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Waterloo Water Works
Management’s Discussion and Analysis
December 31, 2008

The Waterloo Water Work’s (Utility) discussion and analysis is designed to offer readers of the
Utility’s financial statements a narrative overview and analysis of the financial activities of the
Utility for the year ended December 31, 2008. Readers are encouraged to read the
Management's Discussion and Analysis in conjunction with the Utility’s financial statements,
which begin on Page 8.

Financial Highlights

e The Utility's assets exceeded its liabilities by $20.6 million at December 31, 2008. Of this
amount, approximately $2 million may be used to meet ongoing obligations to the citizens
and creditors. The remaining net assets are invested in capital assets or are restricted for
debt repayment.

 The operating revenue of the Utility exceeded operating expenses by $774,369 and
$156,775 for the years ended December 31, 2008 and 2007, respectively.

At December 31, 2008, the Utility’s unrestricted cash, certificates of deposits, trade
receivables and prepaid expenses of approximately $3.8 million exceeded total current
liabilities by approximately $2.3 million. This excess is available for spending at the Utility’s
discretion.

» The Utility has capital loan notes outstanding of $2,730,000 at December 31, 2008 which
are reported net of unamortized discounts costs of $22,372.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Utility’'s basic
financial statements. The Utility is a single purpose component unit of the City of Waterloo, lowa
(City). The Utility provides water to its customers at rates designed to recover the cost of
providing the water, including costs associated with installation and maintenance of water
pumping, storage and transmission systems. As a result, the Utility prepares financial
statements as a single enterprise fund 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 11 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 12
through 20 of this report.

Financial Analysis
As noted earlier, net assets may serve over time as a useful indicator of an entity’s financial
position. The Utility's assets exceeded its liabilities by $20.6 million and $19.9 million on

December 31, 2008 and 2007, respectively.

The following is a summary of the composition of net assets at December 31:

2008 2007
CUIMENE @SSELS....uvvvviiiiiireeeeieirerereereverrerereeeereeeeeeeennes $ 3,780,844 $ 2,974,882
Noncurrent, noncapital assets...........cccceeeeeeeeeeieennnns 1,289,302 1,789,091
Capital assets, net of accumulated depreciation...... 19,562,048 19,307,935
Total ASSELS...oiiiiiiiiieieei e 24,632,194 24,071,908
Current liabilitieS............uuvviuiiiiiiiiiiiiie 1,463,442 1,354,230
Liabilities payable from restricted assets.................. 120,194 118,184
Other long-term liabilities (net) ........cccoovvvviviceenneenn. 2,412,628 2,702,376
Total LiabilitieS ..........uvviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiie 3,996,264 4,174,790
Net Assets
Invested in capital assets, net of related debt........ 17,750,338 17,707,425
Restricted for debt Service ........cooovvviiiiiiiiiiniinnnns 918,291 1,414,489
UNrestricted........uuuuuuiiiiiiiiiiiiiiiiiiiiiiiineees 1,967,301 775,204
Total Net ASSEtS ..uuuiiiiieiiieee e $ 20,635,930 1 7,11

Net assets invested in capital assets are by far the largest portion of the Ultility’s net assets,
86% at December 31, 2008, and reflect its net investment in capital assets (e.g., land, buildings,
machinery, equipment, meters and water supply system). The Utility uses these capital assets
to provide water and services to the citizens; consequently, these assets are not available for
future spending.



Restricted net assets represent resources that are subject to external restrictions on how they
may be used.

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.

At both December 31, 2008 and 2007, the Utility reported positive balances in all three
categories of net assets.

Governmental activities. Since the Utility 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 December 31:

2008 2007
Operating reVENUE..........cceevvieiiiiiii e $ 5,519,247 $ 4,853,789
Operating EXPENSES ........uuuuuuiiiiiiiiiiiiiiiiiiiiiineeeaaanees 4,744,878 4,697,014
Operating INCOME .......cccoevviiiiiieie e 774,369 156,775
Net nonoperating reVeNUE...........coeeevvvveninieeeeereeennnnns 69,465 212,925
Capital contributionsS..........cccoeeeeeviiiiiiiiiiiee e, 25,572 26,700
Transfers to City of Waterloo..............ccccceeeeiinnn. (130,594) (127,153)
Change in Net ASSEtS .......cooovvviiiiiiiiie e, 738,812 269,247
Net Assets - Beginning of Year ........cccccceevvveeiiiieennnns 19,897,118 19,627,871
Net Assets - End of Year........ccccevvvvviiiiiiiiciceeeens $ 20,635,930 1 7,11

Operating revenue is the Utility’s primary source of revenue and is generated from water sales
and other services to customers. For 2008, operating revenue increased $665,458 from 2007
due primarily to an increase in water rates.

Operating expenses totaled $4,744,878 for 2008, a $47,864 increase from 2007 due primarily
to increases in commodity costs. These expenses represent the Utility’s costs to provide water
and services to customers. Operating expenses included depreciation expense of $464,953 and
$451,520 for the years ended December 31, 2008 and 2007, respectively.

Net nonoperating revenue includes interest income and expense, amortization of debt
issuance costs, gains and losses on the sale of assets and rent from leasing space for
billboards and antennas. Net nonoperating revenue decreased by $143,460 between 2008 and
2007. Rent income totaled $114,884 and $119,912 for the years ended December 31, 2008 and
2007, respectively.

Capital contributions totaled $25,572 and $26,700 for the years ended December 31, 2008
and 2007, respectively. These contributions are received as “front footage” fees as property is
developed with resulting taps into the Utility’s water distribution system.



Transfers to City of Waterloo of $130,594 and $127,153 for the years ended December 31,
2008 and 2007, respectively, are equal to the value of metered water provided to the City at no
charge. Operating revenue includes an amount equal to the transfer. The Ultility also provides
unmetered water to the City at no charge. However, no reasonable estimate of the value can be
made. Therefore, the value of unmetered water is not included in the financial statements.

