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Independent Auditor's Report

Officials of
Keokuk Municipal Water Works,

A Component Unit of the City of Keokuk
Keokuk, Iowa

We have audited the accompanying statement of net assets of the proprietary fund of the Keokuk Municipal
Water Works (Water Works), a Component Unit of the City of Keokuk, as of June 30, 2009, and the related
statement of revenues, expenses and changes in fund net assets, and statement of cash flows of its proprietary
fund for the year then ended.  These financial statements are the responsibility of the Water Works'
management.  Our responsibility is to express an opinion on these financial statements based on our audit.

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.  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 audit provides a reasonable basis for our opinion.

As discussed in Note 1, the Water Works did not record or disclose the net annual required contribution for
other post-employment benefits (OPEB) or the OPEB net liability obligation as required by Government
Accounting Standards Board Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits other than Pensions.

In our opinion, except for the omission of the information in the preceding paragraph, the financial statements
referred to above present fairly, in all material respects, the financial position of the Water Works at
June 30, 2009, and the changes in its net assets and cash flows for the year 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 December 29, 2009
on our consideration of the Water Works' internal control over financial reporting  and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants.  That report is an integral part
of the 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 Management's Discussion and Analysis and budgetary comparison on pages 4 through 9 and 21 through
22 are not a required part of the basic financial statements but is supplementary information required by the
Governmental Accounting Standards Board.  We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
supplementary information.  However, we did not audit the information and express no opinion on it.

-2-



Our audit was made for the purpose of forming an opinion on the financial statements taken as a whole.  The
supplemental information included on pages 23 through 26 is presented for purposes of additional analysis
and is not a required part of the basic financial statements.  Such information has been subjected to the
auditing procedures applied in our audit of the aforementioned financial statements and, in our opinion, is
fairly stated in all material respects in relation to the aforementioned financial statements taken as a whole.

December 29, 2009
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk
Management's Discussion and Analysis

The following Management Discussion and Analysis (MD&A) of the Keokuk Municipal Water Works'
activities and financial performance provides the reader with an introduction and overview to the financial
statements of the Keokuk Municipal Water Works (Water Works) for the fiscal year ended June 30, 2009.
The information contained in this MD&A should be considered in conjunction with the Water Works' basic
financial statements.

Following this MD&A are the basic financial statements of the Water Works together with the notes thereto
which are essential to a full understanding of the data contained in the financial statements.  

Financial Operations Highlights

As a result of this year's operations, assets exceeded liabilities by $19.4 million (net assets) for the fiscal year
reported.  This compares to the previous year when assets exceeded liabilities by $19.1 million.  The net
assets increased by $343,577 or 1.8%.

Total net assets are comprised of the following:

 Net assets invested in capital assets (e.g., main extensions, buildings, improvements, and equipment),

less the related indebtedness outstanding used to acquire those capital assets is $14,722,053.  This

balance represents resources allocated to capital assets.  These capital assets, less accumulated

depreciation, are shown at depreciated cost of $27,837,053.

 Restricted net assets of $2,041,041 represent resources that are subject to external restrictions such as

grantors, laws, debt covenants or regulations.

 Unrestricted net assets of $2,634,049 are represent resources can be used at the discretion of

management and the Board of Trustees.

During the year revenues decreased $568,500 or 8.83%, while operating expenses increased $265,100 or
5.45%.  The decrease in revenues is due to a decrease in water usage because of the flood of 2008.

Net non-operating expenses increased $99,700 or 34.20% and are primarily attributable to the increase in
interest expense.

Using This Annual Report

The Water Works is governed by a Board of Trustees, appointed by the Mayor and approved by the City
Council.  The Water Work's is organized as an Enterprise Fund and is a component unit of the City of
Keokuk, Iowa.  This discussion and analysis is intended to serve as an introduction to the Water Work's basic
financial statements.  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 Keokuk Municipal Water Works's financial activities.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk
Management's Discussion and Analysis

Using This Annual Report (continued)

The Financial Statements consist of a Statement of Net Assets, Statement of Revenues, Expenses and Changes
in Fund Net Assets, and Statement of Cash Flows.  These provide information about the activities of the
Water Works as a whole and present an overall view of the Water Works' finances.

The Financial Statements tell how services were financed in the short term as well as what remains for future
spending.

Notes to 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
of the Water Works' budget for the year.

Financial Position Summary

Net assets may serve over time as a useful indicator of the Water Works' financial position.  The Water
Works' net assets exceeded liabilities by $19.4 million at June 30, 2009, a $343,577 increase from 2008.

A condensed summary of the Water Works' net assets at June 30, 2009 and 2008 is shown below:

2009 2008
Assets:

Current, restricted and other assets $ 5,915,955 $ 8,196,926
Capital assets 27,837,053 26,029,277

Total assets $ 33,753,008 $ 34,226,203

Liabilities:
Current liabilities $ 2,160,865 $ 2,057,637
Long-term debt 12,195,000 13,115,000

Total liabilities 14,355,865 15,172,637
Net Assets:

Invested in capital assets, net of related debt 14,722,053 12,004,277
Restricted funds 2,041,041 2,016,960
Unrestricted 2,634,049 5,032,329

Total liabilities and net assets $ 33,753,008 $ 34,226,203

The largest portion of the Water Works' net assets each year represents its investment in capital assets (e.g.,
main extensions, buildings, improvements, and equipment), less any related indebtedness outstanding used to
acquire those capital assets.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk
Management's Discussion and Analysis

Summary of Operations and Changes in Net Assets
2009 2008

Net operating revenues $ 5,867,681 $ 6,436,230
Net operating expenses 5,132,482 4,867,431

