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Notes to Financial Statements
June 30, 2005 and 2004

Nonexchange Transactions

The Authority receives voluntary nonexchange transactions from developers of cash,
property, lines and improvements. As a result of implementing GASB Statement No. 33,
these nonexchange transactions are considered capital contributions on the Statements of
Revenues, Expenses and Changes in Net Assets. The effect on net income resulted in an
increase for the year ended June 30, 2005 and 2004 for $7,588,420 and $0, respectively.

Accounting Pronouncements Adopted

In June 1999, the GASB issued Statement No. 34, Basic Financial Statements and
Management's Discussion and Analysis for State and Local Governments (Statement 34).
Statement 34 establishes standards for external financial reporting for all state and local
governmental entities, which includes a statement of net assets, a statement of revenues,
expenses and changes in net assets and a statement of cash flows. It requires the
classification of net assets into three components - invested in capital assets, net of related
debt; restricted; and unrestricted. In June 2001, the GASB issued two standards to be
implemented simultaneously with Statement 34. GASB Statement No. 37, Basic
Financial Statements - and Management's Discussion and Analysis - for Statement of
Local Governments: Omnibus (Statement 37) clarifies certain provisions of Statement 34
for more consistent application and modifies other provisions to meet changing
requirements. GASB Statement No. 38, Certain Financial Statement Note Disclosures
(Statement 38) modifies, adds and deletes various note disclosure requirements. In May
2002, the GASB issued Statement No. 39, Determining Whether Certain Organizations
Are Component Units - an amendment of GASB Statement No. 14 (Statement 39). This
statement continues the requirement in Statement 14 to apply professional judgment in
determining whether the relationship between the County and the Authority meet criteria
for continued exclusion of reporting of the Authority as a component of the County.

In July 2002, the Authority adopted GASB Statements Nos. 33, 34, 37, 38, and 39. The
effect of the adoption of these Statements was the reformatting of the basic financial
statements, including the implementation of the direct method for the statements of cash
flows and the classification of net assets, the inclusion of a Management's Discussion and
Analysis (MD&A) section and changes in footnote disclosures.

In March 2003, the GASB issued Statement No. 40, Deposits and Investment Risk
Disclosures - an amendment of GASB Statement No. 3 (Statement 40). This Statement
requires certain disclosures of investments that have fair values that are highly sensitive to
changes in interest rates. The Authority has adopted Statement 40 for the fiscal year
ending June 30, 2005. The effect of the adoption of this statement was the establishment
of comprehensive disclosure requirements for certain risks relating to the Authority's
investment portfolio. These risks include: credit risk, concentration of credit risk, interest
rate risk, and foreign currency risk.

In November 2003, the GASB issued Statement No. 42, Accounting and Financial
Reporting for Impainnent ofCapital Assets and for Insurance Recoveries (Statement 42).
This Statement requires governments to report the effects of capital asset impairment in
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Notes to Financial Statements
June 30, 2005 and 2004

their financial statements when it occurs and requires all governments to account for
insurance recoveries in the same manner. The Authority has adopted Statement 42 for the
fiscal year ending June 30, 2005. The adoption of this Statement has no effect on the
presentation of the financial statements.

New Accounting Pronouncements

GASB Statement No. 43, Financial Reporting for Postretirement Benefit Plans Other
Than Pension Plans (Statement 43) establishes uniform financial reporting standards for
other postretirement benefit plans. Statement 43 will be effective for the Authority
beginning with its year ending June 30, 2009.

GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postretirement Benefits Other Than Pensions (Statement 45) establishes standards for
measurement, recognition, and display of other postemployment benefit
expense/expenditures and related liabilities (assets), note disclosures and, if applicable,
required supplementary information (RSI) in the financial reports of state and local
government employers. Statement 45 will be effective for the Authority beginning with its
fiscal year ending June 30, 2010.

GASB Statement No. 46, Net Assets Restricted by Enabling Legislation - An Amendment
for GASB Statement No. 34 (Statement 46) requires governments to disclose the portion of
total net assets that is restricted by enabling legislation. Statement 46 aims at improving
the understandability and comparability of net asset information by making the assessment
of legal enforceability more uniform across governments. Statement 46 will be effective
for the Authority beginning with its fiscal year ending June 30, 2006.

