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THE NEW YORK CITY WATER AND SEWER SYSTEM
A Component Unit of the City of New York
Comprehensive Annual Financial Report for the Fiscal Year Ended June 30, 2001
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CURRENT CAPITAL PLAN

SYSTEM FUNDS (IN THOUSANDS) 2002 2003 2004 2005 Total
Water Supply & Transmission S 194,977 S 283,000 $ 440,000 S 136,800 S 954,777
Water Distribution 521,826 1,012,653 441,543 177,586 2,153,608
Water Pollution Control 1,191,585 1,317,777 678,333 247,360 3,435,055
Sewers 288,412 221,718 136,951 90,547 737,628
Equipment 160,549 50,417 34,723 46,723 292,412
Total $ 2,357,349 $ 2,885,565 $ 1,731,550 $ 599,016 $ 7,573,480

The CIP is divided into five project types. Each is

discussed below separately.

WATER SUPPLY AND TRANSMISSION

This component of the CIP includes approximately
S950 million for Stages I and II of New York City’s
Water Tunnel 3, to augment transmission capacity
from the watersheds into the City. Construction of
Stage II of Tunnel 3 will continue towards its expected
operational date of 2008. The remaining section of
Stage IT underground excavation is the Manhattan leg,
which stretches for seven miles through lower
Manhattan. After Stage II comes on line and it begins
to deliver water, DEP will have achieved full redundan-
cy of Tunnels 1 or 2. This will allow DEP to inspect and
repair each of these tunnels for the first time since they

were put into operation in 1917 and 1936, respectively.

WATER DISTRIBUTION

The System’s drinking water is rated among the best
in the country. To ensure its continuing quality, and
to comply with Federal standards, DEP is pursuing a
comprehensive program to halt further environmental
deterioration in the increasingly urbanized Croton
watershed, and to prevent similar problems in the still

relatively pristine Catskill and Delaware watersheds.
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The CIP contains $2.6 billion for the protection, expan-
sion, and distribution of the City’s water supply. This
includes funding for the construction of a full-scale fil-
tration plant for the Croton watershed system at a cost
of S790 million. The Program also calls for $686 million
to be committed to on-going water quality preservation
programs to ensure the continued purity of the water
supply. This includes the reconstruction of a City-owned
upstate water pollution control plant located in the
watershed to meet the new proposed watershed regula-
tions (the reconstruction of seven other City-owned
plants in the watershed already having been completed)
and the acquisition of environmentally sensitive prop-

erty in the upstate watershed.

WATER POLLUTION CONTROL

To improve the water quality of the City’s estuaries and
to implement long-range land based solutions to sludge
disposal, an end-product of the sewage treatment
process, S4.4 billion is allocated to water pollution
control programs. Combined Sewer Overflow (CSO) is
currently a source of pollution in the City’s waters.

CSO occurs during and after heavy rainstorms, when
the flow of waste water and storm water in the sewers
may exceed the treatment capacity of sewage treatment

plants and therefore enters surrounding waterways.
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DEP’s Program includes approximately $1.2 billion for SEWERS

the abatement of CSO’s, using a combination of reten- Approximately $1.3 billion will be committed through
tion tanks and in-line storage. 2011 to replace existing sewers in areas requiring

increased capacity, to extend sewers to unserved or

DEP has renegotiated a consent decree governing the .
& g g underserved areas, and to replace failing, flawed, or

City’s long term sludge disposal plan. DEP is no longer collapsed sewer mains.

required to construct sludge processing facilities in the
City, but will continue contracting with private firmsto  EquipMENT

dispose of the City’s sludge in a cost effective manner.  programs in this category of the CIP include the instal-
The Water Pollution Control Program includes $1.15 lation of water meters, the procurement of vehicles
billion allocated to begin the upgrade of the Newtown and equipment, management information systems, and
Creek Water Pollution Control Plant to full secondary utility relocation for sewers and water mains. A total

treatment, complete upgrades to treatment capacity at  of $408 million has been committed to these projects.
two plants and to address odor concerns at two other

pollution control plants. Another significant program INTERNAL CONTROLS

included in the CIP is $466 million to be used for the Management of the Board and the Authority is respon-
reconstruction and modernization of ten water pollution ~ sible for establishing and maintaining an internal con-
control plants in order for these plants to continue to meet  trol structure designed to ensure that the assets of the

strict guidelines contained in State operating permits. System are protected from loss, theft or misuse, and to

ensure that adequate accounting data are compiled to

The CIP also includes approximately $120 million for allow for the preparation of financial statements in con-

biological nutrient removal at its four Upper East River formity with generally accepted accounting principles.

waste water treatment plants.
The System is subject to the internal control directives

and memoranda that originate from the New York City
Comptroller’s office. These directives establish internal
controls and accountability which safeguard City
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assets. In addition, the System is subject to the City’s
internal auditors who periodically check the City’s
agencies’ and component units’ adherence to internal

control policies and procedures.

