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PEAK & CO., LLP
CERTIFIED PUBLIC ACCOUNTANTS
1370 NW 114™ ST., SUITE 205
CLIVE, IA 50325

(515)277-3077

INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees of the
Eddyville Municipal Waterworks:

We have audited the accompanying financial statement of the Eddyville Municipal Waterworks,
Eddyville, Iowa, as of and for the year ended June 30, 2009. This financial statement is the responsibility of
Waterworks’ officials. Our responsibility is to express an opinion on this financial statement based on our
audit.

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

As described in Note 1, this financial statement was prepared on the basis of cash receipts and
disbursements, which is a comprehensive basis of accounting other than U.S. generally accepted accounting
principles. Also, as discussed in Note 1, the financial statement of the Eddyville Municipal Waterworks is
intended to present only the results of the transactions of that portion of the financial reporting entity of the
City of Eddyville attributable to the transactions of the Waterworks.

In our opinion, the aforementioned financial statement presents fairly, in all material respects, the
cash basis financial position of the Eddyville Municipal Waterworks as of June 30, 2009, and the respective
changes in cash basis financial position for the year then ended in conformity with the basis of accounting
described in Note 1.

In accordance with Government Auditing Standards, we have also issued our report dated January 7,
2010, on our consideration of the Eddyville Municipal Waterworks’ internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts 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 internal control over financial
reporting or 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 budgetary comparison information on pages 13 through 14 is not a required part of the basic
financial statement, 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 required supplementary information. We did
not audit the information and express no opinion on it.



The Waterworks has not presented management’s discussion and analysis which introduces the basic
financial statements by presenting certain financial information as well as management’s analytical insights on
that information that the Governmental Accounting Standards Board has determined is necessary to
supplement, although not required to be part of, the basic financial statement.

Our audit was performed for the purpose of forming an opinion on the aforementioned financial
statement taken as a whole. Other supplementary information included in Schedule 1 is presented for
purposes of additional analysis and is not a required part of the financial statement. Such information has
been subjected to the auditing procedures applied in our audit of the aforementioned financial statement and,
in our opinion, is fairly stated in all material respects in relation to the aforementioned financial statement

taken as a whole.

Peak & Co., LLP
Certified Public Accountants

January 7, 2010
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EDDY VILLE MUNICIPAL WATERWORKS

Exhibit A

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS AND CHANGES IN CASH

BASIS NET ASSETS

Year ended June 30, 2009

Enterprise
Fund
Water
Operating receipts:
Charges for service $ 81,073
Miscellaneous 8,496
Total operating receipts 89,569
Operating disbursements:
Business type activities 100,215
Total operating disbursements 100,215
Excess (deficiency) of operating receipts over (under) operating disbursements (10,646)
Non-operating receipts:
Interest on investments 9,517
Rental income 14,400
Intergovernmental 32,635
Total non-operating receipts 56,552
Change in cash basis net assets 45,906
Cash basis net assets beginning of year 263,291
Cash basis net assets end of year $ 309,197
Cash Basis Net Assets
Unrestricted $ 309,197
Total cash basis net assets $ 309,197

See notes to financial statement.



Note 1.

Note 2.

EDDYVILLE MUNICIPAL WATERWORKS
NOTES TO FINANCIAL STATEMENT

June 30, 2009

Summary of Significant Accounting Policies

A.

Reporting Entity

The Eddyville Municipal Waterworks is a component unit of the City of Eddyville, lowa,
as determined by criteria specified by the Governmental Accounting Standards Board.
The Waterworks is governed by a three-member board of trustees appointed by the City
Council, which exercises oversight responsibility under this criteria.

Basis of Presentation

The accounts of the Waterworks are organized on the basis of funds, each of which is
considered to be a separate accounting entity. The operations of each fund are accounted
for by providing a separate set of self-balancing accounts, which comprise its receipts,
disbursements and balances. The various funds are classified as Enterprise Funds in the
financial statement. Enterprise Funds are utilized to finance and account for the
acquisition, operation and maintenance of governmental facilities and services supported
by user charges.