GASB Statement No. 47, Accountingfor Termination Benefits (Statement 47) establishes
accounting standards for termination benefits. Statement 47 will be effective for the
Authority beginning with its fiscal year ending June 30, 2006.

The Authority's management has not yet determined the effect these Statements will have
on its financial statements.

Note 2. Cash and Temporary Investments

Deposits

At year end, the carrying value of the Authority's deposits with banks at June 30, 2005 and
2004 was $73,952 and $104,264, respectively. The bank balance was $862,559 and
$441,401 at June 30, 2005 and 2004, respectively. The bank lists the deposits of the
Authority as public funds. Under the Virginia Security for Public Deposits Act, banks
holding public deposits in excess of the amounts insured by FDIC must pledge collateral in
the amount of 50% of excess deposits to a collateral pool in the name of the State Treasury
Board. Savings and loan institutions are required to collateralize 100% of deposits in
excess of FDIC limits.
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Notes to Financial Statements
June 30, 2005 and 2004

Temporary Investments

Statutes authorize the Authority to invest in obligations of the United States or agencies
thereof, the Commonwealth of Virginia or political subdivisions thereof, the International
Bank of Reconstruction and Development ("World Bank") and Asian Development Bank,
commercial paper rated A-I by Standard & Poor's Corporation or P-l by Moody's
Commercial Paper Record, banker's acceptances, repurchase agreements, and the State
Treasurer's Local Government Investment Pool ("LGIP").

The Authority invested $15,920,912 and $7,936,512 as of June 30, 2005 and 2004,
respectively, with the LGIP. The carrying amount approximates the market value for these
accounts.

Note 3. Restricted Cash and Temporary Investments

The Authority has entered into an agreement with Fauquier County (the County) to extend the
availability of public sewer services to additional properties in the New Baltimore Service
District (the "NBSD") by the construction of required infrastructure and related facilities. The
County has agreed to finance the Project through a loan agreement with the Authority in the
amount of $2,800,000 (see Note 7 for additional disclosure on terms). During fiscal years
ending June 30, 2005 and 2004, the County transferred $0 and $2,322,000, respectively to
finance the Project. Unexpended funds were $1,606,654 and $1,956,580 at June 30,2005 and
2004, respectively, and are recorded as restricted assets in the Statements ofNet Assets.

In May, 2002, the Authority entered into an agreement with a developer whereby the developer
contributed cash to the Authority for a sewer upgrade. The construction project is not
completed and the unexpended funds are reported as restricted cash in the amounts of
$8,988,420 and $2,000,000 at June 30, 2005 and 2004, respectively.
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Notes to Financial Statements
June 30, 2005 and 2004

Note 4. Dermed Benefit Pension Plan

Plan Description

The Fauquier County Water and Sanitation Authority contributes to the Virginia
Retirement System (VRS), an agent and cost-sharing multiple-employer defined benefit
pension plan administered by Virginia Retirement System (System). The Fauquier County
Water and Sanitation Authority payroll for employees covered by the VRS for the years
ended June 30, 2005 and 2004 was $1,404,636 and $1,336,486, respectively. Total
payroll was $1,420,246 and $1,368,152 for the same periods, respectively.

All full-time, salaried permanent employees of participating employers must participate in
the VRS. Benefits vest after five years of service. Employees are eligible for an
unreduced retirement benefit at age 65 with five years of service and at age 50 with
30 years of service for participating employers payable monthly for life in an amount equal
to 1.7 percent of their average final compensation (AFe) for each year of credited service.
Benefits are actuarially reduced for retirees who retire prior to becoming eligible for full
retirement benefits. In addition, retirees qualify for annual cost-of-living adjustment
(COLA) beginning in their second year of retirement. The COLA is limited to 5% per year.
AFC is defined as the highest consecutive 36 months of reported compensation. The VRS
also provides death and disability benefits. Title 51.1 of the Code of Virginia (1950), as
amended, assigns the Authority to establish and amend benefit provisions to the General
Assembly of Virginia.

