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A Professional Corporation
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Independent Auditor’'s Report

Board of Trustees
Vinton Municipal Electric Utility
Vinton, lowa

We have audited the accompanying balance sheets of the Vinton Municipal Electric Utility, a component
unit of the City of Vinton, lowa, at June 30, 2008 and 2007, and the related statements of revenue,
expenses and changes in net assets and cash flows for the years then ended. These financial statements
are the responsibility of the Vinton Municipal Electric Utility's management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audits 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, assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Vinton Municipal Electric Utility at June 30, 2008 and 2007, and the changes in its
financial position and cash flows for the years then ended, in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated February 27,
2009 on our consideration of the Utility’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations and contracts. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our audit.

The accompanying Management's Discussion and Analysis on Pages 4 through 7 is not a required part of
the basic financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted primarily of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

3128 Brockway Road, P.O. Box 240, Waterloo, IA 50704-0240 « (319) 233-5225 « FAX (319) 233-3188
Member of American Institute of CPAs - lowa Society of CPAs

Cedar Falls « Cedar Rapids ¢« Mason City » Waterloo 2



Board of Trustees
Vinton Municipal Electric Utility
Page 2

Our audits were performed for the purpose of forming an opinion on the financial statements taken as a
whole. The supplementary information included on Page 17 is presented for purposes of additional
analysis and is not a required part of the financial statements. Other supplementary information included
in the Schedule of Expenditures of Federal Awards on Page 22 required by U.S. Office of Management
and Budget (OMB) Circular A-133, Audits of States, Local Governments and Non-Profit Organizations, is
presented for purposes of additional analysis and is not a required part of the basic financial statements.
Such information has been subjected to the auditing procedures applied in our audit of the
aforementioned financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the financial statements taken as a whole.

#oem: - #Aﬂa’éﬂ

HOGAN - HANSEN

Waterloo, lowa
February 27, 2009



Vinton Municipal Electric Utility
Management’s Discussion and Analysis

The Vinton Municipal Electric Utility (Utility) provides this Management's Discussion and
Analysis of its financial statements. This narrative overview and analysis of the financial
activities is for the fiscal year ended June 30, 2008. We encourage readers to consider this
information in conjunction with the Utility’s financial statements, which follow.

2008 Financial Highlights
The Utility’s operating revenue increased 8.8%, or $261,389, from fiscal 2007 to fiscal 2008.

The Utility’'s operating expenses were 4.6%, or $140,985, more in fiscal 2008 than in fiscal
2007.

The Utility’s net assets increased 1.5%, or $114,657, from June 30, 2007 to June 30, 2008.

In July, 2007, the Utility paid Vinton Unlimited (VU) the pledged amount of $6,500 for the
Board’s continued support of VU projects.

On September 19, 2007, Kris Stubbs from the RPGI notified the Utility by email that the lawsuit
with CIPCO had been dismissed by the judge presiding over the case. This was good news to
all the RPGI cities. However, the battle was not over because later in 2007, RPGI was notified
that CIPCO had appealed the case. As of June 30, 2008, the appeal was still alive in the court
system.

The Utility once again contracted the services of Chapman Metering to come and test about
10% of the Utility’s electric meters which is an lowa Utility Board requirement. Chapman
Metering was here about 2-1/2 weeks and the cost to the Utility was $5,508.56.

Issues with the unit 5 generator required repair or replacement on the camshaft. Replacement
was not an option due to the age of the generator. After some research by the plant crew, a
company was found that could possibly repair the camshaft. The Utility paid for a company
representative from North Coast Camshatft to fly to Vinton to look at the camshaft and give us a
proposal. The proposal was accepted for the amount of $6,380 so Kevin Kirchner from the
Utility hauled the camshaft out to Ohio for repair and then brought it back.

Generation fuel oil expenses were up significantly this year. The Utility purchased two tankers
of fuel oil in FY 2007-08 for our normal generation. The total cost of the tankers was
$36,954.62. Estimating about 7,500 gallons per tanker, we purchased around 15,000 gallons of
fuel oil for an average cost of $2.46 in FY 2007-08. Additional information regarding fuel oil
consumption is explained below.

The Energy Adjustment Factor (EAF) was used again in FY 2007-08. The average EAF for the
fiscal year was $0.0188. The maximum EAF was $0.0344 which occurred in July, 2007. The
lowest EAF was September, 2007 at $0.002. In October, 2007, the Board voted to stabilize the
EAF and set it at $0.02 for each month but to continually review the EAF at their monthly
meetings.



On June 11, 2008 at around 10:00 A.M., the Utility was forced to turn power off to all Utility
customers due to massive flooding. East Central lowa REC offered their help and constructed
an overhead tie line between our system and theirs to provide power to some of our customers
that same evening. Temporary generators were brought in and set up in three locations to
serve the community until normal grid power could be restored. All temporary generation was in
place and operating by June 14, 2008. Grid power to all Utility customers was restored by
June 25, 2008. Fuel oil for the generators cost $233,743.77 for the two-week run. Generator
rental charges were received in July, 2008. The Utility has accrued a receivable from the state
and federal governments at June 30, 2008 of approximately $565,000 for costs incurred
through June 30, 2008 related to the flood which are to be reimbursed under FEMA grants.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Utility’s basic
financial statements. The Ultility is a single purpose component unit of the City of Vinton, lowa
(City). The Utility provides electricity to its customers at rates designed to recover the cost of
providing the electricity, including costs associated with installation and maintenance of
electricity generating, acquisition and transmission systems. As a result, the Utility prepares
financial statements as a single purpose enterprise in a manner similar to a private-sector
business.

The statements of net assets present information on all of the Utility’s assets and liabilities, with
the difference between the two reported as net assets. Over time, increases or decreases in net
assets may serve as a useful indicator of whether the financial position of the Utility is improving
or deteriorating.

