Story City Municipal Electric Utility
Story City, lowa

FINANCIAL REPORT

December 31, 2008



CONTENTS

OFFICIALS

INDEPENDENT AUDITOR'S REPORT ON THE FINANCIAL STATEMENTS

MANAGEMENT'S DISCUSSION AND ANALYSIS

FINANCIAL STATEMENTS

Balance sheets

Statements of revenues, expenses, and changes in equity
Statements of cash flows

Notes to financial statements

INDEPENDENT AUDITOR'S REPORT ON THE SUPPLEMENTARY INFORMATION

SUPPLEMENTARY INFORMATION

Summary of property and equipment and accumulated depreciation
Expenses

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF THE FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE

WITH GOVERNMENT AUDITING STANDARDS

SCHEDULE OF FINDINGS

Page

5-8

10
11-12
13-18

19

20-21
22

23-24

25-26



BOARD OF TRUSTEES
Bob Huffer, Chairman
Pat Faga, Vice Chairman
Dan Webster, Secretary

ADMINISTRATOR

Jeff Ishmael

Story City Municipal Electric Utility
OFFICIALS
December 31, 2008

Term expires

June 1, 2014
June 1, 2010
June 1, 2012



DENMAN
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Certified Public Accountants and Business Consultants

INDEPENDENT AUDITOR'S REPORT

Board of Trustees
Story City Municipal Electric Utility
Story City, lowa

We have audited the accompanying balance sheets of Story City Municipal Electric Utility, a component
unit of the City of Story City, lowa, as of December 31, 2008 and 2007, and the related statements of
revenues, expenses, and changes in equity, and cash flows for the years then ended. These financial
statements are the responsibility of the Utility's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits 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. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Story City Municipal Electric Utility as of December 31, 2008 and 2007, and the
results of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March 6,
2009 on our consideration of Story City Municipal Electric Utility's internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

The management's discussion and analysis on pages 5-8 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards
Board. We have applied certain limited procedures, which consisted 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.

A?@mvw) /gm,%fta

DENMAN & COMPANY, LLP

West Des Moines, lowa
March 6, 2009

1601 22nd Street, Suite 400, West Des Moines, lowa 50266-1453 » Telephone: (515) 225-8400 * Fax: (515) 225-0149
www.denmari-cpa.com ® e-mail: firm@denman-cpa.com



Story City Municipal Electric Utility
MANAGEMENT'S DISCUSSION AND ANALYSIS

As management of Story City Municipal Electric Utility, we offer readers of the financial statements this narrative
overview and analysis of the Utility's financial performance during the fiscal years ended December 31, 2008 and 2007.
Please read it in conjunction with the Utility's financial statements, which follow this section.

Overview of the Financial Statements

This annual report includes this management's discussion and analysis report, the independent auditor's report, the
basic financial statements of the Utility, and supplementary information. The financial statements also include notes
that explain in more detail some of the information in the financial statements.

Required Financial Statements

The financial statements of the Utility report information of the Ultility using accounting methods similar to those used by
private sector companies. These statements offer short and long-term financial information about its activities. The
balance sheets include all of the Utility's assets and liabilities and provides information about the nature and amounts of
investments in resources, assets, and the obligations to Utility's creditors, liabilities. It also provides the basis for
evaluating the capital structure of the Utility and assessing the liquidity and financial flexibility of the Utility.

All of the current year's revenues and expenses are accounted for in the statements of revenues, expenses, and
changes in equity. These statements measure the success of the Utility operations over the past year and can be used
to determine whether the Utility has successfully recovered all its costs through its electricity revenue and other revenue
sources, profitability and credit worthiness.

The final required financial statement is the statement of cash flows. The statement reports cash receipts, cash
payments, and net changes in cash resulting from operations, capital and related financing and investing activities and
provides answers to such questions as where did cash come from, what was cash used for, and what was the change
in the cash balance during the reporting period.

