MARION WATER DEPARTMENT
A COMPONENT UNIT OF THE
CITY OF MARION, IOWA
MARION, IOWA

JUNE 30, 2009



Table of Contents

(@1 o3 =L PP PRSPPI 1
[aYoL=ToTeTa o F=T o a AN U o I} (o] g T m =T o Lo o S 2-3
Management's DiSCUSSION aNd ANAIYSIS ...ooiiiiiiiiiiiiiiiieee e 4-7

Basic Financial Statements

BAlANCE SNEET ... ettt e e e et e et e e e e et eta e e ar e raaan 8
Statement of Revenue, Expenses and Changes in Net ASSetS .........coovvvvviiiiiiiiiceeeeeeee 9
StatemMent Of CaASh FIOWS ... e e e e s e e e e e b e s e e s eaaaaas 10
Notes t0 the FINANCIal STatEMENTS......cooeuei i e e s e e st e e e aaa s 11-19

Required Supplementary Information
Schedule of Funding Progress for the Retiree Health Plan.....................c.cco 20

Independent Auditor’s Report on Internal Control Over Financial Reporting
and on Compliance and Other MAtterS ......ccoiiciiiiiiiiiiii e e e 21-22

Schedule Of FINAINGS .ot 23-24




Officials

Name

Robert A. Anderson
Mary Ann McComas
Gregory O. Hapgood
David O. Kalkwarf

Todd R. Steigerwaldt

Gregory O. Hapgood
Robert A. Anderson
Mary Ann McComas

Todd R. Steigerwaldt

Title
(Before January 1, 2009)
Chairperson
Trustee
Trustee
Administrator

General Manager

(After January 1, 2009)
Chairperson
Trustee
Trustee

General Manager

Term Expires

November 1, 2008
November 1, 2012
November 1, 2010
Retired December 31, 2008

Indefinite, hired October 6, 2008

November 1, 2010
November 1, 2014
November 1, 2012

Indefinite



HOGAN - HANSEN

A Professional Corporation
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Independent Auditor’'s Report

To the Board of Trustees
Marion Water Department
Marion, lowa

We have audited the accompanying financial statements of the Marion Water Department, a component
unit of the City of Marion, lowa, at June 30, 2009 which collectively comprise the Marion Water
Department’s basic financial statements as listed in the table of contents. These financial statements are
the responsibility of the Marion Water Department's 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 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 audit provides 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 Marion Water Department at June 30, 2009, and the results of its operations 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 2,
2009 on our consideration of the Department’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.

2750 First Avenue, NE, Suite 150, Cedar Rapids, 1A 52402-4800 « (319) 366-8267 « FAX (319) 366-8301
Member of American Institute of CPAs - lowa Society of CPAs
Belmond ¢ Cedar Falls « Cedar Rapids « Mason City « Waterloo



To the Board of Trustees
Marion Water Department
Page 2

The accompanying Management's Discussion and Analysis and Schedule of Funding Progress for the
Retiree Health Plan on Pages 4 through 7 and 20 are not required parts of the basic financial statements
but are supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted 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.

Hocai - fansen

HOGAN - HANSEN

Cedar Rapids, lowa
December 2, 2009



Management's Discussion and Analysis

As management of the Marion Water Department, we offer readers of the Department's financial statements
this narrative and analysis of the financial statements of the Marion Water Department for the fiscal year ended
June 30, 2009, in comparison with the prior fiscal year's results. Professional standards require the inclusion of
certain comparative information in the Management's Discussion and Analysis (MD&A). We encourage
readers to consider this information in conjunction with the Department’s financial statements which follow.

Financial Highlights

The assets of the Marion Water Department exceeded its liabilities at the close of June 30, 2009 by
$12,515,173 (net assets). Of this amount, $1,854,430 (unrestricted net assets) may be used to meet the
Department's ongoing obligations to citizens and creditors.

The Department's net assets increased by $596,981 for the year ended June 30, 2009.

The Water Department had no debt obligations at July 1, 2009 and did not issue any debt during the fiscal
year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Marion Water Department's
basic financial statements. The Department is a single-purpose enterprise component unit of the City of
Marion, lowa. The Department 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. The Department also bills customers for sewer and garbage charges for
the City of Marion. The Department remits all sewer and garbage fees collected to the City of Marion and
charges the City an administrative fee for performing this service. As a result, the Department prepares financial
statements in a manner similar to a private-sector business.

The statement of net assets presents information on all of the Department’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 Department is improving or deteriorating.

The statement of revenue, expenses and changes in net assets presents information showing how the
Department’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 statement of cash flows presents information showing major sources and uses of cash by four types of
activities. The activities are operating; noncapital financing; capital and related financing; and investing. Also
included is a schedule which reconciles income from operations to net cash provided by operating activities.

