DUTCHESS COUNTY WATER &
WASTEWATER AUTHORITY
FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011




DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

TABLE OF CONTENTS
REPORTS PAGE(S)
Independent AUAITOrS" REPOIT ........veiiiieiieir ettt e ana e e e neenee e 1-3

Report on Internal Control Over Financial Reporting
And Compliance and Other Matters Based on an Audit of
Financial Statements Performed in Accordance with

Government Auditing StANATUS.........cccooiviieiiccecc e 4-5
Management’s Discussion and ANAIYSIS ..........ocoviiiiiiiiieee s 6-17
FINANCIAL STATEMENTS
Statements OF NEt POSITION ..ot ee e 18-19

Statements of Revenues, Expenses and

Changes 1N NEE POSITION........couiiiiiii ittt re et st sbe b sreesre e e 20
SEATEMENES OF CASN FIOWS ...ttt e e e e e e e e e e eeeeean 21-22
NOLES 10 the FINANCIAL STALEIMIENTS. ...ttt eeeeeennnnns 23-40

REQUIRED SUPPLEMENTAL INFORMATION

Schedule of Funding Progress for Other Post-employment Benefit Plan ..........cccccovieiiiinnennen 41



SEDORE e
Mark 8. O'Sullivan, CPA

& C O M P A N Y James F Letterio, Jr, CPA
,,,,,,,,,,,,,,, - I Linda M. Hannigan, CFA
CERTIFIED PUBLIC ACCOUNTA N'FS, P.C. ;/(mzes 1. Sedore. Jr., CPA

. . Charles R Rae Jr, CPA
Navigating Your Success

INDEPENDENT AUDITORS' REPORT

To the Members of the Board of Trustees
Dutchess County Water & Wastewater Authority
27 High Street

Poughkeepsie, New York 12601

Report on the Financial Statements

We have audited the accompanying Statements of Net Position of the Dutchess County Water &
Wastewater Authority (“Authority”), a component unit of Dutchess County, as of December 31,
2012 and 2011, and the related Statement of Revenues, Expenses, and Changes in Net Position, and
Cash Flows for the years then ended and the related notes to the financial statements, which
collectively comprise the Authority’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

{ Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

: Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free from material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the Dutchess County Water & Wastewater Authority, as of
December 31, 2012 and 2011, and the respective changes in financial position and, cash flows
thereof for the years then ended in accordance with accounting principles generally accepted in the
United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, and Schedule of Funding Progress for Other Post-
employment Benefits Plan listed in the Table of Contents, be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board who considers it to be an essential part
of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 15,
2013 on our consideration of the Dutchess County Water & Wastewater Authority’s internal control
over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering Dutchess County Water & Wastewater Authority’s internal
control over financial reporting and compliance.
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Poughkeepsie, New York
March 15, 2013
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REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Members of the Board of Trustees

Dutchess County Water & Wastewater Authority
27 High Street

Poughkeepsie, New York 12601

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of the
Dutchess County Water & Wastewater Authority, as of and for the years ended December 31, 2012
and 2011, and the related notes to the financial statements, and have issued our report thereon dated
March 15, 2013.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Dutchess County
Water & Wastewater Authority's internal control over financial reporting (“internal control”) to
determine the audit procedures that are appropriate in the circumstances for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of Dutchess County Water & Wastewater Authority’s internal control.
Accordingly, we do not express an opinion on the effectiveness of Dutchess County Water &
Wastewater Authority’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough to
merit attention by those charged with governance.
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Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did not
identify any deficiencies in internal control that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Dutchess County Water & Wastewater
Authority's financial statements are free from material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Authority’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Authority’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Solre & @,«W,ﬂﬁ, cPAs

Poughkeepsie, New York
March 15, 2013
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DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

The following Management Discussion and Analysis of the Dutchess County Water and
Wastewater Authority’s activities and financial performance provides an introduction and
overview to the financial statements of the Dutchess County Water and Wastewater Authority
(Authority) for the fiscal year ended December 31, 2012. This information should be considered
in conjunction with the information contained in the Authority’s Audited Financial Statements
included with this report.

The mission of the Dutchess County Water and Wastewater Authority is to protect and enhance
the health, environmental sustainability and economic stability of Dutchess County and its
residents through the provision of clean drinking water and proper treatment of wastewater,
acting at all times with a commitment to accountability and transparency.

The Authority was established in 1991 under the Dutchess County Water and Wastewater
Authority Act. This act authorizes the Authority, among other things, to provide for the supply
and sale of water for domestic, commercial and public purposes at retail to individual customers
within the County or wholesale to municipalities, water districts or district corporations within
the County and for the collection, treatment and disposal of sewage within the County. As of
December 31, 2012, the Authority owned and operated a total of eleven water systems and three
sewer systems and, in addition, operates a 13 mile water transmission line. In 2011, the
Authority regionalized its operations of the previously separate Hyde Park, Staatsburg, Zone D
and newly created Zone L water system to form the Hyde Park Regional Water System as a
single budgeted system, while maintaining each area’s current Accounts Receivable billing
schedule. On August 27, 2012, the Authority acquired the Fairways Water System located in the
Town of Red Hook, adding 48 additional residential water customers.

The Authority provides service in the aggregate to 2,981 separate water accounts and 1,178
separate sewer accounts. The Hyde Park Regional Water System provides water from the
Authority’s Hyde Park Water Treatment Plant on South Drive in the Town of Hyde Park to the
Hyde Park service area (Zones A and B), the Staatsburg service area (Zone C) and the Zone D
and Zone L service areas. The source of water for this conventional filtration treatment facility
is the Hudson River. The remaining seven water systems, Birch Hill, Dalton Farms, Fairways,
Rokeby, Schreiber, Shore Haven and Valley Dale, each utilize groundwater wells and pumping
and chlorination facilities, which are located within their respective service areas, with the
Dalton Farms Water and Valley Dale Water plants also having cartridge filtration systems. The
Birch Hill Water System completed upgrades in 2012 that now aid in the reduction of iron,
manganese and radionuclides. The three sewer systems each have rotating biological contact
(RBC) treatment plants with tertiary treatment located on property within their service areas.
The Central Dutchess Water Transmission Line is a 13 mile water pipeline whereby the
Authority purchases water from the Poughkeepsie Joint Water Board to serve areas south to the
Town of East Fishkill. The water is received at a connection point in the Town of Poughkeepsie.
The Authority currently serves two customers at the southernmost end of the line, International
Business Machines Corporation (IBM) and the Hopewell Glen Water District in the Town of
East Fishkill. In aggregate, the two customers have “take or pay” contracts with the Authority
for a total of two million fifty thousand gallons per day, with a rate accommodation for water not
taken.