Financial Highlights

Total assets decreased by $544,582 to $10,635,548

Total noncurrent assets whose use is limited decreased by $1,247,824 to $1,175,857
Total property and equipment increased by $1,102,771 to $7,733,893

Total equity increased by $216,063 to $8,702,175

Total long-term debt decreased by $475,000 to $1,600,000

Total revenues decreased by $328,533, or 7%, to $4,276,668

Expenses decreased by $259,219, or 6% to $4,005,138

Financial Analysis of the Utility

The balance sheets and the statements of revenues, expenses, and changes in equity report the equity of the Utility and
the changes in them. The Utility's equity, the difference between assets and liabilities, are a way to measure financial
health or financial position. Over time, sustained increases or decreases in the Utility's equity are one indicator of
whether its financial health is improving or deteriorating. However, other nonfinancial factors such as changes in
economic conditions, population growth and new or changed government legislation should also be considered.



Balance Sheets

A summary of the Utility's balance sheets is presented in Table 1.

Table 1
Condensed Balance Sheets

Current assets

Noncurrent assets whose use is limited
Property and equipment

Other asset

Total assets

Current liabilities
Long-term debt, less current maturities

Total liabilities
Invested in capital assets, net of related debt
Restricted
Unrestricted

Total equity

December 31

2008 2007 2006
$ 1,725,798 $ 2,125,327 $ 1,797,625
1,175,857 2,423,681 2,809,291
7,733,893 6,631,122 6,329,120
— — 11,700
$10,635,548 $11,180,130 $10,947,736
$ 833,373 $ 1,094,018 $ 745,934
1,100,000 1,600,000 2,075,000
$.1933373  $.2604018 $.2.820.934
$ 6,133,893 $ 4,556,122 $ 3,809,120
814,957 832,612 915,361
1,753,325 3,097,378 3,402,321
$.8702175  $.8.486112 $ 8126.802

As depicted in Table 1, total assets decreased in fiscal year 2008 to $10,635,548. During fiscal year 2008, the Utility
completed a construction project consisting of construction of a distribution facility. Construction costs were funded by
assets whose use is limited, designated by board for plant replacement and expansion.

Revenues, Expenses, and Changes in Equity

A summary of the Utility's historical revenues, expenses, and changes in equity is presented in Table 2.

Table 2

Condensed Statements of Revenues, Expenses, and Changes in Equity

Electricity revenue
Other revenue
Total revenues

Salaries
Other expenses
Depreciation expense
Total expenses
Operating income

Interest income
Service donated to municipality
Interest expense
Amortization of financing costs
Total nonoperating gains (losses)
Change in equity
Total equity, beginning

Total equity, ending

Year ended December 31

2008 2007 2006
$4,257,732 $4,584,865  $4,256,693
18,936 20,336 18,755
4,276,668 4,605,201 4,275,448
429,813 413,259 390,817
3,099,186 3,375,827 2,843,966
476,139 475,271 436,870
4,005,138 4,264,357 3,671,653
271,530 340,844 603,795
70,511 184,530 167,687
(28,888) (29,875) (31,684)
(97,090) (124,489) (149,933)
- (11,700) (11,700)
(55.,467) 18,466 (25,630)
216,063 359,310 578,165
8,486,112 8,126,802 7,548,637
$8.702,175 $8.486,112 $8,126,802



Operating and Financial Performance

The following summarizes the Utility's statements of revenues, expenses and changes in equity between December 31,
2008 and 2007.

Electricity Revenue: Electricity revenue is a product of volume and price increases.

Volume: During the year ended December 31, 2008, the number of Utility customers remained very comparable with
2007. Electricity charges decreased $327,133, or 7% in 2008.

Price Increase: In early 2005, the Utility initiated an electricity rate study and implemented price increases to reflect the
Utility's increased cost of electricity. In 2007 and 2008, the Utility did not implement any price increases.

Other Revenue

Other revenue decreased to $18,936 in 2008 compared to $20,336 in 2007.

Expenses

Approximately 10% of Utility's expenses are for salaries. Total salaries increased $16,554, or 4% in 2008.

Approximately 80% of Utility's expenses are for other expenses. Total other expenses decreased $276,641, or 8% in
2008. The most significant decrease related to the cost of purchased power.

Approximately 10% of Utility's expenses relate to depreciation expense. Depreciation expense increased to $476,139 in
2008 from $475,291 in 2007.

Nonoperating Gains (Losses)

Nonoperating gains (losses) changed to $(55,467) from $18,466 in 2007, primarily due to a decrease in interest income.

