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O’Connor Davies Munns & Dobbins, llp

ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITORS' REPORT

To the Board of Directors of the
Orange County Water Authority

We have audited the accompanying statement of net assets of the Orange County Water Authority, a
component unit of the County of Orange, New York, (A Development Stage Enterprise) (the "Authority") as
of December 31, 2010 and the related statements of revenues, expenses and changes in net assets and
cash flows for the year then ended and for the period from January 1, 1988 (inception) to December 31,
2010. These financial statements are the responsibility of the Authority's management. Our responsibility
is to express an opinion 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. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Authority’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as

evaluating the overall financial statement presentation. We bhelieve that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Authority as of December 31, 2010 and the changes in its net assets and cash flows for the
year then ended and for the period from January 1, 1988 (inception) to December 31, 2010, in conformity
with accounting principles generally accepted in the United States of America.-

Management has omitted the Management’s Discussion and Analysis that accounting principles generally
accepted in the United States of America require to be presented to supplement the financial statements.
Such missing information, although not a part of the financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
financial statements in an appropriate operational, economic or historical context. Our opinion on the
financial statements is not affected by this missing information.

As discussed in Note 6 to the financial statements, the Authority is dependent on the County of Orange,
New York for working capital loans. A significant reduction in the level of this support, if it were to occur,
may have an effect on the Authority's continued activities. Further, the development of the water supply
and distribution system has been suspended. If the development of the water supply and distribution
system were to be abandoned, capitalized engineering costs of $15,922,671 would be expensed.

Ol rmmary Daizco waw 5 Dobbino, 4P

O’Connor Davies Munns & Dobbins, LLP
March 31, 2011

500 Mamaroneck Avenue, Harrison, New York 10528 914.381.8900 tel  914.381.8910 fax www.odmd.com



ORANGE COUNTY WATER AUTHORITY
A COMPONENT UNIT OF THE COUNTY OF ORANGE, NEW YORK
(A DEVELOPMENT STAGE ENTERPRISE)

COMPARATIVE STATEMENTS OF NET ASSETS
DECEMBER 31, 2010 AND 2008

2010 2009
ASSETS
Cash $ 56,250 % 69,058
Receivables:
Accounts 9,550 -
State aid 31,168 -
40,718 -
Prepaid:
Payroll taxes 808 808
Insurance 3,784 3,784
4,592 4,592
Total Current Assets 101,560 73,650
Capital assets:
Engineering and design costs in progress 15,922,671 15,922,671
Office equipment, net of accumulated depreciation 4,785 8,820
Total Capital Assets 15,927,456 15,931,491
Total Assets 16,029,016 16,005,141
LIABILITIES
Accounts payable and accrued liabilities 49,586 51,513
Due to County of Orange 27,378,773 26,918,773
Total Liabilities 27,428,359 26,970,286
DEFICIT
Invested in capital assets 15,927,456 15,931,491
Deficit accumulated during the development stage (27,326,799) (26,896,636)
Net Deficit $ (11,389,343) $ (10,965,145)

‘The notes to financial statements are an integral part of this statement.
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ORANGE COUNTY WATER AUTHORITY

A COMPONENT UNIT OF THE COUNTY OF ORANGE, NEW YORK

(A DEVELOPMENT STAGE ENTERPRISE)

COMPARATIVE STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

Operating Revenues - Fees

Operating Expenses:
Legal
Accounting and financial advisor
Consultants
Administrative office
Salary and fringe benefits
Recruitment
Relocation
Pension plan
Water supply studies
Bond feasibility
Board
Education
Rent
Insurance
Depreciation
Office
Other

Total Operating Expenses
Operating Loss
Non-Operating Revenues (Expenses):

Interest earnings

Grants

Other

Loss on sale of equipment
Total Non-Operating Revenues
Decrease in Net Assets

Deficit - Beginning of Period

Deficit - End of Period

Years Ended December 31,

From January 1,
1988 (Inception)
to December 31,

2010 2009 2010
$ 1,391 $ 1,688 $ 106,142
- - 570,964
11,000 10,800 298,438
] ] 112,884
69,824 65,599 4,044,792
- - 21,223
- - 12,800
6,925 5,625 469,178
264,720 307,694 3,654,100
- - 224,980
868 803 9,933
102,108 102,736 931,284
- - 475,770
8,765 10,020 331,250
4,035 14,055 197,171
11,985 11,601 485,759
949 997 70,259
481,179 529,930 11,890,785
(479,788) (528,242) (11,784,643)
12 20 31,666
45,578 57,139 320,928
- - 38,404
- . (5,698)
45 590 57,159 385,300
(434,198) (471,083) (11,399,343)
(10,965,145) (10,494,062) -
$ (11,399,343) $ (10,965,145) $ (11,399,343)

