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October 24, 2011
To the Board of Directors
Rivanna Water and Sewer Authority
Charlottesville, Virginia

The Comprehensive Annual Financial Report (CAFR) of the Rivanna Water and Sewer Authority
(Authority) is submitted herewith. This report has been prepared in conformity with the reporting and
accounting standards promulgated by the Government Accounting Standards Board and the Financial
Accounting Standards Board and with the accounting and reporting standards for enterprise funds set out
by the Government Finance Officers Association of the United States and Canada, with such modifications
as apply to our status as an independently chartered corporation. The information in the report is believed
by Authority management to be sufficient to fully represent the financial result of the Authority's operations
for the year ended June 30, 2011 and to provide an accurate and useful picture of the Authority's status as
of that date. All information included is the responsibility of the management of the Authority with respect
to accuracy, completeness and fairness.

Management’s discussion and analysis (MD&A) immediately follows the independent auditors’ report and

provides a narrative introduction, overview, and analysis of the basic financial statements. MD&A
complements this letter of transmittal and should be read in conjunction with it.

ORGANIZATION AND SERVICES PROVIDED

The Rivanna Water and Sewer Authority is a regional non-profit public corporation and political subdivision
of the Commonwealth chartered in 1972 under the Virginia Water and Waste Authorities Act (1950, as
amended), that supplies drinking water to and treats the sewage of Charlottesville (City) and certain areas
of Albemarle County (County). The Authority is a wholesale agency and bills monthly both Charlottesville
and the Albemarle County Service Authority, which handle retail distribution of water and collection of
sewage in their respective service areas.

The Authority is charged to acquire, finance, construct, operate and maintain facilities for the
impoundment, production, storage, treatment and transmission of potable water and for the interception,
treatment and discharge of wastewater. The Authority operates under the terms of a Service Agreement
signed June 12, 1973 by the officers of the Charlottesville City Council, the Albemarle County Board of
Supervisors, the Albemarle County Service Authority and the Rivanna Water and Sewer Authority. The
Authority has determined that it is not part of the reporting entity of either the City of Charlottesville or the
County of Albemarle and will not be included in the financial report of either (see Note 1 to the Financial
Statements).

SERVING CHARLOTTESVILLE & ALBEMARLE COUNTY



ORGANIZATION AND SERVICES PROVIDED: (CONTINUED)

The Authority is governed by a seven member Board of Directors (Board). The Board appoints an
Executive Director, who manages Authority operations under their direction. The Authority is now
organized in administration, laboratory, engineering, maintenance, water, and wastewater departments.
The Authority operates and maintains five water treatment plants and four wastewater treatment plants
and the associated water storage facilities, pump stations, transmission mains and interceptor sewers, as
well as a hydropower generating facility. Retail distribution of water and collection of wastewater is
performed by the Authority's two customers: the City of Charlottesville's Public Utilities Division and the
Albemarle County Service Authority.

JOINT ADMINISTRATION

By mutual agreement of the respective Boards of Directors, the Authority currently shares administrative
staff and office space with the Rivanna Solid Waste Authority, which is billed monthly for its portion of the
costs. Administrative procedures were implemented to ensure proper segregation of funds, purchasing
activity, personnel, and similar matters. In general, the Rivanna Solid Waste Authority adopted existing
Authority administrative policies, procedures and regulations for its own use. The Authorities have also
agreed to adopt and administer joint Safety Regulations and a joint Safety Program.

ACCOUNTING AND BUDGETARY CONTROLS

The Authority's accounting records are maintained on the accrual basis of accounting. Under this method,
revenues are recognized when earned and expenses are recorded when incurred, without regard to
receipt or payment of cash. Current controls provide reasonable assurance that the Authority's assets are
properly recorded and protected and that the financial data may be used with confidence in the preparation
of historical reports and projections. Accounting control is maintained by segregation of duties and data
security systems in all areas of record keeping, disbursements, and purchasing authority. All of these
control systems are reviewed regularly by staff and are evaluated as part of the annual financial audit (see
Annual Audit section below).

The Authority is required by the Service Agreement to adopt an annual budget for setting wholesale rates
as well as for fiscal guidance to staff. Separate fiscal year budgets are currently prepared for six rate
centers to include direct costs and allocations of administrative, engineering, maintenance, lab and debt
service expenses. Projections of flows and expenses are used to calculate rates per thousand gallons for
the two Urban rate centers and flat monthly charges for the other rate centers. A proposed budget for
each fiscal year is prepared by the Authority Directors and the Executive Director and submitted to the
Board of Directors, usually in February, with a public hearing held on the proposed rates in April or May.
All budget items lapse at the end of the fiscal year, with the exception of encumbrances and capital
commitments. It should be noted that the budget is prepared for internal use and does not reflect the
accrual basis of accounting. An example of this is that principal payments on debt are shown as an
expense.

Budgetary compliance is monitored and reported to the Board by the Director of Finance & Administration
and the Executive Director. Projections of both revenues and expenses are understood to reflect
anticipated service levels and to incorporate a variety of economic, climatic, and demographic forecasts.
Variances from budget line items are examined at least monthly to assure a reasonable relation between
actual costs and actual service levels, emergencies, or economic conditions.



ANNUAL AUDIT

The Code of Virginia, the June 12, 1973 Service Agreement, the Trust Agreement and its Supplements
require an annual audit of the books and records of the Authority. The opinion of our independent certified
public accountants is included in the Financial Section.

AWARDS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Rivanna Water and Sewer Authority
for its comprehensive annual financial report for the fiscal year ended June 30, 2010. In order to be
awarded a Certificate of Achievement, a governmental unit must publish an easily readable and efficiently
organized comprehensive annual financial report. This report must satisfy both generally accepted
accounting principles and applicable legal requirements.

This report is valid for a period of one year only. We believe that our current comprehensive annual

financial report continues to meet the Certificate of Achievement Program’s requirements, and we will
submit it to the GFOA to determine its eligibility for a certificate.

ACKNOWLEDGEMENTS

The help of staff and of our certified public accountants is gratefully acknowledged. Such help and the
Board of Directors’ support and commitment to financial reporting excellence are essential to the
preparation of this report.

Respectfully submitted,

e el

Director of Finance and Administration
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ROBINSON, FARMER, COX ASSOCIATES

CERTIFIED PUBLIC ACCOUNTANTS A PROFESSIONAL LIMITED LIABILITY COMPANY

Independent Auditors’ Report

To the Board of Directors
Rivanna Water & Sewer Authority
Charlottesville, Virginia

We have audited the accompanying statement of net assets of the Rivanna Water & Sewer Authority as of
June 30, 2011 and 2010, and the related statements of revenues, expenses and changes in net assets, and
cash flows for the years then ended. 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 audits in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States; and the Specifications for Audits of Authorities, Boards, and
Commissions, issued by the Auditor of Public Accounts of the Commonwealth of Virginia. 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 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 significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe 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 Rivanna Water & Sewer Authority, as of June 30, 2011 and 2010, and the changes in financial
position and cash flows, thereof 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 October 11, 2011,
on our consideration of the Rivanna Water & Sewer 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 the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our
audit.
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Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, schedule of funding progress for the defined benefit pension plan and the schedule of
funding progress of the other post-employment benefits plan 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 management’s discussion and analysis, schedule of funding progress
for the defined benefit pension plan and the schedule of funding progress of the other post-employment benefit
plan 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 management’s discussion and analysis, the schedule of funding progress for
the defined benefit pension plan and the schedule of funding progress for the other postemployment benefit
plan because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

Our audits were conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Rivanna Water & Sewer Authority’s financial statements as a whole. The introductory and
statistical sections are presented for purposes of additional analysis and are not a required part of the financial
statements. The introductory and statistical sections are the responsibility of management and were derived
from and relate 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.

wan, Brnery, B (Dossecalis

Charlottesville, Virginia
October 11, 2011
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Management's Discussion and Analysis

To the Board of Directors
Rivanna Water & Sewer Authority
Charlottesville, Virginia

As management of the Rivanna Water & Sewer Authority (the Authority), we offer readers of our financial
statements this narrative overview and analysis of the financial activities of the Authority for the fiscal year
ended June 30, 2011. We encourage readers to consider the information presented here in conjunction with
additional information that we have furnished in our letter of transmittal, which can be found on pages 3
through 7 of this report.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Authority's basic financial
statements. Since the Authority is engaged only in business-type activities, its basic financial statements are
comprised of only two components: 1) enterprise fund financial statements and 2) notes to the financial
statements. This report also contains other supplementary information in addition to the basic financial
statements themselves.

Enterprise fund financial statements. The enterprise fund financial statements are designed to provide
readers with a broad overview of the Authority's finances, in a manner similar to a private-sector business.

The statement of net assets presents information on the Authority's assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a
useful indicator of whether the financial position of the Authority is improving or deteriorating.

The statement of revenues, expenses and changes in net assets presents information showing how the
Authority's net assets changed during the most recent fiscal year. All changes in net assets are reported as
soon as the underlying event giving rise to the change occurs, regardless of the timing of the cash flows.
Thus, revenues and expenses are reported in this statement for some items that will only result in cash flows
in future fiscal periods (e.g. earned but unused vacation leave).

The basic enterprise fund financial statements can be found on pages 24 through 27 of this report.
Notes to financial statements. The notes provide additional information that is essential to a full

understanding of the data provided in the financial statements. The notes to the financial statements can be
found on pages 29 through 50 of this report.

Required supplementary information. This report also includes required supplementary information

concerning the Authority's progress in funding its obligation to provide pension benefits to its employees. It is
located immediately following the notes to financial statements.
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Financial Highlights

The assets of the Authority exceeded its liabilities at the close of the most recent fiscal year by $104 million
(net assets). Of this amount $23 million (unrestricted net assets) may be used to meet the Authority's
ongoing obligations to customers and creditors while $3 million of net assets are restricted for the
bondholders.

Rivanna's total net assets increased by $12.5 million in Fiscal Year 2011 and by $20.4 million in FY 2010,
which is an indication of improvement in financial position.

The Authority's total assets increased during each of the past two fiscal years, primarily due to investment
in capital assets with debt financing. Several major projects were well under way this past year and will
continue into the next fiscal year.

Total liabilities increased by $18 million this year and by $14.5 million in FY 2010 due to the issuance of
new debt to finance capital projects.

Significant wastewater flows from large snowfall and rain events in FY 2010 caused a 31% increase in
wastewater revenues over the previous year. FY 2011 wastewater flows were more in line with average
flows, so related revenues decreased by 13%.