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

FINANCIAL OPERATIONS HIGHLIGHTS

Although all but one of the water systems and two of the sewer systems are billed based on water
use, a large portion of the budgets (anywhere from 50-70%) is comprised of costs that would
realize their budgeted expectations due to their classification as “State of Readiness” costs,
regardless of customer water use. As a result, budgets are prepared based on history and a
conservative expectation of the coming fiscal year; determining a fiscally sound blend of
Monthly Service Charges or Minimum Use Charges, in conjunction with water or sewer use
charges.  Although most of the systems have single-tiered usage rates, the Rokeby Water
System has a two-tiered usage rate. The Chelsea Cove Sewer System and the Valley Dale Sewer
System are both billed with Flat Rate Fixed charges, as is the Shore Haven Water System. The
systems which are not billed strictly on a calendar quarter (Birch Hill Water, Dalton Farms
Water and Sewer, Fairways Water, Rokeby Water, Schreiber Water, Shore Haven Water, and
portions of the Hyde Park Regional Water System) use estimates for those remaining months in
the fiscal year which have not yet been billed. With the exception of the Birch Hill Water
System, Hyde Park Zone D service area, the Shore Haven Water System and the Central
Dutchess Water Transmission Line, customer rates remained at their 2011 levels for the 2012
budget year. The Shore Haven Water System 2012 budget was reduced to affect a 22.78%
decrease in water rates for the fiscal year. The 2012 budgets were based on conservative
numbers evaluating the average use of the prior two year’s billing history and any and all other
field knowledge we were able to gather concerning changes to the customer base, including an
evaluation of precipitation levels which were less than normal and more than 30% less than
2011.

Water revenues increased in 2012 in the majority of the Authority systems, in spite of an
economy affecting commercial use and increased vacancy in single family homes across a
number of our systems, while the three sewer systems showed varied decreases. Exceptions to
this were the Shore Haven and Valley Dale water systems. Particular changes that would have
affected these revenue numbers vary. The Chelsea Cove Sewer System and the Valley Dale
Sewer System experienced a planned decrease in penalty fees due to changes in the rate structure
for late payment charges. Dalton Farms Sewer System experienced a less than 1% decrease in
usage charges and penalties. The Valley Dale Water System saw a 4.4% decrease in metered
use, translating to a similar decrease in sales revenues. This is a small system (164 customers),
within a development that is possibly transitioning to smaller household water users. The Shore
Haven Water System provides service to an area with a large proportion of seasonal and vacation
homes and has seen a significant number of customer requests for seasonal turn offs. In addition,
the Authority determined in 2012 to reduce budgeted expenses and hold rates at a reduced level
until such time as a larger portion of the capital improvement project was completed. Revenue
increases in the Schreiber Water System and the Zone L Water System were significantly higher
than the prior year, the former due to a previously inaccessible customer meter that was able to
be read and the latter due to 2012 being the first full year for all Zone L customers purchasing
water from the Hyde Park Regional System. Although we anticipate the 2012 usage number for
Zone L to continue, it is probable that the Schreiber revenue will revert closer to its 2011 levels.



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

2012 2011
Sewer Revenues
Chelsea Cove $328,697 $342,541
Dalton Farms 288,408 289,602
Valley Dale 117,717 118,525
Subtotal $734,822 $750,668
Water Sale Revenues
Birch Hill 58,478 55,729
CDWTL 2,002,752 1,888,686
Dalton Farms 160,574 160,129
Fairways 24,840 0.00
Hyde Park 1,108,690 1,051,954
Rokeby 29,264 28,445
Schreiber 19,889 17,356
Staatsburg 278,312 272,494
Shore Haven 69,997 86,835
Valley Dale 69,936 72,942
Zone D 193,919 184,372
Zone L 63,398 19,457
Subtotal $4,080,049 $3,838,399
Total Sales Revenues $4,814,871 $4,589,067

In addition, the Authority derives income from Rental Fees for fire hydrants in the Hyde Park
Regional System, and space for a cell tower located on its South water tank.

2012 2011

Rental Fees
And Other Operating Revenue $111,970 $106,362



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

2012 AUTHORITY OPERATIONS
In 2012 the Authority continued its successful management and operation of all systems.

The Authority currently provides services to over 4,159 customer accounts located in seven
towns within the County. With the exception of the Shore Haven Water System, all systems
were in compliance with all relevant federal, state and local laws and regulations.

The Authority uses staff for operation and maintenance of the Hyde Park Regional Water System
and the Central Dutchess Water Transmission Line. Contract operators are hired for the
remaining water and sewer systems. The Authority also maintains an office staff for the purpose
of administration of the systems and further developmental activities. All systems’ operation and
maintenance expenses for 2012 ended the fiscal year within their budgeted amounts, with the
exception of the Valley Dale Sewer System, with an exceedance of less than 4% which was
offset by actual revenues of 3.2% over budgeted revenues and the remaining .08% by fund
balance. Funds remaining were evaluated for use to either offset rate increases for 2012 or to
remain in fund balance for contingency and anticipated improvement expenses.

Below are some of the system operational highlights from 2012:

e A new, third supply well was placed into service for the Shore Haven Water System to
ensure sufficient capacity under all demand conditions.

e A pubic “Open House” was conducted to showcase the major treatment facility
improvements made to the Birch Hill Water Plant over the past year and to provide an
outreach opportunity to the Birch Hill water consumers to learn more about their drinking
water.

e End-User paid for network and control upgrades to the CDWTL Pump Station were
coordinated, significantly reducing operational and customer costs. Staff continues to
monitor and upgrade the network to ensure maximum uptime and system control.

e Fourteen (14) water main leaks and nineteen (19) service line leaks throughout the system
were found and repaired, or caused to be repaired by the responsible party.

e In house design, equipment procurement and contract administration for the installation of a
Second Rapid Mixer at the Hyde Park Water Treatment Plant was performed.

e In house design and contract administration for the replacement of the Treatment Building
and Raw Water Pump Station roofs at the Hyde Park Water Treatment Plant was performed

e In house design, equipment procurement and construction for the installation of a fast acting
relief valve and vault on Hillcrest Terrace in the Staatsburg section of they Hyde Park
Regional service area was performed.



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

e In house design and contract administration for the installation of a Well Access Roadway
and Protective Berm installation for the Dalton Farms Water System was performed.

e An in house assessment of the Staatsburg Water Distribution System condition to determine
prioritization of pipe replacement was performed.

e An in house evaluation of the current Dalton Farms Water System demands to determine
available capacity to project future capital construction needs was performed.

MAJOR CAPITAL PROJECTS
Several major capital project initiatives were advanced during 2012:

Birch Hill Water System Treatment Improvements — The construction, testing and start up of this
project was completed and placed into operation in March of 2012.

Chelsea Cove Treatment Plant — An evaluation was initiated and completed on the condition of
the process equipment and in-kind replacement and recommended improvement costs.

Hyde Park Water Distribution System — Contract design, permit approvals and contract bid and
award were completed.

Shore Haven Water Treatment System - The installation of a Chloramination disinfection system
and related facility infrastructure to be used as a back-up, interim treatment strategy for reducing
the occurrence of Disinfection By-Products was completed. In addition, we continued with the
advancement of the engineering design, including a pilot study, for major water quality treatment
improvements.

Valley Dale Sewer Collection System — An evaluation was initiated and completed to determine
system condition as it relates to inflow and infiltration and line and manhole conditions.

NEW SYSTEM ACQUISITIONS AND SYSTEM EXPANSIONS

The Authority continues to respond to numerous requests to acquire existing or proposed
systems and to expand existing systems to provide service to new areas. Active projects in 2012
included the following:

Dalton Farms Water System — Easement activities were completed for the connection of a water
line between the Dalton Farms Water System and the Arlington Central School District’s
Beekman Elementary School as part of a project to bring safe drinking water to the school in
order to resolve a Dutchess County Department of Health “Do Not Drink the Water” order.

10



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

Fairways Water System - In August 2012 we acquired this water system, located in the Town of
Red Hook and serving 48 residential customers.

