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INDEPENDENT AUDITOR'S REPORT

To the Members of the Board
Reading Area Water Authority
Reading, Pennsylvania

We have audited the accompanying basic financial statements of the Reading Area Water Authority, a component
unit of the City of Reading, Perinsylvania, as of and for the years ended December 31, 2010 and 2009, as listed in the
table of contents. These financial statements are the responsibility of the Reading Area Water Authority's
management. Our responslbility is to express an opinion on these financial statements based on our audits.

Except as discussed in the following paragraph, we conducted our audits in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan and parform 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 reasanable basis for
our opinion.

As of December 31, 2010, the Authority was unabie to provide records that reflect accounts receivable balances due
by customer.

in our opinion, except for the effects of such adjustments on the 2010 financial statements, if any, ag might have been
defermined necessary had we been able to examine records reflecting accounts receivable batances due by
customer, the financial statements referred to above present fairly, in ali material respects, the financial position of the
Reading Area Water Authority as of December 31, 2010 and 2009, and the changes in its financial posftion and its

cash flows for the years then ended in conformity with accounting principles generally accepted In the United States
of America.

The Management's Discussion and Analysis on Pages 2 through € is not a required part of the basle financial
staternents 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 audlt the information
and express no opinion on it

Wyomissing, Pennsylvania
, 2011
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READING AREA WATER AUTHORITY
A COMPONENT UNIT OF THE CITY OF READING

MANAGEMENT'S DISCUSSION AND ANALYSIS

The Management of the Reading Area Water Authority (tha "Authority"} offers readers of our financial

statements the following narrative overview and analysis of our financial activities for the year ended
December 31, 2010.

Financial Highlights

s Unrestricted current assets exceed current liablliies by $ 6,412,769 at the close of the year. This

is compared fo $ 8,369,835 and $ 7,383,330 at the close of the 2009 and 2008 years,
respactively.

s Total net assets increased (decreased) by $ (1,145,295) and $ 947,971 at the close of the 2010
and 2009 years over the total net asseis balance at the close of the 2009 and 2008 yesrs,
respectively. The 2010 decrease is largely due {o an increase in lease payments to the City of
$ 2,718,837 in addition to $ 308,000 in expenses related to a rate study, ISO fiow testing and
dredging of Lake Ontelaunee.

s The Authority had a net operating income of $ 608,164 at the close of the year compared to a net
operating income of $ 2,127,292 and $ 1,401,145 at the close of the 2008 and 2008 years,
respectively, This decrease in net operating income is the result of and an increase in operating
expanses of $ 3,221,000,

» The statement of cash flows, which identifies the sources and uses of cash activities for the fiscal
year, indicates that operating cash increased. by $ 314,098 and decreased $ 1,598,967 and
$ 65,979 at the close of the 2010 and 2009 fiscal years, respectively, compared to the cash
balance at tha close of the 2009 and 2008 years, respectively. The 2010 increase is largely due
to the increase in net cash provided by operating activities,

+ During the year ended December 31, 2010, the Authority adopled Government Accounting
Standards Board Statement No. 53, Accounting and Financial Reporiing for Derivates. The
December 31, 2010 and 2009 statements of net assets include a Hability for interest rate swaps of
$ 332,995 and $ 226,475, respectively. The statements of revenues, expenses and changes in
net assets for the years ended December 31, 2010 and 2009 include a nonoperating reverue
(expense) item of $ (108,520) and $ 582,057, respectively, for the change in value of the interest
rate swaps. The January 1, 2009 net assets were decreased by $ 808,532 to reflect the interest
rate swap liability at January 1, 2008

Basic Financial Statements

Our basic financial statements are prepared on the accrual basis of accounting using an economic
resolirees measurement focus, which is basically the same as what is used in for profit businesses in the
orivate sector. The basic financial statements include statements of het assets, statements of revenues,
expenses and changes in net assets, statements of cash flows and notes to the financial statements.

The statements of net assets present information on the assets and liabilities, with the difference between
assets and Fabilities reported as net assets. The increases and decreases in net assets over time may
be a useful indicator of the finances of the Authority as fo whether It is improving or deteriorating,
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The statements of revenues, expenses and changes In net assets of the Authority for the year show the

detsil of net income or loss being combined with the beginning net assets balance, resuliing in the ending
net assets for the year.

The statements of cash flows report cash aclivities for the year resulting from aperating activities,
noncapital financing activities, capital and related financing activities, and investing activities. The net

result of these activities, addad to the beginning of the year cash balance, reconciles to the cash balance
at the end of the current year,

The notes fto the financial statements provide additional information that is essential to a full
understanding of the data provided in the financial statements,

Financiat Information

Net Assets. The following schedule presents a summary of net assets comparison for the years
ended Decamber 31, 2010, 2009 and 2008:

2010 2009 2008
Unrestricted current assets £ 10,983,068 $ 10,062,104 $ 10,734,442
Restricted current assets 16,610,866 20,248,512 24,852,146
Capital assats, net 28,439,474 20,734,347 16,668,878
Other assets, net 3,286 627 3,653,376 5,027 071
Total assets 59,319,935 55,696,339 57,182,537
Current liabilities 4,570,299 2,592,269 3,351,112
Other long term liability, interest
rate swap 332,005 226,475 808,532
Long-tetm debt, net 48699 114 45914773 47,108,042
Total Habilities 53,602 408 48 733,517 51,267 686
Net assets:
Invested in capiial assets, net - - -
Restricted for debt service 4,044,555 4,399,356 5,442 317
Unragtricted assets 1,872,972 2,463,466 472.534
Total net assets $ 5717527 $._6862822 0§ 5914851