Net operating income 735,199 1,568,799

Non-operating income and expenses:
Interest income 181,061 147,584
Interest expense and amortization (572,683) (439,460)

Net non-operating income (expense) (391,622) (291,876)

Increase in net assets $ 343,577 $ 1,276,923

Revenues

A summary of revenues for the year ended June 30, 2009, and the amount and percentage of change in
relation to prior year amounts is as follows:

2009
Amount

% of
Total

Increase
 (Decrease)
 from Prior

Year
% Increase
(Decrease)

Operating
Metered sales $ 5,416,973 89.56 $ (730,154) (11.88)
Flat rate sales 1,994 0.02 (446) (18.28)
Miscellaneous charges 122,258 2.02 44,535 57.30
Service charges and penalties 326,456 5.41 117,516 36.00

Total operating 5,867,681 97.01 (568,549) (8.83)
Non-operating income

Interest income 181,061 2.99 33,477 22.68

Total revenues $ 6,048,742 100.00 $ (535,072) (8.13)
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk
Management's Discussion and Analysis

Expenses

A summary of expenses for the year ended June 30, 2009, and the amount and percentage change in relation
to prior year amounts is as follows:

2009
Amount

% of
Total

Increase
 (Decrease)
 from Prior

Year
% Increase
(Decrease)

Operating
Operating expenses $ 4,264,634 74.75 $ 237,223 5.89
Depreciation 867,848 15.21 27,828 3.31

Total operating 5,132,482 89.96 265,051 5.45

Non-operating expense
Interest expense and amortization 572,683 10.04 133,223 30.32

Total expenses $ 5,705,165 100.00 $ 398,274 7.50

The increase in expenses during the fiscal year is primarily attributable to increase in chemical expenses for
the plant and increases in the cost to dispose of residual lime.

Summary of Cash Flow Activities

The following shows a summary of the major sources and uses of cash and cash equivalents for the years
ended June 30, 2009 and 2008.  Cash equivalents are considered to be cash-on-hand, bank deposits and highly
liquid investments with an original maturity of three months or less.

2009 2008

Net cash provided by operating activities $ 1,463,222 $ 2,642,398
Net cash provided (used) by investing activities 2,119,893 (1,248,477)
Net cash provided (used) by capital and related financing

activities (4,037,428) 723,739
Net increase in cash and cash equivalents (454,313) 2,117,660
Cash and cash equivalents, beginning of year 3,028,546 910,886

Cash and cash equivalents, end of year $ 2,574,233 $ 3,028,546

Financial Statements

The Water Works' financial statements are prepared on an accrual basis in accordance with accounting
principals generally accepted in the United States of America promulgated by the Government Accounting
Standards Board (GASB).  The Water Works is structured as a single enterprise fund with revenues
recognized when earned, not received.  Expenses are recognized when incurred, not when they are paid.
Capital assets are capitalized and (except land) are depreciated over their useful lives.  See the notes to the
financial statements for a summary of the Water Works' significant accounting policies.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk
Management's Discussion and Analysis

Long-term debt

At June 30, 2009, the Water Works had $13,115,000 in debt outstanding.  This debt is from refinancing of the
1995 and 1996 Bonds in April 2004 and January 2005 and issued additional debt of $3,800,000 during the
2008 fiscal year to fund capital projects related to new water filters. 

Capital Acquisitions and Construction Activities

At June 30, 2009, the Water Works had $41,785,364 in capital assets.  Capital expenditures totaled
$2,623,938, an increase of 37% over 2008.  A summary of projects follows.

Distribution System:

 Concert Street

 North 15th Street

 North 17th Street

 Missouri Avenue

 South 2nd Street

 Timea Street

 Belknap Place

 Purchase of Meters

 Purchase of Hydrants

Water Treatment Plant:

 Additional filtration capacity

Property:

 Tower Site (Lincoln School Property) - 1402 South 7th Street

Building:

 Meter/Distribution Shop Improvements

Economic Factors

The Water Works continued to improve its financial position during the current fiscal year.  However, the
current condition of the economy in the country and local area continues to be a concern for Water Works'
officials.  Some of the realities that may potentially become challenges for the Water Works to meet are:

 Facilities at the Water Works require constant maintenance and upkeep.

 Water regulations continue to change, in order to meet these new standards the Water Works must

constantly upgrade and change, which could be a financial challenge.

 Due to the age of the distribution system, the Water Works' repair and replacement of mains is

on-going.

 Closing of businesses and declining population directly affect the income of the Water Works,

especially any change with its major customer as disclosed in the Notes to the Financial Statements.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk
Management's Discussion and Analysis

For FY 2010, the Water Works has already entered into eight major capital improvement projects that include
the following:

Mains:

 Belknap Blvd., Timea Street, E Street, Park Street and Water Street

Plant:

 Lime Waste Solids Handling Facility

 Belt Filter Press

Tower:

 4 million gallon water tower

The water tower and water main improvements for E Street, Park Street and Water Street will be funded with
the aid of the State Revolving loan fund of up to $3.8 million dollars, a $1.6 million forgivable loan and
Economic Stimulus funds of $2 million dollars.