Property and Equipment

At the end of 2008, the Utility had $7,733,893 invested in property and equipment, net of accumulated depreciation.
The Notes to the Financial Statements provide more detail of changes in property and equipment. During fiscal year
2008, $1,578,910 was spent to acquire new property and equipment and to complete the Utility's construction project,
consisting of construction of a distribution facility.

A summary of the Utility's property and equipment is presented in Table 3.
Table 3

Property and Equipment
December 31

2008 2007 2006

Production $ 7,432,839 $ 7,432,839 $ 7,492,963
Transmission 1,813,013 1,813,013 1,923,313
Distribution 5,377,856 3,177,325 3,060,763
General - 13,822 13,822

Construction in progress - 655,128 -
Subtotal 14,623,708 13,092,127 12,490,861
Less accumulated depreciation (6,889,815) (6,461,005) (6,161,741)
Property and equipment $_ 7,733,893 $_6,631,122 $_6,329,120




Debt Administration

At year end, the Utility had $1,600,000 in current and long-term debt related to Electric Revenue Notes, Series 2000.
The overall principal balance decreased by $475,000 in fiscal year 2008 as compared to 2007. More detailed
information about the Utility's outstanding debt is presented in the Notes to Financial Statements. The Notes represent
approximately 85% of the Utility's total liabilities as of year end.

Contacting Story City Municipal Electric Utility's Management

This financial report is designed to provide users with a general overview of the Utility's finances and to demonstrate the
Utility's accountability. If you have questions about this report or need additional information, contact Story City
Municipal Electric Utility at (515) 733-4691 or write care of: Administrator, Story City Municipal Electric Utility, 505
Market Street, Story City, lowa 50248.



Story City Municipal Electric Utility

BALANCE SHEETS

ASSETS
CURRENT ASSETS

Cash
Certificate of deposit
Assets whose use is limited, required for current liabilities
Customer receivables, less allowance for

uncollectible accounts 2008 and 2007 $15,000
Inventories
Prepaid insurance

Total current assets

ASSETS WHOSE USE IS LIMITED

Designated by board for plant replacement and expansion
Cash
Certificates of deposit

Restricted for payment of long-term debt and interest
Cash
Certificates of deposit
Interest receivable

Less assets whose use is limited and that are required for current liabilities
Noncurrent assets whose use is limited

PROPERTY AND EQUIPMENT
Less accumulated depreciation
Total property and equipment

Totals

LIABILITIES AND EQUITY
CURRENT LIABILITIES

Current maturities of long-term debt
Accounts payable

Trade

Construction
Accrued interest
Accrued expenses

Total current liabilities

LONG-TERM DEBT, less current maturities

EQUITY
Invested in capital assets, net of related debt
Restricted
Unrestricted
Total equity

Totals

December 31

2008 2007
$ 306,410 $ 309,830
199,000 199,000
539,100 808,931
397,923 403,196
271,825 391,570
11,540 12,800
1,725,798 2,125,327
600,000 1,000,000
300,000 1,400,000
504,787 496,712
301,000 301,000
9,170 34,900
1,714,957 3,232,612
539,100 808,931
1,175,857 2,423,681
14,623,708 13,092,127
6,889,815 6,461,005
7,733,893 6,631,122
$10,635,548 $11,180,130
$ 500,000 $ 475,000
253,872 245,734
- 283,431
39,100 50,500
40,401 39,353
833,373 1,094,018
1,100,000 1,600,000
6,133,893 4,556,122
814,957 832,612
1,753,325 3,097,378
8,702,175 8,486,112
$10,635,548 $11.180,130




Story City Municipal Electric Utility
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN EQUITY

Year ended December 31

2008 2007
REVENUES
Electricity revenue
Residential $1,611,752 $1,587,858
Commercial 585,351 576,411
Large power 2,060,629 2,420,596
4,257,732 4,584,865
Other 18,936 20,336
Total revenues 4,276,668 4,605,201
EXPENSES
Production 3,071,707 3,318,450
Distribution 559,263 512,008
Administration and general 374,168 433,899
Total expenses, including depreciation
expense 2008 $476,139; 2007 $475,271 4,005,138 4,264,357
Operating income 271,530 340,844
NONOPERATING GAINS (LOSSES)
Interest income 70,511 184,530
Service donated to municipality (28,888) (29,875)
Interest expense (97,090) (124,489)
Amortization of financing costs - (11,700)
Total nonoperating gains (losses) (55,467) 18,466
Change in equity 216,063 359,310
TOTAL EQUITY
Beginning 8,486,112 8,126,802
Ending $8,702,175 $8,486,112