Grant revenues decreased $5.5 million this year after increasing $10.6 million in the prior year.

Financial Analysis

The largest portion of Rivanna Water and Sewer Authority's net assets (75 percent) reflects its investment in
capital assets, net of related debt outstanding that was used to acquire those assets. The Authority uses
these capital assets to provide services to its customers; consequently, these assets are not available for
future spending. Although the Authority's investment in capital assets is reported net of related debt, the
resources needed to repay this debt are derived from the revenue generating capability of these capital assets
and not from the capital assets themselves. At the end of the past three fiscal years, the Authority has
reported positive balances in all categories of net assets.

Net Assets
2011 2010 2009

Current and other assets $ 37,822249 $§ 38,778,357 $ 31,255,042
Capital assets 144,902,553 113,449,532 86,082,208

Total assets $ 182,724,802 $ 152,227,889 $ 117,337,250
Noncurrent liabilities $ 70,493545 $ 54,793,204 $ 40,869,603
Current liabilities 8,364,349 6,041,915 5,493,418

Total liabilities $ 78,857,894 $ 60,835,119 $§ 46,363,021
Net assets:
Invested in capital assets, net of related debt $ 77,662,172 $ 62,172,653 $§ 47,324,770
Restricted 3,048,111 2,522,530 3,230,185
Unrestricted 23,156,625 26,697,587 20,419,274

Total net assets $ 103,866,908 $ 91,392,770 $ 70,974,229
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Financial Analysis: (Continued)

Operating revenues decreased $1,483,000 in FY 2011 after increasing by $3,909,000 in FY 2010, because
precipitation and resulting wastewater revenues were significantly higher than average in FY 2010. Grant
revenues declined by $5.5 million this year after increasing by $10.5 million in the prior year, which is directly
related to the increase and decrease in construction costs incurred on the Moores Creek Enhanced Nutrient
Removal (ENR) project and the state’s 15% reduction in grant funding last year. Total expenses increased
6%, primarily due to a $500,000 increase in interest on debt service. Key elements of these changes are
explained further in the Review of Operations section.

Changes in Net Assets

2011 2010 2009
Revenues:
Operating revenues
Metered water sales $ 10,895551 $ 10,746,260 $ 9,867,555
Wastewater service charges 11,069,488 12,701,859 9,671,122
Nonoperating revenues
Investment earnings 120,623 149,587 418,585

Buck Mountain revenue 52,400 93,300 90,300

Administrative reimbursement 277,000 418,000 420,000
Other revenues 256,541 110,396 140,205
Capital grants 6,080,256 11,531,027 970,169
Total revenues $ 28,751,859 $§ 35,750,429 $ 21,577,936
Expenses:
Operating expenses
Personnel $ 5,525,332 5,428,691 5,449,513
Professional services 338,814 238,975 210,710
Other services and charges 2,341,123 2,137,741 2,291,946
Operations and maintenance 2,415,211 2,412,752 2,515,504
Depreciation expense 2,962,912 2,966,823 2,906,351
Nonoperating expenses
Interest expense 2,607,502 2,107,381 2,090,583
Amortization expense 86,827 39,525 39,995
Total expenses $ 16,277,721 15,331,888 15,504,602
Increase in net assets $ 12,474,138 20,418,541 6,073,334
Net assets - July 1 91,392,770 70,974,229 64,900,895
Net assets - June 30 $ 103,866,908 91,392,770 70,974,229
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Capital Asset and Debt Administration:

Capital Assets - The Authority's investment in
capital assets net of accumulated depreciation
increased 28% in the current year and 32% in the
prior year as a result of costs incurred on major
wastewater construction projects in both years that
are still in progress. More detailed information on
the Authority’s capital assets is presented in Notes
5 and 6 of the notes to the financial statements and
is addressed further under the operations
discussion below.

The various categories of capital assets net of
depreciation at the end of the past three fiscal years
are as follows:

Moores Creek WWTP ENR Project

2011 2010 2009
Land and improvements $ 7,740,670 $ 7,740,670 $ 7,740,670
Buildings and operating equipment 63,620,207 65,608,994 68,420,532
Trucks and autos 184,697 258,618 271,347
Office equipment 25,261 41,777 59,453
Construction in progress 73,331,718 39,799,473 9,590,206
Total capital assets $ 144,902,553 $ 113,449,532 $ 86,082,208
Major capital asset activity for the current fiscal year included:
Current Year Projects:
MCWWTP Upgrade to ENR Construction $ 15,440,588
Meadowcreek Interceptor Improvements 11,302,154
MCWWTP Wet Weather Capacity 4,583,710
Ragged Mountain Dam Design 1,855,049
Moores Creek Pump Stn & Force Main Upgrade 1,188,821
Route 29 Pumping Station Site Acquisition 332,686
Interceptor Sewer & Manhole Repair 253,805
Stillhouse System Pump Station 111,612
Disinfection By-Product Optimization - Urban 101,071
Rivanna Pump Station Upgrade 80,020
Mitigation Plan Implementation 62,121
MCWWTP Odor Control (68,588)
29 North Pipeline Removal/Temporary Pump Connection (251,074)
MCWWTP Septage Receiving (799,045)
Other 217,630
Retainage on Construction in Progress (31,994)

Total Current Year Construction Costs and Adjustments $ 34,378,566
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Capital Asset and Debt Administration: (Continued)

Long-Term Debt - At the end of the current fiscal year, the Authority had $73,831,000 in bonds outstanding
versus $57,250,000 last year, an increase of $16,581,000 due to draws on new bonds issued this year (Series
2011A, B, and C) and Series 2009A and 2010A Bonds issued in recent years. The 2009A and 2011 bonds are
Virginia Revolving Loan Fund debt instruments for $24,000,000 and $11,000,000, respectively being used to
fund the Moores Creek ENR project. The Series 2010A Bond is another Virginia Revolving Loan Fund loan in
the original amount of $15,180,000 for the Meadow Creek Sewer Rehabilitation project. These loans act like
construction loans where the proceeds stay with the State until the construction costs are paid to the
contractor. Approximately $14,346,700 was remaining to be drawn on these loans at year end, which will add
to the long-term debt balances in the next few years.

On March 9, 2011, Standard & Poor’s issued a report after its review of the Authority’s financial condition
relative to the outstanding revenue bonds. The report states that Standard & Poor’s “raised its rating on
Rivanna Water and Sewer Authority, Va.’s revenue bonds outstanding to ‘AA+’ from ‘AA’, reflecting our view of
the authority’s maintenance of a strong financial position as it has continued to successfully manage its capital
needs.”

Although the revolving loan fund “loan/bonds” mentioned above did not need to be reviewed or carry an official

rating from the rating agencies, they do affect their review of the financial and debt profile in general. The
Series 2001, 2003 and 2005B Bonds are more directly affected by this positive increase in our bond ratings.

Review of Operations

Operating revenues for Fiscal Year 2011 decreased 6.3% from the previous year for two main reasons.
Wastewater revenues were abnormally high in FY 2010 (31% higher than FY 2009) due to significant flows
from wet weather and have leveled off to normal levels again for FY 2011. Grant revenues have declined
$5,451,000 because the project that those

Revenues revenues fund entered its final stages of

construction, and the State Water Quality

$14,000,000 Improvement Fund (WQIF) is falling short
$12,000,000 ] of its obligations to utilities like Rivanna for
the Chesapeake Bay clean-up program.

$10,000,000 The WQIF was to fund a set amount of the

wastewater treatment plant upgrades at
the Moores Creek; however the state
$6,000,000 began funding only 85 percent of its
agreed obligation beginning July 1, 2010,
and will stop funding its obligations
$2,000,000 altogether after December 2011 until such
time as funding becomes available
Fy 2000 Fy 2010 Fy 2011 through the state budgeting process. The
revenues from grants fund the capital
program directly and do not support
operations.

$8,000,000

$4,000,000

$0

@ Water Charges O Wastewater Charges B Nonoperating Revenues ® Capital Grants

The Authority has been steadily increasing rates over the years due to the aggressive capital improvement
plan adopted by the Board of Directors and the related debt service impacts to our revenue requirements.
However, for FY 2011 rates were relatively flat or decreasing. As the economy worsened, the authority strived
to keep rates from rising as in the past. Urban Water rates actually decreased both for the City and the
Albemarle County Service Authority (ACSA) by 1% and 0.5% respectively. Water flows for FY 2011 did
increase about 2.3% from FY 2010 resulting in a $149,000 increase in revenues or 1.4%.
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Review of Operations: (Continued)

Urban Wastewater rates were relatively flat as well. City rates increased 3.8% but the ACSA rates decreased
0.5% mainly due to a shift in the allocation of the flows between the two customers based on those retail
systems’ reported flow amounts. Revenues from wastewater charges decreased 12.9% or $1,632,000 due to

lower flows.

As mentioned above, flows in the two urban rate centers are the single largest determining factor in the
revenues billed to our two customers. Urban Water was a good example, despite rates that were lower than
the previous year, revenues were slightly higher. The graphs below show the flows for the year compared to

the last two years and the five-year average.
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FY 2011 Urban Water flows (green line) started off the year much higher than FY 2010, but began to even out
as the year progressed ending the year with a smaller increase. Weather patterns can significantly affect

metered flows and revenues as the graph below for wastewater flows demonstrates.
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Review of Operations: (Continued)

Operating expenses did increase over FY 2010 by 3% or $398,000 but were nearly flat (only 1.5%) compared
to FY 2009 spending levels. Personnel expenses increased 1.8% due to benefit increases and a one-time
bonus to all employees of $1,500 each. Employees had not seen a pay increase since 2008. The remaining
cost increase is related to engineering services for the dredging studies and the statewide water supply
planning services.

Cash balances were stable for the year which is evident in maintaining a strong debt service coverage ratio the
past several years. (See Table 8 in the Statistical Section.) The Authority has been able to meet targets to
increase cash reserves for rate stabilization, maintenance and capital replacement through the rate setting
policies. After the drought of 2002, which fiscally occurred in FY 2003, the Authority began setting aside funds
for rate stabilization to better handle wide fluctuations in flow. Rate stabilization reserves totaled $1,000,000 at
June 30, 2011. The Authority began setting aside funds in FY 2004 for watershed and water resources
management projects relative to the environmental health of the community’s watershed, which totaled
$421,000 at the end of FY 2011. Some of these funds were used to pay for research into the viability of
dredging the South Fork Rivanna Reservoir.

