collect, maintain and distribute information relatmg to issuing entities of municipal
securities. The District acknowledges that it has had an opportunity, in consultation with such
advisors as it may deem appropriate, if any, to evaluate and consider the fees and expenses being
incurred as part of the issuarice of the Bonds.

14.  No Personal Liability. None of the members of the District, nor any officer,
agent, or employee of the District, shall be charged personally by the Underwriters with any
liability, or"be held liable to the Underwriters under any term or provision of.this Purchase
Contract, or because of execution or attempted execution, or because of any breach or attempted
or alleged breach, of this Purchase Contract.

15.  Continuing Disclosure Agreement. The District has agreed in the Order to
provide:certain periodic information and notices of material events in accordance with Rule
15¢2-12, as described in the Official Statement under “CONTINUING DISCLOSURE OF
INFORMATION.” The Underwriters have reviewed the agreement as set forth in the Order and
the Underwriters® obligation to accept and pay for the Bonds is conditioned upon delivery to the
Underwriters or their agent of a certified copy of the Order containing the agreement described
under such heading. i s

16.- Notices. Any notice or other communication to be given to the District under this
Purchase Contract may be given by delivering the same in writing at its address set forth above,
Attention: President, Board of Directors, and any notice or other communication to be given to
the Underwriters under this Purchase Contract may be given by delivering the same in writing to
Mr. Chris Whitlock, SAMCO Capital Markets, Inc:, 1700 Pacific Avenue, Suite 2000, Dallas,
Texas 75201.
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17.  Parties in Interest; Entire Agreement. This Purchase Contract shall constitute the
entire agreement and is made solely for the benefit of the District and the Underwriters
(including the successors or assigns of the Underwriters), and no other person shall acquire or
have any right hereunder or by virtue hereof. The Underwriters shall have the right to assign
their rights, duties, and obligations under this Purchase Contract. This Purchase Contract may
not be assigned by the District. All of the District’s representations, warranties and agreements
contained in this Purchase Contract shall remain operative and in full force and effect, regardless
of (i) any investigations made by or on behalf of the Underwriters; (ii) delivery of and payment
for the Bonds pursuant to this Purchase Contract; and (iii) any termination of this Purchase
Contract.

18.  Governing Law and Choice of Law. This Purchase Contract shall be governed by
and construed in accordance with the laws of the State of Texas and the United States of
America.

19.  Business Day. For purposes of this Purchase Contract, business day means any
day on which the New York Stock Exchange is open for trading.

20.  Status of the Underwriters. It is understood and agreed that for all purposes of
this Purchase Contract and the transactions contemplated hereby the Underwriters have, in their
role as underwriters, acted solely as independent contractors and have not acted as a financial or
investment advisor, fiduciary, or agent to or for the District, whether directly or indirectly
through any person. The District recognizes that the Underwriters expect to profit from the
acquisition and potential distribution of the Bonds. The District acknowledges and agrees that (i)
the primary role of the Underwriters is to purchase securities for resale to investors and the
purchase and sale of the Bonds pursuant to this Purchase Contract is an arm’s length commercial
transaction between the District and the Underwriters, (ii) in connection with such transaction,
the Underwriters are acting solely as principals and not as agents or fiduciaries of the District,
(iii) the Underwriters have not assumed (individually or collectively) a fiduciary responsibility in
favor of the District with respect to the offering of the Bonds or the process leading thereto
(whether or not any Underwriter, or any affiliate of an Underwriter, has advised or is currently
advising the District on other matters) or any other obligation to the District except the
obligations expressly set forth in this Purchase Contract, (iv) the Underwriters have financial and
other interests that differ from those of the District, (v) the Underwriters have provided to the
District prior disclosures under Rule G-17 of the MSRB, which have been received by the
District and (vi) the District has consulted with its own legal and financial advisors to the extent
it deemed appropriate in connection with the offering of the Bonds.

21.  Severability. If any provision of this Purchase Contract shall be held or deemed
to be or shall, in fact, be invalid, inoperative or unenforceable as applied in any particular case in
any jurisdiction or jurisdictions, or in all jurisdictions because it conflicts with any provision or
provisions of any constitution, statute, rule of public policy, or any other reason, such
circumstances shall not have the effect of rendering the provision in question invalid, inoperative
or unenforceable in any other case or circumstance, or of rendering any other provision or
provisions of this Purchase Contract invalid, inoperative or unenforceable to any extent
whatever.
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22.  General. This Purchase Contract may be executed in several counterparts, each of
which shall be regarded as an original and all of which will constitute one and the same
instrument. The section headings of this Purchase Contract are for convenience of reference
only and shall not affect its interpretation. This Purchase Contract shall become effective upon
your acceptance hereof and delivery of a signed copy of this Purchase Contract to the Authorized

Representative. :
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Very truly yours,

SAMCO CAPITAL MARKETS, INC.

By:

Title: ﬁléf%aa d/?’cﬁz/

Accepted and agreed to as of 11132 a.m fpm. Central time,
on the 14th day of __Augus® , 2013,

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

<
. P\/
By:
Name; ennifer McKnight
Title: District Manager
571689183 S-1
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SCHEDULE 1

PRICING CERTIFICATE PREPARED BY BOND COUNSEL

L]

57168918.5 Schedule I-1

TCMUD006901
1753



PRICING CERTIFICATE

I, the undersigned District Manager of Trophy Club Municipal Utility District No. 1 (the
"District"), acting as the Pricing Officer pursuant to the authority granted to me by the order
adopted by the Board of Directors of the District (the "Board"), on June 18, 2013 (the "Bond
Order™) relating to the issuance of the Trophy Club Municipal Utility District No. | Unlimited
Tax Refunding Bonds, Series 2013 (the "Bonds"), hereby find, determine and commit on behalf
of the District to sell and deliver the Bonds on the following terms. Capitalized terms not
otherwise defined herein have the meaning assigned in the Bond Order.

1. The Bonds shall be designated as "Trophy Club Municipal Utility District No. 1
Unlimited Tax Refunding Bonds, Series 2013."

2. The Bonds are hereby sold and shall be delivered to SAMCO Capital Markets, Inc.
(the "Underwriter") pursuant to the terns of the Purchase Contract, dated August 14, 2013
between the District and the Underwriter and attached hereto as Exhibit A, for cash at a price of
$1,968,056.50 (being the par amount of the Bonds plus an original issue premium of $78,832.75,
less an underwriting discount of $15,776.25), plus accrued interest from the date of the Bonds to
the date of delivery, according to the following terms:

A. The aggregate original principal amount of the Bonds shall be $1,905,000.
B. The Bonds shall be Current Interest Bonds and shall be dated July 1, 2013

and shali be numbered from R-1 upwards (except that the Initial Bond shall be numbered
T-1). The Bonds shall mature and bear interest from their dated date as follows:

Maturity Date Principal Interest

(September 1) Amount (8) Rate (%)
09/01/2014 165,000 2.000%
09/01/2015 175,000 2.000%
09/0172016 175,000 3.000%
09/01/2017 185,000 3.000%
09/01/2018 185,000 3.000%
09/01/2019 195,000 3.000%
09/01/2020 195,000 3.000%
09/01/2021 205,000 3.000%
09/01/2022 210,000 3.000%
09/01/2023 215,000 3.500%

C. Interest on the Bonds shall be payable on March 1 and September 1 of
each year, commencing March 1, 2014. The record date for the Bonds will be the
fifteenth day of the month preceding an Interest Payment Date whether or not such dates
are Business Days.
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D. The Bonds are not subject to redemption prior to their stated maturity at the
option of the District. ;

1

E. The initial Bonds shall be registered in the name of SAMCO Capital Markets,
Inc. ’ bt

3. The Refundable Bonds that are to be refunded in connection with the issuance of the
Bonds, and the redemption date of the Refunded Bonds, are designated and set forth in Exhibit B
attached hereto and the form of the Notice of Redemption relating thereto is set forth in
Exhibit B attached hereto. The Bonds are in amounts sufficient to redeem and refund the
Refunded Bonds and to pay the costs of issuing the Bonds.

4. The issuance of the Bonds is in the best interest of the District and produces a gross
debt service savings of $129,679.17. The District is not making a contribution to the refunding.

5. The price to be paid by the Underwriter for the Bonds is 104.138%, which is in excess
of 90% of the aggregate original principal amount thereof plus accrued interest to the date of
delivery of the Bonds, and produces a gross ‘debt service savings of $129,679.17, which is in
excess of $125,000. None of the Bonds bear interest at an interest rate greater than the maximum
authorized by law. Additionally, all of the requirements of Sections 3.01 and 3.02 of the Bond
Order have been met.

6. In accordance with Section 19.01 of the Bond Order, the District shall provide
annually to the MSRB, within six months after the end of each fiscal year, financial information
and operating data with respect to the District as provided in the Official Statement under the
caption "CONTINUING DISCLOSURE OF INFORMATION — Annual Reports."

7.. In accordance with Section 15.03 of the Bond Order, the Preliminary Official
Statement, dated July 1, 2013, previously prepared and distributed in connection with the pricing
of the Bonds is hereby approved and deemed final as of its date (subject to permissible omissions
described in Rule 15¢2-12) within the meaning of the provisions of 17 C.F.R § 250. 15¢2-
12(b)(1), and the preparation and distribution of the final Official Statement in reoffering of the
Bonds by the Underwriter is hereby approved.

8. In consultation with, and reliance upon the advice of the financial advisor for the
District, I hereby find that the terms and sale are the most advantageous reasonably available on
the date and time of the pricing of the Bonds given the then existing market conditions and the
stated terms of sale on such dated and time.

) 9. The Bonds shall be in the form as’set forth in Exhibit C attached hereto.
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WITNESS MY HAND this 14th day of August, 2013.

TROPHY CLUB MUNICIPAL UTILITY
DISTRICT NO. 1

e: enmfeercnght
le istrict Manager

Pricing Certificate
Trophy Club Municipat Utility District No. 1 Unlimited Tax Refunding Bonds, Series 2013

TCMUD006904
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EXHIBIT A
Purchase Contract

[See Tab _]
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EXHIBIT B
NOTICE OF REDEMPTION

Trophy Club Municipal Utility District No. 1

Notice is hereby given that the following obligations of Trophy Club Municipal Utility District No. 1 (the "District") have been
defeased and called for redemption prior to their scheduled maturities, at a price of par and accrued interest to the date of
redemption, to-wil:

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 2 UNLIMITED TAX BONDS, SERIES 2003, all outstanding
obligations maturing on September 1 in each of the following years, aggregating $725,000 in principal amount.

Maturity Date  Principal Amount (8} Interest Rate (%) Redemption Date Cuysip*

2015 120,000 3.90 September 18,2013 897060CC1
2017 135,000 4.00 Scptember 18,2013 897060CE7
2020 220,000 4.25 September 18,2013 897060CHQO
2023 250,000 4.00 September 18,2013 897060CL1

Due provision for the payment of the above-described obligations has been made with The Bank of New York Mellon Trust
Company, N.A,, (the "Bank"), the paying agent for said obligations, and said obligations shall be presented for payment ¢ither in
person or by mail, at the following address:

First Class/
Registered/Certified Mail By Overnight or Courier In person
The Bank of New York Mellon Trust The Bank of New York Mellon Trust The Bank of New York Mellon Trust
Company, N.A. Company, N.A. Company, N.A.
Globat Corporate Trust Global Corporate Trust Global Corparate Trust
P.O. Box 396 111 Sanders Creek Parkway Corporate Trust Window
East Syracuse, New York 13057 East Syracuse, New York 13057 101 Barclay Street

1ST Floor East
New York, New York 10286

Interest on the redeemed obligations shall cease to accrue thereon after their redemption date.

