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To Members of the Water Authority:

The Comprehensive Annual Financial Report of the Mohawk Valley Water Authority (“Water
Authority”) for the fiscal year ended March 31, 2010 is hereby submitted to the Water Authority
Board and all other stakeholders interested in the financial condition of our regional water
system. This report is published in accordance with the requirements of the New York State
enabling legislation creating both the Water Authority and the Finance Authority, the debt-
issuing component of the Water Authority. In addition, requirements of financial reporting are
also stipulated in the various bond resolutions covering the issuance of indebtedness to the Water
Authority. Pursuant to those requirements, this comprehensive annual financial report of the
Water Authority is presented in accordance with generally accepted accounting principles
(GAAP) and audited in accordance with generally accepted auditing standards by a firm of
licensed certified public accountants.  Overall, this report consists of three sections:
Introductory, Financial, and Statistical.

This report consists of management’s representations concerning the financial position of the
Water Authority. Consequently, management assumes full responsibility for the completeness
and integrity of all the information presented in this report. To provide a reasonable basis for
making these representations, management of the Water Authority has established an internal
control environment that is designed both to protect the Water Authority’s assets from loss, theft,
or misuse and to compile sufficient reliable information for the preparation of the Water
Authority’s financial statements in accordance with generally accepted accounting principles
(GAAP). Because the costs of internal controls should not outweigh their benefits, the Water
Authority’s internal control environment has been designed to provide reasonable rather than
absolute assurance that the financial statements are free from material misstatement. As
management, we assert that, to the best of our knowledge and belief, this report is complete and
reliable in all material respects.

The goal of the independent audit is to provide reasonable assurance that the financial statements
of the Water Authority for the year ended March 31, 2010 are free from material misstatement.
The independent audit involves examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements; assessing the accounting principles used and any
significant estimates made by management and evaluating the overall financial statement
presentation. The independent auditing firm concluded, based upon their audit, that there was a
reasonable basis for rendering an unqualified opinion and that the Water Authority’s financial
statements for the year ended March 31, 2010 are presented in conformity with generally
accepted accounting principles (GAAP). The independent auditors® report is presented as the
first component of the Financial Section of this report.
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Generally accepted accounting principles (GAAP) require that management provide a narrative
introduction, overview, and analysis to accompany the financial statements in the form of a
Management Discussion and Analysis (MD&A). This letter of transmittal should be read in
conjunction with the MD&A that can be found immediately following the independent auditors’ report
in the Financial Section of this document.

The information presented in the Financial Section of this report is perhaps best understood when it is
considered from the broader perspective of the specific environment within which the water system
operates. The Water Authority’s economic condition is a composite of its financial health and its
ability to meet its financial obligations and service commitments.

HISTORY OF THE WATER SYSTEM

The first formal organization to manage the water system in the Mohawk Valley region was the Utica
Agueduct Company, established in 1802 by the New York State Legislature. The company developed
a series of springs in the western part of today’s city. In 1848, the Utica Water Works Company
(“Water Works™) developed a well supply on Graffenburg Hill and constructed a reservoir in what is
now the eastern part of the city, known as the Cornhill area. This system was supplying 800,000
gallons per day (“GPD”) by 1854. The Water Works operated the system until 1898. In 1898, the
West Canada Water Works Company was formed and purchased the exclusive rights to furnish water
to the City. A year later the two companies were merged to become the Consolidated Water Company
(“Consolidated Water”). Consolidated Water constructed the Deerfield Reservoirs in 1900, and in
1906 began supplying water from West Canada Creek through a 17-mile transmission main. Hinckley
Reservoir was constructed by the State of New York to supply the Barge Canal System in 1911. The
last major open water storage reservoir was constructed in 1913 in the Town of Marcy. Consolidated
Water also obtained the rights to 48.5 MGD from Hinckley Watershed in 1917. Pursuant to a 1937
decision of the Water Power and Control Commission (“WPCC”), predecessor to DEC, which
authorized the purchase, the City took direct control of the system in 1938 when it purchased
Consolidated Water. In 1941, the City established the Utica Board of Water Supply (“UBWS”) as a
separate entity under City jurisdiction to operate the water system. Major system construction projects
under the UBWS included a second 17-mile, 36-inch diameter water transmission main, (completed in
the 1970s) and the current 32 MGD water treatment plant completed in 1992.

The 1937 decision of the WPCC granted certain rights to towns and villages receiving water service
from UBWS. The interpretation of these rights resulted in numerous administrative and legal actions
between the city and these towns and villages. Several disputes concerned the setting of water rates for
customers inside and outside the City limits. The formation of the Upper Mohawk Valley Regional
Water Board (“Water Authority”) was undertaken to provide regional participation in the ownership,
operation, governance, and financing of the water system. The creation of the Water Authority, as a
regional entity, ensured a continued supply of sufficient high quality water to the city and portions of
the 16 towns and villages, within the two-county service area. The Water Authority began operation
December 19, 1996.
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THE WATER AUTHORITY

Pursuant to the Upper Mohawk Valley Regional Water Board Act (“Water Authority”) and the Upper
Mohawk Valley Regional Water Finance Authority Act (“Finance Authority”), Title 10 and Title 10-
A, respectively, of Article 5 of the Public Authorities Law of the State of New York, collectively
referred to as the “Act” became effective August 2, 1994 following approval by the New York State
legislature, the Water Authority acquired title of the city-owned water system through a sale
agreement, dated October 30, 1996, by and between the Water Authority and the Finance Authority,
and the City of Utica, for the purpose of acquiring title of the system’s assets for the collection,
transmission, treatment and distribution of water.

The Finance Authority, the financing entity of the “Water Authority”, entered into a financing
agreement dated October 30, 1996, with the Water Authority and the City of Utica to provide financing
for the acquisition of the water system through issuance of bonds and other financing. Under the
financing agreement, the Finance Authority has agreed to issue bonds, whenever practical, to finance
the projects, including the acquisition of the system, undertaken by the Water Authority. In
consideration of the agreement, the Water Authority has agreed to impose rates, fees and charges in an
amount sufficient to pay debt service on any indebtedness issued by the “Finance Authority” and to
operate the water system in a self-sustaining, sound and economical manner and to maintain the water
system in good working order.

The Water Authority is a body corporate and politic constituting a corporate municipal instrumentality
of the State of New York established and existing pursuant to the Act. The State of New York created
the Water Authority in 1994 in order to more equitably represent the service area it provides water
service to and to promote the strengthening and improvement of the regional water system.

Annually, the Water Authority is required to conduct a public hearing prior to establishing, fixing, or
revising rates, fees or other charges. No governmental body, agency, corporation or officer of the State
of New York has jurisdiction of or control over, or is required to approve any water rates or charges for
services or facilities of the Water Authority. Section 1126-1 (8) of the Act expressly declares that
neither the Public Service Commission, the Department of Environmental Conservation nor any
municipal or state agency shall have any jurisdiction over the Water Authority or any regulation of the
rates, fees or other charges established, fixed or revised by the Water Authority except as provided by
law with respect to the supply of water outside the service area.

The Water Authority is obligated to pay debt service, PILOT payments and other obligations to the
Finance Authority. In order to fulfill these obligations, the Water Authority must fix appropriate fees
and charges. Based upon the Finance Authority’s legal standing, fiscal dependency and financial
accountability to the Water Authority, the Finance Authority is considered a component unit under the
criteria set forth by the Government Accounting Standards Board (GASB). Further, the Finance
Authority, as component unit, is “blended” with the Water Authority because it exists solely to provide
services that predominately benefit the operations of that Water Authority.