Request for Information

This financial report is designed to provide a general overview of the Water Work's finances for all those
interested.  Questions concerning any of the information provided in this report or request for additional
information should be addressed in writing to the Manager, Keokuk Municipal Water Works, 20 North Fourth
Street, Keokuk, Iowa 52632. 
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Statement of Net Assets - Proprietary Fund
June 30, 2009

Assets
Current Assets

Cash and cash equivalents $ 997,505
Certificates of deposit 534,895
Accrued interest receivable 25,932
Accounts receivable 594,173
Prepaid expenses 66,047

Total current assets 2,218,552

Restricted Assets
Sewer, garbage & landfill:

Cash and cash equivalents 158,937
Accounts receivable 189,528

348,465

Consumers water meter deposits: Cash and cash equivalents 152,479

Consumers sewer meter deposits:
Cash and cash equivalents 6,640
Certificates of deposit 73,000

79,640

Sinking fund: Cash and cash equivalents 357,466

Reserve fund:
Guaranteed investment contracts 737,750
Certificates of deposit 695,825

1,433,575

Improvement fund: Certificates of deposit 250,000

General regulatory and system improvement: Cash and cash equivalents 901,206

Property, Plant and Equipment
Property, plant and equipment, at cost 41,785,364
Less accumulated depreciation (13,948,311)

27,837,053
Other Assets

Unamortized bond issuance costs, net of accumulated amortization of $110,196 174,572

$ 33,753,008

See notes to financial statements.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Statement of Net Assets - Proprietary Fund
June 30, 2009

Liabilities
Current Liabilities

Accounts payable $ 236,596
State sales tax payable 3,708
Accrued salaries and vacation 291,387
Accrued interest payable 128,590
Current portion long-term debt 920,000
Due to city - sewer and garbage charges 346,121
Due to GRRW - landfill charges 2,344
Consumer water meter deposits 152,479
Consumer sewer meter deposits 79,640

Total current liabilities 2,160,865

Long-term Debt, net of current portion 12,195,000

14,355,865

Net Assets
Invested in capital assets, net of related debt 14,722,053
Restricted

Sinking fund 357,466
Reserve fund 1,433,575
Improvement fund 250,000

Unrestricted 2,634,049
19,397,143

$ 33,753,008

See notes to financial statements.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Statement of Revenues, Expenses and Changes in Fund Net Assets - Proprietary Fund
For the Year Ended June 30, 2009

Operating Revenues
Metered sales $ 5,416,973
Flat rate sales 1,994
Miscellaneous charges 122,258
Service charges and penalties 326,456

Total operating revenues 5,867,681

Operating Expenses
Operating expenses 4,264,634
Depreciation 867,848

Total operating expenses 5,132,482

Net operating income 735,199

Non-operating revenues (expenses)
Interest income 181,061
Interest expense (532,002)
Amortization (40,681)

Total non-operating expenses (391,622)

Change in net assets 343,577

Net assets, beginning of year 19,053,566

Net assets, end of year $ 19,397,143

See notes to financial statements.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Statement of Cash Flows - Proprietary Fund
For the Year Ended June 30, 2009

Cash Flows from Operating Activities
Receipts from customers $ 5,303,343
Receipts from service charges and miscellaneous 446,962
Meter deposits received, net 11,823
Payments to suppliers (3,159,978)
Payments to employees (938,928)
Payments for interfund services (200,000)

Net cash provided by operating activities 1,463,222

Cash Flows from Capital and Related Financing Activities
Purchases of capital assets (2,623,938)
Principal payments on long-term debt (910,000)
Interest payments on long-term debt (503,490)

Net cash used by capital and related financing activities (4,037,428)

Cash Flows from Investing Activities
Purchases of certificates of deposit (553,720)
Redemptions of certificates of deposit 2,479,293
Interest income 194,320

Net cash provided by investing activities 2,119,893

Net increase in cash and cash equivalents (454,313)

Cash and cash equivalents, beginning of year 3,028,546

Cash and cash equivalents, end of year $ 2,574,233

Reconciliation of Operating Income to Net Cash Provided by Operating Activities
Operating income $ 735,199
Adjustments to reconcile operating income to net cash provided by operating activities:

Depreciation expense 867,848
Changes in assets and liabilities:

Receivables and prepaids (152,855)
Accounts payable and accrued expenses 13,030

 Net cash provided by operating activities $ 1,463,222

Supplemental Disclosure of Noncash Capital and Related Financing Activities
Equipment purchases financed through accounts payable $ 51,686

See notes to financial statements.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Notes to Financial Statements

Note 1.     Summary of Significant Accounting Policies

The Keokuk Municipal Water Works (Water Works) currently provides water for the residential
and commercial needs of locations within the City of Keokuk, Iowa.  The governing body of the
Water Works is a Board of Trustees consisting of five members appointed by the City of Keokuk's
Mayor and approved by the City of Keokuk's Council.  The Board of Trustees has the responsibility
for designated management and is accountable for fiscal matters relating to the Water Works. 

Reporting Entity

For financial reporting purposes, the Water Works has included all funds, organizations, account
groups, agencies, boards, commissions and authorities.  The Water Works has also considered all
potential component units for which it is financially accountable, and other organizations for which
the nature and significance of their relationship with the Water Works are such that exclusion
would cause the Water Works' financial statements to be misleading or incomplete.

The Governmental Accounting Standards Board (GASB) has set forth criteria to be considered in
determining financial accountability.  These criteria include appointing a voting majority of an
organization's governing body, and (1) the ability of the entity to impose its will on that
organization or (2) the potential for the organization to provide specific benefits to, or impose
specific financial burdens on the entity. 

Based on the above criteria, there are no agencies or entities which should be combined with the
financial statements of the Water Works.  However, based on these criteria, the Water Works is a
component unit of the City of Keokuk for financial reporting purposes.  The City of Keokuk has
financial accountability for the Water Works because it appoints a voting majority of the Water
Works' Board of Trustees.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The financial statements of the Water Works are prepared in accordance with accounting principles
generally accepted in the United States of America.  The Water Works' reporting entity applies all
relevant GASB pronouncements, except for GASB Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pension, which has not been
implemented.  The proprietary fund financial statements apply Financial Accounting Standards
Board pronouncements and Accounting Principles Board Opinions issued on or before 
November 30, 1989, unless those pronouncements conflict with or contradict GASB
pronouncements, in which case, GASB prevails.

