OFFICIAL STATEMENT
Dated May 22, 2003

Ratings: Moody’s:  “Aa2”
Standard & Poor’s: “AA+”
Fitch Ratings: “AA+”
(See “OTHER RELEVANT INFORMATION - Ratings”)
NEW ISSUE - Book-Entry-Only

In the opinion of McCall, Parkhurst & Horton L.L.P., Bond Counsel (“Bond Counsel”) interest on the Bonds is excludable from
gross income for federal income tax purposes under statutes, regulations, published rulings and court decisions existing on the

date thereof and the Bonds are not specified private activity bonds. See “TAX MATTERS — Tax Exemption” for a discussion of
the opinion of Bond Counsel, including a description of the alternative minimum tax consequences for corporations.

$62,585,000
CITY OF AUSTIN, TEXAS
(Travis and Williamson Counties)
Public Improvement Refunding Bonds, Series 2003

Dated: May 15, 2003 Due: September 1, as shown below

Interest on the $62,585,000 City of Austin, Texas (the “City”) Public Improvement Refunding Bonds, Series 2003 (the “Bonds”),
will accrue from the dated date as shown above and will be payable September 1 and March 1 of each year, commencing
September 1, 2003, and will be calculated on the basis of a 360—day year of twelve 30—day months. The City intends to utilize the
Book-Entry- Only System of The Depository Trust Company (“DTC”), but reserves the right on its behalf or on behalf of DTC
to discontinue such system. Such Book-Entry-Only System will affect the method and timing of payment and the method of
transfer. (See “BOND INFORMATION - Book-Entry-Only System”).

The Bonds are direct obligations of the City, payable from an ad valorem tax levied, within the limits prescribed by law, on all

taxable property located within the City, as provided in the ordinance authorizing the Bonds. (See “BOND INFORMATION -
Security for the Bonds™).

Proceeds from the sale of the Bonds will be used to refund portions of the City’s outstanding general obligation debt and to pay
certain costs of issuance of the Bonds. (See “PLAN OF FINANCING - Purpose of Refunding Bonds” and APPENDIX D -
“Summary of Obligations Refunded”).

MATURITY SCHEDULE
CUSIP Prefix: 052394
Maturity Interest Price Maturity Interest Price
(September 1) Amount Rate or Yield (September 1) Amount Rate or Yield
2004 $ 4,435,000 3.000% NRO* 2009 $4,365,000 5.000% 2.480%
2005 11,760,000 4.000% 1.270% 2010 7,250,000 5.000% 2.780%
2006 15,750,000 5.000% 1.520% 2011 4,980,000 5.000% 3.010%
2007 1,920,000 2.250% 1.900% 2012 2,445,000 5.000% 3.140%
2008 7,100,000 5.000% 2.220% 2013 2,580,000 5.000% 3.260%

(Plus Accrued Interest from May 15, 2003)

The Bonds are not subject to redemption prior to their stated maturities.

The Bonds are offered for delivery when, as and if issued, subject to the approving opinions of the Attorney General of the State
of Texas and of McCall, Parkhurst & Horton L.L.P., Bond Counsel. The opinion of Bond Counsel will be printed on or attached
to the Bonds. (See APPENDIX C — “Form of Bond Counsel’s Opinion”). Certain legal matters will be passed on for the
Underwriters by Andrews & Kurth L.L.P., Austin, Texas, Counsel to the Underwriters.

It is expected that the Bonds will be delivered through the facilities of DTC on or about June 19, 2003.

UBS Paine Webber Inc.
Apex Pryor Securities Jackson Securities, LLC JPMorgan
Lehman Brothers RBC Dain Rauscher Southwest Securities
Citigroup

*Not reoffered.



Effective June 9, 2003, UBS PaineWebber Inc. will be renamed UBS Financial Services Inc. Any reference to
UBS PaineWebber Inc. contained in this offering document will refer to UBS Financial Services Inc. as of that date.

No dealer, broker, salesman or other person has been authorized by the City or by the Underwriters to give any
information or to make any representations, other than as contained in this Official Statement, and if given or made
such other information or representations must not be relied upon as having been authorized by the City or the
Underwriters. This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor shall
there be any sale of the Bonds by any person in any jurisdiction in which it is unlawful for such person to make such
offer, solicitation or sale.

THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED,
NOR HAS THE ORDINANCE BEEN QUALIFIED UNDER THE TRUST INDENTURE ACT OF 1939, AS
AMENDED, IN RELIANCE ON EXEMPTIONS CONTAINED IN SUCH ACTS.

The information set forth herein has been furnished by the City and includes information obtained from other sources
which are believed to be reliable, but is not guaranteed as to accuracy or cornpleteness by, and is not to be construed as a
representation by, the Underwriters. 'The information and expressions of opinion contained herein are subject to change
without notice and neither the delivery of this Official Statement nor any sale made hereunder sha]l under any
circumstances, create any implication that there has been no change in the affairs of the City or the other matters
described herein since the date hereof. CUSIP numbers have been assigned to this issue by the CUSIP Service Bureau
for the convenience of the owners of the Bonds.

This Official Statement includes descriptions and summaries of certain events, matters, and documents. Such
descriptions and summaries do not purport to be complete and all such descriptions, summaries and references thereto
are qualified in their entirety by reference to this Official Statement in its entirety and to each such document, copies of
which may be obtained from the City or from Public Financial Management, Inc., the Financial Advisor to the City.
Any statements made in this Official Statement or the Appendices hereto involving matters of opinion or estimates,
whether or not so expressly stated, are set forth as such and not as representations of fact, and no representation is made
that any of such opinions or estimates will be realized.

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

This Official Statement contains “forward-looking” statements within the meaning of Section 21E of the Securities
Exchange Act of 1934, as amended. Such statements may involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance and achievements to be different from future results,
performance and achievements expressed or implied by such forward-looking statements. Investors are cautioned
that the actual results could differ materially from those set forth in the forward-looking statements.
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SELECTED DATA FROM THE OFFICIAL STATEMENT

The selected data on this page is subject in all respects to the more complete information and definitions contained or
incorporated in this Official Statement. The offering of the Bonds to potential investors is made only by means of this
entire Official Statement. No person is authorized to detach this data page from this Official Statement or to otherwise
use it without the entire Official Statement.

This data page was prepared to present the Underwriters of the Bonds information concerning the Bonds, the taxes
pledged to payment of the Bonds, a description of the City’s tax base and other pertinent data, all as more fully described
herein.

The ISSUET..courreernerirrernceneeesreeseeen The City of Austin, Texas (the “City”), is a political subdivision located in Travis and
Williamson Counties, operating as a home—rule city under the laws of the State of
Texas and a charter approved by the voters in 1953, as amended. The City operates
under the Council/Manager form of government where the mayor and six
councilmembers are elected for staggered three-year terms. The Council formulates
operating policy for the City while the City Manager is the chief administrative
officer.

The City is approximately 273.10 square miles in area.

The Bonds .....ccovceeneccrmevcceermmnnennnen The Bonds are being issued in the principal amount of $62,585,000 pursuant to the
general laws of the State of Texas, particularly Chapter 1207, Texas Government
Code, and an Ordinance passed by the City Council of the City. (See “BOND
INFORMATION - Authority for Issuance”).

Security for the Bonds ............... The Bonds constitute direct obligations of the City, payable from a continuing ad
valorem tax levied, within the limits prescribed by law, on taxable property within
the City in an amount sufficient to provide for payment of principal of and interest
on all ad valorem tax debt.

No Redemption of Bonds .......... The Bonds are not subject to redemption prior to their stated maturities.

Tax Exemption........ccooeeereerneneenenn In the opinion of Bond Counsel, the interest on the Bonds is excludable from gross
income for federal income tax purposes under statutes, regulations, published rulings
and court decisions existing on the date thereof and the Bonds will not constitute
specified private activity bonds. See “TAX MATTERS” for a discussion of the
opinion of Bond Counsel including the alternative minimum tax consequences for
corporations. Also see “OTHER RELEVANT INFORMATION - Verification of
Mathematical Calculations”.

Payment Record ......ocooovcrvvemnccnne The City has not defaulted since 1900 when all bonds were refunded at par with a
voluntary reduction in interest rates.

Future Bond Issues .......coonuenn The City anticipates the issuance of approximately $110,410,000 long term ad
valorem tax-supported indebtedness in August, 2003. (See “DEBT
INFORMATION - Authorized General Obligation Bonds” and “Anticipated
Issuance of Ad Valorem Tax-Supported Indebtedness”).

Expected Delivery......ocecnmnrnnen When issued, anticipated on or before June 19, 2003.

[The remainder of this page is intertionally left Yank.]
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Selected Issuer Indices

Ratio of Net

Fiscal Per Capita Funded Tax

Year Taxable (000’s) Per Capita Debt to % of

Ended Estimated City Taxable Assessed Assessed Net Funded Net Funded Taxable Tax
9-30  Population (1) Valuation Valuation Tax Debt (2) Tax Debt Valuation ~ Collections
1994 507,468 $18,237,532,094 $35,938.29 $422,738 $ 833.03 2.32% 100.07%
1995 523,352 20,958,589,300 40,046.83 436,868 834.75 2.08% 100.10%
1996 541,889 23,303,015,047 43,003.30 443,247 817.97 1.90% 99.91%
1997 560,939 25,823,385,257 46,036.00 476,148 848.84 1.84% 99.47%
1998 608,214 27,493,058,735 45,202.94 500,027 822.12 1.82% 99.37%
1999 619,038 32,458,349,755 52,433.53 509,759 823.47 1.57% 99.57%
2000 628,667 35,602,840,326 56,632.27 540,283 859.41 1.52% 99.85%
2001 661,639 41,419,314,286 62,601.08 546,211 825.54 1.32% 99.60%
2002 671,044 47,782,873,096 71,206.77 762,624 1,136.54 1.60% 99.23%
2003 674,382 51,141,723,679(33)  75,834.95 702,496 (4) 1,041.69 (4) 1.37% (4) N/A

(1)  Source: City of Austin Planning/Growth Department.

(2) Excludes general obligation debt issued for enterprise funds, and general fund departments which transfer in from
operating budgets.

(3)  Certified Appraised Value, including $3,786,126,268 in property in the appeals process.

(4) Projected. Includes the Bonds and excludes the Refunded Obligations. Also includes proposed $110,410,000 tax-
supported indebtedness to be issued in August, 2003.