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



The notes to the financial statements provide additional information that is essential to a full understanding of
the data provided in the basic financial statements. Notes are considered to be an integral part of financial
statements prepared in accordance with generally accepted accounting principles. The notes to the financial
statements can be found on Pages 11 through 19 of this report.

Financial Analysis

This section discusses and analyzes significant differences between this and the prior fiscal year. The
following is a summary of the composition of net assets at June 30:

2009 2008
Cash and certificates of deposit............ccccevvviereiiiiiierciniens $ 1,935,621 $ 1,920,252
OBNBE ASSEES. ..ottt 429,367 390,275
Capital @SSELS .....cveiieiiieieeie e 10,660,743 9,849,738
TOTAL ASSEES e eeennee 13,025,731 12,160,265
CUITENt DI TITIES ..o 395,987 160,339
Noncurrent labilitieS ......ooovvveveeee 114,571 81,734
Total LiabilitieS. ... 510,558 242,073

Net Assets
Invested in capital assets, net of debt............ccooeiieinn 10,660,743 9,849,738
UNFESTHICIEA. ... 1,854,430 2,068,454
Total Nt ASSEES ..o $ 12515173 $ 11,918,192

Net assets invested in capital assets are by far the largest portion of the Department’s net assets, 85% at
June 30, 2009, and reflect its net investment in capital assets (e.g., land, water plant distribution system
and equipment). The Utility uses these capital assets to provide water and services to the citizens;
consequently, these assets are not available for future spending.

Unrestricted net assets may be used to meet the Department’s ongoing obligations to citizens and
creditors. It is the Department's intention to use these assets for future operating purposes and capital asset
acquisition and improvements.

Net assets increased mainly due to capital contributions of new subdivisions totaling $436,941 for
the fiscal year 2009. At both June 30, 2009 and 2008, the Department reported positive balances in all
categories of net assets.

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



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

2009 2008

OPErating FEVENUE ......cveveiveiereererieiee et $ 2,244,359 $ 2,102,069
OpPErating EXPENSES.......veveirreireerieiiesteerreseesteeseeseesreeseesseesnes 2,142,110 2,274,663
Net Operating INCOME (L0OSS).....cccererreeriinieniieniesiesieenias 102,249 (172,594)
Net NONOPErating reVENUE. .........cccverveeierieeie e 57,791 85,682
Net capital contributions............ccceeeveevveie i 436,941 501,658
Changes iN NEt ASSELS .....covveeirierieeie e s 596,981 414,746
Net Assets - Beginning of Year........c.ccoooevvienenencnenininnns 11,918,192 11,503,446
Net Assets - ENd of Year .......ccccccevvvieveeieiieneee e $12,515,173 $11,918,192

Operating revenue is the Department’s primary source of revenue and is generated from water sales and
other services to customers. For 2009, operating revenue increased $142,290 from 2008.

Operating expenses totaled $2,142,110 for 2009, a $132,553 decrease from 2008 due primarily to large
repair and maintenance costs incurred for water tanks in the prior year. These expenses represent the
Department’s costs to provide water and services to customers. Operating expenses included depreciation
expense of $326,851 and $299,717 for the years ended June 30, 2009 and 2008, respectively.

Net nonoperating revenue includes interest income and rent from leasing space. Net nonoperating
revenue decreased by $27,891 between 2009 and 2008. The decrease was due mainly to a decrease in
interest income.

Capital contributions of $436,941 were received from contractors due to subdivision development.
Budgetary Highlights

Each year, the City Council adopts a budget using the cash basis of accounting which differs from the
accrual basis of accounting used for the accompanying financial statements. The Department’s budget is
included in the total business-type activities budget of the City.

Capital Assets and Long-Term Debt

The Department’s investment in capital assets amounted to approximately $10.7 million and $9.9 million
at June 30, 2009 and 2008, respectively, (net of accumulated depreciation of approximately $3.1 million
and $2.8 million at June 30, 2009 and 2008, respectively). This investment in capital assets includes land,
construction in progress, buildings, wells and towers, distribution system, equipment and vehicles.

The following is a summary of the capital assets, at cost, at June 30:

2009 2008
LANG ..o $ 325,254 $ 325254
COoNSErUCTION 1N PrOGIESS..ccuveiveerireeeereesieeriesteesieereesreeseesneeseeas 272,488 32,850
Building, wells and tOWErS ...........cccevveveiieiece e 2,018,976 2,018,976
DIStribution SYSTEM........coiviiiiiieeiie e 10,754,817 9,864,198
Equipment and VehicCles..........cccoovvviiiiieeieee e 408,963 401,364
Accumulated depreciation ...........ccceevvevveierieeneeie e (3,119,755) (2,792,904)
TOtAl .o $ 10,660,743 $ 9,849,738



The following table reconciles the change in capital assets:

2009 2008
Beginning balance ............ccccevivieniciceeee e $ 9,849,738 $ 9,511,354
AAAITIONS ..o 898,218 802,043
Retirements - net of depreciation ...........cccccoveviiiiiieieennnn, — (17,300)
DEPreCIAtION .....c.veivveieeie e (326,851) (299,717)
CoNSErUCEION 1N PrOGIESS.....veiveeeieieesieeieeiesiee e eee e e snee e 239,638 (146,642)
ENding BalanCe .........ccccooveiiiiiiiiceee e 1 74 $ 9,849,738

Debt Administration

The Marion Water Department had no outstanding debt and no debt issues pending during the fiscal year.