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 Utility’s original budget was not amended during either of the years ended
December 31, 2008 or 2007.

Actual cash receipts were approximately $93,000 greater than budgeted. The majority of this
variance was due to receipts over budget for miscellaneous sales and services and interest
received.

Actual cash disbursements were approximately $2,052,800 less than budgeted due to lower
than anticipated administrative and general expenses and capital expenses.

Capital Assets and Long-term Debt

The Utility’s investment in capital assets amounted to approximately $19.6 million and
$19.3 million at December 31, 2008 and 2007, respectively, (net of accumulated depreciation of
approximately $7.4 million and $7.0 million at December 31, 2008 and 2007, respectively). This
investment in capital assets includes land; buildings and improvements; water supply and
distribution systems; meters; machinery; and equipment.

Major capital asset construction and acquisition during 2008 included the following:

» Installation of 2.35 miles of water mains.

» Purchase of two vehicles.

» Updated meter reading equipment.

» Continued progress on Master Plan Update Study and Reservoir Evaluation Study.

» Completed approximately 100% of Prescotts Creek, Hess Road and Rainbow Drive 2007
Water Main Extension Projects.



The following is a summary of the capital assets, at cost, at December 31:

2008 2007
= T o IR $ 270,896 $ 231,156
Pipes and valves ............oueeiiiiiieiiieeiiee e 666,005 552,557
Buildings and improvements .............ccccceeeeeeeeeeeeennn, 1,720,430 1,661,896
Water supply SYSteM .......ccovvvvvviiiiiiiiiiiiiiiieiieeieeeeeee 3,692,551 3,692,551
Distribution SysStem ...........cccceiiiiiieiiieiiiee e, 17,233,068 15,411,191
Meters and equUIPMENTt.........coovveeeriieieiiiiiiiee e e eeeeeeenns 1,472,263 1,460,043
Machinery and equipment.............ccccccvveeeeeeeeeeeeeeenns 1,699,866 1,682,754
COoNStruction iN Progress .............eeeeeeeeeememmemnnnnnnnnnnnns 230,129 1,604,192
TOtAL e $ 26,985,208 $ 26,296,340

Additional information about the Utility’s capital assets can be found in Note 6 to the financial
statements.

At December 31, 2007, total Utility long-term debt was $3,015,000 less unamortized discounts
of $27,624 for a net long-term debt of $2,987,376. During 2008, the Ultility repaid $285,000 of
principal and paid $116,045 of interest on the debt and amortized to expense $5,252 of
discount costs. At December 31, 2008, total Utility long-term debt was $2,730,000 less
unamortized discounts of $22,372 for a net long-term debt of $2,707,628. Principal of $295,000
and interest of $105,500 is due during the year ending December 31, 2009.

Debt indentures require that certain covenants relating to the maintenance and efficiency of the
operating system, the rate structure, restrictions on borrowings, leasing or disposition of assets
and minimum insurance coverage be adhered to. During 2008 and 2007, the Utility was in
compliance with required covenants.

Additional information about the Utility’s long-term debt can be found in Notes 4 and 7 to the
financial statements.

Economic Factors and Next Year's Budget and Rates

The Utility’s primary source of revenue is water sales. Effective January 1, 2009, water meter
minimum charges increased 20% and all rate blocks increased 17 cents per hundred cubic feet
of water. Budgeted revenue has been adjusted to reflect the increase in rates.

Operating expense for 2009 is expected to increase over the same expenditures in 2008 due to
step increases for new employees, insurance premium increases, contributions to the pension
plan and other operating expense increases. Capital expenditures are expected to increase as
the Ultility is planning to construct half of the Shaulis Road main extension project, the Third
Street River Crossing, test well development, complete the corrosive soil main replacement and
miscellaneous main extension projects at an estimated cost of $2,317,000.



HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’'s Report

Board of Trustees
Waterloo Water Works
Waterloo, lowa

We have audited the accompanying balance sheets of the Waterloo Water Works, a component unit of
the City of Waterloo, lowa, at December 31, 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 Waterloo Water Works' 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 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, 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 Waterloo Water Works at December 31, 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 June 24,
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 and the Schedule of Funding Progress on
Pages 2 through 6 and 21 are not a 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 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.

#’oem/ - %Aﬂ&éﬂ

HOGAN - HANSEN

Waterloo, lowa
June 24, 2009

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

Belmond ¢ Cedar Falls « Cedar Rapids « Mason City « Waterloo 7



Balance Sheets

At December 31, 2008 and 2007

Assets
Current Assets
Cash and cash equIValents ............cccuveiieiiieiiiii e
Time certificates of deposit..........c.oovvveeiiieiiiiiiiiiiiiii,
Receivables
= (o [SIR= Vol oo ] U4 £
ACCIUE INLEIEST .. e

Prepaid EXPENSES.....uuuuiiiiiiiiiiiiiiiiiii
Total Current ASSELS ...ooovvvvviiiiiieeieeeeeeeeeeeeeeeeeeeeeeeeeeee

Noncurrent Assets
Restricted cash and cash equivalents............cccccceevviiiiiiiinnnnnn.
Restricted time certificates of deposit.............ccccvvveeiiiieiinniinnnnnnes
Unamortized capital loan notes issuance CostS...........cccceevvvvnnnn.
Notes receivable - [ong-term portion ...........cccceveeeeeeiiiiiiinineennn.
Repair assessments receivable.............cccciiiiiiiiiiiiiis
Subtotal ...
Capital Assets
Land....cooooi
Pipesandvalves...........cc
Buildings and improvements.............cccccceiiiiii
Water SUPPIY SYSTEM.......uiiiiiiiieiiiiiiiiee e
Distribution SyStem..........ooooiiiiiii
Meters and eqUIPMENt .........oooeiiiiiiiiiin e
Machinery and equipment.............cccooeeeeiii
CONSLrUCLION N PrOgrESS ...vvvvveerereeieeieinerinnetnnnennennneennnennnnnnnennes
Total Capital ASSELS ....ccvvvviiiiiiecieeece e e
Less accumulated depreciation ............cccceeeeeeeeeeeee
Net Capital ASSELS ...oviiiiiiiieeiieeeieeeeeeeeeeeeeeeeeeeeee e

Total NONCUITENT ASSEES ..ouiieiieiieeeeeeeee e e

T OAl A S S LS it

See accompanying notes to the financial statements.