The statements of revenue, expenses and changes in net assets present information showing
how the Utility’s net assets changed during the year. All changes in net assets are reported as
soon as the underlying event giving rise to the change occurs, regardless of the timing of the
related cash flows. Thus, revenue and expenses are reported in this statement for some
transactions that will result in cash flows in the following year.

The statements of cash flows present information showing major sources and uses of cash by
four types of activities. The activities are operating; noncapital financing; capital and related
financing; and investing. Also included is a schedule which reconciles income from operations
to net cash provided by operating activities.

The basic financial statements can be found on Pages 8 through 10 of this report.

The notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the basic financial statements. Notes are considered to
be an integral part of financial statements prepared in accordance with generally accepted
accounting principles. The notes to the financial statements can be found on Pages 11
through 16 of this report.

Financial Analysis
Net assets may serve over time as a useful indicator of an entity’s financial position. The

Utility's assets exceeded its liabilities by $7.89 million and $7.78 million on June 30, 2008 and
2007, respectively.



The following is a summary of the composition of net assets at June 30:

2008 2007
CUITENE ASSELS ...ttt $ 5,166,644 $ 4,450,630
Noncurrent, noncapital assets..........ccccceeeeeeeeeeviennnns 259,237 245,568
Capital assets, net of accumulated depreciation...... 3,098,384 3,382,772
Total ASSELS..iiiiiiiiieicie e 8,524,265 8,078,970
Current LiabilitieS......coooevvviiiiceeiiee e 628,754 298,116
Net Assets
Invested in capital assets .........ccccccccveiiieeeeeeeeeinnns 3,098,384 3,382,772
Unrestricted..........ooovviiiiiiiii e 4,797,127 4,398,082
Total Net ASSetS ..o $ 7895511 $ 7,780,854

Net assets invested in capital assets are a large portion of the Utility’s net assets, 42% at
June 30, 2008, and reflect its net investment in capital assets (e.g., land; structures and
improvements; replacement materials; electric generation, supply and distribution systems;
meters; machinery; and equipment). The Utility uses these capital assets to provide electricity
and services to the citizens; consequently, these assets are not available for future spending.

Unrestricted net assets may be used to meet the Utility’s ongoing obligations to citizens and
creditors. It is the Utility's intention to use these assets for future operating purposes and capital
asset acquisition and improvements. The Board of Trustees has designated $750,000 of
unrestricted net assets for a self insurance reserve and $1,802,465 for a capital improvements
reserve.

At both June 30, 2008 and 2007, the Utility reported positive balances in both categories of net
assets.

Governmental activities. Since the Ultility is a single purpose enterprise, it has no activities
classified as “governmental”.

The following is a summary of the changes in net assets for the years ended June 30:

2008 2007

Operating rEVENUE.........ocevvieeeeiiiiie e ee e $ 3,219,683 $ 2,958,294
Operating eXPENSES ....ccoeeeeveeeeeiiiiiiee e e e e e 3,237,895 3,096,910
Operating LOSS.......coooviiiiiiiieee (18,212) (138,616)
Net nonoperating reVENUE..........ccceevvvvvveiiieeeeeeeeennnns 132,869 247,833
Change in Net ASSetS .......coovvviiiviiiiiieeeeeeeeeeiiinn 114,657 109,217
Net Assets - Beginning of Year .........ccccoeeevvvvveinnnnnns 7,780,854 7,671,637
Net Assets - End of Year........cocooviiiiiiiiiiiieees 7 11 $ 7,780,854

Operating revenue is the Utility’s primary source of revenue and is generated from electricity
sales and other services to customers. For 2008, operating revenue increased $261,389 from
2007 due primarily to the fuel cost adjustment.

Operating expenses totaled $3,237,895 for 2008, a $140,985 increase from 2007. These
expenses represent the Utility’s costs to provide electricity and services to customers.
Operating expenses included depreciation expense of $211,724 and $214,438 for the years
ended June 30, 2008 and 2007, respectively.



Net nonoperating revenue includes state and federal grants for flood costs, expenses incurred
as a result of the flood, interest income, rent from leasing space, miscellaneous nonoperating
items and the change in the Utility’s share of net assets of RPGI. Net nonoperating revenue
decreased by $114,964 between 2008 and 2007.

Budgetary Highlights

Each year, the Board of Trustees adopts a budget using the modified cash basis of accounting
which differs from the accrual basis of accounting used for the accompanying financial
statements. The budget information is provided to the City of Vinton and is included in the City’s
total budget. The Ultility’s original budget was not amended during either of the years ended
June 30, 2008 or 2007.

Actual cash receipts were approximately $472,000 greater than budgeted.

Actual cash disbursements were approximately $789,000 less than budgeted as $1,900,000
was budgeted for purchased power which was more than enough to cover the actual costs for
the year.

Capital Assets and Long-Term Debt

The Utility’'s investment in capital assets amounted to approximately $3.1 million and
$3.4 million at June 30, 2008 and 2007, respectively, (net of accumulated depreciation of
approximately $6.92 million and $6.77 million at June 30, 2008 and 2007, respectively). This
investment in capital assets includes land; structures and improvements; replacement
materials; electric generation, supply and distribution systems; meters; machinery; and
equipment.

Additional information about the Utility’s capital assets can be found in Note 5 to the financial
statements.

The Utility has no long-term debt.
Economic Factors and Next Year's Budget and Rates

The Utility’s primary source of revenue is electricity sales. Due to increasing costs of purchasing
electricity and fuels to produce electricity, fuel cost adjustments are added to billing rates.
Budgeted revenue has been adjusted to reflect the increase in rates.

Operating expenses for 2009 are expected to increase modestly over the same expenditures in
2008 due to increases in pay rates, increases in health insurance, energy purchases and
additional flood-related expenses.