INTER-MUNICIPAL COOPERATION

The Authority receives annually from the Dutchess County Division of Water Resources an
allocation of funds to support project initiation and community assistance activities. These
funds are utilized to support activities related to regional and community water and wastewater
planning, and preliminary evaluation and development of potential Authority water and
wastewater projects. The project and community assistance activities in 2012 included the
following:

Town of Amenia — Work continued with the Town of Amenia towards the goal of creating the
Amenia Hamlet Sewer System to provide wastewater treatment capacity to properties in the
business core of the Hamlet. Towards this end, Authority staff worked with the Town and its
consulting engineer on a new Sewer Feasibility Study utilizing potential alternative collection
and treatment technologies for the Amenia Hamlet, such as STEP (Septic Tank Effluent Pump
system) and subsurface discharge for secondary treatment. A revised application for Hardship
Financing through the NYS Environmental Facilities Corporation Clean Water State Revolving
Loan Fund for a grant of 0% interest financing was submitted for this project.

Town of Beekman — Dialogue continued with the Town of Beekman and private developers of
key properties within the proposed Beekman Town Center area about the availability of a central
water supply and sewer system alternatives. An engineering study was completed on the Dalton
Farms Sewer System which identified upgrades required to provide sewer service for potential
development parcels.

Town of Hyde Park — Authority staff continued to work with the Town of Hyde Park and town
business leaders for the purpose of developing an effective and cost conscious sewer solution
that included possible alternative collection, treatment and/or disposal. In addition, Authority
staff worked in partnership with Town officials to develop grant applications for a NYS
Department of State Local Government Efficiency Program to provide for a detailed assessment
of several Town-owned water and sewer systems, focusing on opportunities to streamline and
improve service delivery including the potential for a transfer of ownership to the Authority.

Dutchess County — GIS data detailing Town and Village water and sewer infrastructure was
developed through Leverage Dutchess County, in order to aid communities with their systems.
This data has been incorporated into a new, secure intranet product providing essential
information sharing between the Authority and County departments of Planning, Health and
Office of Computer Information Services.

11



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

LONG-TERM DEBT ADMINISTRATION

The Authority has no taxing power, and its bonds are payable solely from the revenues, funds
and assets pledged as security for the payment thereof, including payments from Dutchess
County under the Service Agreements between the County and the Authority. These Service
Fees include amounts sufficient to pay when due, all installments of principal of, premium, if
any, and interest on all 1998, 1999, 2000, 2001, 2002, 2004, 2007, 2009, and 2011 Bonds issued
by the Authority.

We currently have one Service Agreement with Dutchess County that covers all County Water
District Zones of Assessment and three Service Agreements with the County, on behalf of Part-
County Sewer Districts #1, 2 and 3 (Chelsea Cove, Valley Dale and Dalton Farms), respectively.
These Service Agreements require the Authority to provide service to established Zones of
Assessment within the districts. The County has covenanted and agreed during the Service
Agreement Term to annually levy benefit assessments to raise monies which, together with
County monies to be appropriated, are sufficient to pay all Service Fees due under the Service
Agreement. The Authority, under the Service Agreement, has agreed to raise monies sufficient
to pay Operating Expenses through the fixing, charging and collection of Water and Sewer
Rates.

Through the establishment of the County Water District Zones of Assessment and the Part-
County Sewer Districts, the County has the ability to relevy any unpaid water or sewer bills. The
Authority annually provides the County with a list and dollar amount for those properties in
arrears. The County then places these amounts on the property tax bills for the following fiscal
year and these amounts are then paid to the Authority. This places the Authority in the position
of being at 100% collection of its water and sewer sales revenues.

12



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY

DECEMBER 31, 2012

MANAGEMENT’S DISCUSSION AND ANALYSIS

(Un-audited)

SUMMARY OF OPERATIONS AND CHANGES IN NET POSITION

Operating Revenues:
Water Sales
Sewer Charges
Rental Fees, Other Operating Revenue
Total Operating Revenues

Operating Expenses:
Operation and Maintenance
Administration and General
Depreciation
Total Operating Expenses

Operating (Lo0ss)

Non-Operating Revenues (Expenses):
Interest Income
Projects Grants and Capital-Related Funding
Dutchess County
Federal Grants
Project Administration and General
Other Revenues
Interest Expense
Bond Issuance Costs
Amortization
Net Non-Operating (Revenues)

Changes in Net Position

December 31,

December 31,

2012 2011
$4,080,049 $3,838,399
734,822 750,668
111,970 106,362
4,926,841 4,695,429
3,257,818 3,172,626
1,361,010 1,259,077
1,259,176 1,139,148
5,878,004 5,570,851
(951,163) (875,422)
148,849 191,229
2,797,085 2,730,392

- 3,085

(128,177) (148,768)
32,949 69,906
(1,491,666) (1,487,922)
(37,516) (52,739)
(79,260) (76,494)
1,242,264 1,228,688
$291,101 $353,267

13



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

FINANCIAL POSITION SUMMARY

Net position can serve over time as a useful indicator of the Authority’s financial position.
Although we experienced a reduction in Total Assets and Total Liability over the prior year,
because loan repayments which are funded by benefit assessments exceeded depreciation
expense, we experienced an increase in Total Net Position. Accreted interest (accrued interest
pertaining to zero coupon bonds) is being accrued but will not be due until 2021 and beyond
when principal payments in similar amounts will no longer be due. As a result, we show the
expense, but we are not scheduled at this time to collect the offsetting revenue.

December 31, December 31,

2012 2011
ASSETS:
Current and other assets $10,152,852 $11,437,680
Capital assets 54,180,863 54,699,267
TOTAL ASSETS 64,333,715 66,136,947
DEFERRED OUTFLOW OF RESOURCES 1,001,187 1,073,290
LIABILITIES:
Long-term debt outstanding 34,056,806 35,456,854
Other liabilities 3,745,324 3,842,922
TOTAL LIABILITIES 37,802,130 39,299,776
DEFERRED INFLOW OF RESOURCES 26,887,232 27,556,022
NET POSITION:
Restricted for Debt 2,626,249 2,618,369
Net investment in Capital
Assets (155,056) (741,162)
Unrestricted (1,821,308) (1,522,767)
TOTAL NET POSITION $645,540 $354,440

14



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

FINANCIAL STATEMENTS

The Authority’s financial statements are prepared on the accrual basis in accordance with
accounting principles generally accepted in the United States of America and promulgated by the
Governmental Accounting Standards Board (GASB). The Authority is structured as an
Enterprise Fund. It is considered a component unit of the financial reporting entity, Dutchess
County. The Authority recognizes revenues when earned, not when received and expenses when
incurred, not when paid. Capital assets are recorded at cost, or if donated, at the estimated fair
market value at the date of donation. The assets are then depreciated over their useful lives. See
the notes to the financial statements for a summary of the significant accounting policies,
descriptions of capitalized assets and outstanding debt.

