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We are pleased to present our Comprehensive Annual Financial Report for the Fiscal Year from
July 1, 2010 through June 30, 2011 (FY 2011). This report conforms to the reporting and
accounting standards of the Governmental Accounting Standards Board (GASB), the Financial
Accounting Standards Board (FASB), and the Government Finance Officers Association’s
(GFOA’s) Governmental Accounting, Auditing and Financial Reporting document. Orange
Water and Sewer Authority (OWASA) is responsible for the accuracy, completeness and fairness
of the information presented including all disclosures.
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In FY 2011, OWASA served the Carrboro-Chapel Hill community in full compliance with
Federal and State standards for drinking water and treated wastewater quality.
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Federal and State standards for drinking water and treated wastewater quality.

For the second consecutive year, OWASA’s financial position improved even though customer
water use declined for the fifth consecutive year. The 6.5 million gallons per day (MGD) of
water sold in FY 2011 is about 30% less than was sold in FY 2002 despite an increase of about
13% in customer accounts over that period. However, due to cost savings in operating expenses
and a rate increase effective in October 2010, OWASA ended the year with an increase in
income that was well above budget. The resulting increase in financial reserves will be available
for future needs including capital improvements.
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The Introductory Section (unaudited) contains this letter of transmittal and information about
OWASA’s organizational structure, principal officers, major initiatives, accomplishments,
and future projects.
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The Financial Section includes the independent auditor’s report; OWASA management’s
discussion and analysis of the year ended June 30, 2011; the general purpose financial
statements; and supplementary schedules. The general purpose financial statements can be
issued separately for securities offerings or other purposes.
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The Statistical Section (unaudited) presents fiscal and other data to provide a more complete
understanding of OWASA, the community we serve and the local economy.
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The Compliance Section presents the independent auditor’s report on compliance with
various internal control and other requirements related to certain forms of financial
assistance.

The Compliance Section presents the independent auditor’s report on compliance with
various internal control and other requirements related to certain forms of financial
assistance.

As a single-purpose governmental entity, OWASA’s financial activities are reported as a sole
enterprise fund through which is captured and disclosed the inflow and outflow of total economic
resources under the full accrual method of accounting. For financial reporting purposes under the
GASB Statement 14, OWASA is considered a component of the Town of Chapel Hill because
the Town Council appoints a majority of OWASA’s Board Members and may remove them
without cause. The Comprehensive Annual Financial Report (CAFR) of the Town of Chapel Hill
therefore includes OWASA’s financial data and OWASA’s CAFR includes statistical data about
the Town.
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A special purpose local governmental entity organized under State law, OWASA is a public nonprofit agency providing water, sewer and reclaimed water services to the Carrboro-Chapel Hill
community in southeast Orange County and a small part of southwest Durham County. We
serve about 80,000 people.
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Before OWASA was established, the University of North Carolina at Chapel Hill and the Towns
of Chapel Hill and Carrboro provided public water and sewer services to the Carrboro-Chapel
Hill community.
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Following recommendations of a Utilities Study Commission created in 1971, on August 9,
1976, the State approved conveyance of the University’s water and wastewater utilities to
OWASA in accord with Agreements of Sale and Purchase among the University, the Towns and
OWASA. The Town of Carrboro, the Town of Chapel Hill and Orange County governing boards
incorporated OWASA under Chapter 162A of State law. OWASA began serving the community
on February 16, 1977 upon transfer of the municipal and University systems to OWASA.
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A nine-member Board of Directors governs OWASA. The Chapel Hill Town Council appoints
five, and the Carrboro Board of Aldermen and the Orange County Board of Commissioners each
appoints two Board Members. The OWASA Board adopts the annual budget; sets rates, fees, and
charges based on cost-of-service principles; makes policy decisions; approves issuance of
revenue bonds or other debt instruments; and appoints the Executive Director, General Counsel
and Independent Auditor.
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Water System

Water System

Our water comes from Cane Creek Reservoir, a three billion gallon supply eight miles west of
Carrboro; University Lake, a 450 million gallon reservoir on the west side of Carrboro; and the
200 million gallon Quarry Reservoir three miles west of Carrboro. OWASA has a State
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allocation of water supply storage capacity in Jordan Lake equivalent to about five million
gallons of water per day. OWASA does not currently receive water from Jordan Lake nor does it
have facilities to do so. OWASA maintains emergency water system connections with the City
of Durham, the Town of Hillsborough and Chatham County public drinking water systems.
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have facilities to do so. OWASA maintains emergency water system connections with the City
of Durham, the Town of Hillsborough and Chatham County public drinking water systems.