The accounts of the Water Works are organized on the basis of funds or account groups, each of
which is considered to be a separate accounting entity.  The transactions of each fund or account
group are summarized by providing a separate set of self-balancing accounts which include its
assets, liabilities, fund equity, revenues and expenses. 
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Notes to Financial Statements

Note 1. Summary of Significant Accounting Policies (continued)

The accounts of the Water Works are primarily organized as an enterprise fund, which is a
proprietary fund type.  Enterprise funds are used to account for operations (a) that are financed and
operated in a manner similar to private business enterprises, where the intent of the governing body
is that the costs (expenses, including depreciation) of providing goods or services to the general
public on a continuing basis be financed or recovered primarily through user charges or (b) where
the governing body has decided that periodic determination of revenues earned, expenses incurred,
and/or net income is appropriate for capital maintenance, public policy, management control,
accountability, or other purposes.

The proprietary funds are accounted for using the flow of economic resources measurement focus.
The accounting objectives are a determination of net income, financial position and changes in cash
flow.  All assets and liabilities associated with a proprietary fund's activities are included on its
statement of net assets.  Operating income reported in the proprietary fund financial statements
includes revenues and expenses related to the primary, continuing operations of the fund.  Principal
operating revenues for the proprietary fund are charges to customers for services or rent.  Principal
operating expenses are the costs of providing goods or services and include administrative expenses
and depreciation of capital assets.  Other revenues and expenses are classified as non-operating in
the financial statements.

The Water Works performed an evaluation of subsequent events through December 29, 2009.
Refer to Note 9 of the financial statements for the disclosure of additional capital improvement
commitments made subsequent to year end.

Assets, Liabilities and Fund Equity

The following accounting policies are followed in preparing the balance sheet:

Cash and Cash Equivalents

The Water Works considers all short-term investments with an original maturity of three
months or less to be cash equivalents.  

Accounts Receivable

Accounts receivable are recorded at the time the service is billed.  Unbilled water 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.  

The Water Works grants credit to customers, substantially all of whom are located in Keokuk,
Iowa.  The risk of loss on accounts receivable is the balance due at the time of default.
Accounts receivable are considered past due after thirty days and charged off when
management determines the account is uncollectible.  Bad debts are charged to operations in
the year in which the account is determined uncollectible.  Because of the Water Works'
abilities to deny continued service to customers with past due bills, management believes
uncollectible accounts are negligible; therefore, no allowance for uncollectible accounts has
been recorded.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Notes to Financial Statements

Note 1. Summary of Significant Accounting Policies (continued)

Restricted Assets

Restricted assets consist of cash and cash equivalents, certificates of deposit, guaranteed
investment contracts and accounts receivable.  These funds are set aside for sewer, garbage and
landfill fees collected for others, water and sewer meter deposits, bond sinking, bond
improvement and bond reserve accounts.  Water Works carries its investment in the guaranteed
investment contract at cost since it is a nonparticipating contract were the interest rate is fixed.

Property and Equipment

Property and equipment is stated at cost.

Depreciation expense for the year ended June 30, 2009 is $867,848.  Depreciation of property
and equipment is computed by the straight line method at rates based on the estimated useful
lives disclosed below.

The cost of assets sold, retired, or otherwise disposed of and the related allowance for
depreciation are eliminated from the accounts, and any resulting gain or loss is included in
operations.

Expenditures for maintenance and repairs are charged against operations.  Renewals and
betterments that materially extend the life of an asset are capitalized.

Changes in property and equipment consist of the following:

Beginning Additions Deductions Ending
Estimated

Useful Lives

Land $ 367,766 $ 90,000 $ - $ 457,766 --
Building 240,506 77,666 - 318,172 10-30
Plant and Tanks 32,414,939 2,139,852 69,750 34,485,041 10-50
Distribution System, Meters

and Hydrants 5,599,602 251,918 178,364 5,673,156 15-80
Machinery & Equipment 1,093,286 116,188 358,245 851,229 5-20

$ 39,716,099 $ 2,675,624 $ 606,359 $ 41,785,364

Amortization of Water Revenue Capital Loan Note Fees

During the years ended June 30, 2004, 2005 and 2008, the Water Works incurred costs of $284,768
in connection with the 2004A, 2005A and 2008 Series Water Revenue Refunding Capital Loan
Notes.  These costs are being ratably amortized on a monthly basis over the life of the Capital Loan
Notes until the first call date.  The amortization expense for the year ended June 30, 2009 was
$40,681.

Compensated Absences

Water Works employees accumulate a limited amount of earned but unused vacation and sick leave
hours for subsequent use or for payment upon termination, retirement or death.  The Water Works
liability for accumulated vacation and sick leave has been computed based on rates in effect at
June 30, 2009.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Notes to Financial Statements

Note 1. Summary of Significant Accounting Policies (continued)

Budgets and Budgetary Accounting

The budgetary comparison and related disclosures are reported as Required Supplementary
Information.  During the year ended June 30, 2009, disbursements did not exceed the amounts
budgeted.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period.  Actual results could differ from those estimates.

Recent Accounting Pronouncements

The GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions, issued June 2004, became effective for the Water
Works for the fiscal year ending June 30, 2009.  The Statement establishes standards for
measurement, recognition, and display of OPEB expense/expenditures and related liabilities or
assets, note disclosures, and if applicable, required supplementary information (RSI) in the
financial reports of state and local governmental employers.  The Water Works did not implement
GASB Statement No. 45.  This is a departure from accounting principles generally accepted in the
United States of America.  The effect on the financial statements has not been determined.

