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Independent Auditor’s Report

To the Board Members of
Livingston County Water and Sewer Authority

We have audited the accompanying basic financial statements of Livingston County Water and Sewer
Authority (the Authority), a component unit of Livingston County, New York, as of and for the years
ended December 31, 2011 and 2010, as listed in the table of contents. 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 audits. .

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financia! 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 reascnable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and the significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to previously present fairly, in all material respects,
the financial position of the Authority as of December 31, 2011 and 2010, and the changes in its
financial position, and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March 7,
2012, on our consideration of the Authority's internal control over financial reporting and 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 the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Sfandards and should be considered in
assessing the results of our audit.

The management's discussion and analysis on pages 1 through 9, is not a required part of the basic
financial statements but is supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which
consisted principally of inguiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information
and express no opinion on it. ‘



Our audit was conducted for the purpose of forming an opinion on the basic financial statements as a whole.
The supplemental information, as listed in the tabie of conients, is presented for purposes of additional
analysis and is not a required part of the basic financial statements. Such information is the responsibility
of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the information is fairly stated in all material respects in relation to the
financial statements as a whole.

Flod Hapie CHHs, FC.

(Formerly known as Freed Maxick & Battaglia, CPAs, PC)
Batavia, New York
March 7, 2012
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Management Discussion and Analysis
Livingston County Water & Sewer Authority
Fiscal Year ended December 31, 2011

This section of the Livingston County Water & Sewer Authority (‘Authority’) annual financial report presents its discussion
and analysis of the Authority’s financial performance during the fiscal year ended December 31, 2011. Please read it in
conjunction with the Authority's audited financial statements, and required supplemental information, which immediately
follow this section.

Introduction

The Livingston County Water & Sewer Authority ('Authority’) is a public benefit corporation formed in 1995, created by
legislation passed by the State of New York. Livingston County's Board of Supervisors appaint the volunteer members
who comprise the Authority Board. The N.Y.S. Authority Budget Office provides oversight of operations and practices.
The Authority also is required to meet the requirements of Federal, State, and County water pollution control and safe
drinking water laws.

The Authority functions with required fair bidding laws, prevailing wage rates and financial safeguards. It is required to
report as an Enferprise Fund similar to private business. Financial statements are prepared on an accrual basis in
accordance with Generally Accepted Accounting Principals (GAAP) put forth by the Government Accounting Standards
Board (GASB). Within these principles, revenues are recognized when earned, not received. Expenses are recognized
when incurred, not when they are paid. The Authority is self-supporting and does not receive Federal, State or County
funds for operating expenses or issuance of debt.

The Authority leases its employees from Livingston County. Employee related services, such as payrofi, and personnel,
etc. are provided by Livingston County. Payroll and health care costs are reimbursed to the County, monthly. The
County bills the Authority annually for a share of the other related indirect expenses. The Authority has a staff of 12
employees: 4 are administrative and 8 are water and sewer operations staff. Professional and outside operational
services are used to supplement the staff as needed.

Financial Highlights

Net Assets decreased from 2010 by $857,000, resulting in total 2011 net assets of $25,709,000.

Total outstanding debt increased $876,600 from $3,749,300 in 2010 to $4,625,900 in 2011.

Construction work-in-progress is higher than 2010 by $1,309,000 with a total of $3,145,000 for 2011.

- Water/Sewer rates did not change in 2011

Financial Statements
There are two financial statements from which financial highlights are discussed in this report:

» Statement of Net Assets (Figure A-1)
« Changes in Net Assets from Operating Results (Figure A-2)

The Statement of Net Assets provides information about the nature and amounts of what the Authority owns (assets) and
owes (liabilities). The difference between the assets and liabilities is reported as net assets.

Over time, increases or decreases in net assets are an indicator of whether the Authority's financial position is improving
or deteriorating, respectively. ‘




To assess the Authority's overall health, you need to consider additional factors that are not reflected on financial
statemeants such as changes in the Authority's management, employee turnover, customer fees, debt balances, and the
condition of the Authority's infrastructure and other facilities.

Figure A-1

Statement of Net Asseis

{in thousands of dollars)
2011 2010 2009
* Cumentand otherassets  $ 3,580 | $ 3204 | :$ 2,895
Capital assets, net 27,041 27,411 28,653
 Totalassets  _$ 30821  § 30615 | § 31648
Long-term liabilites 'S 4551 $ 3677 $ 3,752
Other liabilites | 361 371 300

* Total Liabilities $ 4912 5 4048 § 4082

* Invested in capital assets [ T T SR
netofrelateddebt $ 22415  $ 23662 S 24820
Restrictedfor .

Capitalrepairs | 1 41

M
Unrestricted 3283 | 2894 2,756
Total net assets $ 25709 . $ 26,567 27,59
Total liabilities and net assets $ 30,621 30,615 31,648

"Current and other assets” reflect the value of all cash accounts, accounts receivable, inventory and prepaid expenses.
Of these, the greatest difference from 2010 was in cash related to the operating funds. These funds are the total
customer payments & other operating deposits less the Authority's operating & repair expense payments. The reason for
the balance to be higher by $253,000 in 2011 is because there were less repair projects funded from this account than in
2010. In 2010 the operating funds balance was $311,700 more than 2009 for the same reason.

"Total Liabilities” shows the total funds the Authority borrowed to improve infrastructure. In 2011, many of the NYS DEG
Consent ordered projects connected with the Lakevilie Sewer Plant were in progress & paid for by a NYS EFC loan. The
total amount borrowed for this in 2011 was $925,900. There was also $62,000 borrowed related to the Groveland Station
Water Project still in progress during 2011. So, the total debt increased in 2011 by $987,900. There were also some
principal payments made on existing debt totaling $111,400. There is a more detailed discussion of debt under the
caption of "Outstanding Debt".



Net Assets change as a result of operating activities over a period of 1 year (Revenues earned and Expenditures_made).
The following Changes in Net Assets from Operating Results report provides a summary of the Authority's operations for
the years ended December 31, 2011, 2010 and 2009.