Basis of Accounting

The Eddyville Municipal Waterworks maintains its financial records on the basis of cash
receipts and disbursements and the financial statement of the Waterworks is prepared on
that basis. The cash basis of accounting does not give effect to accounts receivable,
accounts payable and accrued items. Accordingly, the financial statement does not
present financial position and results of operations of the funds in accordance with U.S.
generally accepted accounting principles.

Assets and Net Assets

The following accounting policies are followed in preparing the Statement of Cash
Receipts, Disbursements and Changes in Cash Basis Net Assets.

Cash Equivalents — The Waterworks considers all short-term investments that are
highly liquid to be cash equivalents. Cash equivalents are readily convertible to
known amounts of cash and, at the day of purchase, have a maturity date no longer
than three months.

Budgets and Budgetary Accounting

The budgetary comparison and related disclosures are reported as Required
Supplementary Information.

Cash and Pooled Investments

The Waterworks deposits at June 30, 2009 were entirely covered by federal depository
insurance or by the State Sinking Fund in accordance with Chapter 12C of the Code of Towa.

This chapter provides for additional assessments against the depositories to insure there will be
no loss of public funds.



Note 2.

Note 3.

Note 4.

Cash and Pooled Investments (continued)

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

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

Interest rate risk — The Waterworks investment policy limits the investment of operating funds
(funds expected to be expended in the current budget year or within 15 months of receipt) to
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 Waterworks.

Pension and Retirement Benefits

The Waterworks 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
Iowa. IPERS provides retirement and death benefits which are established by state statute to
plan members and beneficiaries. IPERS issues a publicly available financial report that includes
financial statements and required supplementary information. The report may be obtained by
writing to IPERS, P.O. Box 9117, Des Moines, lowa 50306-9117.

Plan members are required to contribute 4.10% of their annual salary and the Waterworks is
required to contribute 6.35% of annual covered payroll. Contribution requirements are
established by State statute. The Waterworks’ contributions to IPERS for the year ended June
30, 2009, was $526, equal to the required contributions for the year.

Risk Management

The Waterworks is a member in the lowa Communities Assurance Pool, as allowed by Chapter
670.7 of the Code of lowa. The lowa Communities Assurance Pool (Pool) is a local
government risk-sharing pool whose 577 members include various governmental entities
throughout the State of lowa. The Pool was formed in August 1986 for the purpose of
managing and funding third-party liability claims against its members. The Pool provides
coverage and protection in the following categories: general liability, automobile liability,
automobile physical damage, public officials liability, police professional liability, property,
inland marine, and boiler/machinery. There have been no reductions in insurance coverage
from prior years.

Each member’s annual casualty contributions to the Pool fund current operations and provide
capital. Annual operating contributions are those amounts necessary to fund, on a cash basis,
the Pool’s general and administrative expenses, claims, claims expenses and reinsurance
expenses due and payable in the current year, plus all or any portion of any deficiency in capital.
Capital contributions are made during the first six years of membership and are maintained to
equal 300 percent of the total current members’ basis rates or to comply with the requirements
of any applicable regulatory authority having jurisdiction over the Pool.

The Pool also provides property coverage. Members who elect such coverage make annual
operating contributions which are necessary to fund, on a cash basis, the Pool’s general and
administrative expenses and reinsurance premiums, all of which are due and payable in the
current year, plus all or any portion of any deficiency in capital. Any year-end operating surplus
is transferred to capital. Deficiencies in operations are offset by transfers from capital and, if
insufficient, by the subsequent year’s member contributions.

-10-



Note 4.

Risk Management (continued)

The Waterworks’ property and casualty contributions to the risk pool are recorded as
disbursements from its operating funds at the time of payment to the risk pool. The
Waterworks’ annual contributions to the Pool for the year ended June 30, 2009 were $4,434.