See Notes to Financial Statements.
_10_



Story City Municipal Electric Utility
STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash paid to suppliers for goods and services
Cash paid to employees for services
Other operating revenue received
Net cash provided by operating activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition of property and equipment
Interest paid on long-term debt
Principal payments on long-term debt
Net cash (used in) capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from maturities of investments
Purchase of investments
Interest received

Net cash provided by investing activities

NET (DECREASE) IN CASH

CASH
Beginning

Ending

See Notes to Financial Statements.
_11_

Year ended December 31

2008 2007
$4,234,117  $4,503,257
(2,968,995)  (3,430,347)

(429,813) (413,259)
18,936 20,336

854,245 679,087

(1,862,341) (493,842)
(108,490) (135,059)
(475,000) (445,000)

(2,445,831)  (1,073,901)

2,300,000 3,100,000
(1,200,000)  (3,000,000)
96,241 191,430
1,196,241 291,430
(395,345) (102,484)
1,806,542 1,909,026
$1,411,197  $1,806,542




Story City Municipal Electric Utility
STATEMENTS OF CASH FLOWS (continued)

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operating income
Adjustments to reconcile operating income to net cash
provided by operating activities
Depreciation
Service donated to municipality
Changes in assets and liabilities
(Increase) decrease in customer receivables
(Increase) decrease in inventories
(Increase) decrease in prepaid insurance
Increase in accounts payable, trade
Increase in accrued expenses

Net cash provided by operating activities

RECONCILIATION OF CASH PER STATEMENT
OF CASH FLOWS TO THE BALANCE SHEET
Per balance sheet
Current assets, cash
Assets whose use is limited
Designated by board for plant replacement and expansion, cash
Restricted for payment of long-term debt and interest, cash

Statement of cash flows totals

See Notes to Financial Statements.
_12_

Year ended December 31

2008 2007

$ 271530 $ 340,844
476,139 475,271
(28,888) (29,875)
5,273 (51,733)
119,745 (99,533)
1,260 (210)
8,138 41,499
1,048 3,724
$_854,245  $_679,987
$ 306,410 $ 309,830
600,000 1,000,000
504,787 496,712
$1,411,197  $1.806,542




Story City Municipal Electric Utility
NOTES TO FINANCIAL STATEMENTS

NOTE 1 SIGNIFICANT ACCOUNTING POLICIES
Nature of Business

Story City Municipal Electric Utility is the municipal electric utility of the City of Story City, lowa, organized under Chapter
388, Code of lowa, not subject to taxes on income. The Utility is governed by a three member Board of Trustees.

The financial statements of the Utility are presented in accordance with the uniform system of accounts as prescribed by
the Federal Energy Regulatory Commission.

Reporting Entity

For financial reporting purposes, Story City Municipal Electric Utility has included all funds, organizations, account
groups, agencies, boards, commissions and authorities that are not legally separate. The Utility 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 Utility are such that exclusion would cause the Utility's financial statements to
be misleading or incomplete. The Governmental Accounting Standards Board 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 Utility 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 Utility. These criteria also include organizations
that are fiscally dependent on the Utility. The Utility has no component units which meet the Governmental Accounting
Standards Board criteria.

The Utility is includable as a component unit within the City of Story City, lowa reporting entity due to fiscal dependence.
Measurement Focus and Basis of Accounting

The Utility is accounted for on the flow of economic resources measurement focus. The fundamental objective of this
focus is to measure whether the Utility is better or worse off economically as a result of events and transactions of the
period.

The financial statements have been prepared in accordance with accounting principles which are applicable to utility
proprietary funds of a governmental entity. The Utility uses the accrual basis of accounting. Under this basis, revenues
are recorded when earned and expenses are recorded when incurred, even though actual payment or receipt may not
occur until after the period ends.

Accounting Standards

Pursuant to Governmental Accounting Standards Board, GASB Statement No. 20, Accounting and Financial Reporting
for Proprietary Funds and Other Governmental Entities that Use Proprietary Fund Accounting, the Utility has elected to
apply only the provisions of relevant pronouncements of the Financial Accounting Standards Board, FASB, issued on or
before November 30, 1989.