The Capital fund cash had been accumulating in previous fiscal years according to the Capital Improvement
Plan; however, this past year we have used a large portion of the capital fund to pay project costs that are not
covered by the recently issued Revolving loan fund loan/bonds mentioned previously. Capital cash funded
roughly $5,751,000 last year and $3,400,000 in fiscal year 2010 of the capital projects expenditures over the
last two years. Several projects that are being funded with grants and loans have a lag of time between paying
the contactors and receiving the funds from the grant and loan sources. This “draw down lag” is causing a
need for working capital just for capital project cash flow needs to temporarily fund projects awaiting
reimbursement. The capital cash fund is supplying that cash flow need. While these funds are being used as
anticipated, the next phase of capital projects financing is being sought as mentioned above in the Long-term
debt section. As proceeds are used from these sources, capital cash will again accumulate to fund an
ambitious capital program. This is a cash flow cycle that will keep repeating over the next few years due to the
large size and amount of capital expansion at the Authority which is discussed more in depth in the next
section.

Capital Improvements & Long-Term Trends -
The Authority generally updates the five-year projection of our Capital Improvement Plan (CIP) annually. The
following estimates from the CIP adopted in October 2010 are broken out by fiscal year:

2011 $ 127,034,300 Capital Budget

2012 25,239,200 CIP estimate
2013 22,965,000 CIP estimate
2014 9,660,100 CIP estimate
2015 1,364,000 CIP estimate

$ 186,262,600

The fiscal challenges placed on the Authority with such an aggressive CIP have prompted management to
target funding a portion, roughly 10 percent, of our capital costs with cash reserves. The total five-year CIP is
estimated at $186.3 million in capital needs through the year 2015. The first year of the CIP is the capital
budget, and at year end $72.9 million of the $127 million was in progress and spent or nearly 57% completed.
The next update to the CIP is slated for the Fall of 2011.
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Review of Operations: (Continued)

One of the largest and most publicly scrutinized capital projects is the future increase to water supply better
known as the Community Water Supply project. With support from the City, County and the Albemarle County
Service Authority, Rivanna submitted a permit application to expand the Ragged Mountain Reservoir, replace
the existing dam, and construct a new pipeline between the new reservoir and the South Fork Rivanna
Reservoir. This plan would supply the community with the raw water it needs for the next 50 years.

A permit application was submitted, and approval was received from the Virginia Department of Environmental
Quality in February 2008 and the federal permit was received from the Army Corps of Engineers in June 2008.
Since then, public concerns over various issues like dredging of the South Fork Rivanna Reservoir to
sentiments that there is no need for additional water supply now that conservation has reduced demand have
been part of the public debate over the long-term water supply. The City and County came to a compromise
last winter to continue with the replacement of the dam at Ragged Mtn. and begin the process of dredging the
South Fork Rivanna Reservoir. The dam, after being thoroughly reviewed by a team of independent dam
experts, was to be redesigned as an earthen dam. An earthen dam does not require the same foundation
construction as the concrete dam previously being designed. Several years ago, the geotechnical analysis of
the borings taken at the dam site had discovered some concerns over the bedrock foundation. The change in
course eliminated the issue of the fractured bedrock because the earthen dam is not only feasible but appears
to be a better economic fit for the water plan because the costs of the redesigned dam will be much less. The
water supply project is actually several projects including building the reservoir, building a new pipeline,
mitigation work and plant expansion at the Observatory Water Treatment Plant over the next 20 to 50 years.

Ragged Mountain Earthen Dam lllustration

Nutrient removal requirements of the wastewater treatment process are being mandated by the State as part
of the statewide efforts in the clean-up of the Chesapeake Bay. This project is estimated to cost roughly $49
million when completed ($42.7 million has be expended at year end). Several sewer projects, the Meadow
Creek and Schenks Branch interceptors, were badly in need of replacement due to age and capacity
limitations. The Meadow Creek Project, which has a budget of $20 million is nearing completion. The
significant precipitation in 2010 drew attention to the poor condition of the community’s wastewater
infrastructure. The City, ACSA and Rivanna along with Virginia DEQ have worked on an integrated
wastewater plan to add and rehabilitate sanitary sewer capacity. These projects that the Authority is calling
“Wet Weather Capacity” will be affecting all wastewater infrastructures from the collection interceptors, the
pump stations and the wastewater treatment plant, and will have estimated costs of approximately $65 — 80
million in future capital spending.
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Review of Operations: (Continued)

Despite the significant infrastructure needs identified in the CIP, the Authority is positioned to provide for these
needs by using more cash up front for projects and having a debt and rate structure that will accommodate
more debt in the future. The Authority has been slowly but consistently implementing rate increases to pay for
such infrastructure needs in 5 year increments. As shown in the graph, which represents debt service
payments on existing and recent debt, the Authority has a declining debt structure (2014 & 2018). Additionally,
the rates are currently programmed to generate $10.1 million in debt service revenues; however, the
wastewater capital needs will require additional rate increases in the future.

Debt Service FY 2012-2036
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Requests for Information
This financial report is designed to provide a general overview of the Authority’s finances. Questions

concerning any of the information provided in this report or requests for additional financial information should
be addressed to the Finance Department at 695 Moores Creek Lane, Charlottesville, Virginia 22902-9016.
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RIVANNA WATER & SEWER AUTHORITY Exhibit 1
Statement of Net Assets
At June 30, 2011 and 2010
At June 30,
2011 2010
ASSETS
Current assets:
Cash and cash equivalents (Note 2) $ 23,633,368 $ 22,641,515
Restricted cash & cash equivalents 3,173,210 2,489,969
Accounts receivable 1,853,540 2,855,480
Grants receivable 359,798 2,544,759
Unbilled accounts receivable 17,000 41,800
Total current assets $ 29,036,916 $ 30,573,523
Noncurrent assets:
Restricted assets:
Cash & cash equivalents $ 8,288,835 $ 7,699,793
Investments (Note 4) 30,953 34,571
Total restricted assets $ 8,319,788 $ 7,734,364
Other assets:
Unamortized bond issue costs $ 465,545 $ 470,470
Capital assets: (Note 5)
Land and improvements $ 7,740,670 $ 7,740,670
Buildings and operating equipment 118,868,973 118,002,302
Trucks and autos 1,131,034 1,127,777
Office equipment 482,091 482,091
Less accumulated depreciation (56,651,933) (53,702,781)
Sub-total $ 71570,835 $ 73,650,059
Construction work in progress (Note 6) 73,331,718 39,799,473
Total capital assets $ 144,902,553 $ 113,449,532
Total noncurrent assets $ 153,687,886 $ 121,654,366
Total assets $ 182,724,802 $§ 152,227,889

The accompanying notes to financial statements are an integral part of this statement.
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RIVANNA WATER & SEWER AUTHORITY Exhibit 1
Statement of Net Assets
At June 30, 2011 and 2010
At June 30,
2011 2010
LIABILITIES AND NET ASSETS
Liabilities:
Current liabilities:
Accounts payable 2,321,238 1,106,057
Retainage payable 1,228,896 1,260,890
Accrued vacation leave payable 290,000 300,000
Accrued interest payable 140,303 150,308
Revenue bonds payable - current portion (Note 7) 1,210,702 734,691
Subtotal current liabilities 5,191,139 3,551,946
Current liabilities (payable from restricted assets):
Accrued interest payable 625,099 467,439
Revenue bond principal - current portion (Note 7) 2,548,111 2,022,530
Subtotal current liabilities (payable from restricted assets) 3,173,210 2,489,969
Total current liabilities 8,364,349 6,041,915
Noncurrent liabilities:
Accrued vacation leave payable 94,248 66,671
Other post employment benefits payable (Note 11) 326,836 233,401
Revenue bonds payable - noncurrent portion (Note 7) 70,072,461 54,493,132
Total noncurrent liabilities 70,493,545 54,793,204
Total liabilities 78,857,894 60,835,119
Net assets:
Invested in capital assets, net of related debt 77,662,172 62,172,653
Restricted for bond covenants 3,048,111 2,522,530
Unrestricted 23,156,625 26,697,587
Total net assets 103,866,908 91,392,770
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RIVANNA WATER & SEWER AUTHORITY

Statement of Revenues, Expenses, and Changes in Net Assets

Years Ended June 30, 2011 and 2010

Exhibit 2

Operating revenues:
Metered water sales
Wastewater service charges

Total operating income

Operating expenses:
Personnel costs
Professional services
Other services and charges
Operations and maintenance
Depreciation

Total operating expenses
Operating income

Nonoperating revenues (expenses):
Investment earnings
Buck Mountain revenue
Administrative reimbursement
Other revenues
Interest expense
Amortization expense

Total nonoperating revenues (expenses)

Income before capital grants
Capital grants

Change in net assets
Net assets, beginning of year

Net assets, end of year

Year Ended June 30,

2011 2010
10,895,551 $ 10,746,260
11,069,488 12,701,859
21,965,039 $ 23,448,119
5525332 $ 5,428,691

338,814 238,975
2,341,123 2,137,741
2,415,211 2,412,752
2,962,912 2,966,823
13,583,392 $ 13,184,982
8,381,647 $ 10,263,137

120,623 $ 149,587

52,400 93,300

277,000 418,000

256,541 110,396
(2,607,502) (2,107,381)

(86,827) (39,525)
(1,987,765) $  (1,375,623)
6,393,882 $ 8,887,514
6,080,256 11,531,027
12,474,138 $ 20,418,541
91,392,770 70,974,229
103,866,908 $ 91,392,770

The accompanying notes to financial statements are an integral part of this statement.
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RIVANNA WATER & SEWER AUTHORITY

Statement of Cash Flows
Years Ended June 30, 2011 and 2010

Exhibit 3

Operating activities:
Receipts from customers and users
Payments to suppliers
Payments to and on behalf of employees

Net cash provided by (used in) operating activities

Capital and related financing activities:
Additions to capital assets
Disposal of capital assets
Principal payments on bonds
Capital grants
Proceeds from indebtedness, net of issue costs
Interest payments

Net cash provided by (used in) capital and related financing activities

Investing activities:
Maturity of investments
Interest and dividends received

Net cash provided by (used in) investing activities
Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year (including $10,189,762
and $9,277,997, respectively reported in restricted accounts)

Cash and cash equivalents at end of year (including $11,462,045 and
$10,189,762, respectively reported in restricted accounts)

