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INDEPENDENT AUDITORS' REPORT

To the Board of Trustees
Corning Municipal Utilities
Coming, fowa

We have audited the accompanying balance sheets of Corning Municipal Utilities, a component unit of
the City of Corning, Iowa, and the related statements of operations, fund equity, cash flows and
indebtedness for the years ended December 31, 2008 and 2007. These financial statements are the
responsibility of the Corning Municipal Utilities' management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with U.S. generally accepted auditing standards and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards and provisions require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as, evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Corning Municipal Utilities as of December 31, 2008 and 2007, and the respective
changes in financial position and cash flows, where applicable, for the years then ended in conformity
with U.S. generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued a report dated April 29, 2009,
on our consideration of Corning Municipal Utilities' internal control over financial reporting and our tests
of its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. 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 considered in assessing the
results of our audit.

Management's Discussion and Analysis and budgetary comparison information on pages 4 - 8 and 28 are
not required parts of the basic financial statements, but are supplementary information required by the
Governmental Accounting Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation
of the required supplementary information. We did not audit the information and express no opinion on
it.

Kiesling Assaciates LLP | Kiesling Consulting LLC | Kiesling Investment Management LLC




Our audit was conducted for the purpose of forming opinions on the financial statements taken as a
whole. The supplemental information included in Schedules 1 - 6 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 audits of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

K icotmy Clrrocatn 2e7
West Des Moines, [owa
April 29, 2009
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Corning Municipal Utilities provides this Management's Discussion and Analysis of its financial
statements. The narrative overview and analysis of the financial activities is for the year ended
December 31, 2008. We encourage readers to consider this information in conjunction with the Utilities'
financial statements which follow,

2008 Financial Highlights

Revenues of the Utilities' enterprise activities increased 12%, or approximately $392,000, from
2007 to 2008.

Program expenses increased 16%, or approximately $428,000, from 2007 to 2008. Water, electric
and gas expenses increased (decreased) approximately $20,000, $(26,000) and $434,000,
respectively.

The Utilities’ fund equity increased 5.51%, or approximately $224,000, from December 31, 2007,
to December 31, 2008. Of this amount, the net assets of water, electric, gas and agency funds
increased (decreased) by approximately $170,000, $192,000, $(134,000) and $(4,000),

respectively.

USING THIS ANNUAL REPORT

The annual report consists of a series of financial statements and other information as follows:

Management's Discussion and Analysis introduces the basic financial statements and provides an
analytical overview of the Utilities' financial statements.

The Financial Statements consist of a Balance Sheet, Statement of Operations, Statement of Fund
Equity, Statement of Cash Flows and the Statement of Indebtedness. These provide
information about the activities of the Utilities as a whole and present an overall view of the
Utilities' finances.

Notes to the Financial Statements provide additional information essential to a full understanding
of the data provided in the basic financial statements.

Required Supplementary Information further explains and supports the financial statements with
a comparison to the Utilities' budget for the year.

Other Supplementary Information provides detailed information about the separate funds. In
addition, a schedule of plant for each fund provides details about the additions and retirements
made during the year ended December 31, 2008,




CORNING MUNICIPAL UTILITIES
CORNING, IOWA

MANAGEMENT'S DISCUSSION AND ANALYSIS

REPORTING THE UTTLITIES' FINANCIAL ACTIVITIES

Financia] Statements

One of the most important questions asked about the Utilities' finances is, "Is the Utility as a whole better
off or worse off as a result of the year's activitics?" The Balance Sheet and the Statement of Operations
report information which helps answer this question. These statements include all assets and liabilities
using the accrual basis of accounting and the economic resources measurement focus, which is similar to
the accounting used by most private sector companies. All of the current year's revenues and expenses
are taken into account, regardless of when cash is received or paid.

The Balance Sheet presents all of the Utilities' assets-and liabilities, with the difference between the two
reported as fund equity. Over time, increases or decreases in the Utilities' fund equity may serve as a
useful indicator of whether the financial position of the Utilities is improving or deteriorating.

The Statement of Operations presents information showing how the Utilities' fund equity changed during
the most recent year. All changes in fund equity are reported as soon as the change occurs, regardless of
the timing of related cash flows. Thus, revenues and expenses are reported in this statement for some
items that will not result in cash flows until future fiscal periods.

The Balance Sheet and the Statement of Operations report one kind of activity:

. Business type activities include the waterworks, electrical and gas departments. These activities
are financed primarily by user charges.

Fund Financial Statements
The Utilities has two kinds of funds:

(1)  Proprietary funds account for the Utilities' Enterprise Funds. Proprietary funds account for most
of the Utilities' basic services. These funds report services for which the Utilities charges
customers for the service it provides. Proprietary funds are reported in the Balance Sheet and the
Statement of Operations. The Enterprise Funds include the Water, Electric and Gas Funds, each
considered to be a major fund of the Utilities. The Utilities is responsible for ensuring the assets
reported in these funds are used only for their intended purpose and by those to whom the assets
belong.

The financial statements required for proprietary funds include a balance sheet, statement of
operations, changes in fund equity and a statement of cash flows.

(2) Fiduciary funds account for the Utilities' Agency Funds. These are funds through which the
Utilities accounts for billing and collection of the City of Corning's garbage and sewer fees.

The Utilities is responsible for ensuring assets reported in the fiduciary funds are used only for
their intended purposes and by those to whom the assets belong. The Utilities excludes these
activities from the financial statements because it cannot use these assets to finance its operations.

The required financial statements for fiduciary funds include a statement of fiduciary fund equity
and a statement of changes in fiduciary fund equity.

-5.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

FINANCIAL ANALYSIS

As noted earlier, fund equity may serve over time as a useful indicator of financial position. The analysis
that follows focuses on the changes in the fund equity for business type activities.

Fund Equity at Year-end

_ 2008 2007
Current and other assets $ 7,797265 % 8,149.950
Capital assets ; 8,799,717 9078270
Total assets 16,596,982 17,228,220
Long-term liabilities | 10,997,161 11,842,571
Other liabilities 1,300,781 1,311,110
Total liabilities 12,297,942 13,153,681
Fund equity:
Invested in capital assets, net of related debt 2,873,944 2,665,686
Restricted 56,688 60,650
Unrestricted 1,368,408 1,348,203
Total fund equity $_ 4,299,040 $ 4,074,539

Net assets of business type activities increased from 2007 by approximately $224,000, or 5.51%. The
largest portion of the Utilities' fund equity is invested in capital assets (e.g., land, buildings, infrastructure
and equipment), less related debt. The debt related to the investment in capital assets is liquidated with
resources other than capital assets. Restricted fund equity represents resources subject to external
restrictions, constitutional provisions or enabling legislation on how they can be used. Unrestricted fund
equity, the part of fund equity that can be used to finance day-to-day operations without constraints
established by debt covenants, legislation or other legal requirements, is approximately $1,368,408 at the
end of the year. The excess is due to the new ethanol facility paying the loan payments related to the
debt the Utilities' had to obtain in order to complete installation of new water mains and gas lines to
provide service to the ethanol plant.




CORNING MUNICIPAL UTILITIES
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MANAGEMENT'S DISCUSSION AND ANALYSIS

INDIVIDUAL MAJOR FUND ANALYSIS
Proprietary Fund Highlights

The Water Fund, which accounts for the operation and maintenance of the Utilities' water system, ended
2008 with a $1,293,481 fund equity balance compared to the prior year ending fund equity balance of
$1,123,412.

