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TOSKI, SCHAEFER & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS
555 INTERNATIONAL DRIVE
WILLIAMSVILLE, NEW YORK 14221

TELEPHONE (716) 634-0700
FAX (716) 634-0764

INDEPENDENT AUDITORS’ REPORT

The Board of Directors
Niagara Falls Water Board:

We have audited the accompanying statements of net assets of the Niagara Falls Water Board (the
Board) as of December 31, 2009 and 2008, and the related statements of revenue, expenses and
changes in net assets and cash flows for the years then ended. These financial statements are the
responsibility of the Board’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 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 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 audits provide 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 Niagara Falls Water Board as of December 31, 2009 and 2008, and the
results of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated April 6,
2010, on our consideration of the Board’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, grant agreements and other
matters, including compliance with investment guidelines for public authorities and the Board’s
investment policy. 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.




The Management’s Discussion and Analysis information, as listed in the forgoing table of contents,
is not a required part of the basic financial statements but is supplementary information required by
accounting principles generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of 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.

Toke, W ¢ CQ?C

Williamsville, New York
April 6, 2010



NIAGARA FALLS WATER BOARD
Management’s Discussion and Analysis
December 31, 2009 and 2008

As management of the Niagara Falls Water Board (the Board), we offer readers of the Board’s
financial statements this narrative and analysis of the financial activities of the Board for the years
ended December 31, 2009 and 2008.

Following this Management’s Discussion and Analysis (MD&A) are the financial statements of the
Board together with the notes thereto. Please read the MD&A in conjunction with the Board’s
financial statements and the accompanying notes in order to obtain a full understanding of the
Board’s financial position and results of operations.

The Board was created by an Act of the State of New York, as more fully described in note 1 to the
financial statements, and commenced operations on September 23, 2003. In accordance with an
agreement with the City of Niagara Falls, New York (the City) the Board received all assets,
liabilities and operating activities (including all personnel) of the City’s former Water and Sewer
Funds. In return, the Board issued debt, which was used to defease outstanding City bonded debt
relating to its Water and Sewer Funds.

Financial Highlights

e The assets of the Board exceeded its liabilities by $64,535,166 and $68,380,091 (net
assets) at December 31, 2009 and 2008, respectively. At December 31, 2009 and 2008,
$23,419,818 and $30,294,687 (unrestricted net assets), respectively, may be used to meet
the Board’s ongoing obligations.

e The Board’s operating income (loss) for the years ended December 31, 2009 and 2008
was ($376,832) and $3,081,459, respectively.

e The Board’s total bond indebtedness decreased by $2,525,000 during the current fiscal
year, as a result of principal payments made.

e The Board implemented the provisions of Government Accounting Standards Board
(GASB) Statement No. 45 in 2008, reflecting a liability for postemployment benefits of
$4,275,882 and $2,141,249 at December 31, 2009 and 2008, respectively.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Board’s basic financial
statements which include the financial activities of the Board, and its blended component unit, the
Niagara Falls Public Water Authority (the Authority). The reasons for blending the financial
activities are explained in note 1 to the financial statements. An overview of the responsibilities of
the Board and the Authority is presented below.

Board Authority
*  Owns the System *  Issues debt
*  Operates and maintains the System * Provides proceeds of debt for
*  Responsible for System improvements construction and improvements
*  Sets rates and collects revenues *  Provides oversight regarding
*  Pays debt service on bonds adequacy of revenues and System
conditions



NIAGARA FALLS WATER BOARD

Management’s Discussion and Analysis, Continued

The financial statements are designed to provide readers with a broad overview of the Board’s
finances in a manner similar to a private-sector business, and are organized as follows:

e The statement of net assets presents information on all of the Board’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 Board is
improving or deteriorating.

e The statement of revenue, expenses and changes in net assets presents information on how
the Board’s net assets changed during the reporting period. All changes in net assets are
reported as soon as the underlying event giving rise to the change occurs, regardless of the
timing of related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will result in cash flows for future fiscal periods (e.g., uncollected water and
sewer rents, earned but unused vacation and postemployment benefits).

e The statement of cash flows presents information depicting the Board’s cash flow activities
for the reporting period and the effect that these activities had on the Board’s cash and
equivalent balances.

e The notes to the financial statements 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 15 through 33 of this report.

Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of the Board’s financial
position. Assets exceeded liabilities by $64,535,166 at December 31, 2009, as compared to
$68,380,091 at December 31, 2008, as presented below:

Niagara Falls Water Board’s Net Assets

December 31, Increase/(Decrease)

2009 2008 Dollars Percent
Current assets $ 26,243,232 27,208,352 (965,120) (3.5%)
Noncurrent assets 158,131,535 160.137.497  (2,005,962) (1.3%)
Total assets 184,374,767 187,345,849  (2,971.082) (1.6%)

Current liabilities 10,138,918 8,696,029 1,442,889 16.6%
Noncurrent liabilities 109,700,683 110,269,729 (569,046) (0.5%)

Total liabilities 119,839,601 118,965,758 873,843 0.7%

Invested in capital assets,

net of related debt 4,850,832 1,478,584 3,372,248 228.1%
Restricted 36,264,516 36,606,820 (342,304) (0.9%)
Unrestricted 23.419.818 30,294,687  (6.874.869) (22.7%)
Total net assets $ _64.535,166 _68.,380,091  (3,844,925) (5.6%)



NIAGARA FALLS WATER BOARD

Management’s Discussion and Analysis, Continued

The Board’s investment in capital assets, net of related debt, is in a surplus position of $4,850,832
and $1,478,584 at December 31, 2009 and 2008, respectively. This results from the timing of the
amortization of the Board’s capital debt, as outstanding principal for most of Board’s serial bonds is
not paid until late into the life of the debt, while depreciation occurs annually.

The largest portion of the Board’s net assets ($23,419,818 and $30,294,687 at December 31, 2009
and 2008, respectively) consists of unrestricted net assets. These assets are not limited as to how
and for what they may be used. The restricted debt service portion of the Board’s net assets
(316,502,896 and $17,049,353 at December 31, 2009 and 2008, respectively) represents funds that
are set aside to be used towards debt service. The restricted capital projects portion of the Board’s
net assets ($19,761,620 and $19,557,467 at December 31, 2009 and 2008, respectively) represents
funds that are set aside primarily for the reconstruction of the Falls Street Tunnel.

A comparison of current assets to current liabilities of the Board at December 31, 2009 and 2008
follows: ‘

2009 2008
Current assets $ 26,243,232 27,208,352
Current liabilities 10,138,918 8,696,029
Ratio of current assets to current liabilities 2.59 3.13

The Board’s total net assets decreased by $3,844,925 during the year ended December 31, 2009, as
compared to an increase of $1,595,299 for the year ended December 31, 2008. The primary reason
for the 2009 decrease was a $2,689,944 decrease in operating revenue. Key elements of the current
year’s decrease in net assets are as follows:

NIAGARA FALLS WATER BOARD'S CHANGES IN NET ASSETS

Increase/

2009 2008 (decrease)
Total operating revenue $ 22,029,068 24,719,012 (2,689,944)
Total operating expenses 22405900 21,637,553 768.347
Operating income (376,832) 3,081,459 (3,458,291)
Total nonoperating expenses (3.468.093) (1,486.,160) (1,981,933)
Changes in net assets $  (3,844,925) 1,595,299 (5,440,224




NIAGARA FALLS WATER BOARD

Management’s Discussion and Analysis, Continued

The Board’s major sources of operating revenue are charges for water and sewer services which
comprise approximately 99% of total operating revenue. These revenues combined comprise the
approximate $2.7 million decrease over 2008. These revenues are dependent upon rates charged for
these services, with such rates being determined by the Board. Please see the section entitled
“Economic Factors and Next Year’s Rates” within this MD&A for a listing of the rates charged
during 2009 and approved rates for 2010.

The Board’s largest operating expense area relates to its employees. Together, personnel costs
(salaries) and employee benefits approximate 47% of all operating expenses. In 2009, these costs
totaled approximately $10.6 million as compared to $10.2 million in 2008, representing an
approximate 4% increase in this area. The primary reason for this increase is the rising costs of
providing health care and other employee benefits.

Within the non-operating revenue (expenses) category, interest expense is by far the largest item
and represents the cost of carrying serial bonds totaling $106,265,000 and $108,790,000 at
December 31, 2009 and 2008, respectively.