Note 2. Pension and Retirement Benefits

The Water Works contributes to the Iowa Public Employees Retirement System (IPERS) which is a
cost-sharing multiple-employer defined benefit pension plan administered by the State of Iowa.
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. 

Plan members are required to contribute 4.10% of their annual salary and the Water Works is
required to contribute 6.35% of annual covered payroll.  Contribution requirements are established
by State statute.  The Water Works' contribution to IPERS for the years ended June 30, 2009 and
2008, was $57,319 and $50,291, respectively, which was equal to the required contribution.

Note 3. Deposits

The Water Works' deposits at June 30, 2009 were entirely covered by Federal depository insurance
or by the state sinking fund 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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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Notes to Financial Statements

Note 3. Deposits (continued)

The Water Works 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 Water Works and the Treasurer of the
State of Iowa; 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.

Note 4.    Water Revenue Capital Loan Notes Payable

On April 1, 2004 the Water Works issued $7,000,000 in Water Revenue Refunding Capital Loan
Notes.  The Water Works entered into an escrow agreement with Wells Fargo Bank, N.A. and
deposited the proceeds from the refunding notes.  The proceeds were used to advance refund
$6,650,000 of 1995 Water Revenue Capital Loan Notes on the call date of April 1, 2006.  These
notes mature semi-annually beginning October 1, 2006 through April 1, 2020 with interest rates
from 1.90% to 4.55%.  Notes maturing after April 1, 2013 may be called for redemption and paid
before maturity on said date or any date thereafter at par plus accrued interest in whole or in part, in
order of maturity.

On January 27, 2005 the Water Works issued $4,505,000 in Water Revenue Refunding Capital
Loan Notes.  The Water Works entered into an escrow agreement with Wells Fargo Bank, N.A. and
deposited the proceeds from the refunding notes.  The proceeds were used to advance refund
$4,330,000 of 1996 Water Revenue Capital Loan Notes on the call date of April 1, 2006.  These
notes mature semi-annually beginning October 1, 2006 through April 1, 2020 with interest rates
from 2.65% to 5.00%.  Notes maturing after April 1, 2013 may be called for redemption and paid
before maturity on said date or any date thereafter at par plus accrued interest in whole or in part, in
order of maturity.

On June 25, 2008 the Water Works issued $3,800,000 in Water Revenue Capital Loan Notes.
These notes mature semi-annually beginning April 1, 2009 through April 1, 2023 with interest rates
from 2.75% to 4.30%.  Notes maturing after April 1, 2015 may be called for redemption and paid
before maturity on said date or any date thereafter at par plus accrued interest in whole or in part, in
order of maturity.

Annual debt service requirements for Water Revenue Capital Loan Notes are as follows:

Year 
Ending

$7,000,000 Water 
Revenue Refunding 
Capital Loan Notes

Series 2004A

$4,505,000 Water 
Revenue Refunding 
Capital Loan Notes

Series 2005A

$3,800,000 Water 
Revenue Capital 

Loan Notes
Series 2008 Total

June 30, Principal Interest Principal Interest Principal Interest Principal Interest

2010 $ 445,000 $ 215,920 $ 275,000 $ 159,493 $ 200,000 $ 133,680 $ 920,000 $ 509,093
2011 455,000 203,219 285,000 149,778 210,000 127,908 950,000 480,905
2012 470,000 189,010 295,000 139,137 215,000 121,634 980,000 449,781
2013 485,000 173,474 310,000 127,432 220,000 114,725 1,015,000 415,631
2014 500,000 156,627 320,000 114,734 235,000 107,213 1,055,000 378,574

2015-2019 2,810,000 475,437 1,825,000 348,345 1,280,000 401,251 5,915,000 1,225,033
2020-2023 635,000 21,569 415,000 15,625 1,230,000 119,783 2,280,000 156,977

$ 5,800,000 $ 1,435,256 $ 3,725,000 $ 1,054,544 $ 3,590,000 $ 1,126,194 $ 13,115,000 $ 3,615,994
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Notes to Financial Statements

Note 4. Water Revenue Capital Loan Notes Payable (continued)

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

A.  Rate Covenant

The Water Works covenants to continue in effect rates for services rendered to be sufficient to
produce gross revenues adequate to pay expenses of operation and maintenance and to maintain
a balance of net revenues equal to at least 125% of the principal and interest on the notes as they
become due.

B.  Sinking Fund

The Sinking Fund requirement is an amount on deposit equal to the monthly amount of the next
principal and interest payment.

C.  Reserve Fund

The Reserve Fund requirement is an amount equal to the lessor of (a) the maximum principal
and interest coming due on the notes in any fiscal year, (b) 10% of the stated principal of the
notes or (c) 125% of the average annual debt service on the notes.  Amounts on deposit in the
Reserve Fund shall be solely for the purpose of paying principal and interest on the notes.  The
Reserve Fund is to be valued on April 1st of each year and whenever the amount on deposit is
less than the Reserve Fund requirement.  The Water Works is required to make monthly
deposits in an amount equal to 25% of the amount required to be deposited in the Sinking Fund
until the Reserve Fund has been restored.

D.  Improvement Fund

The Improvement Fund requirement is $250,000.  Money on deposit in the Improvement Fund
shall be used for the purpose of paying principal and interest on the notes when there are
insufficient balances in the Sinking Fund and Reserve Fund.  Funds may also be used to pay the
costs of extraordinary maintenance expenses or repairs, renewals and replacement.  Whenever it
shall become necessary to use the money on deposit in the Improvement Fund, the Water Works
shall deposit $21,000 per month until the amount on deposit is restored to $250,000.