2008

$ 2,368,213

2007

$ 1,725,224

360,000 360,000
955,881 841,182
8,191 8,191
8,722 8,641
79,837 31,644
3,780,844 2,974,882
588,291 1,084,489
460,000 460,000
18,405 22,725
17,366 27,393
205,240 194,484
1,289,302 1,789,091
270,896 231,156
666,005 552,557
1,720,430 1,661,896
3,692,551 3,692,551
17,233,068 15,411,191
1,472,263 1,460,043
1,699,866 1,682,754
230,129 1,604,192
26,985,208 26,296,340
(7,423,160) (6,988.405)
19,562,048 19,307,935
20,851,350 21,097,026
$ 24,632,194 $ 24,071,908



2008 2007
Liabilities and Net Assets
Current Liabilities
Current maturities of water revenue capital loan notes.............. $ 295,000 $ 285,000
ACCOUNLS PAYADIE ....vvviiiiiiiiiiii e 110,034 61,873
Accrued employee compensation ............c.eeevveeeeeniiniiiiiieeeeeennenns 62,687 121,839
Net pension obligatioN ................ueeeieiiiiiiii e — 4,249
(OFUES] (0] g T=T g0 [=T o0 1S3 | £ 51,356 39,650
Due to Other Governments
City of Waterloo
Garbage fEES.....uuiii i 320,140 291,925
SEWEL TEES e 566,920 497,665
L0120 2= 1Y/ 1270 o T 10,793 10,264
Black Hawk County...........ccccciiii 46,512 41,765
Total Current LiabilitieS ....oovevveeiiiiiie e 1,463,442 1,354,230
Liabilities Payable From Restricted ASSetS ..........ccccvvvvveeeenen. 120,194 118,184
Water Revenue Capital Loan NOteS ......cccoovevevvvviiiiici e, 2,412,628 2,702,376
Total LiabilitieS ....ooceveiiiiee e 3,996,264 4,174,790
Net Assets
Invested in capital assets, net of related debt ..............cc..eeeeee. 17,750,338 17,707,425
Restricted for debt SEIVICE......ovv i 918,291 1,414,489
[0 L L=TS) 1 o3 (=T I 1,967,301 775,204
Total Net ASSELS ..oviviiiiiee e 20,635,930 19,897,118
Total Liabilities and Net ASSetS .....ccooevveeeeeeeeeeeeeeeeieee e $ 24,632,194 $ 24,071,908



Statements of Revenue, Expenses and Changes in Net Assets

Years Ended December 31, 2008 and 2007

Operating Revenue

WaALET SAIES......oiiiiiiiiiiie i

Metered water provided to the City of Waterloo .............ccceeeee...

1= 0] (0] (=11 [ T

Billing and colleCtion fEES ...........uuviviiiiiiiiiiiiiiiaes

Other sales and SErVICE.........ooiiiiiiiiiiiiiiiiiice e
Total Operating REVENUE .........c.evviiiiiiiieiiieeee e

Operating Expenses

Salaries and benefits.........ccccoo e

Contractual SEIVICES .........cooiiiiiiiiii

COMMOGILIES. ....veiiiiiee et

DEPIECIALION ..ottt
Total Operating EXPEeNnSES.......ccuvvvviiiiiiiiiiiiieeeee e

Operating INCoOmMe ...,
Nonoperating Revenue (Expenses)
INEEIESE INCOME ...
INTEIEST EXPENSE ..cevieiii et e e eennees
AMOFTIZALION. ...ttt
Loss 0N disposal Of aSSELS ........iiiiiiiiiiiii e
Billboard and antenna rent ...............eeevveemiimmiimmiinniiennes
Total Nonoperating REVENUE .........ccoviiiiiiiiiiiiiieiieeeeee
Change in Net Assets Before Contributions and Transfers

Capital contribUtioNS ..........uuiiiii e
Transfers to City of Waterloo..........ccovvvvvevviieiiieiiieiiieeeeeeeeeeee,

Change in Net ASSELS.....uuuiiiiiiiiiiiiiii e
Net Assets - Beginning of Year .......ccccccvviiiiiiiiiiiieeeeiiiiieeeeee

Net ASSets - ENd Of YA ...

See accompanying notes to the financial statements.

2008

$ 4,765,783

2007

$ 4,373,849

130,594 127,153
83,475 81,172
99,325 100,845

440,070 170,770

5,519,247 4,853,789
2,554,122 2,577,200

773,254 797,758

952,549 870,536

464,953 451,520

4,744,878 4,697,014

774,369 156,775

81,156 219,989
(121,297) (119,184)
(4,320) (7,617)
(958) (175)

114,884 119,912
69,465 212,925

843,834 369,700
25,572 26,700

(130,594) (127.153)

738,812 269,247

19,897,118 19,627,871

$ 20,635930  $ 19,897,118



Statements of Cash Flows

Years Ended December 31, 2008 and 2007

Cash Flows From Operating Activities
Cash received from CUSTOMENS...........ueeiiiiiiiiiiiiiiiieeee e
Cash collected on behalf of primary government ...............ccccceeeeee.
Cash collected on behalf of other governments................cccccoeeeee.
Cash paid to primary government (less 1% collection fee) .............
Cash paid to other governments (less collection fee)......................
Cash paid to or on behalf of employees...........cccccvevviiiiiiiinnne.
Cash paid to SUPPHEIS ......uuiii i
Net Cash Provided by Operating Activities ........cccccceeeeenn.n.