The Electric Fund, which accounts for the operation and maintenance of the Utilities' electrical
distribution and generation systems, ended 2008 with a $2,588,037 fund equity balance compared to the
prior year ending fund equity balance of $2,395,783.

The Gas Fund, which accounts for the operation and maintenance of the Utilities' natural gas system,
ended 2008 with a $360,834 fund equity balance compared to the prior year ending fund equity balance
of $494,694. The following are the major reasons for the changes in fund balances in the major
proprietary funds from the prior year,

. The Water and Gas Funds saw increased revenue from the ethanol facility coming on-line and also
had minimal interest expense since the ethanol facility is providing the funds to make the principal
and interest payments related to the financing obtained to complete construction to be able to
provide service to the ethanol facility.

. The Gas Fund saw a large increase in the cost of purchased energy which also resuited in a large
increase in gas services provided as a portion of the rate charged is variable in accordance with the
market.

Agency Fund Highlights

The Sewer Fund, which accounts for the billing and collection of the City of Corning's sewer system,
ended 2008 with a $42,648 fund equity balance compared to the prior year ending fund equity balance of
$48,455.

The Garbage Fund, which accounts for the billing and collection of the City of Corning's garbage
collection system, ended 2008 with an $14,040 fund equity balance compared to the prior year ending
fund equity balance of $12,195.

BUDGETARY HIGHLIGHTS

Over the course of the year, the Utilities did not amend its budget.
CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

The Utilities' capital assets include land, buildings and improvements, equipment, water distribution

systems, electrical distribution systems, gas distribution systems and other infrastructure. Capital assets

for business type activities totaled $8,799,717 (net of accumulated depreciation) at December 31, 2008

and $9,078,270 (net of accumulated depreciation) as of December 31, 2007. See the accompanying notes
to the financial statements for more information about the Utilities' capital assets.

-7-




CORNING MUNICIPAL UTILITIES
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MANAGEMENT'S DISCUSSION AND ANALYSIS

CAPITAL ASSETS AND DEBT ADMINISTRATION (Continued)

The major capital outlays for business type activities during the year included additions to distribution
plant.

Long-Term Debt

At December 31, 2008 and 2007, the Utilities had $10,106,721 and $10,781,773, respectively, in total
long-term debt outstanding for business type activities. Other obligations include compensated absences
and unearned revenue, Additional information about the Utilities' long-term debt is presented in Note 5
to the financial statements.

ECONOMIC FACTORS BEARING ON THE UTILITIES' FUTURE

Several economic factors affected decisions made by the Utilities in setting its 2009 budget. Some of
these factors included the plans for increased capacity needs for customers and rate increases that were

put into effect.
CONTACTING THE UTILITIES' MANAGEMENT

This financial report is designed to present our citizens, taxpayers, customers, investors and creditors
with a general overview of the Utilities' finances and operating activities. If you have any questions or
require additional information please contact the General Manager, Corning Municipal Utilities, 501
Benton Avenue, Corning, lowa 50841.




FINANCIAL STATEMENTS
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Exhibit A
BALANCE SHEETS
December 31, 2008 and 2007
2008 2007
ASSETS
ELECTRIC PLLANT IN SERVICE $ 4,757,355 % 4,742,079
Less accumulated depreciation 2,039,134 1,898,086
2,718,221 2,843,993
WATER PLANT IN SERVICE 7,336,024 7,309,712
Less accumulated depreciation 1,378,783 1,197,992
5,957,241 6,111,720
GAS PLANT IN SERVICE 773,729 755,548
Less accumulated depreciation 649,474 632,991
124,255 122,557
RESTRICTED ASSETS
Cash-security deposits 48,340 46,490
Water plant project 112,630 1,294
Electric Revenue Bond Sinking Fund 180,403 184,335
341,373 232,119
NONCURRENT ASSETS
Notes receivable, less current portion 5,066,117 5,500,111
Unamortized debt issuance costs 167,138 183,269
Intangibles 45,000 45,000
5,278,255 5,728,380
’ CURRENT ASSETS
Cash and cash equivalents 531,177 632,121
Temporary investments 502,526 490,000
Customers accounts receivable 21,984 21,081
Unbilled revenues 437,428 484,085
Other accounts receivable 143,373 56,634
Notes receivable 425,764 392,052
Plant materials and operating supplies 104,166 102,158
Prepaid insurance 11,219 11,320
2,177,637 2,189 451
TOTAL ASSETS $ 16,596,982 § 17,228,220

The accompanying notes are an integral part of these financial statements.
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CORNING MUNICIPAL UTILITIES
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Exhibit A
BALANCE SHEETS
December 31, 2008 and 2007
2008 2007
LIABILITIES AND FUND EQUITY
FUND EQUITY
Invested in capital assets, net of related debt 2873944 § 2,665,686
Fund balance-agency funds (restricted) 56,688 60,650
Unrestricted 1,368,408 1,348,203
4,299,040 4,074,539
LONG-TERM LIABILITIES
Compensated absences 85,339 160,149
Unearned revenue 1,518,863 1,635,701
Long-term debt 9,392,957 10,106,721
10,997,161 11,842,571
CURRENT LIABILITIES PAYABLE FROM RESTRICTED
ASSETS _
Customer deposits 48,315 46,490
CURRENT LIABILITIES PAYABLE FROM CURRENT ASSETS
Accounts payable 390,479 446,306
Advanced payments 148,223 143,262
Current portion of long-term debt 713,764 675,052
1,252,466 1,264,620
TOTAL LIABILITIES AND FUND EQUITY $ 16,596,982 § 17228220

The accompanying notes are an integral part of these financial statements.
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

Exhibit B
STATEMENTS OF OPERATIONS
Years ended December 31, 2008 and 2007
2008 2007
OPERATING REVENUES
Electric service $ 1,389,716 $ 1,339396
Water service 813,403 718,139
Gas service 1,286,049 1,039,376
SIRWA revenue 116,836 116,836
3,606,004 3,213,747
OPERATING EXPENSES
Purchased energy 1,883,653 1,367,595
Operations and mainfenance 553,069 567,256
Depreciation 338,749 354,690
Customer accounts expense 87,978 81,056
Administrative and general 309,282 373,110
General taxes 7.880 8,842
3,180,611 2,752,549
OPERATING INCOME 425,393 461,198
OTHER INCOME (EXPENSE)
Income from merchandising and custom work, net 4,969 3,516
Interest income 499232 606,913
Other income charges (54,939) (48,253)
449,262 562,176
INCOME BEFORE FIXED CHARGES 874,655 1,023,374
FIXED CHARGES
Interest 646,192 579,289
NET INCOME _ i 228463 § 444,085

The accompanying notes are an integral part of these financial statements.
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CORNING MUNICIPAL UTILITIES

Balance at December 31, 20066

Add:
Net income from enterprise funds
Net change in agency funds
Depreciation provision
PUC in prior year
Restricted cash expended
Amortization of debt issuance costs
Repayment of long-term debt
Issuance of note receivable
Collections of note receivable
Recognition of uncarned revenue
Fund transfer
Net change in agency funds

Balance at December 31, 2007

Add:
Net income from enterprise funds
Expenditures for capital assets
Depreciation provision
Restricted cash expended
Amortization of debt issuance costs
Repayment of long-term debt
Collections of note receivable
Recognition of unearned revenue

CORNING, IOWA

Exhibit C
STATEMENTS OF FUND EQUITY
Years ended December 31, 2008 and 2007
Invested in Fund
Capital Assets, Balance
Net of Related Agency
Debt Funds Unrestricted Total
$ 4,242,955 58,116 (673,151) § 3,627,920
- - 444,085 444,085
113,714 - (113,714) -
(358,173) - 358,173 -
(6,159,227) - 6,159,227 -
{1,288,764) - 1,288,764 -
{16,130) - 16,130 -
457,227 - (457,227) -
5,955,000 - (5,955,000) -
(62,837) - 62,837 -
116,836 - {116,836) -
(334,915) - 334915 -
R 2,534 - 2,534
2,665,686 60,650 1,348,203 4,074,539
- - 228,463 228,463
66,764 - {66,764) -
(345,316) - 345316 -
i11,336 - {111,336) -
(16,131) - 16,131 -
675,052 - (675,052) -
(400,283) - 400,283 -
116,836 - (116,836) -
- (3,962) - (3,962)

Net change in agency funds

Balance at December 31, 2008

The accompanying notes are an integral part of these financial statements.

