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A Professional Corporation
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Independent Auditor’s Report

Board of Trustees
Vinton Municipal Electric Utility
Vinton, lowa

We have audited the accompanying balance sheets of the Vinton Municipal Electric Utility, a component
unit of the City of Vinton, lowa, as of June 30, 2012 and 2011, and the related statements of revenue,
expenses and changes in net assets and cash flows for the years then ended. These financial
statements are the responsibility of the Vinton Municipal Electric 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 contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audits 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 the Vinton Municipal Electric Utility as of June 30, 2012 and 2011, and the changes
in its financial position and 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 January 18,
2013 on our consideration of the Vinton 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. 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.

3128 Brockway Road, P.O. Box 240, Waterloo, 1A 50704-0240 « (319) 233-5225 « Fax (319) 233-3188 « E-Mail w@hoganhansen.com

Member of American Institute of CPAs - lowa Society of CPAs 2
Algona * Belmond ¢ Cedar Falls « Cedar Rapids * Clear Lake » Mason City « Waterloo



Board of Trustees
Vinton Municipal Electric Utility
Page 2

The accompanying Management's Discussion and Analysis on pages 4 through 8 is not a required part
of the basic financial statements but is supplementary information required by the Governmental
Accounting Standards Board which considers it to be an essential part of the financial reporting for
placing the basic financial statements in an appropriate operational, economic or historical context. We
have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the required supplementary information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplementary information included on pages 19 and 20, including the schedule of
expenditures of federal awards required by the U.S. Office of Management and Budget (OMB)
Circular A-133, Audits of States, Local Governments and Non-Profit Organizations, is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in our audits of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the supplementary information is fairly stated in
all material respects in relation to the basic financial statements taken as a whole.

ALOMM - #Aﬂ.réxl

HOGAN - HANSEN

Waterloo, lowa
January 18, 2013



Vinton Municipal Electric Utility
Management’s Discussion and Analysis

The Vinton Municipal Electric Utility (Utility) provides this Management's Discussion and
Analysis of its financial statements. This narrative overview and analysis of the financial
activities is for the fiscal year ended June 30, 2012. We encourage readers to consider this
information in conjunction with the Utility’s financial statements, which follow.

2012 Financial Highlights

The Utility’s operating revenue decreased 8%, or $370,726, from fiscal 2011 to fiscal 2012 due
mainly to selling less electricity as a result of mild weather throughout the year.

The Utility’s operating expenses were 7%, or $275,205, less in fiscal 2012 than in fiscal 2011
due mainly to purchasing less power as a result of the mild weather.

The Utility’s net assets increased 9%, or $851,784, from June 30, 2011 to June 30, 2012.

In the fiscal year ended June 30, 2012, the Utility’s material inventory included in capital assets
not subject to depreciation increased $36,056, or 8%.

Two tankers of fuel oil were purchased during the fiscal year period, one in July for $24,678 and
one in December for $22,640.

The Utility contracted services of Chapman Metering to come and test about 10% of the Utility’s
electric meters, an lowa Utility Board requirement. Chapman Metering was here about two
weeks in late December, 2011 and again in January, 2012 and the total cost to the Utility was
$7,452.

In the regular September, 2011 Board meeting, the Utility Board offered to rent utility farm
ground to a former tenant and the tenant accepted the offer of $12,000. The Board held a
special meeting on September 21, 2011 to reconsider the purchase of a new pickup. The Board
approved the purchase of the new pickup with the final cost of $27,376.

In November, 2011 the Utility Board approved the purchase of GIS/GPS equipment for system
mapping, the cost of which is to be shared between the Utility and City. The cost of equipment
and one-day training was $12,065. The Board also approved the purchase of a battery-powered
crimper with an estimated cost of around $3,900. The crimper was purchased from Fletcher-
Reinhardt for the amount of $3,305.

In February, 2012 the Utility Board voted to release $6,500 from the budget for Vinton Unlimited
to pursue continued economic development. The Board also approved the purchase of a new
aerial truck with a not-to-exceed price of $104,411 which did not include a trade-in value. The
aerial truck purchase will be split over two budget years. The chassis will be purchased under
the FY 2011-2012 budget and the aerial unit will be under FY 2012-2013.



In April, 2012 the Utility Board approved the overhaul cost of unit 9 generator with an estimated
cost of $187,000. Parts were ordered in May and June to be paid for out of the FY 2011-2012
budget. Labor costs and some minor parts purchases will be on next year’s budget. During the
April meeting, the Board also approved payment of the AmeriCorps NCCC contribution for
economic development of $20,000 to be refunded over two to three months’ time applied to the
lowa Braille School account.

In June, 2012 the Utility Board voted to hire Michels Power to do a line conversion project with
a Not to Exceed (NTE) of $300,000. Conversion work is to begin October 1, 2012 under the
2012-2013 fiscal year. The Board also approved the purchase of a new FLIR thermal camera
for around $1,900 plus tax and shipping. The total cost was $2,028.

The Energy Adjustment Factor (EAF) was used again in FY 2011-2012. The average EAF for
the fiscal year was $0.0339. The maximum EAF was $0.0578 and occurred in July, 2011 and
the lowest EAF was $0.0201 which occurred in August, 2011.

CIPCO filed a motion to stay in the impending court case putting it on hold. A settlement offer
has been mutually agreed upon pending a FERC ruling.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Utility’s basic
financial statements. The Ultility is a single purpose component unit of the City of Vinton, lowa
(City). The Utility provides electricity to its customers at rates designed to recover the cost of
providing the electricity, including costs associated with installation and maintenance of
electricity generating, acquisition and transmission systems. As a result, the Utility prepares
financial statements as a single purpose enterprise in a manner similar to a private-sector
business.

The balance sheets present information on all of the Ultility’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net
assets may serve as a useful indicator of whether the financial position of the Utility is improving
or deteriorating.

