




































































































































































































































































































































































'I"HE MUNICIPAL ELECTRIC, GAS, WATER, AND COMMUNICATIONS UTILITIES
OF THE CITY OF CEDAR FALLS, IOWA

REPORT ON INTERNAL CONTROL
(Including Required Auditor Communications to the Board of Trustees)

December 31, 2010



U
~ BAKER TILLY

Baker Tilly Virchow Krause, LLP
Ten Terrace Cr, PO Box 7398
Madison, W1 537077398

tel 608 249 6622

fax 608 249 8532

bakertilly.com

To the Board of Trustees
Cedar Falls Utilities
Cedar Falis, lowa

In planning and performing our audit of the financial statements of the Municipal Electric, Gas, Water, and
Communications Utilities of the City of Cedar Falls, lowa (Utility or Utilities) as of and for the year ended
December 31, 2010, 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, we considered its internal control over financial reporting (internal
control) 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 its internal control.
Accordingly, we do not express an opinion on the effectiveness of its internal control.

Our consideration of the Utilities’ internal control was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be significant
deficiencies or material weaknesses.

A deficiency in internal control 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 and correct
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial _
statements will not be prevented, or detected and corrected on a timely basis. We did not identify any significant
deficiencies or material weaknesses during the course of our audit.

This report is intended solely for the information and use of the board and management and is not intended to
be, and should not be, used by anyone other than the specified parties.

baler Ty Virdino Kiaseca, LLP

Madison, Wisconsin
March 31, 2011

&" independent membsr of

BAKER TILLY
INTERNATIONAL



COMMUNICATION TO THE BOARD OF TRUSTEES

This portion of the letter is to inform the board about significant matters related to the annual audit so that it can
appropriately discharge its oversight responsibility of the financial reporting process.

OUR RESPONSIBILITY UNDER AUDITING STANDARDS GENERALLY
ACCEPTED IN THE UNITED STATES OF AMERICA

The objective of a financial statement audit is the expression of an opinion on the financial statements. We
conducted the 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. These standards require that we plan and perform our audit to obtain
reasonable, rather than absolute, assurance about whether the financial statements prepared by management
with your oversight are free of material misstatement, whether caused by error or fraud. Our audit included
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. Our audit does not relieve management or (those charged with
governance) of their responsibilities.

As part of the audit we obtained an understanding of the entity and its environment, including internal control,
sufficient to assess the risks of material misstatement of the financial statements and to design the nature,
timing and extent of further audit procedures. The audit was not designed to provide assurance on internal
control or to identify deficiencies in internal control.

OTHER INFORMATION IN DOCUMENTS CONTAINING AUDITED FINANCIAL STATEMENTS

Our responsibility does not extend beyond the audited financial statements identified in this report. We do not
have any obligation to and have not performed any procedures to corroborate other information contained in
client prepared documents.

PLANNED SCOPE AND TIMING OF THE AUDIT

We performed the audit according to the planned scope and timing previously communicated to the Board and
management. ’ '

QUALITATIVE ASPECT OF ACCOUNTING POLICIES

Management has the responsibility for selection and use of appropriate accounting policies. In accordance with
the terms of our engagement letter, we will advise management about the appropriateness of accounting
policies and their application. The significant accounting policies used by the Utilities are described in Note 1 to
the financial statements. No new accounting policies were adopted and the application of existing policies was
not changed during 2010. We noted no transactions entered into by the Utilities during the year that were both
significant and unusual, and of which, under professional standards, we are required to inform you, or
transactions for which there is a lack of authoritative guidance or consensus.

ACCOUNTING ESTIMATES

Accounting estimates are an integral part of the financial statements prepared by management and are based
on management's knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensitive estimates affecting the financial statements were those related to unbilted
revenues, incurred but not recorded claims, allowance for doubtful accounts and other post employment
benefits. Other estimates include the recording of depreciation expense on utility infrastructure.
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COMMUNICATION TO THE BOARD OF TRUSTEES (cont.)

FINANCIAL STATEMENT DISCLOSURES

The disclosures in the financial statements are neutral, consistent, and clear.
DIFFICULTIES ENCOUNTERED IN PERFORMING THE AupIT

We encountered no significant difficulties in dealing with management in performing our audit.
AUDIT ADJUSTMENTS

Professional standards require us to accumulate all known and likely misstatements identified during the audit,
other than those that are trivial, and communicate them to the appropriate level of management.