The following is a summary of the Board’s cash flow activities for the years ended December 31,
2009 and 2008:

009 200

Cash flows provided by (used in):

Operating activities $ 8,517,649 12,054,070

Non-capital financing activities 434,003 1,577,427

Capital and related financing activities (10,361,365) (14,073,966)

Investing activities 1,211,160 521,706
Net increase (decrease) in cash and equivalents (198,553) 79,237
Cash and equivalents at beginning of year 15,710,813 15,631,576
Cash and equivalents at end of year $15,512,260 15,710,813

The Board’s available cash and equivalents decreased by $198,553 during the year ended December
31, 2009, as compared to an increase of $79,237 during the year ended December 31, 2008. Cash
provided by operating activities reflected a positive balance of $8,517,649 for the year ended
December 31, 2009.



NIAGARA FALLS WATER BOARD

Management’s Discussion and Analysis, Continued

Capital Assets and Debt Administration

Capital Assets - The Board’s investment in capital assets (net of accumulated depreciation) as of
December 31, 2009, amounted to $112,352,434, as compared to $111,572,123 at December 31,
2008. This includes land, plant and transmission (infrastructure type assets), machinery and
equipment, and construction in progress. The Board’s greatest investment in capital assets comes in
the form of infrastructure. Significant factors affecting capital assets during the reporting period
include:

e The Board recorded total additions to capital assets of $6,187,321.

o Construction in progress increased by $5,138,879, and decreased by $6,231,808 which
represents completed capital projects transferred to their applicable asset categories.

e The Board recorded total depreciation of $4,314,081 and $4,428,852 for the years ended
December 31, 2009 and 2008, respectively.

A summary of capital assets, net of depreciation where applicable, is as follows:

2009 2008
Nondepreciable assets:
Land $ 463,713 463,713
Construction in progress 7,983,471 9,076,400
Depreciable assets:
Plant and transmission assets (water system) 68,245,155 71,046,785
Plant and transmission assets (wastewater system) 34,336,840 29,527,575
Machinery and equipment 1,323,255 1,457,650
Total $ 112,352434 111,572,123

Construction in progress represents ongoing capital construction which will be transferred to the
appropriate asset category (and begin to be depreciated) upon completion,

More detailed information about the Board’s capital assets is presented in the notes fo financial
statements.



NIAGARA FALLS WATER BOARD

Management’s Discussion and Analysis, Continued

Serial Bonds - At December 31, 2009, the Board had outstanding serial bonds totaling
$106,265,000, as compared to $108,790,000 at December 31, 2008. During the year ended
December 31, 2009, the Board made principal payments of $2,525,000 on these bonds.

The Board used bond debt to finance the original purchase of the assets (net of liabilities and
including the water, sewer and storm water systems) from the City. In the future, the Board will
utilize bond debt issuances as a primary source of funds for construction, renovations and system
improvements.

Postemployment Benefits - Upon retirement, the Board’s employees are entitled to continuous
health insurance coverage. At December 31, 2009 and 2008, the liability recorded for these benefits
amounted to $4,275,882 and $2,141,249, respectively. The underfunded actuarial accrued liability
is $34,868,489 and $33,297,959 at December 31, 2009 and 2008, respectively.

Compensated Absences - Upon separation, Board employees are entitled to payment of unused
sick and vacation time. The total liability relating to these payments at December 31, 2009 is
$1,362,072, compared to $1,236,894 at December 31, 2008. The timing of the payments relating to
compensated absences is dependent upon many factors, including the retirement or separation from
service, and is therefore difficult to predict, however, the Board estimates that $68,104 of such
liability is current.

Economic Factors and Next Year’s Rates

As noted earlier, the Board’s largest sources of operating revenues are water and sewer rents from
customers. These revenues result from rates charged based on water usage by the individual
customer. Rates can be adjusted accordingly in order to help meet the expenses of the Board.
When considering rate changes, the Board utilizes the services of a rate consultant to help forecast
the magnitude and effects of potential changes. As required by law, the general public’s opinions
are also taken into consideration, through public hearings, when contemplating a change in rates
charged for services. Water rates charged for 2009 and approved rates to be charged for 2010 are as
follows:
2009 2010
Amount charged Amount to be charged
(per 100 cubic feet) (per 100 cubic feet)

Inside Outside Inside Outside

Amount Consumed city city city city
First 20,000 cubic feet per quarter § 279 7.62 2.85 7.62
Next 60,000 cubic feet per quarter § 242 6.65 2.47 6.65
Next 120,000 cubic feet per quarter § 205 5.54 2.09 5.54
Over 200,000 cubic feet per quarter $§ 170 4.66 1.73 4.66
Minimum charge for water consumption

per quarter $ 36.27 99.06 37.00 99.06