Economic Factors

The unemployment rate for Linn County at June 30, 2009 was 6.3%, which is higher than the previous year and
less than the national unemployment rate of 9.7%.

Retail sales are also reported on a fiscal year, April 1 to March 31, basis. For fiscal year 2008 (April 1, 2007 to
March 31,2008), retail sales were $315.6 million for Marion and $3,113 billion for Linn County. For fiscal
year 2007, retail sales were $344.5 million for Marion and $3,016 billion for Linn County.

The total value of building permits for fiscal year 2009 was approximately $45 million, which is down from
the fiscal year 2008 amount of $47.7 million. The past few years' strength was due to construction of two
large retail outlets, a new school, two industrial facilities and several large multi-unit residential projects.

Next Year's Budget and Rates

The Marion Water Board of Trustees has established a FY 2009-10 budget with a 5% adjustment in water rates.
The Board of Trustees, under provisions of Section 388 of the Code of lowa, establishes and approves the
budget for the Department. As a component unit of the City of Marion, the Department's budget is filed for
record as part of the City of Marion's budget.

Financial Information Contact

The Department's financial statements are designed to present users (citizens, customers and prospective
customers) with a general overview of the Department's finances and to demonstrate the Department's
accountability. If you have questions about the report or need additional financial information, please contact the
Office of the Water General Manager, City Hall, 1225 - 6th Avenue, Marion, lowa 52302.



Basic Financial Statements




Balance Sheet

At June 30, 2009

Assets
Current Assets

Certificates of dePOSIt.........ccooeiiiiii e,
Receivables (net of allowance for uncollectible amounts)
QLI = 10 [N = Vo o0 11 ] S
ACCTUEH INTEIEST ..ttt e e e e e eeaeeeas
UNDIIIEA FEVENUE ... ..ot e e e e e e e e e et e e e e e e eeeeaeans
1N VZ= 1 0] 4T
(T o=V [0 T FS10 L= LT
Total CUITeNt ASSELS ..oooiiiiiiiiii e

Restricted Assets

CertifiCates Of AEPOSIT.......uuiiiiiieii i e e
Total RESIICTEA ASSEIS....uiiiiiiiiiiiii e

Capital Assets

Less accumulated depreCiation ............oooeeiiiiiieeee et
Total Capital ASSELS ..oiviiiiiiiiiiiiee e

IO ] =T =X Y ] KT

Liabilities and Net Assets

Current Liabilities

ACCOUNES PAYADIE ...

Self-insured premiums and estimated Claims............ccccoeviiiii

ACCIUEH EXPENSES ....eiiiiiiiiie etttk ettt e et e e s st e e s e e s anneees

CoMPENSAEd ADSENCES......eiiiiiiiiiiiiei it e e e e
Total Current Liabilities ......ccovvvviiiiiiiie e

Liabilities Payable From Restricted ASSELS .......uuuiuuiiiiiiiiiiiiiiiiiiiiiiiiiieees

Noncurrent Liabilities
Net OPEB liability ........cooiiiiiiiiiiiee e e

) = I E= oY1 L (=T
Net Assets
Invested in capital assets, net of related debt ..o
L0 a1 Yo 1 o] =T EE TR
L] = I N L=] oYY =] KT

Total LiabilitieS and NEt ASSEES ..civuiiiiiiiiii ettt e e et e e e e e e e e eeanaeens

See accompanying notes to the financial statements

$ 1,586,211
263,000

159,008
3,996
170,259
76,683

19,421

2,278,578

49,410

37,000

86,410

325,254
272,488
2,018,976
10,754,817
408,963
13,780,498

(3,119,755)
10,660,743

$ 13,025,731

$ 312,384
16,830
26,339

40,434

395,987

86.410

28,161

510,558

10,660,743
1,854,430
12,515,173

$ 13,025,731



Statement of Revenue, Expenses and Changes in Net Assets

Year Ended June 30, 2009

Operating Revenue

WALET SAIES.....co ettt e e e e e e e e e e e e a e

Billing @and COIIECTION FEES ... ..