For purposes of this letter, professional standards define an audit adjustment as: a proposed correction of the
financial statements that, in our judgment, may not have been detected except through our auditing procedures.
An audit adjustment may or may not indicate matters that could have a significant effect on the Utilities’ financial
reporting process. Matters underlying adjustments proposed by the auditor could potentially cause future
financial statements to be materially misstated. We did not encounter any audit adjustments during the course
of the audit. We also did not encounter any immaterial passed audit adjustments during the course of the audit.

DISAGREEMENTS WITH MANAGEMENT

For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter that
could be significant to the financial statements or the auditor’s report. We are pleased to report that no such
disagreements arose during the course of our audit.

CONSULTATIONS WITH OTHER ACCOUNTANTS

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Ultilities’ financial statements or a determination of the type of auditors’ opinion that
may be expressed on those statements, professional auditing standards require the consuiting accountant to
discuss this with the auditor to determine that the consultant has all the relevant facts. To our knowledge, there
were no such consultations with other accountants.

MANAGEMENT REPRESENTATIONS

We have requested certain representations from management that are included in the management
representation letter. This letter is attached.

INDEPENDENCE

We are not aware of any relationships between Baker Tilly Virchow Krause, LLP that, in our professional
judgment, may reasonably be thought to bear onh our independence.

Relating to our audit of the financial statements of for the year ended December 31, 2010, Baker Tilly Virchow
Krause, LLP hereby confirms in accordance with the Code of Professional Conduct issued by the American
Institute of Certified Public Accountants, that we are, in our professional judgment, independent with respect to
the Utilities and provided no services to the Utilities other than audit services provided in connection with the
audit of the current year's financial statements.

Page 2




COMMUNICATION TO THE BOARD OF TRUSTEES (cont.)

OTHER AUDIT FINDINGS OR ISSUES

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Utilities' auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.

We appreciate the courtesy and assistance extended to us by your personnel during the audit. If you have any

questions on our comments, or if we can offer our services in any other way during the year, don’t hesitate to
contact us. Thank you for allowing us to serve the Ultilities.
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CEDAR FALLS UTILITES

The Pawer of Sery

March 31, 2011

Baker Tilly Virchow Krause, LLP
Ten Terrace Court

P.O. Box 7398

Madison, WI 53707

We are providing this letter in connection with your audits of the financial statements of The Municipal .
Electric, Gas, Water and Communications Utilities of the City of Cedar Falls, Iowa (Utility or Utilities),
each a component unit of the City of Cedar Falls, Jowa, as of December 31, 2010 and 2009 and for the
years then ended for the purpose of expressing opinions as to whether the financial statements of each
Utility presents fairly, in all material respects, the respective financial position, results of operations, and
cash flows of the Utility in conformity with accounting principles generally accepted in the United
States of America. We confirm that we are responsible for the fair presentation in the financial
statements of financial position, results of operations and cash flows in conformity with accounting
principles generally accepted in the United States of America. We are also responsible for adopting
sound accounting policies, establishing and maintaining internal control and preventing and detecting
fraud.

Certain representations in this letter are described as being limited to matters that are material. For
purposes of this letter, materiality is as follows for each utility: (1) Electric - $250,000, (2) Gas -
$100,000 (3) Water - $30,000 and (4) Communications - $100,000. Items are considered material
regardless of size, if they involve an omission or misstatement of accounting information that, in the
light of surrounding circumstances, makes it probable that the judgment of a reasonable person relying
on the information would be changed or influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, the following representations made to you during
your audit.

1. The financial statements referred to above are fairly presented in conformity with accounting
principles generally accepted in the United States of America, and include all disclosures
necessary for such fair presentation and disclosures otherwise required to be included therein by
the laws and regulations to which the Utilities are subject.

2. We have made available to you all:

a. Financial records and related data

Lty Pumkovay, POy Boe 760« Cedar Falls, Towa 50613 o DL 2122060761 o Fro 3TRIGHRIRN o wwwarlurmn



Baker Tilly Virchow Krause, I.LP March 31, 2011

b. Minutes of the meetings of our governing body and we have provided drafts minutes of
the of the March 9, 2011 meeting and an agenda for the March 30, 2011 meeting for
which minutes have not yet been prepared.