Cash Flows From Noncapital Financing Activities
Billboard and antenna rent ............ccceeiiiiiiiiiiiieeeeee e

Cash Flows From Capital and Related Financing Activities
Contributed capital...........coeii i,
Collections on note receivable for water main, including
interest (2008 - $1,789; 2007 - $2,590) ........ccccocviiiiiiiiiiieiie
Repayments of water revenue capital loan notes..............ccceeevveeen.
Interest paid on water revenue capital loan Notes.............ccvvvvvennns
Proceeds from issuance of debt............cccuvvvvevviiiiiiiiiiiiiiiiiiiiiiinnn.
Repayments of obligations under capital lease...........ccccccvvvvvvvennnes
Interest paid on obligations under capital Iease ...........cccccvvvvvvvnnnns
Acquisition Of capital @SSELS ........cccvveeiiiiiiiiiiiiiiiiee e
Acquisition of plant NOt iIN SEIVICE ............uuuuueiiuiiieeiinnes
Net Cash Used in Capital and Related Financing Activities

Cash Flows From Investing Activities

Proceeds from the sales and maturities of certificates of deposit ...

Purchase of certificates of depoSit............uvvvvviiiiiiiiiiiiiiiiii,

Interest received on savings and certificates of deposits.................
Net Cash Provided by Investing ActivitieS..........cccccvveeeeenn.

Net INcrease iN Cash ...
Cash and Cash Equivalents - Beginning of Year ..............ccccceeee..

Cash and Cash Equivalents- End of Year ..........ccccevvveiiiieeennnnns
Reconciliation of Cash to Specific Assets Included in the
Balance Sheet

Cash and cash equIValENTS ...........ccuuviiiiiiieiii e
Restricted cash and cash equivalents.............cccceevvieviiineiiieiiinnnnnns

See accompanying notes to the financial statements.

2008

$ 5,265,911

2007

$ 4,488,294

9,644,597 9,624,074
348,428 330,907
(9,547,127) (9,554,043)
(343,150) (326,770)
(2,636,063) (2,558,638)
(1,463,788) (1,326,879)
1,268,808 676,945
114,884 119,912
25,572 26,700
11,735 12,848
(285,000) (575,000)
(116,045) (111,416)

— 3,240,047
— (12,031)
— (521)
(606,574) (1,179,285)
(345,956) (372,385)
(1,316,268) 1,028,957
340,000 850,000
(340,000) (820,000)
79,367 217,538
79,367 247,538
146,791 2,073,352
2,809,713 736,361

$ 2,956,504 $ 2,809,713
$ 2,368,213  $ 1725224
588,291 1,084,489

$ 2,956,504 $ 2,809,713
10



Statements of Cash Flows

Years Ended December 31, 2008 and 2007

Reconciliation of Operating Income to Net Cash Provided by
Operating Activities
OpPerating INCOMIE ..ot
Adjustments to Reconcile Operating Income to Net Cash
Provided by Operating Activities
DEPIECIALION ...
Water provided to the City of Waterloo, not billed ....................
Pipes and values used in operations...........cccceeveeevvieiiiiienee e,
Change in Assets and Liabilities
Increase in trade accounts and repair assessments receivable
(Increase) decrease in prepaid eXpenses........cccoeveeeveeevvennnn.
Increase in prepaid PENSION......cccoveeveeeiiie e,
Increase in accounts payable ..........cccccoveeeiiiiiiiiiiieeeee e
Increase (decrease) in accrued employee compensation ....
Increase (decrease) in net pension obligation ......................
Increase (decrease) in customer deposits, due to other
governments and liabilities payable from restricted assets

Net Cash Provided by Operating Activities ......cccccccevvvevvvveennnnnnn.

See accompanying notes to the financial statements.

2008 2007
$ 774,369 $ 156,775
464,953 451,520
(130,594) (127,153)
232,506 240,215
(125,455) (154,428)
(29,653) 81,513
(18,540) —
48,160 13,959
(59,152) 14,313
(4,249) 4,249
116,463 (4,018)

$ 1,268,808 $ 676,945
11



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Reporting Entity

The Waterloo Water Works (Utility) is a municipal utility that is a political subdivision and component unit
of the City of Waterloo, lowa. The Utility provides water to customers in the cities of Waterloo, Elk Run
Heights, Hudson, Raymond and adjacent areas of Black Hawk County. The Utility's rates are set by its
governing board. The Waterloo Water Works Board of Trustees has oversight responsibility for all water
pumping and distribution to Waterloo and surrounding areas. 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. All Financial Accounting Standards Board (FASB) pronouncements are applied in
accounting and reporting for its proprietary operations unless they are contradicted with
pronouncements issued by the Governmental Accounting Standards Board (GASB).

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.

Cash, Cash Equivalents and Certificates of Deposit

The Utility's deposits at year end were entirely insured or collateralized with securities held by the Utility
or by their agents in the Utility’'s name or by nontransferable letters of credit. The Utility also has deposits
in lowa Public Agency Investment Trust money market accounts.

Trade Accounts Receivable

Water sales are billed monthly or quarterly, depending upon the quantity of water used or if requested by
the customer. Accordingly, water sales are billed monthly to the larger commercial accounts and certain
multi-family residential customers, while most residential customers are billed quarterly. Water sales are
estimated for the period from the previous billing to year end and are included in revenue and trade
accounts receivable. Unbilled revenue included in receivables at December 31, 2008 and 2007 was
$552,551 and $496,305, respectively.