Other sales and SEIVICES ........oooi i

IMISCEIIANEOUS ...ttt e e e e e e e e r e e e e e e e e aanaes
Total Operating REVENUE ............cciiiiiiiiiiiiec et

Operating Expenses

SalarieS AN DENETIES .. iivt e et e e et e et e e e e e e e e e et reranaaes
CONITACTUAL SEIVICES ...eeceeeeee ettt ettt e e ettt e e e e e e e e et et e e e e e e eeenns

Nonoperating Revenue

INEEIEST INCOIME ...ttt e e e e s s et b e e e e e e e e s e nnneees

Lease and rental fees, Net Of EXPENSE .......uvvuiiiiiiiiiiiiiiiiiiiiieeannnnes
Total Nonoperating REVENUE...........cooiiiiiiiiiiiieee e

Change in Net Assets Before Contributions...........ccccccviieee,
Capital contribULiONS ...

Change in Net ASSELS. ...t
Net Assets - Beginning Of YEAI ........ccovviiiiiiiii i e e

NEt ASSEES = ENA OF YA .. iiiiiiiiiiiee ettt e e et et r e e e e e e e e e e aaas

See accompanying notes to the financial statements.

$ 2,048,842
88,464
93,158

13,895

2,244 359

926,621
703,294
180,141
326,851

5,203

2,142,110

102,249

46,122

11,669

57,791

160,040
436,941

596,981
11,918,192

$ 12,515,173



Statement of Cash Flows

Year Ended June 30, 2009

Cash Flows From Operating Activities

Cash received from CUSIOMEIS........ooooiiieeeee e

Cash collected on behalf of primary government .............ccccoei i,

Cash paid to primary gOVEINMENT .........ccoiviiiiiiiiee e

Cash paid 0 EMPIOYEES ........oiiiieiiiit e e e

Cash paid t0 SUPPHEIS ...
Net Cash Provided by Operating ACtiVItIES.......ccoovvuvieiiiii i,

Cash Flows From Noncapital Financing Activities
Lease and rental fEES rECEIVEM .........cooiiiiiiiiiiie e

Cash Flows From Capital and Related Financing Activities

Contributed CaPItal.........c.uuuuiiii e

Yoo [T IS To] gl =T o v= =TT £
Net Cash Used in Capital and Related Financing Activities.........ccccccouee.....

Cash Flows From Investing Activities

Maturities of certificates Of dEPOSIT........c..uviiiiiiieee e

Purchase of certificates Of EPOSIt.........uuuuuuiiiiiiiii s

Interest received on savings and certificates of deposit........cccccceeevviiiiieiicii e,
Net Cash Provided by Investing ACHIVItIES .......coovvviiiiiiii e,

NETL INCTEASE IN CaASK «.eeieeiee e e e e et e e aenns
Cash - BEGINNING OF YEA .....oiiiiiiiiiiiiee et e e e e e
(Or= 1] (T = o I o] A=Y= | T

Reconciliation of Operating Income to Net Cash Provided by
Operating Activities
OPErating INCOME ......cceiiee e
Adjustments to Reconcile Operating Income to Net Cash Provided by
Operating Activities
DEPIrECIALION.......ciiiieeeieeeee e
Increase in trade accounts and unbilled revenue receivable...............................
Increase in prepaid INSUIANCE.........oooi e
Decrease iN INVENTOMES .........oouiiiiiiiii e
Increase in accounts payable...........cccoo o
INCrease iN aCCrUBA EXPENSES .......c.uuuriiiiieeeeeeisiirretee e e e e e e s sstraraeeeeeeeeaaassnaareeeaaaeeas

Net Cash Provided by Operating ACHIVITIES ......cuuviiiiii i,
Reconciliation of Cash to Specific Assets Included on the Balance Sheet

(== o [T
RIS (o1 (=Te o= 1] o (TP

See accompanying notes to the financial statements.

$ 2,153,800
4,358,629
(4,358,629)
(891,987)

(838,313)

423,500

11,669

436,941

(912,998)
(476.,057)

250,000
(250,000)

56,257

56,257

15,369
1,620,252

$ 1,635,621

$ 102,249

326,851

(90,559)

(1,333)
47,341
4,317

34,634

$ 423,500

$ 1,586,211

49,410

1 21

10



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Reporting Entity

The Marion Water Department (Department) is a municipal utility that is a political subdivision and
component unit of the City of Marion, lowa, located in Linn County. The Department provides water to
customers within the City. The Department is governed by a Board of Trustees appointed by the City
of Marion, lowa, City Council and is managed by an administrator. All activities with which the Board has
oversight responsibility are included in the financial statements. These financial statements of the
Department are presented in accordance with accounting principles generally accepted in the United
States of America as prescribed by the Governmental Accounting Standards Board (GASB).

Measurement Focus and Basis of Accounting

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

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

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

Use of Estimates

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

Trade Accounts Receivable

Utility sales are billed bimonthly. Payment is due within 20 days of billing. After proper notice, unless other
arrangements are made by the customer, service may be discontinued to customers with unpaid bills
30 days or more past due. Uncollected accounts are normally written off against water sales after
90 days. Historically, account balances written off have not been material. Department management
estimates that all trade accounts receivable as shown on the balance sheet will be collectible.