Contacting the Electric Utility’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers and creditors with
a general overview of the Utility’s finances and to show the Utility’s accountability for the money
it receives. If you have questions about this report or need additional financial information,
contact Cindy Michael, Treasurer/City Clerk, P.O. Box 529, Vinton, IA 52349.
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Balance Sheets

At June 30, 2008 and 2007

Assets
Current Assets

Certificates of depOSit...........coooriiiiiiiiie

Receivables

Trade accounts (net of allowance for doubtful accounts)
City Of VINON.....oieei e e
UNDilled reVENUE ...t
Federal grants.........cccccoeeei e,
StAE GraNtS......uveeriiiiiiiiiiiiiiiiie e
INLEIEST ... e
Current portion of notes - City of Vinton...........cccccccovvvvnnee.

L aNVZ=T a1 (] = PP
Prepaid EXPENSES . ....ii i e e e e aaens
Total Current ASSetS ....ooovvvviiiiiiiiieeeeeeeeeeeee

Noncurrent Assets
Capital Assets

Not subject to depreciation .............cccoeeeeeeeiiiee
Depreciable (net of accumulated depreciation) ...................
Notes receivable, City of ViNtoNn ...........ccccccoiueiiiiiiiiiiiiiiiinennnes
Investment in RPGI joiNt VENTUIE...........uuvuiveiiiiiiiiiiiiiiiiiiiiniens
Total NonCUrrent ASSELS . ...

0] £ XY =] TP

Liabilities
Current Liabilities

ACCOUNES PAYADIE ......oeviiieiii e
ACCrUEd PAYIOIl... .. e
Accrued compensated abSENCES ...........vvvvvevvviviviiiiiiiiiiiiiiiian,
Sales and USE taX .....ccovevviie i

Total Current Liabilities .........cccccvvvvviieiiiieeeeeee,

Net Assets

Invested in capital aSSetS ..........cevveviiiiiiiiiiiiie e
(@ L= g o1 (<o [P PTR
TOtal Nt ASSEES .ot

Total Liabilities and Net ASSEtS ...cc.veeeveeeieeeeeeeeeeeeeeeeenn

See accompanying notes to the financial statements

2008

$ 1,538,372
2,590,000

156,558
10,503
136,969
508,716
56,524
45,866
20,628
38,205
64,303
5,166,644

179,223
2,919,161
51,564
207,673
3,357,621

$ 8,524,265

$ 531,014
28,350
65,923

3,467

628,754

3,098,384
4,797,127
7,895,511

24,2

2007

$ 1,444,222
2,500,000

144,997
9,028
153,542

55,324
55,763
30,148

57,606

4,450,630

254,827
3,127,945
69,585
175,983
3,628,340

$ 8,078,970

$ 208,562
19,789
66,180

3,585

298,116

3,382,772
4,398,082
7,780,854

$ 8,078,970



Statements of Revenue, Expenses and Changes in Net Assets

Years Ended June 30, 2008 and 2007

Operating Revenue

ElECHCItY SAIES....uviiiiiiiiiiiiiiiiiiiiii e
Sales and services to City Of VINtON ..........ccoevviiiiiiiiiiiiiieeennis
Other charges and miscellaneous.............ccccoovviiiiiiiiiieennnnns

Total Operating REVENUE .....ccooeiviiiiiiiii i

Operating Expenses

Generation and purchased POWEN .......cccovveeviieeiiiiiinee e,
DISTIDULION. ....ceiii e
CUSTOMET ACCOUNTS.....ciiiiiiiiie ettt
Administration and general...........ccccvvviiiiiiiiiiiri———.
Administration by City of VintoN..........ccccccviviiiiiiiiiins
DEPIECIALION ..ottt

Total Operating EXPeNSEeS.........uuvviiieeiiiiiiiiiiiieeee e

Operating LOSS ....ccoovviiiiiieeeeee e

Nonoperating Revenue (Expenses)

Federal grants ............uueeruiiiiiiiiiiiiiiiiei ..
State grantS .......ooooiiiiiiiii
FlOOd EXPENSE .....uiiiiiiiiiiiiiiiiiiiii e
INEreSt INCOME ...ttt
Equity in net income of RPGI joint venture.............ccccvvveeeeeennn.
MISCEIIANEOUS........eiiiiiiiiieei e

Total Nonoperating REVENUE ..........ccovviiiiiiiiiiieeeeeiiee

Change in Net ASSELS......uuiiiiiieiiiiiiiiee e
Net Assets - Beginning of Year .........ccccccvvvvvviviiiiniiniiininniinnnnnn.

Net AsSetsS - ENd Of YEAI ...con e

See accompanying notes to the financial statements.

2008

$ 3,033,429

2007

$ 2,758,105

104,147 100,256
82,107 99,933
3,219,683 2,958,294
2,097,847 1,969,656
285,439 270,475
19,796 17,994
411,231 406,891
211,858 217,456
211,724 214,438
3,237,895 3,096,910
(18,212) (138.616)
508,716 —
56,524 —
(642,321) —
164,786 188,363
31,690 46,301
13,474 13,169
132,869 247.833
114,657 109,217
7,780,854 7,671,637
7 11 7.7 4
9



Statements of Cash Flows

Years Ended June 30, 2008 and 2007

Cash Flows From Operating Activities

Cash received from CUSIOMErS..........ccoovviiiiiiiiiiiiieeeeeeeeeeeee

Cash received from primary government .........ccccccvvvvvevvveveeennnnn,

Cash paid to or on behalf of employees...........ccccccvviieiiiiiiiiinne.

Cash paid to SUPPlErs.......cooo i

Cash paid to primary government ...........cccccvvvvviiveieeeiiiiceeeeeeeee
Net Cash Provided by Operating Activities ............cccuuue.

Cash Flows From Noncapital Financing Activities
Miscellaneous nonoperating reVeNUE...............euvvvevveemerrnrnennnnnnnn
Loan to City Of VINTON .....ccoooiiiiiiiiiiiiicceeee e
Nonoperating expense - flood COSES..........uuuuiiiiriiiiiiiiiiiiiiiiiiiiinens
Net Cash Used in Noncapital Financing Activities..........