$ 2873944 %

56,688 $_ 1,368,408 $_ 4,299,040
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

STATEMENTS OF CASH FLOWS

Years ended December 31, 2008 and 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income
to net cash provided by operating activities:
Sewer and garbage billings less amount remitted to City
Depreciation
Unearned revenues
Changes in assets and liabilities:
(Increase) Decrease in:
Receivables
Prepayments
Materials and supplies
Unamortized debt issuance costs
Increase (Decrease) in:
Accounts payable and deposits
Compensated absences

Net cash provided by operating activities

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES
Change in restricted assets
Net cash provided by (used in) non-capital financing activities

CASHFLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES
Capital expenditures
Repayment of long-term debt
Net cash provided by (used in) capital and related financing activities

CASHFLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of temporary investments

Collection of notes receivable
Purchase of temporary investments

Net cash provided by investing activities
Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

Exhibit D

2008 2007
$ 228463 § 444,085
(3,962) 2,534
345,316 358,173
(116,836) (116,836)
(40,986) (86,029)
101 2,208
(2,008) 5,261
16,131 16,130
67,214 (20,176)
(14,810) 30,486
478,623 635,336
(109,254) 1,282,582
(109,254) 1,282,582
(183,018)  (1,346,614)
(675,052) (457,227)
(858.070)  (1,803,841)
999,424 980,000
400,283 62,837
(1,011,950) (980,000)
387,757 62,837
(100,944) 177,414
632,121 454,707
$ 53177 $ 632,121

The accompanying notes are an integral part of these financial statements.
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CORNING MUNICIPAL UTILITIES

CORNING, IOWA
Exhibit E
STATEMENT OF INDEBTEDNESS
Year ended December 31, 2008

Amount Balance Issued Redeemed Balance Interest

Date of [nterest Originally  Beginning During During End of Interest Due and

Obligation Issue Rates Issued of Year Year Year Year Paid Unpaid

Revenue Bonds

Water 4/16/2002 3.00 % $4,005080 $3,216000 % - $(173,000) $3,043,000 $ 93458 $ 7,503
Electric S15/2005 3.5-4.8%  $2,600,000 $1,795000 $ - $(110,000) $1.685000 § 7396t § 5734
Water 8/31/2006 8.25% $1,505,000 $1,446985 § - §(123,307) $1,323,678 § 116,884 § 27,226
Gas 8/31/2006 8.50%  $4,450,000 $4,323,788 % - $(268,745) $4,055,043 § 361,930 $ 85,934

The accompanying notes are an integral part of these financial statements.
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NOTE 1.

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Corning Municipal Utilities is a component unit of the City of Corning whose funds are
reported under separate cover utilizing a fiscal year ending June 30. The City of Corning is
a political subdivision of the State of lowa located in Adams County. It was first
incorporated in 1854 and operates under the Home Rule provisions of the Constitution of
Towa. The Utilities' board of trustees operates the City Utilities by the authority of Chapters
384 and 388 of the Code of lowa. Corning Municipal Utilities provides water, electric and
gas services on a user charge basis to the general public and other governmental units within
Adams County, lowa.

Basis of Presentation

The accounting policies of Corning Municipal Utilities conform to accounting principles
generally accepted in the United States of America. Management uses estimates and
assumptions in preparing its financial statements. Those estimates and assumptions affect
the reported amounts of assets, liabilities, revenues and expenses and the disclosure of
contingent assets and liabilities. Actual results could differ from these estimates.

Government-wide Financial Statements - The Balance Sheet and the Statement of
Operations report information on all of the nonfiduciary activities of the primary
government. For the most part, the effect of interfund activity has been removed from these
statements. Governmental activities, which are supported by property tax and
infergovernmental revenues, are reported separately from business type activities, which
rely to a significant extent on fees and charges for services.

The Balance Sheet presents the Utilities' nonfiduciary assets and Habilities, with the
difference reported as fund equity. Fund equity is reported in three categories.

Invested in capital assets, net of related debt consists of capital assets, net of accumulated
depreciation and reduced by outstanding balances for bonds, notes and other debt
attributable to the acquisition, construction or improvement of those assets.

Restricted fund equity results when constraints placed on net asset use are either
externally imposed or imposed by law through constitutional provisions or enabling
legislation.

Unrestricted fund equity consists of net assets not meeting the definition of the two
preceding categories. Unrestricted net assets often have constraints on resources imposed
by management which can be removed or modified.

- The Statements of Operations demonstrates the degree to which the direct expenses of a

given function are offset by program revenues. Direct expenses are those clearly
identifiable with a specific function. Program revenues include 1) charges to customers or
applicants who purchase, use or directly benefit from goods, services or privileges provided
by a given function and 2) grants, contributions and interest restricted to meeting the
operational or capital requirements of a particular function. Other items not properly
included among program revenues are reported instead as general revenues,

-16-




NOTE 1.

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of Presentation (Continued)

The accounting records of Corning Municipal Utilities are maintained in accordance with
the particular uniform system of accounts for each separate utility function. The electric
department uses the system as prescribed by the Federal Energy Regulatory Commission,
while the water and gas departments' system is published by the National Association of
Regulatory Utility Commissioners.

Reporting Entity

The financial statements include enterprise and agency funds of Corning Municipal Utilities
(herein referred to as "the Utilities"), a component unit of the City of Corning, Iowa.

Fund Accounting

The accounts of the Utilities are organized on the basis of funds, each of which is
considered to be a separate accounting entity. The operations of each fund are accounted
for by providing a separate set of self-balancing accounts which comprise its assets,
liabilities, fund balances, revenues and expenditures or expenses. The various funds and
their designated purposes are as follows:

Proprietarv Funds

Enterprise Funds - Enterprise Funds are utilized to finance and account for the
acquisition, operation and maintenance of governmental facilities and services that are
supported by user charges. The Enterprise Funds include electric, water and gas
‘operations.

Fiduciary Funds

Agency Funds - Agency Funds are used to account for assets held by the Utilities as an
agent for individuals, private organizations, certain jointly governed organizations,
other governmental units and other funds. Agency Funds are custodial in nature,
assets equal liabilities, and do not involve measurement of results of operations. The
Agency Funds include sewer and garbage service monies collected and held by the
Utilities as an agent for the City of Corning, lowa, which operates these facilities.

Measurement Focus and Basis of Accounting

Proprietary Funds are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows.