Budgeting

The Utility is required to prepare a budget each year and submit it, subject to review by the City of
Waterloo, to the State of lowa. The Utility prepares its budget using the cash basis of accounting
modified by reducing cash balances and receipts and disbursements by amounts held on behalf of the
City of Waterloo and customer deposits. The Utility's 2008 and 2007 budget and comparison to cash
basis activity is as follows:

2008 2007
Business-Type Activity - Water
AcCtUAl diISDUISEMENTES . .ceieeeeeeee e eens $ 5,683,363 $ 6,500,491
Budgeted disbursements...........ccoocooviiiiiiii e, 7,736,246 8,069,244
Actual Disbursements Over (Under) Budget .........cccevvvvveennnns $ (2,052,883) $ (1,568,753)
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Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Capital Assets

The capital assets consist of assets in service and assets not in service consisting of land, construction
in progress and inventories of pipe, valves, meters and other items which will generally be converted to
capital assets. Capital assets are recorded at cost with depreciation computed under the straight-line
method over useful lives as follows:

Type Estimated Useful Lives
Buildings and iMPrOVEMENLS ........uuuuiiiiiiiiiiiiiiiiiiiriiirreeeereeaee . 10 - 40 Years
Water SUPPIY SYSTEM ...eeiieiiiiiiiiee ittt e e e e e e e 10 - 40 Years
DiStrBULION SYSTEIM ....ei e e e e e e e e e e e e e e eeeans 99 Years
YL C=T 3= TaTo I =To [0 o] o 1 =1 o | S 5-63 Years
Machinery and eqUIPMENT ..........uuiiiiiiieee e e e 5-26 Years

Depreciation expense for the years ended December 31, 2008 and 2007 was $464,953 and $451,520,
respectively.

Major outlays for capital assets and improvements are capitalized as "in process" while projects are
constructed and transferred to capital assets upon completion. Interest incurred on construction debt
during the construction phase of capital assets is reflected in the capitalized value of the asset
constructed, net of interest earned on the invested proceeds over the same period.

Operating Revenue

The Utility defines operating revenue as revenue derived from the sale of water and from the collection
of garbage and sewer fees for the City of Waterloo and other governments. Nonoperating revenue is
defined as anything other than revenue from the sale of water and from the collection of fees for the City
of Waterloo and other governments.

Restricted Resources

When an expense is incurred for which both restricted and unrestricted net assets are available, the
Utility first uses the restricted resources. Unrestricted resources are used once the restricted resources
have been depleted.

Unamortized Water Revenue Capital Loan Notes Issuance Costs

Costs to issue the 2007 water revenue capital loan notes of $27,060 are amortized using the effective
interest method over the 11-year life of the notes. Amortization expense totaled $4,320 and $4,335 for
the years ended December 31, 2008 and 2007, respectively.

The unamortized issuance costs from the 2001 water revenue capital loan notes of $14,523 was
charged to expense during the year ended December 31, 2007 since those notes were redeemed using
a portion of the proceeds of the 2007 notes issued.

Discount on Water Revenue Capital Loan Notes

Original discount on the 2007 water revenue capital loan notes of $32,894 is amortized using the
effective interest method over the 11-year life of the notes. Discount amortization, which is included in
interest expense, totaled $5,252 and $5,270 for the years ended December 31, 2008 and 2007,
respectively.

13



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

The unamortized discount from the 2001 water revenue capital loan notes of $1,977 was charged to
interest expense during the year ended December 31, 2007 since those notes were redeemed using a
portion of the proceeds of the 2007 notes issued.

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Utility considers all highly liquid debt instruments
purchased with original maturities of less than three months to be cash equivalents.

(2) Cash Flow Statement Supplementary Information

Schedule of Noncash Investing and Financing Activities 2008 2007
INEErESt BXPENSE ..o ciiee ettt et e e st a e $ 121,297 $ 119,184
Less noncash amortization of water revenue capital loan notes

(o [1Yo 0] U1 o1 SO SPUPUPPR (5,252) (7,247)
Cash Paid for Interest ... $ 116,045 $ 111937
Total purchases of plant not in Service.........ccccccvvvvvviiviiiiiiieeiieee, $ 345,956 $ 372,385
Less increase in plant NOt iN SEIVICE...........uvvvvieeiiiiiiiiiiiiieeee e (113,450) (120,471)
Less plant not in service used in operations................ccevveveeeeeennnee. (232,506) (240,215)
Increase in Construction in Progress and Capital Assets in

Service From Noncash Transfers of Plant Not in Service...... $ — $ 11,699
Cost of capital asset aCqUISILIONS ........ccooveeviveiiiiiiiieeeceeeer e $ 606,574 $ 1,138,679
Amounts Payable

PrOr year ... — 40,606
Cash Paid for Acquisition of Capital ASSetS........ccccveevvcvviveeennee $ 606,574 $ 1,179,285
L0oSs on Disposal Of ASSELS.......uuuuiiiiiiiiiiiiiiiiiiiiiiiiinnanes $ 958 $ 175

(3) Deposits and Investments

The Utility’s deposits in banks and credit unions at December 31, 2008 and 2007 are entirely covered by
federal depository insurance, by the State Sinking Fund or are collateralized either with securities held
by the Utility or by nontransferable letters of credit 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.
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Notes to the Financial Statements

(3) Deposits and Investments

The Utility’s certificates of deposit are stated at cost which approximates fair value. Certificates of
deposit are purchased with maturities of 12 to 27 months and yields of 2.59% to 5.20%. Certain
certificates of deposit are restricted to comply with debt covenants and to secure customer deposits.