[The renuinder of this page is interionally left Dlank.]
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OFFICIAL STATEMENT
Relating to

$62,585,000
CITY OF AUSTIN, TEXAS
Public Improvement Refunding Bonds, Series 2003

INTRODUCTION

This Official Statement, which includes the cover page, the summary statement and the appendices hereto, provides
certain information regarding the issuance by the City of Austin, Texas (the “City”) of $62,585,000 City of Austin, Texas,
Public Improvement Refunding Bonds, Series 2003 (the “Bonds”). Capitalized terms used in this Official Statement
have the same meanings assigned to such terms in the ordinance authorizing the issuance of the Bonds (the
“Ordinance”), except as otherwise indicated herein.

There follows in this Official Statement descriptions of the Bonds and certain information regarding the City and its
finances. All descriptions of documents contained herein are only summaries and are qualified in their entirety by
reference to each such document.

PLAN OF FINANCING
Purpose of Refunding Bonds

The Bonds are being issued to refund approximately $66,845,000 of the City’s currently outstanding general obligation
bonds, (the “Refunded Obligations”) and to pay costs of issuance. The purpose of the transaction is to effect debt
service savings. See APPENDIX D for a listing of the Refunded Obligations.

Refunded Obligations

The Refunded Obligations, and interest due thereon, are to be paid on the scheduled interest payment dates and the
maturity or redemption dates of such Refunded Obligations from funds to be deposited pursuant to a certain Escrow
Agreement (the “Escrow Agreement”) between the City and Bank One, NA, Austin, Texas (the “Escrow Agent”). The
Ordinance provides that the proceeds of the sale of the Bonds will be deposited with the Escrow Agent in an amount
necessary to accomplish the discharge and final payment of the Refunded Obligations. Such funds will be held by the
Escrow Agent in a special escrow account (the “Escrow Fund”) and used to purchase direct obligations of the United
States of America (the “Federal Securities”) to be held in the Escrow Fund. Under the Escrow Agreement, the Escrow
Fund is irrevocably pledged to the payment of the principal of and interest on the Refunded Obligations.

The Arbitrage Group, Inc. a nationally recognized accounting firm, will verify at the time of delivery of the Bonds to the
Underwriters the mathematical accuracy of the schedules that demonstrate that the Federal Securities will mature and
pay interest in such amounts which, together with uninvested funds, if any, in the Escrow Fund, will be sufficient to pay,
when due, the principal of and interest on the Refunded Obligations. Such maturing principal of and interest on the
Federal Securities, and other uninvested funds in the Escrow Fund, will not be available to pay the debt service on the
Bonds.

By deposit of the Federal Securities and cash with the Escrow Agent pursuant to the Escrow Agreement, the City will
have entered into a firm banking and financial arrangement for the discharge and final payment of the Refunded
Obligations, in accordance with applicable law. As a result of such firm banking and financial arrangements, the
Refunded Obligations will be outstanding only for the purpose of receiving payments from the Federal Securities and
cash held for such purpose by the Escrow Agent, and such Refunded Obligations will not be deemed as being
outstanding for the purpose of any limitation on debt or the assessment of taxes.



The City has covenanted in the Escrow Agreement to make timely deposits to the Escrow Fund from lawfully available
funds, or any additional amounts required to pay the principal of and interest on the Refunded Obligations, if, for any
reason, the cash balances on deposit or scheduled to be on deposit in the Escrow Fund are insufficient to make such

payment.

Sources and Uses of Funds
The proceeds of the Bonds will be applied substantially as follows:

Sources of Funds:

Principal Amount of the Bonds $62,585,000.00

Original Issue Premium 6,625,454.25

Accrued Interest 271.069.72
Total Available Funds $69,481,523.97

Uses of Funds:

Deposit to Escrow Fund $68,864,740.52

Costs of Issuance 122,229.98

Underwriter’s Discount 223.483.75

Deposit to the I&S Fund 271,069.72
Total Available Funds 69 9

BOND INFORMATION
Authority for Issuance

The City is authorized to issue the Bonds under authority granted by Chapter 1207, Texas Government Code and, by
the Ordinance. ‘

General

The Bonds are dated May 15, 2003 and shall bear interest on the unpaid principal amounts from such date, at the
respective per annum rates shown on the cover page hereof. Principal is payable, upon presentation thereof, at the
Designated Payment/Transfer Office of the Paying Agent/Registrar (see “Paying Agent/Registrar” herein). Interest
thereon is payable by the Paying Agent/Registrar to the registered owner appearing on the registration books of the
Paying Agent/Registrar at the close of business on the Record Date (hereinafter defined) and shall be paid by the Paying
Agent/Registrar by check mailed by United States mail, first class postage prepaid, to the address of such person as it
appears on the registration books of the Paying Agent/Registrar on or before each interest payment date or by such
other method, acceptable to the Paying Agent/Registrar, requested by, and at the risk and expense of, the bondholder.
The Bonds are issued only as fully registered obligations in denominations of $5,000 or any integral multiple thereof
within a maturity.

The record date (the “Record Date”) for the interest payable on any interest payment date is the 15th day of the month
next preceding such interest payment date, as specified in the Ordinance. In the event of a nonpayment of interest on a
scheduled interest payment date, and for 30 days thereafter, a new record date for such interest payment (the “Special
Record Date”) will be established by the Paying Agent/Registrar, in accordance with the provisions of the Ordinance, if
and when funds for the payment of such interest have been received from the City. Notice of the Special Record Date
and of the scheduled payment date of the past due interest, which shall be at least 15 days after the Special Record Date,
shall be sent at least five business days prior to the Special Record Date by United States mail, first class postage prepaid,
to the address of each bondholder appearing on the registration books of the Paying Agent/Registrar at the close of
business on the last business day next preceding the date of mailing of such notice.

Security for the Bonds
The Bonds constitute direct obligations of the City, payable from a continuing ad valorem tax levied, within the limits

prescribed by law, on taxable property located within the City in an amount sufficient to pay the principal of and interest
on all ad valorem tax debt.



All taxable property within the City is subject to the assessment, levy and collection by the City of a continuing, direct
annual ad valorem tax sufficient to provide for the payment of principal of and interest on all ad valorem tax debt
(including the Bonds) within the limits prescribed by law. Article XI, Section 5, of the Texas Constitution is applicable
to the City, and limits its maximum ad valorem tax rate to $2.50 per $100 assessed valuation for all City purposes. The
City operates under a Home Rule Charter sometimes referred to herein as the “Charter” which also limits the City’s ad
valorem tax rate to $2.50 per $100 assessed valuation for all City purposes. Within such Charter limitation, the total tax
which may be levied annually by the City for municipal general operating purposes may not exceed $1.00 per $100
assessed valuation.

Bondholder Remedies

The Ordinance obligates the City Council to assess and collect an annual ad valorem tax sufficient to pay when due the
respective principal of and interest when due on the Bonds and also creates a pledge of such tax to the payment of the
Bonds.

Upon the failure of the City to make payment of principal or interest when the same becomes due and payable, then any
bondholder, or an authorized representative thereof, including but not limited to, a trustee or trustees therefor, may
proceed against the City by mandamus or other suit, action or special proceeding in equity or at law, in any court of
competent jurisdiction, for any relief permitted by law, including the specific performance of any covenant or agreement
contained therein, or thereby to enjoin any act or thing that may be unlawful or in violation of any right of the
bondholder thereunder or any combination of such remedies but the right to accelerate the debt evidenced by the Bonds
shall not be available as a remedy under the Ordinance. All such proceedings shall be instituted and maintained for the
equal benefit of all such bondholders.

Although a bondholder could presumably obtain a judgment against the City if a default occurred in the payment of
principal or interest, such judgment could not be satisfied by execution against any property of the City. The
bondholder’s only practical remedy, if a default occurs in the payment of principal or interest, is a mandamus or
mandatory injunction proceeding to compel the City Council to levy, assess and collect an annual ad valorem tax within
the tax rate limitation sufficient to pay principal and interest as it becomes due. The bondholder could be required to
enforce such remedy on a periodic basis. No right to accelerate maturity is granted by the Ordinance.

The enforcement or claim for payment of principal or interest, including the remedy of mandamus, and the validity of
the pledge of taxes, would be subject to the applicable provisions of the federal bankruptcy laws and to other laws
affecting the rights of creditors of political subdivisions generally.

No Redemption of Bonds
The Bonds are not subject to redemption prior to their stated maturity dates.
Defeasance of Bonds

The Ordinance provides for the defeasance of the Bonds when the payment of the principal of and premium, if any, on
the Bonds, plus interest thereon to the due date thereof (whether such due date be by reason of maturity, redemption, or
otherwise), is provided by irrevocably depositing with a paying agency, in trust (1) money sufficient to make such
payment or (2) Defeasance Securities, certified by an independent public accounting firm of national reputation to
mature as to principal and interest in such amounts and at such times to insure the availability, without reinvestment, of
sufficient money to make such payment, and all necessary and proper fees, compensation and expenses of the paying
agent for the Bonds. The Ordinance provides that “Defeasance Securities” means (a) direct, noncallable obligations of
the United States of America, including obligations that are unconditionally guaranteed by the United States of America,
(b) noncallable obligations of an agency or instrumentality of the United States of America, including obligations that are
unconditionally guaranteed or insured by the agency or instrumentality and that are rated as to investment quality by a
nationally recognized investment rating firm not less than AAA or it equivalent, and (c) noncallable obligations of a
state or an agency or a county, municipality; or other political subdivision of a state that have been refunded and that
rated as to investment quality by a nationally recognized investment rating firm not less than AAA or its equivalent. The
City has additionally reserved the right, subject to satisfying the requirements of (1) and (2) above, to substitute other
Defeasance Securities for the Defeasance Securities originally deposited, to reinvest the uninvested moneys on deposit



for such defeasance and to withdraw for the benefit of the City moneys in excess of the amount required for such
defeasance.

Upon such deposit as described above, such Bonds shall no longer be regarded to be outstanding or unpaid. The City
has reserved the option, however, to be exercised at the time of the defeasance of the Bonds, to call for redemption at
an earlier date, Bonds which have been defeased to their maturity date, if the City: (i) in the proceedings providing for
the firm banking and financial arrangements, expressly reserves the right to call the Bonds for redemption; (if) gives
notice of the reservation of that right to the owners of the Bonds immediately following the making of the firm banking
and financial arrangements; and (iii) directs that notice of the reservation be included in any redemption notices that it
authorizes.