Cash Flows From Capital and Related Financing Activities
Cash received from sale of capital assets...........ccccccvvvviiininnnnnn.
Acquisition of capital aSSELS ...........uvvvvveivirriiiiiiiiiii
Net Cash Provided by (Used in) Capital and Related
Financing ACTHIVITIES ..o

Cash Flows From Investing Activities
Proceeds from the sales and maturities of certificates
o) 0 1= o 0 ]|
Purchase of certificates of deposit.........cccccceeeviiiiiiiiiiiiii e
Interest received on savings and certificates of deposits.............
Collections on notes from City of Vinton................cccccce.
Net Cash Provided by Investing Activities............cccc......

Net Increase in Cash ...........uuuiiiiiiiiiiiiiiii e
Cash - Beginning of Year ...

(O 1] o B = [0 B0 ) H =T |

Reconciliation of Operating Loss to Net Cash Provided by Operating Activities

Operating loSS .....ccooeeiieeee
Adjustments to Reconcile Operating Loss to Net Cash
Provided by Operating Activities
[D1=T o1 C=Tol =1 1 o] o [P
Capital assets not subject to depreciation used
fOr MAINTENANCE ......eviiiiiiiiiiiiiiii e
Gain on disposal of capital aSSetS..........cccovviiviiiiieiieeeniinns
Change in Assets and Liabilities
Decrease in operating receivables...............cccvvviiiiennnenn.
(Increase) decrease in inventories and prepaid expenses
Increase (decrease) in accounts payable .........................
Decrease in accrued eXPensSesS......ccooeeveeeeeeeeeeeeeeeeeeeeeeeeenn

Net Cash Provided by Operating Activities .......cccccceeeeieeernennns

See accompanying notes to the financial statements.

2008 2007

$ 3,213,928 $ 2,945,491
(406,043) 101,052
(468,771) (454,361)
(1,951,220) (2,260,391)
(211,858) (217.456)
176,036 114,335
13,474 13,169

— (62,098)
(234,189) —
(220,715) (48,929)
8,210 —
(5,301) (99,094)
2,909 (99,094)
2,720,000 2,475,000
(2,810,000) (2,500,000)
174,244 181,026
51,676 50,600
135920 __ 206,626
94,150 172,938
1,444,222 1,271,284
$ 1,538,372 $ 1,444222
$ (18,212 $ (138,616)
211,724 214,438
75,607 15,281
(5,852) —
5,017 858
(14,754) 3,935
(85,680) 17,823
8,186 616

$ 176,036 $ 114335
10



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Reporting Entity

The Vinton Municipal Electric Utility (Utility) is a municipal utility that is a political subdivision and
component unit of the City of Vinton, lowa. The Utility provides electricity to customers in the City of
Vinton, lowa. The Utility’s rates are set by its governing board. The Vinton Municipal Electric Utility
Board of Trustees has oversight responsibility for most electricity acquisition and generation and
distribution within the City of Vinton. All activities with which the Board has oversight responsibility are
included in the financial statements.

Measurement Focus and Basis of Accounting

The Utility is accounted for on the flow of economic resources measurement focus and uses the accrual
basis of accounting. Under this method, revenue is recorded when earned and expenses are recorded
when incurred.

The Utility applies all applicable Governmental Accounting Standards Board (GASB) pronouncements,
as well as the following pronouncements, unless these pronouncements conflict with or contradict GASB
pronouncements: Financial Accounting Standards Board Statements and Interpretations, Accounting
Principles Board Opinions and Accounting Research Bulletins of the Committee on Accounting
Procedure.

The Utility distinguishes operating revenue and expenses from nonoperating items. Operating revenue
and expenses generally result from providing services and producing and delivering goods in connection
with the Utility’s principal ongoing operations. All revenue and expenses not meeting this definition are
reported as nonoperating revenue and expenses.

Use of Estimates

Management uses estimates and assumptions in preparing financial statements. Those estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities and the reported revenue and expenses.

Concentrations

The Utility either generates its own electricity or purchases electricity for resale to its customers. Most
electricity is purchased. Virtually all purchased electricity is from Resale Power Group of lowa (RPGI).
Although there are a limited number of suppliers, the Utility believes that other suppliers could provide
comparable power.

Budgeting

The Utility is required to prepare a budget each year and submit it to the City of Vinton. The City
combines the Utility’s budget with other proprietary activities in the total City budget which is submitted
to the State of lowa. The Utility prepares its budget using the cash basis of accounting. The Utility's 2008
budget and comparison to cash basis activity is as follows:

2008 2007
ACtUAl diISPUISEMENTES . .eeieeiee e $ 3,379,832 $ 3,024,310
Budgeted diSbUrSEMENLS.........uuvuiiviiiiiiiiiiiiiiiinineaaes 4,169,091 4,081,054
Actual Disbursements Under Budget...........cccvvvviiiiiineniennnns $ (789,259) $ (1,056,744)

11



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Cash and Certificates of Deposit
The Utility's deposits at year end were entirely covered by federal depository insurance or by the State
Sinking Fund.

Trade Accounts Receivable

Electric sales are billed monthly in conjunction with other City-provided utilities. Payment is due within
20 days of billing. After proper notice, unless other arrangements are made, electric power is turned off
on customers 30 days past due. Uncollected accounts are typically written off after 90 days.

Unbilled Revenue Receivable

Sales of electricity used from the time of the last meter reading in May or June through June 30 has not
been billed and the resulting receivable is not included in trade receivables. The Utility estimates unbilled
revenue based on the proportion of unbilled days in June to the number of days in the billing period
times the amount billed in July. The result is reported as unbilled revenue receivable.

Inventories
Inventories, consisting of fuel and lubricants, are stated at the lower of first-in; first-out (FIFO) cost or
market.