The System issues a publicly available comprehensive annual financial report that includes
financial statements and required supplementary information for VRS. A copy of that
report may be obtained by writing to the System at P. O. Box 2500, Richmond, Virginia
23218-2500.

Funding Policy

Plan members are required by Title 51.1 of the Code of Virginia (1950), as amended, to
contribute 5% of their annual reported compensation to the VRS. This 5% member
contribution has been assumed by the employer. In addition, each participating employer
is required to contribute the remaining amounts necessary to fund its participation in the
VRS using the actuarial basis specified by the statute and approved by the VRS Board of
Trustees. The Fauquier County Water and Sanitation Authority contribution rate for the
fiscal year ended June 30, 2005 and 2004 was 6.5% and 5.5%, respectively, of annual
covered payroll.
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Annual Pension Cost

For the years ended June 30, 2005 and 2004, the Authority's annual pension cost was
$91,301 and $73,908, respectively. The required contribution was determined as part of
the June 30, 2004 valuation using the entry age actuarial cost method. The actuarial
assumptions as of June 30, 2003 included (a) a rate of return on the investment of present
and future assets of 8% per year compounded annually; (b) projected salary increase that
range between 4.25% and 6.10% and (c) 3% per year cost-of-living adjustment. Both
(a) and (b) included an inflation component of 3.0%. The actuarial value of Fauquier
County Water and Sanitation Authority assets was determined using techniques that
smooth the effect of short-term volatility in the market value of investments over a
five-year period.

Three-Year Trend Information for
Fauquier County Water and Sanitation Authority

Annual
Pension Percentage

Fiscal Cost ofAPC
Year Ending (APel Contributed

06/30/03 $ 59,640 100%
06/30/04 73,908 100%
06/30/05 91,301 100%

Net Pension
Obligation

$
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Notes to Financial Statements
June 30, 2005 and 2004

Note 5. Property and Equipment

Balance, Deletions! Balance,

July 1, 2004 Additions Transfers June 30, 2005

Property and equipment not being depreciated:

Land $ 1,553,425 $ $ $ 1,553,425

Construction in progress 7,252,170 1,837,559 5,896,023 3,193,706

Total property and equipment not being depreciated $ 8,805,595 $ 1,837,559 $ 5,896,023 $ 4,747,131

Other property and equipment:

Structures and improvements $ 31,982,924 $ 3,983,880 $ $ 35,966,804

Vehicles 619,537 38,422 581,115
Machinery and equipment 7,154,968 2,631,909 56,961 9,729,916

Total other property and equipment $ 39,757,429 $ 6,615,789 $ 95,383 $ 46,277,835

Subtotal $ 48,563,024 $ 8,453,348 $ 5,991,406 $ 51,024,966

Less accumulated depreciation for:

Structures and improvements $ 13,066,223 $ 990,421 $ $ 14,056,644

Vehicles 388,995 52,426 (1,601) 443,022
Machinery and equipment 5,505,137 658,692 58,562 6,105,267

Total accumulated depreciation $ 18,960,355 $ 1,701,539 $ 56,961 $ 20,604,933

Net property and equipment $ 29,602,669 $ 6,751,809 $ 5,934,445 $ 30,420,033

Balance, Deletions! Balance,

July 1, 2003 Additions Transfers June 30, 2004

Property and equipment not being depreciated:

Land $ 1,553,425 $ $ $ 1,553,425
Construction in progress 2,568,363 4,683,807 7,252,170

Total property and equipment not being depreciated $ 4,121,788 $ 4,683,807 $ $ 8,805,595

Other property and equipment:

Structures and improvements $ 31,982,924 $ $ $ 31,982,924

Vehicles 452,327 167,210 619,537
Machinery and equipment 6,833,493 321,475 7,154,968

Total other property and equipment $ 39,268,744 $ 488,685 $ $ 39,757,429

Subtotal $ 43,390,532 $ 5,172,492 $ $ 48,563,024

Less accumulated depreciation for:

Structures and improvements $ 12,199,428 $ 866,795 $ $ 13,066,223

Vehicles 342,832 46,163 388,995
Machinery and equipment 5,071,914 433,223 5,505,137

Total accumulated depreciation $ 17,614,174 $ 1,346,181 $ $ 18,960,355

Net property and equipment $ 25,776,358 $ 3,826,311 $ $ 29,602,669
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Notes to Financial Statements
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Note 6. Long-Term Liabilities

Long-Term Debt

Long-term debt as of June 30, 2005 and 2004 are as follows:

2005 2004

Revenue bonds, payable to Virginia Resources Authority,
("YRA") dated November 5, 2002, variable interest ranging from
3% to 4%, payable in semi-annual installments ranging from
$91,500 to $93,600 through 2013 (including unamortized
premium of $32,459 and $36,835, and net of deferral on
refunding of $59,311 and $67,308 for 2005 and 2004,

respectively.) $ 1,218,147

Revenue bonds, payable to Virginia Water Resources Facilities
Fund, ("VRLF") dated May 1, 1994, up to $12,800,000, fixed
interest at 3%, payable in equal semi-annual installments of
$435,899 from 1996 through 2016. 7,270,375

Total long-term debt $ 8,488,522

Less current maturities (733,669)

$ 7,754,853
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Notes to Financial Statements
June 30, 2005 and 2004

Annual requirements to amortize long-term debt are as follows:

Year Ending June 30, Principal Interest Total

2006 $ 733,669 $ 264,179 $ 997,848

2007 756,764 240,684 997,448

2008 780,406 216,442 996,848

2009 804,611 190,712 995,323

2010 834,395 164,927 999,322
2011-2015 4,205,340 413,074 4,618,414
2016 400,189 6,002 406,191

Total $ 8,515,374 $ 1,496,020 $ 10,011,394

Less: Deferral on refunding of debt (59,311)

Add: Amortization ofpremium 32,459

$ 8,488,522

On July 11, 2001, the Authority entered into an agreement with the Commonwealth of
Virginia for $885,138 Water Quality Improvement Fund grant. In future years, a portion of
this grant will be applied to the principal payments of the Virginia Water Resources
Facilities Fund (VRLF) revenue bond payable dated May 1, 1994.

On November 5, 2002, the Authority issued $1,530,000 oflong-term debt from the Virginia
Resources Authority to refund $1,735,000 of outstanding Virginia Resources Authority debt
dated May 1, 1994. The refunded debt is considered defeased and the liability has been
removed from the Statement of Net Assets. The current refunding resulted in a difference
between the reacquisition price and the net carrying amount of the old debt of $79,970. This
difference, reported in the accompanying financial statements as a deduction from long-term
debt, is being amortized to operations through the year 2013. The Authority completed the
current refunding to reduce its total debt service payments by $453,155 over 11 years and to
obtain an economic gain (difference between the present value of the old and new debt
service payments) of$113,003.

Notes payable as of June 30, 2005 and 2004 are as follows:

2005 2004
Note payable to Vint Hill Economic Development
Authority with interest at 4% beginning May 2005,
payable in annual principal installments of $50,000. $ 150,000 $ 200,000

The Authority has non-negotiable conditional
promissory notes with various entities as a condition
for expanding sewer services to Opal, Virginia. These
notes shall mature and become payable only in the
event that the Authority receives payment for more
than 458 sewer availability fees. The notes, if not paid
in full, are cancelled fifteen years from the dates of the
notes.

Total
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Notes to Financial Statements
June 30, 2005 and 2004

Annual requirements to service notes payable are:

Interest Total

$ 50,000

4,000 54,000

2,000 52,000

451,831

6,000 $ 607,831

50,000 $

50,000

50,000

451,831

601,831 ...$__"i"",,;,";"

Principal

$

$

Year Ending June 30,

2006

2007

2008

2009

Total

Refundable Advances

The Authority entered into an agreement on March 9, 2000 to provide customers in the New
Baltimore area sewer services after the completion of the necessary lines. Should the project not
be completed or if the project is terminated, then the $6,000 availability fee must be refunded to
all customers that have paid in advance. Therefore, $968,100 and $953,100 were recorded as
liabilities as of June 30, 2005 and 2004, respectively.