The Utility's deposits in the lowa Public Agency Investment Trust were valued at an amortized cost of
$1,518,016 of which $500,000 is restricted, pursuant to Rule 2a-7 under the Investment Company Act of
1940. The deposits in the lowa Public Agency Investment Trust are unrated for credit risk purposes.

(4) Restricted Assets

Restricted assets represent monies set aside under terms of bond covenants and to provide security for
deposits and advances. The composition of these funds at December 31, 2008 and 2007 was as
follows:

Restricted Corresponding Restricted
Asset Liability Net Assets
2008
Customer deposSitS.......c..ccevvveeeiieeiirieeecie e, $ 120,194 $ 120,194 $ —
Capital Loan Note Covenants
DEDL rESEIVE ..ceeeeeee e 330,000 — 330,000
Debt capital improvement reserve .................. 588,291 — 588,291
TOtAl it $ 1,038,485 $ 120,194 $ 918291
2007
Customer deposSitS..........ceevvveeeirieeiiieeeiiee e, $ 118,184 $ 118,184 $ —
Capital Loan Note Covenants
DEDL rESEIVE ..eveeeeeeeee e 330,000 — 330,000
Debt capital improvement reserve .................. 1,084,489 — 1,084,489
TOtAl it $ 1,532,673 $ 118.184 $ 1414489

Restricted assets are invested in certificates of deposit with earnings thereon being deposited as general
revenue of the Utility. Debt sinking and debt reserve amounts may only be used for payment of principal
and interest on long-term debt. Debt sinking had the following activity:

Balance January 1, 2007 ..........uuuiiiiiieeiiiiiiiiiii e e e e e e e e e aaaaan $ —
Monthly allocations during 2007 ..........ceuuuiiiii e e e et e e e e e eaaeaaaa 686,416
INtErest PAYMENTS MAUE ......uuiie e aaaaaaaaaeas (111,416)
Principal payments MATE ..........uuiiiiiiieiiii e (575,000)
BalanCe, DECEMBET 31, 2007 . c.u ettt ettt et e et e et e e e e e e e e e e e eaaeenas —
Monthly allocations during 2008 ............cuuuiiiii i e r e 401,045
INterest PAYMENTS MAUE ... e e e e e s eeens (116,045)
Principal payMENES MAAE .........u e e e e e e e (285,000)
Balance - DecembBEr 31, 2008 ......couuiieuiiiiieiiie e e e $ —
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Notes to the Financial Statements

(5) Notes Receivable

As part of a water main extension project which was completed in October, 1996, residents in the area
of South Kimball Avenue signed agreements to pay the Utility a $5,500 participation fee for access to,
and future water purchases from, the water main. The participants had two options: payment of the total
fee up front by August 30, 1996 or payment of $500 down and the remainder with a 15-year term
promissory note. Terms of the agreements call for quarterly payments (billed with their water) of
$125.13, including interest at a rate of 5.82% through August, 2011. For any resident who waited until
after August 30, 1996 to become a participant, an additional fee is being charged ranging from 1% to
1.5% per month and promissory notes are no longer being accepted. The participation fee increased to
$7,414 starting September, 1999. Note balances can be prepaid at any time without penalty.

Individual note balances were $1,304 and $1,716 at December 31, 2008 and 2007, respectively. There
were 20 and 21 individual notes outstanding at December 31, 2008 and 2007, respectively.
(6) Capital Assets

Capital asset activity for the years ended December 31, 2008 and 2007 was as follows:

Balance Balance Balance
12-31-06 Increase Decrease 12-31-07 Increase Decrease 12-31-08
Capital Assets Not Being Depreciated
Land .....ccccoeeveeeiiiineeenen, $ 231,156 $ — % — $ 231,156 $ 39,740 $ — $ 270,896
Pipes and valves ........... 432,086 120,471 — 552,557 113,448 — 666,005
Construction in progress 810,140 803,652 9,600 1,604,192 459,447 1,833,510 230,129
Total Capital Assets
Not Being
Depreciated.............. 1,473,382 924,123 9,600 2,387,905 612,635 1,833,510 1,167,030
Capital Assets Being Depreciated
Buildings and
improvements................ 1,656,981 4,915 — 1,661,896 58,534 — 1,720,430
Water supply system ..... 3,692,551 — — 3,692,551 — — 3,692,551
Distribution system ........ 15,134,421 276,770 — 15,411,191 1,821,877 — 17,233,068
Meters and equipment... 1,447,013 13,030 — 1,460,043 12,220 — 1,472,263
Machinery and
equipment........cccceeeueeen.. 1,635,008 61,611 13,865 1,682,754 48,265 31,153 1,699,866
Total Capital Assets
Being Depreciated.... _ 23,565,974 356,326 13,865 23,908,435 1,940,896 31,153 25,818,178
Less Accumulated Depreciation for
Buildings and
improvements .............. (577,883) (21,616) — (599,499) (22,341) — (621,840)
Water supply system ..... (2,048,992) (74,415) — (2,123,407) (74,415) — (2,197,822)
Distribution system ........ (2,423,623)  (237,995) — (2,661,618) (245,902) — (2,907,520)
Meters and equipment... (600,756) (33,870) — (634,626) (38,182) — (672,808)
Machinery and
equipment.................... (899,321) (83,624) 13,690 (969,255) (84,110) 30,195 (1,023,170)
Total Accumulated
Depreciation ............. (6,550,575) _(451,520) 13,690 (6,988,405) (464,950) 30,195 (7,423,160)

Net Capital Assets
Being Depreciated.... _ 17,015,399 (95,194) 175 16,920,030 1,475,946 958 18,395,018

Net Capital Assets ........ $18488,781 $828929 $ 9,775 $19.307,935 $ 2.088581 $ 1834468 $ 19,562,048



Notes to the Financial Statements

(7) Summary of Debt

Water Revenue Capital Loan Notes

Series 2007 capital loan notes, Bankers
Trust Company, N.A. - paying and
registered agent, due in annual
payments ranging from $295,000 to
$390,000 through December, 2016, plus
interest semi-annually at rates ranging
from 3.75% to 4%, depending on
maturity, secured by first lien on net
revenue.