Our Jones Ferry Road Water Treatment Plant (WTP) has a capacity of 20 MGD. Our drinking
water storage capacity is 8 million gallons and we maintain 420 miles of raw water, finished
water, and water interconnection lines.
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We operate and maintain 336 miles of sanitary sewer and force main lines, and 21 pump stations
to carry wastewater to the Mason Farm Wastewater Treatment Plant (WWTP), which has a peak
treatment capacity of 14.5 MGD (daily average for a calendar month).

We operate and maintain 336 miles of sanitary sewer and force main lines, and 21 pump stations
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treatment capacity of 14.5 MGD (daily average for a calendar month).

iii

iii

Highly treated wastewater is recycled to the natural environment at Morgan Creek on the
southeast side of Chapel Hill or provided as reclaimed water to the University of North Carolina
at Chapel Hill (UNC) as described below. Morgan Creek is a tributary of Jordan Lake, a water
source for several communities in the region.

Highly treated wastewater is recycled to the natural environment at Morgan Creek on the
southeast side of Chapel Hill or provided as reclaimed water to the University of North Carolina
at Chapel Hill (UNC) as described below. Morgan Creek is a tributary of Jordan Lake, a water
source for several communities in the region.
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In the spring of 2009, OWASA and UNC completed construction and testing of the reclaimed
water (RCW) system. The system includes a pump station, storage tank, chemical treatment
systems, and a monitoring and control system at the Mason Farm WWTP, and about 25,000 feet
of RCW distribution lines 6 to 24 inches in diameter.
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systems, and a monitoring and control system at the Mason Farm WWTP, and about 25,000 feet
of RCW distribution lines 6 to 24 inches in diameter.

The University began using RCW in April 2009 for make-up water in cooling towers at chiller
plants, toilet flushing and irrigation. UNC’s RCW use averaged about 0.7 MGD during FY 2011
and is expected to increase slightly in FY 2012. At build-out of the system serving the main
campus expected around 2028, RCW demand could reach 2.0 MGD.
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By decreasing the amount of drinking water used for non-drinking purposes, the RCW system
helps reduce the community’s risks in future droughts and other water shortages. The system
also enables OWASA to defer the need for expansion of water supply and treatment capacity.
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helps reduce the community’s risks in future droughts and other water shortages. The system
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The RCW project is financially self-supporting. UNC paid to build the system and OWASA
recovers all operating, maintenance, management, and overhead costs for the RCW system
through rates and fees. Financial responsibilities, including rate decisions by OWASA and other
technical matters are specified in a contract signed by OWASA and UNC in April
2006. OWASA received about $2.25 million in Federal and State grants for the project.
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2006. OWASA received about $2.25 million in Federal and State grants for the project.

iv

iv
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checks the pumping
system delivering RCW
to the University
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The RCW system is a third utility for OWASA. Revenues and costs are tracked separately to
ensure proper cost allocation and recovery through cost-of-service rates.

The RCW system is a third utility for OWASA. Revenues and costs are tracked separately to
ensure proper cost allocation and recovery through cost-of-service rates.

Economic Conditions

Economic Conditions

In June 2011 the unemployment rate in Orange County was 7.1 percent compared to the US
average of 9.2 percent and the North Carolina average of 9.9 percent (Source: US Bureau of
Labor Statistics data, not seasonally adjusted). The estimated population of Orange County
increased by 13 percent from 2000 through 2010. The estimated value of permitted construction
in Orange County in FY 2011 totaled $130 million; $36 million commercial and $94 million
residential. Taxable retail sales in Orange County in FY 2010 totaled $946 million.
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We believe the relative stability of the Carrboro-Chapel Hill economy reflects the substantial
size and strength of UNC and UNC Hospitals as public entities serving the entire state. Although
new service connections in FY 2011 were below the historical growth rate, the University and
UNC Hospitals continue to actively plan and develop new facilities and infrastructure.
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size and strength of UNC and UNC Hospitals as public entities serving the entire state. Although
new service connections in FY 2011 were below the historical growth rate, the University and
UNC Hospitals continue to actively plan and develop new facilities and infrastructure.