Book-Entry-Only System

The City has elected to utilize the Book-Entry-Only System of DTC, as described under this heading. The
obligation of the City is to timely pay the Paying Agent/Registrar the amount due under the Ordinance. The
responsibilities of DTC, the Direct Participants and the Indirect Participants to the Beneficial Owner of the
Bonds are described herein.

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

DTG, the world’s largest depository, is a limited-purpose trust company organized under the New York Banking Law, a
“banking organization” within the meaning of the New York Banking Law, a member of the Federal Reserve System, a
“clearing corporation” within the meaning of the New York Uniform Commercial Code, and a “clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds and provides
asset servicing for over 2 million issues of US. and non-US. equity issues, corporate and municipal debt issues, and
money market instruments from over 85 countries that DTC’s participants (“Direct Participants”) deposit with DTC.
DTC also facilitates the post-trade settlement among Direct Participants of sales and other securities transactions in
deposited securities, through electronic computerized book-entry transfers and pledges between Direct Participants’
accounts. This eliminates the need for physical movement of securities certificates. Direct Participants include both
US. and non-US. securities brokers and dealers, banks, trust companies, clearing corporations, and certain other
organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC,
in turn, is owned by a number of Direct Participants of DTC and Members of the National Securities Clearing
Corporation, Government Securities Clearing Corporation, MBS Clearing Corporation, and Emerging Markets Clearing
Corporation, (NSCC, GSCC, MBSCC, and EMCC, also subsidiaries of DTCC), as well as by the New York Stock
Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities Dealers, Inc. Access to
the DTC system is also available to others such as both U.S. and non-US. securities brokers and dealers, banks, trust
companies, and clearing corporations that clear through or maintain a custodial relationship with a Direct Participant,
either directly or indirectly (“Indirect Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules
applicable to its Participants are on file with the Securities and Exchange Commission. More information about DTC
can be found at www.dtcc.com.

Purchases of Securities under the DTC system must be made by or through Direct Participants, which will receive a
credit for the Securities on DTC’s records. The ownership interest of each actual purchaser of each Security (“Beneficial
Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records.

Beneficial Owners will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however,
expected to receive written confirmations providing details of the transaction, as well as periodic statements of their
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction.
Transfers of ownership interests in the Securities are to be accomplished by entries made on the books of Direct and
Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing
their ownership interests in Securities, except in the event that use of the book-entry system for the Securities is
discontinued.

To facilitate subsequent transfers, all Securities deposited by Direct Participants with DTC are registered in the name of
DTC's partnership nominee, Cede & Co., or such other name as may be requested by an authorized representative of



DTC. The deposit of Securities with DTC and their registration in the name of Cede & Co. or such other DTC
nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of
the Securities; DTC’s records reflect only the identity of the Direct Participants to whose accounts such Securities are
credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants will remain responsible
for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to Indirect
Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by arrangements
among them, subject to any statutory or regulatory requirements as may be in effect from time to time. Beneficial
Owmers of Securities may wish to take certain steps to augment the transmission to them of notices of significant events
with respect to the Securities, such as redemptions, tenders, defaults, and proposed amendments to the Security
documents. For example, Beneficial Owners of Securities may wish to ascertain that the nominee holding the Securities
for their benefit has agreed to obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners
may wish to provide their names and addresses to the registrar and request that copies of notices be provided directly to
them.

Redemption notices shall be sent to DTC. If less than all of the Securities within an issue are being redeemed, DTC’s
practice is to determine by lot the amount of the interest of each Direct Participant in such issue to be redeemed.

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

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

DTC may discontinue providing its services as depository with respect to the Securities at any time by giving reasonable
notice to the City or the Paying Agent/Registrar. Under such circumstances, in the event that a successor depository is
not obtained, Security certificates are required to be printed and delivered.

The City may decide to discontinue use of the system of book-entry transfers through DTC (or a successor securities
depository). In that event, Security certificates will be printed and delivered.

The information in this section concerning DTC and DTC’s book-entry system has been obtained from
sources that the City believes to be reliable, but the City takes no responsibility for the accuracy thereof.

Paying Agent/Registrar

The initial Paying Agent/Registrar for the Bonds is Bank One, NA, or its successor. Interest on and principal of the
Bonds will be payable, and transfer functions will be performed at the corporate trust office of the Paying
Agent/Registrar in Austin, Texas (the “Designated Payment/ Transfer Office”). In the Ordinance, the City retains the
right to replace the Paying Agent/Registrar. The City covenants to maintain and provide a Paying Agent/Registrar at all
times while the Bonds are outstanding and any successor Paying Agent/Registrar shall be a commercial bank, trust
company or other entity duly qualified and legally authorized to serve as and perform the duties and services of Paying
Agent/Registrar. Upon any change in the Paying Agent/Registrar for the Bonds, the City agrees to promptly cause a



written notice thereof to be sent to each registered owner of the Bonds by United States mail, first class postage prepaid,
which notice shall also give the address of the new Paying Agent/Registrar.

Transfer, Exchange and Registration

In the event the Book-Entry-Only System should be discontinued, the Bonds may be transferred and exchanged on the
registration books of the Paying Agent/Registrar only upon presentation and surrender thereof to the Paying
Agent/ Registrar at the Designated Payment/ Transfer Office and such transfer or exchange shall be without expense or
service charge to the registered owner, except for any tax or other governmental charges required to be paid with respect
to such registration, exchange and transfer. A Bond may be assigned by the execution of an assignment form thereon or
by other instrument of transfer and assignment acceptable to the Paying Agent/Registrar. A new Bond will be delivered
by the Paying Agent/Registrar, in lieu of the Bond being transferred or exchanged, at the Designated Payment/ Transfer
Office, or sent by United States mail, first class postage prepaid, to the new registered owner or his designee. To the
extent possible, new Bonds issued in an exchange or transfer will be delivered to the registered owner or assignee of the
registered owner in not more than three business days after the receipt thereof to be canceled, and the written
instrument of transfer or request for exchange duly executed by the registered owner or his duly authorized agent, in
form satisfactory to the Paying Agent/Registrar. New Bonds registered and delivered in an exchange or transfer shall be
in any integral multiple of $5,000 for any one maturity and for a like aggregate principal amount as the Bonds
surrendered for exchange or transfer. See “Book-Entry-Only System” herein for a description of the system to be
utilized initially in regard to ownership and transferability of the Bonds.

TAX INFORMATION
Ad Valorem Tax Law

The appraisal of property within the City is the responsibility of the Travis Central Appraisal District (the “Appraisal
District”). Excluding agricultural and open—space land, which may be taxed on the basis of productive capacity, the
Appra1sal District is required under Title 1, V.T.CA. Tax Code (commonly known as the “Property Tax Code”) to
appraise all property within the Appraisal District on the basis of 100% of its market value and is prohibited from
applying any assessment ratios. State law further limits the appraised value of a residence homestead for a tax year (the
“Homestead 10% Increase Cap”) to an amount not to exceed the lesser of (1) the market value of the property, or (2)
the sum of (a) 10% of the appraised value of the property for the last year in which the property was appraised for
taxation times the number of years since the property was last appraised, plus (b) the apprzused value of the property for
the last year in which the property was appraised plus (c) the market value of all new improvements to the property.
The value placed upon property within the Appraisal District is subject to review by an Appraisal Review Board,
consisting of three members appointed by the Board of Directors of the Appraisal District. The Appraisal District is
required to review the value of property within the Appraisal District at least every three years. The City may require
annual review at its own expense, and is entitled to challenge the determination of appraised value of property within the
City by petition filed with the Appraisal Review Board.

Reference is made to the Property Tax Code for identification of property subject to taxation; property exempt or which
may be exempted from taxation, if claimed; the appraisal of property for ad valorem taxation purposes; and the
procedures and limitations applicable to the levy and collection of ad valorem taxes.

Article VIII of the State Constitution (“Article VIII”) and State Law provide for certain exemptions from property taxes,

the valuation of agricultural and open—space lands at productivity value, and the exemption of certain personal property
from ad valorem taxation.

Under Section 1-b, Article VIII, and State Law, the governing body of a political subdivision, at its option, may grant:

()’ An exemption of not less than $3,000 of the market value of the residence homestead of persons 65 years
of age or older and the disabled from all ad valorem taxes thereafter levied by the political subdivision;
(2)  An exemption of up to 20% of the market value of residence homesteads; minimum exemption $5,000.

State law and Section 2, Article VIII, mandate an additional property tax exemption for disabled veterans or the
surviving spouse or children of a deceased veteran who died while on active duty in the armed forces; the exemption



applies to either real or personal property with the amount of assessed valuation exempted ranging from $5, OOO to a sum
of $12,000.

Article VIII provides that eligible owners of both agricultural land (Section 1-d) and open-space land (Section 1-d-1),
including open-space land devoted to farm or ranch purposes or open-space land devoted to timber production, may
elect to have such property appraised for property taxation on the basis of its productive capacity. The same land may
not be qualified under both Section 1-d and 1-d-1.

Personal property not used in the business of a taxpayer, such as automobiles or light trucks, is exempt from ad valorem
taxation unless the governing body of a political subdivision elects to tax this property.

Article VIIL, Section 1-j of the Texas Constitution provides for “freeport property” to be exempted from ad valorem
taxation. Freeport property is defined as goods detained in Texas for 175 days or less for the purpose of assembly,
storage, manufacturing, processing or fabrication. The City grants such exemption.

The City grants an exemption to the appraised value of the residence homestead of persons 65 years of age or older and
to the disabled of $51,000.

The City and the other taxing bodies within its territory may agree to jointly create tax increment financing zones, under
which the tax values on property in the zone are “frozen” at the value of the property at the time of creation of the
zone. 'The City may also enter into tax abatement agreements [0 encourage €conomic development. Under the
agreements, a property owner agrees to construct certain improvements on its property. The City in turn agrees not to
levy a tax on all or part of the increased value attributable to the improvements until the expiration of the agreement.
The abatement agreement could last for a period of up to 10 years. The City has adopted criteria for granting tax
abatements which establish guidelines regarding the number of jobs to be created and the amount of new value to be
added by the taxpayer in return for the abatement. The City has entered into several such abatement agreements in
recent years.

Tax Valuation

January 1, 2002 Appraised Valuation (1) $55,322,847 386
Less Local Exemptions to Assessed Values: (2)

Residential Homestead over 65 $1,087,992,436

Homestead 10% Increase Cap 2,150,959,674

Disabled Veterans 35,019,433

Agricultural and Historical Exemptions 283,883,265

Disability Exemption 89,979,842

Freeport Exemption 533,289,057 4,181,123.707
January 1, 2002 Net Taxable Assessed Valuation (1) $51,141,723,679

(1) 2002 Certified Appraised Value includes $3,786,126,268 in property in the appeals process.