BUDGETARY CONTROLS

The Board and the Authority maintain separate control
structures for their specific areas of responsibility. The
Board and the Authority establish separate operating
budgets approved by their respective Boards of Directors.

The capital budget of the Authority is appropriated
through the City’s Capital Budget, and the operation
and maintenance budget of the System is appropriated
through the City’s annual Operating Budget. The City
also maintains an encumbrance accounting system as

another technique of accomplishing budgetary control.

RISK MANAGEMENT

In accordance with the Lease, the Board is required to
reimburse the City for any judgment or settlement paid
by the City arising out of a tort claim to the extent that
the City’s liability is related to capital improvements
and the operation or maintenance of the System.
However in no event shall the payment made to the
City, in any fiscal year, exceed an amount equal to 5%
of the aggregate revenues shown on the last year-end
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audited financial statements of the System. In addition,
the System is required to reimburse the City, to the
extent requested by the City, for the payment of any
judgment or settlement arising out of a contract claim
with respect to the construction of capital improvements.
In addition, the City has agreed, subject to certain
conditions, to indemnify the Authority and the Board
against any and all liability in connection with any act
done or omitted in the exercise of their powers which
is taken or omitted in good faith in pursuance of their
purposes under the Act.

CASH MANAGEMENT

Both the Authority and the Board have funds which are
invested. The Authority’s investments must conform to
the policies set forth in the Authority’s Investment
Guidelines. Specifically, the Authority may invest in
any bonds or other obligations which constitute direct
obligations of, or are guaranteed by, the United States
of America, including obligations of any agency, corpo-
ration or instrumentality thereof; direct obligations
of, or obligations guaranteed by the State of New York
or direct obligations of any agency or public authority
thereof, provided such obligations are rated in one of
the two highest rating categories by a Rating Agency;
bankers’ acceptances or certificates of deposit issued
by a commercial bank, with its principal place of
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business within the State of New York and having capital
or surplus in excess of S100 million; corporate securi-
ties, including commercial paper and fixed income
obligations, rated by a Rating Agency in its highest
category for comparable types of obligations; or repur-
chase agreements collateralized by obligations of the
Federal government.

The Authority employs various methods for the invest-
ment of its funds. The Authority’s management is
responsible for the investment of certain funds, and
utilizes an investment manager for the active manage-
ment of some funds; additionally, the Authority invests
in forward purchase agreements and guaranteed
investment contracts. The Board makes its own invest-
ments through the City Comptroller’s investment group.

Funds are invested for periods of one day up to fifteen
years based upon cash flow requirements and subject
to the restrictions on investments set forth in the
Authority’s General Bond Resolution. Daily cash from
user payments is received into a lock box by the Board
and is transferred daily to the Authority for debt service
payments and to the City Comptroller to pay for the
operation and maintenance of the System. No cash is
retained by the Board until all requirements for debt
service, operation and maintenance, and rental pay-
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ments are met. Any surplus cash over these require-
ments is retained by the Board for use in the following

year to pay required deposits.

INDEPENDENT AUDIT

Section 6.11 (b) of the Financing Agreement by and
among the City, the Authority and the Board dated as
of July 1, 1985 requires that the Authority shall submit
to the Mayor, the Comptroller and the Director of
Management and Budget of the City audited annual
financial statements of the Authority and the Board.
The financial section of the 2001 Comprehensive
Annual Financial Report begins with the report of the
Authority’s independent auditors, KPMG LLP. This report
expresses an unqualified opinion as to the fairness of the
presentation of the Authority’s financial statements.
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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 New York City Water and Sewer System for its
comprehensive annual financial report (CAFR) for the
fiscal years ended June 30, 1995, 1996, 1997,1998, 1999
and 2000.