Unbilled Revenue Receivable

Sales of water used from the time of the last meter reading prior to June 30 that have not been billed and
the resulting receivable is not included in trade receivables. The Department estimates unbilled revenue
based on the proportion of unbilled days in June to the number of days in the billing period times the
amount billed in July. The result is reported as unbilled revenue receivable.

11



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters
The following accounting policies are followed in preparing the financial statements:

Cash and Cash Equivalents - Excess cash balances are invested in certificates of deposit.
Investments in certificates of deposit are stated at cost.

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

Inventories - Inventories are valued at cost using the first-in/first-out method and consist of materials
and supplies. Inventories are recorded as expenses when consumed rather than when purchased.

Restricted Assets - Restricted assets are customer deposits restricted for application to unpaid
customer accounts or for refund to customers.

Capital Assets - Capital assets consist of property, equipment and vehicles and infrastructure assets
(e.g. buildings, wells, towers and distribution system which are immovable and of value only to the
Department). Capital assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair value at the date of donation. The
costs of normal maintenance and repair not adding to the value of the asset or materially extend asset
lives are not capitalized. Reportable capital assets are defined by the Department as assets with initial,
individual costs in excess of $5,000.

Capital assets of the Department are depreciated using the straight-line method over the following
estimated useful lives.

Asset Class Estimated Useful Lives
Buildings, WellS @and tOWELS .........uuiii i e e e e e e e e anrr e e e e e e eenes 10 - 40 Years
D1y ] 01U [0 TS V] (=] 10 S 5-50 Years
Equipment and VENICIES ...........oiiiiiiii e 5-10 Years

Compensated Absences - Department employees accumulate a limited amount of earned but
unused vacation hours for subsequent use or for payment upon termination, death or retirement. In
addition, Department employees who elect an early separation agreement at retirement may receive
the benefits outlined as follows: three and one-half months of salary as well as the equivalent of
two years of health insurance coverage paid by the Department.

Operating Revenue - The Department defines operating revenue as revenue derived from the sale of

water billing and collection fees and other sales and services provided to customers. Nonoperating
revenue is defined as anything other than revenue from the sale of water.

12



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Budgeting - The Department’s budget is included as part of the City’'s budget and is prepared on the
cash basis of accounting. Disbursements are for legal budget compliance, combined for all City
proprietary activities. Budget amounts for capital outlay, debt service and transfers out are presented
on a combined basis only. The Utility’s budget and comparison to cash basis activity is as follows:

Business-Type Activity - Water

ACTUAI dISDUISEIMENTS ... ..iieet ettt e et e e et r e e e e e e e s eataaeaees $ 2,210,920
Budgeted diSDUISEMENLS .........ueiiiiiiiiiiiiiiiiiiieiiiieiieeiiieeee e eeeeeeneeeeeeneeeennenennnnes 2,726,705
Actual Disbursements Under Budget ..o $ (515,785)

Restricted Resources - The Department first applies restricted resources when an expense is
incurred for purposes for which both restricted and unrestricted net assets are available. Unrestricted
resources are used once the restricted resources have been depleted.

(2) Cash Flow Statement Supplementary Information

Schedule of Noncash Investing and Financing Activities

Cost of capital asset aCqUISItIONS ..o $ 1,137,856
AmOouUNts payable - CUMTENT YEAI .......ooooiiiiiiiiiieie e (224,858)
Cash Paid for Acquisition of Capital ASSEetS.......ccceeviiiiiiiiiiii e $ 912998

(3) Deposits and Investments

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

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

The Department’s certificates of deposits are stated at cost which approximates fair value. Certificates of
deposit are purchased with maturities of 12 to 13 months and yields 3% to 3.2%. Certain certificates of
deposit are restricted to secure customer deposits.

The Department had no investments meeting the disclosure requirements of GASB Statement No. 3, as
amended by Statement No. 40.

13



Notes to the Financial Statements

(4) Restricted Assets

Restricted assets represent monies set aside to provide security for deposits and advances. At June 30,
2009, $86,410 of cash was restricted for customer deposits.

(5) Capital Assets

Capital asset activity for the year was as follows:

Balance Balance
Beginning End
of Year Increases Decreases of Year
Business-Type Activities
Capital Assets Not Being Depreciated
Land .....ooeeeieeeeeie e $ 325254 % — $ — % 325,254
Construction in progress.................... 32,850 239,638 — 272,488
Total Capital Assets Not Being
Depreciated...........coocvvvvieeereeennnnns 358,104 239,638 — 597,742
Capital Assets Being Depreciated
Buildings, wells and towers................ 2,018,976 — — 2,018,976
Distribution system.........ccccccvvvevveenneen. 9,864,198 890,619 — 10,754,817
Equipment and vehicles.................... 401,364 7,599 — 408,963
Total Capital Assets Being
Depreciated............cocvvvvieeereeennnns 12,284,538 898,218 — 13,182,756
Less Accumulated Depreciation for
Buildings, wells and towers................ 755,040 47,666 — 802,706
Distribution system.........ccccccvvvvvveeeeee. 1,862,626 241,007 — 2,103,633
Equipment.........cccoii 175,238 38,178 — 213,416
Total Accumulated Depreciation ..... 2,792,904 326,851 — 3,119,755
Net Capital Assets Being
Depreciated...........ccccvvviereeeeeennnns 9,491,634 571,367 — 10,063,001
Net Capital ASSEetS ......ccceeevevveeereeenen. $ 9849738 $ 811,005 $ — $ 10,660,743
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Notes to the Financial Statements

