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CALLASFORT WOETH IMTERNATICMAL AIRFORT
3200 EAST AIRF ELD DRIVE. RO BOXY £19478
D AIRPORT, TEXAS 752461 W36

January 14, 2005
To the Public:

Enclosed herein is the Comprehensive Annual Financial Report (CAFR) of the Dallas/Fort Worth
International Airport, Texas (“DFW” or the “Airport”), for the fiscal year ended September 30, 2004.
Responsibility for both the accuracy of the data and the completeness and fairness of the presentation,
including all disclosures, rests with DFW management. To the best of management’s knowledge and
belief, the enclosed information is accurate in all material respects and reported in a manner that
presents fairly the financial position and results of operations of DFW. All disclosures necessary to
enable the reader to gain an understanding of DFW'’s financial activities have been included.

The Comprehensive Annual Financial Report is presented in three sections: Introductory, Financial, and
Statistical. The Introductory Section, which is unaudited, includes this Transmittal Letter, a List of Board
Members and Principal Officials, DFW’s Organizational Chart, and Awards. The Financial Section
includes the Independent Auditors’ Report, Management’s Discussion and Analysis (MD&A), Basic
Financial Statements, and Required Supplementary Information.  The Statistical Section, which is
unaudited, includes selected financial and operational activity presented on a multi-year basis.

Generally Accepted Accounting Principles (GAAP) requires that management provide a narrative
overview and analysis to accompany the financial statements in the form of MD&A. This Transmittal
Letter should be read in conjunction with the MD&A, which can be found immediately following the
Independent Auditors’ Report in the Financial Section.

DFW Overview

DFW was created by the Contract and Agreement between the Cities of Dallas, Texas, and Fort Worth,
Texas (the Cities), on April 15, 1968, for the purpose of developing and operating an airport as a joint
venture between the Cities. DFW’s Board of Directors (the Board) consists of seven members
appointed by the City of Dallas and four members appointed by the City of Fort Worth and one
nonvoting member from the city of Coppell, Euless, Grapevine, or Irving.

In addition to this Contract and Agreement, DFW is governed by several other key documents including
the 30" Supplemental Bond Ordinance which modified the original 1968 Concurrent Bond Ordinance
(collectively called the “Bond Ordinances”); and the Use Agreement between DFW and the signatory
airlines (signed in 1974). The Use Agreement expires on December 31, 2009. Collectively, these
agreements are called the “Controlling Documents.”

The Controlling Documents define how DFW manages its financial and business affairs. DFW is a
residual airport which means that the Signatory Airlines pay the residual net cost of operating the
Airport. DFW maintains a series of “cost centers” in its general ledger that allows it to accumulate costs
so that it can charge rates and fees to airlines, tenants, and other airport users, that in total will be equal
to the amount it costs DFW to operate the airport. Essentially, DFW is a not-for-profit enterprise.
DFW does not collect any tax revenue to fund its operations. See the MD&A for a more complete
discussion of DFW’s Controlling Documents and its impact on DFW'’s business.



Local Economy

DFW is located between the Cities of Dallas and Fort Worth. DFW is within a four-hour flight time of
95% of the U.S. population and currently ranks third among the world’s busiest airports in terms of
operations. Its central location is the focal point of one of the nation’s largest intermodal hubs,
connecting air, rail, and interstate highway systems. DFW'’s strategic central location, superior air
service, and diverse economy are major factors in attracting business relocations to the region and to
the Metroplex being one of the fastest-growing economic regions in the country over the past twenty
years.

Population growth, business diversity, and national GNP are some of the more significant drivers of the
Airport’s business. The Metroplex has a population of approximately 5.6 million people, fifth among
U.S. metro markets in 2003. The Metroplex’s local workforce totals approximately 2.8 million and
represents 25% of the state’s population and 29% of the labor force. The Metroplex has one of the
most diverse economies in the nation, enabling the region to weather even the toughest downturns in
key sectors. It has over 130,000 businesses, more than 1,500 regional and corporate headquarters
operations, and 18 Fortune 500 headquarters.