Capital Assets

The capital assets consist of assets in service and assets not in service consisting of construction in
progress and distribution system and electric plant materials inventories which will generally be
converted to other capital assets. Capital assets are recorded at cost with depreciation computed on
assets in service except for land under the straight-line method over useful lives as follows:

Type Estimated Useful Lives
Buildings and iMProVEMENTS .......ciiiiviiiieiice et e e e e e e 5-50 Years
Generation eqUIPMENT..........cooiiiiiiee e 10 - 50 Years
DiISTIDULION SYSTEIM .....eiiiiiie ettt e e e e e e e e e e e e 15 - 40 Years
Plant toolS and @QUIPMENT.........uuuiiiiiiiiiiiiiiiiiiieie e 10 -25 Years
Office eqUIPMENT ... 5-10 Years
Jacket radiator EQUIPIMENT ........uiiiiieiiiiiitee et e e e e 25 Years
Transportation @QUIPMENT..........iiiiiiiiiiiii ettt e e e e e eeeeeeeeeees 5-15 Years

Depreciation expense for the years ended June 30, 2008 and 2007 was $211,724 and $214,438,
respectively.

Major outlays for capital assets and improvements are capitalized as "in process" while projects are
constructed and transferred to capital assets in service upon completion.

Operating Revenue

The Utility defines operating revenue as revenue derived from normal sales and services related to the
delivery of electricity to customers. Nonoperating revenue is defined as any other revenue.

12



Notes to the Financial Statements

(2) Cash Flow Statement Supplementary Information

2008 2007
Schedule of Noncash Investing and Financing Activities
Equity in Net Income of RPGI Joint Venture.............cccceeenneee. $ 31,690 $ 46,301
Investment in RPGI Joint Venture
Amount Payable - Current Year ........ccccoooceeeiiieeiiieesiee e $ - $ 22,768

(3) Deposits and Investments

The Utility’s deposits in banks are entirely covered by federal depository insurance or by the State
Sinking Fund in accordance with Chapter 12C of the Code of lowa. This chapter provides for additional
assessments against the depositories to insure there will be no loss of public funds.

The Utility is authorized by statute to invest public funds in obligations of the United States Government,
its agencies and instrumentalities; certificates of deposit or other evidences of deposit at federally
insured depository institutions approved by the Board of Trustees and the Treasurer of the State of lowa;
prime eligible bankers acceptances; certain high-rated commercial paper; perfected repurchase
agreements; certain registered open-end management investment companies; certain joint investment
trusts; and warrants or improvement certificates of a drainage district.

The Utility’s certificates of deposit are stated at cost which approximates fair value. Certificates of
deposit have maturities of 3 to 12 months and yields of 2.86% to 5.15%.

(4) Notes Receivable

On April 1, 2003, the Utility advanced $253,000 to the City. The noninterest bearing note is unsecured
and payable in quarterly payments of $12,650. Final payment is due July 1, 2008. The balance
outstanding on the note at June 30, 2008 was $12,650.

On June 1, 2007, the Utility advanced $62,098 to the City. The note bears interest of 4%, is unsecured

and is payable in semi-annual payments of $3,798. Final payment is due June 1, 2017. The balance
outstanding on the note at June 30, 2008 was $59,542.

13



Notes to the Financial Statements

(5) Capital Assets

Capital asset activity for the years ended June 30, 2008 and 2007 was as follows:

Balance Balance Balance
7-1-06 Increase Decrease 6-30-07 Increase Decrease 6-30-08
Capital Assets Not Being Depreciated
Land......ccocoeeeeniieeeceee e $ 72,815 $ — 3 — $ 72,815 $ — 3 — $ 72,815
Materials ........cccoveeriererinnnn. 195,106 2,187 15,281 182,012 — 75,604 106,408
Construction in progress....... 35,979 — 35,979 — — — —
Total Capital Assets Not
Being Depreciated.......... 303,900 2,187 51,260 254,827 — 75,604 179,223
Capital Assets Being Depreciated
Buildings and improvements. 649,011 — — 649,011 — — 649,011
Generation equipment .......... 4,956,503 30,136 — 4,986,639 — — 4,986,639
Distribution system ............... 3,160,378 40,652 — 3,201,030 — — 3,201,030
Plant tools and equipment .... 494,566 — — 494,566 — — 494,566
Office equipment................... 21,424 — — 21,424 5,300 8,870 17,854
Jacket radiator equipment..... 114,284 — — 114,284 — — 114,284
Transportation equipment..... 369,665 62,098 — 431,763 — 57,798 373,965
Total Capital Assets Being
Depreciated.................... 9,765,831 132,886 — 9,898,717 5,300 66,668 9,837,349
Less Accumulated Depreciation for
Buildings and improvements. 405,437 17,686 — 423,123 16,286 — 439,409
Generation equipment .......... 3,219,008 71,236 — 3,290,244 72,505 — 3,362,749
Distribution system ............... 2,447,188 68,977 — 2,516,165 67,785 — 2,583,950
Plant tools and equipment .... 76,111 20,832 — 96,943 20,832 — 117,775
Office equipment................... 19,988 376 — 20,364 826 8,868 12,322
Jacket radiator equipment..... 81,292 4,380 — 85,672 4,380 — 90,052
Transportation equipment..... 307,310 30,951 — 338,261 29,110 55,440 311,931
Total Accumulated
Depreciation ................... 6,556,334 214,438 — 6,770,772 211,724 64,308 6,918,188
Net Capital Assets Being
Depreciated.................... 3,209,497 (81,552) — 3,127,945 (206,424) 2,360 2,919,161
Net Capital Assets ................. $ 3513397 $ (79.365) $51.260 $ 3,382,772 $ (206,424) $ 77,964 $ 3,098,384

(6) Joint Venture

The Utility is a member of Resale Power Group of lowa (RPGI), a joint and cooperative undertaking
under the provisions of Chapter 28E of the Code of lowa. RPGI is administered by the lowa Association
of Municipal Utilities and was organized to provide members with combined bargaining power in
negotiating wholesale power contracts and a method of investing in construction power lines. This joint
venture is accounted for under the equity method. The Utility’'s approximate pro rata interest in RPGI
was 6.39% and 6.44% at June 30, 2008 and 2007, respectively. This was determined based on the ratio
of the Utility’'s cumulative energy purchases from RPGI to total energy sales by RPGI to all members.
Separate financial statements of RPGI are available to its members.
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Notes to the Financial Statements

(7) Compensated Absences

The Utility's employees accumulate vacation days during the year based on the anniversary date of their
employment. As of June 30, 2008 and 2007, $23,564 and $24,316, respectively, was accrued for
unused vacation days.