15



DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

DCWWA - Actual - 2012 Revenues $7,905,734

32,959

2,797,085

4,080,049

148,849
111,970

734,822

EWater Sales OSewer Charges
ORental Fees and Other Operating Revenue M Interest Income
B Project Grants and Captial-Related Funding OOther Revenues
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DUTCHESS COUNTY WATER AND WASTEWATER AUTHORITY
DECEMBER 31, 2012
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Un-audited)

DCWWA - Actual - 2012 Expenses $7,614,621

37,516 79,260

1,491,666

3,257,816

1,259,176

128,177
1,361,010
EOperation and Maintenance OAdministration and General
OProject Administration and General l Depreciation
H Interest Expense OBond Issuance Costs
B Amortization
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY

STATEMENTS OF NET POSITION
DECEMBER 31, 2012 AND 2011

2012 2011
Current Assets:
Cash and Cash Equivalents $ 3,742,579 $ 3,535,853
Cash and Cash Equivalents-Restricted 2,086,907 3,808,515
Accounts Receivable 1,543,488 1,371,969
Prepaid Expense 78,086 51,746
Total Current Assets 7,451,060 8,768,083
Cash and Cash Equivalents-Restricted
Non-current 2,701,792 2,669,597
Property, Plant and Equipment
Less Accumulated Depreciation 54,180,863 54,699,267
Total Assets 64,333,715 66,136,948
Deferred Outflow of Resources:
Deferred Bond Financing Costs,
Net of Accumulated Amortization 1,001,187 1,073,290
Total Assets and Deferred Outflows $ 65,334,902 $ 67,210,238

See Independent Auditors' Report
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
STATEMENTS OF NET POSITION (Continued)
DECEMBER 31, 2012 AND 2011

2012 2011
Current Liabilities:
Accounts Payable $ 452,752 $ 738,297
Accrued Expenses Payable 144,158 132,991
Accrued Interest Payable 195,829 191,962
Due to Other Governments - 22
Current Portion of Bonds Payable 1,955,000 1,920,000
Retainage Payable 15,783 29,363
Escrow Deposits 37,927 54,787
Total Current Liabilities 2,801,449 3,067,422
Bonds Payable 34,056,806 35,456,854
Post Employment Benefit Obligations 943,875 775,500
Total Liabilities 37,802,130 39,299,776
Deferred Inflow of Resources:
Deferred Revenues 26,887,232 27,556,022
Net Position:
Net Investment in Capital Assets (155,056) (741,162)
Restricted for Debt 2,621,904 2,618,369
Unrestricted (1,821,308) (1,522,767)
Total Net Position 645,540 354,440
Total Liabilities, Deferred Inflows
and Net Position $ 65,334,902 $ 67,210,238

See Independent Auditors' Report



DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY

STATEMENTS OF REVENUES, EXPENSES
AND CHANGES IN NET POSITION

FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

Operating Revenues:
Water Sales
Sewer Charges
Rental Fees and other operating revenues

Total Operating Revenues

Operating Expenses:
Operation and Maintenance
Administration and General
Depreciation

Total Operating Expenses
Operating (Loss)

Non-Operating Revenues (Expenses):

Interest and Investment Income

Project Grants and Capital-Related Funding
Dutchess County
Federal Grants

Project Administration and General

Other Revenues

Interest Expense

Bond Financing Costs

Amortization

Net Non-Operating Revenues
Change in Net Position
Net Position, January 1

Net Position, December 31

2012 2011
4,080,049 3,838,399
734,822 750,668
111,970 106,362
4,926,841 4,695,429
3,257,818 3,172,626
1,361,010 1,259,077
1,259,176 1,139,148
5,878,004 5,570,851
(951,163) (875,422)
148,849 191,229
2,797,085 2,730,392
- 3,085
(128,177) (148,768)
32,949 69,906
(1,491,666) (1,487,922)
(37,516) (52,739)
(79,260) (76,494)
1,242,264 1,228,688
291,101 353,267
354,440 1,173
645,540 354,440

See Independent Auditors' Report



DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

Cash Flows from Operating Activities:
Receipts from customers
Payments to suppliers
Payments to employees and benefits
Rental fees and other operating revenues received

Net cash provided provided(used) by operating activities

Cash Flows from Non-Capital Financing Activities:
Project Grants and Non-Capital-Related Funding
Project administration payments

Net cash provided by non-capital financing activities
Cash Flows from Capital and Related Financing Activities:

Acquisition and construction of capital assets
Other capital-related receipts and (disbursements)
Proceeds of bond issue
Repayments of service agreement revenue notes
Principal paid on capital debt
Interest paid on capital debt
Bond financing costs paid

Net cash provided (used) by capital

and related financing activities

Cash Flows from Investing Activities
Interest and investment income received
Net cash provided by investing activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at the Beginning of the Year
Cash and Cash Equivalents at the End of the Year

Presented as:

Cash and Cash Equivalents

Cash and Cash Equivalents - Current - Restricted

Cash and Cash Equivalents - Non Current - Restricted
Total

2012 2011
$ 4544999  $ 4,463,713
(2,571,392) (2,604,233)
(1,887,995) (1,640,404)
111,970 106,363
197,582 325,439
2,797,063 2,709,474
(128,177) (148,768)
2,668,886 2,560,706
(1,641,978) (3,389,960)
41,493 87,213

- 1,935,000

- (1,905,800)
(1,920,000) (2,146,923)
(932,846) (952,442)
(44,673) (140,355)
(4,498,004) (6,513,267)
148,849 191,229
148,849 191,229
(1,482,687) (3,435,893)
10,013,965 13,449,858
$ 8,531,278  $10,013,965
$ 3742579  $ 3,535,853
2,086,907 3,808,515
2,701,792 2,669,597

$ 8,531,278  $10,013,965

See Independent Auditors' Report
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

2012 2011

Reconciliation of operating (loss) to net cash (used)

by operating activities

Operating (Loss) $ (951,163) $ (875,422)
Adjustments to reconcile operating (loss) to

net cash provided(used) by operating activities:

Depreciation 1,259,176 1,139,148

Changes in Assets and Liabilities:

Accounts Receivable (171,522) (157,427)

Prepaid Expenses (26,340) (10,798)

Accounts Payable 70,425 393,109

Accrued Expenses Payable 11,165 (4,869)

Post Employment Benefit Obligations 168,375 165,600

Capital Liabilities included in Accounts Payable (64,187) (355,972)

Deferred water sale revenues and grants (98,347) 32,069

Net cash provided (used) by operating activities $ 197,582 $ 325,439

Non-cash investing, capital and financing activities:

In July, 2011, the New York State Environmental Facilities Corporation re-financed certain
balances of its debt, resulting in the payment of the 2002G debt series with proceeds of the 2011C

debt series, amounting to $2,340,000. As these transactions were completed on the

Authority's behalf, it neither received nor disbursed any cash.

See Independent Auditors' Report
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

1. Organization and Purpose

Dutchess County Water & Wastewater Authority is a public benefit corporation established under
Section 1123 of the New York Local Water and Sewer Act, duly enacted into law as Chapter 592 of
the Laws of the State of New York. The act was requested by the Dutchess County Legislature to
assist the County and its municipalities with managing water supplies and wastewater disposal. The
legislation empowers the Authority to make plans and studies, develop, construct or maintain
projects, acquire or lease real and personal property, to issue bonds and notes for financing and to fix
rates and collect charges for the purpose of supplying and selling water and to collect, treat and
discharge sewage in Dutchess County, New York.

The governing body of the Authority consists of eight members, five voting and three non-voting.
Voting members serve five year terms with two members appointed by the County Executive, two
appointed by the Chairman of the County Legislature and the fifth being a joint appointment
confirmed by the entire Legislature. The non-voting members include the Director of the Dutchess
County Environmental Management Council, the Director of the Dutchess County Soil and Water
Conservation District, and the Commissioner of the Dutchess County Department of Planning and
Economic Development.