Investments and Interest Income

The Utility's investments are nonnegotiable certificates of deposit reported at cost.

The nonnegotiable certificates of deposits are nonparticipating contracts not significantly affected by impairment of the
issuer's credit standing or other factors.

Interest income is reported as nonoperating gains.

-13-



Story City Municipal Electric Utility
NOTES TO FINANCIAL STATEMENTS
NOTE 1 SIGNIFICANT ACCOUNTING POLICIES (continued)
Inventories
Inventories are stated at cost, based on the first-in, first-out method.
Property and Equipment
Property and equipment acquisitions are recorded at cost. Depreciation is provided over the estimated useful life of
each class of depreciable asset and is computed on the straight-line method. The range of estimated useful lives
applied by the Utility is five to thirty years.
Equity
Equity is presented in the following three components:
Invested in capital assets, net of related debt
Invested in capital assets, net of related debt consists of capital assets, net of accumulated depreciation and reduced
by the outstanding balances of the long-term debt obligations that are attributable to the acquisition, construction, or
improvement of those assets.

Restricted equity

Restricted equity consists of funds on which constraints have been externally imposed by creditors, such as through
debt covenants, grantors, contributors, or laws or regulations of other governments.

Unrestricted equity

Unrestricted equity has no externally imposed restrictions on use.
Revenues, Expenses and Changes in Equity
For purposes of display, transactions deemed by management to be ongoing, major, or central to the provision of utility
services are reported as revenues and expenses. Peripheral or incidental transactions are reported as nonoperating
gains and losses.
Credit Policy
The Utility grants credit to customers, substantially all of whom are residents of Story City and surrounding areas.
Accounting Estimates and Assumptions
The preparation of financial statements in accordance with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of

the financial statements and the reported amounts of revenues and expenses during the reporting periods. Actual
results could differ from those estimates.

-14-



Story City Municipal Electric Utility
NOTES TO FINANCIAL STATEMENTS

NOTE 2 CASH AND INVESTMENTS

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

The Utility is authorized by statute to invest public funds in obligations of the United States government, its agencies
and instrumentalities; certificates of deposit or other evidences of deposit at federally insured depository institutions
approved by the Board of Trustees; 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.

As to interest rate risk, the Utility's investment policy limits the investment of operating funds in instruments that mature
within 397 days. Funds not identified as operating funds may be invested in investments with maturities longer than 397
days but the maturities shall be consistent with the needs and use of the Utility.

NOTE 3 ASSETS WHOSE USE IS LIMITED

Assets whose use is limited restricted for payment of long-term debt and interest are as follows for the year ended
December 31, 2008:

Sinking Reserve
Fund Account Total
BALANCE, beginning of year $ 531,612 $ 301,000 $ 832,612
Transfers from current assets, cash 565,835 - 565,835
Principal and interest payments (583,490) - (583,490)
BALANCE, end of year $_513,957 $_ 301,000 $_814,957

NOTE 4 PROPERTY AND EQUIPMENT

A summary of property and equipment and related accumulated depreciation is as follows:

December 31, 2008 December 31, 2007

Accumulated Accumulated
Cost depreciation Cost depreciation
Production $ 7,432,839 $4,183,928 $ 7,432,839 $3,951,585
Transmission 1,813,013 987,918 1,813,013 915,398
Distribution 5,377,856 1,717,969 3,177,325 1,580,615
General - - 13,822 13,407

Construction in progress - - 655,128 -
Totals $14,623,708 $6,889,815 $13,092,127 $6,461,005

Construction in progress at December 31, 2007 consisted primarily of progress billings for architect and engineering
fees and construction costs related to the Ultility's construction project. The project included construction of a
distribution facility. During the year ended December 31, 2008, the Utility completed the project and capitalized costs of
approximately $1.7 million. These costs were funded by assets whose use is limited, designated by board for plant
replacement and expansion.