1n compliance with section 3406 of the Internal Revenue Code of 1986, as amended, payors making certain payments due on debt
securities may be obligated to deduct and withhold a portion of such payment from the remittance to any payce who has failed to
provide such payor with a valid taxpayer identification number. To avoid the imposition of this withholding tax, such payees
should submit a certified taxpayes identification number when surrendering the Bonds for redemption.

hd The CUSIP Numbers have been assigned 1o this issue by the CUSIP Service Burcau and are included solely for the convemience of the
owners of the Bonds. The District and Paying Agent shall not be responsible for the selection or the comeciness of the CUSIP
numbers set forth herein or as printed on any Bond

Dated: ,20_
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NOTICE OF REDEMPTION

Frophy Club Municipal Utility District No. 1

Notice is hereby given that the following obligations of Trophy Cl:xb Maunicipat Utility Dustrict No. 1 (the "District") have becn
defeased and called for redemption prior to their scheduled matuntlcs at a price of par and accrued interest to the date of
redemption, to-wit:

H »

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO, 2 UNLIMITED TAX REFUNDING BONDS, SERIES 2005,
" all outstanding obligations maturing on September 1 in éach of the following years, aggregating $1,185,000 in principal amount.
1

Maturity Date  Principal p\mount(S)' Interest Rate (%)} Redemption Date CUSIP*

2014 100,000 ' 4.00 September 18,2013 897060CV9
2015 105,000 4.00 Sei)tcmbcr 18,2013  897060CW7
2016 105,000 4.00 September 18,2013 897060CX5
2017 110,000 4.00 September 18,2013 897060CY3
s 2018 115,000 4.00 September 18,2013 897060CZ0
2020 245,000 4.00 September 18,2013 897060DA4
2023 405,000 4.20 September (8,2013  8§97060DB2

Due provision for the payment of the sbove-described obligations has been made with The Bank of New York Mellon Trust
Company, N.A., (the "Bank™), the paying agent for said obligafions, and said obligations shall be presented for payment either in
person or by mail, at the following address:

First Class/ *

Registered/Certified Mail By Overnight ar Courier In_persen
The Bank of New York Mellon Trust  The Bank of New York Mellon Trust The Bank of New York Mellon Trust
Company, N.A, Company, N.A, Company, N.A.
Global Corporate Trust Global Corporate Trust Global Corporate Trust
P.0O. Box 396 111 Sanders Creek Parkway Corporate Trust Window
East Syracuse, New York 13057 * East Syracuse, New York 13057 101 Barcldy Street

: 1ST Floor East

New York, New York 10286

[

Interest on the redeemed obligations shall cease to accrue thercon after their redemption date.
)

In compliance with section 3406 of the Internal Revenue Code of 1986, as amended, payors making certain payments due on debt
securities may be obligated to deduct and withhold a portion of such payment from the remittance to any payee who has failed to
provide such payor with a valid taxpayer identification number. To avoid the imposition of this wnthholdmg tax, such payees
should submit a certified taxpayer identification number when surrendering the Bonds for redemption. «

hd The CUSIP Numbers have been assigned to this issue by the CUSIP Service Bureau and are included solely for the convenience of the
owners of the Bonds. The District and Paying Agent shall not be fesponsible for the sclcctlon or the correctness of the CUSIP
numbers set forth herein or as printed on any Bond. N ,

= L

Dated: , 20 " .

é A
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EXHIBIT C
FORM OF BOND

UNITED STATES OF AMERICA
STATE OF TEXAS

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1
UNLIMITED TAX REFUNDING BOND
SERIES 2013

NO. R- PRINCIPAL
AMOUNT
s

INTEREST RATE DATE OF BONDS MATURITY DATE  CUSIP NO.
July 1, 2013

REGISTERED OWNER:
PRINCIPAL AMOUNT:

ON THE MATURITY DATE SPECIFIED ABOVE, TROPHY CLUB MUNICIPAL
UTILITY DISTRICT NO. 1 (the "District"), being a political subdivision of the State of Texas,
hereby promises to pay to the Registered Owner set forth above, or registered assign (hereinafter
called the "Registered Owner") the principal amount set forth above, and to pay interest thereon
calculated on the basis of a 360 day year of twelve 30 day months, from July 1, 2013 on March
1, 2014 and semiannually on each September 1 and March 1 thereafter (an "Interest Payment
Date") to the maturity date specified above, at the interest rate per annum specified above; except
that if this Bond is required to be authenticated and the date of its authentication is later than the
first Record Date (hereinafter defined), such principal amount shall bear interest from the Interest
Payment Date next preceding the date of authentication, unless such date of authentication is
after any Record Date but on or before the next following Interest Payment Date, in which case
such principal amount shall bear interest from such next following Interest Payment Date;
provided, however, that if on the date of authentication hereof the interest an the Bond or Bonds,
if any, for which this Bond is being exchanged or converted from is due but has not been paid,
then this Bond shall bear interest from the date to which such interest has been paid in fuil.
Notwithstanding the foregoing, during any period in which ownership of the Bonds is
determined only by a book entry at a securities depository for the Bonds, any payment to the
securities depository, or its nominee or registered assigns, shall be made in accordance with
existing arrangements between the District and the securities depository.

THE PRINCIPAL OF AND INTEREST ON this Bond are payable in lawful money of the
United States of America, without exchange or collection charges. The principal of this Bond
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shall be paid to the Registeréd Owner hercof upon presentation and-surrender of this Bond at
maturity at The Bank of New York Mellon ‘Trust Company, N.A., which is the "Registrar” or
"Paying Agent/Registrar” for this Bond, at its designated office for payment in Dallas, Texas.
The payment of interest on this Bond shall be made by the Paying Agent/Registrar to the
Registered Owner hereof on each Interest Payment Date by check or draft, dated as of such
Interest Payment Date, drawn by the Registrar on, and payable solely from, funds of the District
required by the order authorizing the issuance of the Bonds (the "Bond Order") to be on deposit
with the Registrar for such purpose as hereinafter provided; and such check or draft shall be sent
by the Registrar by United States mail, first-class postage prepaid, on or before each such
Interest Payment Date, to the Registered Owner hercof, at its address as it appeared on the
fifteenth (15th) calendar day of the month next preceding each such date whether or not a :
business day (the "Record Date") on the Register kept by the Registrar listing the names and
addresses of the Registered Owners (the "Register"). In addition, interest may be paid by such
other method, acceptable to the Registrar, requesied by, and at the risk and expense of, the
Registered Owner, In the event of a non payment of interest on a scheduled payment date, and
for 30 calendar days thereafter, a new record date for such interest payment (a "Special Record
Date"} will be established by the Paying Agent/Registrar, if and when funds for the payment of
such interest have been received from the District. Notice of the Special Record Date and of the
scheduled payment date of the past due interest (which shall be 15 calendar days after the Special
Record Date) shall be sent at least 5 business days prior to the Special Record Date by United
States mail, first-class postage prepaid, to the address of each Registéred Owner as it appears on
the Register at the close of business on the last business day next preceding the date of mailing of
such notice. .

DURING ANY PERIOD in which ownership of the Bonds is determined only by abook entry
at a securities depository for the Bonds, if fewer than all of the Bonds of the same maturity and
bearing the same interest rate are to be redeemed, the particular Bonds of such maturity and
bearing such interest-rate shall be selected in accordance with the arrangements between the
District and the securities depository. :

ANY ACCRUED INTEREST due at maturity of this Bond as provided herein shall be paid to -~
the Registered Owner upon presentation and surrender of this Bond for payment -at the
designated office for payment of the Paying Agent/Registrar. The District covenants with the
Registered Owner of this Bond that on or before each principal payment date and interest
payment date for this Bond it will make available to the Registrar, from the "Debt Service Fund"
the creation of which is affirmed by the Bond Order, the amounts required to provide for the
payment, in immediately available funds, of all principal of and interest on the Bonds, when due.

IF THE DATE for any payment due on this Bond shall be a Saturday, Sunday, or a day on
which the Paying Agent/Registrar is authorized by law or executive order to close, then the date
for such payment shall be the next succeeding day which is not such a Saturday, Sunday, or day
on which the Paying Agent/Registrar is authorized by law or executive order to remain closed;
and payment on such date shall have the same force and effect as if made on the original date
payment was due.
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THIS BOND is one of a series of Bonds dated as of July 1, 2013 and authorized to be issued
pursuant to the Bond Order adopted by the Board of Directors of the District in the principal
amount of $1,905,000 FOR PURPOSES OF REFUNDING THE REFUNDED BONDS AND
PAYING CERTAIN COSTS OF ISSUING THE BONDS. Terms used herein and not otherwise
defined shall have the meanings given in the Bond Order.

THE BONDS are not subject to redemption prior to their stated maturity at the option of the
District.

ALL BONDS OF THIS SERIES are issuable solely as fully registered Bonds, without interest
coupons, in the principal denomination in the case of the Bonds, of any integral multiple of
$5,000. As provided in the Bond Order, this Bond may, at the request of the Registered Owner
or the assignee or assignees hereof, be assigned, transferred, converted into and exchanged for a
like aggregate amount of fully registered Bonds, without interest coupons, payable o the
appropriate Registered Owner, assignee or assignees, as the case may be, having any authorized
denomination or denominations as requested in writing by the appropriate Registered Owner,
assignee or assignees, as the case may be, upon surrender of this Bond to the Registrar for
cancellation, all in accordance with the form and procedures set forth in the Bond Order. Among
other requirements for such assignment and transfer, this Bond must be presented and
surrendered to the Registrar, together with proper instruments of assignment, in form and with
guarantee of signatures satisfactory to the Registrar, evidencing assignment of this Bond or any
portion or portions hereof in any authorized denomination to the assignee or assignees in whose
name or names this Bond or any such portion or portions hereof is or are to be registered. The
Form of Assignment printed or endorsed on this Bond may be executed by the Registered Owner
to evidence the assignment hereof, but such method is not exclusive, and other instruments of
assignment satisfactory to the Registrar may be used to evidence the assignment of this Bond or
any portion or portions hereof from time to time by the Registered Owner. The Registrar's
reasonable standard or customary fees and charges for assigning, transferring, converting and
exchanging any Bond or portion thereof will be paid by the District. In any circumstance, any
taxes or governmental charges required to be paid with respect thereto shall be paid by the one
requesting such assignment, transfer, conversion or exchange, as a condition precedent to the
exercise of such privilege. The Registrar shall not be required to make any such transfer,
conversion or exchange of any Bond or any portion thereof during the period commencing with
the close of business on any Record Date and ending with the opening of business on the next
following principal or Interest Payment Date.

WHENEVER the beneficial ownership of this Bond is determined by a book entry at a
securities depository for the Bonds, the foregoing requirements of holding, delivering or
transferring this Bond shall be modified to require the appropriate person or entity to meet the
requirements of the securities depository as to registering or transferring the book entry to
produce the same effect.

IN THE EVENT any Registrar for the Bonds is changed by the District, resigns, or otherwise
ceases to act as such, the District has covenanted in the Bond Order that it promptly will appoint
a competent and legally qualified substitute therefor, and cause written notice thereof to be
mailed to the Registered Owners of the Bonds.
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THE BONDS are payable from the proceeds of an ad valorem tax, without legal limit as to rate
or amount, levied upon all taxable property within the District. The Bond Order provides that
the District reserves the right to consolidate with one or more conservation and reclamation
“districts, to consolidate its waterworks and sewer systems with the systems of such districts, and
to secure the Bonds and any other bonds of the District or such districts by a pledge of taxes of
the consolidated system. The Bond Order further provides that the pledge of taxes, to the
payment of the Bonds shall terminate at such time, if ever, as (i) money and/or defeasance
obligations in an amount sufficient to defease the Bonds is deposited with or made available to
the Registrar in accordance with the Bond Order or (ii) a city dissolves the District; and assumes
the obligations of the District pursuant to existing Texas law. .