Note 5. Risk Management

The Water Works is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.  These
risks are covered by the purchase of commercial liability insurance.  Settled claims for these risks
have not exceeded commercial insurance coverage for the past three years.

Note 6. Major Customers

Water sales to one major customer was $3,894,309 for the year ended June 30, 2009, representing
approximately 66% of the total operating revenue for the year.  At June 30, 2009, amounts due
from this customer included in accounts receivable were $350,634.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Notes to Financial Statements

Note 7. Related Party Transactions

The Water Works had business transactions with its employees totaling $7,575 during the year
ended June 30, 2009.

Note 8. Related Organization

Based on criteria set by the GASB, the Keokuk Municipal Water Works is a component unit of the
City of Keokuk for financial reporting purposes.  The City of Keokuk has financial accountability
for the Water Works under these criteria because it appoints a voting majority of the Water Works'
Board of Trustees.

The Water Works provides billing service for sewer and garbage for the City of Keokuk and
collects fees for these services.  Total fees collected for the year ending June 30, 2009, totaled
$1,873,906.  Amounts due to the City as of June 30, 2009 were $346,121.

The Water Works provides billing service for landfill fees for the Great River Regional Waste
(GRRW) and collects fees for these services.  Amounts due to the GRRW as of June 30, 2009 were
$2,344.

The Water Works made a payment in lieu of taxes to the City of Keokuk for $200,000 for the year
ended June 30, 2009.

Note 9. Commitments and Contingencies

As of June 30, 2009, the Water Works had entered into a contract for the construction of a 4 million
gallon water tower with total anticipated expenditures of $5,503,000.

Subsequent to year end, the Water Works has signed contracts for three additional capital
improvement projects, which commits Water Works to the following expenditures:

E Street, Water Street and Park Street water mains $ 1,079,371
Lime Waste Solids Handling Facility 151,847
Belt Filter Press 213,816

$ 1,445,034
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Keokuk Municipal Water Works,
 A Component Unit of the City of Keokuk

Required Supplementary Information
Comparison of Revenues and Expenses - Actual to Budget

Year Ended June 30, 2009

Budgeted Amounts

Actual Original Final

Variance:
Favorable

(Unfavorable)

Net as
Percent of

Budget
Operating revenues

Metered sales $ 5,416,973 $ 6,741,931 $ 5,741,931 $ (324,958) %94
Flat rate sales 1,994 4,000 4,000 (2,006) %50
Miscellaneous charges 122,258 70,000 70,000 52,258 %175
Service charges and penalties 326,456 330,735 330,735 (4,279) %99

Total operating revenues 5,867,681 7,146,666 6,146,666 (278,985)

Operating expenses
Operating expenses (Supplementary

Schedule of Expenses) 4,264,634 4,403,148 4,640,177 375,543 %92
Depreciation 867,848 835,234 835,234 (32,614) %104

Total operating expenses 5,132,482 5,238,382 5,475,411 342,929 %94

Operating income 735,199 1,908,284 671,255

Non-operating income (expense)
Interest income 181,061 200,000 200,000
Property, plant and equipment (2,623,938) (968,000) (2,228,399)
Amortization (40,681) (44,766) (44,766)
Net long-term debt cash (payments) (1,413,490) (1,095,516) (1,417,422)

Net non-operating income
(expense) (3,897,048) (1,908,282) (3,490,587)

Change in net assets $ (3,161,849) $ 2 $ (2,819,332)

The following table is a reconciliation of the actual operating results presented consistent with the basis used to generate
the budget to the operating results presented in the Statement of Revenues, Expenses and Changes in Fund Net Assets.

Change in net assets, as presented above $ (3,161,849)

Add:  Cash expenditures for property, plant and equipment capitalized under GAAP 2,623,938
Add:  Cash expenditures for long-term debt principal payments 910,000
Subtract:  Change in accrued interest expense (28,512)

Changes in net assets, as presented in Statement of Revenues, Expenses and
Changes in Fund Net Assets $ 343,577

See accompanying independent auditor's report.
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Keokuk Municipal Water Works
A Component Unit of the City of Keokuk

Required Supplementary Information
Notes to Required Supplementary Information - Actual to Budget

Year Ended June 30, 2009

The Board of Trustees annually adopts a budget on the modified accrual basis following required public
notice and hearing on all funds.  The annual budget may be amended during the year utilizing similar
statutorily prescribed procedures.

Formal and legal budgetary control is based upon 9 major classes of disbursements known as functions, not by
fund or category type.  One of the 9 functions includes the business type activities.  Function disbursements
required to be budgeted include disbursements for the Enterprise Funds.  Although the budget document
presents function disbursement by category, the legal level of control is at the aggregated function level, not
by category.  During the year, a budget amendment decreased budget revenues by $1,000,000 and increased
disbursements by $1,819,334.  This budget amendment is reflected in the final budgeted amounts.  

During the year ended June 30, 2009, disbursements did not exceed the amounts budgeted.