Figure A-2

Changes in Net Assets from Operating Results

(in thousands of dollars)
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Figure A-3 Figure A-4
Sources of Revenues Expenses for
Fiscal Year 2011 Fiscal Year 2011
Sewer Water Sewer Water
Customer Fees 51% 38% Depreciation 32% 13%
Customer Debt Fees 8% - 1% Wages & Fringes 14% 9%
Permits & Other 0% 2% Utilities 5% 2%
Equip/Bldg Maint 5% 4%
Purchased Sewer/\Water 1% 5%
Interest on Debt 2% 0%
Other & Professional Serv 5%. 5%
Total 59% 41% Total - 64% 36%

Changes in Nef Assefs from Operating Results (Figure A-2) shows less net assets in 2010 by $1,030,000, or a 4%
decrease and then again in 2011 by $857,000, or a 3% decrease. These decreases were due mostly to depreciation
expense. Key elements of the business-type activities are as follows:

Revenue

Operating Revenue is income earned by the Authority from normal operations.

Total operating revenue for 2011 increased over 2010 by $19,000 or 1%.
Total operating revenue for 2310 increased over 2009 by $236,000 or 9%.

in 2009, the sewer retail rates for the Lakeville sewer area were decreased by $16 per unit, per year and a separate debt
fee was charged in it's place in the amount of $64 per unit, per year. In 2010, sewer retail rate increased by $24 per unit,
per year and water retail rates increased $4 per unit per year. In 2011, water/sewer service rates were not changed.

The total number of active customer units served at the end of each year is as follows:

Figure A-5 Customer units
Sewer Water
2011 2010 2009 2011 2010 2009
Number of Units 4079 4047 4018 3,831 3910 3,907
Increase over previous year 32 29 159 21 3 243

The increase in sewer units was higher in 2009 mostly as a result of the completion of the Conesus Sewer Project in
December 2008, resulting in an increase of 127 new sewer units. The increase in water units was higher in 2009 mostly
as a result of a new lease the Authority entered into with the Town of Groveland, resulting in an increase of 205 units.
New customers (units) were not as high in 2010 & 2011, possibly as a result of the economic unease related to the
housing industry. '

Exgenses

Operating Expenses reflect the costs incurred by the Authority during the execution of normal operating procedures.
These normal operational costs include: personnel, professional services, utilities, vehicle, equipment, building, permit,
supply, and depreciation on fixed assets.

Operating expenses, not including depreciation expense, increased in 2011 by $72,500 or 3.5%
Operating expenses, not including depreciation expense, increased in 2010 by $96,000 or 5%.

In 2009 there was a 3.2% general salary increase of approximately $17,000, and also the addition of a new Sewer
Operator Trainee in June 2008. This new operator position was needed because one of the present operators is
preparing to retire and it takes several years in training to reach the expertise needed to become a Sewer Operator. Then
in 2010 & 2011, there was a general salary increase of 1%. Also in 2011, one of the maintenance crew retired & was not
replaced. The net change in 2011 due to this activity was a savings in wages of $27,500.

4




Overtime occurs as a result of customer service calls made after regular working hours and various operational reasens:
low water reads at tanks, main line water breaks, lost primes on pumps, water shut-offs due 1o fire, high sewer level in
wet-wells, and SCADA communication losses. Overtime fluctuates dependent on need. In 2010 there was a decrease in
overtime of $4,000 while in 2011 there was a further decrease of $4,000.

The largest area of Personnel cost increase over the past few years has always been in the area of Health Care. In 2010
Heaith Care increased by $31,000. [n 2011 there was an increase of $4,600, the smallest increase over the last 5 years.

Professional Services includes legal, engineering, accounting services, computer services and insurance. The largast
impact in 2011 was an increase in engineering fees increasing over 2010 by $66,600. This increase was directly due to
costs related to the DEC Consent Order requirements for which the following had to be designed:

Bio-Tower $47,500
Final clarifier 9,900
Engineer Reporting 4,600
Wet weather plan 1,400

Utility expenses include electricity, heating fuel, and telephone. These costs fluctuate as a result of many factors
including rainfall amounts, temperatures, water use, sewer discharge, infiltration, and water loss. Utilities decreased in
2010 by $23,000. There were some main line repairs that reduced water toss and infiltration, the temperatures in 2010
were warmer on average than in 2009 and there was slightly less water consumption per customer than in previous years.
In 2011 there was a decrease of $31,400 mostly due to a rate decrease in the Authority's contract electric rate.

Outside Services includes work that the Authority has contracts for, such as: water/sewer operator services, laboratory
services, sludge hauling lawn mowing, uniform service, refuse collection, office cleaning, building rent, and government
services. These services increased $67,000 in 2011.  This increase was mainly due to the cost of the agreement the
Authority signed with the Town of Geneseo for providing water system operation and maintenance services for the newly
leased area of the Town of Groveland. This service began in November 2009 and was paid for the full year in 2010 &
2011. The increase in 2011 was mainly due to re-structuring where some of the expenses that were reported in building
maintenance & more preventative maintenance vendors were used. There was also sludge cleaning performed at the
Lakeville & Groveland Station sewer plants in the amount of $20,000.

The Authority has 7 trucks (one is a dump truck). Vehicle expense increased $8,000 in 2011 due to the increase in the
price of gasoline.

Purchased water is the cost at which the Authority buys water to sell to its customers. These costs can decrease as a
result of lower customer consumption and leak repairs executed on the water mains. Water purchase decreased in 2010
by $12,000. There were some water leaks found and repaired in the water mains. In 2009 the lost water was at 33%
while at the end of 2011, this water loss has been lowered to 27%. There was no change from 2010 in the cost of water
purchase in 2011.

Purchased sewer is the cost of having sewage treated at sewer plants not owned by the Authority. Purchased sewer
increased in 2011 by $7,000 due to an increase in sewer treatment in the Mt Morris service area.

" Equipment/Building Maintenance includes large equipment repair (sewer cleaner, backhoe, etc), building maintenance,
small equipment purchases, equipment maintenance and lease contracts, customer installation - supplies, and
chemicals/biologicals. This cost area decreased in 2010 by $31,000 and decreased $3,000 in 2011.

Other expenses include permits, fees, inspections, chemicals, safety supplies, postage, office supplies, advertising,
travelftraining, safety supplies, easements, and judgements/claims. There was an increase in training in 2010 due 1o
cperator training requirements.

Operating Expense, including depreciation expense, increased 3% in 2010 & 2% in 2011. Depreciation expense is the
largest contributing factor that resuits in the decrease of the Authority’s net assets.