THE BONDS are issued pursuant to the Bond Order, whereunder the District covenants to levy
a continuing direct annual ad valorem tax, without legal limit as to rate or amount, on taxable
property within the District, for each year while any part of the Bonds are considered outstanding
under the provisions of the Bond Order, in sufficient amount, together with revenues and receipts
available from other sources which are equally available for such purposes, to pay interest on the
Bonds as it becomes due, to provide a sinking fund for the payment of the principal of the Bonds
when due, and to pay the expenses of assessing and collecting such tax, all as more specifically
provided in the Bond Order. Reference is hereby made to the Bond Order for provisions with
respect to the operation and maintenance of the District's facilities, the custody and application of
funds, remedies in the event of a default hereunder or thereunder, and the other. rights of the
Registered Owners of the Bonds. By acceptance of this Bond the.Registered Owner hereof
consents to all of the provisions of the Bond Order, a certified copy of which is on file in the
office of the District.

THE OBLIGATION to pay the principal of and the interest on this Bond is solely and
exclusively the obligation of the District until such time, if ever, as the District is abolished and
this Bond is assumed as described above. No other entity, including the State of TeXxas, any
political subdivision 'thereof other than the District, or any other public or private body, is
obligated, directly, indirectly, contingently, or in any other manner, to pay the principal of or the
interest on this Bond from any source whatsoever. No part of the physical properties of the
District, including the properties provided by the proceeds of the Bonds, is encumbered by any
lien for the benefit of the Registered Owner of this Bond.

THE DISTRICT RESERVES THE RIGHT to issue additional bonds heretofore or hereafter
duly authorized at elections held in the District payable from a lien on and pledge of taxes;
bonds, notes and other obligations of inferior liens, and revenue bonds, notes and other
obligations payable solely from revenues of the District or revenues to be received under
contracts with other persons, including private corporations, municipalities and political
subdivisions or from any other source. The District further reserves the right to issue refunding
bonds in any manner permitted by law to refund any bonds (including the Bonds) at or prior to
their respective dates of maturity.

TO THE EXTENT permitted by and in the manner provided in the Bond Order, the terms and
provisions of the Bond Order and the rights of the Registered Owners of the’Bonds may be
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modified with, in certain circumstances, the consent of the Registered Owners of a majority in
aggregate principal amount of the Bonds affected thereby; provided, however, that, without the
consent of the Registered Owners of all of the Bonds affected, no such modification shall (i)
extend 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, or in any other way modify the terms of
payment of the principal of or interest on the Bonds, (ii) give any preference to any Bond over
any other Bond, or (iii) reduce the aggregate principal amount of the Bonds required for consent
to any such modification.

THIS BOND shall not be valid or obligatory for any purpose or be entitled to any benefit under
the Bond Order unless this Bond either (a) is registered by the Comptroller of Public Accounts of
the State of Texas as evidenced by execution of the registration certificate endorsed hereon or (b)
is authenticated as evidenced by execution of the authentication certificate endorsed hereon by
the Registrar.

IT IS HEREBY CERTIFIED, COVENANTED, AND REPRESENTED that all acts,
conditions, and things necessary to be done precedent to the issuance of the Bonds in order to
render the same legal, valid, and binding obligations of the District have happened and have been
accomplished and performed in regular and due time, form, and manner, as required by law; that
provision has been made for the payment of the principal of and interest on the Bonds by the
levy of a continuing, direct annual ad valorem tax upon all taxable property within the District
and that issuance of the Bonds does not exceed any constitutional or statutory limitation. In the
event that any provisions herein contained do or would, presently or prospectively, operate to
make any part hereof void or voidable, such provisions shall be without effect or prejudice to the
remaining provisions hereof, which shall nevertheless remain operative, and such violative
provisions, if any, shall be reformed by a court of competent jurisdiction within the limits of the
laws of the State of Texas.

IT IS FURTHER CERTIFIED that the District has designated the Bonds as "qualified tax-
exempt obligations" within the meaning of Section 265(b) of the Internal Revenue Code of 1986.
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IN WITNESS WHEREQF, the District has caused this Bond to be signed with the manual or -
facsimile signature of the President or Vice-President of the Board of Directors of the District
and countersigned with the manual.or facsimile signature of the Secretary or Assistant Secretary
of the Board of Directors of the District, and has caused the official seal of the District to be duly
impressed, or placed in facsimile, on this Bond.

TROPHY CLUB MUNICIPAL
UTILITY DISTRICT NO. 1

Secretary [Assistant Secretary], President [Vice-President],
Board of Directors Board of Directors
(DISTRICT SEAL)

INSERTIONS FOR INITIAL BONDS

~

The Initial Bond shall be in the form set forth above, except that:

A. immediately under the name of the Bond, the headings "INTEREST RATE" and
"MATURITY DATE" shall both be completed with the words "As shown below" and "CUSIP
NO." shall be deleted.

B. the first paragraph of the Bond shall be deleted and the following will be inserted:

"TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1, in Denton and Tarrant
Counties, Texas (the "District"), being a political subdivision of the State of Texas, hereby
promises to pay to the Registered Owner set forth above, or registered assigns (hereinafter called
the "Registered Owner") the Payment at Maturity on September | in the years and in the
principal installments and bearing interest at the per annum rate set forth in the following
schedule: ~

Maturity Date Principal Interest
(September 1) Amount ($) Rate (%)

(Information from Pricing Certificate to be inscrted)

The District promises to pay interest on the unpaid principal amount hereof (calculated on the
basis of a 360-day year of twelve 30-day months) from July 1, 2013 at the respective Interest
Rate per annum specified above. Interest is payable on March 1, 2014 and semiannually on each
September 1 and March 1 thereafter to the date of payment of the principal installment specified

C-6

TCMUD006913
1765



above; except, that if this Bond is required to be authenticated and the date of its authentication is
later than the first Record Date (hereinafter defined), such principal amount shall bear interest
from the interest payment date next preceding the date of authentication, unless such date of
authentication is after any Record Date but on or before the next following interest payment date,
in which case such principal amount shall bear interest from such next following interest
payment date; provided, however, that if on the date of authentication hereof the interest on the
Bond or Bonds, if any, for which this Bond is being exchanged is due but has not been paid, then
this Bond shall bear interest from the date to which such interest has been paid in full."

C. The Initial Bond shall be numbered "T-1".

COMPTROLLER'S REGISTRATION CERTIFICATE: REGISTER NO.
I hereby certify that this Bond has been examined, certified as to validity, and approved

by the Attorney General of the State of Texas, and that this Bond has been registered by the
Comptroller of Public Accounts of the State of Texas.

Witness my signature and seal this

Comptroller of Public Accounts
of the State of Texas

(COMPTROLLER'S SEAL)
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PAYING AGENT/REGISTRAR'S AUTHENTICATION CERTIFICATE
(To be executed if this Bond is not accompanied by an
executed Registration Certificate of the Comptroller
of Public Accounts of the State of Texas)

It is hereby certified that this Bond has been issued under the provisions of the Bond
Order described in the text of this Bond;"and that this Bond has been issued in conversion or
replaécment of, or in exchange for, a Bond, Bonds, or'a portion of a Bond or Bonds of a series
which originally was approved by the Attorney General of the State of Texas and registered by
the Comptroller of Public Accounts of the State of Texas.

Dated: P
Registrar

By
Authorized Representative ,

ASSIGNMENT

For value received, the undersigned heteby sells, assigns and transfers unto

Please insert Social Security or Taxpayer
Identification Number of Transferee

(Please print or typewrite name and address,
including zip code of Transferee)

the ‘'within Bond and all rights thereunder, and hereby irrevocably constitutes and appoints
, attorney, to register the transfer of the
within Bond on the books kept for registration thereof, with full power of substitution in the
premises. '

Dated:
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Signature Guaranteed:

NOTICE: Signature(s) must be guaranteed NOTICE: The signature above must
by a member firm of the New York Stock correspond with the name of the Registered
Exchange or a commercial bank or trust Owner as it appears upon the front of this
company. Bond in every particular, without alteration or
enlargement or any change whatsoever.
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EXHIBIT A

Form of Supplemental Opinion of Bond Counsel
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, 2013

Trophy Club Municipal Utility District No. 1
100 Municipal Drive
Trophy Club, Texas 76262

SAMCO Capital Markets, Inc.
1700 Pacific Avenue, Suite 2000
Dallas, Texas 725201

Re: Trophy Club Municipal Utility District No. 1 Unlimited Tax Refunding Bonds, Series
2013

Ladies and Gentlemen:

This opinion is provided to you pursuant to the requirements of Section 6(i)(4) of the Purchase
Contract, dated , 2013 (the "Purchase Contract"), between SAMCO Capital Markets, Inc. (the
"Underwriter”) and Trophy Club Municipal Utility District No. 1 (the "Issuer”) relating to the purchase of
the Trophy Club Municipal Utility District No. 1 Unlimited Tax Refunding Bonds, Series 2013 , dated

1, 2013, in the principal amount of $1,900,000 (the "Bonds™).

All references in this opinion to instruments and other defined terms shall mean the instruments and
other terms as defined in the Purchase Contract. The opinions expressed below are qualified to the extent
that the enforceability of any provisions in any of the agreements or documents listed may be subject to and
affected by applicable bankruptcy, insolvency, reorganization, moratorium or similar laws affecting the
rights of creditors generally, or by general principles of equity which permit the exercise of judicial
discretion.

Based upon and subject to the above and foregoing, and our examination of such other information
and documents, including provisions of the Constitution and applicable State and federal laws as we believe
necessary to enable us to render this opinion, we are of the opinion that:

(a) The Order was duly adopted by the governing body of the Issuer and the Pricing

Certificate has been duly executed by the Issuer, and the Order and the Pricing Certificate are in full

force and effect as of the date of this opinion.

(b) The Bonds are exempted securities within the meaning of Section 3(a)(2) of the
Securities Act of 1933, as amended (the "1933 Act"), and the Trust Indenture Act of 1939, as
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amended (the "Trust Indenture Act"), and it is not necessary, in connection with the offer apd sale
of the Bonds, to register the Bonds under the 1933 Act or to qualify the Order under the Trust
Indenture Act. ‘ .

%

Insofar as the Official Statement is concerned, our review and examination was limited to the
information contained under the captions "PLAN OF FINANCING," "THE BONDS" (except_under the
subcaptions "Payment Record” and "Remedies in the Event of Default" and the second, third and fourth
sentences under the subcaption "Issuance of Additional Debt"), "TAX MATTERS" and "CONTINUING
DISCLOSURE OF INFORMATION" (except under the subcaption "Compliance with Prior Agreements"),
and the subcaptions "OTHER PERTINENT INFORMA TION"-Registration‘and Qualification of Bonds for
Sale", "OTHER PERTINENT INFORMATION- Legal Investments and Eligibility to Secure Public Funds
in Texas", and "OTHER PERTINENT INFORMATION-Legal Matters" (except for the last two sentences
of the second paragraph thereof), and we are of the opinion that such descriptions present a fair and accurate
summary of the provisions of the laws and instruments therein described and, with respect to the Bonds,
such information conforms to the Bond Order. Save and except for the review of the foregoing captions,
we have not undertaken to determine independently the accuracy, completeness, or fairmess of any other
information, data or descriptions contained in the Official Statement, including particularly, but not limited
to, the financial and statistical data included therein. .

Ty
In addition, please be advised that the Underwriters are entitled to rely upon the opinion of Bond
Counsel delivered in accordance with Section 8(h)(1) of the Purchase Contract.

Respectfully,
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EXHIBIT B

[Letterhead of Fulbright & Jaworski LLP]

September 17, 2013

SAMCO Capital Markets, Inc.,
as the authorized representative
of a group of underwriters

1700 Pacific Avenue, Suite 2000

Dallas, Texas 75201

Ladies and Gentlemen:

We have acted as your counsel in connection with the purchase by you on this date of
“Trophy Club Municipal Utility District No. 1 Unlimited Tax Refunding Bonds, Series 2013~
issued in the aggregate original principal amount of $1,905,000.00 (the Bonds) pursuant to a
Purchase Contract dated August 14, 2013 (the Purchase Coniract) between you and the Trophy
Club Municipal Utility District No. 1 (the District). This opinion is being furnished to you
pursuant to Section 8(h)(3) of the Purchase Contract. Unless otherwise expressly provided
herein, capitalized terms used in this opinion shall have the meanings ascribed to them in the
Purchase Contract.