A large portion of the Authority's total current assets s Invested in construction funds, (e.g., cash
restricted for infrastructure and improvements),

Current liabllities increased by 76.3% in 2010 compared o a decrease of 22.6% in 2009, mostly
because of the increase in current maturities of long-term debt and increase in trade accounts
payable, spacificaily for a $ 1,020,000 payment fo the City of Reading for rights fo leased fand.
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Revenues. The folowing schedule presents a summary of revenue for the years ended
December 31, 2010, 2009 and 2008:

2010 2009 2008
Water billings $ 19,087,932 $ 18,237.476 $ 15,604,808
Interest and penalty charges 395,410 415,319 341,901
Tampered meter and other charges 397,579 282,498 189,653
Tapping and connection fees 157,335 157,979 283,575
Abandonment fees 51,619 21.419 87.264
Total oparating revenues 3 20089775  §.19.114.691 3 17,507,191

The 2010 fiscal year's total operating revenue increased by 9.8% compared to 2009 and increased by
8.2% in 2009 and decreased (1.8%) in 2008,

Expenses. The foliowing schedule presents a summary of expenses for the years ended
December 31, 2010, 2009 and 2008:

2010 2009 2008
Operating expenses:

Lease payments, City of Reading  $ 16,790,137 $ 14,071,200 $ 13,276,508

Meter reading 498,226 474,501 451,908
Other 1,950,421 1.471.849 1.642.129
Total oparating expenses $ 19238784 § 16047850 $ 16370543

The largest portion of the $ 3,221,134 increase in expenses is the result of an increase in lease
payments fo the City of Reading in the amount of § 2,718,937.

Changes in Net Assets. The following schedule presents a summary of changes in net agsets for
the years ended December 31, 2010, 2009 and 2008;

2010 2009 2008
Operating revenues $ 20,989,775 $ 19,114,691 $ 17,507,191
Operating expenses 19,238,784 16,017,650 15,370,643
COperating income hefore
depraciation and amortization 1,750,091 3,007,041 2,136,648
Depreciation and amortization 1.144.827 G69,745 735,503
Operating income - 806,164 2,127,292 1,401 145
Nonoparating revenues (expenses) {1.751459) (1.179.321) (1.403,342)
Income (loss) before capital
contributions {1,145,295) 047,971 (2,197}
Capital contributions . - 1.460.134
tnerease In net assets $ (1.145295) & 947 971 $ 1457937




Statement of Changes in Net Assets
Year Ended December 31, 2010
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Beginning Increase Ending
Balance (Decrease) Balance
invested in capital assefs, net  $ - $ - $ .
Restricted 4,399 3586 (354,801) 4,044,655
Unrestricted 2,463,466 (780,424) 1.672.872
Total net assets $_ 6862822 $_(1,145.295) $..8717827
Statement of Changes in Net Assets
Year Ended December 31, 2009
Beginning Increase Ending
Balance {Decrease) Balance
Invested in capital assets, net  § - - $ -
Restricted 5,442 317 {1,042,961) 4,399,356
Unresticted 472,534 1,890,832 2,463,468
Total net assets $ 5914851 $ 947,971 $ 8862820
Statement of Changes in Net Assets
Year Ended December 31, 2008
Beginning Ending
Balance Increase Balance
invested in capital assets, net  § - $ - $ -
Restricted 4,456,914 985,403 6,442,317
Unrestricted - 472,534 472,534
Total net assets 344550914 3 1467937 5. 5814851

Capital Acquisitions. The Authority’s investment in capital essets includes leasehold improvemeants,
equipment, vehicles, computers and sofiware, and construction in process. Major additions are
funded by the issuance of water revenue bonds and notes or funds held in the Authority's
construction accounis.

The Authority's capiial assets as of December31, 2010, 2009 and 2008, net of accumulated
depreciation, amounted to $ 28,439,474, § 20,734,347 and § 15,568, 878, respactively. For the year
ended December 31, 2010 this amount represents a net increase (including additions, deletions and
depraciation) of $ 7,705,127 from the prior year. See Note 4 for more information on capital assets.

Debt Administration. At December 31, 2010, the Authorlly bad $ 55,196,820 of Guaranieed
Revenue Bonds and loans payable, compared to § 52,331,047 and $ 54,079,581 af the end of the
2009 and 2008 years, respectively. The proceeds from these long-term borrowings were used for

rehovations and improvements o the water system. See Note 4 for additional information on the
Authority's debt,
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Capital Assets at December 31
{Net of Accumulated Depreciation)

2010 2009 2008
Leasehold improvements $ 15,730,869 $ 13,269,803 $ 13,464,297
Equipment 2,427 454 1,611,080 1,313,418
Vehicles 559,299 561,427 408,689
Computers and software 120,237 73,282 64,145
Construction in process 9,601,815 53528755 1.318.329

$ 28439474  §.20734347  $.10.506578

Economic Factors

The Reading Area Water Authority will continue to address the existing infrastructure by addressing the

rehabilitation needs of the system, as well as pursue possible extension of the water system into new
areas.