The financial statements of the Authority have been prepared in conformity with generally accepted
accounting principles (GAAP) as applied to government units in the United States of America. The
Governmental Accounting Standards Board (GASB) is the accepted standard setting policy body for
establishing governmental accounting and financial reporting principles.

2. Summary of Significant Accounting Policies

A. The Reporting Entity

The Authority is considered a component unit of the financial reporting entity known as
Dutchess County. Inclusion in the financial reporting entity, Dutchess County, is determined
based on financial accountability as defined by GASB Statement No. 14, "The Financial
Reporting Entity". All of the Authority's Board Members are appointed by the Dutchess
County Executive, and/or Members of the County Legislature, as described above. This
level of control meets the criteria for financial accountability as defined by GASB Statement
No. 14.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

2. Summary of Significant Accounting Policies (Continued)

B. Proprietary Fund Accounting

As described above, the Authority performs the function of supplying water and sewer
services to areas within the County of Dutchess. Its operations are financed primarily
through user charges. Under standards set by the GASB, the Authority is considered an
enterprise fund, a type of proprietary fund. Proprietary fund financial statements are
prepared on the accrual basis of accounting, which records the financial effects on an
enterprise of transactions and other events when these transactions and events occur. The
measurement focus is the flow of economic resources. This basis differs from that used by
governmental funds in that the effects of transactions in government funds are recorded
when revenues are measurable and available and when expenditures are incurred. The
measurement focus is the flow of current transactions.

The Authority considers all revenues pertaining to the operations of the water and sewer
systems as operating revenues, and other revenues and grants which finance either capital or
non-system related projects are reported as non-operating revenues.

The Authority generally applies restricted resources when an expense is incurred for
purposes for which both restricted and unrestricted net Position are available.

In accordance with Governmental Accounting Standards Board (GASB) No. 20 regarding
proprietary fund accounting, the Authority applies all applicable GASB pronouncements as
well as the following pronouncements issued on or before November 30, 1989, unless these
pronouncements conflict with or contradict GASB pronouncements: Financial Accounting
Standards Board (FASB) Statements and Interpretations, Accounting Principles Board
Opinions, the American Institute of Certified Public Accountants (AICPA) Accounting
Research Bulletins and any FASB or AICPA pronouncements made applicable by GASB
Statement or Interpretation.

C. Cash, Cash Equivalents and Investments

The Authority’s cash and cash equivalents are considered to be cash on hand, demand
deposits and short-term investments with original maturities of three months or less from the
date of inception.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

2. Summary of Significant Accounting Policies (Continued)

C.

Cash, Cash Equivalents and Investments (continued)

State statutes govern the investment policies of the Authority. Permissible investments
include obligations of the U.S. Treasury, U.S. Agencies, obligations of New York State and
repurchase agreements secured by U.S. Treasury obligations. See also Note 3, Cash
Equivalents and Investments.

Restricted Assets

Proceeds from acquisition and construction financing are set aside for completion of capital
improvements and reduction of debt service. The disbursements from the restricted accounts
are under the control of third party trustees.

Deferred Bond Financing Costs

Bond financing costs are amortized over the life of the related bond issue, using the straight-
line method.

Fixed Assets

Property, plant and equipment are recorded at cost. Donated property, plant and equipment
are recorded at the estimated fair market value at the date of donation. The cost of normal
maintenance and repairs that do not add to the value of the asset or materially extend assets’
lives are expensed. Major outlays for capital assets and improvements are capitalized as
projects are constructed. Interest incurred during the construction phase is reflected in the
capitalized value of the asset constructed, and net of interest earned on the invested proceeds
over the same period. Depreciation is computed using the straight-line methods over the
following estimated useful lives, beginning in the year the asset is placed in service:

Assets Years
Buildings 20
Improvements other than Buildings 30
Machinery & Equipment 3-20
Sewage Collection System 50
Water Transmission System 50
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

2. Summary of Significant Accounting Policies (Continued)

G. Revenues and Receivables

Revenues are derived generally from quarterly billing of user fees to customers and are
considered to be operating revenues. Non-operating revenues include Dutchess County-
funded revenues based on a contract with the Dutchess County Division of Water Resources
to provide countywide water and wastewater planning and management. The Authority also
derives revenues from Service Fee payments from the County pursuant to several Service
Agreements, which are used to pay debt service and related expenses pertaining to debt
obligations incurred for specific districts and/or systems.

Receivables represent outstanding user fees. The Authority has an agreement with Dutchess
County that provides for collection of outstanding user fees through the real property tax
levy. Therefore, the Authority has not established an allowance for uncollectible accounts.

H. Deferred Revenue

Revenues received in advance of the period to which they relate are deferred and recorded as
revenue when earned. Grants and aid received for construction costs are deferred until
construction is complete and the assets are placed in service.

I. Equity Classifications

Equity is classified as net position and displayed in three components:

Net investment in capital assets — Consist of capital assets, net of accumulated depreciation,
reduced by the outstanding balances of bonds attributable to acquisition, construction or
improvement of those assets, increased by deferred outflows of resources, costs incurred to
obtain such financing and decreased by deferred inflows of resources, un-amortized cost
reimbursements.

Restricted — Consist of assets with constraints placed in their use either by (1) external
groups such as creditors, grantors, or laws or regulations of other governments; or (2) law
through constitutional provisions or enabling legislation and reduced by liabilities related to
those assets.

Unrestricted net position — Consist of the net amount of the assets that do not meet the
definition of “restricted” or “net investment in capital assets”.

The Authority is required to segregate and reserve the net income generated under the
service agreements between the Authority and the County and local municipalities by each
service agreement area.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

2. Summary of Significant Accounting Policies (Continued)

J. Income Taxes

The Authority is exempt from federal income taxes under Internal Revenue Service Code
Section 115.

K. Use of Estimates

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual amounts could differ
from those estimates.

3. Cash Equivalents and Investments

As described in Note 2 C above, state statutes authorize the Authority to maintain deposits with
financial institutions and to invest in certificates of deposits, obligations of New York State, the
United States Government and its agencies, and repurchase agreements collateralized by U.S.
obligations.

In addition, the Authority, through the General Bond Resolution adopted June 1, 1998 is authorized
to invest funds held under the Resolution in “Qualified Investments”. Qualified Investments include
the above-described investments as well as certain types of commercial paper, money market
accounts and investment agreements.

Cash deposits are secured by collateral valued at market or par, whichever is lower, less the amount
of Federal Deposit Insurance Corporation insurance. The Authority’s deposits are categorized
below to give an indication of the level of risk assumed by the Authority.

1) Insured or collateralized with securities held by the Authority or by its agent in the Authority’s
name;

2) Collateralized with securities held by the pledging institution’s trust department or agent in the
Authority’s name;

3) Uncollateralized.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)

DECEMBER 31, 2012 AND 2011

3. Cash Equivalents and Investments (Continued)

Investments are categorized into these three categories of credit risk:

Insured or registered, or securities held by the Authority or its agent in the Authority’s name;
Included in Category 1 are funds invested in securities of the United States Government and its
agencies, and repurchase agreements collateralized by U.S. obligations; or.

Uninsured and unregistered, with securities held by the counter-party’s trust department or agent
in the Authority’s name; or,

Uninsured and unregistered, with securities held by the counter-party or by its trust department
or agent, but not in the Authority’s name.