The statements of revenue, expenses and changes in net assets present information showing
how the Utility’s net assets changed during the year. All changes in net assets are reported as
soon as the underlying event giving rise to the change occurs, regardless of the timing of the
related cash flows. Thus, revenue and expenses are reported in this statement for some
transactions that will result in cash flows in the following year.

The statements of cash flows present information showing major sources and uses of cash by
four types of activities. The activities are operating; noncapital financing; capital and related
financing; and investing. Also included is a schedule which reconciles income from operations
to net cash provided by operating activities.

The basic financial statements can be found on pages 9 through 11 of this report.



The notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the basic financial statements. Notes are considered to
be an integral part of financial statements prepared in accordance with generally accepted
accounting principles. The notes to the financial statements can be found on pages 12
through 18 of this report.

Financial Analysis
Net assets may serve over time as a useful indicator of an entity’s financial position. The
Utility's assets exceeded its liabilities by $10.1 million and $9.3 million on June 30, 2012 and
2011, respectively.

The following is a summary of the composition of net assets at June 30:

2012 2011

(Restated)

CUIMENE ASSELS .. iivii i $ 4,138,764 $ 4,081,142

Noncurrent, noncapital assets.........cccccceeevieeeeeereennns 540,496 470,038

Capital assets, net of accumulated depreciation....... 5,932,617 5,048,293

TOtal ASSEIS e 10,611,877 9,599,473

Current LiabilitieS.....coouvieeiiiieeee e, 503,432 342,812
Net Assets

Invested in capital assets .........cccccciiiiiiieeeeeeeenns 5,932,617 5,048,293

(0 ] =1y (o3 (=T PR 4,175,828 4,208,368

Total Net ASSELS ..cvviiieiieeeee e $ 10,108,445 $ 9,256,661

Net assets invested in capital assets are a large portion of the Utility’s net assets, 59% at
June 30, 2012, and reflect its net investment in capital assets (e.g., land; structures and
improvements; replacement materials; electric generation, supply and distribution systems;
meters; machinery; equipment; and construction in progress). The Utility uses these capital
assets to provide electricity and services to the citizens; consequently, these assets are not
available for future spending.

Unrestricted net assets may be used to meet the Utility’s ongoing obligations to citizens and
creditors. It is the Utility's intention to use these assets for future operating purposes and capital
asset acquisition and improvements. The Board of Trustees has designated $750,000 of
unrestricted net assets for a self insurance reserve and $1,802,465 for a capital improvements
reserve.

At both June 30, 2012 and 2011, the Utility reported positive balances in both categories of net
assets.

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



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

2012 2011

(Restated)

Operating reVENUE........ccceeeeeieeeeiieeee e $ 4,340,335 $ 4,711,061
Operating EXPENSES ........uuuuuuuiriiiiiiiiiniiiiniinininnnnnnnnnes 3,825,117 4,100,322
Operating INcome (LOSS).......uvveeviieeeiiiieiiiiiiieeeenn, 515,218 610,739
Net nonoperating revenue (EXPENSES) ........cceeeeeeeens 336,566 245,083
Change in Net ASSetS ........ccevvieivieeeeeeeeeiiccee e 851,784 855,822
Net Assets - Beginning of Year .......ccccccvvvvvvivienennnn. 9,256,661 8,400,839
Net Assets - End of Year.........cccevviiiiiiiiiiiiiiiieeeens $ 10,108,445 $ 9,256,661

Operating revenue is the Utility’s primary source of revenue and is generated from electricity
sales and other services to customers. For 2012, operating revenue decreased $370,706 from
2011 due to mild weather resulting in lower usage of electricity.

Operating expenses totaled $3,825,117 for 2012, a $275,205 decrease from 2011. These
expenses represent the Ultility’s costs to provide electricity and services to customers.
Operating expenses included depreciation expense of $210,620 and $192,432 for the years
ended June 30, 2012 and 2011, respectively.

Net nonoperating revenue (expense) includes state and federal grants for flood and
windstorm costs, expenses incurred as a result of the flood and windstorm, interest income,
miscellaneous nonoperating items and the change in the Utility’s share of net assets of RPGI.
Net nonoperating revenue for the year ended June 30, 2012 was $336,566 compared to net
nonoperating revenue of $245,083 for the year ended June 30, 2011. This is primarily due to
the increase in the Utility’s share of net assets of RPGI.

Budgetary Highlights

Each year, the Board of Trustees adopts a budget using the modified cash basis of accounting
which differs from the accrual basis of accounting used for the accompanying financial
statements. The budget information is provided to the City of Vinton and is included in the City’s
total budget. The Utility’s original budget was not amended during either of the years ended
June 30, 2012 or 2011.

Actual cash receipts were $1,077,280 greater than the budgeted amount of $4,630,361 due to
federal reimbursements for flood and windstorm damage.

Actual cash disbursements were $2,002,017 less than the budgeted amount of $7,161,116 due
to purchasing less power, no payments in lieu of taxes, projects not being completed and not
utilizing the contingency amount.



Capital Assets and Long-Term Debt

The Utility’s investment in capital assets amounted to approximately $5.9 million and $5 million
at June 30, 2012 and 2011, respectively, (net of accumulated depreciation of approximately
$7.68 million and $7.47 million at June 30, 2012 and 2011, respectively). This investment in
capital assets includes land; structures and improvements; replacement materials; electric
generation, supply and distribution systems; meters; machinery; equipment; and construction in
progress.

Additional information about the Utility’s capital assets can be found in Note 5 to the financial
statements.

The Utility has no long-term debt.

Economic Factors and Next Year's Budget and Rates

The Utility’s primary source of revenue is electricity sales. Due to increasing costs of purchasing
electricity and fuels to produce electricity, fuel cost adjustments are added to billing rates.

Budgeted revenue has been adjusted to reflect the increase in rates.

Operating expenses for 2013 are expected to increase modestly over the same expenditures in
2012 due to increases in pay rates, increases in health insurance and energy purchases.