-17-




NOTE L

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Measurement Focus and Basis of Accounting (Continued)

The proprietary funds of the Utilities apply all applicable GASB pronouncements as well as
the following pronouncements issued on or before November 30, 1989, 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.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing
and delivering goods in connection with a proprietary fund's principal ongoing operations.
The principal operating revenues of the Utilities' Enterprise Funds are charges to customers
for sales and services. Operating expenses for Enterprise Funds include the cost of sales
and services, administrative expenses and depreciation on capital assets. All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses.

The assets and liabilities of the Agency Funds are accounted for using the modified accrual
basis of accounting.

Restricted Assets

Funds set aside for payment of Enterprise Fund revenue notes are classified as restricted
assets since their use is restricted by applicable note indentures. Other restricted assets
include customer deposits restricted for application to unpaid customer accounts or for
refund to customers.

Cash Equivalents

All highly liquid investments with a maturity of three months or less at the time of purchase
are considered cash equivalents.

Customer Accounts and Unbilled Usage

Accounts receivable are recorded in the Enterprise Funds at the time the service is billed.
Unbilled usage for service consumed between periodic scheduled billing dates is estimated
and is recognized as revenue in the period in which the service is provided.

Temporary Investments

Investments with a maturity of less than one year are considered temporary investments and
are carried at cost.

Plant Materials and Operating Supplies

Plant materials and operating supplies are valued at the lower of cost or market with cost
determined by the average cost method,
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NOTE 1.

NOTE 2.

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Long-Lived Assets

The Utilities would provide for impairment losses on long-lived assets when no longer cost
of service regulated, indicators of impairment are present and the undiscounted cash fiows
estimated to be generated by those assets are less than the assets' carrying amount. Based on
current conditions, management does not believe any of its long-lived assets are impaired.

Utility Plant

Additions to Utility plant in service are recorded at original cost, including the capitalized
costs of certain payroll taxes, employee benefits and interest incurred during the
construction period. Renewals and betterment of units of property are charged to utility
plant in service. When utility plant is retired, its cost is removed from the asset account and
charged against accumulated depreciation, together with removal cost less any salvage
realized. Repairs and renewals of minor items of property are included in maintenance
expense. No gains or losses are recognized in connection with routine retirements of
depreciable property.

Depreciation of utility plant is computed on the straight-line method by application of rates,
based upon the estimated service lives of the various classes of depreciable property. These
estimates are subject to change in the near term.

Compensated Absences

The Utilities' employees accumulate a limited amount of earned but unused vacation and
sick leave hours for subsequent use or for payment upon termination, death or retirement. A
liability is recorded when incurred in the financial statements. The compensated absences
liability has been computed based on rates of pay in effect at December 31, 2008.

Revenue Recognition

The Utilities recognizes revenues related to the Enterprise Funds when earned regardless of
the period in which they are billed.

Budgets and Budgetary Accounting

The budgetary comparison and related disclosures are reported as Required Supplementary
Information. During the year ended December 31, 2008, disbursements did not exceed the
budgeted amount.

DEPOSITS AND INVESTMENTS

The Utilities' deposits at December 31, 2008, were entirely covered by federal depository
insurance or by the Iowa State Sinking Fund for banks and savings associations in
accordance with Chapter 12C of the Code of Iowa. This Chapter provides for additional
assessments against the depositories to insure there will be no loss of public funds.
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NOTE 2.

NOTE 3.

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

DEPOSITS AND INVESTMENTS (Continued)

The Utilities are 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; 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 Utilities' investments are categorized to give an indication at the level of risk assumed
by the Utilities at year-end. The Utilities' investments are all category 1, which means that
the investments are all insured or registered or the securities are held by the Utilities or its
agents in the Utilities' name.

The Utilities had no investmenis meeting the disclosure requirements of Governmental
Accounting Standards Board Statement No. 3, as amended by Statement No. 40,

Investments are stated at fair value.

The Utilities' deposits and investments at December 31, 2008, are shown below:

Change and petty cash fund $ 300

Checking accounts 872,250

Certificates of deposit 502,526

Total cash, cash equivalents and temporary investments $ 1,375,076
CAPITAL ASSETS

The provisions for depreciation for 2008 and 2007 are $345,316 and $358,173, respectively,
of which $6,567 and $3,483, respectively, were distributed through a clearing account. The
depreciation provision less the amount cleared was charged to expense against the following
operations:

2008 2007
Electric $ 147,387 $ 149,733
Water 176,301 185,036
Gas 15,061 19,921

$ 338,749 % 354,690
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

"NOTE 3. CAPITAL ASSETS (Continued)

At December 31, 2008 and 2007, utility plant in service included the following major
classifications:

2008 2007
Electric Plant in Service:
Production Plant $ 2919923 § 2,918,944
Transmission Plant 432,735 432,735
Distribution Plant 1,214,103 1,202,317
General Plant 190,594 188,083
Subtotal 4,757,355 4,742,079
Water Plant in Service:
Source of Supply and Pumping Plant 5,018,489 5,606,508
Distribution Plant 1,507,057 1,494,358
General Plant 210,478 208,846
Subtotal 7,336,024 7,309,712
Gas Plant in Service:
Transmission and Distribution Plant 640,252 625,123
General Plant 133,477 130,425
Subtotal 773,729 755,548
Total utility plant in service $ 12,867,108 § 12,807,339

The individual rates applied to the average cost of the several classifications of depreciable
utility plant produced the following composite depreciation rates for the years ended
December 31, 2008 and 2007:

2008 2007
Electric 3.16 % 323 %
Water 2.47 % 2.62 %
Gas 2.16 % 2.29 %.

NOTE 4. INTANGIBLES

During 2003, the Utilities entered into an agreement with MidAmerican Energy to purchase
six customers at a cost of $45,000.

The Utilities annually assesses its recorded balances of goodwill and indefinite lived
intangible assets for impairment. As a result, the Utilities determined no impairment needed
to be recorded for the years ended December 31, 2008 and 2007.
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

NOTES5. BONDS PAYABLE

Annual debt service requirements to maturity for Water, Electric and Gas Revenue Bonds
are as follows:

Revenue Bonds Revenue Bonds Revenue Bonds Revenue Bonds
Water Electric Water Gas _

Year Ending [ssued April 16, 2002 issued May 15, 2005 Issued August 31, 2006 Issued August 31, 2006

December 31 Principal Interest Principal Interest Principal Interest Principal Interest
2009 $ 178000 % 88,532 $ 110000 §$ 70,403 § 133,690 % 106502 § 292074 § 338,601
2010 183,000 83,117 115,000 66,210 144,947 95,245 317,427 313,247
2011 189,060 71,537 120,000 61,685 157,152 83,040 344,982 283,693
2012 195,000 T.777 125,000 56,845 17,384 69,808 374,929 255,746
2013 200,000 65,852 130,000 51,680 184,731 55,461 407,475 223,200
2014 206,000 59,762 135,000 46,180 200,286 39,906 442 846 187,820
2015 213,000 53,477 140,000 40,335 217,150 23,042 481,288 149,387
2016 219,000 46,997 150,600 34,025 115,338 4,758 523,067 107,608
2017 226,000 40,322 155,000 27238 - - 568,472 62,202
2018 232,000 33432 160,000 20,070 - - 302,483 12,855
2019 239,000 26,387 170,000 12,395 - - - -
2020 247,000 19,097 175,000 4,200 - - - -
2021 254,000 11,582 - - - - - -
2022 262,000 3,803 - - - - - -

$ 3043000 $ 081,784 § 1685000 % 491266 $ 1323678 § 477,762 3 4055043 § 1936368

The Water Revenue Bonds issued on April 16, 2002, were issued for the purpose of
defraying the cost of constructing a new water plant facility. The bonds are payable solely
from the income and proceeds of the Water Fund in accordance with the bond agreement.
The proceeds of the Water Revenue Bonds shall be expended only for purposes which are
consistent with the bond agreement. The bonds are not a general obligation of the Utilities,
however, the debt is subject to the constitutional debt limitations of the Utilities.