See accompanying independent auditor's report.
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Keokuk Municipal Water Works,
 A Component Unit of the City of Keokuk

Supplementary Schedule of Expenses
Year Ended June 30, 2009

Actual
Final

Budget
Actual Over 

(Under)Budget

Plant Operations and Maintenance
Supervision labor $ 88,218 $ 112,000 $ (23,782)
Maintenance labor 84,200 67,000 17,200
Operation labor 222,333 216,000 6,333
Laboratory labor 32,849 39,900 (7,051)
Social security and IPERS 59,236 62,566 (3,330)
Health insurance 102,741 99,712 3,029
Flood control 33,448 44,000 (10,552)
Purification supplies 1,046,392 926,350 120,042
Utilities 395,918 373,000 22,918
Plant maintenance 241,401 310,000 (68,599)
Supplies 28,538 46,000 (17,462)
Sludge disposal 432,376 589,982 (157,606)
Education and travel 4,230 7,000 (2,770)
Intake 600 1,000 (400)
Generator expense 5,101 7,500 (2,399)

2,777,581 2,902,010 (124,429)

Distribution Maintenance
Supervision labor 39,946 49,725 (9,779)
Maintenance labor 35,535 36,924 (1,389)
Social security and IPERS 11,908 12,131 (223)
Health insurance 27,306 29,136 (1,830)
Main leaks 55,278 80,000 (24,722)
Valves 4,980 6,000 (1,020)
Maintenance 6,427 10,000 (3,573)
Building maintenance 60,747 41,500 19,247
Supplies 40,497 30,000 10,497
Hydrants 3,617 3,000 617
Intake - 1,000 (1,000)
Storage 4,470 6,000 (1,530)
Education and travel 1,416 4,000 (2,584)

292,127 309,416 (17,289)

See accompanying independent auditor's report.
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Keokuk Municipal Water Works,
 A Component Unit of the City of Keokuk

Supplementary Schedule of Expenses
Year Ended June 30, 2009

Actual
Final

Budget
Actual Over 

(Under)Budget

Meter Maintenance
Supervision labor $ 39,946 $ 49,757 $ (9,811)
Maintenance labor 117,358 104,555 12,803
Meter reading labor 4,081 4,583 (502)
Social security and IPERS 20,891 22,245 (1,354)
Health insurance 38,674 38,835 (161)
Meter parts 3,548 5,000 (1,452)
Shop supplies 20,295 30,000 (9,705)
Education and travel 143 2,500 (2,357)

244,936 257,475 (12,539)

Administration
Management salaries 122,548 122,296 252
Office salaries 152,257 148,500 3,757
Board fees 1,825 1,500 325
Postage and shipping 27,504 28,000 (496)
Data processing expense - 100 (100)
Office expense 38,026 34,280 3,746
Social security and IPERS 35,912 36,486 (574)
Vehicle maintenance 18,516 18,000 516
Engineering and legal 170,415 390,000 (219,585)
Health insurance 65,719 69,514 (3,795)
Insurance 95,920 99,000 (3,080)
Education and travel 3,359 5,000 (1,641)
Office building maintenance 9,183 7,500 1,683
To city in lieu of taxes 200,000 200,000 -
Bond fees 8,806 11,100 (2,294)

949,990 1,171,276 (221,286)

Total operating expenses $ 4,264,634 $ 4,640,177 $ (375,543)

See accompanying independent auditor's report.
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Keokuk Municipal Water Works,
 A Component Unit of the City of Keokuk
Schedule of Changes in Assets Restricted 
for Landfill, Sewer and Garbage Charges

Year Ended June 30, 2009

Landfill
Charges

Sewer 
Charges

Garbage 
Charges Total

Restricted asset balance, June 29, 2008 $ 3,538 $ 174,952 $ 133,203 $ 311,693

Fees
Sewer service charges - 1,175,105 - 1,175,105
Garbage service charges - - 698,801 698,801
Less:  billing adjustments (294) (23,195) (5,808) (29,297)

(294) 1,151,910 692,993 1,844,609

Expenditures
To the City of Keokuk (900) (1,118,779) (688,158) (1,807,837)

Restricted asset balance, June 30, 2009 $ 2,344 $ 208,083 $ 138,038 $ 348,465

Restricted asset balance is composed of the following:
Cash and cash equivalents $ 157 $ 101,445 $ 57,335 $ 158,937
Accounts receivable 2,187 106,638 80,703 189,528

$ 2,344 $ 208,083 $ 138,038 $ 348,465

See accompanying independent auditor's report.

-25-



Keokuk Municipal Water Works,
 A Component Unit of the City of Keokuk

Schedule of Changes in Assets Restricted for 
 Water Revenue Capital Loan Notes Debt Service

Year Ended June 30, 2009

Water
Revenue
Notes 

Sinking
Fund

Water
Revenue

Notes
Reserve

Fund

Water
Revenue

Notes
Improvement

Fund Total

Restricted asset balance, June 30, 2008 $ 333,385 $ 1,433,575 $ 250,000 $ 2,016,960

Receipts
Transfers from operations 1,437,571 - - 1,437,571
Transfers from bond proceeds - - - -

1,437,571 - - 1,437,571

Expenditures
Note principal payments (910,000) - - (910,000)
Note interest payments (503,490) - - (503,490)

(1,413,490) - - (1,413,490)

Restricted asset balance, June 30, 2009 $ 357,466 $ 1,433,575 $ 250,000 $ 2,041,041

See accompanying independent auditor's report.
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Independent Auditor's Report on Internal Control Over 
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed In 

Accordance with Government Auditing Standards

Board of Trustees
Keokuk Municipal Water Works,
   A Component Unit of the City of Keokuk
Keokuk, Iowa

We have audited the accompanying financial statements of the proprietary fund Keokuk Municipal Water
Works (Water Works), a component unit of the City of Keokuk, as of and for the year ended June 30, 2009,
which collectively comprise the Water Works' basic financial statements listed in the table of contents, and
have issued our report thereon dated December 29, 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 Water Works' 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 our opinion on the effectiveness of the Water Works' internal
control over financial reporting.  Accordingly, we do not express an opinion on the effectiveness of the Water
Works' internal control over financial reporting.