Contacting the Electric Utility’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers and creditors with
a general overview of the Utility’s finances and to show the Ultility’s accountability for the money
it receives. If you have questions about this report or need additional financial information,
contact Cindy Michael, Secretary, P.O. Box 529, Vinton, IA 52349.
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Balance Sheets

As of June 30, 2012 and 2011

2012
Assets
Current Assets
CaS N e s $ 2,793,913
Certificates of dEPOSIt.......ccoeveeeiiiiiiiii e, 500,000
Receivables
Trade accounts (net of allowance for doubtful accounts)....... 273,959
City Of VINEON .o 12,193
UNDIIEA rEVENUE ....ceeeeeiieeeeee e 267,073
Federal grantsS.........coouuieiiiiiieeeeecee e 41,228
STALE GrantS ...ccee i 88,286
1 =T 1S 411
Current portion of notes - City of Vinton ............ccccevvvceeneenns. 59,293
Y2101 (0] § [T 39,540
Prepaid EXPENSES.....coi i i 62,868
Total CUIreNt ASSEES .ueiiieeiiiieeie e 4,138,764
Noncurrent Assets
Capital Assets
Not subject to depreciation..............eevvveeveeeiiiiiiiiiiiiiiiiiiieieeee, 2,548,894
Depreciable (net of accumulated depreciation) ..................... 3,383,723
Notes receivable - City of Vinton...........ccccooooeeiiiiiiiiiinieeeecees 258,820
Investment in RPGI JOINt VENTUIE ............uuiiiiiiiiiiiiiiiiiiiiiiiiiiiinee 281,676
Total NONCUITENT ASSELS c.uiveiieiieeeeeee e 6,473,113
B0 ) =1 XYY < £ $ 10,611,877
Liabilities
Current Liabilities
ACCOUNES PAYADIE ........uuviiiiiiiiiiii $ 399,316
Accrued Payroll..........ccoiiiiiiicce e 10,554
Accrued compensated abSENCES............uuuuuriiiiiiiiiiiiiiiiiiiiiiiianns 87,941
SaAlES AN USE tAX .. civuiiiiiieiiie et aaaas 5,621
Total Current LiabilitieS.......oovviieiiiiii e, 503,432
Net Assets
Invested in capital aSSetS.........iii i 5,932,617
(0 1Sy (o1 (<o [ 4,175,828
Total NEt ASSELS .ouiiiiiiiiee e 10,108,445
Total Liabilities and Net ASSEtS .....ivvvviviiiiiiiieieeeeeee e, $ 10,611,877

See accompanying notes to the financial statements.

2011
(Restated -
Note 13)

$ 1,709,359
950,000

350,114
13,863
264,516
475,061
170,178
1,438
39,049
46,884
60,680
4,081,142

2,241,384
2,806,909
298,113
171,925
9,518,331

$ 9,599,473

$ 247,520
8,546
80,296

6,450

342,812

5,048,293
4,208,368
9,256,661

——— .

$ 9,599,473



Statements of Revenue, Expenses and Changes in Net Assets

Years Ended June 30, 2012 and 2011

Operating Revenue

EleCtriCity SaleS..........uuuiiiiiiiiiiiiiii e
Sales and services to City of Vinton ...........cccccceeeeeeieiiieeiinnnnnn.
Other charges and miscellaneous .............cccccceeeeeeeeeeceeeiiinnnnn.

Total Operating REVENUE...........ccuvviiiiiiieeeieeeiee e,

Operating Expenses

Generation and purchased POWET .............ccovvvviiiiiiiiiiiiiiieeeee,
DISTIDULION ...t
CUSEOMEr ACCOUNTS.....cceiiiiiiiiiiii et e e et
Administration and general...............ccccuueiiiiiiiiiiiiii
Administration by City of VINtON .............uuiiiiiiiiiiiiiiiiiiiiiiiiiiiees
DEPreciation ......cccuviiiii e

Total Operating EXPensSes ...,

Operating INCOME .......uiiiii i

Nonoperating Revenue (Expenses)

Federal grants ............ccccueeieiiiiiiii
SHALE GraNnTS ...cuu i
FIOOd EXPENSE....ccvviiii i
WiNASLOIM EXPENSE.....uuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiibbiiebeebeeeeeeeeeeennenees
INEErESE INCOME ... uuiieiiiiiiiiiieii e eeeneenenes
Equity in net income (loss) of RPGI joint venture....................
Y TETot =] [ F= T 1= To 11 L

Total Nonoperating Revenue (EXpenses).......cccceeeeeeeeeen,

Change in Net ASSEetS....cccoiiiiiiiiiiiiice e e
Net Assets - Beginning of Year........cccccviieeiiiieeciveeiieee e,

Net Assets - ENA Of YA ...

See accompanying notes to the financial statements.

2012

$ 4,096,054
137,639
106,642

4,340,335

2,745,679
360,095
41,388
407,935
59,400
210,620
3,825,117

515,218

685,438
90,874

(615,434)
16,242
109,751

49,695

336,566
851,784
9,256,661

$ 10,108,445

2011
(Restated -
Note 13)

$ 4,470,653
143,597

96,811

4,711,061

2,938,414
337,463
27,388
359,061
245,564
192,432
4,100,322

610,739

358,017
20,499
(165,216)

24,729
(20,478)

27,532

245,083
855,822
8,400,839

$ 9,256,661

10



Statements of Cash Flows

Years Ended June 30, 2012 and 2011

Cash Flows From Operating Activities

Cash received from CUStOMErS .........cccovviiiiiiiiiiiiiiiee

Cash received from primary government..........ccccccvvvveveieeennnnnnn.

Cash paid to or on behalf of employees.........ccccccceeeiiiiiiriiininnnnnn.

Cash paid to SUPPIEIS ..c.vveeii e

Cash paid to primary government..........ccccvvvvevveiiiieiiiieieiieeeeeee
Net Cash Provided by Operating Activities .....................