We have examined a printed copy of the Preliminary Official Statement and the Official
Statement and executed copies of the Order, the Pricing Certificate, the Paying Agent/Registrar
Agreement, and the Escrow Agreement, and we have examined and rely upon the certificates and
opinions referred to in Section 8(h) of the Purchase Contract.

In our examination, we have assumed the authenticity of all documents submitted to us as
originals, the conformity to original copies of al]l documents submitted to us as certified or
photostatic copies, the authenticity of the originals of such latter documents, and the accuracy of
the statements contained in such certificates.

Based upon the foregoing, and subject to the qualifications and exceptions hereinafter set
forth, we are of the opinion that under applicable laws of the United States of America and the
State of Texas in force and effect on the date hereof:

1. The Bonds are exempted securities within the meaning of the Securities Act of
1933, as amended, and it is not necessary in connection with the offer and sale of the Bonds to
the public to register the Bonds under the Sccurities Act of 1933, as amended, or to qualify the
Bonds, the Order, or any other instrument or document under the Trust Indenture Act of 1939, as
amended. We express no opinion as to any requirements as to the registration of any other
security or qualification of any other instrument under such Acts.
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2, We have not verified the information contained in the Official Statement.
However, as your counsel we have participated in discussions with respect to the Official
Statement with representatives of the District, McCall Parkhurst & Horton L.L.P., bond counsel
to the District, Southwest Securities, Inc., as financial advisor to the District, and you, and, as
stated above, we have reviewed the Official Statement. In the course of such discussions and
review, nothing has come to our attention which leads us to believe that the Official Statement
[except with respect to the information appearing under the captions “THE BONDS — Book-
Entry-Only  System™; “TAX MATTERS”; “CONTINUING DISCLOSURE OF
INFORMATION - Compliance with Prior Undertakings”; the financial statements and other
financial and statistical data included therein and in the Appendices thereto, including but not
limited to the financial statements appearing in Appendix A thereto, (as to which we have not
been requested to express a view and as to which we express no view)]. contains any untrue
statement of a material fact or omits to state a material fact necessary to make the statements
therein, in light of the circumstances under which they were made, not misleading.

In addition, based upon (i) our understanding of Rule 15¢2-12 of the United States
Securities and Exchange Commission (the Rule) and interpretive guidance published by the
United States Securities and Exchange Commission relating thereto; (ii) our review of the
continuing disclosure undertaking of the District contained in the Order; and (iii) the inclusion in
the Official Statement of a description of the specifics of such undertaking, and in reliance on the
opinton of Bond Counsel that the Order has been duly adopted by the District and constitutes a
valid and legally binding obligation of the District enforceable in accordance with its terms, we
have no reason to believe that such undertaking does not meet the requirements of paragraph
(b)(5)(i) of the Rule and, accordingly, we advise you that such undertaking provides a suitable
basis for you, as the Authorized Representative of the Underwriters and any other broker, dealer,
or municipal securities dealer acting as a Participating Underwriters (as defined in the Rule) in
connection with the offering of the Bonds, to make a reasonable determination that the District
has met the qualifications of paragraph (b)(5)(i) of the Rule.

In addition to the limitations set forth in the preceding paragraphs, we have not been
requested to review, nor have we reviewed, any records or contracts of the District or the basis
for any representations made by representatives of the District, and the foregoing is subject to the
material, statements, and other data contained in the records or contracts of the District and any
such representations, to the extent they are reflected in the Official Statement, not containing any
untrue statement of a material fact or omitting to state a material fact necessary to make the
statements contained in the Official Statement, in light of the circumstances under which they
were made, not misleading.

We express no opinion and make no comment with res})‘ect to the sufficiency of the
security for or the marketability of the Bonds.

This legal opinion expresses the professional judgment of this firm as to the legal issues
explicitly addressed herein. In rendering a legal opinion, we do 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 our opinion
guarantee the outcome of any legal dispute that may arise out of the transaction.
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This opinion is furnished solely for your benefit and may be relied upon only by the
addressees hereof or anyone to whom specific permission is given in writing by us.

Very truly yours,
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DEPOSIT AGREEMENT

The Bank of New York Mellon Trust Company, National Association (the “Bank”), being the
paying agent for the following series of Bonds issued by the Trophy Club Municipal Utility District
No. 2 (the “Issuer™): Trophy Club Municipal Utility District No. 2 Unlimited Tax Bonds, Series 2003
and Trophy Club Municipal Utility District No. 2 Unlimited Tax Refunding Bonds Series 2005
(collectively, the “Refunded Obligations™), hereby acknowledges, agrees and certifies for the benéfit
of the Issuer, the owners of the Refunded Obligations and the Attorney General of Texas pursuant to
this Deposit Agreement dated September 17, 2013 as follows:

1. The Bank understands that the Refunded Obligations have been catled for cancellation and
redemption on September 18, 2013 (the “Redemption Date™), and the Issuer will deliver its Unlimited
Tax Refunding Bonds, Series 2013 (the “Bonds™) on September 17, 2013 (the “Closing Date™);

2. The Bank acknowledges that the total amount due on the Redemptlon Date for the Trophy
Club Municipal Utility District No. 2 Unlimited Tax Bonds, Series 2003 is $726,389.75 representing
principal in the amount of $725,000 plus accrued interest of $1,389.75, and funds in payment of such
principal and interest will be deposited with the Bank upon receipt of such funds from the Issuer on the
Closing Date;

3. The Bank acknowledges that the total amount due on the Redemption Date for the Trophy
Club Municipal Utility District No. 2 Unlimited Tax Refunding Bonds, Series 2005 is $1,187,276.58
representing principal in the amount of $1,185,000.00 plus accrued interest of $2,276.58, and funds
* in payment of such principal and interest will be deposited with the Bank upon receipt of such funds
from the Issuer on the Closing Date;

4. The Bank acknowledges that its fees and expenses due the Bank with respect to the
Refunded Obligations to and through their redemption and final payment have been provided for and
represents that it will not demand the payment of or collect future fees or expenses, if any, from funds
to be provided to it for the payment of the principal of and interest on the Refunded Obligations, but |
will look to payment of such fees and expenses from other funds provided by the Issuer;

5. The Bank, as paying agent/registrar for the Refunded Obligations, has caused a “notice of
redemption” of the Refunded Obligations to be furnished to the registered owners of the Refunded
Obligations at least 30 days prior to the Redemption Date, and such notice was provided on the date(s)
and in the manner as set forth in the ordinances authorizing the Refunded Obligations. The Bank
acknowledges receipt of the riotice of redemption attached as Exhibit A hereto;

6. The Issuer certifies that it will cause to be deposited the amounts stated in paragraphs 2 and
3 with the Bank on the Closing Date;

7. The Bank shall deposit any moneys received from the Issuer for the payment of the
Refunded Obligations into a trisst account to be held in a fiduciary capacity, 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 trust accounts until the principal and inter-
est on such securities have been presented for payment and paid to the owner thereof.
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EXECUTED THIS 17th day of September, 2013.

THE BANK OF NEW YORK MELLON TRUST COMPANY,
NATIONAL ASSOCIATION

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. |

District Manager

Deposit Agreement
Trophy Club Municipal Utility District No. 2 Unlimited Tax Bonds, Series 2003
Trophy Club Municipal Utility District No, 2 Unlimited Tax Refunding Bonds, Series 2005
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EXECUTED THIS 17th day of September, 2013,

THE BANK OF NEW YORK MELLON TRUST COMPANY,
NATIONAL ASSOCIATION
* .

By

Title

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

Deposit Agreement
Trophy Club Municipal Utility District No. 2 Unlimited Tax Bonds, Series 2003
Trophy Club Municipal Utility District No. 2 Unlimited Tax Refunding Bonds, Series 2005
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EXHIBIT A
NOTICE OF REDEMPTION

Trophy Club Municipal Utility District No. 1
Notice is hereby given that the following obligations of Trophy Club Municipal Utility District No. 1 (the "District") have been
defeased and catled for redemption prior to their scheduled maturities, at a price of par and accrued interest to the date of

redemption, to-wit:

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 2 UNLIMITED TAX BONDS, SERIES 2003, all outstanding
obligations maturing on September 1 in each of the following years, aggregating $725,000 in principal amount.

Maturity Date  Principal Amount ($) Interest Rate (%) Redemption Date Cusip*

2015 120,000 3.90 September 18,2013  §97060CC1
2017 135,000 4,00 September 18,2013 897060CE7
2020 220,000 4.25 September 18, 2013 897060CHQ
2023 250,000 4,00 September 18,2013 897060CL1

Due provision for the payment of the above-described obligations has been made with The Bank of New York Mellon Trust
Company, N.A., (the "Bank"), the paying agent for said obligations, and said obligations shatl be presented for payment either in
person or by mail, at the following address:

First Class/
Registered/Certified Mail By Overnight or Courier In person
The Bank of New York Mellon Trust The Bank of New York Mellon Trust The Bank of New York Mellon Trust
Company, N.A. Company, N.A. Company, N.A.
Global Corporate Trust Global Corporate Trust Global Corporate Trust
P.O. Box 396 111 Sanders Creek Parkway Corporate Trust Window
East Syracuse, New York 13057 East Syracuse, New York 13057 101 Barclay Street
1ST Floor East
New York, New York 10286

Interest on the redeemed obligations shall cease to accrue thereon after their redemption date.
In compliance with section 3406 of the Internal Revenue Code of 1986, as amended, payors making certain payments due on debt
securities may be obligated to deduct and withhold a portion of such payment from the remittance to any payee who has failed to

provide such payor with a valid taxpayer identification number. To avoid the imposition of this withholding tax, such payees
should submit a certified taxpayer identification number when surrendering the Bonds for redemption.

* The CUSIP Numbers have been assigned to this issue by the CUSIP Service Bureau and are included solely for the convenience of the
owners of the Bonds.  The District and Paying Agent shall not be responsible for the selection or the correctness of the CUSIP numbers
set forth herein or as printed on any Bond.

Dated: ,20
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NOTICE OF REDEMPTION

Trophy Club Municipal Utility District No. 1

Notice is hereby given that the following obligations of Trophy Club Municipal Utility District No. 1 (the "District") have been
defeased and called for redemption prior to their scheduled maturitics, at a price of par and accrued interest to the date of
redemption, to-wit:

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 2 UNLIMITED TAX REFUNDING BONDS, SERIES 2005, all
outstanding obligations maturing on September | in cach of the following years, aggsregating $1,185,000 in principal amount.
1)

Maturity Date  Principal Amount ($) Interest Rateé (%) Redemption Date CUSll’r*

2014 100,000 - 4.00 September'18, 2013 897060CV9
2015 105,000 4.00 September 18,2013 897060CW7
2016 105,000 4.00 September 18, 2013 897060CXS
2017 110,000 4.00 September 18,2013 897060CY3
2018 115,000 4.00 September 18,2013 897060CZ0
2020 245,000 4.00 September 18, 2013 897060DA4
2023 405,000 420 September 18,2013 897060DB2 o

Duc pravision for the payment of the above-described obligations has been made with The Bank of New York Meilon Trust
Company, N.A,, (the "Bank"”), the paying agent for said obligations, and said obligations shail be presented for payment either in
person or by mail, at the following address: ™

. M .
First Class/_ ‘
Registered/Certified Mail | By Overnight or Courier * In person
The Bank of New York Meilon Trust The Bank of New York I:/IcllonﬂTrust The Bank of New York Mellon Trust
Company, N.A. Company, N.A. Company, N.A.
Global Corporate Trust Global Corporate Trust Global Corporate Trust
P.O. Box 3% [11 Sanders Creek Parkway Corporate Trust Window
East Syracuse, New York 13057 East Syracuse, New York 13057 101 Barclay Street
' " Lo 1ST Floor East

New York, New York 10286

v

Interest on the redeemed obligations shall cease to accrue thereon after their redemption date.