(6) Retirement Plan

Plan Description

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

Plan members are required to contribute 4.1% of their annual salary and the employer is required to
contribute 6.35% of annual covered payroll. Contribution requirements are established by state statute.
The Utility’s contribution to IPERS for the years ended June 30, 2009, 2008 and 2007 were $46,586,
$39,856 and $35,368, respectively, equal to the required contributions for each year.

Deferred Compensation Plan

The Department offers its employees a deferred compensation plan under Internal Revenue Code
Section 457. The plan allows Department employees to defer a portion of their current salary until future
years. The employee becomes eligible to withdraw funds upon termination, retirement, death or
unforeseeable emergency.

The Department deposits all amounts of compensation deferred under the plan to the fiduciary
designated by the employee.

(7) Other Postemployment Benefits (OPEB)

The City implemented GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits other Than Pensions, during the year ended June 30, 2009.

Plan Description

The City operates a single-employer retiree benefit plan which provides medical/prescription drug benefits
for retirees and their spouses. There are 12 active and 3 retired members in the plan. Participants must
be age 55 or older at retirement.

The medical/prescription drug coverage is provided through a fully insured plan with Wellmark. Retirees
under age 65 pay the same premium for the medical/prescription drug benefit as active employees, which
results in an implicit subsidy and an OPEB liability.

Funding Policy
The contribution requirements of plan members are established and may be amended by the City. The
City currently finances the retiree benefit plan on a pay-as-you-go basis.

Annual OPEB Cost and Net OPEB Obligation

The City’s annual OPEB cost is calculated based on the annual required contribution (ARC) of the City,
an amount actuarially determined in accordance with GASB Statement No. 45. The ARC represents a
level of funding that, if paid on an ongoing basis, is projected to cover normal cost each year and
amortize any unfunded actuarial liabilities over a period not to exceed 30 years.
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Notes to the Financial Statements

(7) Other Postemployment Benefits (OPEB)

The following table shows the components of the City’s annual OPEB cost for June 30, 2009, the amount
actually contributed to the plan and changes in the City's net OPEB obligation:

Annual required CONtIDULION. ... ... . i eeeeeeeeeeeeeennennnes $ 28,161
Interest on Net OPEB OblIGAatiON ...........uuuuiie e —
Adjustment to annual required CONHDULION ........cooiiiiiiiiiiiieee e —

YN a1 10 = @ =d 1 = T O 0 =) AT 28,161

Contributions made ... —

Increase in Net OPEB Obligation...............ccooeiiiiieee e, 28,161
Net OPEB Obligation - Beginning Of YEaI .........ccooiiiiiiiiiiieeeeeiiiiieie e —
Net OPEB Obligation - ENd Of YEAI.........cccoiiuiiiiiiiiiiee ettt $ 28,161

For calculation of the net OPEB obligation, the actuary has set the transition day as July 1, 2008. The
end-of-year net OPEB obligation was calculated by the actuary as the cumulative difference between the
actuarially determined funding requirements and the actual contributions for the year ended June 30,
2009.

The City’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan and the net
OPEB obligation as of June 30, 2009 are summarized as follows:

Percentage of

Annual Annual OPEB Net OPEB
Year Ended OPEB Cost Cost Contributed Obligation
June 30, 2009 $28,161 0% $28,161

Funded Status and Funding Progress

As of July 1, 2008, the most recent actuarial valuation date for the period of July 1, 2008 through June 30,
2009, the actuarial accrued liability was $293,077, with no actuarial value of assets, resulting in an
unfunded actuarial accrued liability (UAAL) of $293,077. The covered payroll (annual payroll of active
employees covered by the plan) was approximately $771,000, and the ratio of the UAAL to the covered
payroll was 38%. As of June 30, 2009, there were no trust fund assets.

Actuarial Methods and Assumptions

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality and the healthcare cost trend. Actuarially determined
amounts are subject to continual revision as actual results are compared with past expectations and new
estimates are made about the future. The schedule of funding progress, presented as required
supplementary information in the section following the Notes to Financial Statements, will present
multiyear trend information about whether the actuarial value of plan assets is increasing or decreasing
over time relative to the actuarial accrued liabilities for benefits.
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Notes to the Financial Statements

(7) Other Postemployment Benefits (OPEB)

Projections of benefits for financial reporting purposes are based on the plan as understood by the
employer and the plan members and include the types of benefits provided at the time of each valuation
and the historical pattern of sharing of benefit costs between the employer and plan members to that
point. The actuarial methods and assumptions used include techniques that are designed to reduce the
effects of short-term volatility in actuarial accrued liabilities and the actuarial value of assets, consistent
with the long-term perspective of the calculations.