Fiscal Year
Customer accounts (meters read)
Total water sales (thousands of gallons)
Water sales – average per day

2010
20,241
2,448,111
6.7 MGD

2011
20,453
2,376,150
6.5 MGD

% Change
1.0
(2.9)
(3.0)
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In addition to general economic conditions, the significant shift in drinking water demand that
occurred during the last decade reflects our customers’ commitment to sustainability, the
effectiveness of the conservation signal conveyed by our pricing structure, and UNC’s use of
reclaimed water.
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Major Initiatives and Accomplishments
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Excellence in Water Treatment Award – During FY 2011, OWASA
became only the ninth water utility in the United States and the first in
North Carolina to receive the Excellence in Water Treatment award
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North Carolina to receive the Excellence in Water Treatment award
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from the Partnership for Safe Water. The Partnership for Safe Water was developed by the US
Environmental Protection Agency and other water organizations representing water suppliers
striving to provide their communities with drinking water quality that surpasses federal
standards. The Excellence in Water Treatment award is the highest level of performance that can
be achieved in the partnership program and it signifies optimized plant performance.
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be achieved in the partnership program and it signifies optimized plant performance.

Bond refunding – On September 30, 2010, OWASA issued its Water and Sewer System
Revenue Refunding Bonds Series 2010. The $22 million dollar issue refunded a portion of the
Series 2001 and Series 2004A bonds. The refunding will save the organization approximately
$2.3 million in interest expense over the next 17 years.
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New Website and Online Customer Service Capability – In October 2010, OWASA launched
its new website. In addition to improving the appearance, functionality and content of the site,
new online customer service capability was also added. Customers may now access account
information online including water use and billing history, current account balance, and copies of
past monthly bills. Additionally, they can pay their bills and sign-up to pay their monthly bills
through automatic bank drafts.
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OWASA’s Updated Website Homepage
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Paperless Billing – In conjunction with the launch of our new website, we also began offering
customers the option of receiving their monthly bills electronically. Not only does this provide
customers the convenience of conducting business online, it saves the organization the cost of
printing and mailing paper bills and is more environmentally friendly. Approximately 10% of
OWASA’s customers have opted to receive paperless bills.
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Sale of Surplus Real Property – In April 2011, OWASA sold 61 acres of surplus real property.
The land was purchased in 2006 as part of our effort to protect the University Lake watershed.
The North Carolina Clean Water Management Trust Fund provided a grant which effectively
offset part of OWASA’s costs. We secured a conservation easement which placed significant
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MANAGEMENT’S DISCUSSION AND ANALYSIS

MANAGEMENT’S DISCUSSION AND ANALYSIS

The management of Orange Water and Sewer Authority (OWASA) offers to the readers of
OWASA’s financial statements the following discussion and analysis of the Authority’s financial
position and activities for the fiscal years ended June 30, 2011 and 2010. This presentation is
intended to further the readers’ understanding of the financial statements which follow and
should be read in conjunction with those statements and the introductory letter of transmittal
found on pages i–x.
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intended to further the readers’ understanding of the financial statements which follow and
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FINANCIAL HIGHLIGHTS

FINANCIAL HIGHLIGHTS

At June 30, 2011, OWASA’s net assets totaled $218 million, reflecting a $7.2 million
increase over the previous year primarily due to the acquisition of capital assets through
equity funding with no issuance of new debt.
Current assets increased by approximately $6.6 million reflecting a stronger net asset
balance.
Due to significant investments in plant capacity in recent years, OWASA was able to
maintain a relatively modest level of capital expenditures for FY 2011 while continuing its
commitment to maintaining an adequate water and sewer infrastructure.
Total current liabilities at the end of FY 2011 were about 15% higher than the prior year
resulting primarily from an increase in trade and construction contracts payable related to a
large construction project that was in process at year-end.
Noncurrent liabilities decreased by about $4.9 million as a result of principal payments on
long-term debt with no new debt issued.
OWASA’s credit ratings from Standard and Poor’s and Fitch of AA+, and Aa1 from
Moody’s, remain unchanged.
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OVERVIEW OF THE FINANCIAL STATEMENTS