There have been no communications from regulatory agencies concerning noncompliance with,
or deficiencies in, financial reporting practices.

There are no material transactions that have not been properly recorded in the accounting records
underlying the financial statements.

We are not aware of any deficiencies in the design or operation of internal control over financial
reporting.

We acknowledge our responsibility for the design and implementation of programs and controls
to prevent and detect fraud.

We have no knowledge of any fraud or suspected fraud affecting the Utilities involving:

a. Management,
b. Employees who have significant roles in internal control over financial reporting, or
c. Others whete the fraud could have a material effect on the combined financial statements.

We have no knowledge of any allegations of fraud or suspected fraud affecting the Utilities
received in communications from employees, former employees, analysts, regulators, or others.
(As to ttems 6, 7 and 8, we understand the term “fraud" to mean those matters described in
Statement on Auditing Standards No. 99.).
We, along with the Board, are responsible for the Utilities’ compliance with laws and regulations
applicable to each utility, including debt contracts and debt covenants; and we have identified
and disclosed to you all laws, regulations and provisions of contracts and grant agreements that
we believe have a direct and material effect on the determination of financial statement amounts,
including legal and contractual provisions for reporting specific activities in separate funds.
There have been no violations or possible violations of laws or regulations whose effects should
be considered for disclosure in the combined financial statements or as a basis for recording a
loss contingency.
The Utilities have no plans or intentions that may materially affect the carrying value or
classification of assets and liabilities.
The following, if material, have been properly recorded or disclosed in the combined financial
statements:
a. Related-party transactions, including sales, purchases, loans, transfers, leasing
arrangements, and guarantees, and amounts receivable from or payable to related parties.
(We understand the term "related party” to include those entities described in Statement
on Auditing Standards No. 45, footnote 1.).

b. Joint ventures

c. Guarantees, whether written or oral, under which the Utilities are contingently liable.
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Baker Tilly Virchow Krause, LLP March 31,2011

19.

20.

d. Significant estimates and material concentrations known to management that are required
to be disclosed in accordance with the AICPA's Statement of Position 94-6, Disclosure of
Certain Significant Risks and Uncertainties. (Significant estimates are estimates at the
balance sheet date that could change materially within the next year. Concentrations
refer to volumes of business, revenues, available sources of supply, or markets or
geographic areas for which events could occur that would significantly disrupt normal
finances within the next year.)

Each Utility has appropriately reconciled its books and records (e.g., general ledger accounts)
underlying the financial statements to their related supporting information (e.g., sub ledger or
third-party data). All related reconciling items considered to be material were identified and
included on the reconciliations and were appropriately adjusted in the combined financial
statements. There were no material unreconciled differences or material general ledger suspense
account items that should have been adjusted or reclassified to another account balance. There
were no material general ledger suspense account items written off to a balance sheet account,
which should have been written off to an income statement account and vice versa. All
consolidating entries have been properly recorded. Each Utility has satisfactory title to all
owned assets, and there are no liens or encumbrances on such assets nor has any asset been
pledged as collateral, except as disclosed in the combined financial statements.

Each Utility has complied with all aspects of contractual agreements that would have a material
effect on the financial statements in the event of noncompliance.

Plant-in-Service is stated at original cost and includes only property that is used and useful in the
Utility’s business. The depreciation rates for 2010 and 2009 are appropriate for each Utility. All
depreciation is structured for full recovery in rates.

All cash and bank accounts and all other properties and assets of the Utilities, of which we are
aware, are included in the financial statements at December 31, 2010 and 2009,

There are no arrangements with financial institutions involving compensating balances or other
arrangements involving restrictions on cash balances, lines of credit, or similar arrangements,
except that some cash is resitricted as to bond agreements and is disclosed in the financial
statements.

Receivables recorded in the financial statements represent bona fide claims against debtors for
sales or other charges arising on or before the balance sheet dates and are not subject to discount.
Receivables classified as current do not include any material amounts which are collectible after
one ycar. All receivables have been appropriately reduced to their estimated net realizable value,

We have reviewed any loans receivable for impairment, applied a systematic methodology for
measuring and documenting loan losses and made appropriate allowances thereon, if necessary.