red
Reguest for Information

This financial report is intended to provide an overview of the finances of the Reading Area Water
Authority for those with an interest in the Authorty. Questions concerning any information contained in

fhe report may be directed to the Executive Director, Reading Area Water Authority, 816 Washington
Street, Reading, PA 19601,
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ASSETS 2010 2009
UNRESTRICTED CURRENT ASSETS
Cash $ 5,876,463 5,561,465
Accounts recsivable, billings, net of allowance 2010
$ 2,761,231, 2005 % 2,078,125 2,366,265 2,287,226
Due from City of Reading 2,696,356 2,885,349
Apcrued interest receivable 43,984 25,082
Accounts receivable, other - 153,874
Prepald expenses - 49,108
Total unrestricted current assets 10,983,068 10,062,104
RESTRICTED CURRENT ASSETS
Developer escrow deposits, cash 95,376 111,835
Trust accounts, cash and investments:
Clearing Account 93,107 10,177
Construction Account 12,376,828 15,725,144
Deht Sarvice Account 3 334,286
Debt Senvice Reserve Account 4,044,552 4 065,061
16,514,490 20,134,677
Total restricted current assels 16,610,866 20,246 512
CAPITAL ASSETS ‘
Gapital assets not being depreciated, construction in progres 9,601,615 5328 755
Capital assets being depreciated:
Leasehold improvements 19,167,334 16,107 640
Equipment 3,808,904 2,588,831
Vehicles 1,654,792 1,491,011
Computers and software 451,593 382,334
25,082,623 20,569,916
.ess accumulated depreciation 6,244,764 5,164,324
18,837,859 15,405,592
Capital assets, net 28,439,474 20,734,347
OTHER ASSETS
Due from City of Reading, Pennvest loan assumption 1,433,833 2,756,285
Unamottized bond issuance costs, net of accumulated
arortization 2010 § 360,044; 2009 $ 295 657 832,694 897,081
l.eased land rights - 1,020,000 -
3,286,527 3,653,376
§ 59,319,925 $ 55586339

See Notes fo Financial Statements.




LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Accounts payable, capital
Accounis payatble, trade
Accrued interest payable
Escrow deposits
Current maturities of long-term debt

Total current liabilities
OTHER LONG TERM LIABILITY, interest rate swap
LONG-TERM I)EBT, fess current maturities
COMMITMENTS AND CONTINGENCY
NET ASSETS
invested in capital assets, net of related debt

Restricted for debt service
Unrestricted

DRAFT

2010 2009
708,084 $ 543,022
1,176,028 48,647
114,079 109,516
92,808 108,606
2,479,300 1,782,478
4,670,209 2,592,969
332,995 226,475
48,699,114 45.914,773
4,044,555 4,398,356
1,672,972 2,463,466
5,717,527 5,862,822
$ 59,319,935 $ 55,596,339
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A COMPONENT UNIT OF THE CITY OF READING
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STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

Years Ended December 31, 2010 and 2009

2010 2009
Operating revenues:

Water billings 5 19,987,932 $ 18237478
Interest and penalty charges 385,410 415,319
Tampered meter and other charges 397,579 282,498
Tapping and connection fees 157,335 187,979
Abandonment fees 51,519 21,419

Total operafing revenues 20,989,775 19,114,681

Operating expenses:

Lease payments, City of Reading 16,750,137 14,071,200
Mater reading 498,226 474,501
Engineering 38,974 95 930
Legal fees 118,231 85,337
Salaries and payroll taxes 197,650 116,393
Collections axpense 155,764 177,026
Insurance 99,231 47,618
Employee banefits 13,854 8,586
Grant expenditures 586,280 112,985
Telephene 11,066 14,032
Contracted services 136,980 123,628
Repairs and maintenance 49,801 86,346
Audit and accounting 64,309 61,356
Bank charges 5,778 12,989
Advertising 1,404 1,860
Education 2,255 4,038
Supplies 8,383 4,365
Bad debt expense 682,106 523,060
Other professional services, rate study 23,045 -
IS0 flow testing 122,093
Lake Ontelaunee dredging 163,207 -

Total operating expenses 19,238,784 16,017,650

Operating income before depreciation

and amotrtization 1,750,991 3,097,041
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A COMPONENT UNIT OF THE CITY OF READING
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STATEMENTS OF REVENUES, EXPENSES AND GHANGES IN NET ASSETS (CONTINUED)

Years Ended December 34, 2010 and 2009

Depreciation and amortization:
Depreciation $
Amortization of bond issuance costs

Operating income

Nonoperating revenues (expenses):
Investment income '
Swap incoma, net
Miscellaneous income
Change in vailue of interest rate swap
Interest expense
Miscellansous expense
Grant income

Increase {decrease) in net assets

Net assets, beginning

Net assets, ending ‘ ' $

2010 2009
1,080,440 $ 905,362
64,387 84,387
1,144,827 960,749
606,164 2,427,292
220,419 224,745
12,587 3,682
26,587 15,607
(108,520) 582,057
(1,094,785) (1,973,668)
(11,341) (33,017)
101,594 4,273
(1,751,459) (1,479,321)
(1,145,295) 947,974
6,862,822 5,914,851
5,717,527 $ 6,862,822

$ee Notes to Financial Statements.
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READING AREA WATER AUTHORITY