OVERVIEW OF THE FINANCIAL STATEMENTS

OWASA’s primary mission is to provide water, sewer, and reclaimed water services to Chapel
Hill, Carrboro, and portions of southeastern Orange County. OWASA does not provide other
general purpose government services or programs. OWASA’s operations, capital improvements
program, and debt payments are funded almost entirely through rates, fees, and other charges for
water, sewer, and reclaimed water services. As such, OWASA is considered to be, and,
therefore, presents its financial report, as a stand-alone enterprise fund.
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Hill, Carrboro, and portions of southeastern Orange County. OWASA does not provide other
general purpose government services or programs. OWASA’s operations, capital improvements
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therefore, presents its financial report, as a stand-alone enterprise fund.

As a stand-alone enterprise fund, OWASA’s basic financial statements consist of a Statement of
Net Assets, a Statement of Revenues, Expenses and Changes in Net Assets (Equity) and a
Statement of Cash Flows. These statements, together with the Management’s Discussion and
Analysis, provide both short and long-term financial information about OWASA’s financial
position. Presentation of two-year and three-year comparative data in these schedules further
enhances the reader’s ability to gauge OWASA’s fiscal strength and provides useful trend
information. To further illuminate the information contained in these statements, Notes to the
Financial Statements and a Statement of Revenues and Expenditures – Budget and Actual, appear
immediately following the basic financial statements. In addition to this discussion and analysis,
other required supplementary information, generally statistical and demographic in nature, is
presented.
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The Statement of Net Assets presents OWASA’s basic financial position through disclosure of
information about OWASA’s assets and liabilities. Net assets represent the difference between
total assets and total liabilities. Net assets may serve over time as a useful indicator of OWASA’s
financial condition.

The Statement of Net Assets presents OWASA’s basic financial position through disclosure of
information about OWASA’s assets and liabilities. Net assets represent the difference between
total assets and total liabilities. Net assets may serve over time as a useful indicator of OWASA’s
financial condition.

The Statement of Revenues, Expenses and Changes in Net Assets provides information regarding
OWASA’s total economic resource inflow and outflow (accrual method of accounting). The
difference between these inflows and outflows represents the change in net assets, which links
this statement to the Statement of Net Assets.
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OWASA’s total economic resource inflow and outflow (accrual method of accounting). The
difference between these inflows and outflows represents the change in net assets, which links
this statement to the Statement of Net Assets.

The Statement of Cash Flows deals specifically with the flow of cash and cash equivalents
arising from operating, capital and related financing and investing activities. Because OWASA’s
Statement of Revenues, Expenses and Changes in Net Assets measures the flow of total economic
resources, operating income usually differs from net cash flow from operations. To enhance the
reader’s understanding of this difference, the Statement of Cash Flows includes a reconciliation
between these two amounts. In accordance with accounting principles generally accepted in the
United States, a reconciliation of cash and cash equivalents is also presented in this statement.
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The Notes to the Financial Statements provide additional information critical to the
understanding of the basic financial statements.

The Notes to the Financial Statements provide additional information critical to the
understanding of the basic financial statements.

FINANCIAL ANALYSIS
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Orange Water and Sewer Authority
Schedule of Net Assets
($ millions)
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Fiscal Year Ended
Current assets and restricted noncurrent assets
Capital and other long-term assets
Total assets

2011
$34.3
288.2
322.5

2010
$27.7
290.8
318.5

2009
$21.6
292.1
313.7

Current liabilities
Noncurrent liabilities
Total liabilities

11.3
93.5
104.8

9.8
98.2
108.0

191.9 188.1
0.1
1.3
25.7
21.1
$217.7 $210.5

Net assets
Invested in capital assets, net of related debt
Restricted
Unrestricted
Total net assets
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Percentage of
Change
(2010 to 2011)

Fiscal Year Ended

23.8%
(0.9)
1.3
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Capital and other long-term assets
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15.3
(4.8)
(3.0)
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1.2
15.1
$200.8

2.1
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3.4
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2010
$27.7
290.8
318.5

2009
$21.6
292.1
313.7

Percentage of
Change
(2010 to 2011)
23.8%
(0.9)
1.3

OWASA’s assets exceeded liabilities by $218 million at June 30, 2011, compared to $211
million and $201 million at June 30, 2010 and 2009, respectively. This trend of increasing net
worth is indicative of OWASA’s commitment to maintaining an infrastructure to meet the water
and sewer needs of its customers now and in the future, and reflects the fact that a significant
portion of recent infrastructure development has been funded through cash rather than debt.