-15-



Story City Municipal Electric Utility
NOTES TO FINANCIAL STATEMENTS

NOTE 4 PROPERTY AND EQUIPMENT (continued)

A summary of changes in property and equipment for the year ended December 31, 2008 follows:

Beginning Ending

balance Additions Deletions Transfers balance
Production $ 7,432,839 $ - $ - $ - $ 7,432,839
Transmission 1,813,013 - - - 1,813,013
Distribution 3,177,325 506,939 33,507 1,727,099 5,377,856

General 13,822 - 13,822 - -

Construction in progress 655,128 1,071,971 - (1,727,099) -
Totals 13,092,127 1,578,910 47,329 - 14,623,708
Less accumulated depreciation (6,461,005) (476,139) (47,329) - (6,889,815)
Net property and equipment $ 6,631,122 $1,102,771 $ — $ — $_ 7,733,893

A summary of changes in property and equipment for the year ended December 31, 2007 follows:

Beginning Ending

balance Additions Deletions balance
Production $ 7,492,963 $ - $ 60,124 $ 7,432,839
Transmission 1,923,313 - 110,300 1,813,013
Distribution 3,060,763 122,145 5,583 3,177,325
General 13,822 - - 13,822
Construction in progress - 655,128 - 655,128
Totals 12,490,861 777,273 176,007 13,092,127
Less accumulated depreciation (6,161,741) (475,271) (176,007) (6,461,005)
Net property and equipment $_6,329,120 $_302,002 $ — $ 6,631,122

NOTE 5 LONG-TERM DEBT
Long-term debt is summarized as follows:

Year ended December 31

2008 2007
Electric Revenue Notes, Series 2000 $1,600,000 $2,075,000
Less current maturities 500,000 475,000
Long-term debt, net of current maturities $1,100,000 $1,600,000

Electric Revenue Notes, Series 2000
The Utility issued Electric Revenue Notes, Series 2000 in the original amount of $3,010,000. The Notes are payable

serially each February 1 to 2011 at remaining interest rates ranging from 5.85% to 6%. The Notes are payable solely
from future net revenues of the Utility.

-16-



Story City Municipal Electric Utility
NOTES TO FINANCIAL STATEMENTS

NOTE 5 LONG-TERM DEBT (continued)

The amounts set aside as assets whose use is limited for payment of long-term debt and interest meet the requirements
of the Notes at December 31, 2008. The Notes contain a number of covenants regarding the operation of the Ultility,
and the Utility is in substantial compliance with those covenants.

The loan agreement calls for monthly deposits into a Sinking Fund to provide for interest upon and principal of the Notes
as the same become due. In addition, a Reserve Account is required in the amount of $301,000. This required
Reserve Account balance is to be maintained throughout the Notes repayment period. The amounts set aside as
restricted assets exceeded the requirements of the Sinking Fund and the Reserve Account at December 31, 2008.
Future funding requirements of the Sinking Fund during the remaining three years total 2009 $599,986; 2010 $599,029;
2011 $49,900.

As to the above Notes, Series 2000, the Utility has pledged all future revenues, net of certain operating expenses, to
repay the principal and interest. The Notes were issued to finance capital improvements of the Utility. The net
revenues are pledged through February, 2011. As of December 31, 2008 the remaining principal and interest on the
Series 2000 Notes was $1,166,633. The following is a comparison of the pledged net revenues and the principal and
interest requirements of the Notes for the years ended October 31, 2008 and 2007:

Year ended December 31

2008 2007
Change in equity $ 216,063 $ 359,310
Provision for depreciation 476,139 475,271
Interest expense on the Notes 97,090 124,489
Pledged net revenues $_789,292 $_959,070

Principal and interest requirements
Electric Revenue Notes 2000 $_583,490 $_ 580,059
Maturities required on long-term debt are as follows:

Year ending December 31 Principal Interest Total
2009 $ 500,000 $ 80,090 $ 580,090
2010 535,000 49,683 584,683
2011 565,000 16,950 581,950
Total 1,600,000 146,723 1,746,723
Less current maturities 500,000 80,090 580,090
Total long-term debt $1,100,000 $__ 66,633 $1,166,633

A summary of changes in long-term debt for the year ended December 31, 2008 follows:

Amount
Beginning Ending due within
balance Additions Deletions balance one year
Electric Revenue Notes, Series 2000 $2,075,000 $ - $_ 475,000 $1,600,000 $_ 500,000

-17-




Story City Municipal Electric Utility
NOTES TO FINANCIAL STATEMENTS

NOTE 5 LONG-TERM DEBT (continued)

A summary of changes in long-term debt for the year ended December 31, 2007 follows:

Amount
Beginning Ending due within
balance Additions Deletions balance one year
Electric Revenue Notes, Series 2000 $2,520,000 $ — $_ 445,000 $2,075,000 $_ 475,000

NOTE 6 DEFINED BENEFIT PENSION PLAN

The Utility 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.

