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Management’s Discussion and
Analysis
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The following Management’s Discussion and Analysis (MD&A) presents a brief narrative of
the Board and Authority’s financial performance for the year ended December 31, 2009.
Management has prepared the combined financial statements and related footnote
disclosures along with this MD&A. This information should be read in conjunction with the
combined financial statements and accompanying notes.

In summary, the year ended December 31, 2009 showed continued improvement. The
Board and Authority were able to complete several capital projects within budget, while
continuing to pay down debt to the City, which has now been eliminated.

Required Financial Statements: The combined financial statements of the Board and

Authority are prepared under generally accepted accounting principles and contain three
combined statements that provide information on the Board and Authority’s financial
position and results of the operations as of and for the years ended December 31, 2009
and 2008. A description of these combined statements follows:

The Combined Balance Sheets include all assets and liabilities and provide
information about the nature and amounts of investments in resources (assets) and
the obligations to creditors (liabilities). The combined balance sheets present the
financial position of the Board and Authority at December 31, the end of its fiscal
year.

The Combined Statements of Revenues, Expenses, and Changes in Fund Balance
report all of the year’s revenues and expenses and results of operations.

The Combined Statements of Cash Flows provide information about cash receipts
and cash payments during the reporting period. The combined statements report
cash receipts, cash payments, and net changes in cash and cash equivalents
resulting from operating, capital, financing, and investing activities.

See notes to combined financial statements. Page | 1
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Operating Revenues: Operating Revenues for 2009 decreased by approximately
$2,800,000 (or by 8%). Operating revenue was approximately $640,000 higher than
budget. Beginning February 1, 2009, the system rate structure was increased by 7.5% for
all users.

Operating Expenses. Operating expenses for 2009 decreased by approximately
$265,000 (or by 1.4%), reflecting decreased costs in many areas of the system’s
operations. On the water side, 2009 costs were virtually unchanged from 2008. Cost saving
measures in the supply, power, and pumping department were used to offset increases in
purification, transmission, and taxes. On the sewer side, costs totaled almost $8 million,
which was virtually unchanged from the previous year and approximately $1,548,000 under
budget. Roughly 25% of the under budget amount is due to a lower than expected county
sewer bill. Additionally, cost savings were achieved in the contractual services budget
code due to many repairs and maintenance being completed by our staff. Taxes paid to
municipalities increased by $50,000 (2.8%). Unexpended vehicle and equipment budgets
and unfilled vacant positions also contributed to the cost savings.

Other Revenue and Expense ltems: Depreciation and amortization expenses decreased
from 2008 to 2009 as some assets related to the acquisition of the system from the city
approximately twenty years ago have reached full depreciation. Interest expense
decreased by $324,000, namely due to a mid-year pay off of the Capital Appreciation
Bonds.

Assets: Capital assets increased from 2008 to 2009 as the Board and Authority
committed approximately $2.1 million to capital projects in 2009. Cash and investments
increased from 2008 to 2009 by approximately $1,363,000, namely due to increased
December collections. Billed receivables increased approximately $514,000, while unbilled
receivables increased about $127,000. These increases are due primarily to the February,
2009 rate increase. The City owed the Water Board approximately $627,000 at the end of
2009 due primarily to the November roll of delinquent taxes.

The Board maintains an allowance for doubtful accounts to reflect potentially uncollectible
receivables that may not be subject to the City or County’s collection procedures. During
2009, the Board increased the allowance to reflect uncertainties associated with property
valuations and certain other factors which have been impacted by the current economic
environment. The allowance for doubtful accounts, which is reflected as a contra-
receivable for financial reporting purposes, for the years ending December 31, 2009 and
2008 was $3,996,000 and $600,000, respectively.

Liabilities: During July 2003, the Authority took advantage of the low interest rate
environment, and issued $70,350,000 of Revenue Bonds for the purpose of providing the
Authority with the funds required to refund its then outstanding (higher interest rate)
Revenue Bonds, to fund the costs of certain future improvements to the System and to
fund certain reserve accounts. As a result of payments during 2009, total bond debt
decreased by $3,598,000 from December 31, 2008 to 2009. Obligations due to the City
were eliminated during 2009.

See notes to combined financial statements. Page | 2
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Looking Ahead: A series of rate increases over the past several years have helped the
Board close the gap between revenues and expenses, and allowed them to repay funds
advanced by the City. In February 2007, the Board implemented a rate increase ranging
from 10% to 40% for all system users. In March 2008 and in February 2009, the Board
increased rates approximately 6% and 7.5%, respectively, for most users. An additional
increase is expected in 2010.

Although facing increased financial obligations, the Board is committed to controlling costs
and investigating new potential sources of revenue, including expanded sales of water to
neighboring communities. The Board is actively involved in negotiations with the Town of
Bethlehem, which would increase our commercial water sales. In addition, proposed
expansion of the School of Nanotechnology promises substantial increased water sales as
well. As a means of controlling rising energy costs, we are investigating ways to operate
more efficiently, providing energy cost savings and reducing our carbon footprint.