Depreciation Expense is calculated as the cost of fixed assets such as pipeline, buildings, tanks, vehicles, etc., allocated
to each year of its estimated useful life (ie. pipeline life is 50 years). As repair projects are completed and equipment
purchased, they become part of the Capital Assets & begin to be depreciated. Depreciation increased in 2010 by $37,000
and $14,000 in 2011. In 2010 there were $1,029,000 in completed projects added to fixed assets & $159,000 added in
2011.



Interest income reflects the interest earned on bank accounts and also on accounts receivable. The accounis receivable
interest is from an agreement made in 2007 for supplemental water supply infrastructure reimbursement with the Village
of Geneseo.

Grant Revenue received in 2011 was for a NYS DWSRF grant related to the Groveland Station Water Project in the
amount of $214,000 & another $4,000 received as part of a NYSERDA grant for drive replacement in the intermediate
pump station at the Lakeville sewer plant.

Gain/Loss on sale of assets is the amount of profit or loss made on the disposalisale of an asset. This gain or loss on a
szle is calculated as follows: Sold Amount + Accumulated Depreciation - Cost Amount = Gain/Loss on asset. In 2011,
three trucks were replaced.

Interest expense is interest the Authority pays on debt. In August 2009 a Revenue Anticipation Note was converted to
permanent financing in the amount of $2,921,000 with a subsidized rate not to exceed 427%. The subsidized raie has
been around 2.14%. Interest is reduced when principal payments have been made.

Overall, the Authority's operating activities resulted in lowering its net assets by $1,030,000 in 2010 and again by
$857,000in 2011.

Most of the 2011 operating changes occurred in the sewer operations due to the added DEC Consent Order costs, while
the cost of water operations didn't change much from 2009 to 2011. In 2010 & 2011, overall operating costs seem to be
leveling off with an increase of 4% over 2009 and 2% over 2010, which reflects' the fact that there weren't any large
increases in units as in years past. These facts are reflected in the following graphs:

Business Type Activities - Revenues & Expenses

Figure A-7 Figure A-8
Sewer Revenunes & Expenses Water Revenues & Expenses
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Capital Assets

Capital assets include Land, Buiidings, Machinery & Equipment, Water Distribution Systems, Sewer Collection Systems
and Work In Progress.

Figure A-10
Capital Assets, Net of Depreciation
(in thousands of dollars)
2011 010 2009

Land o148 & 148 148
Buildings 3,563 : 3,820
Machinery & Equipment i 981 1048 ' 1,148
Water Distribution Systems | 4,928, 5,386 | 5,846
Sewer Collection Systems 14278 15304 15298
Construction Work In Progress 3,145 1,836 | 2,393
Total $ 27041 $ 27411 $ 28653

Capital assets decreased in 2010 & 2011 because the amount of the depreciation expense was higher than the total of
new assets added.

Expenses related to work on assets worth $10,000 or more are recorded in Construction Work In Progress. The balance
in this account reflects the expenditure balance of construction projects that were not completed by the end of the year.
When projects are completed, the project cost is transferred to the appropriate Capital Asset category (ie. water
distribution systems). In 2010 Work In Progress decreased $557,000 and $1,029,000 in completed projects were
transferred to assets. In 2011 Work In Progress increased $1,309,000 and $159,000 were transferred to assets.

Some of the Work In Progress activity included the following:

In 2008, construction of the Groveland Station water project began and should be completed in 2012, This project
replaces an outdated spring-fed water system that was contributed to the Authority in 2007.  This project is currently
funded by a New York State Environmental Facilities (NYS EFC) 0% construction loan ($964,150), a Smalt Cities Grant
awarded to Livingston County ($600,000) and a NYS EFC grant ($327,950).

In 2007, the. Authority was served with a Consent Order by the NYS Department of Environmental Conservation (DEC).
This order was for violation of the Lakeville Sewer Plant SPEDES Permit. There are capital improvements to be
completed at the Lakeville Sewer Plant as a result of this Order. To fund these improvements, the Authority obtained two
EFC Sewer Construction Loans. One is for $1,671,000 at 0% interest and the other is for $1,671,000 at 2%. In 2010
projects were started at the plant to facilitate compliance with the order. As of the end of 2011, the balance borrowed on
the 0% loan was $920,025. The loan funds are disbursed from NYS EFC upon submission of expenses.

In 2004, the Authority began a 5-year capital improvement program to facilitate major capital repairs. The money used to
fund these repairs was obtained thru the annual issuance of Revenue Anticipation Notes (RAN). In 2009 the outstanding
RAN principal balance owed was $4,465,000 plus interest of $118,000. This balance was paid using $1,249,000 of
unused RAN balance plus $413,000 of Debt Reserve funds along with the issuance of a 30 year NYS EFC construction
loan in the amount of $2,921,000 at a 4.27% subsidized rate. The projects related to this loan were completed during
2010.

In 2011, the Authority entered into an agreement with the Village of Livonia to complete sewer improvements within the
Village. The Authority administers the project and pays the contractors, then submits the payments to the Village for
reimbursement. The unexpended budget balance for this project at the end of 2011 was $176,000.

Aside from the major projects for which funding was needed, there were capital improvements made that were funded
from the Operating Reserve. Atthe end of 2011 the outstanding budgets on these projects was $705,000.




Qutstanding Debt

Figure A-10

Outstanding Debt
{in thousands of dollars)

2011 2010 2009

nsentorder) ~~ 926: .
ton County - South Cove = -~ -

Water L
System revenue note with NYS EFC 920. | 890 421
Total Debt 4,626 3,749 3,352

In 2010, outstanding debt increased by $400,000 as expenditures were made on the Groveland Station Water Project. In
2011, there was a further increase in debt due to more expenditures, totaling $62,000 related to the Groveland Station
Water Project, and $926,000 used to make improvements at the Lakeville Sewer Plant to comply with a NYS DEC
Consent Order.

In 1999, the South Cove water system was constructed with funds obtained from an interest free loan from Livingston
County. This loan was paid off in 2011.

Relevy

Relevy is a term used to designate an amount that is added to property taxes by the County as a result of unpaid
balances from other than property taxes by its residents.

In 2002, New York State approved legislation allowing the Authority the ability to relevy any unpaid balances from the
water & sewer billing. These balances are transferred to the Livingston County Real Property Tax office to add to the
respective property tax bill. The Livingston County Treasurer then reimburses the Authority for the total of the relevy by
May of each year.