For the year ended December 31, 2008, plan members were required to contribute 3.9% of their annual salary and the
Utility was required to contribute 6.05% of annual covered payroll. Contribution requirements are established by State
statute. The Utility's contributions to IPERS for the years ended December 31, 2008, 2007 and 2006 were $26,819,
$25,654 and $23,631, respectively, equal to the required contributions for each year.

NOTE 7 MAJOR CUSTOMERS

Electricity sales for the years ended December 31, 2008 and 2007 include sales to the following major customer which
accounted for approximately 10% or more of the total electricity sales of the Utility for those years.

Electricity sales
Year ended December 31
Customer 2008 2007

Customer A $_ 534,863 $_ 488,823

Customer receivable
December 31
Customer 2008 2007

Customer A $_ 45,819 $__ 36,346

NOTE 8 UTILITY RISK MANAGEMENT

The Utility 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 commercial insurance purchased
from independent third parties. The Utility assumes liability for any deductibles and claims in excess of coverage
limitations. Settled claims from these risks have not exceeded commercial insurance coverage in any of the past three
fiscal years.
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INDEPENDENT AUDITOR'S REPORT ON THE SUPPLEMENTARY INFORMATION

Board of Trustees
Story City Municipal Electric Utility
Story City, lowa

Our report on our audits of the basic financial statements of Story City Municipal Electric Utility for 2008
and 2007 appears on page four. Those audits were conducted for the purpose of forming an opinion
on the basic financial statements taken as a whole. The supplementary information 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 the audits of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

A?@mvw) /gm,%fta

DENMAN & COMPANY, LLP

West Des Moines, lowa
March 6, 2009
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PRODUCTION
Structures and improvements
Prime movers and generators
Accessory electric equipment
Total production

TRANSMISSION
Station equipment
Overhead interconnection line
Total transmission

DISTRIBUTION
Land
Structures and improvements
Poles and fixtures
Overhead conductors and devices
Underground conductors and devices
Transformers
Services and meters
Security lights leased
Street lighting system
Transportation equipment
Total distribution

GENERAL
Office furniture and equipment

OTHER
Construction in progress

Totals

Story City Municipal Electric Utility
SUMMARY OF PROPERTY AND EQUIPMENT AND
ACCUMULATED DEPRECIATION

Property and equipment

January 1, December 31,
2008 Additions Deletions Transfers 2008
$ 1,564,297 $ - $ - $ - $ 1,564,297
5,812,547 - - - 5,812,547
55,995 - - - 55,995
7,432,839 - - - 7,432,839
1,569,187 - - - 1,569,187
243,826 - - - 243,826
1,813,013 - - - 1,813,013
27,000 - - - 27,000
- - - 1,727,099 1,727,099
256,081 694 941 - 255,834
350,726 - 70 - 350,656
913,428 250,278 - - 1,163,706
851,439 232,056 965 - 1,082,530
286,664 14,074 - - 300,738
14,859 207 - - 15,066
52,513 - 502 - 52,011
424,615 9,630 31,029 - 403,216
3,177,325 506,939 33,507 1,727,099 5,377,856
13,822 - 13,822 - -
655,128 1,071,971 - (1,727,099) -
$13,092,127 $1,578,910 $__ 47,329 $ — $14,623,708
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Accumulated depreciation

January 1, December 31,
2008 Additions Deletions 2008
$ 451,475 $ 57,026 $ - $ 508,501
3,453,447 171,584 - 3,625,031
46,663 3,733 - 50,396
3,951,585 232,343 - 4,183,928
768,289 62,767 - 831,056
147,109 9,753 - 156,862
915,398 72,520 - 987,918
- 28,785 - 28,785
166,225 7,678 941 172,962
228,103 10,521 70 238,554
303,520 31,157 - 334,677
327,392 29,010 965 355,437
214,013 8,811 - 222,824
14,859 207 - 15,066
52,513 - 502 52,011
273,990 54,692 31,029 297,653
1,580,615 170,861 33,507 1,717,969
13,407 415 13,822 -
$6,461,005 $_476,139 $__ 47,329 $6,889,815
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Story City Municipal Electric Utility
EXPENSES