Cash Flows From Noncapital Financing Activities
Miscellaneous nonoperating reVeNUE .................eeuvememmenmnnnnnnennnns
NoNcapital Grants ..........coooiiiiiiiiii e
Nonoperating expense - flood COSES ........ceeeiieeiiiiiiiiiiiieie e,
Nonoperating expense - wWindstorm COStS ..........coevvvvviiiiieeenrrennnns
Net Cash Provided by Noncapital Financing Activities ..

Cash Flows From Capital and Related Financing Activities
Acquisition of capital aSSELS.......cccevieiiiiiiiiiiiiii e

Cash Flows From Investing Activities

Proceeds from maturities of certificates of deposit......................

Purchase of certificates of deposit.........cccceeeveeeriiiiiiiiiiiineeeeenns

Interest received on savings and certificates of deposits ............

Collections on notes from City of VINtoN ..........ccvvvviiiiiiiiiiinnnnn.

Loan made to the City of VINtON..............uuuuiiiiiiiiiiiiiiiiiiiiiiiiiiinnnes
Net Cash Provided by (Used in) Investing Activities ......

Net Increase in Cash .......ooouiiiiiii i
Cash - Beginning of Year .........c.ccciiieii e,

Cash - ENA Of Y@aI ..o

Reconciliation of Operating Income to Net Cash
Provided by Operating Activities
Operating iNCOME .......coouiiiii i e
Adjustments to Reconcile Operating Income to Net Cash
Provided by Operating Activities
DEPIECIAtION ...
Capital assets not subject to depreciation used for
P11 (=T = Uy (o =
Change in Assets and Liabilities
(Increase) decrease in operating receivables...................
(Increase) decrease in inventories and prepaid expenses
Increase (decrease) in accounts payable...............cc..eee.
Increase (decrease) in accrued exXpenses............cceeeeennn.

Net Cash Provided by Operating Activities ........cccccoeeeeeereeeees

See accompanying notes to the financial statements.

2012 2011
(Restated -
Note 13)
$ 4,276,294 $ 4,513,148
139,309 142,011
(678,946) (636,700)
(2,746,431) (3,318,697)
(59,400) (245,564)
930,826 454,198
49,695 27,532
1,292,037 1,067,670
— (165,216)
(615,434) —
726,298 929,986
(1,058,888) (1,096,948)
2,250,000 2,500,000
(1,800,000) (2,500,000)
17,269 25,103
39,049 38,814
(20,000) (330,000)
486,318 (266,083)
1,084,554 21,153
1,709,359 1,688,206
$ 2,793,913 $ 1,709,359
$ 515,218 $ 610,739
210,620 192,432
(36,056) (165,768)
75,268 (55,902)
5,156 (19,042)
151,796 (107,717)
8,824 (544)
$ 930,826 $ 454,198
11



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Reporting Entity

The Vinton Municipal Electric Utility (Utility) is a municipal utility that is a political subdivision and
component unit of the City of Vinton, lowa. The Utility provides electricity to customers in the City of
Vinton, lowa. The Utility’s rates are set by its governing board. The Vinton Municipal Electric Utility
Board of Trustees has oversight responsibility for most electricity acquisition and generation and
distribution within the City of Vinton. All activities with which the Board has oversight responsibility are
included in the financial statements.

Measurement Focus and Basis of Accounting

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

The Utility applies all applicable Governmental Accounting Standards Board (GASB) pronouncements,
as well as the Financial Accounting Standards Board Accounting Standards Codification, unless these
pronouncements conflict with or contradict GASB pronouncements.

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

Use of Estimates

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

Concentrations

The Utility either generates its own electricity or purchases electricity for resale to its customers. Most
electricity is purchased. Virtually all purchased electricity is from Resale Power Group of lowa (RPGI).
Although there are a limited number of suppliers, the Utility believes that other suppliers could provide
comparable power.

Budgeting

The Utility is required to prepare a budget each year and submit it to the City of Vinton. The City
combines the Utility’s budget with other proprietary activities in the total City budget which is submitted
to the State of lowa. The Utility prepares its budget using the cash basis of accounting. The Utility's 2012
budget and comparison to cash basis activity is as follows:

2012 2011
Actual diSbUurSEmMENtS .........coovviiiiiiiee e $ 5,159,099 $ 5,463,125
Budgeted disbursements............coooiiiiiiii i 7,161,116 5,881,571
Actual Disbursements Over (Under) Budget........ccccccceo... $ (2,002,017) $ (418,446)

Cash and Certificates of Deposit
The Utility's deposits at year end were entirely covered by federal depository insurance or by the State
Sinking Fund.

12



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Trade Accounts Receivable

Electric sales are billed monthly in conjunction with other City-provided utilities. Payment is due within
20 days of billing. After proper notice, unless other arrangements are made, electric power is turned off
on customers 30 days past due. Uncollected accounts are typically written off after 90 days.

Unbilled Revenue Receivable

Sales of electricity used from the time of the last meter reading in May or June through June 30 has not
been billed and the resulting receivable is not included in trade receivables. The Utility estimates unbilled
revenue based on the proportion of unbilled days in June to the number of days in the billing period
times the amount billed in July. The result is reported as unbilled revenue receivable.

Inventories
Inventories, consisting of fuel and lubricants, are stated at the lower of first-in; first-out (FIFO) cost or
market.

Capital Assets

The capital assets consist of assets in service and assets not in service consisting of construction in
progress and distribution system and electric plant materials inventories which will generally be
converted to other capital assets. Capital assets are recorded at cost with depreciation computed on
assets in service except for land under the straight-line method over useful lives as follows:

Type Estimated Useful Lives
Buildings and imMProVEMENTS. .. .. it it e e e e e ea s 20 - 50 Years
Generation EQUIPIMENT ........oiiiiiiiie e 10 - 50 Years
DiISTIDULION SYSTEIM ...ttt 25 -40 Years
Plant toO0IS and qUIPIMENT .........uuuiiiiiiiiiiiiii e 10 - 25 Years
OffiCe EQUIPMENT ... ..o e e e e e e e a e e e e e e e eeanees 3-10 Years
Jacket radiator @QUIPMENT .......oooiiiiii e 25 Years
Transportation EQUIPMENT...........uiiiii e e e e e eeeeeeeaenes 5-10 Years

Depreciation expense for the years ended June 30, 2012 and 2011 was $210,620 and $192,432,
respectively.