(2) Exemptions or adjustments to assessed valuation granted in 2002 include (a) exemptions of $51,000 for resident
homestead property of property owners over 65 years of age; (b) exemptions for the increase in assessed valuation
of resident homestead property exceeding a 10 percent increase in valuation from the previous year; (c) exemptions
ranging from $5,000 to $12,000 for property of disabled veterans or certain surviving dependents of disabled
veterans; (d) certain adjustments to productive agricultural lands; () exemptions to the land designated as
historically significant sites by certain public bodies; (f) exemptions of $51,000 for the resident homestead property
of disabled persons; (g) exemption of freeporc property detained in Texas for 175 days or less for the purpose of
assembly, storage, manufacturing, processing or fabrication of exported finished goods from Texas.



Statement of Debt (As of May 1, 2003)

The following table sets forth on a pro forma basis the amount of Public Improvement Bonds, Assumed Bonds,
Contract Tax Bonds, Certificates of Obligation, Contractual Obligations and Tax Anticipation Notes outstanding and
certain debt ratios related thereto.

Public Improvement Bonds (1) $688,740,000
Certificates of Obligations (1) 131,835,000
Contractual Obligations 27,260,000
Assumed Bonds (2) 14,527,761
Contract Tax Bonds 295,000
Total $862,657,761
Less Self-Supporting Debt:
Assumed Bonds (2) $12,253,367
Contract Tax Bonds (3) 295,000
Airport (4) 755,185
Austin Energy (4) 2,152,987
ity 36,455,000
CMTA Mobility (5) 28,460,000
Convention Center (4) 10,098,015
Fleet Management (4) 8,704,533
Golf (4) 9,129,936
Solid Waste (4) 19,340,422
Transportation (4) 196,138
Ucso 219,377
Water and Wastewater (4) 17,000,963
Watershed Protection (4) 10,954,842 $156,015,765
Interest and Sinking Fund, All Public Improvement Bonds (6) 70,493,000
Net Debt (7) $636,148,996
Ratio Total Debt to 2003 Net Taxable Assessed Valuation 1.68%
Ratio Net Debt to 2003 Net Taxable Assessed Valuation 1.24%

2003 Population (Estimate) — 674,382 (8)
Per Capita Net Taxable Assessed Valuation — $75,834.95
Per Capita Net Debt Outstanding — $943.31

Excludes the Refunded Obligations and includes the Bonds.

Represents bonds of utility districts annexed by the City.

Represents bonds of a district that the City has agreed to pay from the levy of an ad valorem tax sufficient to pay
debt service if surplus water and wastewater revenues are not sufficient to meet debt service requirements.

Airport, Austin Energy, Convention Center, Fleet Management, Golf, Solid Waste, Transportation, Water,
Wastewater and Watershed Protection represent a portion of the City’s Outstanding Public Improvement Bonds,
Certificates of Obligation and/or Contractual Obligations. Debt service for Airport, Austin Energy, Convention
Center, Fleet Management, Golf, Solid Waste, Transportation, Water, Wastewater and Watershed Protection is
paid from revenue of the respective enterprises. The City plans to continue to pay these obligations from each
respective enterprise. Fleet Management is an internal service fund, which generates revenue through charges to
user departments.

The City entered into an interlocal agreement with Capital Metro Transit Authority (CMTA), whereby CMTA will
pay the required debt service to the City through a transfer of funds 30 days prior to each debt service payment
date.

Represents estimate of cash plus investments at cost on May 1, 2003.

Various general fund departments have issued debt which is supported by a transfer into the debt service fund
from the issuing department. These departments budget the required debt service which reduces the debt service
tax requirement. If this debt is excluded, these obligations would lower Net Debt by $27,840,872. Also excludes
proposed $110,410,000 tax-supported indebtedness to be issued in August, 2003.

Source: City of Austin Planning/Growth Department. This figure does not include areas annexed for limited

purposes.



Revenue Debt

In addition to the Statement of Debt set forth above, the City has outstanding (as of May 1, 2003) $1,541,460,143
Combined Utility Systems Revenue Bonds payable from a prior lien on the combined net revenue of the Electric System
and the Water and Wastewater System; $556,430,000 Electric Utility Obligations payable from a subordinate lien on the
net revenues of the Electric Utility System; $673,955,000 Water and Wastewater Obligations payable from a subordinate
lien on the net revenue of the Water and Wastewater System, and $103,824,000 Combined Utility Systems Commercial
Paper payable from a subordinate lien on the combined net revenue of the Electric System and the Water and
Wastewater System.

The City also has outstanding (as of May 1, 2003) $393,360,000 Airport System Prior Lien Revenue Bonds payable from
revenue of the City’s Airport System and $241,595,000 in Convention Center Bonds, payable from hotel/motel
occupancy tax collections.

Obligations Subject to Annual Appropriation

The City has entered into two subleases (the “Subleases”) with respect to space to house the Electric Utility and the
Water and Wastewater Utility, and $8,760,000 and $5,700,000, respectively, of Certificates of Participation are
outstanding as of May 1, 2003 and payable from payments made under such Subleases. The City anticipates funding the
required lease payments from the revenue of the respective utility system, although the City may make such payments
from any available funds of the City as a whole appropriated for such purposes. The revenue of the Electric System and
the Water and Wastewater System are not specifically pledged in such Subleases.

Valuation and Funded Debt History

Ratio of Net

Fiscal Funded Debt
Year  Estimated Per Capita (in 00Q’s) Per Capita  To Taxable

Ended City Taxable Taxable Net Funded NetFunded  Assessed % of
9-30  Population (1) Assessed Valuation Assessed Valuation ~— Tax Debt (2) Tax Debt Valuation Collections
1994 507,468 $18,237,532,094 $35,938.29 $422,738 $ 833.03 2.32% 100.07%
1995 523,352 20,958,589,300 40,046.83 436,868 834.75 2.08% 100.10%
1996 541,889 23,303,015,047 43,003.30 443,247 817.97 1.90% 99.91%
1997 560,939 25,823,385,257 46,036.00 476,148 848.84 1.84% 99.47%
1998 608,214 27,493,058,735 45,202.94 500,027 822.12 1.82% 99.37%
1999 619,038 32,458,349,755 52,433.53 509,759 82347 1.57% 99.57%
2000 628,667 35,602,840,326 56,632.27 540,283 859.41 1.52% 99.85%
2001 661,639 41,419,314,286 62,601.08 546,211 825.54 1.32% 99.60%
2002 671,044 47,782,873,096 71,206.77 762,624 1,136.54 1.60% 99.23%
2003 674382 51141723679 (3)  75.834.95 702,49 (4) 104169 (4)  137% (4) N/A

) Source: City of Austin Planning/Growth Department.

(2)  Excludes general obligation debt issued for enterprise funds, and general fund departments which transfer in from
operating budgets.

) Certified Appraised Value, including $3,786,126,268 in property in the appeals process.

(4) Projected. Includes the Bonds and excludes the Refunded Obligations. Also includes proposed $110,410,000 tax-
supported indebtedness to be issued in August, 2003.

[The remainder of this page is intentionally left blank.]



Tax Rate, Levy and Collection History

Fiscal Year

Ended
9-30
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003(1)

Distribution
Total
Tax General Interest and
Rate Fund Sinking Fund
$0.6400 $0.3500 $0.3000
0.6225 0.3462 0.2763
0.5625 0.3132 0.2493
0.5446 0.3177 0.2269
0.5251 03117 0.2134
0.5401 0.3304 0.2097
0.5142 0.3265 0.1877
0.5034 0.3222 0.1812
0.4663 0.3011 0.1652
0.4597 0.3041 0.1556
04597 0.2969 0.1628

(1) Approved Budget.

Ten Largest Taxpayers (1)

Name of Taxpayer

Motorola Corporation

Advanced Micro Devices, Inc.
IBM Corporation
Southwestern Bell Telephone Company
Samsung Austin Semiconductor (2)

Applied Materials Inc.

Prudential Insurance Company
State Street Bank and Trust
Blue Star Austin Investments
Dell Computer Corporation

TOTAL

Nature of Property
Manufacturing

Manufacturing
Manufacturing
Telephone Utility
Manufacturing
Manufacturing
Insurance
Banking
Commercial
Manufacturing

% Current % Total
Tax Levy Collections Collections
$108,824,534 98.03% 99.49%
113,528,637 98.76% 100.07%
117,892,065 99.00% 100.10%
126,908,220 99.03% 99.91%
135,598,596 98.96% 99.47%
148,490,010 98.80% 99.37%
166,900,834 98.89% 99.57%
179,224,698 99.08% 99.85%
193,138,262 98.98% 99.60%
219,657,867 98.81% 99.23%
235,246,957 (In process of collection)
January 1, 2002 % of 2002
Taxable Total Taxable
Assessed Valuation Assessed Valuation
$1,016,296,140 1.99%
377,012,312 0.74%
337,578,631 0.66%
308,143,824 0.60%
257,703,870 0.50%
242,999,254 0.48%
158,432,000 0.31%
152,932,603 0.30%
147,602,700 0.29%
146,993.214 0.29%
$3,145,694,548 6.16%

(1) Taxable property valuations for the ten largest taxpayers from the July 2002 certified tax roll are lower than last year
as a result of the local economic slowdown. Five of the companies represent computer technology manufacturers.
The decline in the computer technology sector of the economy has resulted in substantial reductions in personal
property inventory. The City does not anticipate an increase in taxable assessed valuation in the fiscal years 2003-
2004, and taxable property valuations may be lower than the July 2002 certified tax roll.

(2) Samsung Corporation received an abatement for $159,146,504 in real and personal property value.

Source: Travis Central Appraisal District.

Property Tax Rate Distribution

General Fund

Interest and Sinking Fund

Total Tax Rate

Fiscal Year Ended September 30

1999
$.3265

1877
$.5142

2000

$.3222
1812

$.5034

(1) July 25,2002 Certified Tax Roll at the nominal tax rate.
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2001 2002
$.3011 $.3041

1652 1556
$.4663 $.4597

2003(1)
$.2969

1628
$.4597
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Tax Rate Limitation

All taxable property within the City is subject to the assessment, levy and collection by the City of a continuing, direct
annual ad valorem tax sufficient to provide for the payment of principal of and interest on all ad valorem tax debt within
the limits prescribed by law. Article XI, Section 5, of the Texas Constitution is applicable to the City, and limits its
maximum ad valorem tax rate to $2.50 per $100 assessed valuation for all City purposes. The City operates under a
Home Rule Charter which also limits the City’s ad valorem tax rate to $2.50 per $100 assessed valuation for all City
purposes. Within such Charter limitation, the total tax which may be levied annually by the City for municipal general
operating purposes may not exceed $1.00 per $100 assessed valuation.