Materials and supplies recorded in the financial statements arc stated at the lower of cost or
market, cost being determined on the basis of average cost, and due provision was made to
reduce all slow-moving, obsolete, or unusable inventories to their estimated useful or scrap
values. Inventory quantitics at the balance sheet dates were determined from the Utilities'
perpetual inventory records. which have been adjusted on the basis of physical inventories taken
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Baker Tilly Virchow Krause, LLLP March 31, 2011

23.
24.

25,

26.

by competent employees at various times during the year. Liabilities for amounts unpaid are
recorded for all items included in inventories at the balance sheet dates.

All borrowings and financial obligations of the Ultilities, of which we are aware, are included in
the financial statements at December 31, 2010 and 2009, as appropriate. We have fully disclosed
to you all borrowing arrangements of which we are aware.

The Utilities have not violated any covenants or requirements of the bond resolutions and other
agreements related to outstanding Utilities securities during any of the periods reported. We
have fully disclosed to you all covenants and information related to how we determined our
compliance with the terms of the covenants.

Tax-exempt bonds issued have retained their tax-exempt status.

We assume responsibility for the findings of specialists in evaluating coal inventory and the self-
insurance reserves and have adequately considered the qualifications of the specialists in
determining the amounts and disclosures used in the financial statements and underlying
accounting records. We did not give nor cause any instructions to be given to specialists with
respect to the values or amounts derived in an attempt to bias their work, and we are not
otherwise aware of any matters that have had an impact on the objectivity of the specialists

The Utilities have reviewed tangible long-lived assets, any operating lease agreements that
contain return provisions that require the leased assets to be returned in the same condition that
existed at lease inception (i.c., the agreement requires the removal of any leasehold
improvements at the end of the lease term) and other agrecments for associated asset retirement
obligations (AROs), and have recognized related liabilities where required, in accordance with
FASB Statement No. 143, Accounting for Asset Retirement Obligations and FIN 47 dccounting

Jor Conditional Asset Retirement Obligations. The methods and assumptions used to measure

the fair value of recorded or considered AROs are appropriate and reasonable under the
circumstances and utilize the best available information. If no liability amounts for these areas
have been recorded it has been determined that they do not exist at December 31, 2010 and 2009.

The Utilities record contributions in aid of construction {from customer contributions, primarily
relating to expansions to the Utilities® facilitates, as Non-operating Revenues in the statements of
revenues, expenses and changes in net assets. Non-Cash contributions of capital are valued at
estimated market cost.

We are not aware of any commitments for future purchasés of electricity for quantities in excess
of anticipated requirements or at prices that will result in a loss or lack of ability to recover costs
through current and future vates. There are no provisions for losses to be sustained in the
fulfillment of, or from inability to fulfill, any sales commitments.

All liabilities of the Utilities, of which we are aware, are included in the financial statements at
the balance sheet dates. Except as described in the notes to the financial statements, there are no
other liabilities or gain or loss contingencies that are required to be accrued or disclosed by ASC
450 Contingencies (Financial Accounting Standards Board (FASB) Statement No. 5, Accounting

Jfor Contingencies), and no unasserted claims or assessments that our legal counsel has advised

us are probable of assertion and required to be disclosed in accordance with that Statement.
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29.

30.

3.

Net asset components (invested in capital assets, net of related debt; restricted; and unrestricted)
are propetly classified.

With respect to information required by the Governmental Accounting Standards Board (GASB)
to be presented with the basic financial statements (required supplementary information or RSI):

a.

R8T is presented and measured according to authoritative guidelines on a basis consistent
with that of the prior year.

RRSI is consistent with the basic financial statements.

Management’s discussion and analysis (MD&A) is based on facts, decisions, or
conditions currently known to management.

The Utilities are in compliance with the requirements of the Code of lowa Section 388.10
Municipal Utilities Providing Telecommunications Services regarding the subsidization of
telecommunications operations by the ¢lectric and water utilities

With respect to federal and state award programs -

a.

We are responsible for understanding and complying and have complied with the
requirements of the Single Audit Act Amendments of 1996, OMB Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations, the State Single Audit
Guidelines, and any other applicable laws and regulations and provisions of contracts and
grant agreements, including requirements relating to preparation of the schedule of
expenditures of federal and state awards.