OWASA’s assets exceeded liabilities by $218 million at June 30, 2011, compared to $211
million and $201 million at June 30, 2010 and 2009, respectively. This trend of increasing net
worth is indicative of OWASA’s commitment to maintaining an infrastructure to meet the water
and sewer needs of its customers now and in the future, and reflects the fact that a significant
portion of recent infrastructure development has been funded through cash rather than debt.

Capital assets, net of related debt, comprised more than 90% of total net assets for the
comparative years of 2009 through 2011. These capital assets are essential in providing water
and sewer services to customers and consequently, these assets are not available for future
spending. The resources needed to repay the related debt must be provided by other sources. At
June 30, 2011, these other unrestricted resources totaled $25.7 million and may be used for any
lawful purpose.
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OWASA’s overall financial position strengthened between fiscal years ended June 30, 2009 and
2011 as net assets increased by $17 million. Total assets increased during the same period by
$8.8 million reflecting cash financing of infrastructure.
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Analysis of total liabilities further demonstrates the benefit of cash financing and debt reduction.
Noncurrent liabilities decreased by approximately 9% or $9 million during the same period
reflecting principal payments on long-term debt.
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reflecting principal payments on long-term debt.

OWASA anticipates continued increases in net assets arising from its planned capital
improvements program and projected surpluses of revenues and contributions over expenditures.
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improvements program and projected surpluses of revenues and contributions over expenditures.

Orange Water and Sewer Authority
Revenues, Expenses and Change in Net Assets
($ Millions)
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Operating revenues
Operating expenses
Operating income
Nonoperating revenues (expenses)
Income before contributions
Capital contributions
Increase in net assets
Net assets, July 1
Net assets, June 30

Fiscal Year Ended
2011
2010
$36.0
$33.6
27.9
26.5
8.1
7.1
(2.1)
(1.4)
6.0
5.7
1.2
4.0
7.2
9.7
210.5
200.8
217.7
210.5

2009
$29.5
27.0
2.5
(0.8)
1.7
14.5
16.2
184.6
200.8

Percentage of
Change
(2010 to 2011)
7.1%
5.3
14.1
(50.0)
5.3
(70.7)
(25.5)
4.9
3.4
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The above condensed three-year comparison of Revenues, Expenses, and Change in Net Assets,
combined with the following discussion provides additional insight regarding changes in net
assets.
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combined with the following discussion provides additional insight regarding changes in net
assets.

Operating Revenues: OWASA is not empowered to levy or collect taxes, nor does OWASA
receive funding from the taxing authorities within its service area. OWASA’s operations,
capital improvements program, and debt service are funded almost entirely from fees charged
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receive funding from the taxing authorities within its service area. OWASA’s operations,
capital improvements program, and debt service are funded almost entirely from fees charged
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to customers for water, sewer, and reclaimed water services, and other related services. As
such, OWASA’s revenue stream is impacted by fluctuations in demand for services and other
economic factors.

to customers for water, sewer, and reclaimed water services, and other related services. As
such, OWASA’s revenue stream is impacted by fluctuations in demand for services and other
economic factors.

Revenues derived from water, sewer, and reclaimed water services are comprised of two
components; a fixed monthly service charge based on the size of the installed water meter
and a monthly volume usage (commodity) charge per thousand gallons of water consumed.
The sewer commodity charge, although based on measured water consumption, incorporates
the assumption that not all water consumed is returned to the sewer system. Sewer billings
for residential customers are capped at 15,000 gallons per month. All rates, fees and charges
are calculated under a cost-of-service rate-making methodology.
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the assumption that not all water consumed is returned to the sewer system. Sewer billings
for residential customers are capped at 15,000 gallons per month. All rates, fees and charges
are calculated under a cost-of-service rate-making methodology.