Before the later of September 30 or the 60t day after the date the certified appraisal roll is received by the City, the City
Council must adopt a tax rate per $100 taxable value for the upcoming fiscal year beginning October 1. If the City
Council does not adopt a tax rate by such required date, the tax rate for the City for the year will be the lower of the
effective tax rate calculated for that year or the tax rate adopted by the City for the preceding year. The tax rate consists
of two components: (1) a rate for funding of maintenance and operation expenditures, and (2) a rate for debt service.

The City Council may not adopt a tax rate that exceeds the lower of the rollback tax rate or 103 per cent of the effective
tax rate until a public hearing is held on the proposed tax rate following a notice of such public hearing (including the
requirement that notice be posted on the City’s website if the City owns, operates or controls an internet website and
public notice be given by television if the City has access to a television channel) and the City Council has otherwise
complied with the legal requirements for the adoption of such tax rate.

Under the Property Tax Code, the City must annually calculate and publicize its “effective tax rate” and “rollback tax
rate”. If the adopted tax rate exceeds the rollback tax rate, the qualified voters of the City by petition may require that
an election be held to determine whether or not to reduce the tax rate to the rollback tax rate.

“Effective tax rate” means the rate that will produce last year’s total tax levy (adjusted) from this year’s total taxable
values (adjusted). “Adjusted” means lost values are not included in the calculation of last year’s taxes and new values are
not included in this year’s taxable values.

“Rollback tax rate” means the rate that will produce last year’s total maintenance and operations tax levy (adjusted) from
this year’s values (adjusted) multiplied by 1.08 plus a rate that will produce this year’s debt service from this year’s values
(unadjusted) divided by the anticipated tax collection rate.

The Property Tax Code provides that certain cities and counties in the State may submit a proposition to the voters to
authorize an additional one-half cent sales tax on retail sales of taxable items. If the additional sales tax is levied, the
effective tax rate and the rollback tax rate calculations are required to be offset by the revenue that will be generated by
the sales tax in the current year. See “CERTAIN GENERAL FUND RECEIPTS OTHER THAN AD VALOREM
TAXES - Municipal Sales Tax”.

Reference is made to the Property Tax Code for definitive requirements for the levy and collection of ad valorem taxes
and the calculation of the various defined tax rates.

[ The renuirder of this page is intentionally left blank.]
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Estimated Direct and Overlapping Funded Debt Payable From Ad Valorem Taxes (As of 9-30-02) (in 000’s)

Expenditures of the various taxing bodies within the territory of the City are paid out of ad valorem taxes levied by these
taxing bodies on properties within the City. These political taxing bodies are independent of the City and may incur
borrowings to finance their expenditures. Except for the amounts relating to the City, the City has not independently
verified the accuracy or completeness of such information, and no person should rely upon such information as being
accurate or complete. Furthermore, certain of the entities listed below may have issued additional bonds since the date
stated above, and such entities may have programs requiring the issuance of substantial amounts of additional bonds the
amount of which cannot be determined. The following table reflects the estimated share of overlapping funded debt of
these various taxing bodies.

Total Estimated % Overlapping
Taxing Jurisdiction Funded Debt Applicable (2)  Funded Debt
City of Austin $779,075 (1) 100.00% § 779,075
Austin Independent School District 504,997 77 06% 389,151
Travis County 461,434 72.00% 332,232
Round Rock Independent School District 368,449 5.39% 19,859
Leander Independent School District 343,254 091% 3,124
Pflugerville Independent School District 207 634 3.50% 7,267
Eanes Independent School District 85,035 3.88% 3,299
Williamson County 383,210 2.56% 9,810
Del Valle Independent School District 94,790 3.37% 3,194
Manor Independent School District 34,256 1.80% 617
Austin Community College 55,220 80.10% 44,231
North Austin Municipal Utility District No. 1 13,774 100.00% 13,774
Northwest Austin Municipal Utility District No. 1 13,221 100.00% 13,221
Northwest Travis County Road District No. 3 5710 100.00% 5,710
TOTAL DIRECT AND OVERLAPPING FUNDED DEBT $1,624,564
Ratio of Direct and Overlapping Funded Debt to Taxable Assessed Valuation (3) 3.40%
Per Capita Overlapping Funded Debt (4) $2,420.95

(1) Excludes general obligation debt reported in proprietary funds.
(2) Source: Taxing jurisdiction.

(3) Based on assessed valuation of $47,782,873,096.

(4) Based on 2002 estimated population of 671,044.

[ The rermuinder of this page is intentionally left blark.]
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Authorized General Obligation Bonds

Date Amount Amount Unissued

Purpose Authorized Authorized Previously Issued Balance
Brackenridge 2000 10-22-83 $ 50,000,000 $40,785,000 $ 9,215,000
Parks Improvements 09-08-84 9,975,000 9,648,000 327,000
Cultural Arts 01-19-85 20,285,000 14,890,000 5,395,000
Street and Traffic Signals 11-03-98 152,000,000 95,582,000 56,418,000
Park and Recreation Facilities 11-03-98 75,925,000 40,250,000 35,675,000
Public Safety Facilities 11-03-98 54,675,000 46,170,000 8,505,000
Library, Cultural Arts and Museum 11-03-98 46,390,000 34,845,000 11,545,000
Street Improvements 11-07-00 150,000,000 30,000,000 120,000,000
Land Acquisition 11-07-00 13,400,000 10,000,000 3,400,000
TOTAL $250,480,000

Anticipated Issuance of Ad Valorem Tax-Supported Indebtedness

The City anticipates the issuance of additional indebtedness serviced in whole or in part with ad valorem taxes in August
2003, in the approximate amount of $110,410,000. The City continues to review opportunities for refunding certain
previously issued general obligation bonds and assumed debr.

Funded Debt Limitation

No direct funded debt limitation is imposed on the City under current State law or the City’s Home Rule Charter.
Article X1, Section 5, of the Texas Constitution is applicable to the City, and limits its maximum ad valorem tax rate to
$2.50 per $100 assessed valuation for all City purposes. The City operates under a Home Rule Charter which adopts the
constitutional provisions and also contains a limitation that the total tax which may be levied annually by the City for
municipal general operating purposes may not exceed $1.00 per $100 assessed valuation.

FISCAL MANAGEMENT
The Capital Improvements Program Plan and Capital Budget

The Capital Improvement Plan is a five-year list of capital improvements and a corresponding spending plan for
financing these improvements. It is developed through public input and department prioritization of needs. The
process includes neighborhood meetings, department requests, Budget Office assessment of requested projects, input
from the Planning Commission’s CIP Subcommittee and other Boards and Commissions, and citizen input from public
hearings. Each year, the Planning Commission reviews the Capital Improvement Plan and submits a recommendation
to the City Manager detailing specific projects to be included in the Capital Budget for the next fiscal year.

The City Manager considers the Planning Commission’s recommended Plan to propose a Capital Budget to the City
Council. The Capital Budget contains requested appropriations for new projects, additional appropriations for
previously approved projects and any requests to revise prior year appropriations. Unlike the Operating Budget, which
authorizes expenditures for only one fiscal year, Capital Budget appropriations are multi-year, lasting until the project is
complete or until changed by the City Council.

The City Council reviews the Capital Budget, holds public hearings to gather final citizen input and establishes the
amount of revenue and general obligation bonds to sell to fund capital improvements.

[ The renuinder of this page is internionally left blank.]
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2002-2003 Capital Budget

The 2002-2003 five-year Capital Improvement Program (CIP) plan was reviewed by the Planning Commission, the Bond
Oversight Committee and other boards and commissions. Public input was received at a public hearing held by the
Planning Commission and the Bond Oversight Committee. The plan estimates citywide capital spending in 2002-2003
of $419.1 million in enterprise funds and $236.9 million in general government funds.

The first year of the five-year plan was used to determine the new appropriations required for inclusion in the 2002-03
Capital Budget. Total new approved appropriation for General Government CIP Funds is $107.6 million and total new
approved appropriation for Enterprise CIP Funds is $367.5 million. Appropriation by department is listed below.

Summary of 2002-2003 Approved Capital Budget (millions):

Ausun Energy $166.5
Aviation 15.5
Convention Center 1.0
Golf 13.7
Solid Waste Services 1.1
Wastewater Utlity 99.1
Water Utility 60.7
Watershed Protection (Drainage Only) 9.9

Enterprise Appropriations $367.5
Economic Growth & Redevelopment Services $ 24
Fire 2.5
Fleet Services 32
General Government 1.9
Health and Human Services 03
Information Systems 4.6
Library 5.2
Neighborhood Housing & Community Development 3.1
Parks and Recreation 333
Primary Care 8.9
Public Works 14.6
Transportation, Planning & Sustainability 259
Watershed Protection (General Government) 17

General Government Appropriations $107.6
TOTAL APPROVED NEW APPROPRIATIONS $475.1

Operating Budget

The City's Home Rule Charter and Texas law require the City Manager to prepare and submit to the City Council a
balanced budget consisting of an estimate of the revenues and expenditures in the budget period and the undesignated
General Fund balance available for reappropriation. The budget process in the City normally commences with all
department heads submitting to the Director of Financial Services a detailed estimate of the appropriations required for
their respective departments during the next fiscal year. The Director of Financial Services, in turn, forwards these
estimates to the City Manager who submits them to the Mayor and City Council for their consideration and approval.

In June 1989, the City Council approved Financial Management Policies, which were last amended in September 2002.
Among other items, these policies require that a General Fund Emergency Reserve Fund of at least $15,000,000 shall be
budgeted. Additionally, a General Fund Contingency Reserve Fund of 1% of total budgeted departmental expenchtures
but not less than $2,000,000, shall be budgeted annually. The 2002-2003 approved budget is in compliance with these

I equxr ements.
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2002-2003 Budget

The approved budget was prepared in accordance with guidelines provided by the City Council and includes a tax rate of
$0.4597 per $100 assessed valuation, which is the same rate as the 2001-2002 rate of $0.4597. The City Council holds
work sessions and conducts public hearings on the proposed budget prior to its adoption. The following is a summary
of the approved 2002-2003 General Fund Budget.