We have prepared the schedule of expenditures of federal awards in accordance with
OMB Circular A-133 and the State Single Audit Guidelines, and have identified and
disclosed in the schedule expenditures made during the audit period for all awards
provided by federal and state agencies in the form of grants, federal cost-reimbursement
contracts, loans, loan guarantees, property (including donated surplus property),
cooperative agreements, interest subsidies, insurance, food commodities, direct
appropriations, and other assistance.

We acknowledge our responsibility for presenting the schedule of expenditures of federal
awards (SEFA) in accordance with requirements of OMB Circular A-133 §310.b, and we
believe the SEFA, including its form and content, is fairly presented in accordance with
the Circular. The methods of measurement and presentation of the SEFA have not
changed from those used in the prior period and we have disclosed to you any significant
assumptions and interpretations underlying the measurement and presentation of the
SEFA.

We have identified and disclosed to you all of our government programs and related
activities subject to OMB Circular A-133 and the State Single Audit Guidelines.

We are responsible for understanding and complying with, and have complied with in all
material respects the requirements of laws, regulations, and the provisions of contracts
and grant agreements related to cach of our federal and state programs and have
identified and disclosed to you the requirements of laws, regulations, and the provisions

Page 5 of 7




Baker Tilly Virchow Krause, [.LLP March 31, 2011

m,

of contracts and grant agreements that are considered to have a direct and material effect
on each major federal and state program.

We are responsible for establishing and maintaining, and have established and maintained
effective internal control over compliance requirements applicable to federal and state
programs that provide reasonable assurance that we are administering our federal and
state awards in compliance with laws, regulations, and the provisions of contracts and
grant agreements that could have a material effect on our federal and state programs, We
believe the internal control system is adequate and is functioning as intended. Also, no
changes have been made in the internal control system to the date of this letter that might
significantly affect internal control, including any corrective action taken with regard to
reportable conditions reported in the schedule of findings and questioned costs.

We have made available to you all contracts and grant agreements (including
amendments, if any) and any other correspondence with federal and state agencies or
pass-through entities relating to each major federal and state program.

We have received no requests from a federal or state agency to audit one or more specific
programs as a major program.

We have complied, in all material respects, with the compliance requirements, including
when applicable, those set forth in the OMB Circular A-133 Compliance Supplement and
the State Single Audit Guidelines, relating to federal and state awards and have identified
and disclosed to you all amounts questioned and any known noncompliance with the
requirements of federal and state awards, including the results of other audits or program
reviews.

We are not aware of any instances of noncompliance with the applicable compliance
requirements subsequent to the period covered by the auditors’ report.

We have disclosed any communications from grantors and pass-through entities
concerning possible noncompliance with the applicable compliance requirements, if any,
including communications received from the end of the period covered by the compliance
audit to the date of the auditors’ report.

We have disclosed to you the findings received and related corrective actions taken for
previous audits, attestation agreements, and internal or external monitoring that directly
relates to the objectives of the compliance audit, if any, including findings received and
corrective actions taken up to the date of the auditors’ report.

We have charged costs to federal and state awards in accordance with applicable cost
principles.

We have made available to you all documentation related to the compliance
requirements, including information related to federal and state program financial reports
and claims for advances and reimbursements.

Federal and state program financial reports and claims for advances and reimbursements
are supported by the books and records from which the {inancial statements have been
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prepared, and are prepared on a basis consistent with the schedule of expenditures of
federal and state awards.

The copies of federal and state program financial reports provided you are true copies of
the reports submitted, or electronically transmitted, to the respective federal and state
agency or pass-through entity, as applicable.

We are responsible for and have accurately prepared the summary schedule of prior audit
findings to include all findings required to be included by OMB Circular A-133 and the
State Single Audit Guidelines and we have provided you with all information on the
status of the follow-up on prior audit findings by federal and state awarding agencies and
pass-through entities, including all management decisions.

We are responsible for and have accurately prepared the auditee section of the Data
Collection Form as required by OMB Circular A-133.

We are responsible for preparing and implementing a corrective action plan for each
audit finding. ‘

We have disclosed to you all contracts or other agreements with our service

organizations, and we have disclosed to you all communications from the service
organization relating to noncompliance at the service organizations.

To the best of our knowledge and beltef, no events have occurred subsequent to the balance sheet date
and through the date of this letter that would require adjustment to or disclosure in the aforementioned
combined financial statements.