A COMPONENT UNIT OF THE CITY OF READING

STATEMENTS OF CASH FLOWS
Years Ended December 31, 2010 and 2009

DRAFT

2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Cash recelpts from customers $ 20,228,630 $ 18,315,947
Cash payments to suppliers for goods and services (17,859,672) (18,707,748)
Cash payments to employees for services (197,650) {116,383)
Net cash provided by {used in) operating activities 2,171,308 (1,508, 181)
CASH FLOWS. FROM NONCAPITAL FINANCING ACTIVITIES
Increase (decrease) In escrow liability, net (15,788) (39,173)
Miscellaneous income received 26,587 16,607
Miscellaneous expenses paid (11,341) (33,017)
Cash receipts from grants 101,594 4273
Net cash provided by (used in) noncapital
financing activities 101,042 (62,310)
CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES
Acquisition and construction of capital assels (8,620,505} (4,513,559)
Proceeds from Issuance of debt 6,069,642 -
Principal paid on long-term debt {1,881,407) (439,238)
Interest pald on long-term debt {1,374,832) (1,384,995)
Capital contributions received - 1,480,134
Net cash used in capital and related financing
activities (5,807,102) (4,877 ,658)
CASH FLOWS FROM INVESTING ACTIVITIES ‘
Decrease in restricted assets, net 3,635,646 4,605,634
Swap income received, nel 12,587 3,682
Investment income received 201,517 229,874
Net cash provided by investing activities 3,849,750 4,839,190
Nat increase (decrease) in cash 314,998 {1,568,967)
Cash:
Beginning 5,561,465 7,160,432
Ending 3 5,876,463 3 5,561,465

11




READING AREA WATER AUTHORITY
A COMPONENT UNIT OF THE CITY OF READING

STATEMENTS OF CASH FI.OWS (CONTINUED)
Years Ended December 31, 2010 and 2009
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2010 2009
RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED BY (USED IN) OPERATING
ACTIVITIES '
Operating income $ 606,164 $ 2127282
Adjustments to reconcile operating income to net cash
provided by (used in) operating activities:
Depreciation 1,080,440 805,362
Amottization 64,387 64,387
Changes in assets and liabilities:
(Increase) in accounts receivable ‘ {79,039) (275,684)
(Increase) decrease in accounts recelvable, other 153,874 (183,874)
(Increase) decrease in prapald expenses 49,108 {42,135}
Increase in accounts payable 107,381 5,292
(Increase) decrease in due from City of Reading 188,993 (2,885,34%)
(Decrease) in due to City of Reading - (1,253,482)
Net cash provided by (used in} operating activities $ 2,471,308 $ (1,508,181
NONCASH CAPITAL AND FINANCING ACTIVITIES
Payment by City of Reading, Pennvest ioan assumption
applied to Pennvest note payable % 1322462 $ 1,309,308

See Notes to Financial Statements.
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READING AREA WATER AUTHORITY DRAFT

A COMPONENT UNIT OF THE CITY OF READING

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Activify and Significant Accounting Policies

Nature of activity:

The Reading Area Water Authority (the "Authority"), a component unit of the City of Reading,
was created as an operating authority In 1985 in compliance with the Pennsylvania
Municipality Authorities Act. The Authority was formed to provide water services to
residential, commercial and industrial users of the water system for the City of Reading and
certain surrounding municipalities. The Authority Is governed by a five-member board, each
of whom s appointed by the City of Reading.

A summary of the Authority's significant accounting policies follows:

The accompanying financial statements conform to accounting principles generally accepted
in the United States of America as applicable to governmental units. The following is a
summary of the more significant accounting policies used by the Authority.

A. THE FINANCIAL REPORTING ENTITY

Accounting principles generally accepied in the United States of America require that the
reporting entity include the primary government, organizations for which the primary
government is financially accountable and other organizations for which the nature and
significance of their relationship with the ptimary government are such that exciusion
would cause the reporting enfity's financial statements to be misleading or incomplete.
There ara no agencies or entities which should be presented with the Authority.

The Authority is a component unit of the City of Reading, Berks County, Pennsylvania,

B. MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANGIAL STATEMENT
PRESENTATION

The preparation of financial statemenis in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reporied amounts of assetls and Habilities and disclosurs of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

The financial statements are reported using the ecanomic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when eamed and
expenses are recorded when a fability is incurred, regardiess of timing of related cash
flows.

Private-sector standards of accounting and financial reporting issued prior fo
December 31, 1989 are generally followed to the extent that these standards do not
conflict with or contradict guidance of the Governmental Accounting Standards Board,
The Authority has elected to follow subseguent private-sector guidance, subject to the
same limitation.

13



NOTES TO FINANCIAL STATEMENTS ‘ DRAFT

Note 1. Nature of Activity and Significant Accounting Policies (Continued)
A summary of the Authority’s significant accounting policies follows {continued):

B. MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT
PRESENTATION (CONTINUED)

Operating revenues and expenses are distinguished from nonoperating itemns in the
statements of revenues, expenses and changes in nat assets. Operating revenues and
expenses generally result from providing services In connection with the Authority's
principal ongoing operations.  The principal operating revenues of the Authority are
charges to customers for the sale of water. Operating expenses include the cost of
providing services, administrative expenses, depreciation on capital assets and
amartization on bond premiur and issue costs. Al revenues and expenses not meeting
this definltion are reported as nonoperating revenues and expenses. The principal
nonoperating revenues and expenses of the Authority are interest expense, invesiment
income, change In value of interest rate swap and capital contributions.

When restricted and unrestricted resources are available for its use, it is the Authority's
policy to use restricted resources first.