The notes to financial statements are an integral part of this statement.
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ORANGE COUNTY WATER AUTHORITY
A COMPONENT UNIT OF THE COUNTY OF ORANGE, NEW YORK
(A DEVELOPMENT STAGE ENTERPRISE}

COMPARATIVE STATEMENTS OF CASH FLOWS

From January 1,
1988 (Inception)

Years Ended December 31, to December 31,
2010 2009 2010
Cash Flows from Operating Activities:
Receipts from customers $ 1,391 $ 1688 & 106,142
Payments of professional fees (11,000) (10,800) (982,286)
Payments of salaries and benefits to employees (76,749) (71,223} (4,540,966)
Payments to suppliers (432,040) (616,918) {6,166,086)
Net Cash Used in Operating Activities (518,398) (697,253) (11,583,196)
Cash Flows from Non-Capital Financing Activities:
Advances from the County of Orange 460,000 663,000 11,456,102
Receipts from Environmental Protection Agency 45,578 57,139 255,928
Receipts from Industrial Development Agency - - 65,000
Net Cash Provided by
Non-Capital Financing Activities 505,578 720,139 11,777,030
Cash Flows from Capital and
Related Financing Activities:
Advances from the County of Orange - - 15,922,671
Engineering and design costs in progress - - (15,922,671}
Purchase of office equipment - (1,144) (201,956)
Other - - 38,404
Loss on sale of equipment - - {5,698)
Net Cash Used in Capital
and Related Financing Activities - (1,144) (169,250)
Cash Flows from Investing Activities -
Interest earnings 12 20 31,666
Net Increase (Decrease) in Cash (12,808) 21,762 56,250
Cash - Beginning of Pericd 69,058 47.296 -
‘Cash - End of Period $ 56,2560 % 69,058 § 56,250
(Continued)

The notes to financial statements are an integral part of this statement.
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ORANGE COUNTY WATER AUTHORITY
A COMPONENT UNIT OF THE COUNTY OF ORANGE, NEW YORK
(A DEVELOPMENT STAGE ENTERPRISE)

COMPARATIVE STATEMENTS OF CASH FLOWS (Concluded)

From January 1,

1988 (Inception)

Years Ended December 31, to December 31,
2010 2009 2010

Reconciliation of Operating Loss to Net Cash Used
in Operating Activities:
Operating loss 3 (479788) $  (528,242) $ (11,784,643)

Adjustments to reconcile operating foss to
net cash used in operating activities:

Depreciation 4,035 14,055 197,171
Changes in assets and liabilities:
Prepaid payroll taxes - - (808)
Prepaid insurance - - (3,784)
Accounts receivable (9,550) - (2,550)
State aid receivable (31,168) - (31,168)
Accounts payable and accrued liabilities {1,927) (183,066) 49,586
Total Adjustments (38,610) (169,011) 201,447
Net Cash Used in Operating Activities 3 (618,398) & (697,253) $ (11,5683,196)

The notes to financial statements are an integral part of this statement.
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ORANGE COUNTY WATER AUTHORITY
A Component Unit of the County of Orange, New York
(A Development Stage Enterprise)

NOTES TO FINANCIAL STATEMENTS

Note 1 - Organization and Reporting Entity

Organization and Purpose

The Orange County Water Authority (the "Authority") was created as a public benefit corporation by virtue
of the provisions of Section 1199, Title 8-E of the Public Authorities Law. The Authority was created to
administer the planning, design, construction and operation of a water supply and distribution system for
the residents of the County of Orange, New York (the “County”).

The Board of Directors for the Authority consists of five members who are appointed by the County
Executive of the County and serve as volunteers without compensation.

The accounting policies of the Authority conform to generally accepted accounting principles as applicable
to governments and the Uniform System of Accounts as prescribed by the State of New York. The
Governmental Accounting Standards Board (“GASB") is the accepted standard setting body for

establishing governmental accounting and financial reporting principles. The following is a summary of the
Authority's more significant accounting principles.

“Financial Reporting Entity

The Authority has been identified as a component unit of the County, in accordance with criteria set forth in
GASB Statement No. 14. These criteria include assessment of legal standing, fiscal dependency and
financial accountability. '

Tax Status

As a public benefit corporation of the State of New York, the Authority is exempt from federal, state and
local income taxes.

Subsequent Events Evaluation by Management

Management has evaluated subsequent events for disclosure and/or recognition in the financial

statements through the date that the financial statements were available to be issued, which date is
March 31, 2011.

Note 2 - Summary of Significant Accounting Policies

Basis of Accounting

The accounts of the Authority are maintained on the accrual basis of accounting. Under the accrual basis
of accounting, revenues are recorded when earned and expenses are recorded at the time liabilities are
incurred. The Authority applies all applicable Financial Accounting Standards Board pronouncements in
accounting for and reporting on its operations.

Development Stage Activities

The Authority has been in the development stage since its formation. 1t is primarily engaged in identifying

sources of water and developing a long range plan to ensure the County's water self-sufficiency in the
future.