Due to the general economic downturn the City held the tax rate constant, therefore increasing the tax rate by $0.0073
over the effective rate for 2002-2003. In addition, expenditures for 2002-2003 were decreased through reductions in
departmental budgets. Examples include the elimination of vacant positions and a reduction in administrative costs.

Beginning Balance, October 1, 2002 (Budget Basis) (000’s omitted) $ 34,245
Summary of Budgeted General Fund Resources
Revenue:
General Property Taxes $151,470
City Sales Tax 117,929
Other Taxes 3,852
Gross Receipts/Franchise Fees 28,287
Miscellaneous 60,704
Total Revenue $362,242
Transfers In:
Electric Light and Power System $72,864
Water and Wastewater System 19,553
Other Transfers 1,201
Total Transfers In $ 93618
Total General Fund Resources $455,860

Summary of Budgeted General Fund Requirements
Departmental Appropriations:

Administrative Services $ 8,987

Urban Growth Management 12,571

Public Safety 256,001

Public Works 10,184

Public Health and Human Services 58,211

Public Recreation and Culture 46,996
Total Departmental Appropriations $392,950
Transfers Out:

Support Services Fund $ 20462

Fleet and Vehicle Acquisition Funds 3,286

Other Funds 46,264
Total Transfers Out $ 70,012
Other Requirements $ 13,654
Total General Fund Requirements $476,616
Use of Beginning Balance $ (20,756)
Ending Balance $ 13,489
Budgeted Reserve Requirements

Emergency Reserve $ 15,000

Contingency Reserve 4313
Total Budgeted Reserve Requirements $ 19,313
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Increased homeland security costs and reductions in sales tax revenue collections resulted in the City amending the
budget several times during the current fiscal year. In preparing the proposed budget for the 2003-2004 fiscal year, the
City expects to take into account lower than anticipated sales tax collections and possible reductions in ad valorem tax
values resulting from the decline in the national, state and local economy.

Deficit Budgeting
The City is barred by Texas law and the City’s Charter from deficit budgeting.
Accounting System

The City’s accounting records for general governmental operations are maintained on a modified accrual basis, with the
revenue being recorded when available and measurable and expenditures being recorded when the services or goods are
received and the liabilities are incurred. Accounting records for the City’s enterprise and internal service funds are
maintained on an accrual basis.

Article VII, Section 15 of the City’s Charter requires an annual audit of all accounts of the City by an independent
certified public accountant. This charter requirement has been complied with and the accountant’s report is included
herein.

GASB Statement No. 34

In June 1999, the Governmental Accounting Standards Board (“GASB”) issued Statement No. 34, “Basic Financial
Statements and Management’s Discussion and Analysis for State and Local Governments” (“GASB 34”). The objective
of GASB 34 is to enhance the clarity and usefulness of the general purpose external financial reports of state and local
governments to its citizenry, legislative and oversight bodies, and investors and creditors. The City adopted GASB 34 as
of October 1, 2001. While the adoption of GASB 34 altered the presentation of the City’s financial information, City
staff does not believe that adoption of GASB 34 will have any material adverse impact on the City’s financial position,
results of operation or cash flows. See APPENDIX B - Excerpts from the Annual Financial Report.

INVESTMENTS

The City invests its available funds in investments authorized by Texas Law and in accordance with investment policies
approved by the City Council. Both State law and the City’s investment policies are subject to change.

Legal Investments

Under Chapter 2256, Texas Government Code (The Public Funds Investment Act), the City is authorized to invest in:
(1) obligations, including letters of credit, of the United States or its agencies and instrumentalities; (2) direct obligations
of the State of Texas or its agencies and instrumentalities; (3) collateralized mortgage obligations directly issued by a
federal agency or instrumentality of the United States, the underlying security for which is guaranteed by an agency or
instrumentality of the United States; (4) other obligations, the principal and interest on. which are unconditionally
guaranteed or insured by the State of Texas or the United States or their respective agencies and instrumentalities; (5)
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; (6) bankers’ acceptances, so long as each such acceptance has a stated maturity of 270 days or less from the
date of its issuance, will be liquidated in full at maturity, is eligible collateral for borrowing from a Federal Reserve Bank
and is accepted by a domestic bank whose short-term obligations are rated at least A-1, P-1, or the equivalent by a
nationally recognized credit rating agency or which is the largest subsidiary of a bank holding company whose short-term
obligations are so rated; (7) commercial paper with a stated maturity of 270 days or less from the date of its issuance that
either (a) is rated not less than A-1, P-1, or the equivalent by at least two nationally recognized credit rating agencies; or,
(b) is rated at least A-1, P-1, or the equivalent by at least one nationally recognized credit rating agency and is fully
secured by an irrevocable letter of credit issued by a bank organized and existing under the laws of the United States or
any state thereof; (8) fully collateralized repurchase agreements having a defined termination date, placed through a
primary government securities dealer, as defined by the Federal Reserve, or a bank domiciled in Texas, and secured by
obligations described by 1 above (the principal and interest on which are guaranteed by the United States or any of its
agencies), pledged with a third party selected or approved by the City, and having a market value of no less than the
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principal amount of the funds disbursed (the term includes direct security repurchase agreements and reverse security
repurchase agreements and the term of any reverse repurchase agreement may not exceed 90 days after the reverse
security repurchase agreement is delivered; money received by the City under the terms of a reverse security repurchase
agreement may be used to acquire additional authorized investments, but the term of the authorized investment acquired
must mature not later than the expiration date stated in the reverse security repurchase agreement); (9) certificates of
deposit and share certificates issued by state and national banks domiciled in Texas, savings banks domiciled in Texas, or
state and national credit unions domiciled in Texas that are (a) guaranteed or insured by the Federal Deposit Insurance
Corporation, or its successor, or the National Credit Union Share Insurance Fund, or its successors, or, (b) secured by
obligations that are described by 1-6 above and 12 below, which are intended to include all direct federal agency or
instrumentality issues that have a market value of not less than the principal amount of the certificates or in any other
manner and amount provided by law for deposits of the City; (10) no-load money market mutual funds registered with
and regulated by the SEC that have a dollar-weighted average stated portfolio maturity of 90 days or less and whose
investment objectives include seeking to maintain a stable net asset value of $1 per share; (11) no-load mutual funds
registered with the SEC that have a dollar weighted average stated maturity of less than two years, invest exclusively in
obligations described in the preceding clauses, and are continuously rated as to investment quality by at least one
nationally recognized investment rating firm of not less than AAA or its equivalent; (12) bonds issued, assumed, or
guaranteed by the State of Israel; and (13) local government investment pools organized in accordance with the
Interlocal Cooperation Act (Chapter 791, Texas Government Act) as amended, whose assets consist exclusively of the
obligations that are described above. A public funds investment pool must be continuously rated no lower than AAA,
AAA-m or at an equivalent rating by at least one nationally recognized rating service. The City also may invest bond
proceeds in a guaranteed investment comntract.

State law strictly prohibits investment in: (1) obligations whose payment represents the coupon payments on the
outstanding principal balance of the underlying mortgage-backed security collateral and pays no principal; (2) obligations
whose payment represents the principal stream of cash flow from the underlying mortgage-backed security and bears no
interest; (3) collateralized mortgage obligations that have a stated final maturity of greater than 10 years; and (4)
collateralized mortgage obligations the interest rate of which is determined by an index that adjusts opposite to the
changes in a market index. In addition, the City is prohibited from investing any portion of bond proceeds, reserves and
funds held for debt service in no-load mutual funds.

Investments in collateralized mortgage obligations are strictly prohibited by the City of Austin investment policy. These
securities are also disallowed {or collateral positions.

Investment Policies

Under State law, the City is required to invest its funds under written investment policies that primarily emphasize safety
of principal and liquidity; that address investment diversification, yleld and maturity; and also addresses the quality and
capability of investment personnel. The policy includes a list of authorized investments for City funds, maximum
allowable stated maturity of any individual investment and the maximum average dollar—weighted maturity allowed for
pooled fund groups. All City funds must be invested consistent with a formally adopted “Investment Strategy
Statement” that specifically addresses each funds’ investment. Each Investment Strategy Statement must describe the
investment objectives for the particular fund using the following priorities: (1) suitability of investment type, (2)
preservation and safety of principal, (3) liquidity, (4) marketability of each investment, (5) diversification of the portfolio,
and (6) yield.

Under State law, City investments must be made “with judgment and care, under prevailing circumstances, that a person
of prudence, discretion and intelligence would exercise in the management of that person’s own affairs, not for
speculation, but for investment, considering the probable safety of capital and the probable income to be derived.” At
least quarterly, the investment officers of the City shall submit an investment report detailing: (1) the investment position
of the City, (2) that all investment officers jointly prepared and signed the report, (3) the beginning market value, any
additions and changes to market value and the ending value of each pooled fund group, (4) the book value and market
value of each separately listed asset at the beginning and end of the reporting period, (5) the maturity date of each
separately invested asset, (6) the account or fund or pooled fund group for which each individual investment was
acquired, and (7) the compliance of the investment portfolio as it relates to (a) adopted investment strategy statements
and (b) State law. No person may invest City funds without express written authority of the City Council or the Director
of Financial Services.
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Additional Provisions

Under Texas law, the City is additionally required to: (1) annually review its adopted policies and strategies, (2) require
any investment officers with personal business relationships or relatives with firms seeking to sell securities to the City to
disclose the relationship and file a statement with the Texas Ethics Commission and the City Council, (3) require the
registered representative of firms seeking to sell securities to the City to (a) receive and review the City’s investment
policy, (b) acknowledge that reasonable controls and procedures have been implemented to preclude imprudent
investment activities, and (c) deliver a written statement attesting to these requirements; (4) perform an annual audit of
the management controls on investments and adherence to the City’s investment policy; and (5) provide specific
investment training for the Director of Financial Services, Treasurer and Investment Officers.

Current Investments

As of March 31, 2003, the City’s investable funds were invested in the following categories.

Type of Investment Percentage
U. S. Treasuries 14.8%
U. S. Agencies 65.4%
Money Market Funds 0.2%
Local Government Investment Pools 19.6%

The dollar weighted average maturity for the combined City investment portfolios is 1.33 years. The City prices the
portfolios daily utilizing a market pricing service.