The Pool uses reinsurance and excess risk-sharing agreements to reduce its exposure to large
losses. The Pool retains general, automobile, police professional and public officials’ liability
risks up to $350,000 per claim. Claims exceeding $350,000 are reinsured in an amount not to
exceed $2,650,000 per claim and $10,000,000 in aggregate per year. For members requiring
specific coverage from $3,000,000 to $10,000,000, such excess coverage is also reinsured.
Property and automobile physical damage risks are retained by the Pool up to $100,000 each
occurrence, each location, with excess coverage reinsured by the Travelers Insurance Company.

The Pool’s intergovernmental contract with its members provides that in the event a casualty
claim or series of claims exceeds the amount of risk-sharing protection provided by the
member’s risk-sharing certificate, or in the event that a series of casualty claims exhausts total
members’ equity plus any reinsurance and any excess risk-sharing recoveries, then payment of
such claims shall be the obligation of the respective individual member. As of June 30, 2009,
settled claims have not exceeded the risk pool or reinsurance coverage since the Pool’s
inception.

Members agree to continue membership in the Pool for a period of not less than one full year.
After such period, a member who has given 60 days’ prior written notice may withdraw from
the Pool. Upon withdrawal, payments for all claims and claims expenses become the sole
responsibility of the withdrawing member, regardless of whether a claim was incurred or
reported prior to the member’s withdrawal. Members withdrawing within the first six years of
membership may receive a partial refund of their capital contributions. If a member withdraws
after the sixth year, the member is refunded 100 percent of its casualty capital contributions.
However, the refund is reduced by an amount equal to the annual casualty operating
contribution which the withdrawing member would have made for the one-year period
following withdrawal.

The Waterworks also carries commercial insurance purchased from other insurers for coverage
associated with workers compensation in the amount of $1,000,000 each accident, $1,000,000
memo limit and $1,000,000 each employee limit. The Waterworks assumes liability for any
deductibles, and claims in excess of coverage limitations. Settled claims resulting from these
risks have not exceeded commercial insurance coverage in any of the past three fiscal years.

11 -
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EDDYVILLE MUNICIPAL WATERWORKS
BUDGETARY COMPARISON SCHEDULE
OF RECEIPTS, DISBURSEMENTS, AND CHANGES IN BALANCES -
BUDGET AND ACTUAL (CASH BASIS)
REQUIRED SUPPLEMENTARY INFORMATION

Year ended June 30, 2009

Budgeted Final
Amounts to Budget
Actual Original Variance
Receipts:

Use of money and property $ 23917 $ - $ 23917

Intergovernmental 32,635 - 32,635

Charges for service 81,073 107,700 (26,627)

Miscellaneous 8,496 - 8,496

Total receipts 146,121 107,700 38,421
Disbursements:;

Business type activities 100,215 107,700 7,485
Change in cash basis net assets 45,906 - 45,906
Cash basis net assets beginning of year 263,291 - 263,291
Cash basis net assets end of year $ 309,197 $ - $ 309,197

See accompanying independent auditor's report.
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EDDYVILLE MUNICIPAL WATERWORKS
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION — BUDGETARY REPORTING
June 30, 2009
The Eddyville Municipal Waterworks prepares a budget on the cash basis of accounting and
submits it to the City Council. In accordance with the Code of Iowa, the City Council annually
adopts a budget on the cash basis following required public notice and hearing for all funds. The
annual budget may be amended during the year utilizing similar statutorily prescribed procedures.
Formal and legal budgetary control is based upon classes of disbursements, known as functions,
not by fund. The Waterworks’ disbursements are budgeted in the business type activities function.

During the year, there were no budget amendments.