Continuing a trend that began in 2002, potable water sales volume declined about 3% from
FY 2010 to FY 2011 but was about 6% greater than expectations. The decline in potable
water demand reflects OWASA’s and OWASA’s customers’ continued commitment to water
resource conservation, the strong conservation signal delivered through the increasing block
rate and seasonal pricing structures for residential and commercial customers, respectively,
and the expanded use of the reclaimed water system that serves the University. However, the
application of a combined rate increase in water and sewer charges of approximately 9.25%
resulted in a $2.4 increase over the prior year in operating revenues. Operating revenues for
FY 2011 totaled $36 million.
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application of a combined rate increase in water and sewer charges of approximately 9.25%
resulted in a $2.4 increase over the prior year in operating revenues. Operating revenues for
FY 2011 totaled $36 million.

Operating Expenses: Operating expenses were $27.9 million or about 5.3% more than FY
2010 and 3.3% greater than FY 2009. The increases reflect reinstatement of maintenance
programs that had been deferred in prior years. However, OWASA’s flexibility in
operational activity and budget execution enabled its managers to save over 4%, or $800,000
of their FY 2011 operating appropriation. Operating expenses includes a $9.3 million charge
for depreciation and a $751,000 charge for post-employment benefits. OWASA’s ability to
meet operating expenses and adequately cover debt service remained positive.
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for depreciation and a $751,000 charge for post-employment benefits. OWASA’s ability to
meet operating expenses and adequately cover debt service remained positive.

Non-Operating Revenues (Expenses): Non-operating revenues are comprised primarily of
customer (service availability) fees, interest earnings, and gains (or losses) from the sale of
surplus property. Customer fees, similar to impact fees, are calculated to recover from new
customers the fair share cost of system capacity when a new connection is made to the
system. Non-operating expenditures are made up primarily of interest expense on debt and
amortization of bond expenses.
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Customer fees of $1.7 million represented a 21% increase over FY 2010 and a 32% decline
from FY 2009. Although fund balance improved significantly during the year, interest
earnings remained low in FY 2011. Interest rates averaged less than 0.5% and investments
remained in safe, liquid and secured deposits.
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earnings remained low in FY 2011. Interest rates averaged less than 0.5% and investments
remained in safe, liquid and secured deposits.

OWASA paid interest on nearly $5.0 million less in outstanding debt compared to 2010 and
combined with very low rates on the variable rate bonds, interest expense declined by about
4% or $100,000.

OWASA paid interest on nearly $5.0 million less in outstanding debt compared to 2010 and
combined with very low rates on the variable rate bonds, interest expense declined by about
4% or $100,000.
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Non-operating Revenues (Expenses) also includes a loss on the sale of surplus real property
of approximately $1.3. OWASA purchased land in its University Lake watershed in 2006 for
about $2.4 million. Working with the North Carolina Clean Water Management Trust Fund,
which provided a grant of approximately $1.2 million, OWASA secured a conservation
easement which placed significant development and use restrictions on the property.
Attachment of the conservation easement effected OWASA’s watershed protection goals and
rendered fee simple ownership of the property unnecessary.
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of approximately $1.3. OWASA purchased land in its University Lake watershed in 2006 for
about $2.4 million. Working with the North Carolina Clean Water Management Trust Fund,
which provided a grant of approximately $1.2 million, OWASA secured a conservation
easement which placed significant development and use restrictions on the property.
Attachment of the conservation easement effected OWASA’s watershed protection goals and
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Capital Contributions: Total capital contributions totaled $1.2 for the year, a decrease of
71% from FY 2010, and were comprised of reimbursements for construction of developer
dedicated facilities.

Capital Contributions: Total capital contributions totaled $1.2 for the year, a decrease of
71% from FY 2010, and were comprised of reimbursements for construction of developer
dedicated facilities.

Contributions in aid of construction in the form of dedicated service lines are classified as
contributions after net income. Although OWASA receives such contributions annually,
these transactions are not cash or cash equivalents and are not included in the budget under
the modified accrual method.
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these transactions are not cash or cash equivalents and are not included in the budget under
the modified accrual method.