Lease Areas

The Authority lease several water/sewer service areas. The value of these leased areas is not carried within the capital
asset totals because the balance sheet reflects only assets that the Authority owns. The Authority is responsible for repair
and improvements upon these leased areas. When an improvement is made, the value of the improvement/repair is
added to capital assets. Thus, the depreciated amount from capital assets does not represent all infrastructures the
Authority is responsible to maintain. Water/Sewer infrastructure leases generally have a term of 40 years.

Authority Rates and Charges

The Authority has seven (7) water service areas and, four {4) sewer service areas. Rates vary according to the cost of
providing service for each area. Annually, each service area is budgeted for as a separate cost center to determine what
the respective rate should be. Rates are set in concurrence with the adoption of the Authority's annual operating budget
along with a related public hearing.

When the Authority has to borrow funds to complete a capital improvement project, the related debt payment is added as
a debt charge to customer's accounts within the service area of the improvement. This charge is also determined
annually and set according to trustee indenture requirements in concuirence with the adoption of the Authority's operating
budget, in the same manner as with the other rates.




Economic/Environmental Factors That May Affect the Authority

There are several unknown factors that may affect the Authority and encompass changes in existing federal, state and/or
local legistation including additional responsibilities for new environmental or drinking standards.  Additionally, the
Authority invests funds not required for immediate disbursement as permitted by statute and the Authority's investment
policy. The Authority's investment revenue has been affected by declines in short-term interest rates in prior years.

Annually, during budget preparation, Authority staff attempt to estimate the number of new hookups that will occur in each
area. Growth in existing service areas can absorb inflationary expenses that result in higher rates to customers. Future
population growth and economic availability for growth is always specufative and hinges upon many unknown economic
and environmental factors. Growth has slowed in the last few years.

There is always a possibility for natural disasters creating emergency requirements to keep our systems operating. In
February 2009, the Authority entered into the New York Mutual Aid and Assistance Agreement for membership into the
Water and Wastewater Agency Response Network (WARN). This is a network of water and wastewater agencies helping
each other respoend to and recover from emergency events, ‘

Future Factors

The Groveland Station water system project completion is expected in 2012, The only portion of the project left to
complete in the building of a water tank.

The NYS DEC Consent Order that was served to the Authority in 2007 has been completed. The Authority has worked
closely with NYSDEC & their engineers in planning capital projects to provide better treatment of waste. it is expected
that these projects, will resolve SPEDES permit discharge issues, testing after completion will need to be done to confirm
this. In February 2011, the NYS DEC issued a satisfactory comprehensive inspection report for the Lakeville Sewer Plant
with an understanding that further work will be done. As this work is being done, the Authority is "drawing down” on the
NYS EFC Loan. The projects will be completed early in 2012.

In 2009, the Authority signied an operation and maintenance agreement of the Town of Groveland water system serving
205 units, with the Town of Geneseo. Revenue eamned from these units is paid to the Town of Geneseo for operating and
maintaining the system. This agreement will expire as of 1/31/2012 after which, the Authority will take over this work,
thereby reducing Outside O&M Costs by approximately $50,000.

in 2010, the Authority began biiling the Village of Livenia a pro-rata share of the water service expenses. The pro-rata
share is increased each year by 20% until 100% is reached. In 2011, the pro-rata share was 40%. In 2012, the pro-rata
share is 80%. Each 20% increases O&M Revenue projection approximately $17,000.

In 2011, a shop was built at the Lakeville Sewer Plant. This shop replaces a shop the Authority was leasing from the
Town of Livonia for $13,800 per year. The last lease payment will be made in April 2012, thereby saving operating
expensas of $9,200in 2012, then $13,800 in 2013.

2012 water service rates increased $4 per year per unit and the Lakeville service area sewer debt charge increased $4
per year per unit.

Requests for Information

The financial report is designed to provide a general overview of the Authority's finances and to show the Authority's
accountability for the money it receives. If you have questions about this report or need additional information, contact
Judith Travis, Financial Manager, LCWSA, P.O. Box 396, Lakeville, N.Y., 14480; or call 585-346-3523.




LIVINGSTON COUNTY WATER AND SEWER AUTHORITY

{A COMPONENT UNIT OF THE COUNTY OF LIVINGSTON, NEW YORK)

STATEMENTS OF NET ASSETS

DECEMBER 31,
2011 2010
ASSETS
CURRENT ASSETS:
Cash and cash equivalents 3 2,069,663 1,756,425
Accounts receivable 783,737 735,623
Current portion of capital contributions receivable 74,064 27,807
Inventory 11,656 9,367
Prepaid expenses 50,966 58,772
Funds held for others 27 641 26,058
Total current assets 3,017,747 2,614,052
NONCURRENT ASSETS:
Restricted cash 11,039 11,030
Capital contributions receivable, net of current portion 551,253 578,568
Capital assets, net 27,041,367 27,411,036
Total noncurrent assets 27,603,659 28,000,634
Total assets 30,621,406 30,614,686
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable 174,827 143,301
Current portion of loans payable 75,000 72,680
Other current liabiiities 83,663 129,653
Funds held for others 27 641 26,058
Total current liabilities 361,131 371,692
NONCURRENT LIABILITIES:
System revenue note payable 1,845,935 889,686
Loans payable, net of current portion 2,705,000 2,786,971
Total other noncurrent liabilities 4,550,935 3,676,657
Total liahilities 4,912 066 4,048,349
NET ASSETS:
Invested in capital assets, net of related debt 22,415,432 23,661,699
Restricted 11,039 11,030
Unrestricted 3,282,869 2,893,608
Total net assets $ 25,709,340 26,566,337

See notes to financial statements
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF LIVINGSTON, NEW YORK)
STATEMENTS OF REVENUES, EXPENSES AND CHANGES N NET ASSETS
FOR THE YEARS ENDED DECEMBER 31,

011 2010
OPERATING REVENUES:

Service fees 3 2,740,444 $ 2,708,455

Permit fees 39,897 53,232

Capital development/repair : 7 2

Other income 13,808 13,258

Total operating revenues 2,794,156 2,774,951
OPERATING EXPENSES:

Administrative 464,086 447 574

Treatment 896,400 784,096

Transmission/collection 799,037 855,296

Depreciation . 1,810,163 1,794,965

Total operating expenses 3,069,686 3,881,831
Operating loss {1,175,530) (1,106,980)
NONOPERATING REVENUES (EXPENSES):

Interest income 34,332 87,908

Grant revenue ' 218,670 900

Interest expense . (59,333) (71,345)

Gain on sale of asseis 13,602 -

Total nonoperating revenues 207,271 17,463
Loss before capital contributions (968,259) {1,089,517)
CAPITAL CONTRIBUTIONS:

Governmenis 111,262 59,787
Change in net assets (856,997) (1,029,730)
Net assets - beginning of year 26,666,337 27,596,067
Net assets - end of year 3 25,709,340 3 26,066,337

See notes to financial statements
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY

{A COMPONENT UNIT OF THE COUNTY OF LIVINGSTON, NEW YORK)

STATEMENTS OF CASH FL.OWS
FOR THE YEARS ENDED DECEMBER 31,

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from service fees $
Cash received from permit fees '
Cash payments for geods and services
Cash payments fo Livingston County for contracted employees
Other operating receipts

Net cash provided by operating activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition and construction of capital assets
Proceeds from the sale of capital assets
Capital contributions :
Proceeds from system revenue note payable
Repayments of system revenue note payable
Repayments of loans payable
Interest paid on capital debt
Grants received for capital related ifems

Net cash used by capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest income

Net cash provided by investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents - beginning of year

Cash and cash equivalents - end of year 3

RECONCILIATION OF OPERATING LOSS TO
NET CASH PROVIDED BY OPERATING ACTIVITIES:
Operating loss $
Adjustments to reconcile operating loss
to net cash provided by operating activities:
Depreciation
Change in operating assets and liabilities:
Decrease (increase} in:
Accounts receivable.
Inventories
Prepaid expenses
Increase (decrease) in:
Accounts payable
Other current and accrued liabilities

Net cash provided by operating activities $

NONCASH CAPITAL AND RELATED FINANCING ACTIVITY:
Capital assets received directly from developers and governments $

2011 010
2,692,330 $ 2,671,316
39,897 53,232
(1,182,272) (1,110,298)
(984,679) (916,972)
13,815 13,260
579,091 710,540
1(1,440,494) (497,548)
13,602 - ;
92,320 135,113
987,974 6,933
(31,725) (10,000}
(79,651) (71,680)
(60,872) (57,859)
218,670 900
(300,176) (494,141)
34,332 87,908
34,332 87,908
313,247 304,307
1,767,455 1,463,148
2,080,702 $ 1,767,455
(1,175,530 $ (1,106,980)
1,810,163 1,794,965
(48,114) (37,143)
(2,289) 8,872
7,786 (9,808)
31,526 2,414
(44,451) 58,220
579,091 $ 710,540
- 3 55,000

See notes to financial statements.
A3




LIVINGSTON COUNTY WATER AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - ORGANIZATION AND REPORTING ENTITY

The Livingston County Water and Sewer Authority (the Authority) is a public benefit corporation organized
under the Public Authorities Law of the State of New York. The Authority was created to finance,
construct, operate and maintain water and sewage facilities for the benefit of the residents of the
County of Livingston, New York {the County).

The Authority was created by special New York State legislation on July 26, 1995 and commenced
operations with the appointment of its officers on August 23, 1995 and September 13, 1995,

Members of the Authority’s governing board are appointed by the County's Board of Supervisors;
however, the Board of Supervisors exercises no oversight responsibility for management of the
Authority, or accountability for fiscal matters. The County is not liable for any Authority
indebtedness. The Authority is considered a discretely presented component unit of the County
and is included as such within the County's basic financial statements.

The financial statements presented herein do not include agencies that have been formed under

applicable state laws, or separate and distinct units of government apart from the Livingston County
Water and Sewer Authority.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. BASIS OF ACCOUNTING AND BASIS OF PRESENTATION

The financial statements of the Livingston County Water and Sewer Authority have been prepared in
conformity with accounting principles generally accepted in the United States of America (GAAP) as
applied to government units. The Governmental Accounting Standards Board (GASB) is the
accepted standard setting body for establishing governmental accounting and financial reporting
principles. The Authority is engaged only in business-type activities as defined in GASB Statement
No. 34. In compliance with GASB Statement No. 20, the Authority applies all applicable GASB
pronouricements, as well as, Financial Accounting Standards Board’s (FASB) Accounting Standards
Codification unless these standards conflict with or contradict GASB pronouncements.

The financial statements are prepared using the flow of economic resources measurement
focus and the accrual basis of accounting. Under this method, revenues are recorded when earned
and expenses are recorded at the time liabilities are incurred, regardless of when the cash is received
or paid. Nonexchange transactions in which the Authority gives or receives value without directly
receiving or giving equal value in exchange include grants and donations. Revenue from grants and
donations are recognized in the fiscal year in which all eligibility requirements have been satisfied.

The Authority distinguishes operating revenues and expenses from nonoperating items in its financial
statements. Operating revenues and expenses generally result from providing services and delivering
goods in connection with the Authority’s principal on-going operations. The principal operating
revenue of the Authority’s funds are charges to customers for sales and services., Operating
expenses include the costs of sales and services, administrative expenses and depreciation on
capital assets. All revenues and expenses not meeting this definition are reported as nonoperating
revenues and expenses.
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued}

A.

CASH AND CASH EQUIVALENTS

The Authority's cash and cash equivalents consists of cash on hand, demand deposits, and short-
term investments with original maturities of three months or less from the date of acquisition. Cash
and cash equivalents are carried at cost plus accrued interest, which approximates fair value. In
addition, cash with fiscal agent consists of cash that is held by New York State Environmental
Facifities Corporation on the Authority’s behalf.

Certain assets are classified on the balance sheet as restricted because their use is limited. The
proceeds of bond sales can only be used for the stated purpose of the borrowing and therefore any
remaining proceeds are restricted. Also, certain assets were restricted to fund development and
repairs associated with specific service areas.

ACCOUNTS RECEIVABLE

Accounts receivable consist of fees for services for sewer and water charges due from
individuals and other governments. Management considers the receivables fully collectible because
the Authority has the ability to relevy to the respective municipalities’ tax rolls where the water and
sewer customers reside.