Signed:

Signed:

Vo » / {_
T e | / ,
wu./ﬁ»' Date 2[5 L

James R. ‘f{riég General Manager/CEO

s /.« -

|2

Date

Lynn M. Miller. Director of Finanee/CFO
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INDEPENDENT AUDITORS' 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

To the Board of Trustees
of Cedar Falls Utilities
Cedar Falls, lowa

We have audited the financial statements of the Municipal Electric, Gas, Water, and Communications Utilities of
the City of Cedar Falls, lowa (Cedar Falls Utilities), component units of the City of Cedar Falls, lowa, as of and
for the year ended December 31, 2010, and have issued our report thereon dated March 31, 2011. Our report
includes a reference to other auditors. 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 Cedar Falls Utilities 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 Cedar Falls Ultilities internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of Cedar Falls
Utilities internal control over financial reporting.

A deficiency in internal control 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 and correct
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity's financial
statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of the internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over financial
reporting that might be deficiencies, 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.

&T) jependent member of

an ind mber o
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To the Board of Trustees
of Cedar Falls Utilities
Cedar Falls, lowa

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Cedar Falls Utilities 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.

We noted certain matters that we reported to management of Cedar Falls Utilities in a separate letter dated
March 31, 2011.

This report is intended solely for the information and use of Cedar Falls Utilities management, others within the
entity, federal and state awarding agencies and pass-through entities and is not intended to be, and should not
be, used by anyone other than these specified parties.

BJM Z—//)/ Ve clord /{fwz_el LLF

Madison, Wisconsin
March 31, 2011
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS THAT COULD HAVE
A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 AND THE SCHEDULE
OF EXPENDITURES OF FEDERAL AWARDS

To the Board of Trustees
of Cedar Falls Utilities
Cedar Falls, lowa

Compliance

We have audited the Municipal Electric, Gas, Water, and Communications Utilities of the City of Cedar Falls,
lowa (Cedar Falls Utilities), component units of the City of Cedar Falls, lowa, compliance with the types of
compliance requirements described in the OMB Circular A-133 Compliance Supplement that could have a
direct and material effect on its major federal program for the year ended December 31, 2010. Cedar Falls
Utilities major federal program is identified in the summary of auditors’ results section of the accompanying
schedule of findings and questioned costs. Compliance with the requirements of laws, regulations, contracts,
and grants applicable to its major federal program is the responsibility of Cedar Falls Utilities management. Our
responsibility is to express an opinion on Cedar Falls Utilities compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about Cedar Falls Utilities
compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination of Cedar Falls Utilities compliance with those requirements.

In our opinion, Cedar Falls Utilities complied, in all material respects with the compliance requirements referred
to above that could have a direct and material effect on each of its major federal major programs for the year
ended December 31, 2010. However, the results of our auditing procedures disclosed instances of
noncompliance with those requirements, which are required to be reported in accordance with OMB Circular A-
133 and which are described in the accompanying schedule of findings and questioned costs as item 10-01.
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To the Board of Trustees
of Cedar Falls Utilities
Cedar Falls, lowa

Internal Control Over Compliance

Management of Cedar Falls Utilities is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. in
planning and performing our audit, we considered Cedar Falls Utilities internal control over compliance with the
requirements that could have a direct and material effect on a major federal program to determine the auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on internal control
over compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on
the effectiveness of the internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of Cedar Falls Utilities internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a federal
program on a timely basis. A material weakness in internal control over compliance is a deficiency, or
combination of deficiencies, in internal control over compliance, such that there is reasonable possibility that
material noncompliance with a type of compliance requirement of a federal program will not be prevented, or
detected and corrected, on a timely basis.

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

Schedule of Expenditures of Federal Awards

We have audited the statements of Cedar Falls Utilities as of and for the year ended December 31, 2010 and
have issued our report thereon dated March 31, 2011. Our audit was performed for the purpose of forming
opinions on the financial statements taken as a whole. The accompanying schedule of expenditures of federal
awards is presented for purposes of additional analysis as required by OMB Circular A-133 and is not a
required part of the financial statements. Such information has been subjected to the auditing procedures
applied in the audit 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.