Other Long-Term Liabilities

The Authority entered into an agreement on February 25, 2000 to purchase the Vint Hill
Wastewater Treatment Plant (WWTP). The Authority must pay the Vint Hill Fanns Economic
Development Authority (VHEDA) $6,000 for each connection made to the Vint Hill Sewer
System. There are a total of 577 connections available to repay the debt. The Authority must
pay this liability each year in correlation to the number of connections sold. The agreement
terminates in 30 years upon which time the debt is considered paid in full regardless of the
number of connections made by Vint Hill site customers. As of June 30, 2001, a liability in the
amount of $3,462,000 was recorded since the title to the plant was transferred to the Authority
during fiscal year 2001. As of June 30, 2005 and 2004, $1,082,800 and $1,880,800,
respectively, was outstanding on the liability.

After taking title to the WWTP, the Authority is responsible for the operations and maintenance
of the WWTP. Each year the VHEDA will repay the Authority any excess of operating
expenses over revenues collected relating to the WWTP. The Authority will grant the VHEDA
a $50,000 credit towards the excess of operating expenses over revenues.
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The following is a summary of the changes in total long-term debt for the years ended June 30:

2005

Balance Balance
June 30, June 30, Due Within

2004 Proceeds Reductions 2005 One Year

Long-term debt $ 9,226,480 $ $ (711,106) $ 8,515,374 $ 733,669

Deferred amounts:
For issuance premiums 36,835 (4,376) 32,459
Gain on refundings (67,308) 7,997 (59,311)

Total long-term debt $ 9,196,007 $ $ (707,485) $ 8,488,522 $ 733,669

Other liabilities:
Notes payable 651,831 (50,000) 601,831 50,000
Refundable advances 953,100 18,000 (3,000) 968,100
Other long-term liabilities 1,880,800 (798,000) 1,082,800

Total long-term liabilities $12,681,738 $ 18,000 $ (1,558,485) $11,141,253 $ 783,669

2004

Balance Balance
June 30, June 30, Due Within

2003 Proceeds Reductions 2004 One Year

Long-term debt $11 ,41 7,516 $ $ (2,191,036) $ 9,226,480 $ 711,105

Deferred amounts:
For issuance premiums 41,211 (4,376) 36,835
Gain on refundings (75,305) 7,997 (67,308)

Total long-term debt $11,383,422 $ $ (2,187,415) $ 9,196,007 $ 711,105

Other liabilities:
Notes payable 451,831 250,000 (50,000) 651,831 50,000
Refundable advances 954,600 (l,500) 953,100
Other long-term liabilities 2,468,800 (588,000) 1,880,800

Total long-term liabilities $15,258,653 $ 250,000 $ (2,826,915) $12,681,738 $ 761,105
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Note 7. Deferred Grant Revenue

The Authority has entered into an agreement with Fauquier County to extend availability of
public sewer services to additional properties in the New Baltimore Service District (the
"NBSD") by the construction of required infrastructure and related facilities. The County has
agreed to finance the Project through a non-recourse, no interest loan agreement with the
Authority in the amount of $2,800,000. As of June 30, 2005, the NBSD Project is not complete
and a total of $1,193,346 has been expended and is included as construction-in-progress in
capital assets. The Authority is required to repay the loan only to the extent of availability fee
surcharges collected in the NBSD through March, 2030. These are remitted to the County on a
monthly basis.

The loan proceeds are treated as deferred grant revenue under generally accepted accounting
principles, and have been recorded as Deferred Revenue until the Project is completed. Once
the Project is placed in service, the deferred revenue will be amortized over the same period as
the depreciable life of the related fixed assets.

Note 8. Lease Commitment

The Authority entered into an agreement with Vint Hill Economic Development Authority to
lease office facilities in the amount of $4, 160 per month. The rent payment ceased upon closing
of the purchase agreement. The lease terminated in November 2004.