The Utility has a sick time policy for all hourly employees. Under this plan, employees earn eight sick
time hours per month. At retirement, death or permanent disability, one-half of the unused hours, with a
maximum of 480 hours, is paid to the employee. At June 30, 2008 and 2007, $42,359 and $41,864,
respectively, was accrued for unused sick pay.

(8) Related Party Transactions

The Utility provides electricity to other City departments and bills the City for the usage. The City
provides meter reading, certain administration and accounting services to the Utility. The Utility pays
one-half the salary of the Meter Reader and the City Clerk. The Utility makes various payments to the

City for services received. As mentioned in Note 4, the Utility loans money to the City from time to time.

Transactions with the City for the years and balances at year ends are noted below.

2008 2007
Amounts billed to the City for electric Services..........cccccceeeernn. $ 118,469 $ 100,256
Amounts received from the City for SErvices.........coovvvvvvvvvvvnnnnns 116,994 101,052
Receivable from the City at year end for electric services.......... 10,503 9,028
Amounts received from the City for loan repayments................. 53,156 50,600
Note balance at year €nd ........cccccoveeeiiiiiiiiieei e 72,192 125,348
Payments made to the City for services received ...................... 211,858 217,456

For payroll reporting purposes, Utility employees are classified as City employees. Payroll costs are
transferred by the Utility to the City's bank accounts for payment to or on behalf of employees.

The Utility shares equipment with the City. During the year ended June 30, 2007, the Utility paid $62,098
for its share of the cost (one-half of the total) of a double bucket truck which is shared with the City. The
Utility also paid for the City’'s share of the cost, which the City is going to repay to the Utility as
mentioned in Note 4. During the year ended June 30, 2007, the Utility paid $1,200 for its share of the
cost (approximately one-third) of a sorter/inserter and $9,250 (one-half the total) for a chipper which are
shared with the City.

Certain commercial insurance coverage is combined between the Utility and the City. The Utility pays its
share of the premium to the insurer.

The Utility purchases electricity for resale from RPGI. Transactions with RPGI for the years ended
June 30, 2008 and 2007 are as follows:

2008 2007
Electricity purchased ............cccooiiiiiiiiiiiie e $ 1,904,833 $ 1,485,408
INvestmeNnt PUrChased .............uuuuurimuiinniiiiii e — 22,768
Cash payments t0 RPGl..........cooovviiiii e, 1,984,043 1,462,169
Payable to RPGI at June 30, 2008...........cccccnnniinans 118,190 197,400

15



Notes to the Financial Statements

(9) Retirement Plan

Plan Description

The Utility contributes, through the City, to the lowa Public Employees Retirement System (IPERS)
which is a cost-sharing multiple-employer defined benefit pension plan administered by the State of
lowa. IPERS provides retirement and death benefits which are established by state statute to plan
members and beneficiaries. IPERS issues a publicly available financial report that includes financial
statements and required supplementary information. The report may be obtained by writing to IPERS,
P.O. Box 9117, Des Moines, lowa 50306-9117.

For the year ended June 30, 2008, most plan members are required to contribute 3.9% of their annual
salary and the Ultility is required to contribute 6.05% of annual covered payroll. Contribution
requirements are established by state statute. The Utility’'s contribution to IPERS for the years ended
June 30, 2008, 2007 and 2006 were $27,833, $25,897 and $23,515, respectively, equal to the required
contributions for each year.

(10) Risk Management

The Utility is exposed to various risks of loss related to torts; theft, damage to and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. Except for distribution property and
equipment, these risks are covered by the purchase of commercial insurance. The Utility assumes
liability for any deductibles and claims in excess of coverage limitations. Settled claims from these risks
have not exceeded commercial insurance coverage in any of the past three fiscal years. The Utility has
retained the risk of damage to and destruction of most distribution property and equipment. There were
no material estimated liabilities or claims paid during the past fiscal year.

(11) Commitment

Under wholesale power agreements, the Utility has contracted to purchase its electric power and energy
requirements from RPGI (supplied by AmerenEnergy Marketing) through December 31, 2010.

(12) Commitments and Subsequent Events

The Utility is involved in the construction and replacement of capital assets, mainly a generator, boiler,
motor control center, compressor switch gear and transformers. In October and November, 2008, the
Utility committed to purchases of equipment for approximately $440,000 and $103,000, respectively.