The resolutions providing for the debt issuance of the water revenue notes include the
following provisions:

{(a) The notes will only be redeemed from the future net revenues of the Water Fund
activity and the bond holders hold a lien on the future earnings of the fund.

(b) The proceeds shall be used for the sole purpose of constructing a new water treatment
facility as approved in the project plan.

The Utilities is not required to establish a sinking or reserve account by the Water Revenue
Bond resolution.

Of the funds received for the Water Revenue Bonds, all funds were advanced as of
December 31, 2008.
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NOTES.

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

BONDS PAYABLE (Continued)

The Electric Revenue Bonds issued on May 15, 2005, were issued for the purpose of
defraying the cost of constructing new generators. The bonds are payable solely from the
income and proceeds of the Electric Fund in accordance with the bond agreement. The
proceeds of the Electric Revenue Bonds shall be expended only for purposes which are
consistent with the bond agreement. The bonds are not a general obligation of the Utilities,
however, the debt is subject to the constitutional debt limitations of the Utilities.

The resolutions providing for the debt issuance of the electric revenue notes include the
following provisions:

(a) The notes will only be redeemed from the future net révenues of the Electric Fund
activity and the bond holders hold a lien on the future earnings of the fund.

{(b) The proceeds shall be used for the sole purpose of constructing new generators as
approved in the project plan.

The Utilities is required to establish a sinking or reserve account by the Electric Revenue
Bond resolution and has done so in accordance with the agreement.

Of the funds received for the Electric Revenue Bonds, all funds were advanced as of
December 31, 2008.

The Water Revenue Bonds issued on August 31, 2006, were issued for the purpose of
defraying the cost of installing new water mains to the ethanol plant. The bonds are payable
solely from the income and proceeds of the Water Fund in accordance with the bond
agreement. The proceeds of the Water Revenue Bonds shall be expended only for purposes
which are consistent with the bond agreement. The bonds are not a general obligation of the
Utilities, however, the debt is subject to the constitutional debt limitations of the Utilities.

The resolutions providing for the debt issuance of the water revenue notes include the
following provisions:

(a) The notes will only be redeemed from the future net revenues of the Water Fund
activity and the bond holders hold a lien on the future earnings of the fund.

(b) The proceeds shall be used for the sole purpose of installing new water mains to the
industrial park as approved in the project plan.

The Utilities is required to establish a sinking or reserve account by the Water Revenue
Bond resolution. The Utilities is billing the ethanol plant, which is now in operation,
monthly for the principal and interest payments that will be due. During 2008, new lowa
Public Agency Investment Trust (IPAIT) accounts were set up to document this better and
directly set the funds aside.

Of the funds received for the Water Revenue Bonds, all funds were advanced as of
December 31, 2008.
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NOTE 5.

NOTE 6.

NOTE 7.

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

BONDS PAYABLE (Continued)

The Gas Revenue Bonds issued on August 31, 2006, were issued for the purpose of
defraying the cost of installing new gas lines to the ethanol plant from the main connection
point. The bonds are payable solely from the income and proceeds of the Gas Fund in
accordance with the bond agreement. The proceeds of the Gas Revenue Bonds shall be
expended only for purposes which are consistent with the bond agreement. The bonds are
not a general obligation of the Utilities, however, the debt is subject to the constitutional
debt limitations of the Utilities.

The resolutions providing for the debt issuance of the gas revenue notes include the
following provisions:

{a) The notes will only be redeemed from the future net revenues of the Gas Fund activity
and the bond holders hold a lien on the future earnings of the fund.

(b} The proceeds shall be used for the sole purpose of installing new gas mains to the
industrial park as approved in the project plan.

The Utilities is required to establish a sinking or reserve account by the Gas Revenue Bond
resolution. The Ultilities is billing the ethanol plant, which is now in operation, monthly for
the principal and interest payments that will be due. During 2008, new IPAIT accounts were
set up to document this better and directly set the funds aside.

Of the funds received for the Gas Revenue Bonds, all funds were advanced as of December
31, 2008.

COMPENSATED ABSENCES

The Utilities' employees accumulate vacation and sick leave hours for subsequent use or for
payment upon retirement. Upon retirement, the Utilities pay up to 200 hours of
accumulated vacation and up to 720 hours of accumulated sick leave. Any vacation and sick
leave accumulated is allowed to be taken while in the employment of the Utilities.

As of December 31, 2008 and 2007, the liability for accrued vacation and sick leave is
$85,339 and $100,149, respectively. The amount expected to be paid from current
resources is not significant.

UNEARNED REVENUE

In conjunction with the construction of the new water treatment facility, the Utilities
received $2,336,716 from Southwestern lowa Rural Water Association (SIRWA) related to
future usage of the new water plant facility. As of December 31, 2008 and 2607, the
amount unearned is $1,518,865 and $1,635,701, respectively. SIRWA does not possess any
ownership rights in the water plant facility. Therefore, the payment received from them is
being recognized as revenue over the period of repayment of the bonds used to purchase the
new facility (20 years). During 2005, there was a true-up for final amounts remitted to the
Utilities by SIRWA as final project costs were determined and agreed upon by both entities.
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NOTE 7.

NOTE 8.

NOTE 9.

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

UNEARNED REVENUE (Continued)

The unearned revenue will be recognized as follows:

2009 $ 116,836
2010 116,836
2041 116,836
2012 116,836
2013 116,836
2014-2022 934,685

PENSION AND RETIREMENT BENEFITS

Corning Municipal Utilities contributes 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,
Iowa 50306-9117.

Flan members are required to contribute 3.90% of their annual covered salary and the
Utilities is required to contribute 6.35% of annual covered salary. Certain employees in
special risk occupations and the Utilities contribute an actuarially determined contribution
rate. Contribution requirements are established by State statute. The Utilities' contributions
to IPERS for the three vears ended December 31; 2008, 2007, and 2006, were $21,856,
$23,191 and $20,370 respectively, equal to the required contributions for each year.

DEFERRED COMPENSATION PLAN

The Utilities offers its employees a deferred compensation plan as allowed by Internal

‘Revenue Code Section 457. The plan allows the Utilities' employees to defer a portion of

their current salary until future years. The employees become eligible to withdraw funds
upon termination, retirement, death or unforeseeable emergency.

All amounts of compensation deferred under the plan, all property and rights purchased with
those amounts, and all income attributable to those amounts, property or rights, are, until
made available to the participant or other beneficiary, solely the property and rights of the
Utilities, without being restricted to the provision of benefits under the plan, subject only to
the claims of the Utilities' general creditors.

The Utilities is responsible for due care in managing the investments and the participant or
beneficiary assumes the risk of loss from decreases in the value of plan assets.
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NOTE 10.

NOTE 11.

NOTE 12,

NOTE 13.

NOTE i4.

NOTE 15.

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

RISK MANAGEMENT

Corning Municipal Utilities 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. These risks are covered by the purchase of commercial insurance coverage. The
Utilities assume 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.