In compliance with secticn 3406 of the Internal Revenue Code of 1986, as amended, payors making certain payments due on debt
securitics may be obligated to deduct and withhold a portion of such payment from the remittance to any payee who has failed to
provide such payor with a valid taxpayer identification number. To avoid the imposition of this withholding tax, such payees
should submit a certified taxpayer identification number when surrendering the Bonds for redemption.

* The CUSIP Numbers have been assigned to this issuc by the CUSIP Service Burcau and are included solely for the convenience of the
owners of the Bonds.  The District and Paying Agent shall not be responsible for the selection or the correctness of the CUSIP numbers
set forth herein or as pninted on any Bond.

.

Dated: .20

I %
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TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 1

August 14, 2013

The Bank of New York Mellon Trust Company, N.A.
2001 Bryan Street, 8th Floor
Dallas, Texas 75201

Re:  Trophy Club Municipal Utility District No. 2 Unlimited Tax Bonds, Series 2003
(the "Series 2003 Bonds™)

Trophy Club Municipal Utility District No. 2 Unlimited Tax Refunding Bonds,
Series 2005 (the "Series 2005 Bonds")

Ladies and Gentlemen:

Pursuant to the order adopted on June 18, 2013 by the Board of Directors of the Trophy
Club Municipal Utility District No. 1 (the "District") authorizing the issuance of the Trophy
Club Municipal Utility District No. 1 Unlimited Tax Refunding Bonds, Series 2013 (the
"Order™), the District has exercised the option to redeem all of the Series 2003 Bonds and the
Series 2005 Bonds (collectively, the " Refunded Bonds") as shown below:

A. The District will redeem all outstanding Series 2003 Bonds maturing on
September 1 in the years 2015, 2017, 2020 and 2023 in the aggregate principal amount of
$725,000 on September 18, 2013 at the redemption price equal to the principal amount of
the Series 2003 Bonds plus accrued interest to the date of redemption as set forth in the
attached Notice of Redemption.

B. The District will redeem all outstanding Series 2005 Bonds maturing on
September 1 in the years 2014 through 2018, 2020 and 2023 in the aggregate principal
amount of $1,185,000 on September 18, 2013 at the redemption price equal to the
principal amount of the Series 2005 Bonds plus accrued interest to the date of redemption
as set forth in the attached Notice of Redemption.

Enclosed is a copy of the orders authorizing the Refunded Bonds (the "Refunded Bond
Orders™ and the Notice of Redemption with respect to each series of Refunded Bonds. As
Paying Agent/Registrar for the Refunded Bonds, you are hereby requested to give the notices of
redemption of the Refunded Bonds in the manner required by the Refunded Bond Orders:

The Paying Agent/Registrar will cause a written notice of such redemption to be
sent at least 30 days prior to the date of redemption by United States mail, first-
class postage prepaid, to the Registered Owner of each Refunded Bond to be
redeemed.
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Please sign and date this letter in the lower left hand corner to acknowledge receipt and
agreement to provide each Notice of Redemption in the manner required. Please retain one copy
for your files and return the remaining four executed copies of this letter to our Bond Counsel,
McCall, Parkhurst & Horton L.L.P. at the following address: 3 :

Mr. Gregory Schaecher.

McCall, Parkhurst & Horton L.L.P.
717 North Harwood, Sth Floor
Dallas, Texas 75201-6587.

Thank you for your attention to this matter.

¢ Very truly yours, -

TROPHY CLUB MUNICIPAL UTILITY
DISTRICT NO. 1

o R Mikpt—

Distrjet anag{

Acknowledgment of Receipt and agreed to
on August 14, 2013

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

By:
Title: -
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Please sign and date this letter in the lower left hand corner to acknowledge receipt and
agreement to provide each Notice of Redemption in the manner required. Please retain one copy
for your files and return the remaining four executed copies of this letter to our Bond Counsel,
McCall, Parkhurst & Horton L.L.P. at the following address:

Mr. Gregory Schaecher

McCall, Parkhurst & Horton L.L.P.
717 North Harwood, 9th Floor
Dallas, Texas 75201-6587.

Thank you for your attention to this matter.

Very truly yours,

TROPHY CLUB MUNICIPAL UTILITY
DISTRICT NO. 1

By:

District Manager

Acknowledgment of Receipt and agreed to
on August 14, 2013

THE BANK OF NEW YORK MELLON

TRUST COMPANY, N.A.
By: .
Title: Assogiat
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NOTICE OF DEFEASANCE/REDEMPTION

Trophy Club Municipal Utility District No. 1 '

Notice is hereby given that the following obligations of Trophy Club Municipal Utility District No. 1 (the "District") have been
defcased and called for redemption prior to their scheduled maturities, at a price'of par and accrued interest to the date of
redeimption, to-wit: .

TROPHY CLUB MUNICIPAL UTILITY.DISTRICT NO. 2 UNLIMITED TAX BONDS, SERIES 2003, all outstanding
objigations maturing on September 1 in each of the following years, aggregating $725,000 in principal amount.

Maturity Date  Principal Amount (§) Interest Rate (%) Redemption Date Cusip*

2015 120,000 3.90 September 18,2013 897060CC1
2017 135,000 4.00 Scptember 18,2013 897060CE7
2020 - 220,000 425 September 18, 2013 897060CHO
2023 250,000 4.00 September 18, 2013 897060CLI

Duce provision for the payment of the above-described obligations has been made with The Bank of New York Mellon Trust
Company, N.A.,"(the "Bank"), the paying agent for said abligations, and said obligations shall be presented for payment either in
person or by mail, at the following address:

First Class/ . :
Registered/Certified Mail By Overnight or Courier ‘ In person
The Bank of New York Mellon Trust The Bank of New York Mellon Trust The Bank of New York Mellon Trust
Company, N A. Company, N.A. Company, N.A.
Global Corporate Trust Global Corporate Trust Global Corporate Trust
P.O. Box 396 . 111 Sanders Creek Parkway Corporate Trust Window ~
East Syracuse, New York 13057 East Syracuse, New York 13057 101 Barclay Street ¢
1ST Floor East

New York, New York 10286
Intercst on the redeemed obligations shall cease to accrue thereon afler their redemption date.
In compliance with section 3406 of the Internal Revenue Code of 1986, as amended, payors making certain payments due on debt
sccurities may be obligated to deduct and withhold a portion of such payment from the remittance to any payee who has failed to

provide such payor with a valid taxpayer identification number, To avoid the imposition of this withholding tax, such payeés
should submit a certified taxpayer identification number when surrendering the Bonds for redemption.

* The CUSIP Numbers have been assigned to this issue by the CUSIP Service Bureau and are included solely for the convenience of the -
owners of the Bonds. The District and Paying Agent shall not be responsible for the selection or the conrectness of the CUSIP
numbers set farth heresn or as printed on any Bond. - ’

Dated: ,2013 : : "
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NOTICE OF REDEMPTION

Trophy Club Municipal Utility District No. 1

Notice is hereby given that the following obligations of Trophy Club Municipal Utility District No. 1 (the "District") have been
defcascd and called for redemption prior 10 their scheduled maturities, at a price of par and accrued interest to the date of
redemption, to-wit:

TROPHY CLUB MUNICIPAL UTILITY DISTRICT NO. 2 UNLIMITED TAX REFUNDING BONDS, SERIES 2005,
all outstanding obligattons maturing on September 1 in cach of the following years, aggregating $1,185,000 in principal amount.

Maturity Date  Principal Amount(S)} Interest Rate (%) Redemption Date cuysip*

2014 100,000 4.00 September 18, 2013 897060CV9
2015 105,000 4.00 September 18, 2013 897060CW7
2016 105,000 4.00 September 18, 2013 §97060CXS
2017 110,000 4.00 September 18,2013 897060CY3
2018 115,000 4.00 September 18,2013 897060CZ0
2020 245,000 4.00 Scptember 18,2013 897060DA4
2023 405,000 420 Septernber 18, 2013 897060DB2

Due provision for the payment of the above-described obligations has been made with The Bank of New York Mellon Trust
Company, N.A,, {the "Bank"), the paying agent for said obligations, and said obligations shall be presented for payment either in
person or by mail, at the following address:

First Class/
Registered/Certified Mail By Overnight or Courier In person
The Bank of New York Mellon Trust The Bank of New York Mellon Trust The Bank of New York Mellon Trust
Company, N.A. Company, N.A. Company, N.A.
Global Corporate Trust Global Corporate Trust Global Corporate Trust
P.0. Box 396 111 Sanders Creek Parkway Corporate Trust Window
East Syracuse, New York 13057 East Syracuse, New York 13057 101 Barclay Strect

1ST Floor East
New York, New York 10286

Interest on the redeemed obligations shall cease to accrue thereon after their redemption date.
In compliance with section 3406 of the Internal Revenue Code of 1986, as amended, payors making certain payments due on debt
securities may be obligated fo deduct and withhold a portion of such payment from the remittance to any payee who has failed to

provide such payor with a valid taxpayer identification number. To avoid the imposition of this withholding tax, such payees
should submit a certified taxpayer identification nurber when surrendering the Bonds for redemption.

* The CUSIP Numbers have been assigned to this 1ssue by the CUSIP Service Bureau and are included solely for the convenience of the
owners of the Bonds, The District and Paying Agent shall not be responsible for the selection or the correctness of the CUSIP
numbers set forth herein or as printed on any Bond.

Dated: 20
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t FEDERAL TAX CERTIFICATE

1. In General.

1.1.  The undersigned is the District Manager of the Trophy Club Municipal Utility District No. 1 (the
"Issuer").

1.2.  This Certificate is executed for the purpose of establishing the reasonable expectations of the
Issuer as to future events regarding the Issuer's Unlimited Tax Refunding Bonds, Series 2013 (the “Bonds™). The
Bonds are being issued pursuant to an Order of the Issuer and a Pricing Certificate, each duly adopted by the
Issuer (collectively, the "Order"). The Order is incorporated herein by reference.
1
1.3.  Tothe best of the undersigned's knowledge, information and belief, the expectations contained in
this Federal Tax Certificate are reasonable.

-

1.4, The undersigned is an officer of the Issuer delegated with the responsibility, among others, of
issuing and delivering the Bonds.

1.5.  Theundersigned is not aware of any facts or circumstances that would cause him to question the
accuracy of the representations made by SAMCO Capital Markets, Inc. {the "Underwriter") in the Issue Price
Certificate attached hereto.as Exhibit "D", and by Southwest Securities, Inc. (the "Financial Advisor") in
Subsections 5.3 of this Certificate and with respect to the Schedules attached hereto as Exhibit "E".

2. The Purpose of the Bonds and Useful Lives of Projects.

2.1.  The purpose for the issuance of the Bonds, as more fully described in the Order, is to currently
* refund the Issuer's Trophy Club Municipal Utility District No. 2 Unlimited Tax Bonds, Series 2003 and Trophy
Club Municipal Utility District No. 2 Unlimited Tax Refunding Bonds, Series 2005 (the “*Outstanding Bonds")
and to pay the related expenses of issuing the Bonds. The Bonds will be expended within 90 days of the date
hereof. ’ )

2.2.  The proceeds of the Outstanding Bonds were used to provide the financing and refinancing ofa
water plant, wells and mixing lines; Fort Worth water supply transmission line; clevated storage; oversized water
distribution and wastewater lines; wastewater treatment plant; water and wastewater facilities for Village West
Phase 1; and construction, acquisition;improvement and extension of a waterworks system and sanitary sewer
system and drainage and storm sewer system (the "Outstanding Projects"). The Qutstanding Projects remain in’
service and have not been sold or otherwise disposed of by the Issuer.