[ The renuinder of this page is internionally left blank.]
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GENERAL FUND REVENUES AND EXPENDITURES AND CHANGES IN FUND BALANCE

Revenues:

Taxes (1)

Franchise Fees

Fines, Forfeitures and Penalties
Licenses, Permits and Inspections
Charges for Services

Interest and Other

Total Revenues

Expenditures:
Administration

Urban Growth Management
Public Safety

Public Services and Utilities
Public Health

Public Recreation and Culture
Social Services Management
Nondepartmental Expenditures
Total expenditures

Excess (Deficiency) of Revenues
Over Expenditures Before Other
Financing Sources (Uses)

Other Financing Sources (Uses):

Transfers from Other Funds
Transfers to Other Funds

Net Other Financing Sources

Excess (Deficiency) of Total
Revenues and Other Services
Over Expenditures and Other
Uses

Residual Equity Transfer In (Out)

Fund Balances at Beginning of
Year, as Restated for
Accounting Changes

Fund Balances at End of Year

1998
$190,949
16,861
14,493
15,540
10,261
13,076
$261,181

$ 6,697
8,380
162,733
10,128
37,060
35,862
8,205
41,130
$310,195

$ (49,014)

$ 72,721

(9.847)
$ 62,874

$ 13,860

0

35429
$ 49,289

(1) Consists of property, sales and mixed drinks tax.

(2) See “Fiscal Management - GASB Statement No. 34”.

(in 000"s)
Fiscal Year Ended September 30
1999 2000 2001 2002
$215,886 $240,664 $251,750 $262,190
19,671 23,699 31453 29,589
16,205 16,040 17,000 17,704
17,252 18,174 17,631 14,670
11,534 11,758 14,984 15,579
6,362 9410 10,584 6,028
$286,910 $319,745 $343,402 $345,760
$ 7850 $ 8,976 $ 9,426 $ 9,282
9,129 10,189 11,569 10,882
173,963 191,592 210,281 237,590
11,099 6,098 9,520 9,191
40,678 41,032 41437 43,655
40,929 44,205 47,460 46,696
8,627 9,387 8,071 10,448
49,142 53,489 57.857 62,493
$341,417 $364,938 $395,621 $430,237
S(4507)  § (45193)  $(52219)  §(84477)
$ 74,204 $ 78,352 86,283 137,084
{26,592) (31,294 (29.992) (9424
$ 47,612 $ 47,058 $ 56,291 $127,660
$ (6,895) $ 1,865 $ 4,072 $ 43,183
0 251 (500) 0
49,289 42,394 44510 50,435 (2)
$ 42,394 $ 44,510 8,082 $ 93618

21



CERTAIN GENERAL FUND RECEIPTS OTHER THAN AD VALOREM TAXES
Municipal Sales Tax

At an election held on September 30, 1967, the citizens of Austin voted a 1% retail sales and use tax to become effective
on January 1, 1968. This tax provides an additional revenue source to the General Fund of the City. Collections and
enforcements are effected through the offices of the Comptroller of Public Accounts of the State of Texas, who
currently remits the proceeds of the tax to the City monthly. Revenue from this source has been:

Fiscal Year Per Capita (in 000’s) % of

Ended 9-30 Sales and Use Tax Sales and Use Tax Ad Valorem Tax Levy
1994 $149.33 $ 75,780 66.75%
1995 153.77 80,475 68.26%
1996 154.43 ‘ 83,681 65.94%
1997 157.15 88,150 65.01%
1998 16044 97,581 65.72%
1999 172,59 106,839 64.01%
2000 194.31 122,157 68.16%
2001 186.23 123,218 63.80%
2002 172.03 115441 52.55%
2003 (1) 174.87 117,929 50.13%

(1) Approved Budget.
Transfers From Utility Funds

The City owns and operates a Waterworks and Wastewater System and an Electric Light and Power System, the financial
operations of which are accounted for in the Utility Funds. Transfers from the Utility Funds to the General Fund have
historically provided a significant percentage of the receipts for operation of the General Fund. The following sets forth
the amount of such transfers.

Fiscal Year (in 00Q’s) % of General

Ended9-30  Transfers  Fund Requirements
1994 $67,914 29.7%
1995 71,111 28.6%
1996 73,583 28.7%
1997 71,450 27 4%
1998 72,721 26.5%
1999 74,204 24.9%
2000 78,352 23.7%
2001 85,824 24.6%
2002 88,924 20.7%
2003 (1) 94,417 23.5%

(1) Approved Budget.

[ The reninder of this page is intentionally left blank.]
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ENTERPRISE FUNDS
Summary of Income, Expenses and Changes in Retained Earnings

The Enterprise Funds account for the activities of the City which render services on a user charge basis to the general
public. Set forth on pages B-28 and B-29 of APPENDIX B, attached hereto, is a condensed summary of the revenues,
expenses, transfers and retained earnings of the City’s ten enterprise funds for the year ended September 30, 2002.

THE ELECTRIC UTILITY SYSTEM

The City owns and operates an Electric Utility System (also referred to herein as “Austin Energy”) which provides the
City, ad)ommg areas of Travis County and certain adjacent areas of Williamson County with electric services. The City
jointly participates with other electric utilities in the ownership of coal-fired electric generation facilities and a nuclear
powered electric generation facility. Additionally, the City individually owns gas/oil-fired electric generation facilities,
which are available to meet system demand. The City constructed a new 180 MW gas fired peaking facility in
partnership with Enron North America Corporation which became commercial in June 2001. Under the Agreement
with Enron, the City will have complete ownership of the plant in November 2003. The Electric Utility System had
approximately 1,376 full-time regular employees as of September 30, 2002.

Competitive Positioning

With increasing competition in the electric utility industry due to regulatory and market changes, the City continues its
initiatives at both the policy level and departmental level to strengthen its electric utility’s competitive position. In
December 1996, the City Council approved financial targets for the Electric Utility Department to achieve over the next
six years. In September 1999, these targets were updated and extended through 2003 and are outlined below.

~  Complete an annual competitive pricing rate analysis to evaluate its rate structure for all customer classes, using the
Electric Reliability Council of Texas (‘ERCOT”) average retail price as a standard.

~  Complete an annual review of operations and competitive position.

—  Direct all excess electric utility cash to a debt management fund to achieve a debt-to-capital ratio of 62% by the year
2003 and allow use of the fund to improve the competitive position of the electric utility.

—  Continue to reduce operating expenses per kWh.

—  Decrease the transfer to the General Fund as necessary to achieve competitive pricing establishing a range between
6.6% and 9.1% of total revenue.

—  Adjust conservation spending for the electric utility as necessary to achieve competitive pricing using the ERCOT
average retail price as a standard and cost effective conservation programs are targeted as the first priority in
meeting new load growth requirements.

—  Establish a renewable energy goal of five percent of the energy mix coming from renewable sources by
December 31, 2004.

The utility’s competitive position has been improved through reduced costs and improved customer service through the
initial joint work of a management consulting firm and electric utility management, which was completed in 1998, as well
as the ongoing efforts of electric utility management. The electric utility is meeting these long-range financial targets.
The electric utility adopted a “Doing Business As” (DBA) during 1998 in order to establish a positive, consumer-focused
brand and name recognition before competition occurs. Its new trademark name is “Austin Energy ® ”.

Conventional System Improvements

In September 2002, the 2003-2007 Capital Improvements Spending Plan was approved by the City Council in the
amount of $734,985,000. Austin Energy’s five-year spending plan provides continued funding for distribution and street
lighting additions including line extensions for new service, system modifications for increased load, and relocations or
replacements of distribution facilities in the central business district and along major thoroughfares. It also includes
funding for transmission, generation and other general additions. Funding for the total Capital Plan is provided from
current revenues and commercial paper.
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Rate Regulation

The City’s rates, except for wholesale transmission, are regulated by the City Council. Ratepayers can appeal rate changes
to the Public Utilities Commission of Texas (“PUCT”) under section 33.101 of the Public Utility Regulatory Act
(“PURA”) by the filing of a petition with the PUCT containing the requisite number of valid signatures from residential
ratepayers who take service outside the City’s corporate limits.

The Texas courts have held that the PUCT may apply the same ratemaking standards to the City as are applied to
utilities over which the PUCT has original jurisdiction.

In 1995, PURA was amended as it pertains to the PUCT’s original jurisdiction over the City’s provision of wholesale
transmission service. The PUCT now has exclusive jurisdiction over rates and terms and conditions for the provision of
transmission services by the City. Section 35.004 of PURA requires the City to provide transmission service at wholesale
to another utility, a qualifying facility, an exempt wholesale generator, a power marketer, power generation company, or a
retail electric provider. Section 35.004 of PURA requires the City to provide wholesale services at rates, terms of access,
and conditions that are not unreasonably preferential, discriminatory, predatory, or anti-competitive. The PUCT
adopted rules relating to wholesale transmission service. The City participated in the rulemaking. The current rules have
been challenged in two original petitions filed by Reliant (formerly Houston Lighting & Power Co.) and City Public
Service Board of San Antonio seeking a declaratory judgment holding the transmission pricing methodology in the
PUCT’s new transmission rules invalid and seeking a remand of the rulemaking. The City intervened in the proceedings
in defense of the rulemaking. The two proceedings were consolidated and on April 20, 1998, the 98t District Court of
Travis County entered final judgment against the plaintiffs, declaring the PUCT rules to be “valid, constitutional, and
fully effective”. The plaintiffs then appealed to the Third Court of Appeals in Austin. On January 6, 2000, the Third
Court of Appeals invalidated those parts of the PUCT rules dealing with transmission rates, reversing the trial court and
rendered judgment for the appellants. The City and others petitioned the Supreme Court of Texas for a review of the
Third Court of Appeals opinion and the Supreme Court issued a ruling on June 28, 2001 affirming the ruling of the
Third Court of Appeals. The PUCT has not taken any action based on the Supreme Court’s ruling. However, Reliant
and City Public Service Board of San Antonio filed two separate actions in Travis County District Court in January 2002
seeking a declaration by the court as to the amount of refunds due to them as a result of the ruling by the Supreme
Court. Austin Energy intends to vigorously defend in this matter.

The City filed with the PUCT a filing package delineating transmission cost of service and costs for ancillary services
related to transmission service. The PUCT entered a Final Order on the filing by the City effective January 1, 1997. The
Final Order increased net income to the system by approximately $6.0 million on an annual basis. However, because the
City’s ratio of transmission investment has decreased over time, as compared to other transmission providers, the net
income received on an annual basis has decreased.