Cedar Falis Utilities response to the finding identified in our audit is described in the accompanying schedule of
findings and questioned costs. We did not audit Cedar Falls Utilities response and, accordingly, we express no
opinion on it.

This report is intended solely for the information and use of the Board of Trustees, management, others within

the entity, federal and state awarding agencies and pass-through entities and is not intended to be, and should
not be, used by anyone other than these specified parties.

BJM 77//)/ Vircloned /’\//ew,ce, LLF

Madison, Wisconsin
March 31, 2011, except for the schedule of expenditures of
Federal Awards, as to which the date is July 21, 2011
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THE MUNICIPAL ELECTRIC, GAS, WATER AND COMMUNICATIONS UTILITIES

OF THE CITY OF CEDAR FALLS, IOWA

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Year Ended December 31, 2010

Federal
CFDA

Federal

Federal Grantor/Pass-Through Grantor/Program Number Identifying Number Expenditures

FEDERAL PROGRAMS
U. S. Department of Housing and Urban Development
Pass- through program from:
City of Cedar Falls, lowa:
Community Development Block Grants/Entitlement Grants
2010 Entitlement 81.128
2010 Block Grant Low Income 81.128

Total Department of Housing and Urban Development

U.S. Department of Energy
Renewable Energy Research and Development Program 81.087
Pass- through program from:
Office of Energy Independence:
State Energy Program Grant 81.041

Total U.S. Department of Energy

U.S. Department of Homeland Security
Pass- through program from:
lowa Departments of Homeland Security:
Disaster Grants - Public Assistance (Presidentially
Declared Disasters) - Flood 2008 97.036
Disaster Grants - Public Assistance (Presidentially
Declared Disasters) - Wind Storm 2009 406 program 97.036
Disaster Grants - Public Assistance (Presidentially

3 80,000
80,000

160,000

DE-EE0000398 16,277

DE-EE000162 61,864

78,141

013-000CA-00 677,917

013-000CA-00 570,299

Declared Disasters) - Floodwall Pumps 97.039 HMGP-DR-1688-0035-01 8,451

Total U.S. Department of Homeland Security

TOTAL FEDERAL PROGRAMS

1,256,667

$ 1,494,808

See accompanying notes to schedule of expenditures of federal awards.
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THE MUNICIPAL ELECTRIC, GAS, WATER AND COMMUNICATIONS UTILITIES
OF THE CITY OF CEDAR FALLS, IOWA

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended December 31, 2010

NOTE 1 - REPORTING ENTITY

This report on Federal Awards includes the federal awards of The Municipal Electric, Gas, Water, and
Communications Utilities of the City of Cedar Falls, lowa (Cedar Falls Utilities). The reporting entity for
Cedar Falls Utilities is based upon criteria established by the Governmental Accounting Standards Board.

NOTE 2 - BASIS OF PRESENTATION

The accounting records for the federal awards are maintained on the accrual basis, i.e., when the
revenue has been earned and the liability is incurred.

The information in this schedule is presented in accordance with the requirements of OMB Circular A-
133, Audits of States, Local Governments, and Non-profit Organizations.
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THE MUNICIPAL ELECTRIC, GAS, WATER AND COMMUNICATIONS UTILITIES
OF THE CITY OF CEDAR FALLS, IOWA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended December 31, 2010

SECTION | - SUMMARY OF AUDITORS’ RESULTS

FINANCIAL STATEMENTS
Type of auditors’ report issued: unqualified
Internal control over financial reporting:

> Material weakness identified? yes X no

> Significant deficiency identified? yes X none reported

Noncompliance material to financial statements
noted? yes X no

FEDERAL AWARDS
Internal control over major programs:

> Material weakness identified? yes X no

>  Significant deficiency identified? yes X none reported

Type of auditor's report issued on compliance for major programs: unqualified

Any audit findings disclosed that are required to be
reported in accordance with section 510(a) of OMB
Circular A-1337? X yes no

Auditee qualified as low-risk auditee? yes X no

Dollar threshold used to distinguish between type A
and type B programs: $ 300,000

ldentification of major federal programs:

CFDA Number Name of Federal Program

97.036 Disaster Grants — Public Assistance,
Residentially Declared Disaster
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THE MUNICIPAL ELECTRIC, GAS, WATER AND COMMUNICATIONS UTILITIES
OF THE CITY OF CEDAR FALLS, IOWA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended December 31, 2010