Major outlays for capital assets and improvements are capitalized as "in process" while projects are
constructed and transferred to capital assets in service upon completion.

Operating Revenue
The Utility defines operating revenue as revenue derived from normal sales and services related to the
delivery of electricity to customers. Nonoperating revenue is defined as any other revenue.

Classification Changes
Certain items in the 2011 financial statements have been reclassified to conform with the current year
presentation. These reclassifications had no net effects on the financial statements.

Subsequent Events

Management has evaluated subsequent events through January 18, 2013, the date which the financial
statements were available to be issued.
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Notes to the Financial Statements

(2) Cash Flow Statement Supplementary Information

2012 2011
Schedule of Noncash Investing and Financing Activities
Equity in Net Income (Loss) of RPGI Joint Venture............. $ 109,751 $ (20,478)

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

(3) Deposits and Investments

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

The 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 and the Treasurer of the State of lowa;
prime eligible bankers acceptances; certain high-rated commercial paper; perfected repurchase
agreements; certain registered open-end management investment companies; certain joint investment
trusts; and warrants or improvement certificates of a drainage district.

The Utility’s certificate of deposit is stated at cost which approximates fair value. The certificate of
deposit has a maturity of six months and yield of 0.25%.

(4) Notes Receivable

On June 1, 2007, the Utility loaned $62,098 to the City. The note bears interest at 4%, is unsecured and
is payable in semi-annual payments of $3,798. Final payment is due June 1, 2017. The balance
outstanding on the note at June 30, 2012 was $34,113.

On July 8, 2010, the Utility loaned $330,000 to the City. The note bears interest at 2.5% and is payable
in annual payments of $33,000 plus interest each year beginning in June, 2011. Final payment is due in
June, 2020. The balance outstanding on the note at June 30, 2012 was $264,000.

On January 17, 2012, the Utility loaned $20,000 to the City. The note is not subject to interest.

Repayment of the loan is subject to the determination of the City Council and is scheduled to be paid
during fiscal year 2013. No payments were made during the year ended June 30, 2012.
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Notes to the Financial Statements

(5) Capital Assets

Capital asset activity for the years ended June 30, 2012 and 2011 was as follows:

Balance Balance Balance
7-1-10 Increase Decrease 6-30-11 Increase Decrease 6-30-12
Capital Assets Not Being Depreciated
Land.....c.cccooeeeviiieeeiiee e $ 95,315 $ 359502 $ — $ 454817 $ — 3 — $ 454,817
Materials .........cccveeviieiennnnen. 307,668 165,767 — 473,435 36,056 — 509,491
Construction in progress....... 612,168 700,964 — 1,313,132 501,268 229,814 1,584,586
Total Capital Assets Not
Being Depreciated.......... 1,015,151 1,226,233 — 2,241,384 537,324 229,814 2,548,894
Capital Assets Being Depreciated
Buildings and improvements. 874,024 28,724 — 902,748 22,757 — 925,505
Generation equipment .......... 5,078,486 — — 5,078,486 721,073 — 5,799,559
Distribution system ............... 3,240,147 7,759 — 3,247,906 — — 3,247,906
Plant tools and equipment .... 514,434 — — 514,434 3,305 — 517,739
Office equipment................... 17,854 — — 17,854 12,924 — 30,778
Jacket radiator equipment..... 114,284 — — 114,284 — — 114,284
Transportation equipment..... 401,589 — — 401,589 29,589 5,775 425,403
Total Capital Assets Being
Depreciated.................... 10,240,818 36,483 — 10,277,301 789,648 5,775 _11,061,174
Less Accumulated Depreciation for
Buildings and improvements. 474,673 19,566 — 494,239 19,894 — 514,133
Generation equipment .......... 3,513,273 79,631 — 3,592,904 94,052 — 3,686,956
Distribution system ............... 2,694,867 54,972 — 2,749,839 53,335 — 2,803,174
Plant tools and equipment .... 150,945 22,137 — 173,082 22,116 — 195,198
Office equipment................... 14,682 1,180 — 15,862 3,499 — 19,361
Jacket radiator equipment..... 98,812 4,380 — 103,192 4,380 — 107,572
Transportation equipment..... 330,708 10,566 — 341,274 13,344 3,561 351,057
Total Accumulated
Depreciation ................... 7,277,960 192,432 — 7,470,392 210,620 3,561 7,677,451
Net Capital Assets Being
Depreciated.................... 2,962,858 (155,949) — 2,806,909 579,028 2,214 3,383,723
Net Capital Assets .......cccee..e. $ 3978009 $ 1,070,284 $ — $5048293 $ 1,116,352 $ 232,028 $ 5,932,617

(6) Joint Venture

The Utility is a member of Resale Power Group of lowa (RPGI), a joint and cooperative undertaking
under the provisions of Chapter 28E of the Code of lowa. RPGI is administered by the lowa Association
of Municipal Utilities and was organized to provide members with combined bargaining power in
negotiating wholesale power contracts and a method of investing in construction power lines. This joint
venture is accounted for under the equity method. The Ultility’s approximate pro rata interest in RPGI
was 6.71% and 6.61% at June 30, 2012 and 2011, respectively. This was determined based on the ratio
of the Utility’s cumulative energy purchases from RPGI to total energy sales by RPGI to all members.
Separate financial statements of RPGI are available to its members.
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Notes to the Financial Statements

(7) Compensated Absences

The Utility's employees accumulate vacation days during the year based on the anniversary date of their
employment. At June 30, 2012 and 2011, $35,513 and $28,657, respectively, was accrued for unused
vacation days.

The Utility has a sick time policy for all hourly employees. Under this plan, employees earn eight sick
time hours per month. At retirement, death or permanent disability, one-half of the unused hours, with a
maximum of 480 hours, is paid to the employee. At June 30, 2012 and 2011, $52,428 and $51,639,
respectively, was accrued for unused sick pay.