The Utility also approved entering into a $635,000 agreement for distribution system improvements. In
December, the Utility approved purchase of submersible pumps for approximately $26,000.
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Schedules of Operating Expenses

Years Ended June 30, 2008 and 2007

Generation and Purchased Power

PUrchased POWEN...........uuuiiiuiiiiiiiiiiii s
NATUFAI GBS ..eiieeieiiiiiiee e
(U< o 1
Production 1abor .........oovveiiiie e
Lubricants and chemiCals...........cooviviiiieiiii e,
Y F= T 1 (=T 1 F= T (o

Distribution

SaAlariesS. ...,
Line and station supplies and eXpense .............eeeeevveeereeneeennns

Maintenance

Structure and eqUIPMENT...........uvviiiiiieiiiee e
OVErNEAd [INES ...
LiNe tranSfOrMErS ... ..uu i
Street IGhtiNG ....vvvvii
MBS e

Customer Accounts

Salaries and OULSIdE SEIVICES ...c.vivvieeeiiiee e

Administration and General

SAIAMES. ..o
Payroll taxes and employee benefitS.........cccccviiiiiiiiiiiinnnnnnns
OULSIAE SEIVICES ...cce i i
Office SUPPlES ....ccoeeiieeieeee
INSUFANCE ... .ot e e e e e eaa e e eeeas
B = 1] o] = 11 o] o PP
Regulatory asseSSMENt.........c.uvvviiieeeeeiiiiiiiiieee e e
Membership dues and subscriptions............ccccvvvviviiiiiiiinnnnnn.
Promotion and economic development .........cccccevvvviviiieenenn.
Energy effiCiency ...

See accompanying notes to the financial statements

2008

$ 1,669,268
92,463
46,102

182,968
6,382
39,521

61,143

$ 2,097,847

$ 190,873
3,580

8,222
54,695
14,983

2,093
10,487

506

$ 285,439

$ 19,796

$ 83,438
156,283
4,923

11,239
66,090
14,982

5,814

10,202
16,867
13,056

28,337

$ 411231

2007

$ 1,492,487
89,333
116,949
178,690
4,180
81,150

6,867

$ 1,969,656

$ 178,371
3,899

5,786
46,552
14,451
12,392

8,367

657

$ 270,475

$ 17994

$ 80,249
156,280
8,643
21,681
69,592
12,672

6,479

8,644

13,530
11,736

17,385

$ 406,891
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HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters

Board of Trustees
Vinton Municipal Electric Utility
Vinton, lowa

We have audited the accompanying financial statements of the Vinton Municipal Electric Utility as of and
for the year ended June 30, 2008, and have issued our report thereon dated February 27, 2009. We
conducted our audit 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 audit, we considered the Utility's internal control over financial reporting as
a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the internal control
over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the Ultility's
internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of the control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the Utility's ability to initiate, authorize, record, process or report
financial data reliably in accordance with accounting principles generally accepted in the United States of
America such that there is more than a remote likelihood a misstatement of the Utility's financial
statements that is more than inconsequential will not be prevented or detected by the Utility's internal
control. We consider the deficiencies in internal control described in Part Il of the accompanying Schedule
of Findings and Questioned Costs to be significant deficiencies in internal control over financial reporting.

3128 Brockway Road, P.O. Box 240, Waterloo, IA 50704-0240 « (319) 233-5225 « FAX (319) 233-3188
Member of American Institute of CPAs - lowa Society of CPAs

Cedar Falls « Cedar Rapids ¢« Mason City » Waterloo 18



Board of Trustees
Vinton Municipal Electric Utility
Page 2

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood a material misstatement of the financial statements will not be prevented
or detected by the Utility's internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies, and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, of the significant deficiencies
described above, we believe item 08-IC-1 is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Utility’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations
and contracts, 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 honcompliance or other matters that are required to be reported under
Government Auditing Standards.

Comments involving statutory and other legal matters about the Utility’'s operations for the year ended
June 30, 2008 are based exclusively on knowledge obtained from procedures performed during our
audit of the financial statements of the Ultility. Since our audit was based on tests and samples, not all
transactions that might have had an impact on the comments were necessarily audited. The comments
involving statutory and other legal matters are not intended to constitute legal interpretations of those
statutes.

The Utility's responses to findings identified in our audit are described in the accompanying Schedule of
Findings and Questioned Costs. While we have expressed our conclusions on the Ultility's responses,
we did not audit the Utility's responses and, accordingly, we express no opinion on them.

This report, a public record by law, is intended solely for the information and the use of the officials and

customers of the Vinton Municipal Electric Utility and other parties to whom the Utility may report. This
report is not intended to be and should not be used by anyone other than these specified parties.

Hoctn - flansen

HOGAN - HANSEN

Waterloo, lowa
February 27, 2009

19



HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report on Compliance With Requirements Applicable
to the Major Program and on Internal Control Over Compliance in
Accordance With OMB Circular A-133

Board of Trustees
Vinton Municipal Electric Utility
Vinton, lowa

Compliance

We have audited the compliance of the Vinton Municipal Electric Utility with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to its major federal program for the year ended June 30, 2008. The Vinton
Municipal Electric Utility’s major federal program is identified in Part | of the accompanying Schedule of
Findings and Questioned Costs. Compliance with the requirements of laws, regulations, contracts and
grant agreements applicable to its major federal program is the responsibility of the Vinton Municipal
Electric Utility's management. Our responsibility is to express an opinion on the Vinton Municipal Electric
Utility’'s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
Vinton Municipal Electric Utility’'s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of the Vinton Municipal
Electric Utility’s compliance with those requirements.

In our opinion, the Vinton Municipal Electric Utility complied, in all material respects, with the requirements
referred to above that are applicable to its major federal program for the year ended June 30, 2008.

3128 Brockway Road, P.O. Box 240, Waterloo, IA 50704-0240 « (319) 233-5225 « FAX (319) 233-3188
Member of American Institute of CPAs - lowa Society of CPAs

Cedar Falls « Cedar Rapids « Mason City  Waterloo 20



Board of Trustees
Vinton Municipal Electric Utility
Page 2

Internal Control Over Compliance

The management of the Vinton Municipal Electric Utility is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts and grant
agreements applicable to federal programs. In planning and performing our audit, we considered the
Vinton Municipal Electric Utility’s internal control over compliance with requirements that could have a
direct and material effect on a major federal program in order to determine our auditing procedures for
the purpose of expressing our opinion on compliance, but not for the purpose of expressing an opinion
on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on
the effectiveness of the Vinton Municipal Electric Utility’s internal control over compliance.