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

-14-
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EDDYVILLE MUNICIPAL WATERWORKS
Schedule 1
COMBINING SCHEDULE OF CASH RECEIPTS, DISBURSEMENTS AND
CHANGES IN CASH BASIS NET ASSETS
ENTERPRISE FUNDS

Year ended June 30, 2009

OPERATING RECEIPTS:
Charge for service -
Sale of water to meter customers $ 78,656
Sales of water - tank service 232
Meter rent 1,575
Connection fees 610
81,073
Miscellaneous -
Sales tax collected 5,073
Refunds and reimbursements 1,873
Customer deposits 1,550
8,496
Total operating receipts 89,569
OPERATING DISBURSEMENTS:
Business type activities -
Water -
Wages and payroll tax 55,546
Workers compensation 254
Unemployment 10
Dues and training 962
Vehicle operating costs 7,681
Electric and gas 6,692
Telephone 1,675
Maintenance 4,223
Printing and publication 320
Sales tax _ 5,269
Technology 770
Customer deposits 1,308
Insurance 4,434
Chemicals 4,055
Office supplies 601
Postage and shipping 360
Water tests 1,257
Construction project 4,491
Miscellaneous . 307
Total operating disbursements 100,215
Excess (deficiency) of operating receipts over
(under) operating disbursements (10,646)
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EDDYVILLE MUNICIPAL WATERWORKS

COMBINING SCHEDULE OF CASH RECEIPTS, DISBURSEMENTS AND

CHANGES IN CASH BASIS NET ASSETS
ENTERPRISE FUNDS

Year ended June 30, 2009

NON-OPERATING RECEIPTS:
Interest on investments
Rental income
Intergovernmental
Total non-operating receipts

Net change in cash basis net assets
Cash basis net assets, beginning of year

Cash basis net assets, end of year

See accompanying independent auditor's report.
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$ 9,517
14,400
32,635

56,552

45,906

263,291

$ 309,197

Schedule [ (continued)



PEAK & CO., LLP
CERTIFIED PUBLIC ACCOUNTANTS
1370 NW 114™ ST., SUITE 205
CLIVE, 1A 50325

(515) 277-3077

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF A FINANCIAL STATEMENT PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Board of Trustees of the
Eddyville Municipal Waterworks:

We have audited the accompanying financial statement of the Eddyville Municipal Waterworks,
Eddyville, lowa, as of and for the year ended June 30, 2009, and have issued our report thereon dated January
7,2010. Our report expressed an unqualified opinion on the financial statement which was prepared in
conformity with an other comprehensive basis of accounting. We conducted our audit in accordance with
U.S. generally accepted auditing standards and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Eddyville Municipal Waterworks’ internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of expressing
our opinion on the financial statement, but not for the purpose of expressing our opinion on the effectiveness
of Eddyville Municipal Waterworks’ internal control over financial reporting. Accordingly, we do not
express our opinion on the effectiveness of Eddyville Municipal Waterworks’ internal control over financial
reporting.

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

A control deficiency exists when the design or operation of the control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or a combination of control deficiencies,
that adversely affects the Eddyville Municipal Waterworks’ ability to initiate, authorize, record, process, or
report financial data reliably in accordance with an other comprehensive basis of accounting such that there is
more than a remote likelihood a misstatement of the Eddyville Municipal Waterworks’ financial statement
that is more than inconsequential will not be prevented or detected by the Eddyville Municipal Waterworks’
internal control. We consider the deficiencies in internal control described in Part 1 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 statement will not be
prevented or detected by the Eddyville Municipal Waterworks internal control.

-18-



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, of the significant
deficiencies described above, we believe items [-A-09, I-B-09, and I-C-09 are material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Eddyville Municipal Waterworks’
financial statement is free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and other matters, non-compliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express such
an opinion. The results of our tests disclosed no instances of non-compliance or other matters that are
required to be reported under Government Auditing Standards. However, we noted certain immaterial
instances of non-compliance or other matters that are described in Part II of the accompanying Schedule of
Findings.

Comments involving statutory and other legal matters about the Waterworks’ 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 Waterworks. 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.

Eddyville Municipal Waterworks’ responses to findings identified in our audit are described in the
accompanying Schedule of Findings. While we have expressed our conclusions on the Waterworks’
responses, we did not audit Eddyville Municipal Waterworks’ responses and, accordingly, we do not express
an opinion on them.

This report, a public record by law, is intended solely for the information and use of the officials,
employees and citizens of the Eddyville Municipal Waterworks and other parties to whom the Eddyville
Municipal Waterworks may report. This report is not intended to be and should not be used by anyone other
than these specified parties.