(8) Related Party Transactions

The Utility provides electricity to other City departments and bills the City for the usage. The City
provides meter reading, certain administration and accounting services to the Utility. The Utility pays
one-half the salary of the Meter Reader and the City Clerk. The Utility makes various payments to the
City for services received. As disclosed in Note 4, the Utility also loans money to the City from time to
time.

Transactions with the City and balances at year end were as follows:

2012 2011
Amounts billed to the City for electric Services.............ccccuvunnn. $ 159,987 $ 173,855
Amounts received from the City for services..........cccccvveeeennn... 161,132 172,856
Receivable from the City at year end for electric services......... 12,193 13,863
Amounts received from the City for loan repayments................ 39,049 38,814
Amounts received from the City for interest on loans................ 8,766 11,271
Note balance at year €nd.........cccoooeeviieeiiiiiiiii e 318,113 337,162
Payments made to the City for services received ..................... 59,400 245,564

For payroll reporting purposes, Utility employees are classified as City employees. Payroll costs are
transferred by the Utility to the City's bank accounts for payment to or on behalf of employees.

Certain commercial insurance coverage is combined between the Utility and the City. The Utility pays its
share of the premium to the insurer.

The Utility purchases electricity for resale from RPGI. Transactions with RPGI for the years ended
June 30, 2012 and 2011 are as follows:

2012 2011
Electricity purchased ... $ 2,276,872 $ 2,570,000
Cash payments t0 RPGI..........ccoooviiiiiiiieeee e, 2,281,720 2,574,483
Payable to RPGI at June 30, 2012 .........coeiiieeiiieiiiciee e 241,768 236,920

16



Notes to the Financial Statements

(9) Retirement Plan

Plan Description

The Utility contributes, through the City, 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 Moaines, lowa 50306-9117.

For the year ended June 30, 2012, most plan members are required to contribute 5.38% of their annual
salary and the Ultility is required to contribute 8.07% of annual covered payroll. Contribution
requirements are established by state statute. The Ultility’s contribution to IPERS for the years ended
June 30, 2012, 2011 and 2010 were $40,987, $34,541 and $32,365, respectively, equal to the required
contributions for each year.

(10) Risk Management

The Utility is exposed to various risks of loss related to torts; theft, damage to and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. Except for distribution property and
equipment, these risks are covered by the purchase of commercial insurance. 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. The Utility has
retained the risk of damage to and destruction of most distribution property and equipment. There were
no material estimated liabilities or claims paid during the past fiscal year.

(11) Commitments

Under wholesale power agreements, the Utility has contracted to purchase its electric power and energy
requirements from RPGI (supplied by AmerenEnergy Marketing) through December 31, 2012.

During the year ended June 30, 2010, the Utility entered into a contract for engineering work for a new
substation totaling $129,290. At June 30, 2012, costs of $95,000 had been incurred on the project and
$34,290 is required to complete the work.

During the year ended June 30, 2012, the Utility entered into a contract for a line conversion totaling
$325,000. At June 30, 2012, costs of $1,200 have been incurred on the project and $323,800 is required
to complete the work.

The Utility committed to the construction of a substation and other electrical plant improvements. The

total cost was $265,875 with $228,875 paid by June 30, 2012. The remaining commitment at June 30,
2012 was $37,000.

17



Notes to the Financial Statements

(12) Prior Period Adjustment

During 2012, management determined that the electric plant supplies inventory was overstated and the
federal and state grants receivable was understated at June 30, 2011.

The 2011 financial statements have been restated to correct this error. The effect on each of the
following 2011 financial statement lines was as follows:

Increase in federal grants receivable and federal grant revenue of $190,557.

Increase in state grants receivable and state grant revenue of $1,892.

Decrease in capital assets not subject to depreciation of $165,216.

Increase in flood expenses of $165,216.

Overall net result was an increase in total assets and total net assets of $27,233 on the balance sheet
as of June 30, 2011 and an increase in nonoperating revenue of $27,233 on the accompanying

statement of revenue, expenses and changes in net assets for the year then ended.

The restatement had no effect on assets or net assets as of June 30, 2012, or on the change in net
assets for the year ended June 30, 2012.
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Schedules of Operating Expenses

Years Ended June 30, 2012 and 2011

Generation and Purchased Power

PUrchased POWET ......coooieiiiiece e
NALUFAL GBS ...ttt
1 1= o |
Payroll taxes and employee benefits ........cccooooeeiiiiiiiinn .
Production 1abor ........ccoooeeiiiieice e
Lubricants and chemicalS ..........cccooooeviiiiiiiiiiiie e
Y P T g1 (=] g =T (o] T

Distribution

SAlIANES e
Payroll taxes and employee benefits .......ccccooveiiiiiiiiiiien .
Line and station supplies and eXpense.......cccceeeevvvvvvvviiieeeennn,

Maintenance

Structure and eqUIPMENT.......ccoooeeeieeeeeeeee e
OVverhead lINES........ov i,

Customer Accounts

Salaries and outside SErVICES .........cevviieieiiieiiiiieee e,
NSF checks eXPeNnSE.......ccoovviiiiiiiiieeiieecee e

Total CuStOMEr ACCOUNTS ...vvneee e

Administration and General

SAlAMES ..o
Payroll taxes and employee benefits .......ccccoooveiiiiiiiiieenl,
OULSIE SEIVICES .....ciiiiieeeeieeeeeeeeee e
Office SUPPLIES.....cooiiiiiiiii
INSUFAINCE ... e e
TranSPOrtation .........couuuuiiiie e
Regulatory asseSSMEeNt .........ooooiuviiiiiiiieeeieieeeee e
Membership dues and SubSCriptions ..............cccuvevviiiiiiiniinnnns
Promotion and economic development.............cccoeeviiiienneeen.
Energy effiCiencCy .......ccooee i
OUNET <. —————

Total Administration and General ........covveveiiiieeiiiieieinn.n,

See accompanying notes to the financial statements.