The rent expense for the years ending June 30, 2005 and 2004 was $20,800 and $49,920,
respectively.

Note 9. Interest Cost

The total interest cost incurred during the fiscal year ended June 30, 2005 and 2004 was
$264,022 and $342,623, respectively, of which none was capitalized as part of construction in
progress.

Note 10. Accounts Receivable - Other

During fiscal year 1999, the Authority entered into an agreement with Canterbury for the
Authority to take over their system. Several improvements were needed before the Authority
could take over their system. The Canterbury residents agreed to cover the cost of the
improvements. Residents were allowed to pay up front and be reimbursed for any differences in
their share of the actual costs or they could pay monthly installments over 20 years once the
project was completed. The project was completed during the fiscal year 2000 and the total cost
of the improvements totaled $129,100. In fiscal year 1999, forty-nine residents decided to pay in
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monthly installments. Their cost per share was $1,721 upon completion of the project and had
been paid down to $1,382 and $1,447 as of June 30, 2005 and 2004, with forty-two and forty­
four remaining residents, respectively. The Canterbury receivable as of June 30, 2005 and 2004
was $58,035 and $63,678, respectively. In addition to the Canterbury receivable, the Authority
has other receivables related to various projects of $153,901 and $53,687 for the years ended
June 30, 2005 and 2004, respectively.

Note 11. Commitments and Contingencies

The Authority is currently involved in several suits regarding contracts with various parties.
Suits alleging damages ranging from $4 million to $12 million have been filed against the
Authority. However, the outcome of this litigation is currentlyunlmown.

Also, the Authority is, from time to time, subject to routine litigation incidental to its business.
The Authority believes that the results of the pending matters will not have a materially adverse
effect on the Authority's financial condition.

The Authority entered into a contract for billing software and support for a contract price of
$31,000. As of June 30,2005, the entire $31,000 remains a commitment of the Authority.

Note 12. Construction Commitments

The Authority has entered into a construction contract with Dewberry & Davis for the Design
and Construction Management Services for the Catlett & Calverton Sewage Collection System
and Pump Station in the amount of $565,000 of which $66,484 has already been expended.
The remaining construction commitment as of June 30, 2005 is $498,516.

The Authority has entered into a construction contract with Emery & Garrett Groundwater, Inc.
for general and incidental engineering services for the Opal Sewer District in the amount of
$186,000 of which $170,042 has already been expended. The remaining construction
commitment as of June 30, 2005 is $15,958.

The Authority has entered into a construction contract with Rummel, Klepper & Kahl, LLP for
the Design and Construction Management Services for the Vint Hill Wastewater Treatment
Plant Facility Upgrade in the amount of $529,125 of which $504,368 has already been
expended. The remaining construction commitment as of June 30, 2005 is $24,757.

The Authority has entered into a construction contract with Rummel, Klepper & Kahl, LLP for
the Design and Construction Management Services for the Catlett & Calverton Wastewater
Treatment Plant in the amount of $560,000 of which $51,614 has already been expended. The
remaining construction commitment as of June 30, 2005 is $508,386.

The Authority has entered into a construction contract with Whitman, Requardt and Associates,
L.L.P. for general and incidental engineering services in the amount of $194,171 of which
$129,603 has already been expended. The remaining construction commitment as of June 30,
2005 is $64,568.
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The Authority has entered into a construction contract with Whitman, Requardt and Associates,
L.L.P. for Telephone Road Sewage Pump Station for New Baltimore Sewage Collection System
in the amount of $29,275 of which $24,952 has already been expended. The remaining
construction commitment as of June 30, 2005 is $4,323.

The Authority has entered into construction contract with English Construction Company, Inc.
for Upgrade and Expansion of Vint Hill Waste Water Treatment Plant for $8,204,150. No
amounts have been expended to date; therefore, $8,204,150 is the remaining construction
commitment at June 30,2005.

The Authority has entered into a financing agreement with the County, for the NBSD Project.
The Authority is required to repay the loan only to the extent of sewer availability surcharges
collected.