C. ASSETS, LIABILITIES AND NET ASSETS

In accordance with the terms of the trust indenture dated September 15, 2002, the first
supplemental indenture dated July 1, 2003, and the second supplemental indenfure
dated July 16, 2007 (hereinafter collectively referred to as the "indentures"), relaiing to
the bonded debt funds of the Authority are accounted for by separate frust accounts;
segregated for specific use and held for the benefit of the bondholders. Int accordance
with the indentures, the trust accounts maintained by the independent trustee are
accounted for, by the trustee, using the cash basis method of accounting. A brief
description of the purposes of the several revenue bond trust restricted accounts follows:

Project accounts:
Clearing Account:

Funds are deposited herein to cover principal and interest payments due on the
bonds. Transfers are made to the Debt Service Account to make these payments.

Consfmction Account:

The Canstruction Account cansists of funds deposited from the Settlement Account
for the purpose of paying costs of capital additions.

Debt Service Aceount:
Semiannual transfers from the Clearing Account were recorded herein. Current

debt service and sinking fund requirements of the bond issues are paid from this
Account.

14



NOTES TO FINANCIAL STATEMENTS DRAFT

Note 1. Nature of Activity and Significant Accounting Policies (Continued)

A summary of the Authority's significant accounting policies follows (continued):

C. ASSETS, LIABILITIES AND NET ASSETS (CONTINUED)

Project accounts (continued):

Debf Service Reserve Account:

This Account was funded by the trust indentures, The aggregate balance provides
additional coilateral for the bondholders.

Cash:

For purposes of reporting cash flows, the Authority considers all cash accounts, which
are not subject to withdrawal restrictions or penafties, and all highly-liguid debt
investments purchased with a maturity of three months or less to be cash.

Accounts receivable!

Accounts receivable are shown net of an afiowance for uncollactibles, as applicable,
Accounts recelvables are evaluated for collectabllity and an allowance is established,
as deemed necessary, based on the best information available and in an amount that
management believes is adequate. Accounts receivable are written off when deemad
uncollectible. Recoveries of accounts receivable previcusly written off are recorded
when recaived.

Investments:

The Board and trustee are permitted to invest the Authority's funds as defined in the
Local Government Unit Debt Act, the Municipality Authorities Act and the related trust -
indentures. Authorized fypes of investments include the following:

a.

D.

U. 8. Treasury Bills,
Short-term obligations of the U. S, Government and federal agencies.

Insured savings and checking accounts and cerfificates of deposit in barnks,
savings and ioan associations and credit unions.

General obligation bonds of the federal government, the Commonwealth of
Pennsylvania or any state agency, or of any Pennsylvania politica subdivision,

Shares of mutual funds whose investments are restricted {o the above
categories.

When making investments, the Board and trustee can combine funds from morte than
one fund under the Authority's control for the purchase of a single investment and join
with other political subdivisions and municipal authorities in the purchase of a single
investment.

investments are cartied at fair value.

15



NOTES TO FINANGCIAL STATEMENTS DRAFT

Note 1. Nature of Activity and Signlficant Accounting Policies (Continued)
A summary of the Authority’s significant accounting policies follows {continued):
C. ASSETS, LIABILITIES AND NET ASSETS (CONTINUED)
Capftal assets:

Capital assets are stated at cost. Depreciation of capital assets Is computed on the
stralght-fine method over the following estimated useful lives:

Years
Leasehold improvements _ 10-40
Equipment 37
Vehicles 57
Computers and sofiware 35

Malntenance and repairs of capitat assets are charged lo operations and major
improvements are capitalized. Upon retirement, sale or other disposition of capitai
assets, the cost and accumulated depreciation are eliminated from the accounts and
gain or loss Is included in operations. Interést costs incurred during the construction
period of major projects are capitalized and amortized aver the life of the asset.

Bond/note premiums/issuance costs:

Bond/note premiums and issuance costs are deferred and amortized over the term of
the honds/notes. Bond premiums are presented as an addition to the face amount of
the revenue bonds payable, whereas issuance costs are recorded as an ofher asset.

Derivatives!

Changes in fair value for effective hedges that are achieved with derlvative
instruments are recognized in the reporting period to which they relate, Changes in
fair value of thase hedging derivative instruments do not aifect the current period, but
are instead reported as deferrals in the statement of net assets. Derivative
instruments that either do not meet the criteria for an effective hedge or are
associated with invesiments that are already reported at fair value are classified as
investment derivative instrumernts for financial reporting purposes. Changes in fair
value of those derivative instruments are reported in the current reporting period.

16



NOTES TO FINANCIAL STATEMENTS DRAFT

Note 1. Nature of Activity and Significant Accounting Policies (Continued)
A summary of the Authority's significant accounting poticies follows (continued):
C. ASSETS, LIABILITIES AND NET ASSETS (CONTINUED)
Net assoets:
Net assets are classified into three categories as follows:

invested in capital assets consists of capiial assets, net of accumuizted depreciation
and debt incurred for the acquisition of capital assets.

Restricted net assets are amounts that have exfernally imposed restrictions on how
the funds can be spent.

Unrestricted net assets are amounis that do not meet the definitions of *invested in
capital assets" or "restricted” and are avallable for Authority operations,

D. RECENT ACCOUNTING PRONGUNCEMENT
The Authority adopted Government Accounting Standards Board (GASB) Statement
No. 53, Accounting and Financial Reporting for Derivatives. GASB Statement No. 83

addresses the recognition, measurement and disclosure of information regarding
derivative Insiruments for the year ended December 31, 2010.