Cash in Banks

Investments:

Balances as of December 31, 2012

Money Market Funds
U.S. Treasury Bills
& Notes

Investments Total

Cash in Banks

Investments:

Money Market Funds
U.S. Treasury Bills
& Notes

Investments Total

Category 1 Category 2 Category 3 Total

$ 548446 $ 3,194,133 $ - $ 3,742,579

$ 3,029,170 $ 218966 $ - $ 3,248,136
1,540,563 - - 1,540,563

$ 4,569,733 $ 218,966 $ - $ 4,788,699
Balances as of December 31, 2011

Category 1 Category 2 Category 3 Total

$ 566,907 $ 2,968,946 $ - $ 3,535,853

$ 3312677 $ 1,921,076 $ - $ 5,233,753
1,551,919 - - 1,551,919

$ 4,864,596 $ 1,921,076 $ - $ 6,785,672

Disclosures relating to risk and type of investments as presented above are indicative of activity and
positions held during the year.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

4. Restricted Assets

The restricted assets of the Authority consist of unexpended bond and note proceeds, which are
invested in cash funds and investments under the control of bank trustees. These assets are restricted
in use by bond covenants as described below:

2012 2011
Construction Reserve Funds $ 1,966,619 $ 3,611,223
Debt Service Sinking Funds 4,348 56,557
Debt Service Reserve Funds 115,940 140,735
Current Restricted Funds 2,086,907 3,808,515
Debt Service Reserve Funds 2,701,792 2,669,597
Total $ 4,788,699 $ 6,478,112

The Debt Service Reserve Funds are funded in an amount equal to an amount which is the lesser of,
the maximum annual debt service required under the bond resolutions, 125% of the average annual
debt service required by certain bond resolutions or the maximum amount that may be held in the
Debt Service Reserve Fund without adversely affecting the tax-exempt status of bond series intended
to be tax-exempt, currently 10% of the original issue amount. Since these reserves are not
anticipated to be used in the subsequent year, they have been classified as restricted non-current
assets on the balance sheet. Interest earnings on these reserves have been classified as current as
they are available to pay current debt.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)

DECEMBER 31, 2012 AND 2011

5. Property, Plant and Equipment

Property, plant and equipment consisted of the following:

Balance as of

Balance as of

January 1, December 31,
2012 Increases Decreases 2012
Land $ 834,808 $ - $ $ 834,808
Improvements 120,255 55,652 - 175,907
Buildings 12,368,977 845,610 (675) 13,213,912
Water System 49,003,594 1,183,634 - 50,187,228
Machinery and Equipment 6,289,468 640,645 6,930,113
Sewage Collection System 1,364,871 - - 1,364,871
Construction in Progress 2,087,613 1,231,049 (2,619,291) 699,371
Sub-total 72,069,586 3,956,590 (2,619,966) 73,406,210
Less: Accumulated Depreciation (17,370,319) (4,093,555) 2,238,527 (19,225,347)
Net Property, Plant and Equipment $ 54,699,267 $ (136,965) $ (381,439) $ 54,180,863

Depreciation was recorded in the amount of $1,855,029 and $1,735,001 respectively, less
amortization of deferred revenues associated with the Central Dutchess Water Transmission Line of
$595,853 (which was put into service in 2007, see Note 9) for the years ended December 31, 2012
and 2011. The effect of netting these amounts resulted in $1,259,176 and $1,139,148 in depreciation

expense for the years ended December 31, 2012 and 2011, respectively.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

6. Employee Retirement Systems

A. Plan Description

Through the acquisition of the assets and employees of the Hyde Park Fire and Water District,
the Dutchess County Water and Wastewater Authority is required to participate in the New York
State Local Employees’ Retirement System and the Public Employees’ Group Life Insurance
Plan System. This is a cost sharing multiple employer retirement system. The System provides
retirement benefits as well as death and disability benefits. Obligations of employers and
employees to contribute and benefits to employees are governed by the New York State
Retirement and Social Security Law (NYSRSSL). As set forth in the NYSRSSL, the
Comptroller of the State of New York serves as sole trustee and administrative head of the
System. The Comptroller shall adopt and may amend rules and regulations for the
administration and transaction of the business of the System and for the custody and control of
its funds. The System issues a publicly available financial report that includes an Annual Report
and required supplementary information.

That report may be obtained by writing to the New York State and Local Retirement Systems,
110 State Street, Albany, New York 12236.

B. Funding Policy

The systems are generally noncontributory. Tiers I-1V are noncontributory after ten years of
participation and tiers V-V are required to contribute 3% of their salary. Under the authority of
the NYSRSSL, the Comptroller shall certify annually the rates of participating employers
expressed as proportions of payroll of members, which shall be used in computing the
contributions required to be made by those employers to the pension accumulation fund.

The Dutchess County Water & Wastewater Authority is required to contribute to the System at
an actuarially determined rate. The required contributions for the current and prior two years
were $239,994, $179,651 , and $124,871, respectively. The Authority’s contributions made to
the System were equal to 100% of the contributions required for those years.

7. Post-employment Benefits

From an accrual accounting perspective, the cost of post-employment healthcare benefits, like
the cost of pension benefits, generally should be associated with the periods in which the cost
occurs, rather than in the future year when it will be paid.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

7. Post-employment Benefits (Continued)

Through implementation of the requirements of GASB Statement No. 45, Accounting and
Financial Reporting by Employers for Postemployment Benefits Other Than Pensions, beginning
in the year ended December 31, 2007, the Authority recognizes the cost of post-employment
healthcare in the year when the employee services are received, reports the accumulated liability
from prior year, and provides information useful in assessing potential demands on the
Authority’s future cash flows. Recognition of the liability accumulated from prior years will be
phased in over 30 years, which commenced with the 2007 liability.

A. Plan Description

The Authority provides continuation of medical insurance coverage to employees that retire
under the New York Retirement Systems at the same time they end their service to the
Authority. Currently, there is one retiree receiving post-employment benefits. Based on the
current employment policy, the retiree and his or her beneficiaries receive coverage for the life
of the retiree based on the retiree’s years of service at retirement. A summary of benefits is as
follows:

% Paid by Authority
Years of Service Retiree Dependent/Spouse
10-14 50% 35%
15-19 60% 45%
20-24 70% 55%
25+ 80% 65%

B. Funding Policy

The Authority is currently paying post-employment benefits for one individual. Although the
Authority is considering the establishment of trusts that would be used to accumulate and invest
assets necessary to pay for the accumulated liability, these financial statements assume that pay-
as-you-go funding.

C. Annual Other Post-employment Benefit Cost

The Authority’s OPEB cost (expense) amounted to $168,375 and $165,600 for the years ended
December 31, 2012 and 2011, respectively. The Authority’s OPEB cost was equal to the Annual
Required Contribution (ARC), $176,107, an amount actuarially determined in accordance with
the parameters of GASB Statement 45, adjusted for interest accruing on the unpaid liability and
other timing adjustments, ($7,733). The ARC represents a level of funding that, if paid on an
ongoing basis, is projected to cover normal cost each year and amortize any unfunded actuarial
liabilities over a period of 30 years.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

7. Post-employment Benefits (Continued)

C. Annual Other Post-employment Benefit Cost (continued)

Benefit Obligations at Normal Cost
Actuarial Accrued Liability (AAL)

Retired employees (1) - Not available $ -
Active employees (21) 1,195,514
Unfunded actuarial accrued liability (UAAL) $ 1,195514

Level Dollar Amortization

Past Service Costs $ 40,847
Normal Costs 135,260
Annual Required Contribution (ARC) $ 176,107
Percent of annual OPEB cost contributed 0%

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. Amounts
determined regarding the funding status of the plan and the annual expectations and new
estimates are made about the future. The schedule of funding progress, presented as required
supplementary information following the notes to the financial statements, presents multi-year
trend information about whether the actuarial value for plan assets is increasing or decreasing
over time relative to the actuarial accrued liabilities for benefits.

D. Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan (the
plan as understood by the employer and the plan members) and include the types of benefits
provided at the time of each valuation and the historical pattern of sharing benefit costs between
the employer and plan members to that point. The actuarial methods and assumptions used
include techniques that are designed to reduce the effects of short-term volatility in actuarial
accrued liabilities and the actuarial value of assets, consistent with the long-term perspective of
the calculations.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

7. Post-employment Benefits (Continued)

D. Actuarial Methods and Assumptions (continued)

The December 31, 2011 actuarial valuation updated through December 31, 2012 was completed
using the Alternative Measurement Method, and the liabilities were computed using the
projected unit credit cost method and level per cent of payroll amortization. The actuarial
assumptions utilized a 2.5% baseline discount rate. Because the plan is unfunded, reference to
the general assets, which are short-term in nature (such as money market funds), was considered
in the selection of the 2.5% rate. The valuation assumes an initial 10.50% healthcare cost
inflation rate, reduced by decrements of .5% for the next 11 years at which time it would be 5%.

8. Long Term Obligations

A. Bonds Payable

The Authority issues revenue bonds to finance the acquisition of systems and the cost of the
capital renovations to those systems and to pay costs of issuance. Such debt has been issued
under the following authorizations:

Trust Indenture

As of June 1, 1995 the Authority executed a trust indenture authorizing the issuance of debt for the
purpose of acquiring a sewage facility. This trust indenture was amended in 2007 to authorize debt
issued for Part County Sewer Districts #1 and 2. One supplemental trust indenture was authorized

under terms similar to those described in the General Bond Resolution described below.

Special Bond Resolution

As of September 30, 1997 the Authority adopted a special bond resolution authorizing debt to be

sold at private sale for the purpose of acquiring a privately held water system.

General Bond Resolutions

As of June 1, 1998, the Authority adopted a General Bond Resolution which enabled the Authority
to issue additional debt pursuant to supplemental resolutions without having to modify the form or
general terms of the debt, referred to as additional parity debt. The Authority has issued eleven
supplemental resolutions pursuant to this general bond resolution, authorizing debt issues in the
years of 1998, 1999, 2000, 2001, 2004, two issues in 2002, 2007, and 2008, and one debt issue in

2009, 2010, and 2011.

As of August 1, 2004, the Authority adopted a general bond resolution pertaining to the Part County
Sewer District No 3, which enabled it to issue bonds to finance the purchase of Dalton Farms Sewer

System.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

8. Long Term Obligations (Continued)

B. Description of Bonds Payable

2012 2011
New York State Environmental Facilities Corporation State Water
Pollution Control Revolving Fund Revenue Bond Series 2005D,
due in various installments through 2015, interest 3.70%-5.55% $ 175,000 $ 220,000
1998 Revenue Bonds (Zero Coupon) Series One, due in various
installments starting in 2021 through 2029, interest 3.90%-5.40% 3,817,818 3,817,818
2000 Service Agreement Revenue Bond Series 2000, due in various
installments through 2020, interest 5.65% 440,000 485,000
2001 Service Agreement Revenue (Refunding) Bond Series 2001,
due in various installments through 2041, interest 3.00%-5.36% -
Partially refunded in 2002 as described below 1,198,409 1,213,410
2004 Water Service Agreement Revenue Bond Series 2004, due in
various installments through 2024, interest 2.00%-4.25% 1,440,000 1,535,000
2004 Sewer Service Agreement Revenue Bond Series 2004, due in
various installments through 2024, interest 2.00%-4.25% 1,530,000 1,630,000
2007 Sewer Service Agreement Revenue Bond Series 2007, due in
various installments through 2037, interest 4.00%-5.00% 1,725,000 1,760,000
2007 Sewer Service Agreement Revenue Bond Series 2007, due in
various installments through 2027, interest 4.00%-4.625% 330,000 345,000
2009 Water Service Agreement Revenue Bond Series 2009, due in
various installments through 2029, interest 3.00%-5.00% 6,645,000 6,905,000
2009 Water Service Agreement Revenue Bond Series 2009, due in various
installments starting in 2030 through 2039, interest 5.62%-5.96% 1,347,524 1,347,524

35



DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

8. Long-Term Obligations (Continued)

B. Description of Bonds Payable (continued)

New York State Environmental Facilities Corporation State Clean
Water and Drinking Water Revolving Fund Revenue (Refunding)
Bond Series 2010C, due in various installments through 2019,

interest .8450%-3.355% 8,150,000 9,245,000
New York State Environmental Facilities Corporation State Drinking
Water Revolving Fund Revenue (Refunding) Bonds Series 2011C,
due in various installments through 2023, interest .540%-3.165% 1,975,000 2,160,000
2011 Service Agreement Revenue Bond Series 2011, due in various
installments starting in 2012 through 2041, interest 3.50%-4.25% 1,905,000 1,935,000
Total Bonds Payable 30,678,751 32,598,752
Accreted Interest Recorded on Zero Coupon Bonds 5,333,055 4,778,102
Total Bonded Debt Payable 36,011,806 37,376,854
Portion Due Within One Year (1,955,000) (1,920,000)
Net Long Term Debt Payable $ 34,056,806 $ 35,456,854
C. Changes
Balance at Maturities Balance at Due
January 1, New Issues/ and/or December 31, within
2012 **Additions Payments 2012 One Year
Bonds Payable $ 37,376,854 $ 554,953 (1,920,000) $ 36,011,807 1,955,000
OPEB liablity
(see Note 7) 775,500 168,375 - 943,875 -
$ 38,152,354 $ 723,328 (1,920,000) $ 36,955,682 1,955,000

**Bonds payable increased by $554,953 in adjustments for accreted interest on 1998 series

one, 2001 debt, and 2009 debt.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

8. Long-Term Obligations (Continued)

D. Debt Service Requirements

Debt Service requirements to maturity as of December 31, 2012 are as follows:

Year Ending December 31, Principal Interest Total
2013 $ 1,955,000 $ 901,327 $ 2,856,327
2014 1,990,000 858,297 2,848,297
2015 2,070,000 807,594 2,877,594
2016 2,055,000 746,377 2,801,377
2017 2,105,000 679,956 2,784,956
2018-2022 8,791,295 5,750,629 14,541,924
2023-2027 5,884,909 7,968,732 13,853,641
2028-2032 3,230,675 5,175,974 8,406,649
2033-2037 1,819,859 3,547,016 5,366,875
2038-2042 777,013 1,881,224 2,658,237

Totals $30,678,751 $28,317,126 $58,995,877

E. Re-financing, Advance Refunding and Defeasance of Debt

In July 2002, the Authority refinanced a portion of the 2001 Series (Zone D project) and a
portion of the 1999 Series (Water Pollution Control) bonds in transactions accounted for as
advance refunding of debt. The Authority defeased bonds by placing the proceeds of new bonds
in an irrevocable trust to provide for all debt service payments on the old bonds. Accordingly,
the trust account assets and the liability for the defeased bonds are not included in the
Authority’s financial statements. As of December 31, 2011, the bonds were called and paid from
the escrow funds.