ORANGE COUNTY WATER AUTHORITY
A Component Unit of the County of Orange, New York
(A Development Stage Enterprise)
NOTES TO FINANCIAL STATEMENTS (Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
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 results could
differ from those estimates.

-~

Deposit Risk Disclosure

Cash

Cash consists of funds deposited in demand deposit accounts, time deposit accounts and certificates
of deposit with original maturities of three months or less.

The Authority's deposit and investment policies are administered in accordance with the Authority's
investment guidelines pursuant to Section 2925 of the New York Public Authorities Law. Authority
monies must be deposited in FDIC insured commercial banks or trust companies located within the
State. The Authority is authorized to use demand deposit accounts, time deposit accounts and
certificates of deposit. Permissible investments include obligations of the U.S. Treasury and U.S.
Agencies, repurchase agreements, and obligations of New York State or its political subdivisions, and
accordingly, the Authority’s policy provides for no credit risk on investments.

Collateral is required for demand deposit accounts, time deposit accounts and certificates of deposit at
100% of all deposits not covered by Federal deposit insurance. Obligations that may be pledged as
collateral are obligations of the United States and its agencies and obligations of New York State and
its municipal and school district subdivisions.

Custodial credit risk is the risk that in the event of a bank failure, the Authority’s deposits may not be
returned to it. GASB Statement No. 40 directs that deposits be disclosed as exposed to custodial credit
risk if they are not covered by depository insurance and the deposits are either uncollateralized,
collateralized by securities held by the pledging financial institution or collateralized by securities held
by the pledging financial institution’s trust department but not in the Authority's name. The Authority’s
aggregate bank balances that were not covered by depository insurance were not exposed to custodial
credit risk at December 31, 2010.

The Authority was invested only in the above mentioned obligations and, accordingly, was not exposed
to any interest rate risk or credit risk.

Engineering and Design Costs in Progress

Engineering and design costs represent costs incurred to date in connection with the planning and design
of a water supply and distribution system, the development of which is currently suspended.

Office Equipment

Office equipment is stated at cost and is depreciated using the straight-line method based on an estimated
useful life of ten years for equipment and five years for computer equipment.
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ORANGE COUNTY WATER AUTHORITY
A Component Unit of the County of Orange, New York
(A Development Stage Enterprise)

NOTES TO FINANCIAL STATEMENTS (Continued)

Note 3 - Capital Assets

Capital Assets

Changes in the capital assets of the Authority were as follows:

Balance Balance
January 1, Net December 31,
2010 Changes 2010
Capital Assets, being depreciated -
Office equipment $ 194,480 $ -9 194,480
Less accumulated depreciation (185,660} (4,035) {189.695)

Total Capital Assets, being
depreciated, net 3 8,820 3 4,785

Note 4 - Pension Plan

The Authority has a Simplified Employee Pension ("SEP") which covers all employees. The Authority's
policy is to fund all contributions as they accrue. The contribution rate is 15% of an employee's eligible
wages. SEP contributions were $6,925 and $469,178 for the year ended December 31, 2010 and the
period from January 1, 1988 (inception) to December 31, 2010, respectively.

Note 5 - Net Assets

The components of net assets are detailed below:

Invested in Capital Assets - the component of net assets that reports the difference between capital assets
less the accumulated depreciation.

Deficit Accumulated During the Development Stage - the difference between the assets and liabilities that
is not reported in the invested in capital assets.

Note 6 - Commitments and Contingencies

Contingencies

The development of the water supply and distribution system was suspended while the Authority continues
to identify sources of water within the County and develops a long-range strategic plan to ensure the
County’s water self-sufficiency. If the water supply and distribution system were to be abandoned,
capitalized engineering and design costs in progress of $15,922,671 would be expensed.



ORANGE COUNTY WATER AUTHORITY
A Component Unit of the County of Orange, New York
(A Development Stage Enterprise)

NOTES TO FINANCIAL STATEMENTS (Concluded}

Note 6 - Commitments and Contingencies (Continued)

Risk Management

The Authority purchases various insurance coverages to reduce its exposure to loss. The Authority
maintains a general liability insurance policy with coverage up to $1 million in the aggregate, with a self
insured retention level of $5,000 per occurrence. The Authority maintains a lability policy for board
members with coverage up to $1 million. The Authority purchases conventional workers’ compensation
insurance with coverage at statutory limits. The Authority also purchases conventional medical insurance

coverage. Settled claims resulting from these risks have not exceeded commercial coverage in any of the
past three fiscal years.

Financing

The Authority has not received any capital contributions. Start-up costs for the Authority, including the
current administrative funding, is being provided by the County., The advances from the County are non-
interest bearing and have no specified repayment date.

Lease Commitments

Beginning in 2007, the Authority relocated its operations into a County provided space with no required
annual rental payments. Cumulative rent expense from inception to date is $475,770.
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