2.3.  Thelssuer expects that 120 percent of the aggregate useful lives of the Outstanding Projects, on
the later of the date that such Outstanding Projects were placed in service or the date of issuance of the
Outstanding Bonds, will exceed 18 years. ’

24.  Other than members of the general public, the Issuer expects that throughout the lesser of the
term of the Bonds, or the useful lives of the Qutstanding Projects, the only user of the Qutstanding Projects will
be the Issuer or the Issuer's employees and agents. The Issuer will be the manager of the Outstanding Projects. In
no event have the proceeds of the Outstanding Bonds o facilities financed therewith be used for private business
use in an amount greater than $15 miilion. The Issuer does not expect to enter into long-term sales of output from
the Refinanced/ Outstanding Projects and sales of output will be made on thé basis of generally-applicable and

F
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uniformly applied rates. The Issuer may apply different rates for different classes of customers, including volume
purchasers, which are reasonable and customary.

2.5.  Except as stated below, the Issuer expects not to sell or otherwise dispose of property
constituting the Outstanding Projects prior to the earlier of the end of such property's useful life or the final
maturity of the Bonds. The Order provides that the Issuer will not sell or otherwise dispose of the Outstanding
Projects unless the Issuer receives an opinion of nationally-recognized bond counsel that such sale or other
disposition will not adversely affect the tax-exempt status of the Bonds.

2.6.  For purposes of Subsection 2.5 hereof, the Issuer has not included the portion of the Outstanding
Projects comprised of personal property that is disposed in the ordinary course at a price that is expected to be
less than 25 percent of the original purchase price. The Issuer, upon any disposition of such property, will
transfer the receipts from the disposition of such property to the general operating fund and expend such receipts
within six months for other governmental programs.

3. Yields.

3.1.  Theissue price of the Bonds included in the Form 8038-G, is based on the Issue Price Certificate
attached hereto.

3.2.  The Issuer has not entered into any qualified guarantee or qualified hedge with respect to the
Bonds. The yield on the Bonds will not be affected by subsequent unexpected events, except to the extent
provided in section 1.148-4(h)(3) of the Treasury Regulations when and if the Issuer enters into a qualified bedge
or into any transaction transferring, waiving or modifying any right that is part of the terms of any Bond. The
Issuer will consult with nationally recognized bond counsel prior to entering into any of the foregoing
transactions.

4. Transferred Proceeds and Disposition Proceeds.

As of the date of this Certificate, all of the amounts received from the sale of the Outstanding Bonds and
the investment earnings thereon have been expended.

5. Debt Service Fund.

S.1. The Order confirms the creation of the Debt Service Fund. Other than as described herein,
money deposited in the Debt Service Fund will be used to pay the principal of and interest on the Bonds (the
"Bona Fide Debt Service Portion™). The Bona Fide Debt Service Portion constitutes a fund that is used primarily
to achieve a proper matching of revenues and debt service within each bond year. Such portion will be completely
depleted at least once each year except for an amount not in excess of the greater of (a) one-twelfth of the debt
service on the Bonds for the previous year, or (b) the previous year's earnings on such portion of the Debt Service
Fund. Amounts deposited in the Debt Service Fund constituting the Bona Fide Debt Service Portion will be spent
within a thirteen-month period beginning on the date of deposit, and any amount received from the investment of
money held in the Debt Service Fund will be spent within a one-year period beginning on the date of receipt.

5.2. A portion of the fund on deposit in the Debt Service Fund, not otherwise used to pay debt service
on the Bonds within thirteen months, will be held in trust for the benefit of the holders of the Bonds (the "Reserve
Portion"). If on any interest payment or maturity date, sufficient amounts are not available to make debt service
payments on the Bonds, the Issuer is required to use such money constituting the Reserve Portion in an amount

2
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sufficient to make such payments. The present value of the investments deposited to the Reserve Portion of the
Debt Service Fund and allocable to the Bonds that will be invested at a yield higher than the yield on such bonds
will not, as of any date, exceed an aggregate amount which-equals the lesser of (a) 10 percent of the stated
prmcnpal amount (or, in the case of a discount, the issue price) of the Bonds, (b) 1.25 of the average annual debt
service on the Bonds, or (¢) maximum annual debt service on the Bonds. '
t

5.3.  Based on the representation of the Financial Advisor, the amount on deposit in the Reserve
Portion of the Debt Sérvice Fund should be maintained as a balance allocable to the Bonds in the Debt Service
Fund consistent with accepted standards of prudent fiscal management for similar governmental bodies and in
order to provide a reserve against periodic fluctuations in the amount and timing of payment of ad valorem taxes
to the Issuer. ;

54. Any money deposited in the Debt Service Fund and any amounts received from the investment
thereof that accumulate and remain on hand therein after thirteen months from the date of deposit of any such
money or one year after the receipt of any such amounts from the investment thereof shall constitute a third and
separate portion of the Debt Service Fund. The yield on any investments allocable to the portion of the Debt
Service Fund exceeding of the sum of (a) the Bona Fide Debt Service Portion, (b) the Reserve Portion and{(c) an
amount equal to the lesser of five percent of the sale and investment proceeds of the Bonds or $100,000 will be
restricted to a yield that does not exceed the yield on the Bonds.

6. Invested Sifiking Fund Proceeds, Replacement Proceeds.
e L

6.1.  The Issuer has, in addition to the moneys received from the sale of the Bonds, certain other

moneys that are invested in various funds which are pledged for various purposes. These other funds are not

available to accomplish the purposes described in Section 2 of this Certificate. -

6.2. Other than the Debt Service Fund there are, and will be, no other funds or accounts established,
or to be established, by or on behalf of the Issuer (a) which are reasonably expected to be used, or to generate
earnings 1o be used, to pay debt service on the Bonds, or (b) which are reserved or pledged as collateral for
payment of debt service on the Bonds and for which there is reasonable assurance that amounts therein will be
available to pay such debt service if the Issuer encounters financial difficulties. Accordingly, there are no other
amounts constituting "gross proceeds" of the Bonds, within the meaning of section 148 of the lnlemal Revenue
Code of 1986 (the "Code").

7. Other Obligations.

7.1.  Thereare no other obligations of the Issuer that (a) are sold at substantially the same time as the
Bonds, i.e., within 15 days of the date of sale of the Bonds, (b) are sold pursuant to a common plan of financing
with the Bonds, and (c) will be payable from the same source of funds as the Bonds.

7.2. The Issuer (including any of its related entities) has not issued nor does it expect to issue any
other tax-exempt obligations during the current calendar year [, including certain lease purchase agreements,] in
an amount which when aggregated with Bonds would exceed $10,000,000, within the meaning of section 265(b)
of the Code.

.
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8. Federal Tax Audit Responsibilities.

The Issuer acknowledges that in the event of an examination by the Internal Revenue Service (the
"Service™) to determine compliance of the Bonds with the provisions of the Code as they relate to tax-exempt
obligations, the Issuer will respond, and will direct its agents and assigns to respond, in a commercially
reasonable manner to any inquiries from the Service in connection with such an examination. The Issuer
understands and agrees that the examination may be subject to public disclosure under applicable Texas law. The
Issuer acknowledges that this Certificate, including any attachments, does not constitute an opinion of Bond
Counsel as to the proper federal tax or accounting treatment of any specific transaction.

9. Record Retention and Private Business Use.

The Issuer has covenanted in the Order that it will comply with the requirements of the Code relating to
the exclusion of the interest on the Bonds under section 103 of the Code. The Service has determined that certain
materials, records and information should be retained by the issuers of tax-exempt obligations for the purpose of
enabling the Service to confirm the exclusion of the interest on such obligations under section 103 of the Code.
ACCORDINGLY, THE ISSUER SHALL TAKE STEPS TO ENSURE THAT ALL MATERIALS,
RECORDS AND INFORMATION NECESSARY TO CONFIRM THE EXCLUSION OF THE
INTEREST ON THE BONDS UNDER SECTION 103 OF THE CODE ARE RETAINED FOR THE
PERIODS BEGINNING ON THE RESPECTIVE ISSUE DATE OF THE OUTSTANDING BONDS OR,
IN THE CASE OF A SEQUENCE OF REFUNDINGS, THE ISSUE DATE OF THE OBLIGATIONS
ORIGINALLY FINANCING THE OUTSTANDING PROJECTS AND ENDING THREE YEARS
AFTER THE DATE THE BONDS ARE RETIRED. The Issuer acknowledges receipt of the letters attached
hereto as Exhibit "B" which discusses limitations related to private business use and Exhibit "C" which, in part,
discusses specific guidance by the Service with respect to the retention of records relating to tax-exempt bond
transactions.

10. Rebate to United States.

The Issuer has covenanted in the Order that it wiil comply with the requirements of the Code, including
section 148(f) of the Code, relating to the required rebate to the United States. Specifically, the Issuer will take
steps to ensure that all earnings on gross proceeds of the Bonds in excess of the yield on the Bonds required to be
rebated to the United States will be timely paid to the United States. The Issuer acknowledges receipt of the
memorandum attached hereto as Exhibit "A”" which discusses regulations promulgated pursuant to section 148(f)
of the Code.

[THE REMAINDER OF THIS PAGE IS INTENTIONALLY LEFT BLANK]
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DATED as of September 17, 2013

TROPHY CLUB MUNICIPAL UTILITY DISTRICTNO. 1

o A o M
Y 5

Distrj anage

Trophy Club Municipal Utility District No. 1, Unlimited Tax Refunding Bonds, Series 2013
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The undersigned represents that, to the best of the undersigned's knowledge, information and belief, the
representations contained in Subsection 5.3 of this Federal Tax Centificate and the Schedules attached hereto as
Exhibit "E" are, as of September 17, 2013, accurate and complete. We understand that the foregoing information
will be relied upon by the Issuer with respect to certain of the representations set forth in this Federal Tax
Certificate and by McCall, Parkhurst & Horton L.L.P. (i) in connection with rendering its opinion to the Issuer
that interest on the Bonds is excludable from gross income thereof for income tax purposes, and (ji) for purposes
of completing the IRS Form 8038-G. The undersigned is certifying only as to facts in existence on the date
hereof. Nothing herein represents the undersigned's interpretation of any laws or the application of any laws to
these facts.

SOUTHWEST SECURITIES, INC.

o

ame. U AL ey
Title: 5T ‘/p

Tropby Club Municipal Utility District No. 1, Unlimited Tax Refunding Bonds, Series 2013
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Exhibit "A"

LAW OFFICES
McCALL, PARKHURST & HORTON L.L.P. '
600 CONGRESS AVENUE e ' 717 NORTH HARWOOD ’y 700N ST. MARY'S STREET
SULTE 1800 SUITE 900 L P SUITE 1525
AUSTIN, TEXAS 78701-3248 DALLAS, TEXAS 76201-65%7 ' SAN ANTYONIQ, TEXAS 78205-3503
TELEPHONE (512)478.3805 ~ TE:EPHONE (214) 754-9200 ¢ " TELEPHONE- (210) 225-28D0

FACSIMILE (512) 472-0871 FACSIMILE (214) 754-9250 R FACSIMILE (210) 225-2084
X .

L

v January 1, 2006 ! R

ARBITRAGE REBATE REGULATIONSo,

-
* ¥

!‘ . . PO
- The arbitrage rebate requirements set forth-in sect:on 148(f) of the Intefnal Revenle
Code of 1986 (the “Codé”) generally provide that in order for interest on any issue of bonds' to
be excluded from gross income (i.e., tax-exempt) the issuer must rebate to the United States
the sum of, (1) tHe excess of the amount’eamed on all "nonpurpose investments" acquired with
"gross proceeds" of the issue over the amount which would have been ‘earned if such
investments had been invested at a yield equal to the yield on the issue, and (2) the earnings
on such excess earnings.
On June 18, 1993, the U'S. Treasury Department promulgated regulations relating to
the computation of arbitrage rebate and the rebate exceptions. These regulations, which
replace the previously-published regulations promulgated on May. 15, 1989, and on May 18,
1992, are effective for bonds issued after June 30, 1993. This memorandum was prepared by
McCall, Parkhurst & Horton L.L.P. and provides a genéral discussion of these arbitrage rebate
regulations. This memorandum does not otherwise discuss the general arbitrage regulations,
other than as they may incidentally relate to rebate. This mémorandum also does not attempt
to provide an exhaustive discussion of the arbitrage rebate regulatlons and should not be
considered advice with respect to the arbitrage rebate requirements as apphed to any individual
or govemmental unit or any specific transactlon Any tax advice contained in this memorandum
is of a general nature and is not intended to be used, and should not be used, by any person to
avoid penalties under the Code. ) R 3

a
*®

McCall, Parkhurst & Horton L.L.P. remains available to provide legal advice to issuers

with respect to the provisions of these tax regulations but recommends that issuers seek*

competent financial and accounting assistance in calculating the amount of such issuer's rebate
liability under section 148(f) of the Code and in making elections to apply the rebate exceptions.