CAPITAL CONTRIBUTIONS RECEIVABLE

Capital contributions receivable represents contractual agreements with the Village of Livonia and
Village of Geneseo for capital improvements to system infrastructure in the respective water and
sewer districts. In addition, interest is charged by the Authority for amounts expended during project
completion at rates equivalent to borrowings incurred by the Authority during that time and are
recorded as interest income in the accompanying statements of revenue, expenses and changes in
net assets.

INVENTORY

Inventory of meters and supplies is stated at the lower of cost or market determined on the
first-in, first-out method.

PREPAID EXPENSES

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded
as prepaid items in the financial statements.

CAPITAL ASSETS

Capital assets are recorded at acquisition cost and depreciated over the estimated useful lives of the
respective assets using the straight-line method. The cost of repairs, maintenance and minor
replacements is expensed as incurred, whereas expenditures that materially extend property lives are
capitalized. When depreciable property is retired or otherwise disposed of, the cost and related
accumulated depreciation are removed from the accounts and any gain or loss is reflected in income.

Capitalization thresholds (the dollar value at or above which asset acquisitions are added to the

capital asset accounts), depreciation methods, and estimated useful lives of capital assets reported in
the Authority are as follows:
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Capitalization Depreciation Estimated

Threshold Method Useful Life
Machinery and equipment $10,000 straight-line 5-10 years
Buildings 10,000 straight-line 20-40 years
Water distribution system 10,000 straight-line 30 50 years
Sewer collection system 10,000 straight-line 20-50 years

G. REVENUE RECOGNITION

Revenues from wafer and sewer sales are recognized at the time of service delivery based on
actual or estimated water meter readings and actual sewer uniis.

H. CAPITAL CONTRIBUTIONS

Capital contributions represent amounts that developers, customers and governmenis have
contributed for befterments or additions to capital assets. These contributions are received in
cash or in the form of non-cash contributions of capital items and are recorded at fair value on
the date of donation.

. NET ASSETS
GASB requires the classification of net assets into three components, as defined below:
Invested in Capital Assets. Net of Related Debt - consists of capital assets including restricted
capital assets, net of accumulated depreciation, reduced by the outstanding balances of any

bonds, notes or other borrowings that are attributable to the acquisition, construction, or
improvement of those assets.

Restricted Net Assets - consists of net assets with constraints placed on their use either by
(1) external groups such as creditors, grantors, contributors, or laws or regulations of other
governments; or (2) law through constitutional provisions or enabling legislation.

Unrestricted Net Assets - all other net assets that do not meet the definition of "restricted” or
"invested in capital assets, net of related debt”.

J. INSURANCE

The Authority is exposed to various risks of loss related to torts, theft of, damage to, and destruction
of assets, personal injury liability, and natural disasters. These risks are covered by commercial
insurance purchased from independent third parties. 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. ~Settied claims from these risks have not yet exceeded commercial
insurance coverage for the past three fiscal years.

K. INCOME TAXES

As a public benefit corporation, the Authority is exempt from federal and state income taxes,
as weil as state and local property and sales taxes.
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

L. BUDGET

Under the New York State Public Authorities Law, the Authority board must approve and issue a
budget on an annual basis representing the Authority's objectives and priorities for the year.

N. USE OF ESTIMATES

The preparation of financial statements in accordance with accounting principles generally accepted
. in the United States requires management to make estimates and assumptions that affect the certain
reported amounts and disclosures. Accordingly, actuat results could differ from those estimates.

O. STATEMENTS OF CASH FLOWS

For the purposes of the statements of cash flows, the Authority considers cash to be all unrestricted
and restricted cash accounts including demand accounts and certificates of deposit with an original
maturity of generally three menths or less, as well as, cash with fiscal agent.

P. NEWACCOUNTING PRONQUCEMENTS
During the year ended December 31, 2011, no new accounting pronouncements were adopted. '
The GASB has issued the following new statements:

« Statement No. 57, OPEB Measurements by Agent Employers and Agent Muftiple-employers
Plans, which will be effective for the year ending December 31, 2012;

» Statement No. 61, The Financial Reporting Entity: Omnibus—an amendment of GASB
Statements No. 14 and No. 34, which will be effective for the year ending December 31,
2013; .

« Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in
Pre-November 30, 1989 FASB and AICPA Pronouncements, which will be effective for the
year ending December 31, 2012,

» Statement No. 83, Financial Reporting of Deferred Qutflows of Resources, Deferred Inflows
of Resources, and Net Position, which will be effective for the year ending December 31,
2012; and

s Statement No. 64, Derivative Instruments: Application of Hedge Accounting Termination
Provisions—an amendment of GASB Statement No. 53, which will be effective for the year
ending December 31, 2012.

The Authority is currently studying these statements and plans on adoption of these policies as
deemed appropriate.

NOTE 3 - DEPOSITS AND INVESTMENTS

The Authority's investment poficies are governed by State statutes. In addition, the Authority has its
own written investment policy. Authority monies must be deposited in FDIC-insured commercial
banks or trust companies located within the State. The Authority is authorized to use interest bearing
demand accounts and certificates of deposit. Permissible investments include obligations of the U.S.
Treasury and U.S. agencies, repurchase agreements and obligations of the State of New York and its
localities.
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

NOTE 3 - DEPOSITS AND INVESTMENTS (Continued)

Collateral is required for demand deposits and certificates of 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 the State and its municipalities and school districts.

investment and Deposit Policy
The Authority implemented Governmental Accounting Standards Board Statement No. 40, Deposit
and Investment Risk Disclosures.

The Authority follows an investment and deposit policy, the overall objective of which is to adequately
safeguard the principal amount of funds invested or deposited; conformance with federal, state and
other legal requirements; and provide sufficient liquidity of invested funds in order to meet obligations
as they become due. Oversight of investment activity is the responsibility of the Authority’s Executive
Director.

Interest Rate Risk

Interest rate risk is the risk that the fair value of investments will be affected by changing interest
rates. The Authority’s investment policy does not limit investment maturities as a means of managing
its exposure to fair value losses arising from increasing interest rates.

Credit Risk

The Authority's policy is to minimize the risk of loss due to failure of an issuer or other counterparty to
an investment to fulfill its obligations. The Authority’s investment and deposnt policy authorizes the
reporting entity to purchase the following types of investments:

= Interest bearing demand accounts.

+ Certificates of deposit.