In July 2011, the Authority participated in a refinancing initiated by the New York State
Environmental Facilities Corporation on behalf of the municipalities that participated in the State
Drinking Water and Clean Water Revolving Funds Series 2002G, amounting to $2,340,000. A
net present value savings of $203,036 over the life of the new debt resulted from the refinancing
transactions.

37
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NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

8. Long-Term Obligations (Continued)

F. Bond Covenants

The Authority has agreed to maintain dedicated sources of revenues with respect to the projects
financed in accordance with the State Act and in amounts such that the revenues of the Authority
with respect to the financial projects shall be sufficient, together with all other funds available to
the Authority for such purposes, to pay all costs of operating and maintaining the projects and to
pay principal and interest requirements. The bonds payable are special obligations of the
Authority, secured by the assets of the Authority and to be amortized solely from the revenues of
the Authority.

The Authority has pledged its revenues, subject to the right to pay operating expenses, its
interest in its Service Agreement with Dutchess County, its interest in cash and investments held
by the Bond Trustee and any other property subsequently pledged.

In addition to pledging its revenues and other rights as described above, the Authority made
certain covenants including that it will fix, charge and collect water rates together with other
Authority revenues in amounts sufficient to provide for operating expenses as included in the
Authority’s budget. The Authority also pledges to maintain, in full force and effect, the service
agreement with Dutchess County, as is further described in Note 12 - Economic Dependency.

9. Deferred Revenues

In June 2002, the Authority signed an agreement with Dutchess County outlining a project
known as the Central Dutchess Utility Corridor (the “Corridor”), consisting of a 24” water
transmission line and necessary pumping capacity for the purpose of transmission of water to
serve the Hudson Valley Research Park in East Fishkill, New York and other future customers.
The project was placed into service in July of 2007. The Authority had estimated the cost to be
$33,269,000, with funding coming in the form of grants from New York State, $11,250,000,
International Business Machines (IBM), $11,375,000, the Town of East Fishkill, $269,000 and
Dutchess County, $10,375,000. There were also interest earnings on advances and grants such
that the total amount attributed to the project as of December 31, 2008 was approximately
$34,034,902, which was accounted for as deferred revenues.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

Deferred Revenues (Continued)

During 2009, the Authority returned $4,209,736 in unused funds to Dutchess County and IBM.
The Authority recognized $595,853 in revenue for the years ended December 31, 2012 and 2011
and was recorded net of depreciation. The long term portion of deferred revenue amounted to
$25,949,145 and $26,544,997 as of December 31, 2012 and 2011, all of which is related to the
Utility Corridor. Current deferred revenue expected to be recognized in 2013 and 2012 are as
follows:

2012 2011
Current Portion of Deferred Revenues:
Utility Corridor - Construction $ 595,853 $ 595,853
Utility Corridor - Capital 151,588 126,178
Utility Corridor - Operations 48,082 47,826
Water Usage Billings Received in Advance 142 563 241,168
938,086 1,011,025
Long-term Portion of Deferred Revenues:
Utility Corridor - Construction 25,949,145 26,544,997
Deferred Revenues $ 26,887,231 $ 27,556,022

Contingencies and Risk Management

The Authority is subject to various litigation and claims arising out of the course of its
operations. While the results of the lawsuits cannot be predicted with certainty, management
does not believe these matters will have an adverse effect on the Authority’s overall financial
position. The Authority assumes the liability for most risk including, but not limited to, property
damage and personal injury liability. Such risks are covered by the purchase of commercial
insurance. Workers compensation coverage is provided through a retrospective policy, wherein
premiums are recorded based on the ultimate cost of the experience to date of workers in similar
occupations. Judgments and claims are recorded when it is probable that an asset has been
impaired or a liability has been incurred and the amount of loss can be reasonably estimated.
The Authority has purchased insurance with limits as follows: umbrella aggregate coverage of
$20,000,000, business auto coverage of $1,000,000 per occurrence, general liability aggregate
coverage of $3,000,000, property coverage of $37,096,826 and workers compensation coverage
of $100,000.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS, (CONTINUED)
DECEMBER 31, 2012 AND 2011

Commitments

Authorized Debt

In February 2004, the Authority authorized the issuance of up to $625,000 in debt to fund
renovations to the Fairview Pump Station. These renovations are part of the improvements
needed to supply increased transmission capacity to the Dutchess Central Utility Corridor
pipeline described above. No debt has been issued under this authorization, and Corridor funds
were used instead.

Economic Dependency

As described in Note 8F - Long Term Obligations, the Authority has entered into service
agreements with Dutchess County for the Water District and Part County Sewer Districts to
provide water and/or sewer services and receive a service fee from Dutchess County based on a
contractual formula, generally when revenues are insufficient to cover certain operating
expenses and debt service requirements. The Authority also receives payments from Dutchess
County for the completion of certain consulting projects. Although these payments are subject
to budgetary resolutions by the Dutchess County Legislature for approval, no approvals have
been withheld by the Legislature. For the years ended 2012 and 2011, the Authority recorded
net revenues of $2,797,082 and $2,730,392, having recorded a return of $37,672 (including
savings on debt re-financing) and $102,695 to the County during those years. Of those amounts,
$0 and $22 was due to the County at each respective year-end. Since the Authority is a
component unit of Dutchess County, these transactions are also considered related party
transactions.

New Reporting Standards

In June 2111, the Governmental Accounting Standards Board (GASB) issued Statement 63
Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net
Position. This Statement provided guidance for reporting deferred outflows and inflows of
resources and net position as defined in Concepts Statement No. 4. This Statement was
implemented for the year ended December 31, 2012, with 2011 amounts being presented in
conformity with that statement. There was no effect on results of operations.

In March 2012, GASB issued Statement 65, Items Previously Reported as Assets and Liabilites.
When implemented, this Statement will require the re-consideration of reporting of assets and
liabilities. The Authority is required to implement this standard for the year ending December
31, 2013. The implementation of GASB Statement 65 could have a substantive effect on the
Authority’s net position.
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DUTCHESS COUNTY WATER & WASTEWATER AUTHORITY
SCHEDULE OF FUNDING PROGRESS FOR
OTHER POST-EMPLOYMENT BENEFIT PLAN
DECEMBER 31, 2012 AND 2011

The schedule of funding progress presents the results of OPEB valuations as of and for the years
ended December 31, 2012, 2011, and 2010.

Unfunded UAL as a

Actuarial Accrued Percentage

Actuarial Value of Accrued Liability Funded Covered of Covered

Valuation Assets Liability (UAL) Ratio Payroll Payroll

Year Ended, Date @ (b) (b-a) (a/b) (c) ((b-a)/c)
12/31/2012 12/31/2011  $ - $ 1,195514 $ 1,195,514 0.0% $ 1,311,460 91.16%
12/31/2011 12/31/2011  $ - $ 1195514 $ 1,195514 0.0% $ 1,245,308 96.00%
12/31/2010  8/1/2009 $ - $ 1,703,200 $ 1,703,200 0.0% N/A N/A
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