2012

$ 2,281,938
122,901
60,454
51,881
164,112
14,110
40,759

9,524

$ 2,745,679

$ 238,929
80,404
1,898

8,689
22,920
4,151
254
1,493

1,357

$ 360,095

$ 30,470

10,918

$ 41,388

$ 91,989
30,814
12,965
17,233
79,314
56,343

9,096
12,826
21,500
32,475

43,380

$ 407,935

2011

$ 2,574,628
87,560
47,225
53,428

158,210
9,479
697

7,187

$ 2938414

$ 209,238
70,568
2,294

7,932
30,587
9,117
5,019
2,705
3

$ 337,463

$ 26,414
974

$ 27,388

$ 87,879
29,676
27,137
12,356
77,024
26,011

500
15,284
36,500
26,537

20,157

$ 359,061
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Schedule of Expenditures of Federal Awards

Year Ended June 30, 2012

Catalog
of Federal Federal
Domestic Program/
Federal Grantor/Pass-Through Assistance  Pass-Through Cluster
Grantor/Program or Cluster Title Number  Grantor’s Number Expenditures
U.S. Department of Homeland Security
Indirect
Federal Emergency Management Agency
Pass-Through lowa Department of Public Defense,
lowa Homeland Security and Emergency
Management Division
Disaster Grants - Public Assistance
(Presidentially Declared Disasters)................. 97.036 011-0542C-00 $ 685,438

Note 1. Basis of Presentation

The schedule of expenditures of federal awards includes the federal grant activity of the Vinton
Municipal Electric Utility and is presented on the accrual basis of accounting. 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. Therefore, some amounts presented in this schedule
may differ from amounts presented in, or used in the preparation of, the basic financial statements.

Note 2. Subrecipients

There were no amounts provided to subrecipients from the Utility’s federal awards programs.
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HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters Based on an Audit
of Financial Statements Performed in Accordance with Government
Auditing Standards

Board of Trustees
Vinton Municipal Electric Utility
Vinton, lowa

We have audited the accompanying financial statements of the Vinton Municipal Electric Utility as of and
for the year ended June 30, 2012, and have issued our report thereon dated January 18, 2013. 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

The management of the Vinton Municipal Electric Utility is responsible for establishing and maintaining
effective internal control over financial reporting. In planning and performing our audit, we considered the
Vinton Municipal Electric 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 Vinton Municipal Electric Utility's internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Vinton Municipal Electric Utility's internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses and, therefore, there can be no
assurance all deficiencies, significant deficiencies or material weaknesses have been identified.
However, as described in the accompanying schedule of findings and questioned costs, we identified
deficiencies in internal control over financial reporting that we consider to be 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 a
combination of deficiencies, in internal control such that that there is a reasonable possibility a material
misstatement of the Vinton Municipal Electric Utility's financial statements will not be prevented or
detected and corrected on a timely basis. We consider the deficiencies in internal control described in
Part Il of the accompanying schedule of findings and questioned costs as items 12-11-R-1 and 12-1I-R-2
to be material weaknesses.

3128 Brockway Road, P.O. Box 240, Waterloo, 1A 50704-0240 « (319) 233-5225 « Fax (319) 233-3188 « E-Mail w@hoganhansen.com
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Board of Trustees
Vinton Municipal Electric Utility
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Vinton Municipal Electric 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. However, we noted
certain immaterial instances of honcompliance or other matters which are described in Part IV of the
accompanying schedule of findings and questioned costs.

Comments involving statutory and other legal matters about the Utility’s operations for the year ended
June 30, 2012 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.

During our audit, we noted that the Utility purchased land in the economic development district in the
prior year and intends to hold it for resale. The Utility’s Board should address the public purpose criteria
(Article Ill, Section 31 of the Constitution of the State of lowa) and the economic development aspects of
this transaction (Chapter 15A of the Code of lowa and the Attorney General’s opinion dated August 28,
1986). The Utility’s management should consider consulting legal counsel with regard to the above
requirements and Chapter 364.7 of the Code of lowa.

The Vinton Municipal Electric Utility's responses to findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. While we have expressed our conclusions on
the Utility's responses, we did not audit the Vinton Municipal Electric Utility's responses and, accordingly,
we express no opinion on them.

This report, a public record by law, is intended solely for the information and the use of the officials and
customers of the Vinton Municipal Electric Utility and other parties to whom the Vinton Municipal Electric
Utility may report, including federal awarding agencies and pass-through entities, and is not intended to
be and should not be used by anyone other than these specified parties.

Y/ Hansen

HOGAN - HANSEN

Waterloo, lowa
January 18, 2013

22



HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report on Compliance With Requirements That
Could Have a Direct and Material Effect on the Major Program and
on Internal Control Over Compliance in Accordance with OMB
Circular A-133

Board of Trustees
Vinton Municipal Electric Utility
Vinton, lowa

Compliance

We have audited the Vinton Municipal Electric Utility’s compliance, with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that could have a direct and material effect on the Vinton Municipal Electric
Utility’s major federal program for the year ended June 30, 2012. The Vinton Municipal Electric Utility's
major federal program is identified in Part | of the accompanying schedule of findings and questioned
costs. Compliance with the requirements of laws, regulations, contracts and grant agreements
applicable to its major federal program is the responsibility of the Vinton Municipal Electric Utility's
management. Our responsibility is to express an opinion on the Vinton Municipal Electric Utility's
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 the Vinton Municipal Electric Utility's 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
on the Vinton Municipal Electric Utility's compliance with those requirements.

In our opinion, the Vinton Municipal Electric Utility complied, in all material respects, with the
requirements referred to above that could have a direct and material effect on its major federal program
for the year ended June 30, 2012.
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Board of Trustees
Vinton Municipal Electric Utility
Page 2

Internal Control Over Compliance

The management of the Vinton Municipal Electric Utility is responsible for establishing and maintaining
effective internal control over compliance with requirements of laws, regulations, contracts and grant
agreements applicable to federal programs. In planning and performing our audit, we considered the
Vinton Municipal Electric Utility's internal control over compliance with requirements that could have a
direct and material effect on a major federal program in order to determine our 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 internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Vinton Municipal Electric Utility’s internal control over compliance.