SECTION Il — FINANCIAL STATEMENT FINDINGS REQUIRED TO BE REPORTED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

None

SECTION Ill — FEDERAL FINDINGS AND QUESTIONED COST

Finding 10-01:

97.036 Disaster Grants — Public Assistance (Presidentially Declared Disasters)

Criteria:

OMB Common Rule A-102 requires that Federal agencies, or their subgrantees, shall not award contracts
to vendors that are debarred or suspended, or otherwise excluded from or ineligible for participation in
Federal assistance programs under Executive Order 12549. Agencies, or subgrantees, shall establish
procedures for the effective use of the List of Parties Excluded from Federal Procurement or
Nonprocurement programs to assure that they do not contract with listed parties in violation of the
Executive Order.

Condition:

The utility did not verify that vendors were not suspended or debarred before approving contracts with
them.

Effect:

The utility could be awarding federal funds to vendors or subrecipients that have been suspended or
debarred from federal contracts.

Cause:

The utility was unaware of this requirement.

Recommendation:

We recommend that the utility incorporate this step into the normal contracting process.
Management Response:

We were unaware of this requirement and will incorporate this step as recommended in the future.
However, all vendors used were not on the suspended or debarred listing.
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BAKER TILLY

Baker Tilly Virchow Krause, LLP
‘Ten Terrace Ct, PO Box 7398
Madison, W153707-7398

tel 608 249 6622

fax 608 249 8532

bakertilly.com

To the Board of Trustees
of Cedar Falls Utilities
Cedar Falls, lowa

In planning and performing our audit of federal awards of the Municipal Electric, Gas, Water, and
Communications Utilities of the City of Cedar Falls, lowa (Cedar Falls Utilities), component units of the City of
Cedar Falls, lowa, as of and for the year ended December 31, 2010, in accordance with auditing standards
generally accepted in the United States of America, Government Auditing Standards, OMB Circular A-133
Audits of States, Local Governments, and Non-Profit Organizations and the State Single Audit Guidelines., we
considered its internal control over financial reporting (“internal control”) as a basis for designing our auditing
procedures for the purpose of expressing our opinions on the federal awards, but not for the purpose of
expressing an opinion on the effectiveness of its internal control. Accordingly, we do not express an opinion on
the effectiveness of its internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was
not designed to identify all deficiencies in internal control that might be significant deficiencies or material
weaknesses and, therefore, there can be no assurance that all such deficiencies have been identified.
However, as discussed below, we identified certain deficiencies in internal control, which are defined by
auditing standards to fall within three categories:

> 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 and correct
misstatements on a timely basis.

> A significant deficiency is a deficiency, or combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance.

> A material weakness is a deficiency, or combination of deficiencies, in internal control such that there is a
reasonable possibility that a material misstatement of the Utilities financial statements will not be prevented,
or detected and corrected on a timely basis.

The following pages contain descriptions of identified control deficiencies.

This communication is intended solely for the information and use of the Board of Trustees and management
and is not intended to be, and should not be, used by anyone other than the specified parties.

Baerw Ty Virchno Kiesa, L-LP

Madison, Wisconsin
July 21, 2011
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REPORT ON INTERNAL CONTROLS - DETAILS

COMMENT 1 REPORTING REVIEW

Results: During our audit we noted, that the progress reports submitted to the lowa Homeland Security
and Emergency Management Division were not being reviewed by a second individual prior to
submission.

Recommendation: We recommend that CFU review their reporting process to ensure all report are
reviewed prior to submission.

Management Response: Wind reports were reviewed by a second individual, however a signed review
copy was not made and kept in the file. The flood disaster was prepared by the Director and no second

review was made. Beginning in 2011, current procedures have the quarterly flood report prepared by staff
" with the review by the Director. The reviews of both reports are now documented in the file.

COMMENT 2: SUSPENSION AND DEBARMENT VERIFICATION

Results: During our audit we noted that suspension and debarment verification checks were not being
performed prior to contracting with vendors.

Recommendation: We recommend CFU review their process and procurement manual to incorporate
the suspension and debarment verification requirements.

Management Response: We were unaware of this requirement and will incorporate this step as
recommended in the future. However, all vendors used were not on the suspended or debarred listing.
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