CONCENTRATION OF CREDIT RISK

The Utilities grants credit to its customers, all of whom are located in the municipal service
area,

RELATED PARTY TRANSACTIONS

The Utilities had business transactions totaling $516 between the Utilities and a Board
member during the year ended December 31, 2008.

COMMITMENTS AND CONTINGENCIES

The Utilities has also entered into a purchase commitment with Interstate Municipal Gas
Agency to purchase all gas requirements from them for the next twenty years.

SUPPLEMENTAL CASH FLOW INFORMATION

Accounts payable includes $656 and $116,911 at December 31, 2008 and 2007,
respectively, relating to utility plant and equipment additions placed in service during 2008
and 2007.

NOTES RECEIVABLE

The Utilities entered into a note receivable agreement with Poet Biorefining in 2007. The
notes receivable was originally recorded for $5,955,000. The note calls for monthly
payments to be received equal fo the debt service requirements of the 2006 water and gas
revenue bonds disclosed in Note 5. The outstanding balance at December 31, 2008 on this
note receivable is $5,491,881.
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CORNING MUNICIPAL UTILITIES

CORNING, IOWA

Budgetary Comparison Schedule of Receipts, Disbursements and Changes in Balances -
Budget and Actual (Cash Basis)
Year ended December 31, 2008

Receipts
Charges for services
Use of money and property
Miscellaneous

" Disbursements
Cash

Noncash

Excess of receipts over
disbursements

Add (Reduce):
Operating activities cash flow

Capital expenditures

Note receivable collection
Debt financing activities

Net payment of agency funds
Net funds increase (decrease)

Beginning funds January 1, 2008

Ending funds December 31,2008 $_1.375,076 §

GAAP Basis
Financial Adjusted to Cash Basis
Statements Adjustments Cash Basis Budget Variance
$ 3,606,004 § (83,185) § 3,522,819 § 3,575000 § (52,181)
499,232 1,449 500,681 27,000 473,681
4,969 31 5,000 22,500 {17,500}
4,110,205 (81,705) 4,028,500 3,624,500 404,000
3,536,426 (61,666) 3,474,760 3,745,100 270,340
345,316 (345,316} - N/A -
3,881,742 (406,982) 3,474,760 3,745,100 270,340
228,463 325,277 553,740 {120,600) 674,340
254,122 (254,122) - N/A
(183,018) - (183,018) N/A
400,283 (72,572) 327,781 N/A
(675,052) - (675,052} N/A
(3,962) 1,417 {2,545) N/A
20,836 - 20,836 (120,600)
1,354,240 - 1,354,240 1,256,851
- § 1375076 § 1,136,251
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -
BUDGETARY REPORTING
Year ended December 31, 2008

The budgetary comparison is presented as Required Supplementary Information in accordance with
Governmental Accounting Standards Board Statement No. 41 for governments with significant budgetary
perspective differences resulting from not being able to present budgetary comparisons for the General
Fund and each major Special Revenue Fund,

In accordance with the Code of lowa, the Board of Trustees annually adopts a budget on the cash basis
following required public notice and hearing for all funds. The annual budget may be amended during
the year utilizing similar statutorily prescribed procedures. Encumbrances are not recognized on the cash
basis budget and appropriations lapse at year end.

Formal and legal budgetary control is based upon nine major classes of disbursements known as
functions, not by fund or fund type. These nine functions are: public safety, public works, health and
social services, culture and recreation, community and economic development, gencral government, debt
service, capital projects and business type activities. Function disbursements required to be budgeted
include disbursements for the General Fund, Special Revenue Funds, Debt Service Fund, Capital Projects
Fund and Enterprise Funds. Although the budget document presents function disbursements by fund, the
legal level of control is at the aggregated function level, not by fund. During the year, there were no
budget amendments,
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ELECTRIC PLANT IN SERVICE
Less accumulated depreciation

WATER PLANT [N SERVICE
Less accumulated depreciation

GAS PLANT IN SERVICE
Less accumulated depreciation

RESTRICTED ASSETS
Cash-security deposits
Water plant project
Electric Revenue Bond Sinking Fund

Gther noncurrent assets
Notes receivable, less current portion
Unamortized debt issuance costs

Intangibles

CURRENT ASSETS
Cash and cash equivalents
Temporary investments
Customers accounts receivable
Unbilled revenues
Interfund receivable (payable)
Other accounts receivable
Notes receivable
Plant materials and operating supplies

Prepaid insurance

TOTAL ASSETS

CORNING MUNICIPAL UTILITIES

CORNING, IOWA
Schedule 1
BALANCE SHEET BY DEPARTMENT
December 31, 2008
ASSETS
Electric Water Gas Sewer Garbage Total
$ 4,757,355 4,757 355
2,039,134 2,039,134
2,718,221 2,718,221
$ 7.336,024 7,336,024
1,378,783 1,378,783
5,957,241 5,957,241
773,729 773,729
649,474 649,474
124,255 124,255
17,295 4,670 26,375 48,340
- 112,630 - 112,630
[8(,403 - - 180,403
197,698 117,300 26,375 341373
- 1,217,214 3,848,903 5,066,117
26,833 75,551 64,754 167,138
45,000 - - 45,000
71,833 1,292,765 3,913,657 5,278,255
230,032 79,105 173,150 § 36,087 § 12,203 531,177
425,329 - 77,197 - - 502,526
9.451 4,735 - 5,961 1,837 21984
193,384 47,049 196,995 - - 437,428
520,618 (367,857) (152,761) - - -
3,749 69,100 10,524 - - 143,373
- [33,690 292,074 - - 425,764
33,398 42,468 28,300 - - 104,166
6,993 [,339 2,887 - - 11,219
1,422,954 9,629 688,366 42,648 14,040 2,177,637
3 4,410,706  $ 7,376,935 4,752,653 § 42648 § 14,040 16,596,982

—

See Accompanying Independent Auditors' Report
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FUND EQUITY
Invested in capital assets, net of
related debt
Fund balance-agency funds
(restricted)
Unrestricted

LONG-TERM LIABILITIES
Compensated absences
Unearned revenue

Leng-term debt

CURRENT LIABILITIES PAYABLE
FROM RESTRICTED ASSETS

Customer deposits

CURRENT LIABILITIES PAYABLE
FROM CURRENT ASSETS
Accounts payable
Advanced payments

Current portion of long-terin debt

TOTAL LIABILITIES AND FUND
EQUITY

CORNING MUNICIPAL UTILITIES

CORNING, IOWA
Schedule 1
BAILANCE SHEET BY DEPARTMENT
December 31, 2008
LIABILITIES AND FUND EQUITY
Electric Water Gas Sewer Garbage Total
$ 1105054 § 1493947 $ 274943 § - 8 - $ 2373944
- - - 42,648 14,040 56,688
1,482,983 (200,466) 85,891 - - 1,368 408
2,588,037 1,293 481 360,834 42,648 14,040 4,299 040
42,669 21,335 21,335 85,339
- 1,518,865 - 1,518,865
1,575,000 4,054,988 3,762,969 9,392,957
1,617,669 5,595,188 3,784,304 10,997,161
17,295 4,645 26,375 48,315
77,705 55,005 257,679 390,479-
- 116,836 31,387 148,223
110,000 311,690 292,074 713,764
187,705 483,621 581,140 1,252 466
$ 4410706 $ 7376935 § 4752653 § 42,648 % 14,040 § 16,596,982