Reconciliation of operating income (loss) to net cash provided by
(used in) operating activities:
Operating income
Adjustments to reconcile operating income (loss) to net cash
provided by (used in) operating activities:
Depreciation
Buck Mountain revenue
Other nonoperating revenues
Changes in operating assets and liabilities:
(Increase) decrease in receivables
Increase (decrease) in operating payables and accrued expenses

Net cash provided by (used in) operating activities

Noncash investing, capital and financing activities:
Increase (decrease) in fair value of investments
Increase (decrease) in grants receivable - capital
(Increase) decrease in accounts payable for capital projects

Year Ended June 30,

2011 2010
23,575,584 $ 23,008,762
(5,235,535) (4,687,497)
(5,414,321) (5,300,155)
12,925,728 $ 13,021,110

(33,092,320) $

(29,119,225)

2,137 8,544
(4,572,303) (3,699,012)
8,265,217 8,986,268
21,001,837 16,453,936
(2,390,400) (1,895,039)
(10,785,832) $  (9,264,528)
3,762 $ 2,671
120,478 148,172
124,240 $ 150,843
2,264,136 $ 3,907,425
32,831,277 28,923,852
35,095413 $ 32,831,277
8,381,647 $ 10,263,137
2,962,912 2,966,823
52,400 93,300
531,404 519,852
1,026,740 (1,052,509)
(29,375) 230,507
12,925,728 $ 13,021,110
144 $ 1,415
(2,184,961) 2,544,759
(1,355,567) 45,971

The accompanying notes to financial statements are an integral part of this statement.
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010

Note 1-Formation of the Rivanna Water & Sewer Authority:

In the interest of efficient water quality management for the upper Rivanna River Basin, the Rivanna Water and
Sewer Authority was formed on June 7, 1972 as a joint venture of the City of Charlottesville, the Albemarle
County Service Authority, and the County of Albemarle, pursuant to the Virginia Water and Waste Authorities
Act (1950 as amended). The Authority is responsible for acquiring, financing, constructing and maintaining
facilities for the improvement, treatment, storage and transmission of potable water, and for the interception,
treatment and discharge of wastewater for the City and County. The Authority operates under the terms of a
Service Agreement among the Authority, the Albemarle County Service Authority, the City of Charlottesville,
and the County of Albemarle which was signed June 12, 1973.

Determination of the Reporting Entity

The Rivanna Water & Sewer Authority was established according to the Agreement mentioned above for the
purposes stated. The participating entities are City of Charlottesville, County of Albemarle, and Albemarle
County Service Authority. The City of Charlottesville and the Albemarle County Service Authority have an
ongoing financial responsibility to the Authority because a covenant to pay the Authority’s rates and charges is
included in the operating agreement.

The Authority’s governing body is comprised of three members appointed by the County, three members
appointed by the City, and one member who is jointly appointed by the City and County. Therefore, none of
the participants appoints a voting majority of board members.

The Authority is perpetual. No participating government has access to its resources or surpluses, nor is any
participant liable for the Authority’s debts or deficits. The Authority also has the ability to finance its capital
projects through user charges or the sale of revenue bonds.

Based on the above representations, the Rivanna Water & Sewer Authority has been determined to be a joint
venture of the City of Charlottesville, County of Albemarle and Albemarle County Service Authority. The
Authority is not a component unit of any of the participating governments. There are no component units to be
included within the Authority’s financial statements.

For purposes of reporting entity disclosure, it should be noted that a separate entity, the Rivanna Solid Waste
Authority, provides garbage and refuse transfer and disposal services to the City of Charlottesville and
Albemarle County. Although certain administrative employees provide services to both Authorities, each
Authority is operationally and legally independent.

Note 2-Significant Accounting Policies:

A. Basis of Accounting

Rivanna Water & Sewer Authority operates as an enterprise activity, uses the flow of economic resources
measurement focus and its accounts are maintained on the accrual basis of accounting. Under this
method, revenues are recognized when earned, and expenses are recorded as liabilities when incurred,
without regard to receipt or payment of cash. The Authority accrues revenue for services rendered but not
yet billed at the end of the fiscal year. Private-sector standards of accounting and financial reporting
issued prior to December 1, 1989 generally are followed in business-type activities to the extent that those
standards do not conflict with or contradict guidance of the Governmental Accounting Standards Board.
The Authority has elected not to follow subsequent private-sector guidance. The Authority accounts have
been audited by an independent firm annually since its founding in accordance with the requirements of the
Service Agreement, dated June 12, 1973, among the Authority, the City of Charlottesville, Albemarle
County, and Albemarle County Service Authority.
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 2-Significant Accounting Policies: (Continued)

A.

Basis of Accounting: (Continued)

The Authority distinguishes operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with the Authority’s principal ongoing operations. The principal operating revenues of the
Authority are charges to customers for sales and services. Operating expenses include the cost 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.

Accounts Receivable

Accounts receivable are stated at book value utilizing the direct write-off method for uncollectible accounts.

Basic Financial Statements

Since the Authority is only engaged in business-type activities, it is required to present only the financial
statements required for enterprise funds. For the Authority, the basic financial statements and required
supplementary information consist of:

+ Management’s discussion and analysis
« Enterprise fund financial statements

— Statement of Net Assets
— Statement of Revenues, Expenses, and Changes in Net Assets
— Statement of Cash Flows

— Notes to Financial Statements

* Required Supplementary Information

- Schedule of Funding Progress for the Defined Benefit Pension Plan
- Schedule of Funding Progress for Other Post-Employment Benefits

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items), are reported in the financial statements. Capital assets are defined by the
Authority as assets with an initial, individual cost of more than $5,000 (amount not rounded) and an
estimated useful life in excess of one year. Such assets are recorded at historical cost or estimated
historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair market
value at the date of donation.
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 2-Significant Accounting Policies: (Continued)

D. Capital Assets: (Continued)

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
its useful life are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest
incurred during the construction phase of capital assets of business-type activities is included as part of the
capitalized value of the assets constructed. No interest was capitalized during the current or previous
fiscal year.

Property, plant, and equipment are depreciated using the straight line method over the following estimated
useful lives:

Assets Years
Buildings & operating equipment 51to 50
Trucks & autos 510 10
Office equipment 5t0 10
Data processing equipment 5

E. Cash and Cash Equivalents

The Authority's cash and cash equivalents consist of demand deposits, certificates of deposit, and short-
term U.S. Governmental obligations, with an original maturity of three months or less, all of which are
readily convertible to known amounts of cash.

F. Investments

Investments are stated at fair value.

G. Budgets and Budgetary Accounting

A budget is prepared for information, fiscal planning purposes, and to provide the basis for setting
wholesale rates, in accordance with the requirements of the Service Agreement, dated June 12, 1973,
among the Authority, the City of Charlottesville, Albemarle County, and the Albemarle County Service
Authority. Rates charged by the six rate centers are not subjected to regulatory scrutiny but may be
changed at any time by the Authority's Board of Directors, if necessary, in order to adjust revenues. None
of the participating entities are required to approve the budget. The budget is adopted as a planning
document and is not a legal control on expenses.
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 2-Significant Accounting Policies: (Continued)

G.

Budgets and Budgetary Accounting: (Continued)

The budgets are adopted on an appropriation basis. Principally, the appropriation basis of budgeting
provides for a full accrual basis of accounting, capital expenditures, and bond principal payments and
partially provides for depreciation of utility plant and amortization.

. Inventory

Consumption of materials and supplies is recorded as an expense when used. No inventory amounts are
recorded as an asset, as available inventories are not significant.

Use of Estimates

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

. Net Assets

Net assets are the difference between assets and liabilities. Net assets invested in capital assets
represent capital assets, reduced by accumulated depreciation and by any outstanding debt related to the
acquisition, construction or improvement of those assets. Restricted net assets represent restricted assets
reduced by any related outstanding debt. The balance in the replacement reserve is presented as a
restricted net asset.

Restricted Assets

Certain proceeds of the Authority’s revenue bonds and certain resources set aside for their repayment are
classified as restricted assets on the statement of net assets, because they are maintained in separate
bank accounts, and their use is limited by applicable bond covenants. The “revenue bond general
operating reserve” is used to report resources set aside to subsidize potential deficiencies from the
Authority’s operation that could adversely affect debt service payments. The “revenue bond payment
account” is used to segregate resources accumulated for debt service payments over the next twelve
months. The “debt service reserve” is used to report resources set aside to make up potential future
deficiencies in the revenue bond payment account. The “repair and replacement reserve” is used to report
resources set aside to meet unexpected contingencies or to fund asset renewals and replacements.
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 2-Significant Accounting Policies: (Continued)

L. Long-Term Obligations

Bond premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the
bonds. Bonds payable are reported net of the applicable bond premium or discount. Bond issuance costs
are reported as deferred charges and amortized over the term of the related debt.

M. Reclassification

Certain amounts in previously issued financial statements have been restated to conform to the current
year’s classifications.

Note 3—-Acquisition of Water and Wastewater Facilities:

Under the terms of the Service Agreement (See Note 1), the Authority agreed to purchase certain water
production, transmission and storage facilities and wastewater interception and treatment facilities from the
City and the Albemarle County Service Authority. The agreement provides that the sale be consummated ten
years from the date of the agreement or at such later time as the debts, if any, attributed to each such facility
have been paid or provision is made for their payment, and that the Authority will lease the facility until such
time as the sale is consummated. The purchase price is the fair value of the facilities as of June 12, 1973, as
determined by all payments paid by the Authority during the term of lease applicable to the principal retired on
the debt of such facilities. In accordance with generally accepted accounting principles, the aforementioned
agreement has been treated as an installment purchase of the facilities, with the purchase price being
discounted at an annual rate of 6% for ten years.

The following tabulation reflects the agreed upon purchase price and accounting thereof:

Fair value as of June 12, 1973:

Facilities acquired from City of Charlottesville $ 6,128,124
Facilities acquired from Albemarle County Service Authority 3,604,384
Total purchase price $ 9,732,508
Add: Interest portion of rental payments not applied to principal reduction 1,154,074
Total contracts payable $ 10,886,582
Less: Interest included in contract price computed at annual rate of 6%
for 10 years 4,940,705
Asset carrying value $_ 5,945,877
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 3-Acquisition of Water and Wastewater Facilities: (Continued)

The contracts payable have been reduced by the amount of the annual rental payments on the facilities as
outlined in the following tabulation:

Albemarle
City of County Service

Charlottesville Authority
Contracts payable, June 12, 1973 $ 6,354,634 $ 4,531,948
Rental payments and contract adjustments in prior fiscal years $ 1,760,676 $ 3,680,395
Rental payments this fiscal year - -
Total rental payments $ 1,760,676 $ 3,680,395

Final payment on facilities with no outstanding debt

as of June 30, 1983 4,593,958 851,553
Total payments $ 6,354,634 $ 4,531,948
Contracts payable, June 30, 2011 $ -3 -

The total annual rental payments over the initial ten year agreement were not sufficient to retire the contracts
payable to the Albemarle County Service Authority. The deferred interest was amortized over the initial ten
year period of the agreement and was fully amortized as of June 30, 1983.