Note 13. Capital Improvement Funds for Other Governments

The Fauquier County and other governmental entities provide funds to the Authority to
perform projects on their behalf. These amounts vary from year to year depending on the
projects being performed. The amounts are included as a liability by the Authority until the
project is performed. As of June 30, 2005 and 2004, there were $1,609,391 and
$1,962,099, respectively, available for these projects.

Note 14. Marshall WW Reimbursement

The Authority entered into an agreement with the Marshall Water Works, Inc., (MWW).
Under the terms of this agreement, the Authority will operate and maintain the MWW
operations and plant. The Authority prepares and collects the customer billings related to the
MWW, and the Authority must reimburse MWW for any excess of billing collections over
operating and maintenance expenses paid. The amount of billing collections, expenses on
behalf of the MWW paid by the Authority, and the reimbursable amounts to MWW were as
follows for the fiscal year ending June 30, 2005:

7/1/04 to 10/1/04 - 1/1/05 - 4/1/05 -

For the period: 9/30/04 12/31/04 3/31/05 6/30/05 Total

Billing collections $ 76,127 $ 60,274 $ 62,005 $ 68,749 $ 267,155
Expenditures by the Authority 21,374 24,902 36,992 27,230 110,498

Reimbursable amounts to MWW $ 54,753 $ 35,372 $ 25,013 $ 41,519 $ 156,657

The Authority recognized $110,498 as revenue in order to properly record the reimbursement
of their expenses under the MWW agreement.
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Note 15. Prior Period Adjustment

The financial statements for the fiscal year ended June 30, 2004 have been restated to properly
reflect a note payable for the acquisition of the headquarters building. This adjustment resulted
in an increase in liabilities in the amount of $200,000 and a corresponding increase in property
and equipment in the amount of $250,000. A $50,000 other operating revenue was also
recognized to properly reflect the credit towards the operating expenses over revenues for the
Vint Hill WWTP, which is used to repay the note payable.
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REQUIRED SUPPLEMENTARY INFORMATION

Schedule of Funding Progress - Virginia Retirement System
(As required by GASB #27)

Unfunded
Actuarial Actuarial

Actuarial Accrued Accrued Annual UAAL as
Valuation Value of Liability Liability Funded Covered %of

Date Assets fAVA) fAAL) (UAAL) Ratio Payroll Payroll

06/30/04 $ 1,818,114 $ 1,374,487 $ (443,627) 132.28% $ 1,271,989 (34.88)%
06/30/03 1,732,997 1,301,918 (431,079) 133.11 1,125,284 (38.31)
06/30/02 1,611,476 1,048,602 (562,874) 153.7 947,712 (59.4)
06/30/01 1,493,483 899,276 (594,207) 166.1 919,232 (64.7)
06/30/00 1,303,727 741,026 (562,701) 175.9 801,300 (70.2)
06/30/99 1,086,558 719,782 (366,776) 151.0 784,444 (46.8)
06/30/98 918,001 546,320 (371,681) 168.0 710,263 (52.3)
06/30/96 605,399 349,772 (255,627) 173.1 727,441 (35.1)
06/30/94 421,227 335,595 (85,632) 125.5 854,366 (10.0)
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROLS OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of the Fauquier County
Water and Sanitation Authority

Warrenton, Virginia

We have audited the financial statements of Fauquier County Water and Sanitation Authority as
of and for the years ended June 30, 2005 and 2004, and have issued our report thereon dated
August 18, 2005. We conducted our audits in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits
contained in "Government Auditing Standards," issued by the Comptroller General of the
United States.

Internal Control over Financial Reporting

In planning and performing our audits, we considered the Authority's internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on the internal control over
financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be
material weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements caused by error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal controls over financial reporting and its operation that we
consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority's financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances
of noncompliance that are required to be reported under "Government Auditing Standards."
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This report is intended solely for the information and use of the audit committee, board of
directors and management and is not intended to be and should not be used by anyone other
than those specified parties.

Winchester, Virginia
August 18, 2005
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