Note 2. Stewardship, Compliance and Accountability
Compliance with finance-related legal and centractual provisions:

The Authority had no material violations of finance-related legal and contractual provisions in

ragard to the terms, covenants, provisions or conditions contained in the rust indentures
relating to the bond issues.
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Note 3. Cash and Investments

The carrying amounts of cash and investments at Decernber 31, 2010 and 2009 consist of the

following:
2010 2009
Petty cash 8 300 $ 300
Damand deposit accounts 5,872,539 5,673,000
investments 16.514,480 20134877

$.22487.329  $.20.807.977

Classification per statements of net assets:

Unrestricied current assets, cash $ 5,875,463 $ 5,561,465
Restricted current assets: ,
Developer escrow deposits, cash 96,376 111,835
Trust accounts, cash and investmants 16,614,490 20,134,677

$..22.487,329 $ 25807977
Cash:

The Authority's available cash is invested in demand deposit accounts.

The Authority has custodial credit risk on cash deposits. This is the risk that in the eventof a
financial institution failure, the Authority's deposits may not be returned. The Authority has a
deposit poficy for custodial risk that requires depository institutions fo pledge securifies as
collateral for deposits that exceed depository insurance.

At Decernber 31, 2010 and 2009, the carrying amounts of the Authority's bank deposits were
$ 5,972,539 and § 5,673,000, respectively, and the hank balances were $ 5,792,059 and
$ 5,527 419, respectively, of which $ 500,000 was covered by Federal Depository Insurance
each year. The remaining $ 5,202,069 and $ 5,027,419, respeciively, of deposits were
exposed to custodial risk because they were uninsured and coliateralized with securities held
by the pledging financial institution’s trust department or agent, but not In the Authority's
name. The Authority has a petty cash balance of $ 300 at December 31, 2010.
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Note 3. Cash and Investments (Continued)
investments:

As of December 31, 2010 and 2009, the Authority has the following investments with

M&T Bank:
Investment Maturities

-------- {in Yearg}-~-vwwmux

Fair Less than

December 31, 2010 Value One Year
Federated Treasury Obligation Funds § 5772210 $ 5,772,210
Federal National Mortgage Association Note 3,742,280 3,742,280
Certificates of deposit 7,000,000 7,600,000

December 31, 2009

Faderated Treasury Obligation Funds 5 491,546 $ 491,546
Morgan Staniey Institutional Liquidity Funds,
Government Portiolio 16,059,438 16,059,438 -
Federal Home Loan Mortgage Corp Discount
Note 2,530,747 2,530,747
Federa National Morigage Association Note 1,052,846 1,052,946
3 20134877 § 20124877

Interest rate risk:

The Authority does not have a formal investment poiicy that limits maturities in certain
investments as a means of managing its exposure to fair value losses arising from increasing
interest rates.

Credit risk:

The Authorlty does not have an Investment poiicy that would limit its investment cholces fo
certain credit ratings. However, the Authority limits the type of investments parmitted as
defined in the Local Government Unit Debt Act, the Municipality Authorities Act and the
related trust indentures. Permitted investmants are defined in Note 1.

Custodial credit risk:

For an Investment, custodial credit risk is the risk that, in the event of the faijure of the
counterparty, the Authority will not be able to recover the value of its investrments or collateral
securities that are in the possession of an outside parly. As of December 31, 2010 and 2009,
$ 16,514,490 and $ 20,134,677, respectively, is held by the investment's counterparty, not in
the name of the Authority.
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Note 4. Capital Assets

Capital asset activity for the years ended December 31, 2010 and 2009 was as follows:

NOTES TO FINANGIAL STATEMENTS

Capital aggets not being
depreciated, construction
in progress

Capital assets being
depreciated:
i.easehold improvemeants
Equipment
Vehicles
Computers and scftware

Totat capital assets being
depreciated

Less accumulated
depreciation for:
Leasehold improvements
Eguipment
Vehicles
Computers and software

Total accumulated
depraciation

Total capital assets being
depreciated, net

Total capital assets, net

DRAFT
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....................... 115 [ { IR
Balance Balance
January 1, Additions Deletions Deacember 31,
$ 53287556 58361438 & _ 4088576 $_ 9.601.615
18,107,640 3,080,694 - 19,167,334
2,588,931 1,219,973 - 3,808,004
1,491,011 183,781 - 1,654,792
382,334 69 259 - 451553
20,569,918 4512, 707 - 26,082 623
2,847,837 588,628 - 3,436,465
1,077.851 303,599 - 1,381,450
029,584 166,809 - 1,085,493
309,052 22,304 - 331,358
5,164,324 1.080.440 - B,244 764
15,405,562 3,432 267 - 18.837.859
$ 20734347 § 11793703 §. 4088578 $ 28430474
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Note 4. Capital Assets (Continued)

....................... DOOD « = e m e o
Balahce Balance
January 1, Additions Deletions December 31,
Capital assets not being
depreciated, construction
in progress 3 13183280 % 4246085 $ 2356658 § 6328755
Capital assets being
depreciated:
Leagehold improvemants 15,834,380 273,280 - 16,107,640
Equipment : 2,150,481 438,440 - 2,588,931
Vehicles ‘ 1,168,308 322,705 - 1,481,011
- Gomputers and software 356,334 26,000 - 382,334
Total capital assets being
depreciated 19,509,511 1,060,408 - 20,569,916
Less accumulated
depreciation for:
Leasehold improvements 2,370,083 477,754 - 2,847,837
Equipment 837,073 240,778 - 1,077,851
Vehicles 759,617 169,967 - 929,584
Computers and sofiware 292,189 16.863 - 309.052
Total accumulated
depreciation 4,258 962 905,362 - 5,164,324
Total capital assets being
depreciated, net 15,250,549 155,043 - 15,405,592
Total capital assets, net  §_16,568.878 $ 4401128 3 235 659§ 20,734 347
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Mote 5. Long-Term Debt

|DRAFT

At December 31, 2010 and 2009, long-term debt consisted of the following:

Note payable to a bank in quarterly principal
payments ranging from $21,386 to
$ 23,300, plus monthly inferest payments
calculated at a varlable rate through
February 2011

Note payabie to PENNVEST, due in monthly
payments of § 18,405, including interest at
3.997% to Decembear 2017, secured by a
fien and security interest in substantially all
Authority assets

Note payable to PENNVEST, dug In monthly
payments of § 111,998, including interest at
1.000% through January 2012, guaranteed
by the City of Reading

Guaranteed Water Revenue Bonds, Series
of 2002, initial issue $ 3,250,000, various
interest rates ranging from 1.300% fo
4.400%, maturing in amounts ranging from
$ 190,000 to $ 265,000 through 2017

Guaranteed Water Revenue Bands, Serles
of 2003 (Capital Appreciation Bonds), initial
issue $ 21,080,000, various interest rates
ranging from 3.600% to 4.620%, maturing
in amounts ranging from $610,000 to
$ 2,690,000 through 2020

Guaranteed Water Revanue Bonds, Series
of 2007, inifial issue $ 25,000,000, various
interest rates ranging from 4.250% to
8.000%, maiuring in amounts ranging from
$ 125,000 to $ 3,880,000 through 2027

Note payabie fo PENNVEST, maximum
drawdown of § 5,550,000, interest only for
the first 36 months of the loan, pringipal
and interest due monthly thereafter; interest
at 1.274% for first 5 years and 2.547%
theresfter.  Guarantead by the City of
Reading '

22

Balance

Qutstanding

3

Jantary 1,

114,838

1,510,116

2,758,205

1,870,000

21,080,000

25,000,000

Balance

Additions Qutstanding

{Payments) December 31,

$

(91,214) § 23,422

(163,475) 1,346,641
(1,322,462) 1,433,833
(205,000) 1,865,000

- 21,080,000

- 25,000,000
2,875,070 2,875,070
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Note 5. Long-Term Debt (Continued)

Water Revenue Note, Series of 20089,
maximum  drawdown of § 6,550,000,

interest payable monthly at 3.15%, with -

principal due Cctaber 2012,

Note payable o a bank in guarterly principal
payments rangirg from $21,388 to
$ 23,300, plus monthly interest payments
calculated at a variable rate ihrough
February 2011

Note payable to PENNVEST, due in monthly
payments of § 18,405, including interest at
3.897% to Decemnber 2017, secured by a
lien and security interest in substantially all
Authorlty assets '

Note payable to PENNVEST, due in monthly
paymentis of & 111,988, inciuding interest at
1.000% through January 2012, guaranteed
by the City of Reading

Guaranteed Water Revenue Bonds, Series
of 2002, initial issue § 3,250,000, various
interest rates ranging from 1.300% to
4,400%, maturing In amounts ranging from
$ 180,000 to $ 265,000 through 2017

Guarantead Water Revenue Bonds, Serles
of 2003 (Capital Appreciation Bonds), initial
issue § 21,080,000, various interest rates
ranging from 3.800% to 4.620%, maturing
in amounts ranging from $610,000 to
$ 2,690,000 through 2020

Guaranieced Water Revenue Bonds, Series
of 2007, initial issue $ 25,000,000, various
interest rates ranging from 4.250% fto
5.000%, maturing in amounts ranging from
$ 125,000 to $ 3,860,000 through 2027
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----------------- 2010 r-mm e
Balance Balance
Outstanding Additions Outstanding

January 1, {Payments) December 31,
3 - $ 1772864 § 1772.884
$ 52331047 & 2865773 $ 551963820

---------------- S2009 - - - - i
Balance Balance
Qutstanding Cutstanding

January 1, Payments December 31,

$ 201,792 5 {87,166) § 114,636
1,667,196 (157,080} 1,510,118
4,065,603 (1,309,308) 2,756,285
2,065,000 {15,000) 1,870,000

$ 21,080,000 ] - $ 21,080,000
25,000,000 - 25,000,000

$ 54070501 §._(1.748544) $ 054.331.047
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Note 5, Long-Term Debt (Continued)

Aggregate maturities required on the long-term debt at December 31, 2010 are as follows:

Year Ending Principal interest Total
201 $ 2,479,300 $ 1,423,874 $ 3,903,274
2012 4,332,886 1,611,422 5,844,418
2013 2,690,848 1,608,068 4,298,014
2014 2,716,326 1,681,048 4,377,372
2015 2,742,085 1,710,295 4,452,380
2016-2020 14,878,424 10,042,037 24,920,481
2021-2025 16,640,661 4,548,400 21,189,061
2026-2030 8,358,427 669,834 9,028,061
2031-2032 357,655 9,565 387,220

§_55.196,820 $ 23184441 § 78381261
2010 2009

Total long-term debt payable $ 55,196,820 $ 52,331,047

Less current maturities (2,475,300) {1,782,478) .

Plus unamortized bond premium 758,731 803,582

Less unamortized interest on capital
appreciation bonds {4.777.137) (5.437,378)

3 48600114 $..45.814.073
Bonds payable:

The bonds are secured undet the Indentures by an assignment and pledge to the trustee of
receipts and revenues from the water system.