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

Peak & Co., LLP
Certified Public Accountants

January 7, 2010
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EDDY VILLE MUNICIPAL WATERWORKS
SCHEDULE OF FINDINGS

Year ended June 30, 2009

Part I: Findings Related to the Financial Statement

SIGNIFICANT DEFICIENCIES:

1-A-09 Segregation of Duties — One important aspect of internal control is the segregation of duties
among employees to prevent an individual employee from handling duties which are
incompatible. The issuance of receipt slips, bank deposits and the posting of the cash receipts to
the accounting records are sometimes all done by the same person.

Recommendation — We realize with the limited number of office employees, segregation of
duties is difficult. However, the Waterworks should review its control procedures to obtain the
maximum internal control possible under the circumstances.

Response — We will consider this.
Conclusion - Response acknowledged. The Waterworks should segregate duties to the extent

possible with existing personnel and utilize administrative personnel to provide additional
control through review of financial transactions and reports.

1-B-09 Reconciliation of Utility Billings, Collections and Delinquencies — Utility billings, collections

and delinquent accounts were not reconciled throughout the year and a delinquent accounts
listing was not prepared.

Recommendation — A listing of delinquent accounts should be prepared on a quarterly basis.
Procedures should be established to reconcile utility billings, collections and delinquencies for
each billing period. The Board of Trustees or an independent person should review the
reconciliations and monitor delinquencies.

Response — We will review this situation.

Conclusion - Response accepted.

INSTANCES OF NON-COMPLIANCE:

No matters were noted.
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EDDYVILLE MUNICIPAL WATERWORKS
SCHEDULE OF FINDINGS

Year ended June 30, 2009

Part II: Other Findings Related to Required Statutory Reporting

11-A-09

11-B-09

11-C-09

1I-D-09

1I-E-09

I1-F-09

11-G-09

Certified Budget - 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 Waterworks money for travel expenses of spouses of
Waterworks officials or employees were noted.

Business Transactions — No business transactions between the Waterworks and Waterworks
officials or employees were noted.

Bond Coverage - Surety bond coverage of Waterworks 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.

Board of Trustee Minutes — Transactions were found that we believe should have been approved
in the trustee minutes but were not. Several invoices were not approved by the Board of
Trustees, and were not published, as required by Chapter 388.4 of the Code of lowa.

Recommendation - The Waterworks should ensure all invoices are approved by the Board of
Trustees, and are published in the newspaper as required by the Code of lowa.

Response — We will implement this in the future.
Conclusion - Response accepted.

Deposits and Investments - Instances of noncompliance with the deposit and investment
provisions of Chapter 12B and 12C of the Code of lowa were noted.

The Waterworks does not have an investment policy. In addition, the Waterworks has not
approved a depository, and the maximum amount which may be kept on deposit in each
depository, as required by Chapter 12C.2 of the Code of lowa.

Recommendation — The Waterworks should implement procedures to ensure compliance with
Chapter 12B and 12C of the Code of lowa in regards to an investment policy and depositories.

Response — We will implement this recommendation.

Conclusion - Response accepted.
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11-H-09

I1-1-09

EDDYVILLE MUNICIPAL WATERWORKS
SCHEDULE OF FINDINGS
Year ended June 30, 2009
Utility Rates — Section 384.83 and 384.84 of the Code of Iowa requires that utility rates must be
established by resolution of the Board of Trustees, published in the same manner as an
ordinance. We noted that the utility rates currently charged by the Waterworks are not entirely

consistent with the utility rates as documented in the resolution.

Recommendation — The Waterworks follow the above Code sections on utility rate
establishment.

Response — We will implement this recommendation.
Conclusion - Response accepted.

Miscellaneous — The Waterworks did not establish a separate fund for the utility meter deposits.
Currently this activity is accounted for in the water fund.

Recommendation — The Waterworks should establish a separate fund for the utility meter
deposits to properly account for the special requirement for the source of funds.

Response — We will implement this recommendation.

Conclusion - Response accepted.
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