Depreciation has been based upon the engineer’s estimates of useful lives remaining as of the valuation date

(June 12, 1973). Depreciation expense on these facilities amounted to $80,378 and $80,378 for the years
ended June 30, 2011 and 2010, respectively.

Note 4—-Deposits and Investments:

Deposits

Deposits with banks are covered by the Federal Deposit Insurance Corporation (FDIC) and collateralized in
accordance with the Virginia Security for Public Deposits Act (the “Act”) Section 2.2-4400 et. seq. of the Code
of Virginia. Under the Act, banks and savings institutions holding public deposits in excess of the amount
insured by the FDIC must pledge collateral to the Commonwealth of Virginia Treasury Board. Financial
Institutions may choose between two collateralization methodologies and depending upon that choice, will
pledge collateral that ranges in the amounts from 50% to 130% of excess deposits. Accordingly, all deposits
are considered fully collateralized.
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 4-Deposits and Investments: (Continued)

Investments

Statutes authorize the Authority to invest in obligations of the United States or agencies thereof, obligations of
the Commonwealth of Virginia or political subdivisions thereof, obligations of the International Bank for
Reconstruction and Development (World Bank), the Asian Development Bank, the African Development Bank,
“prime quality” commercial paper and certain corporate notes, banker’s acceptances, repurchase agreements
and the State Treasurer’s Local Government Investment Pool (LGIP).

The Authority does not have a formal investment policy that addresses credit risk or interest rate risk.

Credit Risk of Debt Securities

The Authority’s rated debt investments as of June 30, 2011 were rated by Standard & Poor’s and the ratings
are presented below using Standard & Poor’s rating scale.

Authority's Rated Debt Investments' Values

Fair Quality Ratings

AAA AA A A1 Unrated

U.S. Agencies Securities $ 30,953 $ -$ -$ -$ -
Local Government Investment Pool 14,808,351 - - - -
U.S. Treasury Money Market Fund 4,902,777 - - - -
Total $ 19,742,081 $ - $ - $ - $ -

Investment Maturities (in years)

Greater
Than
Investment Type Fair Value 1 Year 1-5 Years 6-10 Years 10 Years
U.S. Agencies Securities $ 30,953 $ - $ - $ -$ 30,953
Total $ 30,953 $ - $ -5 - % 30,953

External Investment Pools

The fair value of the positions in the external investment pool (Local Government Investment Pool) is the same
as the value of the pool shares. As these pools are not SEC registered, regulatory oversight of the pool rests
with the Virginia State Treasury. Local Government Investment Pool maintains a policy to operate in a manner
consistent with SEC Rule 2a-7.
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements

as of June 30, 2011 and 2010 (Continued)

Note 5-Capital Assets:

Details of changes in capital assets for the year ended June 30, 2011 are as follows:

Capital assets not being depreciated:

Land and improvements
Construction in progress

Total capital assets not being
depreciated

Other capital assets:

Buildings & operating equipment:

Water system
Wastewater system
Support departments

Subtotal
Less: accumulated depreciation
Total

Trucks and autos:
Water system
Wastewater system
Support departments

Subtotal
Less: accumulated depreciation
Total

Office equipment:
Water system
Wastewater system
Support departments

Subtotal
Less: accumulated depreciation
Total

Capital assets, net

Balance Balance
July 1, June 30,
2010 Increases Decreases Transfers 2011
$ 7,740,670 $ -$ -5 - $ 7,740,670
39,799,473 34,378,566 846,321 - 73,331,718
$ 47,540,143 $ 34,378,566 $ 846,321 $ - $ 81,072,388
$ 51,124,716 $ -$ -5 - $ 51,124,716
66,623,639 846,321 - - 67,469,960
253,947 20,350 - - 274,297
$ 118,002,302 866,671 $ -$ - $118,868,973
(52,393,308) (2,855,458) - - (55,248,766)
$ 65,608,994 $ (1,988,787) $ -$ - $ 63,620,207
$ 298,086 $ 17,017 $ - $ (138,732) % 176,371
415,978 - 13,760 (217,288) 184,930
413,713 - - 356,020 769,733
$ 1,127,777 $ 17,017 $ 13,760 $ -$ 1,131,034
(869,159) (90,938) (13,760) - (946,337)
$ 258,618 $ (73,921) $ -$ - $ 184,697
$ 282,987 $ -3 -$ -3 282,987
109,291 - - - 109,291
89,813 - - - 89,813
$ 482,091 $ -$ -$ -3 482,091
(440,314) (16,516) - - (456,830)
$ 41777 $ (16,516) $ -$ - $ 25,261
$113,449,532 $ 32,299,342 $ 846,321 $ - $ 144,902,553
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Note 5-Capital Assets: (Continued)

Details of changes in capital assets for the year ended June 30, 2010 are as follows:

Capital assets not being depreciated:

Land and improvements
Construction in progress

Total capital assets not being
depreciated

Other capital assets:

Buildings & operating equipment:

Water system
Wastewater system
Support departments

Subtotal
Less: accumulated depreciation
Total

Trucks and autos:
Water system
Wastewater system
Support departments

Subtotal
Less: accumulated depreciation
Total

Office equipment:
Water system
Wastewater system
Support departments

Subtotal
Less: accumulated depreciation
Total

Capital assets, net

Balance Balance
July 1, June 30,
2009 Increases Decreases 2010
$ 7,740,670 $ -9 -9 7,740,670
9,590,206 30,209,267 - 39,799,473
$ 17,330,876 $ 30,209,267 $ - $ 47,540,143
$ 51,111,018 $ 13,698 $ - $ 51,124,716
66,605,989 17,650 - 66,623,639
248,417 5,530 - 253,947
$ 117,965,424 36,878 $ - $ 118,002,302
(49,544,892) (2,848,416) - (52,393,308)
$ 68,420,532 $ (2,811,538) $ - $ 65,608,994
$ 298,724 $ 17,700 $ 18,338 $ 298,086
442 123 - 26,145 415,978
371,478 70,299 28,064 413,713
$ 1,112,325 $ 87,999 $ 72547 $ 1,127,777
(840,978) (100,731) (72,550) (869,159)
$ 271,347 $ (12,732) $ (3) $ 258,618
$ 282,987 $ -9 -3 282,987
109,291 - - 109,291
89,813 - - 89,813
$ 482,091 $ -9 -3 482,091
(422,638) (17,676) - (440,314)
$ 59,453 $ (17,676) $ - % 41,777
$ 86,082,208 $ 27,367,321 $ (3) $ 113,449,532
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Note 6—Construction Work in Progress:

Details of construction work in progress for the year ended June 30, 2011 are as follows:

Expense/
Balance Transferto  Balance
July 1, Cost of Capital June 30,
2010 Construction Assets 2011

Mitigation Plan Implementation $ 560,211 % 62,122 $ - $ 622,333
South Fork Reservoir to Ragged Mtn Pipeline R/W 24,859 - - 24,859
Ragged Mountain Dam Design 3,366,193 1,855,048 - 5,221,241
Ragged Mountain Dam Construction - 6,637 - 6,637
Route 29 Pumping Station 81,516 332,686 - 414,202
Route 29 Pipeline 354,569 - 251,074 103,495
Alderman Road PS Improvements 8,033 44,832 - 52,865
Stillhouse System Pump Station 110,194 111,612 - 221,806
Valve Repair-Replacement 4,047 12,246 - 16,293
Disinfectants & Disinfection By Products Rule 76,863 101,071 - 177,934
Meters - Sanitary Sewer - 45,000 - 45,000
Meadowcreek Interceptor Improvements 3,203,232 11,302,154 - 14,505,386
Shenks Branch Interceptor 72,489 4,945 - 77,434
Albemarle-Berkley Interceptor 11,304 32,231 - 43,535
Comprehensive Sewer Interceptor Study 818,211 28,110 846,321 -

Rivanna Pump Station Upgrade 36,530 80,020 - 116,550
Moores Creek Pump Stn & Force Main Upgrade 53,532 1,188,821 - 1,242,353
UWW Misc. Repairs to Pipelines Adjacent to Streams 66,438 - - 66,438
Interceptor Sewer & Manhole Repair 104,330 253,805 - 358,135
MCWWTP Upgrade to ENR Design 2,805,864 16,058 - 2,821,922
MCWWTP Upgrade to ENR Construction 24,465,856 15,440,588 - 39,906,444
MCWWTP Odor Control - Other 389,584 - 68,588 320,996
MCWWTP Odor Control - Septage Receiving Only 1,825,619 - 799,045 1,026,574
MCWWTP Wet Weather Flow Capacity 99,109 4,583,710 - 4,682,819
SWWTP Conversion to Ultraviolet Disinfection - 27,571 - 27,571
Retainage on Construction in Progress 1,260,890 - 31,994 1,228,896

$39,799,473 § 35,529,267 $ 1,997,022 $73,331,718

Cost of construction includes interest capitalized during the fiscal year, where applicable. For the years ended

June 30, 2011 and 2010, capitalized interest was $0.
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Note 6—Construction Work in Progress: (Continued)

Details of construction work in progress for the year ended June 30, 2010 are as follows:

Expense/
Balance Transfer to Balance
July 1, Cost of Capital June 30,
2009 Construction Assets 2010