As of the July 1, 2008 actuarial valuation date, the frozen entry age actuarial cost method was used. The
actuarial assumptions includes a 2.5% discount rate based on the City’s funding policy. The projected
annual health cost trend rate is 6%.

Mortality rates are from the 94 Group Annuity Mortality Table Projected to 2000, applied on a gender-
specific basis. Annual retirement was assumed at the rate of retirement by attained age after becoming
eligible to retire and continue health coverage and termination probabilities were assumed at a modest
rate for active employees while no turnover was assumed after the benefit start date.

The UAAL is being amortized as a level percentage of projected payroll expense on an open basis over
30 years.

(8) Compensated Absences

Department employees accumulate vacation and sick leave hours for subsequent use or, in the case of
the accumulated vacation pay, for payment upon termination, retirement or death. The accumulations are
not recognized as disbursements by the Department until used or paid in its cash basis records. The
Department's liability for earned compensated absences payable to employees as accrued to the GAAP
basis financial statements at June 30, 2009 was as follows:

Type of Benefit Amount

W ACALION. et ————— $ 40,434

This liability has been computed based on rates of pay and rates for payroll taxes and IPERS as of
June 30, 2009. Sick leave is payable when used. No amounts of sick leave were accrued at June 30,
20009.

(9) Related Party Transactions

The Department bills and collects for sewer and garbage services provided for the City of Marion to its
residents. During the year ended June 30, 2009, the Department collected and remitted to the City of
Marion $3,081,800 for sewer and $1,276,829 for garbage service. Fees paid to the Department by the
City of Marion during the year to pay for this service totaled $88,464, of which $8,952 was receivable at
June 30, 2009.
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Notes to the Financial Statements

(10) Local Government Risk Pool

Health Insurance

The Department has chosen to participate in the City of Marion’s risk financing program for risks
associated with the employee's health insurance plan. The Department self-funds health insurance claims
arising from the Department's employees to a stop-loss insured amount of $30,000 per participant and a
125% aggregate stop-loss amount based on the "pure premiums" amount multiplied by the number of
single and family contracts covered during the contract year. The total cost of these benefits is transferred
from the Water Fund based upon the number of employees and the type of plan (single or family) chosen
by the employee. Amounts charged are approximately $340 per month single and $850 per month family
which is an amount based on past claim history. The amount transferred will be adjusted over a
reasonable period of time so that the Medical Benefits Fund receipts and disbursements are
approximately equal. Claims paid totaled $118,732 during the year ended June 30, 2009. At June 30,
2009, the Department's share of estimated claims incurred but unpaid was approximately $13,600 based
upon an actuarial determination.

lowa Municipalities Workers' Compensation Association

The Department obtains its workers' compensation coverage through the City of Marion, which is a
member in the lowa Municipal Workers' Compensation Association (IMWCA). The Association is a local
government risk-sharing pool whose approximately 500 members include various municipal and county
governments throughout the State of lowa. The Pool was formed in July, 1981 to formulate, develop and
administer, on behalf of the member governments, a program of joint self-insurance to stabilize costs
related to members’ workers’ compensation liabilities. Program components include claims management,
member education and loss control services. There have been no reductions in insurance coverage from
prior years.

Each member pays annual premiums determined by using applicable standard rates for the exposure to
risk and applicable experience modification factors of the National Council on Compensation Insurance.
Each member may be subject to additional premiums to pay its pro rata share of claims which exceeds
the Association’s resources available to pay such claims. A distribution to members may also be made if
the Association has excess monies remaining after payment of claims and expenses.

The Department’s premium contributions to the Association are recorded as expenditures from its
operating funds at the time of payment to the risk pool. Premiums paid to the Association for the year
ended June 30, 2009 were $12,237.

The Association uses reinsurance and excess risk-sharing agreements to reduce its exposure to large
losses. Claims exceeding $500,000 are reinsured in an amount not to exceed $1,500,000 per occurrence.

Members may withdraw from the Association at any time provided they provide assets for settlement of all
pending claims.
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Notes to the Financial Statements

(11) Risk Management

The Department 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. Settled claims from these risks have not exceeded commercial
insurance coverage in the past fiscal year.

(12) Commitments

Construction

The Department is involved in construction of capital assets and agreements to purchase capital assets.
At June 30, 2009, the Department was committed to approximately $22,000 in construction and purchase
agreements.

(13) Subsequent Events

Subsequent to June 30, 2009, the Department entered into an agreement to purchase capital assets.
This agreement totaled approximately $57,000.

In August, 2009, the Department was awarded a State Revolving Fund Planning and Design loan in the
amount of $150,750. The loan is noninterest bearing and due in three years.