Capital Assets

Capital Assets

OWASA annually expands or places into service new and renewed capital assets. Capital assets
net of depreciation decreased by $2.6 million in FY 2011. However, this net decrease consisted
of additions totaling $8.7 million and a reduction due to deprecation of $9.3 million. Land
holdings decreased by approximately $2 million as a result of the sale of surplus property
mentioned above. The property was divided into two parcels which were sold separately: one
closing in FY 2011 and one in FY 2012. The asset additions included the rehabilitation or
replacement of various water and sewer mains and improvements to the Jones Ferry Road Water
Treatment Plant and the Mason Farm Wastewater Treatment Plant.
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mentioned above. The property was divided into two parcels which were sold separately: one
closing in FY 2011 and one in FY 2012. The asset additions included the rehabilitation or
replacement of various water and sewer mains and improvements to the Jones Ferry Road Water
Treatment Plant and the Mason Farm Wastewater Treatment Plant.

The downturn in customer demand combined with the system improvements that have been
completed over the last several years has led to a leaner capital improvements program for the
near-term including the likelihood that several major system expansions will be able to be
deferred well into the future. Please refer to Page 23 for additional information on capital assets.
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Land
Construction in progress
Water treatment and distribution
Sewer collection and treatment
Fixtures and equipment
Total

2011
$18.0
11.2
102.7
139.2
16.2
$287.3
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Fiscal Year Ended
2010
2009
$20.0
$20.0
14.0
23.2
104.0
98.5
134.2
130.3
17.7
19.1
$289.9
$291.1

Percentage of
Change
(2010 to 2011)
(10.0%)
(20.0)
(1.3)
3.7
(8.5)
(0.9)
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Debt Administration

Debt Administration

OWASA policy dictates that at least 30% of capital projects be funded with cash from
operations. At June 30, 2011, 2010, and 2009, OWASA’s outstanding debt totaled $94.6 million,
$101.8 million, and $106.7 million respectively, net of applicable premiums, discounts and
deferred refunding costs. These amounts consist of water and sewer system revenue and
refunding bonds issued in 2001, 2003, 2004, 2005, 2006, and 2010. At year-end, OWASA owed
an accrued debt service liability of approximately $7.2 million. This amount was credited in full
to the trustee restricted bond service account as of June 30, 2011.
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to the trustee restricted bond service account as of June 30, 2011.

OWASA’s credit ratings for its bonds are Aa1 by the Moody’s rating agency. Standard & Poor’s
and Fitch rate OWASA’s creditworthiness as AA+. These “double A” ratings reflect OWASA’s
strong fiscal policy and standards and are considered excellent for an entity that does not have
taxing authority.
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and Fitch rate OWASA’s creditworthiness as AA+. These “double A” ratings reflect OWASA’s
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Please refer to Page 28 in the Notes to Financial Statements section for greater detail on
OWASA’s outstanding debt obligations.
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Economic Factors
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OWASA, located in Orange County, North Carolina, enjoys the benefit of several key factors
within its service area.

OWASA, located in Orange County, North Carolina, enjoys the benefit of several key factors
within its service area.

The University or North Carolina at Chapel Hill (UNC) is OWASA’s largest customer;
accounting for approximately 23% of total water sales.

The University or North Carolina at Chapel Hill (UNC) is OWASA’s largest customer;
accounting for approximately 23% of total water sales.

The relative stability of the Carrboro-Chapel Hill economy reflects the substantial size and
strength of UNC and UNC Hospitals as public entities serving the entire state. The
University continues to actively plan and develop new facilities and infrastructure.
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Further enhancing the stability of OWASA’s customer base is the fact that there is no major
industry in the service area that is subject to significant changes in economic conditions.

Further enhancing the stability of OWASA’s customer base is the fact that there is no major
industry in the service area that is subject to significant changes in economic conditions.

Orange County’s unemployment rate has historically been considerably better than the State
and National average.

Orange County’s unemployment rate has historically been considerably better than the State
and National average.

In addition to the existing good water stewardship by its customers, OWASA encourages water
conservation through public education, voluntary, and mandatory water use restrictions, and
pricing structures to ensure adequate water supplies. However, conservation carries significant
implications for revenue streams. OWASA has been able to adjust the rates and fees it charges
its customers and successfully manage its operational spending budget to offset lower demand
without degradation of services or programs. For FY 2011, total assets increased, liabilities were
reduced, and the increase in net assets was above budget.
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