A control deficiency in an entity's internal control over compliance exists when the design or operation of
a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect nhoncompliance with a type of compliance requirement of a federal
program on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity's ability to administer a federal program such that there is
more than a remote likelihood that noncompliance with a type of compliance requirement of a federal
program that is more than inconsequential will not be prevented or detected by the entity's internal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity's internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might
be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control
over compliance that we consider to be material weaknesses as defined above.

The Vinton Municipal Electric Utility's response to the findings identified in our audit are described in the
accompanying Schedule of Findings and Questioned Costs. We did not audit the Utility's responses and,
accordingly, we express no opinion on them.

This report, a public record by law, is intended solely for the information and use of the management and
the Board of Trustees of the Vinton Municipal Electric Utility and federal awarding agencies and pass-
through entities. This report is not intended to be and should not be used by anyone other than these
specified parties.

#oem: - #Aﬂa’éﬂ

HOGAN - HANSEN

Waterloo, lowa
February 27, 2009
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Schedule of Expenditures of Federal Awards

Year Ended June 30, 2008

Catalog
of Federal
Domestic
Federal Grantor/Pass-Through Assistance
Grantor/Program or Cluster Title Number
U.S. Department of Homeland Security
Indirect
Federal Emergency Management Agency
Pass-Through lowa Department of Public Defense,
lowa Homeland Security and Emergency
Management Division
Disaster Grants - Public Assistance
(Presidentially Declared Disasters)................. 97.036

Total U.S. Department of Homeland Security
Total Expenditures of Federal Awards

Note 1. Basis of Presentation

Pass-Through
Grantor’s Number

02MWB17
223-V1

Federal
Program/
Cluster
Expenditures

$ 490,691
18,025
508,716

$ 508,716

The Schedule of Expenditures of Federal Awards includes the federal grant activity of the Vinton
Municipal Electric Utility and is presented in conformity with an other comprehensive basis of
accounting. The information in this schedule is presented in accordance with the requirements of OMB
Circular A-133, Audits of States, Local Governments and Non-Profit Organizations. Therefore, some
amounts presented in this schedule may differ from amounts presented in, or used in the preparation of,

the basic financial statements.

Note 2. Subrecipients

There were no amounts provided to subrecipients from the Utility’s federal awards programs.
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Schedule of Findings and Questioned Costs

Year Ended June 30, 2008

Part | - Summary of Auditor’'s Results:

Financial Statements

Type of auditor’s report issued: Unqualified

Internal control over financial reporting:

Material weakness identified? X yes . no
Significant deficiency identified not considered to be
material weaknesses? X yes ____none reported
Noncompliance material to financial statements noted? __yes X_no

Federal Awards

Internal control over major programs:

Material weakness identified? __yes X _no
Significant deficiency identified not considered to be
material weakness? __yes X _none reported

Type of auditor’s report issued on compliance for major
programs: Unqualified

Any audit findings disclosed that are required to be reported
in accordance with Section .510(a) of Circular A-133? __yes _X no

Identification of major program:

CFDA Numbers Name of Federal Program or Cluster
97.036 U.S. Department of Homeland Security
Dollar threshold used to distinguish

between Type A and Type B programs: $300,000
Auditee qualified as low-risk auditee? __yes _X no
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Schedule of Findings and Questioned COStS =————————

Part Il: Findings Related to the Financial Statements

Instances of Noncompliance
No matters were reported

Significant Deficiencies

08-1C-1

08-1C-2

Segregation of Duties

Prior_Year Finding and Auditor’'s Recommendation - One important aspect of internal
control is the segregation of duties among employees to prevent an individual employee from
handling duties which are incompatible. We noted that certain functions are not entirely
segregated. With a limited number of office employees, segregation of duties is difficult.
However, the Utility management should review its control procedures to obtain the maximum
internal control possible under the circumstances, segregate duties to the extent possible with
existing personnel and utilize administrative personnel to provide additional control through
review of financial transactions and reports.

Utility’'s and City's Response - The Board and City Council is aware of the condition. We will
review procedures and make changes when appropriate.

Auditor's Conclusion - Response accepted.

Approval of Time Sheets

Finding - Time sheets for Utility employees are normally approved by a supervisor. However,
we noted one month where time sheets were not approved by the supervisor.

Auditor’s Recommendation - We recommend that another qualified employee of either the
City or Utility be given the responsibility of approving time sheets and that procedures be
established to ensure that timesheets are reviewed before payroll checks are issued to
employees.

Utility’s and City’s Response - The Board and City Council is aware of the condition. We will
review procedures and make changes when appropriate.

Auditor's Conclusion - Response accepted.

Part Ill: Findings and Questioned Costs for Federal Awards

Instances of Noncompliance
No matters were reported.

Significant Deficiencies
No matters were reported.
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Schedule of Findings and Questioned Costs

Part IV

: Compliance and Other Matters

08-C-1

08-C-2

08-C-3

08-C-4

08-C-5

08-C-6

08-C-7

Budget - Operating cash disbursements during the year ended June 30, 2008 did not exceed
the amounts budgeted.

Questionable Disbursements - We noted no disbursements that may not meet the
requirements of public purpose as defined in an Attorney General's opinion dated April 25,
1979.

Travel Expense - No disbhursements of the Utility’'s money for travel expenses of spouses of
the Utility officials or employees were noted.

Business Transactions - We noted no transactions with Utility officials or employees in
excess of $1,500 that were entered into in fiscal year 2008.

Bond Coverage - Surety bond coverage of Utility and City officials and employees is in
accordance with statutory provisions. The amount of coverage should be reviewed annually to
ensure that the coverage is adequate for current operations.

Board of Trustee Minutes - No transactions were found that we believe should have been
approved in the Board of Trustees minutes that were not.

Deposits and Investments - We noted no instances of noncompliance with deposit and

investment provisions of Chapter 12B and 12C of the Code of lowa and the Utility’s or City's
investment policy.
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