See Accompanying Independent Auditors' Report
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

_ Schedule 2
SCHEDULE OF INCOME AND FUND EQUITY BY DEPARTMENT
Year ended December 31, 2008
Total
(Memorandum
Electric Water Gas Only)
OPERATING REVENUES
Residential sales b 530,807 % 461,440 § 571,784 % 1,564,031
Commercial sales 423,414 302,151 445,195 1,170,760
Public authority sales 424 410 38,659 266,547 729,616
SIRWA revenue - 116,836 - 116,836
Other miscellaneous 11,085 11,153 2,523 24,761
1,389,716 930,239 1,286,049 3,606,004
OPERATING EXPENSES
‘Purchased energy 679,449 - 1,204,204 1,883,653
Operations and maintenance 120,295 367,110 65,664 553,069
Depreciation 147,387 176,301 15,061 338,749
Meter reading 14,231 10,094 10,762 35,087
Customer records and collections 12,854 5,974 11,677 30,505
Customer rebates 16,442 - 5,944 22,386
Total customer accounts expense 990,658 559,479 1,313,312 2,863,449
Administrative and general salaries 61,771 52,097 63,104 176,972
Office supplies and expense 2482 2,059 3,470 8,01t
QOutside services employed 10,138 11,761 11,246 33,145
General insurance 10,106 11.463 3,713 25,282
General administration 28,144 19,238 18,490 65,872
Total general and administrative expense 112,641 96,618 106,023 309,282
Usetax 1316 - 755 2,071
Property tax 5,809 - - 5,809
Total general taxes 7,125 - 755 7,880
1,110,424 656,007 1,414,090 3,180,611
OPERATING INCOME (LOSS) 279,292 274,142 (128,041) 425,393
OTHER INCOME (EXPENSE)
Income from merchandising and custom work, net 4,363 231 375 4,969
Interest income £2,430 119,553 367,249 499,232
Other income charges (29,874) {13,548} (11,517) (54,939)
(13,081) 106,236 356,107 449,262
INCOME BEFORE FIXED CHARGES 266,211 380,378 228,066 874,655
FIXED CHARGES
Interest 73,957 210,309 361,926 646,192
NET INCOME (LOSS) 162,254 170,069 {133,860} 228,463
FUND EQUITY, JANUARY 1, 2008 2,395,783 1,123,412 494,694 4,013,889
FUND EQUITY, DECEMBER 31, 2008 $ 2,588,037 % 1,293,481 § 360,834 § 4,242 352

See Accompanying Independent Auditors' Report
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

Scheduie 3
SCHEDULE OF AGENCY FUND NET ASSETS
December 31, 2008
Agency Funds Agency Funds
12/31/2007 Bilied Collected Paid 12/31/2008
ASSETS
Non-pooled cash: :
Sewer rental $ 41,227 § - 8 479,958 % (484,498) § 36,687
Garbage collection 10,208 - 136,417 {134,422) 12,203
Total cash 51,435 - 010,375 {618,920} 48,890
Receivables:
Sewer rental 7,228 467,658 (468,925) - 5,961
Garbage collection 1,987 136,974 (137,124) - 1,837
Total receivables 9,215 604,632 (606,049) - 7,798
Net assets held in agency
funds $ 60,650 $ 604,632 $ 10,326 $_ (618,920) $ 56,688

See Accompanying Independent Auditors' Report
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

Schedule 4
SCHEDULE OF ELECTRIC PLANT
Year ended December 31, 2008
Balance Balance
December 31, December 31,
2007 Additions Retirements 2008
Production Plant:
Land b 66,520 % - 5 - § 66,520
Structures and improvements 278,533 - (5,896) 272,637
Fuel holders, producers and accessories 10,641 6,259 - 16,900
Generators 2,265,304 - - 2,265,304
Accessory electric equipment 297,946 616 - 298,562
2,918,944 6,875 (5,896) 2,919,923
Transmission Plant:
Station equipment 388,603 - - 388,603
Poles and fixtures 36,068 - - 36,008
Overhead conductors and devices 3,064 - - 8,064
432,735 - - 432,735
Distribution Plant:
Poles, towers and fixtures 145,794 - - 145,794
{Overhead conductors and devices 315,194 - - 315,194
Underground conduit 72,871 ' - - 72,871
Underground conductors and devices 176,987 - - 176,987
Line transformers 159,710 2,700 (1,098) 161,312
Services 170,868 1,972 - 172,840
Meters 120,483 8,212 - 128,695
Street lighting and signal system 40,410 - - 40,410
1,202,317 12,884 (1,098) 1,214,103
General Plant:
Office furniture and equipment 23,890 501 - 24,391
Transportation equipment 118,749 329 - 119,078
Tools, shop and garage equipment 22,704 - - 22,704
Laboratory equipment 724 - - 724
Power operated equipment 17,012 656 - 17,668
Communication equipment 5,004 1,025 - 6,029
188,083 2,511 - 190,594

$ 4,742,079 § 22,270 § (6,994) $__4,757,355

See Accompanying Independent Auditors' Report
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Schedule 5
SCHEDULE OF WATER PLANT
Year ended December 31, 2008
Balance Balance
December 31, December 31,
2007 Additions Retirements 2008
Source of Supply and Pumping Plant:
Land and land rights . $ 142,538 § - 5 - % 142,538
Structures and improvements 3,986,457 492 - 3,986,949
Collection and impounding reservoir 76,493 - - 76,493
Lakes, rivers and other intakes 74,778 9,457 - 84,235
Supply mains 303,128 - - 303,128
Electronic pumping equipment 354,606 - - 354,606
Pumping and treatment equiprient 668,509 2,031 - 670,540
5,606,509 11,980 - 5,618,489
Distribution Plant:
Distribution system and standpipes 559,408 - - 559,408
Transmission and distribution mains 763,758 6,465 - 770,223
Meters and customer premise equipment 131,943 6,235 - 138,178
Hydrants 39,248 - - 39248
1,494,357 12,700 - 1,507,057
General Plant:
Furniture and office equipment 47,241 278 - 47,519
Transportation equipment 48,690 329 - 49,019
Work equipment 6,690 - - 6,690
Laboratory equipment 23,907 - - 23,907
Power operated equipment 78,805 - - 78,805
Communication equipment 3,513 1,025 - 4,538
208,846 1,632 - 210,478
$ 7,309,712 § 26,312 $ - § 7.336,024

See Accompanying Independent Auditors' Report
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Schedule 6
SCHEDULE OF GAS PLANT
Year ended December 31, 2008
Balance Balance
December 31, December 31,
2007 Additions Retirements 2008
Transmission and Distribution Plant:
Transmission mains 3 119,876 3% - % - 3 119,876
Structures and improvements 45,378 - - 45,378
Distribution mains 318,436 23 - 318,459
Measure and regulating station equipment 38,258 3,389 - 41,647
Meters 103,175 11,717 - 114,892
625,123 15,129 - 640,252
General Plant:
Work equipment $9,609 2,446 - 92,055
Furniture and office equipment ' 27,297 277 - 27,574
Transportation equipment 13,519 329 - 13,848
130,425 3,052 - 133,477
h 755,548 % 18,181 § - § 773,729

See Accompanying Independent Auditors’ Report
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER

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

To the Board of Trustees
Coming Municipal Utilities
Corning, lowa

We have audited the financial statements of Corning Municipal Utilities as of and for the year ended
December 31, 2008, and have issued our report thereon dated April 29, 2009. We conducted our audit in
accordance with U.S. generally accepted auditing standards 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 of the financtal statements of Corning Municipal Utilities as of and
for the year ended December 31, 2008, in accordance with auditing standards generally accepted in the
United States of America, we considered Corning Municipal Utilities' 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
Utilities' internal control. Accordingly, we do not express an opinion on the effectiveness of the Utilities'
internal control.