Less unamortized discount

Total

Current Portion Long-Term Portion
2008 2007 2008 2007

$ 295,000 $ 285,000 $ 2,435,000 $ 2,730,000

— — (22,372) (27,624)

$ 295000 $ 285,000 $ 2,412,628 $ 2,702,376

The Water Works has pledged future gross revenue, net of specified operating expenses to repay
$3,300,000 in water revenue capital loan notes issued in February, 2007. Proceeds from the notes
provided for refunding of Series 2001 capital loan notes and costs of water main extensions and other
improvements. The notes are payable solely from net revenue of the system and restricted cash held in
the debt reserve account. Annual principal and interest payments are expected to be less than 80% of
net revenue. The total principal and interest remaining to be paid is $3,232,165. For the current year,
principal and interest paid and net revenue of the system were $401,045 and $1,430,084, respectively.

Interest expense for 2008 and 2007 includes $116,045 and $111,416 on the notes plus $5,252 and
$7,247, respectively, for amortization. Interest expense for 2008 and 2007 also includes $0 and $521,
respectively, incurred under capital lease obligations.

At December 31, 2008 annual maturities of long-term debt were as follows:

Year Ending December 31,

Principal Interest Total

............ $ 295,000 $ 105,500 $ 400,500

............ 310,000 94,438 404,438
............ 320,000 82,812 402,812
............ 335,000 70,652 405,652
............ 345,000 57,923 402,923
............ 1,125,000 90,840 1,215,840

$ 2,730,000 $ 502,165  $ 3,232,165
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Notes to the Financial Statements

(7) Summary of Debt

Debt indentures require that certain covenants relating to the maintenance and efficiency of the
operating system, the rate structure, restrictions on borrowings, leasing or disposition of assets and
minimum insurance coverage be adhered to. During 2008 and 2007, the Utility was in compliance with
required covenants

Series 2001 water revenue capital loan notes of $290,000 plus accrued interest of $2,408 were called
and refunded on March 1, 2007. Proceeds of $292,408 from Series 2007 water revenue capital loan
notes were used for the refunding.

The following is a summary of the changes in debt for the years ended December 31, 2008 and 2007:

Water Revenue
Capital Loan Notes

Balance - DECEMBDET 31, 2006 .......ucieeieeeeeeee ettt e e e e e e e e e e e rrrareaaees $ 290,000
[T U =T [ 3,300,000
RETIMEMENTS ..ot e e e e e e e r e e e e e e e e anaes (575,000)
Balance - DECEMBDET 31, 2007 ....eenieeeiee ettt et e e e e e e e e e e e reaaae 3,015,000
[T U T [ —
RETITEMENTS ..ot e e e e e e e r e e e e e e e e anaes (285,000)
Balance - December 31, 2008 .... ... iiiuiiiiiiiie it $ 2,730,000

(8) Compensated Absences

The Utility's employees accumulate vacation days during the year based on the anniversary date of their
employment. As of December 31, 2008 and 2007, $38,411 and $46,891, respectively, was accrued for
unused vacation days.

The Utility has a sick time policy for all hourly employees. Under this plan, employees earn sick time
hours during the year up to a maximum which is specified in the plan. At year end, 25% of the current
year unused hours, up to a maximum of 14 hours, is paid out in cash and the remaining hours are
carried over to the next year as banked hours which do not vest.

(9) Related Party Transactions

The Utility provides customer file maintenance, meter reading, billing and collecting services for the City
of Waterloo's (City) Sanitation (Garbage) and Sanitary Sewer Enterprise Funds and keeps 1% of cash
collected as a service fee. During 2008 and 2007, the Utility recorded $95,772 and $96,605,
respectively, as City service fees and forwarded approximately $9,547,000 and $9,554,000,
respectively, to the City. At December 31, 2008, the Utility's payables to the City were $320,140 and
$566,920 for garbage and sewer collections, respectively, compared to $291,925 and $497,665,
respectively, at December 31, 2007, which have not been reduced for the Utility's City service fee. The
Utility pays office expenses (data processing charges, postage and other expenses of the billing cycle)
and passes approximately one-half of those costs on to the City. During 2008 and 2007, the Utility
received approximately $53,000 and $48,000, respectively, from the City which reduced office
expenses.
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Notes to the Financial Statements

(9) Related Party Transactions

The Utility also provides metered and unmetered water to the City at no charge. Metered water furnished
to the City is valued at equivalent sales rates and is included in the financial statements as water sales
and transfers to the City. During the years ended December 31, 2008 and 2007, the Utility provided
metered water to the City valued at approximately $130,500 and $127,100, respectively.

(10) Pension Plan

Plan Description

The Utility maintains the Waterloo Water Works Pension Plan (Plan), which is a single-employer defined
benefit plan administered by the Pension Committee of the Waterloo Water Works. The Plan provides
retirement benefits to plan members and beneficiaries. Cost-of-living adjustments are provided to
members and beneficiaries at the discretion of the Committee. The Plan does not issue a stand-alone
financial report. The actuarial report on the Plan is held at the Utility’s office.

Funding Policy

The contribution requirements of Plan members and the Utility are established and may be amended by
the Utility. Plan member contributions are not currently required. The Utility is required to contribute
amounts necessary to provide benefits based on the actuarial valuation.