Ragged Mountain Dam Construction $ 1,201 $ (1,201) $ -3 -
Mitigation Plan Implementation 535,822 24,389 - 560,211
South Fork Reservoir to Ragged Mtn Pipeline R/W 147 24,712 - 24,859
Ragged Mountain Dam Design 2,088,476 1,277,717 - 3,366,193
Route 29 Pumping Station 75,114 6,402 - 81,516
Route 29 Pipeline 339,140 15,429 - 354,569
Alderman Road PS Improvements - 8,033 - 8,033
Stillhouse System Pump Station 18,272 91,922 - 110,194
Valve Repair-Replacement 1,309 2,738 - 4,047
Disinfectants & Disinfection By Products Rule 61,750 15,113 - 76,863
Meadowcreek Interceptor Improvements 1,677,823 1,525,409 - 3,203,232
Shenks Branch Interceptor 52,780 19,709 - 72,489
Albemarle-Berkley Interceptor 7,204 4,100 - 11,304
Comprehensive Sewer Interceptor Study 790,524 27,687 - 818,211
Rivanna Pump Station Upgrade - 36,530 - 36,530
Moores Creek Pump Stn & Force Main Upgrade - 53,532 - 53,532
UWW Misc. Repairs to Pipelines Adjacent to Streams 63,827 2,611 - 66,438
Interceptor Sewer & Manhole Repair 28,459 75,871 - 104,330
MCWWTP Upgrade to ENR Design 2,805,864 - - 2,805,864
MCWWTP Upgrade to ENR Construction 669,120 23,796,736 - 24,465,856
MCWWTP Odor Control - Other 135,300 254,284 - 389,584
MCWWTP Odor Control - Septage Receiving Only 238,074 1,587,545 - 1,825,619
MCWWTP Wet Weather Flow Capacity - 99,109 - 99,109
Retainage on Construction in Progress - 1,260,890 - 1,260,890

$ 9,590,206 $ 30,209,267 $ - $ 39,799,473
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Note 7-Long-Term Debt:

A. Changes in Long-Term Debt

The following is a summary of long-term debt transactions for the year ended June 30, 2011:

Balance Balance
July 1, June 30, Due Within
2010 Additions  Reductions 2011 One Year
Revenue bonds payable $ 58,329,789 $ 21,083,777 $ (4,572,303) $ 74,841,263 $ 3,758,813
Less deferred amounts:
For issuance discounts 156,115 - (11,716) 144,399 -
On refunding (1,235,551) - 81,163 (1,154,388) -

Total revenue bonds payable $ 57,250,353 $ 21,083,777 $ (4,502,856) $ 73,831,274 $ 3,758,813

Other post-employment benefits $ 233,401 $ 93,435 % -9 326,836 $ -
Compensated absences $ 366,671 $ 306,951 $ (289,374) $ 384,248 $ 290,000
Totals $ 57,850,425 $ 21,484,163 $ (4,792,230) $ 74,542,358 $ 4,048,813

The following is a summary of long-term debt transactions for the year ended June 30, 2010:

Balance Balance
July 1, June 30, Due Within
2009 Additions  Reductions 2010 One Year
Revenue bonds payable $ 45515459 $ 16,513,342 $ (3,699,012) $ 58,329,789 $ 2,757,221
Less deferred amounts:
For issuance discounts 167,975 - (11,860) 156,115 -
On refunding (1,333,355) - 97,804 (1,235,551) -

Total revenue bonds payable $ 44,350,079 $ 16,513,342 § (3,613,068) $ 57,250,353 $ 2,757,221

Other post-employment benefits $ 120,001 $ 113,400 $ -9 233,401 $ -
Compensated absences $ 351,535 $ 316,397 § (301,261) $ 366,671 $ 300,000
Totals $ 44,821,615 $ 16,943,139 $ (3,914,329) $§ 57,850,425 $ 3,057,221
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Note 7-Long-Term Debt: (Continued)

B. Details of Long-Term Debt:

Amount
Total Due Within
Amount One Year

Revenue Bonds

Regional Water and Sewer System Revenue Bonds, Series 1994 B -
On November 23, 1994, the Authority issued $1,321,652 in bonds through
the Virginia Revolving Loan Fund for the purpose of financing
improvements to the Scottsville Wastewater Treatment System. These
bonds are secured by a supplemental trust agreement between the
Authority and the trustee for the bondholders. This agreement states that
these obligations will be repaid from revenue generated by the Authority
and also provides for the establishment of several accounts to insure the
timely payment of interest and debt maturities. These accounts are
included in the restricted current assets section of the statement of net
assets.

The bond resolution provides a redemption schedule with interest only due
on October 1, 1995 and semi-annual payments of combined principal and
interest of $47,010 through April 1, 2015. Effective April 1, 2004, the
bonds bear interest at an annual rate of 2.9%. $ 352,678 $ 84,399

Water and Sewer System Revenue Bonds, Series of 2001 - On July 10,
2001, the Authority issued $14,755,000 in Revenue Refunding Bonds with
an average interest rate of 4.51% to advance refund $7,755,000 of
outstanding 1991 Series bonds with an average interest rate of 6.2%, and
$6,405,000 of outstanding 1994 Series bonds with an average interest rate
of 5.88%. The net proceeds of $14,660,358 (after payment of $259,518 in
underwriting and other issuance costs) plus an additional $29,543 of Debt
Service Reserve and Bond Funds were used to purchase the Revenue
Bonds. These funds were deposited in an irrevocable trust with an escrow
agent to provide for all future debt service payments on the 1991 and 1994
Series bonds. As a result, the 1991 and 1994 Series bonds are
considered to be defeased, and the liability for those bonds has been
removed.

The bond resolution provides a redemption schedule with principal due
serially through October 1, 2024. The balance of $460,000 is payable
October 1, 2024. The bonds bear interest at an annual rate of 4.51%.

The Authority advance refunded the 1991 and 1994 Series bonds to
reduce its total debt service payments over the next 25 years by $1.81
million and to obtain an economic gain (difference between the present
values of the debt service payments on the old and new debt) of $1.12
million. 6,645,000 1,155,000
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Note 7-Long-Term Debt: (Continued)

B. Details of Long-Term Debt: (Continued)

Revenue Bonds (continued)

Water and Sewer System Revenue Bonds, Series of 2003 - On
September 17, 2003, the Authority issued $10,000,000 in Revenue
Refunding Bonds with an interest rate of 3.69% to advance refund
$9,665,000 of outstanding 1993 Series bonds with an average interest rate
of 4.7%. The net proceeds of $9,919,641 (after payment of $80,359 in
underwriting and other issuance costs) plus an additional $146,947 of Debt
Service Reserve and Bond Funds were used to purchase the Revenue
Bonds. These funds were deposited in an irrevocable trust with an escrow
agent to provide funds to call this portion of the 1993 bonds on October 20,
2003.

The bond resolution provides a redemption schedule with principal due
serially through October 1, 2018. The bonds bear interest at an annual
rate of 3.69%.

The Authority advance refunded the 1993 Series bonds to reduce its total
debt service payments over the next 16 years by $675,475 and to obtain
an economic gain (difference between the present values of the debt
service payments on the old and new debt) of $531,473.

Water and Sewer System Revenue Bonds, Series 2005B - On
December 7, 2005, the Authority issued $25,805,000 in Revenue
Refunding Bonds with an interest rate between 3.50% to 5.00% to
advance refund $10,675,000 of outstanding 1999 Series bonds with an
interest rate from 4.85% to 6.00% and $6,060,000 of outstanding 2000
Series bonds with an interest rate from 4.35% to 5.40%. Proceeds of
$7,800,000 will be used for the construction of various water and sewer
projects. The net proceeds (after payment of $383,538 in underwriting and
other issuance costs, construction funds of $7,800,000 and a deposit of
$368,870 to the debt service reserve) of $17,266,922 plus an additional
$151,827 of prior debt service reserve funds were used to purchase the
Revenue bonds. These funds were deposited in an irrevocable trust with
an escrow agent to call the bonds beginning October 2027.

The bond resolution provides a redemption schedule with principal due
annually through October 1, 2035. The bonds bear interest at an annual
rate of 3.50% to 5.00%. The Authority advanced refunded the 1999 and
2000 Series bonds to reduce its total debt service payments over the next
25 years by $1.81 million and to obtain an economic gain (difference
between the present values of the debt service payments on the old and
new debt) of $1.17 million.
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Note 7-Long-Term Debt: (Continued)

B. Details of Long-Term Debt: (Continued)

Amount
Total Due Within
Amount One Year

Water and Sewer System Revenue Bonds - Series of 2005A - On
November 10, 2005, the Authority issued $2,340,929 in bonds through the
Virginia Resources Authority for purposes of financing the Moores Creek
wastewater pre-treatment project. These bonds are secured by a
supplemental trust agreement between the Authority and trustee for the
bondholders. This agreement states that these obligations will be repaid
from revenue generated by the Authority and are backed by a restricted
cash account.

The bond resolution provides a redemption schedule with annual payments
from October 2007 through October 2026. The bonds bear interest at 3%. ¢ 1,963,549 $ 101,186

$24,000,000 Regional Water and Sewer System Revenue Bond -
Series 2009A - On August 1, 2009 the Authority issued $24,000,000 in
bonds through the Virginia Resources Authority for purposes of financing
the Moores Creek Wastewater Treatment Plant upgrades, including the
Enhanced Nutrient Removal project. These bonds are secured by a
supplemental trust agreement between the Authority and trustee for the
bondholders. This agreement states that the obligation will be repaid from
revenue generated by the Authority and is backed by a restricted cash
account.

The bond resolution provides a redemption schedule with annual payments
commencing October 2011 through October 2030. The bonds bear

interest at 3.35%. 24.000.000 893,228

$15,179,718 Regional Water and Sewer System Revenue Bond -
Series 2010A - On June 29, 2010 the Authority issued $15,179,718 in
bonds through the Virginia Resources Authority for purposes of financing
the acquisition, construction and equipping of improvements to the
Authority's water and sewer system, including the replacement of the
Meadow Creek Sanitary Sewer Interceptor together with related expenses.
These bonds are secured by a supplemental trust agreement between the
Authority and trustee for the bondholders. This agreement states that the
obligation will be repaid from revenue generated by the Authority and is
backed by a restricted cash account.

The bond resolution provides a redemption schedule with annual payments
commencing October 2012 through October 2031. The bonds bear
interest at 2.93%. As of June 30, 2011 the Authority had not expended the
entire bond proceeds - $5,453,473 was unexpended at year-end. 9,726,245
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Note 7-Long-Term Debt: (Continued)

B. Details of Long-Term Debt: (Continued)

Amount
Total Due Within
Amount One Year

$6,982,662 Regional Water and Sewer System Revenue Bond - Series
2011A - on March 17, 2011 the Authority issued $6,982,662 in bonds
through the Virginia Resources Authority for purposes of financing the
acquisition, construction and equipping of improvements to the Authority's
sewer system including improvements necessary to address the wet
weather flows at the Moores Creek Wastewater Treatment Plant. These
bonds are secured by a supplemental trust agreement between the
Authority and trustee for the bondholders. This agreement states that the
obligation will be repaid from revenue generated by the Authority and is
backed by a restricted cash account.