19



Required Supplementary Information




Schedule of Funding Progress for the Retiree Health Plan

Actuarial UAAL as a

Actuarial Accrued Unfunded Percentage

Actuarial Value of Liability AAL Funded Covered of Covered

Valuation Assets (AAL) (UAAL) Ratio Payroll Payroll

Date (@) (b) (b-a) (a/b) (©) [(b-a)/c]
July 1, 2008 $— $293,077 $293,077 0% $771,000 38%

See Note 7 in the accompanying Notes to the Financial Statements for the plan description, funding
policy, annual OPEB cost and net OPEB obligation, funded status and funding progress.
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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

To the Board of Trustees
Marion Water Department
Marion, lowa

We have audited the accompanying financial statements of the Marion Water Department, as of and for
the year ended June 30, 2009, and have issued our report thereon dated December 2, 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 Department'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 our opinion on the effectiveness of the
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
the Department's internal control over financial reporting.

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 Department's ability to initiate, authorize, record, process or report
financial data reliably in accordance with accounting principles generally accepted in the United States of
America such that there is more than a remote likelihood a misstatement of the Department's financial
statements that is more than inconsequential will not be prevented or detected by the Department's
internal control. We consider the deficiencies in internal control described in Part | of the accompanying
Schedule of Findings to be significant deficiencies in internal control over financial reporting.

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 Department's internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies, and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, we believe the significant
deficiencies described in Part | of the accompanying Schedule of Findings are material weaknesses.

2750 First Avenue, NE, Suite 150, Cedar Rapids, 1A 52402-4800 « (319) 366-8267 « FAX (319) 366-8301
Member of American Institute of CPAs - lowa Society of CPAs
Belmond ¢ Cedar Falls « Cedar Rapids « Mason City « Waterloo

22



Board of Trustees
Marion Water Department
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department’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 or other matters that are required to be reported under
Government Auditing Standards.

Comments involving statutory and other legal matters about the Department’'s 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 Department. 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 Department's responses to findings identified in our audit are described in the accompanying
Schedule of Findings. While we have expressed our conclusions on the Department's responses, we did
not audit the Department's responses and, accordingly, we express no opinion on them.

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

customers of the Marion Water Department and other parties to whom the Department may report. This
report is not intended to be and should not be used by anyone other than these specified parties.

#oem: ’#Aﬂa’éﬂ
HOGAN - HANSEN

Cedar Rapids, lowa
December 2, 2009
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Part I: Findings Related to the Financial Statements

09-IC-1

09-I1C-2

Segregation of Duties

Prior Year Finding and Recommendation - One important aspect of internal control is the
segregation of duties among employees to prevent an individual employee from handling duties
which are incompatible. We noted that certain functions are not entirely segregated.

With a limited number of office employees, segregation of duties is difficult. However, the
Department management should review its control procedures to obtain the maximum internal
control possible under the circumstances, segregate duties to the extent possible with existing
personnel and utilize administrative personnel to provide additional control through review of
financial transactions and reports.

Current Year Finding - We found the same condition existed. We reiterate our prior year
recommendation.

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

Auditor's Conclusion - Response accepted.

Financial Statement Preparation

Prior Year Finding and Recommendation - The Department does not have a system of
internal controls that fully prepares financial statements and disclosures that are fairly presented
in conformity with generally accepted accounting principles. As is inherent in many organizations
of this size, the Department has management and employees who, while knowledgeable and
skillful, do not have the time to maintain the current knowledge and expertise to fully apply
generally accepted accounting principles in preparing the financial statements and the related
disclosures. The Department should obtain additional knowledge through reading relevant
accounting literature and attending local professional education courses.

Current Year Finding - We found the same condition existed. We reiterate our prior year
recommendation.

Department’s Response - The Department is aware of the condition and will consider obtaining
additional knowledge where cost effective but will continue to rely on its audit firm for assistance
with drafting the financial statements and disclosures.

Auditor’s Conclusion - Response accepted.
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Part Il: Compliance and Other Matters

09-C-1

09-C-2

09-C-3

09-C-4

09-C-5

09-C-6

09-C-7

Budget - Operating cash disbursements during the year ended June 30, 2009 did not exceed
the amounts budgeted.

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

Travel Expense - No disbursements of Department money for travel expenses of spouses of
the Department officials or employees were noted.

Business Transactions - No business transactions between the Department’s officials or
employees and the Department were noted.

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

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

Deposits and Investments

Finding - The Department deposited funds in an institution which was not included on the
resolution naming depositories and was not in accordance with the Department investment

policy.

Auditor’s Recommendation - The depository resolution should be updated in accordance with
the Code of lowa and the investment policy should be updated to reflect the needs of the
Department.

Department’s Response - The resolution was updated July, 2009 and the investment policy
was updated and approved by the Trustees in September, 2009.

Auditor’s Conclusion - Response accepted.
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