An Independent System Operator (“ISO”) was established for ERCOT as a part of the rules that were adopted by the
PUCT to open access to the wholesale electric market in Texas and was approved by the PUCT on August 21, 1996.
The ISO received approval on May 5, 2000, of its certification under Senate Bill 7 (“SB7”). The ISO’s primary mission

is to act as an impartial third party operator and planning coordinator for the ERCOT bulk electric system. The City is a
member of ERCOT.

Austin Energy’s load represents approximately 4.0% of ERCOT and Austin Energy’s transmission cost of service is
approximately 4.1% of ERCOT’s total transmission cost of service. For 2002, this resulted in net income of $1.2 million
dollars from Transmission Cost of Service (“TCOS”).

During the 1999 Legislative Session PURA was amended by SB 7 providing for deregulation of the electric utility
industry in Texas. SB 7 opened retail competition for investor owned utilities beginning January 1, 2002. SB 7 allows
local authorities to choose when to bring retail competition to their Municipally Owned Utilities (MOU), and leaves key
municipal utility decisions (like local rate setting and utility policies) in the hands of those who have a stake in the local
community. Once a resolution to “opt in” for retail competition is adopted by the municipal utility’s governing body,
the decision is irrevocable.

General Market Framework: There is a strong ISO established, with clear and enforceable market power protections: no
utility can control more than 20% of ERCOT generation. Starting on January 1, 2002, a “Price-to-Beat” for the
incumbent Investor Owned Utilities (IOU) rates includes a 6% reduction through 2005 or until 40% of IOU residential
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and small commercial customers choose a new supplier. There are protections against over-recovery of stranded
investment by IOUs and protections against anti-competitive practices and predatory pricing. Retail competitors are
required to sell to the residential market (minimum 5% of their business with residential if they sell more than 300
MWs). The air quality provisions require clean up of older “grandfathered power plants”.

MOUs Which Do Nat Choose Retail Competition
—  'There is no retail choice for MOU customers. MOU cannot sell at retail outside its area.

—  Current regulatory scheme continues.
~  Continued MOU access to buy and sell power in the wholesale market.

MOUs Choosing Retail Competition On or After January 1, 2002

(City councils or governing boards make an affirmative choice to bring retail competition to their MOU)

—  Retail competitors can sell “generation” to MOU customers. MOU provides “wires” access to its distribution
system for Retail Electric Providers, other MOUs and Electric Cooperatives. MOU has an “obligation to connect”
and provides wire services and local reliability. Wires are not subject to competition.

—  MOU can sell at retail outside its service area, per prevailing market rules.

MOU Local Control Preserved

—~  Exclusive MOU jurisdiction to set local distribution and other rates. Local wires services and rates remain in
exclusive jurisdiction of the MOU.

—  Local determination of the stranded investment amount and recovery mechanism.

—  MOU are not required to unbundle (structurally separate functions).

—  Local authorities determine and provide customer services and protections.

—  Local control of MOU power resource acquisition.

- Customers in multi-certified areas cannot switch wires companies to avoid stranded investment charges.

—  Securitization is available to MOUs.

Participation By MOU In Markets Outside Its Area
~  Limited PUCT jurisdiction over terms and conditions for access not rates.

—  Subject to market power limits and PUCT anti-competitive code of conduct.

Metering And Billing

—  MOU retains metering.

—  Customers with another generation supplier choose either one consolidated bill from the MOU, or two separate
bills (one for wires, one for generation).

—  Under SB 7, a System Benefit Fund will be established for consumer education programs, low-income customer
programs and loss of tax revenue by school districts resulting from a devaluation of generation assets in the
competitive market. A system benefit fee will be added to the utility bills of IOU customers to provide funding for
the System Benefit Fund. MOUs are not required to bill their customers this system benefit fee until six months
prior to the MOU “opt-in” date, if the MOU governing body elects to “opt-in.” The System Benefit Fund will
expire September 2007.

Other Key MOU Provisions: Existing contracts are preserved. Tax-exempt status is preserved. MOU
“competitiveness provisions” were included in SB 7 to “level” the field for MOUs when preparing for competition
including relaxation of open meetings/records and purchasing provisions. No mandated MOU rate reductions.

The City has not yet made a decision whether to “opt in” for retail competition or not, and the City cannot predict the
short term or long term impact on the Electric Utility System or its revenues resulting from a decision to “opt in” or not,
or resulting from the deregulation process in general.

Federal Regulation
Rate Regulation and Wholesale Wheeling. Austin Energy is not subject to Federal regulation in the establishment of

rates, the issuance of securities or the operation, maintenance or expansion of Austin Energy under current Federal
statutes and regulations. Austin Energy submits various reports to The Federal Energy Regulatory Commission
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(“FERC”) and voluntarily utilizes the FERC System of Accounts in maintaining its books of accounts and records. On
April 24, 1996, the FERC issued a Final Rule (the “Rule”) proposing significant changes regarding transmission service
performed by electric utilities subject to the FERC's jurisdiction under sections 205 and 206 of the Federal Power Act.
Among other things, the FERC requires utilities to submit open-access, mandatory transmission tariffs. The goal of the
Rule, according to the FERC, is to deny to an owner of transmission facilities any unfair advantage over its competitors
that exists by virtue of such owner’s control of its transmission system.

Although MOU?s, including Austin Energy, are not subject to the FERC’s jurisdiction under sections 205 and 206 of the
Federal Power Act, the proposals in the Rule could have a significant effect on those utilities. The FERC stated that its
overall objective was to ensure that all participants in wholesale electricity markets have non-discriminatory open access
to transmission service, including network transmission service and ancillary services. The FERC also indicated that it
intends to apply the principles set forth in the Rule to the maximum extent to municipal and other non-jurisdictional
utilities, both in deciding cases brought under sections 211 and 212 of the Federal Power Act and by requiring such
utilities to agree to provide open access transmission service as a condition to securing transmission service from
jurisdictional investor-owned utilities under open access tariffs.

According to the Rule, an open access transmission tariff must provide for functional unbundling of utility service, so
that the filing utility will be obliged to purchase transmission service to meet its native load under the same transmission
tariff it offers to others. A conforming tariff must be available to any entity eligible to request a section 211 order, must
provide for expansion of the transmission system when necessary to provide service, must offer firm point-to-point and
network service as well as non-firm transmission service, and must offer to provide such ancillary services (e.g., reactive
power, loss compensation, scheduling and dispatch, system protection and energy imbalance services) as the
transmission provider provides to itself. Transmission capacity must be subject to reassignment and sale on a secondary
market. Transmission owners must also make available to potential users an index of capacity owners and information
about the transmission capacity available for sale.

The FERC also ruled that it will permit utilities that file conforming open access transmission tariffs to recover their
legitimate and verifiable stranded costs from wholesale sales customers who had been parties to sales contracts executed
before July 11, 1994 which did not contain an exit fee or other provision relating to stranded cost recovery and who
exercised their option to become transmission customers and purchase their electricity needs off-system. In order to
recover stranded costs, the FERC said, a utility would be required to demonstrate that it had a “reasonable expectation”
of continuing to serve the former customer’s requirements for electric sales service and would also be required to
demonstrate that it had attempted to mitigate its stranded costs.

Recovery of stranded costs resulting from retail wheeling initially would be the responsibility of state regulatory
commissions, which could not permit such recovery in interstate transmission rates but must, instead, use such
mechanisms as a surcharge upon rates for local distribution or an exit fee for departing retail customers to compensate
utilities for stranded costs stemming from retail wheeling. If, however, a state commission lacked legal authority to
provide for compensating utilities for stranded costs resulting from retail wheeling or if the stranded costs result from a
formerly retail sale customer becoming a wholesale customer (e.g., by municipalization), the FERC itself would permit
the recoverable stranded costs to be recovered in interstate transmission rates.

Although the Rule does not directly regulate non-jurisdictional utilities such as Austin Energy, the Rule could have a
significant impact on such utilities’ operations. It could significantly change the competitive climate in which they
operate, giving their customers much greater access to alternative sources of electric sales service. It would require them
to provide open access transmission service conforming to the requirements for investor-owned utilities whenever they
are properly requested to do so under sections 211 and 212 of the Federal Power Act or as a condition of taking
transmission service from an investor owned utility. In certain circumstances, it would require non-jurisdictional utilities
to pay compensation to their present suppliers of wholesale power and energy for the stranded investment that may arise
when the non-jurisdictional utilities exercise their option to switch to an alternative supplier of electricity.

On December 20, 1999, the FERC issued “Order No. 2000” (the “Order”) related to the formation of voluntary
Regional Transmission Organizations (RTOs). The Order requires all utilities subject to the FERC's authority under
section 205 (Rates and Charges; Schedules; Suspension of New Rates) and 206 (Fixing Rates and Charges;
Determination of Cost of Production or Transportation) of the Federal Power Act to file by October 2000 a proposal to
participate in an RTO or an alternative describing plans to participate in an RTO. The essential characteristics of an
RTO are its independence from individual market participants, a regional scope, operational authority of transmission
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facilities under the RTO’s control, and authority over short-term system reliability. The essential functions of an RTO
are tariff administration, congestion management, parallel path ﬂow, adrmmstermg ancillary services, operating Open
Access Scheduling Information System (“OASIS”), market monitoring, planning and expansion, and mterreglonal
coordination. In their October 2000 compliance filings, utilities proposed RTOs across the country incorporating a wide
variety of organizational forms. RTO proposals will be reviewed by the FERC for approval.

Austin Energy is not subject to the FERC's jurisdiction under section 205 and 206 of the Federal Power Act.
Nevertheless, Austin Energy participates in a stakeholder organization that is similar to the RTOs envisioned in Order
2000 and which predates Order 2000 by several years. ERCOT is a stakeholder organization that includes stakeholders
from all segments of the Texas’ electric market. The ISO formed by ERCOT in 1996 and mandated by State law in
1999 carries out many of the functions of the RTO discussed in Order 2000.

Environmental

General . . . Austin Energy’s Environmental Policy commits that Austin Energy shall maintain its status as a leader in
environmental stewardship and continually improve its environmental performance. Austin Energy’s operations are
subject to environmental regulation by Federal, State and local authorities. Austin Energy has processes in place for
assuring compliance with applicable environmental regulations. Austin Energy maintains a staff of educated and trained
environmental compliance professionals that are responsible for establishing and maintaining compliance programs
throughout the utility. Environmental Services has determined the existing Federal, State and local regulations and
routinely track changes to regulations, which affect Austin Energy processes. Austin Energy has prepared
documentation which details roles and responsibilities for environmental compliance throughout the organization.
Environmental Services staff and facility personnel monitor conformance with the environmental requirements and
report deficiencies to facility management. Environ