The bond resolution provides a redemption schedule with annual payments
commencing October 2012 through October 2031. The bonds bear
interest at 2.93%. As of June 30, 2011 the Authority had not expended the
entire bond proceeds - $5,792,934 was unexpended at year-end. $ 1,189,728 $ -

$1,017,338 Regional Water and Sewer System Revenue Bond - Series
2011B - on March 17, 2011 the Authority issued $1,017,338 in bonds
through the Virginia Resources Authority for purposes of financing the
acquisition, construction and equipping of improvements to the Authority's
sewer system including improvements necessary to address the wet
weather flows at the Moores Creek Wastewater Treatment Plant. These
bonds are secured by a supplemental trust agreement between the
Authority and trustee for the bondholders. This agreement states that the
obligation will be repaid from revenue generated by the Authority and is
backed by a restricted cash account.

The bond resolution provides a redemption schedule with annual payments
commencing October 2012 through October 2031. The bonds bear
interest at 2.93%. As of June 30, 2011 the Authority had not expended the
entire bond proceeds - $967,338 was unexpended at year-end. 50,000 -

44



RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 7-Long-Term Debt: (Continued)

B. Details of Long-Term Debt: (Continued)

Amount
Total Due Within
Amount One Year

$3,000,000 Regional Water and Sewer System Revenue Bond - Series
2011C - on March 17, 2011 the Authority issued $3,000,000 in bonds
through the Virginia Resources Authority for purposes of financing the
acquisition, construction and equipping of improvements to the Authority's
sewer system including improvements related to enhanced nutrient
removal at the Moores Creek Wastewater Treatment Plant. These bonds
are secured by a supplemental trust agreement between the Authority and
trustee for the bondholders. This agreement states that the obligation will
be repoaid from revenue generated by the Authority and is backed by a
restricted cash account.

The bond resolution provides a redemption schedule with annual payments
commencing October 2013 through October 2032. The bonds bear
interest at 2.93%. As of June 30, 2011 the Authority had not expended the

entire bond proceeds - $2,132,937 was unexpended at year-end. $ 867,063 $ -

Total Revenue Bonds $ 74841263 $ 3,758,813

Other post employment benefits $ 326,836 $ -

Compensated Absences $ 384,248 $ 290,000

Total $ 75,552,347 $ 4,048,813

C. Annual Amortization of Long-Term Debt

The annual requirements to amortize all long-term debt outstanding as of June 30, 2011 are as follows:

Year Ending Revenue Bonds
June 30, Principal Interest
2012 $ 3,758,813 $§ 2,821,415
2013 4,331,067 2,669,352
2014 3,539,857 2,499,430
2015 3,672,769 2,368,140
2016 3,705,653 2,229,180
2017-2021 16,916,339 9,200,622
2022-2026 18,465,232 5,820,746
2027-2031 17,734,589 2,249,738
2032-2036 2,716,944 279,771
Total $ 74,841,263 $ 30,138,394
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Note 7-Long-Term Debt: (Continued)

D.

Advance Refunding

The Authority issued $25,085,000 (of which $16,735,000 was used for the refunding) of revenue refunding
bonds to provide resources to purchase U.S. Government State and Local Government Series securities
that were placed in an irrevocable trust for the purpose of generating resources for all future debt service
payments of $16,735,000 of outstanding 1999 and 2000 Series revenue bonds. As a result, the refunded
bonds are considered to be defeased and the liability has been removed from the Authority’s Statement of
Net Assets. The reacquisition price exceeded the net carrying amount of the old debt by $1,028,259. This
amount is being netted against the new debt and amortized over the life of the debt. This advance
refunding was undertaken to reduce total debt service payments over the next 25 years by $1,819,511 and
resulted in an economic gain of $1,172,758.

Prior-Year Defeasance of Debt

In prior years, the Authority defeased certain revenue bonds by placing the proceeds of new bonds in an
irrevocable trust to provide for all future 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. At June 30, 2011, $2,235,000 of bonds outstanding is considered defeased.

Note 8—-Compensated Absences:

Authority employees earn vacation leave each month at a scheduled rate in accordance with the years of
service and sick leave at the rate of eight hours per month. Accumulated unpaid vacation leave amounts are
accrued when incurred. At June 30,2011 and 2010, the liability for accrued vacation leave was $384,248 and
$366,671, respectively.

Note 9-Defined Benefit Pension Plan:

A.

Plan Description

Name of Plan: Virginia Retirement System (VRS)
Identification of Plan: Agent and Cost-Sharing, Multiple-Employer Defined Benefit Pension Plan
Administering Entity: Virginia Retirement System (System)

All full-time, salaried permanent employees of participating employers are automatically covered by VRS
upon employment. Benefits vest after five years of service credit. Members earn one month service credit
for each month they are employed and their employer is paying into the VRS. Members are eligible to
purchase prior public service, active duty military service, certain periods of leave and previously refunded
VRS service as credit in their plan.

VRS administers two defined benefit plans for local government employees — Plan 1 and Plan 2:
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Note 9—-Defined Benefit Pension Plan:

A. Plan Description: (Continued)

Members hired before July 1, 2010 and who have service credits before July 1, 2010 are covered under
Plan 1. Non-hazardous duty members are eligible for an unreduced retirement benefit beginning at age 65
with at least five years of service credit or age 50 with at least 30 years of service credit. They may retire
with a reduced benefit as early as age 55 with at least 10 years of service credit or age 50 with at least five
years of service credit.

Members hired or rehired on or after July 1, 2010 and who have no service credits before July 1, 2010 are
covered under Plan 2. Non-hazardous duty members are eligible for an unreduced benefit beginning at
their normal Social Security retirement age with at least five years of service credit or when the sum of their
age and service equals 90. They may retire with a reduced benefit as early as age 60 with at least five
years of service credit.

The VRS Basic Benefit is a lifetime monthly benefit based on a retirement multiplier as a percentage of the
member’s average final compensation multiplied by the member’s total service credit. Under Plan 1,
average final compensation is the average of the member's 36 consecutive months of highest
compensation. Under Plan 2, average final compensation is the average of the member’s 60 consecutive
months of highest compensation. The retirement multiplier for non-hazardous duty members is 1.70%.
The retirement multiplier for sheriffs and regional jail superintendents is 1.85%. The retirement multiplier
for eligible political subdivision hazardous duty employees other than sheriffs and jail superintendents is
1.70% or 1.85% as elected by the employer. At retirement, members can elect the Basic Benefit, the
Survivor Option, a Partial Lump-Sum Option Payment (PLOP) or the Advance Pension Option. A
retirement reduction factor is applied to the Basic Benefit amount for members electing the Survivor
Option, PLOP or Advance Pension Option or those retiring with a reduced benefit.

Retirees are eligible for an annual cost-of-living adjustment (COLA) effective July 1 of the second calendar
year of retirement. Under Plan 1, the COLA cannot exceed 5.00%; under Plan 2, the COLA cannot exceed
6.00%. During years of no inflation or deflation, the COLA is 0.00%. The VRS also provides death and
disability benefits. Title 51.1 of the Code of Virginia (1950), as amended, assigns the authority to establish
and amend benefit provisions to the General Assembly of Virginia.

The System issues a publicly available comprehensive annual financial report that includes financial
statements and required supplementary information for the plans administered by VRS. A copy of the
report may be obtained from the VRS website at http://www.varetire.org/PDF/Publications/2010-Annual-
Report.pdf or by writing to the System's Chief Financial Officer at P.O. Box 2500, Richmond, VA 23218-
2500.

B. Funding Policy

Plan members are required by Title 51.1 of the Code of Virginia (1950), as amended, to contribute 5.00%
of their compensation toward their retirement. All or part of the 5% member contribution may be assumed
by the employer. In addition, the Authority is required to contribute the remaining amounts necessary to
fund its participation in the VRS using the actuarial basis specified by the Code of Virginia and approved by
the VRS Board of Trustees. The Authority's contribution rate for the fiscal year ended June 30, 2011 was
7.93% of the annual covered payroll.
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Note 9—-Defined Benefit Pension Plan:

C. Annual Pension Cost

For the fiscal year ended June 30, 2011, the Authority's annual pension cost of $297,182 for VRS (which
does not include the employee share of $187,378, assumed by the Authority) was equal to the required
and actual contributions.

Three-Year Trend Information for
Rivanna Water & Sewer Authority

Fiscal Year Annual Pension Cost * Percentage of APC Net Pension
Ending (APC) Contributed Obligation
June 30, 2011 $ 297,182 100% $ -
June 30, 2010 237,625 100% -
June 30, 2009 236,821 100% -

* Includes employer costs only.

The fiscal year 2011 required contribution was determined as part of the June 30, 2009 actuarial valuation
using the entry age normal actuarial cost method. The actuarial assumptions at June 30, 2009 included (a)
an investment rate of return (net of administrative expenses) of 7.50%, (b) projected salary increases
ranging from 3.75% to 5.6% per year, and (c) a cost-of-living adjustment of 2.50% per year. Both the
investment rate of return and the projected salary increases include an inflation component of 2.50%. The
actuarial value of the Authority’s assets is equal to the modified market value of assets. This method uses
techniques that smooth the effects of short-term volatility in the market value of assets over a five-year
period. The Authority’s unfunded actuarial accrued liability is being amortized as a level percentage of
projected payroll on an open basis. The remaining amortization period at June 30, 2009 for the Unfunded
Actuarial Accrued Liability (UAAL) was 20 years.

D. Funded Status and Funding Progress

As of June 30, 2010, the most recent actuarial valuation date, the plan was 78.96% funded. The actuarial
accrued liability for benefits was $15,815,225, and the actuarial value of assets was $12,487,469, resulting
in an unfunded actuarial accrued liability (UAAL) of $3,327,756. The covered payroll (annual payroll of
active employees covered by the plan) was $3,742,046 and the ratio of the UAAL to the covered payroll
was 88.93%.

The schedule of funding progress, presented as Required Supplementary Information following the notes
to the financial statements, presents multiyear trend information about whether the actuarial value of plan
assets is increasing or decreasing over time relative to the actuarial accrued liability (AAL) for benefits.
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Note 10-Risk Management:

The Authority is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. The Authority joined together with other
local governments in the Commonwealth to form the Virginia Municipal Group Self Insurance Association, a
public entity risk pool currently operating as a common risk management and insurance program for member
governments. The Authority pays an annual premium to the pool for its workers compensation coverage. For
property and liability insurance the Authority joined together with other local governments in the State to form
the Virginia Association of Counties Group Self-Insurance Pool, a public entity risk pool. The Agreements for
Formation of the associations provide that the associations will be self-sustaining through member premiums.
Settled claims have not exceeded pool coverage in any of the past three fiscal years.