Our consideration of internal control over compliance 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 all significant
deficiencies or material weaknesses have been identified. However, we did identify deficiencies in
internal control over compliance we consider to be material weaknesses, as described below.

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 a 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. We consider the
deficiencies in internal control over compliance described in Part Il of the accompanying schedule of
findings and questioned costs to be material weaknesses.

The purpose of this report is solely to describe the scope of our testing of compliance with the types of
compliance requirements applicable to the Vinton Municipal Electric Utility’s major program and our
testing of internal control over compliance and the results of our testing, and to provide an opinion on the
Vinton Municipal Electric Utility’s compliance but not to provide an opinion on the effectiveness of the
Vinton Municipal Electric Utility’s internal control over compliance. This report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering the Vinton Municipal
Electric Utility’s compliance with requirements applicable to its major program and its internal control
over compliance. Accordingly, this report is not suitable for any other purpose.

oo - Hansen

HOGAN - HANSEN

Waterloo, lowa
January 18, 2013
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Schedule of Findings and Questioned Costs

Year Ended June 30, 2012

Part I: Summary of Auditor’s Results:

Financial Statements

Type of auditor’s report issued: Unqualified

Internal control over financial reporting:

Material weakness identified? X yes no
Significant deficiency identified not considered to be

material weaknesses? __yes X_no

Noncompliance material to financial statements noted? __yes X_no

Federal Awards

Internal control over major programs:

Material weakness identified? X yes . no
Significant deficiency identified not considered to be
material weakness? __yes X_no

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 Circular A-133? X yes I (¢!

Identification of major program:
CFDA Numbers Name of Federal Program or Cluster

97.036 Disaster Grants - Public Assistance
(Presidentially Declared Disasters)

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

Auditee qualified as low-risk auditee? __yes X_no
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Schedule of Findings and Questioned Costs

Part Il: Findings Related to the Financial Statements

Internal Control Deficiencies

12-1-R-1

12-1I-R-2

Segregation of Duties

Finding - One important aspect of internal control is the segregation of duties among
employees to prevent an individual employee from handling duties which are incompatible.
We noted that certain functions are not entirely segregated. With a limited number of office
employees, segregation of duties is difficult. We also noted that journal entries are prepared
by one person and are not being reviewed by someone else and that support for these
entries was not always available.

Auditor’s Recommendation - Management should review its control procedures to obtain
the maximum internal control possible under the circumstances, segregate duties to the
extent possible with existing personnel and utilize administrative personnel to provide
additional control through review of financial transactions and reports. We also recommend
that journal entries, along with the documentation supporting the need for the entry, be
reviewed by management.

Utility’s and City’s Response - The Board of Trustees is aware of the condition. We will
review procedures and make changes when cost effective. We will keep appropriate support
documentation with journal entries.

Auditor’s Conclusion - Response accepted.

Financial Statement Preparation

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

Current Year Finding - We found that the same condition exists.

Auditor's Recommendation - We reiterate our prior year recommendation.

Utility’s and City's Response - Utility staff will consider obtaining additional knowledge
where cost effective but will continue to rely on its audit firm for assistance with drafting the
financial statements and disclosures.

Auditor's Conclusion - Response accepted.

Instances of Noncompliance
There were no instances of noncompliance reported.
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Schedule of Findings and Questioned Costs

Part Ill: Findings and Questioned Costs for Federal Awards

Internal Control Deficiencies

CFDA Number 97.036 - Disaster Grants - Public Assistance (Presidentially Declared Disasters)

Federal Emergency Management Agency

Pass-Through lowa Department of Public Defense, lowa Homeland Security and Emergency
Management Division

12-1lI-R-1

12-1lI-R-2

Segregation of Duties Over Major Programs

Adequate control procedures through the segregation of employee duties is difficult due to
the limited number of staff administering grants and performing accounting functions. See
finding 12-11-R-1 for additional information.

Review of Third-Party Prepared Reports

Finding - The Utility submitted a list of federal expenditures to FEMA for approval. This
information is rekeyed into a spreadsheet by FEMA representatives whom inaccurately
entered the data resulting in errors on the report totaling $4,222. The Utility approved the
report from FEMA without noticing the errors resulting in an overpayment of federal funds to
the Utility.

Auditor’s Recommendation - The Utility should review the reports prepared by FEMA staff
prior to being submitted to the federal government to request reimbursements.

Utility’s and City’s Response - For any future FEMA reports to be submitted to the federal
government, the report will be reviewed by two management or staff personnel.

Auditor’s Conclusion - Response accepted.

Instances of Noncompliance
There were no instances of noncompliance reported.

Part IV: Compliance and Other Matters

12-IV-A

12-IV-B

12-IvV-C

12-IV-D

Budget - Operating cash disbursements during the year ended June 30, 2012 did not exceed
the amount 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 the Utility’'s money for travel expenses of spouses of
the Utility officials or employees were noted.

Business Transactions - No business transactions between the Utility and Utility officials or
employees were noted.
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Schedule of Findings and Questioned Costs

12-IV-E

12-IV-F

12-IV-G

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

Board of Trustees Minutes - We noted a cash disbursement transaction that we believe
should have been approved in the Board of Trustees minutes that was not.

Auditor’'s Recommendation - A member of management should review the list of payments
provided to the Board of Trustees for their approval to ensure the list is complete.

Utility’s and City’s Response - The list of payments was reviewed by management prior to
giving it to the Board of Trustees; however, we inadvertently missed this one expenditure.

Auditor’s Conclusion - Response accepted.

Deposits and Investments - We noted no instances of noncompliance with deposit and
investment provisions of Chapter 12B and 12C of the Code of lowa and the Ultility’s or City's
investment policy.
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