The Metroplex has world-class transportation facilities and is one of the nation’s top intermodal
transportation centers, due primarily to the success of DFW. Known as the economic engine for the
North Texas region, the Airport has an annual impact on the local economy of more than $14.3 billion
and supports nearly 269,000 jobs. DFW’s $2.73 billion Capital Development Program is projected to
generate an incremental $34 billion in economic activity and 77,000 jobs over the next decade.

FY 2004 in Review

FY 2004 was another tumultuous year for the airline industry. While growth in air travel resulted in
impressive increases in passengers, operations, and revenues nationwide, the underlying business
fundamentals of the airline industry remain unstable and difficult to predict. Airlines continue to face
financial challenges from an uncertain economy, unprecedented high fuel costs, low vyields, and
increased competition from low cost carriers. Several major US airlines are in bankruptcy and others are
precariously close.

FY 2004 was DFW’s best year since FY 2000 with respect to total passengers, aircraft operations, and
landed weight. Total passengers grew 11.7%, increasing from 52.5 million passengers in FY 2003 to
58.6 million passengers in FY 2004. DFW'’s largest tenant, American Airlines, increased its DFW
operations significantly in November 2003, while AirTran Airways expanded their low fare service to
several new cities including Los Angeles, Baltimore, and Las Vegas. DFW significantly surpassed the
overall industry growth rate of approximately 4% for the same period.

In addition to a continued focus on safety, security, and operations of the third larges airport in the
world; DFW management is currently working on two challenging initiatives: (1) the completion of the
CDP and its ensuing operations; and (2) the mitigation of the impact of Delta Airlines decision to
remove its hub from DFW in FY 2005. Each of these initiatives is discussed further below.

Completion of Capital Development Program and Ensuing Operations

DFW made significant progress toward the ultimate completion of its $2.73 billion CDP scheduled to
open in FY 2005. The major components include the new International Terminal D, a new Grand Hyatt
Hotel, and the Skylink people mover. Terminal D will be a 2.1 million square foot, 29 gates terminal
with and an 8,100 space attached parking garage. The Grand Hyatt Hotel, owned by DFW'’s Public
Facility Improvement Corporation (PFIC), will be fully integrated into the new Terminal D, making it
convenient for passengers to use the hotel’s accommodations without leaving the terminal. Terminal D
and Grand Hyatt Hotel were 79% and 76% complete at September 30 2004, respectively, and are
scheduled to open in the summer 2005. Skylink is a bi-directional people mover that will shuttle
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passengers between terminals and have an average travel time of 5 minutes. The Skylink automated
people mover was 93% complete as of September 30, 2004 and is scheduled to open in spring 2005.

DFW achieved several milestones on the CDP project in FY 2004. DFW established a CDP Transition
and Commissioning Team to achieve a successful transition of these facilities from construction phase to
the operations phase. All stakeholders (DFW, airlines, and TSA) are actively engaged to ensure
successful commissioning, training, schedules, trials, simulations, and opening activities, so that DFW’s
passengers and airlines can benefit from a seamless opening process. DFW also entered into a lease
agreement in FY 2004 with American Airlines whereby American agreed to lease 20 of the 29 gates in
Terminal D through December 31, 2009 and to increase cumulative departures from agreed upon
levels. DFW will utilize the remaining 9 gates to service its other air carrier’s International and domestic
flights on a “per turn” basis. DFW had a record-breaking safety program last year by achieving the
lowest accident/loss-day ratios in the country for a major construction program. DFW also achieved its
30% Minority and Women Business Enterprise goal for construction contracts.

The opening of Terminal D will result in increased operating expenses and debt service payments for
the Airport. Management estimates that the total annualized cost increase from opening the CDP will
be approximately $231 million per year including approximately $65 million per year for operating
expenses, plus $133 million of annual principal and interest payments, plus $33 million of increased
annual Coverage payments. Management estimates that it will use approximately $120 million of
Passenger Facility Charges to pay for eligible debt service and Coverage each year through FY 2009
with the remaining balance being recouped through increased landing fees and terminal lease fees.