+ Qbligations of the United States Treasury and United Sfates agencies.
» Obligations of New York State and its localities.

Custodial Credit Risk

Custodial credit risk is the risk that in the event of a failure of a depository financial institution, the
reporting entity may not recover its deposits. In accordance with the Authority’s investment and
deposit policy, all deposits of the Authority including interest bearing demand accounts and
certificates of deposit, in excess of the amount insured under the provisions of the Federal Deposit
Insurance Act (FDIC) shall be secured by a pledge of securities with an aggregate value equal o
100% of the aggregate amount of deposits. The Authority restricts the securities to the following
eligible items:

= Obligations issued, fully insured or guaranteed as to the payment of pnncxpal and interest, by the
- United States Treasury and United States agencies.

+ Obligations issued or ful!y insured or guaranteed by New York State and its localities.
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

NOTE 4 - RESTRICTED CASH AND NET ASSETS

The Authority’s cash and net assets are restricted for the following purposes as of December 31:
2011 2010

Capital development and repairs $ 11,039 $ 11.030

Restricted funds are established to fund development and repairs associated with specific service areas.
_In addition, amounts received but unspent from the issuance of a bond anticipation note {BAN) or a
revenue anticipation note (RAN) are reported as restricted until such time as the BAN or RAN expires.

NOTE 5 - ACCOUNTS RECEIVABLE

The Authority’s accounts receivable as of December 31 are as follows:

2011 2010
Water and sewer service fees 5 555,597 $ 517,424
Due from local governments 223,801 215,450

Financing interest 4.339 2,749

$ 783,737 $ 735,623

NOTE 6 - CAPITAL CONTRIBUTIONS RECEIVABLE

Capital contributions receivable at December 31 are as follows:

2011 2010
Village of Geneseo % 578,477 $ 606,375
Village of Livonia 46,840 -

$ 625,317 $ 606,375

NOTE 7 - CAPITAL ASSETS

Capital asset activity for the Authority for the year ended December 31, 2011 was as follows:

Balance Balance
01/01/11 Additions Deletions 12/31/11
Capital assets, not being
depreciated:
Land $ 147,885 § - § - $ 147,985
Construction work-in-progress | 1.836.167 1.467.874 159,374 3,144 667
Total capital assets, not
being depreciated $__ 1984152 $___1467874 § 159374 $___ 32092652
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY

NOTES TO FINANCIAL STATEMENTS

NOTE 7 - CAPITAL ASSETS (Continued)

Capital assets, being depreciated:

Buildings

Water distribution system
Sewer collection sysiem
Machinery and equipment

Total capital assets, being
depreciated

Less accumulated depreciation:
Buildings
Water distribution system
Sewer collection system
Machinery and equipment

Total accumulated depreciation

Total capital assets being
depreciated, net

Total capital assets, net

Capital assets, not being
depreciated:
Land

Construction work-in-progress

Total capital assets, not
being depreciated

Capital assets, being depreciated:

Buildings

Water distribution system
Sewer collection system
Machinery and equipment

Total capital assets, being

Balance Balance
01/01/11 Additions Deletions 12/31/111
$ 4869678 3 7,250 % - $ 4876928
7,390,929 29,941 - 7,420,870
19,553,810 32147 - 19,686,067
2,070.083 82,377 66,148 2,086.312
33,884,600 151.715 66,148 33,970,167
1,180,345 133,966 - 1,314,311
2,005,161 489,352 - 2,494 513
4,250,067 1,057,930 - 5,307,997
1.022 143 128,915 46,427 1.104.631
8,457,716 1.810.163 46,427 10,221 .452
25,426,884 {1.658.448) 19.721 23,748,715
$__ 27411036 $ (190,5674) $ 179,095 $__ 27,041,367
Capital asset activity for the Authority for the year ended December 31, 2010 was as follows:
Balance Balance
01/0110 . Additions Deletions 12/31/10
$ 147,985 $ - % - % 147,985
2,393,401 A71.725 1,028,959 1.836.167
$ 2541386 $ 471725 % 1028959 § 1,984,152
$ 4866593 § 3,085 % - $ 4,869,678
7,363,751 27,178 - 7,390,929
18,499,554 1,054,366 - 19,653,910
2,044,920 25.163 - 2,070,083
32,774,818 1,109,782 - 33,884,600

depreciated
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY

NOTES TO FINANCIAL STATEMENTS

NOTE 7 - CAPITAL ASSETS (Continued}

Balance Balance
01/01/10 Additions Deletions 12/31/10
Less accumulated depreciation:
Buildings 1,048,572 133,773 - 1,180,345
Water distribution system 1,517,070 488,091 - 2,005,161
Sewer collection system 3,201,900 1,048,167 - 4,250,087
Machinery and equipment 897.209 124,934 - 1,022,143
Total accumulated depreciation 6.662.751 1.794 965 - 8,457,716
Total capital assets being
depreciated, net 26,112.067 (685,183) - 25,426,884
Total capital assets, net $__ 28653453 9 (213.458) $_ 1028959 $_ 27411036

NOTE 8 - FINANCING ARRANGEMENTS

On September 30, 2009 the Authority issued a Clean Water Facility Bond Anticipation Note {BAN) with
the NYS Environmental Facilities Corporation to borrow up to a maximum of $1,670,960 to fund the cost
of various sewer projects. The note has an interest rate of 1.02% per annum, will mature on September
30, 2012 and is collateralized by future revenues. At December 31, 2011 and 2010, the Authority had not

made any draw downs on the note.

The Authority had the following construction period loans and debt outstandin'g as of December 31, 2011:

On August 27, 2009, the Authority
issued a $2,921,000 Clean Water
Installment Bond with the NYS
Environmental Facilities Corporation to
fund the cost of various water and
sewer projects. The bond has an
interest rate of 4.27% and will mature
on August 1, 2039.

- On February 7, 2008 the Authority
issued a system revenue note with the
NYS Environmental Facilities
Corporation to borrow up to a
maximum of $964,150 to fund the cost
of the Groveland Station water project.
The note has an interest rate of 0%
and will mature in 2038.