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

A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process or
report financial data reliably in accordance with U.S. generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity's financial statements that is more
than inconsequential will not be prevented or detected the entity's internal control. We consider the
deficiencies in internal control described in Part I of the accompanying Schedule of Findings to be
significant deficiencies in internal control over financial reporting,
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A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity's internal control. Of the significant deficiencies described in Part II
of the accompanying Schedule of Findings, we believe Items II-A-08 and {I-B-08 are material
weaknesses. :

Compliance and Qther Matters

As part of obtaining reasonable assurance about whether Corning Municipal Utilities' 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 or other matters that
are required to be reported under Government Auditing Standards.

Comments involving statutory and other legal matters about the Utilities' operations for the year ended
December 31, 2008, are based exclusively on knowledge obtained from procedures performed during our
audit of the financial statements of the Utilities. 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 Utilities' responses to findings identified in our audit are described in the accompanying Schedule of
Findings. While we have expressed our conclusions on the Utilities' responses, we did not audit the
entity'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 officials and
employees and citizens of Corning Municipal Utilities and other parties to whom the Utilities may report,
including 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.

We would like to acknowledge the many courtesies and assistance extended to us by personnel of
Corning Municipal Utilities during the course of our audit. Should you have any questions concerning
any of the above matters, we shall be pleased to discuss them with you at your convenience.

K A-w&ms @)a—«cu@ P
West Des Moines, lowa
April 29, 2009
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Schedule of Findings
December 31, 2008

Part I: Summary of Independent Auditors' Results:

(a) An unqualified opinion was issued on the financial statements.

{b) Significant deficiencies in internal control over financial reporting were disclosed by the audit of
the financial statements, including material weaknesses.

(c) The audit did not disclose any non-compliance which is material to the financial statements.
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

Schedule of Findings
December 31, 2008

Part II: Findings Related to the Financial Statements:

INSTANCES OF NON-COMPLIANCE:

No matters were noted.

SIGNIFICANT DEFICIENCIES:

II-A-08

iI-B-08

Segregation of Duties - One important aspect of infernal control is the segregation of
duties among employees to prevent an individual employee from handling duties which
are incompatible. This situation is not unusual for utilities your size.

Recommendation - In this situation, compensating controls may be available through
strong trustee control over financial transactions and continuous monitoring of the
Utilities' operations. We realize that with a limited number of office employees,
segregation of duties is difficult. However, operating procedures should be reviewed to
obtain the maximum internal control possible under the circumstances.

Response - The Utilities believes this approach provides a cost effective solution in light
of their limited resources.

Conclusion - Response acknowledged.

- Antifraud Program - The Utilities has obtained an awareness of the implication of fraud

in their business, but has yet to develop a formal antifraud program with stated control
processes. This situation is not unusual for utilities your size.

Recommendation - In this situation, compensating controls may be available through
strong trustee control over financial transactions and continuous monitoring of the
Utilities' operations. The development of an antifraud program may not be a cost
effective solution in light of your limited resources.

Response - The Utilities believes this approach provides a cost effective solution in light
of their limited resources.

Conclusion - Response acknowledged.
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

Schedule of Findings
December 31, 2008

Accounting Assistance - The Utilities has a limited number of personnel, as a result, it
has utilized accounting assistance from another party to draft financial statements and
assist with preparation of certain normal annual closing entries. While the Utilities
reviews and approves the resuits of these activities, they recognize these activities meet
the definition of a significant deficiency as defined above. This situation is not unusual
for utilities your size.

Recommendation - In this situation, compensating controls may be available through
strong trustee control over financial transactions and continuous monitoring of the
Utilities' operations. This approach may be the best cost effective solution in light of
your limited resources.

Response - The Utilities believes this approach provides a cost effective solution in light
of their limited resources.

Conclusion - Response acknowledged.

Review Financial Results - Management and the board of trustees periodically review
financial results of the Utilities.

Recommendation - Governance of this process would be enhanced through a
management discussion and analysis of key changes in elements of the financial
statements from prior periods and budget. Also, periodic educational sessions with the
board on key financial and regulatory topics would enhance the board’s ability to govern
the Utilities.

Response - We will consider this.

Conclusion - Response acknowledged.
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CORNING MUNICIPAL UTILITIES
CORNING, IOWA

Schedule of Findings
December 31, 2008

Part IH: Other Findings Related to Required Statutory Reporting:

IH-A-08

nI-B-08

11-C-08

IH-D-08

NI-E-08

1I}-F-08

IH-G-08

[11-H-08

I11-1-08

Ofticial Depositories - A resolution naming official depositories has been approved by
the Utilities. The maximum deposit amounts stated in the resolution were not exceeded
during the year ended December 31, 2008.

Certified Budget - Disbursements during the year ended December 31, 2008, were within
the amounts budgeted in the Home and Community Environment Program. Chapter
384.20 of the Code of lowa states, in part, "Public monies may not be expended or
encumbered except under an annual or continuing appropriation.”

Questionable Disbursements - No expenditures that we believe may mot meet the
requirements of public purpose as defined in Attorney General's opinion dated April 29,
1979, were noted. :

Travel Expense - No expenditures of the Utilities' money for travel expenses of spouses
of the Utilities' officials and/or employees were noted.

Basis of Accounting - Corning Municipal Utilities uses a uniform accounting system and
follows the accrual basis of accounting.

Fixed Asset Record - A detailed record of fixed assets is currently being maintained.

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

Trustee Minutes - No transactions were found that we believe should have been
approved in the minutes but were not. The minutes' records were examined and
appeared to give a condensed, accurate account of business transacted by the Trustees
and were published in accordance with the requirements of the Code of Iowa.

Deposits_and Investments - No instances of non-compliance with the deposit and
investment provisions of Chapter 12B and 12C of the Code of Iowa and the Utilities'
investment policy were noted.
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II-L-08

CORNING MUNICIPAL UTILITIES
CORNING, IOWA

Schedule of Findings
December 31, 2008

Business Transactions - The business transactions, which came to our attention during
the course of our audit between the Utilities and the Utilities' officials and/or employees,
are detailed as follows:

Name, Title, and Business & Total
Connection Description Transactions
Scott Akin (Trustee), Owner, Akin Materials and supplies $ 516
Ltd.

In accordance with Chapter 362.5(10) of the Code of lows, the transactions with Scott

Akin (Trustee} do not appear to represent conflicts of interest since his store is the only
store in town that carries certain supplies and total transactions were less than $1,500
during the fiscal year.

Revenue Notes - The only instance of non-compliance noted concerns the water revenue
note. The bond requirements state that net revenues should be at least 110% of the
amount of principal and interest falling due in the same year. The Utilities is not in
compliance with this requirement.

RFP Process - The audit was not awarded through the RFP process as required by the
Code of lowa for contracts entered into after May 31, 1989.
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STAFF
This audit was performed by:
Joseph L. Gerot, CPA, Partner
Julie K. Trichel, CPA, Senior Accountant

Matt Sanders, Senior Accountant
Aiden Schade, Accountant
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