Year ended December 31

2008 2007
PRODUCTION
Salaries $ 110,079 $ 106,598
Payroll taxes 15,573 15,153
Employee benefits 36,127 34,771
Purchased power 2,629,442 2,797,324
Gas and ol 1,926 58,719
Maintenance 10,850 7,166
Supplies and expenses 35,367 41,934
Depreciation 232,343 256,785
3,071,707 3,318,450
DISTRIBUTION
Salaries 164,333 157,078
Payroll taxes 23,248 22,330
Employee benefits 32,852 29,719
Maintenance 24,791 21,392
Supplies and expenses 70,658 64,016
Depreciation 243,381 217,473
559,263 512,008
ADMINISTRATION AND GENERAL
Salaries 155,401 149,583
Payroll taxes 21,983 21,264
Employee benefits 17,944 18,632
Insurance 46,800 46,365
Property taxes 6,120 6,085
Audit 9,300 9,200
Other professional fees 3,940 3,690
Project expense - 31,750
Contributions 20,000 45,000
Uncollectible accounts 7,189 14,518
Supplies and expenses 90,577 93,547
Depreciation 415 1,013
Less overhead transfer (5,501) (6,748)
374,168 433,899
Totals $4,005,138 $4,264,357
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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
Story City Municipal Electric Utility
Story City, lowa

We have audited the financial statements of Story City Municipal Electric Utility as of and for the year
ended December 31, 2008, and have issued our report thereon dated March 6, 2009. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Utility's internal control over financial reporting
as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Utility's
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the Ultility's internal control over financial reporting.

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

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

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

1601 22nd Street, Suite 400, West Des Moines, lowa 50266-1453 » Telephone: (515) 225-8400 * Fax: (515) 225-0149
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Utility's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit and, accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are required to
be reported under Government Auditing Standards.

Comments involving statutory and other legal matters about the Utility's operations for the year ended
December 31, 2008 are based exclusively on knowledge obtained from procedures performed during
our audit of the financial statements of the Utility. Since our audit was based on tests and samples, not
all transactions that might have had an impact on the comments were necessarily audited. The
comments involving statutory and other legal matters are not intended to constitute legal interpretations
of those statutes. Those comments are presented in Part Il of the accompanying Schedule of Findings.

This report, a public record by law, is intended solely for the information and use of the Board of
Trustees, management, employees and citizens of the City of Story City and other parties to whom the

Utility may report. This report is not intended to be and should not be used by anyone other than these
specified parties.

Llorrmars # Gropamy, P
DENMAN & COMPANY, LLP

West Des Moines, lowa
March 6, 2009
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Story City Municipal Electric Utility
SCHEDULE OF FINDINGS
Year ended December 31, 2008

Part I—Findings Related to the Financial Statements

No matters regarding significant deficiencies, material weaknesses or instances of noncompliance related to the
financial statements were reported.

-25-



08-II-A
08-11-B
08-II-C
08-1I-D
08-1I-E
08-II-F
08-11-G

Story City Municipal Electric Utility
SCHEDULE OF FINDINGS
Year ended December 31, 2008

Part I—Findings Related to Required Statutory Reporting

QUESTIONABLE EXPENDITURES
No questionable expenditures of Utility funds were noted.
TRAVEL EXPENSES

No expenditures of Utility money for travel expenses of spouses of Utility officials and/or employees were
noted.

BUSINESS TRANSACTIONS

No business transactions were found between the Utility and Utility officials and/or employees.

BOARD MINUTES

No transactions were found that we believe should have been approved in the Board minutes but were not.
DEPOSITS AND INVESTMENTS

We noted no instances of noncompliance with the deposit and investment provisions of Chapters 12B and
12C of the Code of lowa and the Utility's investment policy.

REVENUE NOTES

The Utility was in compliance with all requirements of their revenue note agreement.

BOND COVERAGE

Surety bond coverage of Utility 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.
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