The Board also has instituted an aggressive program to reduce flooding in streets, yards,
and basements during high precipitation events. In addition to a backwater valve grant
program, the Board also is moving ahead with construction on a number of projects
designed to reduce flooding, including groundwater recharge basins, expanded
underground storage, and better utilization of current storage structures by re-piping.

The Board is continuing to move ahead with Federal water quality requirements at the
Loudonville Reservoir, which also will provide increased volumes of purified drinking water
in the event of a failure of our main line into the City.

Questions about this report may be directed to the Board and Authority at 518-434-5300 or
at 35 Erie Boulevard, Albany, New York 12204.

See notes to combined financial statements. Page | 3
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To The Members

Albany Water Board

Albany Municipal Water Finance Authority
Albany, New York

Independent Auditors’ Report

We have audited the accompanying combined balance sheet of Albany Water Board and
Albany Municipal Water Finance Authority (a component reporting unit of the City of Albany) as of
December 31, 2009 and 2008, and the related combined statements of revenues, expenses, and
changes in fund balance, and cash flows for the years then ended. These combined financial
statements are the responsibility of the Board and Authority. Our responsibility is to express an
opinion on the combined financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards require
that we plan and perform the audits to obtain reasonable assurance about whether the combined
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the combined financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall combined financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the combined financial statements referred to above present fairly, in all
material respects, the respective financial position of Albany Water Board and Albany Municipal Water
Finance Authority as of December 31, 2009 and 2008, and the results of their operations and their
cash flows for the years then ended in conformity with accounting principles generally accepted in the
United States of America.

[n accordance with Government Auditing Standards, we have also issued our report dated
June 10, 2010 on our consideration of the Board and Authority’s internal control over financial
reporting and on our tests of their 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 resuits of that testing, and
not to provide an opinion on the internal control over financial reporting or compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should
be read in conjunction with this report in assessing the results of our audit.

The management’s discussion and analysis on pages one through three is not a required part
of the basic combined financial statements but is supplementary information required by the
Governmental Accounting Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information
and express no opinion on it.

Albany, New York
June 10, 2010
Page | 4
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ALBANY WATER BOARD

ALBANY MUNICIPAL WATER FINANCE AUTHORITY

COMBINED BALANCE SHEETS
December 31, 2009 and 2008

ASSETS
Capital Assets, at cost, net of accumulated depreciation

Cash and Investments
Cash and cash equivalents
Investments

Total cash and investments

Receivables (Net)
Billed
Unbilled
Allowance for Adjustments
Due from City
Accrued interest

Total receivables
Prepaid Expenses

Other Assets

LIABILITIES AND FUND BALANCE
Liabilities

Bonds and notes payable

Accrued expenses

Obligations to the City of Albany and Other Gov't Agencies
Deferred revenue

Total liabilities

Fund Balance (Deficiency)
Invested in capital assets, net of related debt
Reserve for encumbrances
Unrestricted fund balance

Total fund balance (deficiency)

See notes to combined financial statements.

2009 2008

34,912,322  $36,230,022
4,708,370 3,155,765
6,425,508 6,615,430
11,133,878 9,771,195
9,782,845 9,269,105
6,092,634 5,965,794
(3,996,000) (600,000)
627,292 -

71 135
12,506,842 14,635,034
752,082 747,755
1,623,840 1,711,552
60,928,964  $63,096,458
68,619,925  $72,217,926
2,311,840 2,427,431
255,714 2,062,955
884,386 984,384
72,071,865 77,692,696

(33,707,600)

(36,231,207)

122,399 .
22,442,300 21,634,969
(11,142,901) (14,596,238)
$ 60,928,964  $63,096,458

Page | 5
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ALBANY WATER BOARD

ALBANY MUNICIPAL WATER FINANCE AUTHORITY
CONMBINED STATEMENTS OF REVENUES, EXPENSES, AND
CHANGES IN FUND BALANCE

Years Ended December 31, 2009 and 2008

2009 2008
Net Operating Revenues $ 31,540,593 $ 34,373,830
Operating Expenses
Operation and maintenance of water system:
Water supply, power and pumping 923,211 1,274,663
Water purification 2,211,631 2,156,025
Water fransmission and distribution 3,336,561 3,052,392
Taxes paid to municipalities 1,803,691 1,753,934
Operation and maintenance of sewer system:
Sewer services 1,726,425 1,435,549
Albany County sewer contract 5,931,193 6,063,304
Sewer pumping stations 441,921 492,750
Administration and general 2,183,222 2,593,755
Total operating expenses 18,557,855 18,822,372
Operating Income, before depreciation and amortization 12,982,738 15,551,458
Depreciation and amortization (3,219,217) (3,747 ,348)
Operating Income 9,763,521 11,804,110
Bad debt expense (3,396,000) -
Interest expense (3,320,798) (3,644 ,526)
Interest income 280,505 332,372
Net increase in the fair value of investments 126,109 -
Increase in Fund Balance 3,453,337 8,491,956
Fund Balance (Deficiency), beginning of year (14,596,238) (23,088,194)
Fund Balance (Deficiency), End of Year $ (11,142,901) $(14,596,238)

See notes to combined financial statements. Page |6