A Certificate of Achievement is valid for a period of
one year only. We believe our current report continues
to conform to the Certificate of Achievement program

requirements, and we are submitting it to GFOA.
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Water and Sewer System.
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Mark Page Lawrence R. Glantz

Executive Director Comptroller



NEW YORK CITY WATER & SEWER SYSTEM ORGANIZATIONAL CHART

NYC MUNICIPAL WATER NYC DEPARTMENT OF
FINANCE AUTHORITY NYC WATER BOARD ENVIRONMENTAL PROTECTION
BOARD OF DIRECTORS - 7 MEMBERS BOARD OF DIRECTORS - 7 MEMBERS COMMISSIONER
EXECUTIVE DIRECTOR EXECUTIVE DIRECTOR CUSTOMER WATER SUPPLY
SERVICES PROTECTION
COMPTROLLER TREASURER SECRETARY TREASURER

WATER & SEWER ENVIRONMENTAL
OPERATIONS ENGINEERING

SECRETARY

WASTEWATER TREATMENT

WATER SYSTEM
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STOTAZE CAPACITY - - - - e eee ettt ettt et e ettt ettt ettt et e et et e e e e e e e e e e e e e e e e e e e 547.5 billion gallons
Watershed Area . ... ..ottt e e e 2,000 square miles
Average daily water consumption (calendar 2000) .. ...........oiiiiiiiiiiii i 1.4 billion gallons
Average daily water consumption (calendar 1990) . ... ..........uuuuut ittt 1.5 billion gallons
Miles Of WaAter INAINIS . ..ottt ettt et e et e e e e e e e e e e e e e e 6,100
Miles of water tunnels and aQUEAUCTS . . . .. ...ttt ettt ettt e et ettt e e e e e e e e e e e e e e e e e e 359
Fire hydrants in New YOrK CIty ... ... ...ttt ettt ettt ettt et et et e et e e e e e e e e e e 98,812
Water samples taken each year . ... ... ...t 65,000
Laboratory tests performed each year on water samples ...............uu i 800,000

SEWER SYSTEM

Water pollution control PLANTS .. ... ... ...t e e e 14
Wastewater pUMP STAIOTIS . . . oo oottt et ettt et et ettt e e e e e e e e e e e e e e e et 89
Design capacity Per day ..............oiiiiiii i 1.8 billion gallons
Percent of dry-weather sewage processed through this system .......... ... . . i 100%
Dry-weather sewage treated per day (FY 1099) ... ..ottt et 1.2 billion gallons
Miles 0f SEWAZE PIPES .. ..ottt 6,400
Biosolids produced each year .. ... ... ...ttt 450,800 wet tons
Percent of biosolids used beneficially .. ... ... ..o i 100%
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REPORT OF INDEPENDENT AUDITORS
Members of the Boards

New York City Municipal Water Finance
Authority and the New York City Water Board

We have audited the accompanying balance sheets

of the New York City Water and Sewer System (the
“System”), as of June 30, 2001 and 2000, 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
System’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. Those standards require that we plan and
perform the audit to obtain reasonable assurance
about whether the financial statements are free from
material misstatements. An audit includes examining,
on a test basis, evidence supporting the amounts and
the 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 presenta-
tion. 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 posi-
tion of the New York City Water and Sewer System as of
June 30, 2001 and 2000, and the results of its operations
and changes in net assets and its cash flows for the years
then ended in conformity with accounting principles

generally accepted in the United States of America.

Our audits were made for the purpose of forming an
opinion on the financial statements taken as a whole.
The supplementary information included in schedules
I through VI is presented for the purposes of additional

analysis and is not a required part of the financial

20

statements. Such information has been subjected to
the auditing procedures applied in the audits of the
financial statements and, in our opinion, is fairly
presented in all material respects in relation to the

financial statements as a whole.

As described in Note 2 to the financial statements,

in fiscal year 2001, the System adopted Governmental
Accounting Standards Board (“GASB”) Statement No. 34,
Bauic Financial Statements - and Management’s
Discussion and Analyasis - for State and Local
Governments, GASB Statement No. 37, Basic Financial
Statements - and Management’s Discussion and
Analyasis - for State and Local Governments: Omnibua,
and GASB Statement No. 38, Certain Financial
Statement Note Disclosures.

Management’s Discussion and Analysis is not a required
part of the financial statements, but is supplementary
information required by GASB. We have applied certain
limited procedures, which consisted principally of
inquiries of management regarding the methods of
measurement and presentation of the supplementary
information. However, we did not audit the information

and express no opinion on it.

The introductory and statistical information, as listed
in the table of contents, is presented for additional
analysis and is not a required part of the financial
statements. Such information has not been subjected
to the auditing procedures applied in the audits of the
financial statements and, accordingly, we express no

opinion on it.

KPMes LP

October 30, 2001
New York, New York