Balance Balance Due Within
01/0111 Additions Paymenis 1243111 One Year
$2,851,000 $ - $ 71,000 $2780,000 3% 75,000

889,686 62,064 31,725 820,025 -
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY

NOTES TO FINANCIAL STATEMENTS

NOTE 8 - FINANCING ARRANGEMENTS {Continued)

On September 30, 2009 the Authority
authorized a bond anticipation note
(BAN) not to exceed $1,670,960 with
the NYS Environmental Facilities
Corporation to fund the cost of various
sewer projects. The BAN is non-
interest bearing and will mature on
September 30, 2012.

The South Cover Water Systermn was
constructed with monies loaned from
the County. The loan is non-interest
bearing and the annual principal
payment is $1,680 ($240/unitfyear).

Balance Balance Due Within
01/01/11 Additions Paymenis 12/31/11 One Year

- 825,910 - 925,910 -

8.651 - 8,651 - -

$3,749.337 $_087974 $ 111376 $4.625935 $_ 75,000

The Authority had the following construction period loans outstanding as of December 31, 2010:

On August 27, 2009, the Authority
issued a $2,921,000 Clean Water
installment Bond with the NYS
Environmental Facilities Corporation to
fund the cost of various water and
sewer projects. The bond has an
interest rate of 4.27% and will mature
on August 1, 2039.

On February 7, 2008 the Authority
issued a system revenue note with the
NYS Environmental Facilities
Corporation to borrow up to a
maximum of $964,150 to fund the cost
of the Groveland Station water project.
The system revenue note is non-
interest bearing, will mature on
February 7, 2011 and is collateralized
by future pledged revenues.

The South Cover Water System was
constructed with monies loaned from
the County. The loan is non-interest
bearing and the annual principal
payment is $1,680 ($240/unit/year).

Balance Balance Due Within
01/01/10 Additions Payments 12/31/10 One Year

$2,921,000 § - % 70000 $2,851000 $ 71,000
892,753 6,933 10,000 889,686 -
10,331 - 1,680 8,851 1.680

$3,824084 $__6933 $__81680 $3,749.337 $__72.680
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

NOTE 8 - FINANCING ARRANGEMENTS (Continued)

Future scheduled principal and interest payments on long-term debt are as follows at December 31:

Principal |nterest

2012 $ 75,000 $ 118,706
2013 75,000 115,504
2014 75,000 112,301
2015 80,000 109,098
2016 80,000 105,683
2017-2021 425,000 475,892
2022-2026 475,000 380,884
2027-2031 530,000 274,988
2032-2036 580,000 157,563
2037-3039 385,000 33.093

$_ 2,780,000 $_1.883712

In 2008, the Authority entered into a Trust Indenture under which debt is issued. The Trust indenture
pledges all revenues and other income collected by the Authority for payment of principal and interest
on the bonds. The Trust Indenture also generally requires establishment of a certain trust funds,
for which M&T Bank acts as a trustee, into which funds are to be deposited. The Authority is required
by this document to maintain on deposit amounts sufficient to cover the annual debt service (as defined in
the Trust Indenture) of its bonds. The Authority covenants in its indenture that it will establish water
and sewer rates sufficient to cover the sum of (1) 105% times debt service, (2) operating revenues
exceed operating expenses as defined by the covenant, and (3) any additional amounts required to
restore the debt service reserve fund to the debt service reserve requirement. As of December 31,
2011 and 2010, there were no covenant requirements with any outstanding debt issues for the Authority.
The Authority includes in their customer billings an amount designated for debt service. The
intention by the Board, related to the use of these revenues, is to satisfy debt service
requirements.

NOTE 9 - FUNDS HELD FOR OTHERS

At December 31, the Authority maintained funds for other unrelated governments related to capital
projects and collections for customers billed by the Authority, as follows:

2011 2010
Compact of towns {flood gates) $ 21,824 5 21,737
- Collections 5,817 4,321
$ 27,641 3 26,058

NOTE 10 - CAPITAL CONTRIBUTIONS

Contributed capital represents amounts contributed by outside entities, and governments or through
federal or state agents. In 2011, $111,262 was contributed from governments for capital developments.
fn 2010, $59,787 was contributed from governments and developers of which $55,000 was received in
the form of non-cash contributions.
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LIVINGSTON COUNTY WATER AND SEWER AUTHORITY
NOTES TO FINANCIAL STATEMENTS

NOTE 11 - COMMITMENTS AND CONTINGENCIES

A. COMMITMENTS
The Authority has an agreement with the County to share the services of the County's employees.
Therefore, the Authority makes monthly payments to the County for all payroll and related employee
expenses. The total amount recognized in 2011 and 2010 was $941,528 and $976,364, respectively.

B. CONTINGENCIES
The Authority is subject to litigation in the ordinary conduct of its affairs. Management does not
believe, however, that such litigation, individually or in the aggregate, is likely to have a material
adverse effect on the financial condition of the Authority.

C. DEC CONSENT ORDER

On September 30, 2011, the DEC Consent Order, previously imposed on the Authority, was lifted
because the Authority met all comgpliance requirements.

D. CONSTRUCTION COMMITMENTS

As of December 31, 2011 and 2010 the Authority had approximately $1,400,000 and $2,900,000,
respectively, committed to complete the various capital projects.
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SECTION C
COMPLIANCE AND INTERNAL CONTROLS
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Independent Auditor’s Report On Internal Control Over Financial Reporting And On
Compliance And Other Matters Based On An
Audit Of Financizal Statements Performed In Accordance With
Government Auditing Standards

To the Board Members of
Livingston County Water and Sewer Authority:

We have audited the financial statements of Livingston County Water and Sewer Authority (the
Authority), a component unit of Livingston County, New York, as of and for the year ended December
31, 2011, and have issued our report thereon dated March 7, 2012. 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 Sfandards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of the Authority is responsible for establishing and maintaining effective internal control
over financial reporting. In planning and performing our audit, we considered the Authority's internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Authority's internal control over financial reporting.  Accordingly, we do not
express an opinion on the effectiveness of -the Authority's internal control over financial
reporting. '

A deficiency in internal control exists when the design or operation of a control does not aliow
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
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.

Our consideration of the internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be deficiencies, significant deficiencies or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that we consider to be
rmaterial weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority's financial statements
are free of 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 financia! statement amounfs. 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.

This report is intended solely for the information and use of the Authority Board, management of the

Authority and the New York State Office of the State Comptroller and is not intended to be and should
not be used by anyone other than these specified parties.

Flad Maper cs, fC.

Batavia, NY
March 7, 2012
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