Effective Dates

1 In this memoranduim the word "bond" is defined to inciude any bond, note,
certificate, financing lease or other obligation of an issuer. o

¥
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The regulations promulgated on June 18, 1993, generally apply to bonds delivered after
June 30, 1993, although they do permit an issuer to elect to apply the rules to bonds issued
prior {o that date. The temporary regulations adopted by the U.S. Treasury Departmentin 1089
and 1992 incorporated the same effective dates which generally apply for purposes of section
148(f) of the Code. As such, the previous versions of the rebate regulations generally applied
to bonds issued between August 1986 and June 30, 1993 (or, with an election, to bonds issued
prior to August 15, 1993). The statutory provisions of section 148(f) of the Code, other than the
exception for construction issues, apply to all bonds issued after August 15, 1986, (for private
activity bonds) and August 31, 1986, (for governmental public purpose bonds). The statutory
exceptionto rebate applicable for construction issues generally applies f such issue is delivered
after December 19, 1989.

The regulations provide numerous transitional rules for bonds sold prior to July 1, 1993.
Moreover, since, under prior law, rules were previously published with respect to industrial
development bonds and mortgage revenue bonds, the transitional rules contained in these
regulations permit an issuer to elect to apply certain of these rules for computing rebate on pre-
1986 bands. The regulations provide for numerous elections which would permit an issuer to
apply the rules (other than 18-month spending exception) to bonds which were issued prior to
July 1, 1993 and remain outstanding on June 30, 1993. Due to the complexity of the
regulations, it is impossible to discuss in this memorandum alf circumstances for which specific
elections are provided. If an issuer prefers to use these final version of rebate regulations in lieu
of the computational method stated under prior law (e.g., due to prior redemption) or the
regulations, please contact McCall, Parkhurst & Horton L.L.P. for advice as to the availability
of such options.

Future Value Computation Method

The regulations employ an actuarial method for computing the rebate amount based on
the future value of the investment receipts (i.e., earnings) and payments. The rebate method
employs a two-step computation to determine the amount of the rebate payment. First, the
issuer determines the bond yield. Second, the issuer determines the arbitrage rebate amount.
The regulations require that the computations be made at the end of each five-year period and
upon final maturity of the issue (the "computation dates"). THE FINAL MATURITY DATE WILL
ACCELERATE IN CIRCUMSTANCES IN WHICH THE BONDS ARE OPTIONALLY
REDEEMED PRIOR TO MATURITY. AS SUCH, IF BONDS ARE REFUNDED OR
OTHERWISE REDEEMED, THE REBATE MAY BE DUE EARLIER THAN INITIALLY
PROJECTED. In order to accommodate accurate record-keeping and to assure that sufficient
amounts will be available for the payment of arbitrage rebate liability, however, we recommend
that the computations be performed at least annually. Please refer to other materials provided
by McCall, Parkhurst & Horton L.L.P. relating to federal tax rules regarding record retention.

Under the future value method, the amount of rebate is determined by compounding the
aggregate earnings on all the investments from the date of receipt by the issuer to the
computation date. Similarly, a payment for an investment is future valued from the date that the
payment is made to the computation date. The receipts and payments are future valued at a
discount rate equal to the yield on the bonds. The rebatable arbitrage, as of any computation
date, is equal to the excess of the (1) future value of all receipts from investments (i.e,,
earnings), over (2) the future value of all payments.
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The following example is- provided in the regulations to illustrate how arbitrage rebate
is computed under the future value method for a fixed-yield bond:

"On January 1, 1994, City A issues a fixed yield issue and invests all the sale
proceeds of the issue ($49 million). There are no other gross proceeds. The
issue has a yield -of 7.0000 percent per year compounded semlannually
(computed on a 30 day month/360 day year basis). City A receives amounts
from the investment and immediately expends them for the. governmental

purpose of the issue as follows:
]

_ Date Amount

2/111994 ) $ 3,000,000
4/1/1894 5,000,000
6/1/1994 14,000,000
9/1/1994 20,000,000

7/1/1985 10,000,000

City A selects a bond year ending on January 1, and thus the first required
computation date is January 1, 1999. The rebate amount as of this date is
computed by determining the future value of the receipts and the payments for
the investment. The compounding interval is each 6-month (or shorter) period
-and the 30 day month/360 day year basis is used because these conventions
were used to compute yield on the issue. The future value of these amounts,

plus the computation credit, as of January 1, 1999, is:

1

Date Receipts (Payments)  FY (7.0000 percent)
01/1/1994 {$49,000,000) ($69,119,339)
02/1/1994 . 3,000,000 4,207,602
04/1/1994 5,000,000 6,932,715
06/1/1994 14,000,000 ' 19,190,277
09/1/1994 20,000,000 26,947,162

"01/1/1995 (1,000) (1,317)
07/1/1995 10,000,000 12,722,793
¢ 01/1/1996 . (1,000) (1,229)

Rebate amount (01/01/1999) $878.664"

General Method for Computing Yield on Bonds

In general, the term "yield,"” with respect to a bond, means thé discount rate that when
used in computing the present value of all unconditionally due payments of principal and
interest and all of the payments for a qualified guarantee produces an amount equal to the
issue price of the bond. The term "issue price" has the same meaning as provided in sections
1273 and 1274 of the Code. That is, if bonds are publicly offered (i.e., sold by the issuer to a
bond house, broker or similar persoi acting in the capacity of underwnter or wholesaler), the
issue price of each bond is determined on the basis of the initial offering price to the public (not

*
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to the aforementioned intermediaries) at which price a substantial amount of such bond was
sold to the public (not to the aforementioned intermediaries). The "issue price" is separately
determined for each bond (i.e., maturity) comprising an issue.

The regulations also provide varying periods for computing yield on the bonds
depending on the method by which the interest payment is determined. Thus, for example,
yield on an issue of bonds sold with variable inferest rates (i.e., interest rates which are reset
periodically based on changes in market) is computed separately for each annual period ending
on the first anniversary of the delivery date that the issue is outstanding. In effect, yieid on a
variable yield issue is determined on each computation date by "locking back" at the interest
payments for such period. The regulations, however, permit an issuer of a variable-yield issue
to elect to compute the yield for annual periods ending on any date in order to permit a
matching of such yield to the expenditure of the proceeds. Any such election must be made
in writing, is irrevocable, and must be made no later than the earlier of (1) the fifth anniversary
date, or (2) the final maturity date.

Yield on a fixed interest rate issue (i.e., an issue of bonds the interest rate on which is
determined as of the date of the issue) is computed over the entire term of the issue. Issuers
of fixed-yield issues generally use the yield computed as of the date of issue for all rebate
computations. Such yield on fixed-yield issues generally is recomputed only if (1) the issue is
sold at a substantial premium, may be retired within five years of the date of delivery, and such
date is earlier than its scheduled maturity date, or (2} the issue is a stepped-coupon bond. In
such cases, the regulations require the issuer to recompute the yield on such issues by taking
into account the early retirement value of the bonds. Similarly, recomputation may occur in
circumstances in which the issuer or bondholder modify or waive certain terms of, or rights with
respect to, the issue or in sophisticated hedging transactions. IN SUCH CIRCUMSTANCES
ISSUERS ARE ADVISED TO CONSULT McCALL PARKHURST & HORTON L.L.P. TO
ADDRESS THE FEDERAL INCOME TAX CONSEQUENCES OF THESE TRANSACTIONS.

For purposes of determining the principal or redemption payments on a bond, different
rules are used for fixed-rate and variable-rate bonds. The payment is computed separately on
each maturity of bonds rather than on the issue as a whole. In certain circumstances, the yield
on the bond is determined by assuming that principal on the bond is paid as scheduled and that
the bond is retired on the final maturity date for the stated retirement price. For bonds subject
to early redemption or stepped-coupon bonds, described above, or for bonds subject to
mandatory early redemption, the yield is computed assuming the bonds are paid on the early
redemption date for an amount equal to their value.

Premiums paid to guarantee the payment of debt service on bonds are taken into
account in computing the yield on the bond. Payments for guarantees are taken into account
by treating such premiums as the payment of interest on the bonds. This treatment, in effect,
raises the yield on the bond, thereby permitting the issuer to recover such fee with excess
earnings.

The guarantee must be an unconditional ebligation of the guarantor enforceable by the
bondholder for the payment of principal or interest on the bond or the tender price of a tender
bond. The guarantee may be in the form of an insurance policy, surety bond, irevocable letter
or line of credit, or standby purchase agreement. Importantly, the guarantor must be legally
entitled to full reimbursement for any payment made on the guarantee either immediately or
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upon commercially reasonable repayment terms: The guarantor may not be a co-obligor of the
bonds or a user of more than 10 percent of the proceeds of the bonds.

Payments for the guarantee may not exceed a reasonable charge for the transfer of
creditrisk. This reasonable charge requirement is not satisfied unless itis reasonably expected

that the guarantee will result in a net present valle savings on the bond (i.e., the premium does .

not exceed the present value of the interest savings resulting by virtue of the guarantee). If the
guarantee is entered into after June 14, 1989, then any fees charged for the nonguarantee
services must be separately stated or the guarantee fee is not recoverable.

The regulatlons also treat certain "hedging" transactions in a manner similar to qualified
guarantees. "Hedges" are contracts, e.g., interest rate swaps, futures contracts or options,
which are intended to reduce the risk of interest rate fluétuations. Hedges and other financial
derivatives are sophisticated and ever-evolving financial products with which a memorandum,
such as this, can'not readily deal. IN SUCH CIRCUMSTANCES, ISSUERS AREADVISEDTO

CONSULT McCALL, PARKHURST & HORTON L.L.P. TO ADDRESS THE FEDERAL.

INCOME TAX CONSEQUENCES OF THESE TRANSACTIONS.-

Earnings_on Nonpurpose Investments -

"

The arbitrage rebate provisions apply only o the receipts from the investment of "gross
proceeds" in "nonpurpose investments.” For this purpose, nonpurpose investments are stock,
bonds or other obligations acquired with the gross proceeds of the bonds for the period prior
to the expenditure of the gross proceeds for the ultimate purpose. For example, investments
deposited to construction funds, reserve funds (including surplus taxes or revenues deposited
to sinking funds) or other similar funds are nonpurpose’investments. Such investments include
only those which are acquired with "gross proceeds.” For this purpose, the term "gross
proceeds" includes original proceeds received from the sale of the bonds, investment earnings
from the investment of such original proceeds, amounts pledged to the payment of debt service
on the bonds or amounts actually used to pay debt service on the bonds. The regulations do
not provide a sufficient amount of guidance to include an exhaustive list of "gross proceeds" for
this purpose; however, it can be assumed that "gross proceeds" represent allamounts received
from the sale of bonds, amounts earned as ‘a result of such sale or amounts (including taxes
and revenues) which are used to pay, or secure the payment of, debt service for the bonds.
The total amount of "gross proceeds” allocated to a bond generally can not exceed the
outstanding principal amount of the bonds.