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

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Water Works' financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, non-compliance 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 non-compliance or other matters that are required to be reported under
Government Auditing Standards.  However, we noted certain immaterial instances of non-compliance or other
matters that are described in Part III of the accompanying Schedule of Findings.

Comments involving statutory and other legal matters about the Water Works' operations for the year ended
June 30, 2009 are based exclusively on knowledge obtained from procedures performed during our audit of
the financial statements of the Water Works.  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 Water Works' responses to findings identified in our audit are described in the accompanying Schedule of
Findings.  While we have expressed our conclusions on the City's responses, we did not audit the Water
Works' 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, employees
and customers of Keokuk Municipal Water Works and other parties to whom Keokuk Municipal Water Works
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 the Keokuk
Municipal Water Works 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.

December 29, 2009
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Schedule of Findings
For the Year Ended June 30, 2009

Part I: Summary of the Independent Auditor's Results

(a)   A qualified opinion was issued on the financial statements.  

(b)   Material weaknesses in internal control over financial reporting were disclosed by the audit of
the financial statements.

(c)   The audit did not disclose any noncompliance which is material to the financial statements.

Part II: Findings Related to the Financial Statements

MATERIAL WEAKNESSES

II-A-09 Preparation of Financial Statements - The Water Works does not have an internal control system
designed to provide for the preparation of the financial statements in accordance with accounting
principles generally accepted in the United States of America.  Therefore, as auditors, we were
requested to draft the financial statements and accompanying notes to the financial statements.  This
circumstance is not unusual for a governmental entity similar in size to the Water Works.  It is the
responsibility of management and those charged with governance to make the decision whether to
accept the degree of risk associated with this condition because of cost or other considerations.

Recommendation - We realize that obtaining the expertise necessary to prepare the financial
statements, including all necessary disclosures, can be considered costly and ineffective.  However,
the Water Works' management and those charged with governance should decide whether to accept
the degree of risk associated with this condition because of cost or other considerations.

Response - The Water Works will continue to review and monitor procedures currently in place and
evaluate the risks to be accepted in preparation of the financial statements.

Conclusion - Response accepted.  

II-B-09 Segregation of Duties - One important aspect of the internal control structure is the segregation of
duties among employees to prevent one individual employee from handling a transaction from its
inception to its completion.  Management has not separated incompatible activities of personnel,
thereby creating risks related to the safeguarding of cash and the accuracy of the financial statements.

Recommendation - We realize that with a limited number of office employees, segregation of duties
is difficult.  However, the Board of Trustees and management should continue to provide oversight
and direction based upon their direct knowledge of the Water Works' operations and day-to-day
contact with employees to control and safeguard assets.

Response - The Water Works will continue to review operating procedures and segregate employee
duties to the extent financially feasible to maximize internal control.  

Conclusion - Response accepted.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Schedule of Findings
For the Year Ended June 30, 2009

Part II: Findings Related to the Financial Statements (continued)

II-C-09 Financial Reporting - During the audit, we identified material amounts of receivables, liabilities and
capital asset additions that were not properly reported in the Water Works' financial statements.
Adjustments were subsequently made by the Water Works to properly include these amounts in the
financial statements.

Recommendation - The Water Works should implement procedures to ensure that all receivables,
liabilities and capital asset additions are identified and properly reported in the Water Works'
financial statements. 

Response - We will continue to review and improve our year-end closing procedures to make sure
all receivables, liabilities and capital asset additions are identified and properly reported in the
Water Works' financial statements. 

Conclusion - Response accepted.

Instances of Non-Compliance:
             

No matters were noted.

Part III:  Other Findings Related to Required Statutory Reporting

III-A-09 Deposits and Investments - The Water Works has adopted a written investment policy as required
by Chapter 12B.10B of the Code of Iowa.

III-B-09 Travel Expense - No expenditures of Water Works money for travel expenses of spouses of Water
Works members or employees were noted.

III-C-09 Board Minutes - No transactions were found that we believe should have been approved in the
Water Works minutes but were not.

III-D-09 Questionable Disbursements - No disbursements were found that did not meet the requirements of
public purpose as defined in the Attorney General's opinion dated April 25, 1979.
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Keokuk Municipal Water Works,
A Component Unit of the City of Keokuk

Schedule of Findings
For the Year Ended June 30, 2009

Part III:  Other Findings Related to Required Statutory Reporting (continued)

III-E-09 Certified Budget - Disbursements during the year ended June 30, 2009 did not exceed budget
amounts.  The Water Works' budget is developed on a modified accrual basis, which  has limited
meaning due to the inconsistencies in treatment of expenditures.  Expenditures include cash
disbursements for property, plant and equipment in the year incurred and depreciation expense of
capitalized property, plant and equipment under GAAP.  The June 30, 2009 budget also includes
expenditures related to the bond principal and interest payments for the 2004, 2005 and 2008 Series
Revenue Capital Loan Notes.

Recommendation - The Water Works should develop its budget on a cash-basis, which accounts for
cash receipts when received and cash disbursements when paid.

Response - The Water Works will recommend to its Board of Trustee to modify the budget to
reflect a cash-basis method.

Conclusion - Response accepted.

III-F-09 Bond Coverage - Surety bond coverage of Water Works 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.

III-G-09 Revenue Notes - The Water Works has complied with the Water Revenue Notes provisions except
for the rate covenant required by the Water Revenue Capital Loan Notes Series 2008.

Recommendation - The Water Works should establish rates that will result in sufficient funds to
meet future obligations.

Response - The Water Works will review the revenue bond requirements and take steps to ensure
compliance.

Conclusion - Response accepted.
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