Impact of Reduced Operations Announced by Delta Airlines

On September 8, 2004, Delta Airlines announced that it would eliminate its hub operations at DFW
Terminal E to reduce costs. This will result in decreased daily departures from 254 to 21 and a
reduction in the number of gates leased from 28 to 4 by February 2005. This decision had no impact on
FY 2004, but will impact future DFW operations. The gross annualized financial impact of Delta’s
decision on DFW is projected to be approximately $50 million in lost revenues and increased expenses,
a loss of approximately 6 million passengers, and 173,000 less aircraft operations. Because DFW is a
residual airport, DFW could have elected to pass this financial impact on to the remaining Signatory
Airlines through higher fees. However, DFW management and the Board took decisive action to lower
its projected FY 2005 cost structure to fully mitigate the Delta impact on the other airlines in FY 2005.
The reductions were achieved by eliminating and deferring projects and refunding fixed rate bonds with
lower cost variable rate bonds. It is not anticipated that the full annualized impact in FY 2005 can be
mitigated through additional budget reductions.

American Airlines announced on September 3, 2004 that it planned to add 70-90 new flights from DFW
in FY 2005. If this service is implemented during the fiscal year, it would mitigate a portion of the
financial and operational impact of Delta removing its hub. This new service is expected to be primarily
operated out of Terminal B, which will be partially vacated with the opening of the new International
Terminal D in summer 2005.

On January 6, 2005 DFW announced that Delta and DFW had agreed to terms for DFW to purchase the
rights to Delta’s 28 gates for $7 million which allows DFW to lease the gates to another airline. On the
same day, DFW announced an Air Service Incentive Proposal that would provide approximately $12.2
million, $15.2 million, or $22.2 million in financial incentives to any prospective airline that agreed to
lease 10, 13, or 22 gates, respectively. In addition, the Incentive Proposal requires the new airline to
implement specified amounts of new service by the third quarter of 2006 and to operate at least 70% of
the new service in DFW’s top 50 markets not previously served by that airline from DFW. Although
management is pursuing all available alternatives, including significant revenue reduction in fees for the
first year of operations for new service, the airline industry is in turmoil and it is uncertain if and when
these gates will be re-leased.
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Financial Information

The DFW Board and management are responsible for establishing and maintaining internal controls
designed to ensure that the assets of DFW are protected from loss, theft, or misuse, and to ensure that
adequate accounting data is compiled to allow for preparation of financial statements in conformity with
generally accepted accounting principles. Internal controls are designed to provide reasonable, but not
absolute, assurance that these objectives are met. The concept of reasonable assurance recognizes that
the cost of a control should not exceed the benefits likely to be derived, and the valuation of costs and
benefits requires estimates and judgments by management.

As a recipient of Federal, State, and local financial assistance, the Board and management are also
responsible for ensuring that adequate internal controls are in place to ensure and document
compliance with applicable laws and regulations related to these programs. This internal control is
subject to periodic evaluation by management and internal audit staff of DFW.

DFW also maintains extensive budgetary controls to ensure that expenditures are made in compliance
with the Controlling Documents.

Independent Audit

KPMG LLP performed the audit for the years ended September 30, 2003 and 2004. Their report is
included in this CAFR. In conjunction with the annual audit, KPMG performs an audit consistent with
the Single Audit Act Amendments of 1996 and the Office of Management and Budget Circular A-133,
Audits of States, Local Governments and Non-Profit Organizations, and applicable grant award
guidelines relating to FAA grants in progress during the year. These reports have not been included in
this report, but are available from DFW.

Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to DFW for its comprehensive annual
financial report for the fiscal year ended September 30, 2003. This was the fourteenth consecutive year
that DFW has achieved this prestigious award. In order to be awarded a Certificate of Achievement, a
government must publish an easily readable and efficiently organized comprehensive annual financial
report. This report must satisfy both generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current

comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.

Respectfully submitted,

Jeffrey P. Fegan Christopher A. Poinsatte
Chief Executive Officer Executive Vice President
Chief Financial Officer
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