The regulations provide that an investment is allocated to an issue for the period (1)
that begins on'the date gross proceeds are used to acquire the investment, and (2) that ends
on the date such investment ceases to be allocated to the issue. In general, proceeds are
allocated to a bond issue until expended for the ultimate purpose for which the bond was issued
or for which such proceeds are received (e.g., construction of a bond-financed facility or
paymenit of debt service on the bonds). Deposit of gross proceeds to the general fund of the
issuer (or othier fund in which they are commingled with revenues or taxes) does not eliminate
or ameliorate the Issuer’s obligation to compute rebate in"most cases. As such, proceéds
commingled with the general revenues of the issuer are not "freed-up" from the rebate
obligation. An exception to this commingling limitation for bonds, other than private activity
bonds, permits "investment earnings"” (but not sale proceeds or other types of gross proceeds)
to be considered spent when deposited to a commingled fund if those amounts are reasonably
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expected to be spent within six months. Other than for these amounts, issuers may consider
segregating investments in order to more easily compute the amount of such arbitrage earnings
by not having to allocate investments.

Special rules are provided for purposes of advance refundings. These rules are too
complex to discuss in this memorandum. Essentially, the rules relating to refundings, however,
do not require that amounts deposited to the escrow fund to defease the prior obligations of the
issuer be subject to arbitrage rebate to the extent that the investments deposited to the escrow
fund do not have a yield in excess of the vield on the bonds. Any loss resuiting from the
investment of proceeds in an escrow fund below the yield on the bonds, however, may be
recovered by combining those investments with investiments deposited to other funds, e.g.,
reserve or construction funds.

The arbitrage regulations also provide an exception to the arbitrage limitations for the
investment of bond proceeds in tax-exempt obligations. As such, investment of proceeds in tax
exempt bonds eliminates the issuer's rebate obligation. A caveat; this exception does not apply
to gross proceeds derived allocable to a bond, which is not subject to the alternative minimum
tax under section 57 (a)(5) of the Code, ifinvested in tax-exempt bonds subject to the alternative
minimum tax, i.e., " private activity bonds." Such “AMT-subject” investment is treated as a
taxable investment and must comply with the arbitrage rules, including rebate. Earnings from
these tax-exempt investments are subject to arbitrage restrictions, including rebate.

Similarly, the investment of gross proceeds in certain tax-exempt mutual funds are
treated as a direct investment in the tax-exempt obligations deposited in such fund. While
issuers may invest in such funds for purposes of avoiding arbitrage rebate, they should be
aware that if "private activity bonds"” are included in the fund then a portion of the earnings will
be subject to arbitrage rebate. Issuers should be prudent in assuring that the funds do not
contain private activity bonds.

The arbitrage regulations provide a number of instances in which earnings will be
imputed to nonpurpose investments. Receipts generally will be imputed to investments that do
not bear interest at an arm's-length {i.e., market) interest rate. As such, the regulations adopt
a "market price” rule. In effect, this rule prohibits an issuer from investing bond proceeds in
investments at a price which is higher than the market price of comparable obligations, in order
to reduce the yield. Special rules are included for determining the market price for investment
contracts, certificates of deposit and certain U.S. Treasury obligations. For example, to
establish the fair market value of investment contracts a bidding process between three
qualified bidders must be used. The fair market value of certificates of deposit which bear a
fixed interest rate and are subject to an early withdrawal penalty is its purchase price if that
price is not less than the yield on comparable U.S. Treasury obligations and is the highest yield
available from the institution. In any event, a basic "common sense" rule-of-thumb that can be
used {o determine whether a fair market value has been paid is to ask whether the general
funds of the issuer would be invested at the same yield or at a higher yield. An exception to this
market price rule is available for United States Treasury Obligations - State or lLocal
Government Series in which case the purchase price is always the market price.

Reimbursement and Working Capital
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The regulations provide rules for purposes of determining whether gross proceeds are
used for working capital and, if so, at what times those proceeds are considered spent. In
general, working capital financings are subject to many of the same rules that have existed
since the mid-1970s. For example, the regulations generally continue the 13-month temporary
period. By adopting a "proceeds-spent-last” rule, the regulations also generally require that an
issuer actually incur a deficit (i.e., expenditures must exceed receipts) for the computation
period (which generally corresponds to the issuer's fiscal year). Also, the regulations continue
to permit an operating reserve, but unlike prior.regulations the amount of such reserve may not
exceed five percent of the issuer's actual working capital expenditures for the prior fiscal year.
Another change made by the regulations is that the issuer may not finance the operating
reserve with proceeds of a tax-exempt obligation.

Importantly, the regulations contain rules for determining whether proceeds used to
reimburse an issuer for costs paid prior to the date of issue of the obligation,: in fact, are
considered spent*at the time of reimbursement. These rules apply to an issuer who uses

general revenues for the payment of all or a portion of the costs of a project then uses the:

proceeds of the bonds to reimburse those general revenues: Failure to comply with these rules
would result in the proceeds continuing to be subject to federal income tax restrictions, including
rebate. n

To qualify for reimbursement, a cost must be described in an expression (e.g.,
resolution, legislative authorization) evidencing the issuer's intent to reimburse which is made
no later than 60 days after the payment of the cost. Reimbursement must occur no later than
18 months after the later of (1) the date the cost is paid or (2) the date the project is placed in
service. Except for projects requiring an extended construction period or small issuers, in no
event can a cost be reimbursed more than three years after the cost is paid.

Reimbursement generally is not permitted for working capital; only capital costs, grants
andloans may be reimbursed. Moreover, certain anti-abuse rules apply to preventissuers from
avoiding the limitations on refundings. IN CASES INVOLVING WORKING CAPITAL OR
REIMBURSEMENT, ISSUERS ARE ADVISED TO CONTACT McCALL, PARKHURST &
HORTON L.L.P. TO ADDRESS THE FEDERAL INCOME TAX CONSEQUENCES OF THE
TRANSACTION: Lo

Rebate Payments :

-

Rebate payments generally are due 60 days after each installment computation date.
The interim computation dates occur each fifth anniversary of the issue date. The final
computation date is on the latest of (1) the date 60 days after the date the issue of bonds is no
longer outstanding, (2) the date eight months after the date of issue for certain short-term
obligations (i.e., obligations retired withii three years), or (3) the date the issuer no longer
reasonably expects any spending exception, discussed below, to apply to the issue. On such
payment dates, other than the final payment date, an issuer is required to pay 90 percent of the
rebatable arbitrage to the United States. On the final payment date, an issuer is required to pay
100 percent of the remaining rebate liability.

« Failure to timely pay rebate does not necessarily resuit in the loss of tax-exemption.
Late payments, however, are subject to the payment of interest, and unless waived, a penalty
of 50 percent (or, in the case of private activity bonds, other than qualified 501(c)(3) bonds, 100
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percent) of the rebate amount which is due. IN SUCH CIRCUMSTANCES, ISSUERS ARE
ADVISED TO CONSULT McCALL, PARKHURST & HORTON L.L P. TO ADDRESS THE
FEDERAL INCOME TAX CONSEQUENCES OF THESE TRANSACTIONS.

Rebate payments are refundable. The issuer, however, must establish to the
satisfaction of the Commissioner of the Internal Revenue Service that the issuer paid an amount
in excess of the rebate and that the recovery of the overpayment on that date would not result
in additional rebatable arbitrage. An overpayment of less than $5,000 may not be recovered
before the final computation date.

Alternative Penalty Amount

In certain cases, an issuer of a bond the proceeds of which are to be used for
construction may elect to pay a penalty, in lieu of rebate. The penalty may be elected in
circumstances in which the issuer expects to satisfy the two-year spending exception which is
more fully described under the heading "Exceptions to Rebate." The penalty is payable, if at
all, within 60 days after the end of each six-month period. This is more often than rebate. The
election of the alternative penalty amount would subject an issuer, which fails the two-year
spend-out requirements, to the payment of a penalty equal to one and one-half of the excess
of the amount of proceeds which was required to be spent during that period over the amount
which was actually spent during the period.

The penalty has characteristics which distinguish it from arbitrage rebate. First, the
penalty would be payable without regard to whether any arbitrage profit is actually earned.
Second, the penaity continues to accrue until either (1) the appropriate amount is expended or
(2) the issuer elects to terminate the penalty. To be able to terminate the penalty, the issuer
must meet specific requirements and, in some instances, must pay an additional penalty equal
to three percent of the unexpended proceeds.

Exceptions to Rebate

The Code and regulations provide certain exceptions to the requirement that the excess
investment earnings be rebated to the United States.

a. Small Issuers. The first exception provides that if an issuer (together with all
subordinate issuers) during a calendar year does not issue tax-exempt bonds? in an aggregate
face amount exceeding $5 million, then the obligations are not subject to rebate. Only issuers
with general taxing powers may take advantage of this exception. Subordinate issuers are
those issuers which derive their authority to issue bonds from the same issuer, e.g., a city and
a health facilities development corporation, or which are controlled by the same issuer, €.9., a
state and the board of a public university. In the case of bonds issued for public school capital
expenditures, the $5 million cap may be increased to as much as $15 million. For purposes of
measuring whether bonds in the calendar year exceed these dollar limits, current refunding

? For this purpose, "private activity bonds" neither are afforded the benefit of this
exception nor are taken inte account for purposes of determining the amount of bonds
issued.
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bonds can be disregarded if they meet certain structural requirements. Please contact McCall,
Parkhurst & Horton L.L.P. for further information.

b. Spending Exceptions. s
‘e

Six-Month Exception. The second exception to the rebate requirement is available to
all tax-exempt bonds, all of the gross proceeds of which are expended during six months. The”
six month rule is available to bonds issued after the effective date of the Tax Reform Act of
1986. See the discussion of effective dates on page two. For this purpose, proceeds used for
the redemption of bonds (other than proceeds of a refunding bond deposited to an escrow fund
to discharge refunded bonds) can not be taken into account as expended. As such, bonds with
excess gross proceeds generally can not satisfy the second exception unless the amount does
not exceed the lesser of five percent or $100,000 and such de minimis amount must be
expended within one year.

N

Certain gross proceeds are'not subject to the spend-out requirement, including
amounts deposited to a bona fide debt service fund, to a reserve fund and amounts which
become gross proceeds received from purpose investments. These amounts themselves,
however, may be subject to rebate even though the originally expended proceeds were not.
The Code provides a special rule for tax and revenue anticipation notes (i.e., obligations issued
fo pay operating expenses in anticipation of the receipt of taxes and other revenues). Such
notes are referred to as TRANs. To determine the timely expenditure of the proceeds of a
TRAN, the computation of the "cumulative cash flow deficit” is important. If the "cumulative
cash flow deficit" (i.e., the point at which the operating expenditures of the issuer on a
cumulative basis exceed the revenues of the issuer during the fiscal year) occurs within the first
six months of the date of issue and must be equal to at least 90 percent of the proceeds of the
TRAN, then the notes are deemed to satisfy the exception. This special rule requires, however,
that the deficit actually occur, not that the issuer merely have an expectation that the deficit will
occur. In lieu of the statutory exception for TRANS, the regulations also provide a second
exception. Under this exception, 100 percent of the proceeds must be spent within six months,
but before note proceeds can be considered spent, all other available amounts of the issuer
must be spent first ("proceeds-spent-last” rule). In determining whether all available amounts
are spent, a reasonable working capital reserve equal to five percent of the prior year's
expenditures may be set aside and treated as unavailable.

18-Month Exception. The regulations also establish a non=statutory exception to
arbitrage rebate if all of the gross proceeds (including investment earnings) are expended within
18 months after the date of issue. Under this exception, 15 percent of the gross proceeds must
be expended within a six-month spending period, 60 percent within a 12-month spending period
and 100 percent within an 18-month spending period. The rule permits an issuer to rely on its
reasonable expectations for computing investment earnings which are included as gross
proceeds during the first and second spending period. A reasonable retainage not to exceed
five percent of the sale proceeds of the issue is not required to be spent within the 18-month
period but must be expended within 30 months. Rules similar to the six-month exception relate
to the definition of gross proceeds.

¥ ¥ B

Two Year Exception. Bonds issued after December 19, 1989 (i.e., the effective date
of the Omnibus Reconciliation Act of 1989), at least 75 percent of the net proceeds of which are
to be used for construction, may be exempted from rebate if the gross proceeds are spent.
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