Note 11-Other Post-Employment Benefits Program:

A. Background: In fiscal year 2009 the Authority implemented Governmental Accounting Standards Board
(GASB) Statement No. 45 for other post-employment benefits (OPEB) offered to retirees. This standard
addresses how governmental reporting entities should account for and report their costs related to post-
employment healthcare and non-pension benefits, such as the Authority’s retiree health benefit.
Historically, the Authority’s subsidy was funded on a pay-as-you-go basis, but GASB Statement No. 45
requires that the Authority accrue the cost of the retiree health subsidy and other post-employment benefits
during the period of the employees’ active employment, while the benefits are being earned, and disclose
the unfunded actuarial accrued liability in order to accurately account for the total future cost of post-
employment benefits and the financial impact on the Authority. This funding methodology mirrors the
funding approach used for pension benefits.

B. Plan Description: In addition to the pension benefits described in Note 9, the Authority provides post-
retirement healthcare benefits for employees who are eligible under a single-employer defined benefit plan.
The Authority will permit retirees to participate and purchase medical benefits under the Authority’s existing
plan for current employees. Retirees are responsible for the entire cost of the benefits. Benefits are
available for a period of five years or until age 65, whichever comes first. The OPEB Plan does not issue
separate audited financial statements.

To be eligible, employees must either meet the age and service criteria for unreduced retirement benefits
from VRS and be covered by the Authority’s group health plan for active employees at retirement or be
eligible for reduced retirement benefits at age 50 and employed by the Authority in a benefits-eligible
position for 10 years.

C. Funding Policy: The retirees pay and participate in the same plan for medical benefits as current
employees creating an implicit rate subsidy liability for the Authority. The Authority determines how the
liability will be funded each year, whether it will partially or fully fund the liability. Eligibility under the plan
ceases when retirees reach the age of 65. Participating dependents are also entitled to continue coverage
under the plan after the death of the retiree.
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 11-Other Post-Employment Benefits Program: (Continued)

D. Annual Required Contribution (ARC): The annual cost of other post-employment benefits (OPEB) under
GASB 45 is called the annual required contribution or ARC. The estimated pay-as-you-go cost for OPEB
benefits is $173,210 for fiscal year 2011. The Authority has paid an estimated $63,923 towards this
obligation during the fiscal year. The Authority is required to contribute the annual required contribution of
the employer (ARC), an amount actuarially determined in accordance within the parameters of GASB
Statement 45. 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 (or funding excess) over a period not
to exceed thirty years.

Annual OPEB Cost and Net OPEB Obligation

The estimated contributions are based on projected medical premium payments and credit for the implicit rate
subsidy made during the year for the retirees by the Authority. The following table depicts the components of
the Authority’s annual OPEB cost for the year, the estimated annual contributions to the plan and changes in
the Authority’s net OPEB obligation.

Annual required contribution $ 173,210
Interest on net OPEB obligation 8,716
Adjustment to annual required contribution (24,568)
Annual OPEB cost (expense) $ 157,358
Estimated contributions made (63,923)
Increase in net OPEB obligation $ 93,435
Net OPEB obligation, beginning of year 233,401
Net OPEB obligation, end of year $ 326.836

For fiscal year 2011, the Authority’s expected cash payment of $63,923 was $93,435 less than the OPEB cost.
The Authority’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and the net
OPEB obligation for 2011, 2010 and 2009 are as follows:

Fiscal Annual Percentage of Net

Year OPEB Annual OPEB OPEB

Ended Cost Cost Contributed Obligation
June 30,2009 $ 146,426 18% $ 120,001
June 30, 2010 152,100 25% 233,401
June 30, 2011 157,358 41% 326,836
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 11-Other Post-Employment Benefits Program: (Continued)

Funded Status and Funding Progress

The funded status of the plan as of June 30, 2011 is as follows:

Actuarial accrued liability (AAL) $ 1,767,467
Actuarial value of plan assets -
Unfunded actuarial accrued liability $ 1,767,167
Funded ratio (actuarial value of plan assets / AAL) 0%
Covered payroll (active plan members) $ 3,742,046
UAAL as a percentage of covered payroll 47.22%

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 type of benefits provided at the time of
each valuation and the historical pattern of sharing of 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.

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 funded status of the
plan and the annual required contributions of the employer are subject to continual revisions as actual results
are compared with past expectations and new estimates are made about the future.

Cost Method

The entry age normal actuarial cost method was used to determine the plan’s funding liabilities and costs. The
valuation of the liabilities is based on a closed group, current employees and retirees only are considered; no
provision is made for future hires. Under the entry age normal actuarial cost method, a present value of
benefits and normal cost is determined for each person’s entry age. The normal cost assumes that there will
be a normal cost each year from the entry age until the first occurrence of a 100% retirement probability
decrement. The present value of each person’s future entry age normal costs is subtracted from each
person’s present value of future benefits to determine an entry age normal accrued liability.

Assumptions

Interest/Discount rate (unfunded) 4.00%
Inflation rate 2.50%
Amortization period 30 years - level percentage of projected payroll on an open basis
Healthcare trend rate 7.50%
Payroll growth rate 2.50%
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RIVANNA WATER & SEWER AUTHORITY

Notes to the Financial Statements
as of June 30, 2011 and 2010 (Continued)

Note 12-Subsequent Events:

Subsequent events have been evaluated through the date of the financial statements were available for
issuance. There were no known events occurring through that date which would require disclosure.

Note 13—-Related Parties:

Rivanna Solid Waste Authority (RSWA) and Rivanna Water and Sewer Authority (RWSA) share common
office space and administrative staff. Procedures are in place to ensure proper segregation of funds,
purchasing activity, personnel and similar matters. RSWA pays RWSA monthly for its share of joint
administrative expenses, which totaled $277,000 in FY 2011 and $418,000 in FY 2010 and for leachate
acceptance and treatment of $1,597 in FY 2011 and $3,114 in FY 2010. Rivanna Solid Waste Authority billed
Rivanna Water & Sewer Authority $56,822 for hauling and tipping fees in FY 2011 and $56,723 in the previous
year. RSWA owed RWSA $16,555 and $30,029 at June 30, 2011 and 2010, respectively.
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RIVANNA WATER & SEWER AUTHORITY

Schedule of Funding Progress for Defined Benefit Pension Plan
Last Five Fiscal Years

Actuarial Actuarial Unfunded UAAL

Value of Accrued Actuarial Annual as % of

Assets Liability Accrued Liability Funded Covered Covered

Valuation (AVA) (AAL) (UAAL) Ratio Payroll Payroll

Date (a) (b) (b) - (a) (a) / (b) (c) (b -a)lc
06/30/06 $ 9,090,456 10,412,813 $ 1,322,357 87.30% $ 3,103,465 42.61%
06/30/07 10,630,682 11,563,010 932,328 91.94% 3,394,498 27.47%
06/30/08 11,916,527 12,916,332 999,805 92.26% 3,486,972 28.67%
06/30/09 12,288,978 14,220,772 1,931,794 86.42% 3,880,191 49.79%
06/30/10 12,487,469 15,815,225 3,327,756 78.96% 3,742,046 88.93%
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RIVANNA WATER & SEWER AUTHORITY

Schedule of Funding Progress for Other Post-Employment Benefits

Last Three Fiscal Years

Actuarial Actuarial Unfunded UAAL
Value of Accrued Actuarial Annual as % of
Assets Liability Accrued Liability Funded Covered Covered

Valuation (AVA) (AAL) (UAAL) Ratio Payroll Payroll
Date (a) (b) (b) - (a) (a) / (b) (c) (b -a)lc
07/01/08 $ - 1,355,828 $ 1,355,828 0.00% $ 3,486,972 38.88%
07/01/10 - 1,767,166 1,767,166 0.00% 3,880,191 45.54%
07/01/10 - 1,767,166 1,767,166 0.00% 3,742,046 47.22%
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Statistical Section
Contents Tables
Financial Trends
These tables contain trend information to help the reader understand how the

the Authority's financial performance has changed over time. 1-2

Revenue, Rates and Useage Information
These tables contain information to help the reader assess the factors affecting

the Authority's change in revenues and its ability to generate revenues. 3-5
Expenses

This table contains comparative information about the Authority's expenses. 6
Debt Capacity

These tables present information to help the reader assess the affordability of
the Authority's current levels of outstanding debt and the Authority's ability to issue
debt in the future. 7-8

Demographic and Economic Information
These tables offer demographic and economic indicators to help the reader
understand the environment within which the Authority's financial activities take
place and to help make comparisons over time. 9-10

Operating Information
These tables contain information about the Authority's operations and resources
to help the reader understand how the Authority's financial information relate to
the activities it performs. 11-12

Other Information
These tables contain miscellaneous data such as insurance coverage and data
from related organizations, Albemarle County Service Authority and City of
Charlottesville. 13-15

Sources:
Unless otherwise noted, the information in these tables is derived from the comprehensive
annual financial reports for the relevant year. The Authority implemented GASB Statement
34 in fiscal year 2002; tables presenting net asset information include information beginning
in that year.
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ROBINSON, FARMER, COX ASSOCIATES

A PROFESSIONAL LIMITED LIABILITY COMPANY CERTIFIED PUBLIC ACCOUNTANTS

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

To the Board of Directors
Rivanna Water and Sewer Authority
Charlottesville, Virginia

We have audited the financial statements of the Rivanna Water and Sewer Authority for the year ended June
30, 2011, and have issued our report thereon dated October 11, 2011. 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; and the Specifications for Audits of Authorities, Boards, and Commissions, issued by the Auditor of
Public Accounts of the Commonwealth of Virginia.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Rivanna Water and Sewer Authority’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinions on financial statements, but not for the purpose of expressing an opinion on the effectiveness of
Rivanna Water and Sewer Authority’s internal control over financial reporting. Accordingly, we do not express
an opinion on the effectiveness of the Rivanna Water and Sewer Authority’s internal control over financial
reporting.

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.

Our consideration of 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 material weaknesses, as defined
above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Rivanna Water and Sewer 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 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.

This report is intended solely for the information and use of management, Board of Directors, others within the
entity and is not intended to be and should not be used by anyone other than these specified parties.

wan, Brnesy, B (Possecalis

Charlottesville, Virginia
October 11, 2011
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