Derivative financial instrument:

Interest rate swap - In July 2003, the Authority entered into a forward interest rate swap
agreement with a financial institution in conjunction with is Guaranteed Water Revenue
Bonds, Series of 2003. The agreement uses an underiying index of 67% of the 30-day .
LIBCR versus the BMA Municipal Bond Index.

The swap is a cash flow hedge — a pay-fixed interest rate swap. The classification of the
interest rate swap is deferred outflow. The fair value liability as of December 31, 2010 and
2009 was as follows:

Notional Effective Maturity January 1, increase December 31,

Amount Date Date Beginning  (Decrease) Ending

$ 21,080,000 Julyt, 2005 November1,2020 $ (226,475) § (106,250) § (332,89¢5)

% 21,080,000 July1,2005 November1,2020 § (808,532) § 582,087 § (226475)
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Note 6.

Note 7.

NOTES TO FINANGCIAL STATEMENTS DRAFT

Qperaiing Lease

The Authority has entered Into a 99-year operating lease, effective June 1, 1994, with the City
of Reading for the operations of the water system. Lease payments ara the sum of
agreed-upon admimstrative expenses, operaling expenses, debt service expenses and
financing fees of the City of Reading. in addition, the Authority must provide water service free
of charge o the City. Lease payments are made monthly based on an estimate of the
anticipated lease payments for the year, At the end of the year, the Authority receives an
annual reconciliation statement, which reflects a credit due to the Authority or a payment due to

the City. Total lease expense for the yeers ended Dacember 31, 2010 and 2009 was
$ 16,790,137 and $ 14,071,200, respectively.

In December 2010, a Second Addendum to the lease was agreed upon by the City of Reading
and the Authority. The Addendum authorizes the Authorily to directly employ the City's Water
Department employees at various dates beginning in January 2011, as defined therein. Upon
employment by the Authority of each employes, the lease payment to the City of Reading shall
he reduced by the operational expenses and administrative expenses directly atiributed to the
City's employment of such employee for the period following such employment.

The addendum also required the payment by the Authority to the City of $ 1,020,000 for
restriction on the City's Ontelaunee Township property. Under the addendum, except in the
axercise of its Take-Back Powers of with the Authority's prior written approval, the City cannot

voluntarily convey or transfer any property interest in the approximately 120 acre parcel of land
located in Ontelaunae Township.

Commitments and Contingency
Commitments:
Management agreement:

The Authority has entered into an agreement with Miller Environmental, Inc. for the services
of a qualified water filter plant manager, who is responsible for the management of all
operational and maintenance activities of the water fitter plant. The agreement is
automatically renewable annually uniess one of the parties gives written notice of their
intent to terminate the agreement. Total expense under the agreement for the years ended
December 31, 2010 and 2009 was $ 136,990 and § 123,628, respectively.

Water reading services agreement:

The Authority has entered into an agreement with Miller Environmental, Inc. to perform
water reading services In the Autherity's service area, Under the terms of the orlginal
agreement, the Authority pays a monthly operating fae of $ 29,524 plus additicrial hourly
charges for setvices performed outside the scope of the agresment. The monthly fee and
hourly rates are subject to a 5% increase per year, effective March 1 of each year, The
agreement was extended March 1, 2006 for a three-year ferm and is automatically
renewable for three-year terms unless one of the parties give written notice of their intent to
terminate the agreement. Total expense under the agreement for the years ended
December 31, 2010 and 2009 was $ 488,226 and $ 474,601, respectively.
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Note 7. Commitments and Contingency (Continued)
Commitments (continued):
Capital improvements:

The Authority has entered into contracts for various capital improvements. OQutstanding

commitments on these contracts totaled approximately $ 1,578,000 as of December 31,
2010,

Furchase of water system:

The Authority has entered into an agreement of sale to purchase a water system in the
amount of $ 800,000, Settlement is expacted to oceur in 2011,

Contingency:

The Authority has an unused letter of credit of $ 800,000 at December 31, 2010.

Note 8. Change in Accounting Principle

In connection with the adoption of GASB Statement No. 53, the Authority restated its 2009
financial staternents. The effect on the 2009 financial statements was fo increase long-term
liahility, interest rate swap by $ 226,475, increase the increase in net assets by § 582,057 and
decrease unrestricted net assets by $ 808,532, The effect on the 2010 financial statements

was to increase long-term liability, interest vate swap by $ 106,520 and increase the decrease
in net assets by $ 106,520,

Note 9. Subsequent Events

The Authority has evaluaied subsequent events through , 2011, This date Is the
dats the financial statements were available to be issued. The following subsequent events
were noted: :

Capital projects:

From January through June 2011, the Authority awarded various contracts for capital
projects totaling $ 3,872,000.

FPurchase of property:

th June 2011, the Authority purchased property to be used as administrative offices for
$ 365,000,

Transfer of City of Reading employees:
In July 2011, the City of Reading fransferred employment of 42 water department
employees to the Authority in accordance with the Second Addendum to the Lease

hetween the City of Reading and the Authority. The estimated annual payroli related to
these employees s approximately $ 1,600,000 .
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Note 9. Subsequent Events (Continued)
Union contract:

In April 2011, the Authority enfered into an agreement with the American Federation of
State, County and Municipal Employees, AFL-CIO, and its District Council 88, Local 2763E
"Union™), Except for managemeant level employses, supervisors, first-level supervisors,
confidential employess and guards, all fulltime and part-time nonprofessional employees
are represented by the Union.
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