Annual Pension Cost and Net Pension Obligation
The Utility's annual pension cost and net pension (asset) obligation to the Plan for the year ended
December 31, 2008:

Annual required contribution (ARC).........uuiiii i $ 256,362
Interest on Net PeNSION ODlIGALION. ... ....uuiiiiriiii 20,849

YN a1 18 = I L= EoT (0] o T O 1) A 277,211
(70T 11 ] 010 (o] 4 3N 2. = o [ (300,000)

Decrease in Net Pension Obligation.............ccccoo oo (22,789)
Net pension obligation - beginning Of YEAI .........ccooiiiiiiiiiiiii e 4,249
Net Pension Asset - ENd Of YEAI ... i $ (18,540)

The annual pension cost for 2008 was determined as part of the actuarial valuation using the January 1,
2008 aggregate actuarial method. This method does not identify or separately amortize unfunded
actuarial accrued liabilities. The actuarial assumptions for 2007 and 2006 included (a) 8% investment
rate of return (net of administrative expenses) and (b) projected salary increases of 3% per year,
compounded annually and retirement at age 65. The actuarial valuation at January 1, 2008 assumes
retirement at age 62 with 30 years of service. The assumptions did not include any postretirement
benefits. The actuarial value of assets was determined using the current market value of investments

Three-Year Trend Information

Annual Pension Cost (APC) Percentage Net Pension

Normal of APC Obligation

Year Ended Cost Interest Total Contributed (Asset)
December 31, 2006...... $ 90,935 $14,518 $105,453 267% $(84,001)
December 31, 2007 ...... 287,009 16,241 303,250 71% 4,249
December 31, 2008...... 256,362 20,849 277,211 108% (18,540)
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Notes to the Financial Statements

(11) Health Insurance

The Waterloo Water Works implemented GASB Statement No. 45, Accounting and Financial Reporting
by Employers for Postemployment Benefits Other Than Pensions (OPEB) during the year ended
December 31, 2008.

The Utility operates a single-employer retiree benefit plan which provides medical/prescription drug and
dental benefits for retirees and their spouses. There are 34 active and no retired members in the plan at
December 31, 2008.

Retirees under age 65 pay the same premium for the medical/prescription drug benefit as active
employees, which results in an implicit subsidy, although management has determined any OPEB
obligation would be immaterial to the financial statements.

(12) 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. These risks are covered by the
purchase of commercial insurance. The Utility assumes liability for any deductibles and claims of
coverage limitations. Settled claims from these risks have not exceeded commercial insurance coverage
in any of the past three fiscal years.

(13) Commitments
The Utility has approved contracts for capital asset improvements totaling approximately $2.8 million

which had not been completed by December 31, 2008. As of December 31, 2008, the Utility had
incurred costs of approximately $2.1 million related to these contracts.
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Schedule of Funding Progress

Year Ended December 31

Actuarial Actuarial Unfunded UAAL as a
Value Accrued (Overfunded) Percentage
Actuarial of Net Liability AAL Funded Covered of Covered
Year Valuation Assets (AAL) (UAAL) Ratio Payroll Payroll
Ended Date @) (b) (b-a) (a/b) (c) ((b-a)/c)
2008 1/1/08 $3,881,341 $5,998,293  $(2,116,952) 64.7% $1,356,797 156.0%
2007 1/1/07 3,663,971 5,322,396 (1,658,425) 68.8 1,263,173 131.3

The information presented in the required supplementary schedule was determined as part of the
actuarial valuation as of January 1, 2008. Additional information follows:

1. The cost method used to determine the ARC is the Projected Unit Credit Actuarial Cost method.

2. Economic assumptions are as follows: 8% investment rate of return (net of administrative

expenses); projected salary increases of 3% per year; compounded annually; and retirement at
age 65.

3. The amortization method is closed, level dollar.
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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
Waterloo Water Works
Waterloo, lowa

We have audited the financial statements of the Waterloo Water Works as of and for the year ended
December 31, 2008, and have issued our report thereon dated June 24, 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 Utility’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Utility’s internal
control.

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 a combination of
control deficiencies, that adversely affects the Utility’s ability to initiate, authorize, record, process or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that 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.

A material weakness is a significant deficiency, or a 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 Utility’s internal control.

Our consideration of internal control was for the limited purpose described in the first paragraph 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 that we consider to be
material weaknesses, as defined above.

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 noncompliance that are required to be reported under Government
Auditing Standards.

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

Belmond « Cedar Falls « Cedar Rapids « Mason City * Waterloo 22



Board of Trustees
Waterloo Water Works
Page 2

The following comments involving statutory and other legal matters about the Ultility's 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 Utility. 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.

08-CS-1 Budget - Operating cash disbursements during the year ended December 31, 2008 did not
exceed the amounts budgeted.

08-CS-2 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.

08-CS-3 Travel Expense - No disbursements of the Utility’s money for travel expenses of spouses of
the Utility officials or employees was noted.

08-CS-4 Business Transactions - No business transactions between the Ultility’s officials or
employees and the Utility were noted.

08-CS-5 Bond Coverage - Surety bond coverage of the Utility officials and employees is in
accordance with statutory provisions and was reviewed and updated during the year. We
recommend that the amount of coverage continue to be reviewed annually to insure that the
coverage is adequate for current operations.

08-CS-6 Board Minutes - No transactions were found that we believe should have been included in
the minutes but were not. Minutes of Trustees proceedings were published within 15 days as
required by Chapter 372.13(6) of the Code of lowa.

08-CS-7 Water Revenue Capital Loan Notes - No violations of water revenue capital loan note
covenants were noted.

08-CS-8 Deposits and Investments - We noted no instances of honcompliance with the deposit and
investment provisions of Chapter 12B or 12C of the Code of lowa.

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

Trustees, management and others within the Utility and is not intended to be and should not be used by
anyone other than these specified parties.

%ew - #AﬂJé)d

HOGAN - HANSEN

Waterloo, lowa
June 24, 2009
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