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Independent Auditor’s Report

To the Board of Trustees
Marion Water Department
Marion, lowa

Report on the Financial Statements

We have audited the accompanying financial statements of the Marion Water Department, a component
unit of the City of Marion, lowa, as of and for the year ended June 30, 2015, and the related notes to the
financial statements, which collectively comprise the Marion Water Department’s basic financial
statements, as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the
Department's preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Department's internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

2750 First Avenue, NE, Suite 150, Cedar Rapids, |A 52402-4800 « (319) 366-8267 » Fax (319) 366-8301 * E-Mail cr@hoganhansen.com

Member of American Institute of CPAs - lowa Society of CPAs 2
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To the Board of Trustees
Marion Water Department
Page 2

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Marion Water Department as of June 30, 2015, and the changes in financial
position and cash flows for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Emphasis of Matter

As disclosed in Note 16 to the financial statements, the Marion Water Department adopted new
accounting guidance related to Governmental Accounting Standards Board (GASB) Statement No. 68,
Accounting and Financial Reporting for Pensions - an amendment of GASB No. 27. Our opinions are not
modified with respect to this matter.

Other Matters

Required Supplementary Information - Accounting principles generally accepted in the United States of
America require that the management's discussion and analysis, the schedule of the proportionate share
of the net pension liability, the schedule of contributions and the schedule of funding progress for the
retiree health plan on pages 4 through 8 and 29 through 33 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is 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 information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 22,
2015 on our consideration of the Marion Water Department’s internal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the Marion Water
Department’s internal control over financial reporting and compliance.

Hoo - Hansex

HOGAN - HANSEN

Cedar Rapids, lowa
October 22, 2015



Management's Discussion and Analysis

As management of the Marion Water Department, we offer readers of the Department's financial
statements this narrative and analysis of the financial statements of the Marion Water Department for the
fiscal year ended June 30, 2015, with a comparison to the prior fiscal year's results. We encourage readers
to consider this information in conjunction with the Department’s financial statements which follow.

FINANCIAL HIGHLIGHTS

The assets of the Marion Water Department exceeded its liabilities at the close of June 30, 2015 by
$20,505,407 (net position). Of this amount, $3,244,963 (unrestricted net position) may be used to meet
the Department's ongoing obligations to citizens and creditors.

The Department's net position increased by $1,627,167 for the year ended June 30, 2015.
OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the Marion Water Department's
basic financial statements. The Department is a single-purpose enterprise component unit of the City of
Marion, lowa. The Department provides water to its customers at rates designed to recover the cost of
providing the water, including costs associated with installation and maintenance of water pumping,
storage and transmission systems. The Department also bills customers for sanitary sewer, garbage,
stormwater and urban forest charges for the City of Marion. The Department remits all sanitary sewer,
garbage, stormwater and urban forest fees collected to the City of Marion and charges the City an
administrative fee for performing this service. As a result, the Department prepares financial statements in
a manner similar to a private-sector business.

The statement of net position presents information on all of the Department’s assets, deferred outflows of
resources, liabilities and deferred inflows of resources, with the difference reported as net position. Over
time, increases or decreases in the Department’s net position may serve as a useful indicator of whether
the financial position of the Department is improving or deteriorating.

The statement of revenue, expenses and changes in net position presents information showing how the
Department’s net position changed during the most recent fiscal year. All changes in net position are
reported as soon as 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 not result in cash flows until
future years.

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

The basic financial statements can be found on pages 9 through 12 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 13 through 28 of this report.



Required supplementary information further explains and supports the financial statements and include the
Department's share of the net pension liability and related contributions, as well as presenting the

schedule of funding progress for the retiree health plan.
FINANCIAL ANALYSIS

Statements of Net Position

This section discusses and analyzes significant differences between this and the prior fiscal year. The

following is a summary of the composition of net position as of June 30:

2015
SN e $ 3,720,367
Other CUITENT @SSELS .....vvveiiciriiie ittt 775,325
Capital @SSELS .....ccvveveeiieiecie e 19,697,444
TOTAL ASSEES .t 24,193,136
Deferred Outflows of ReSOUICES.........cccueeeeeeeeeeeeeeeeceen. 107,049
Total Assets and Deferred Outflows of Resources........... $ 24,300,185
CUITeNt [HADIIITIES ..ot $ 608,238
Long-term Habilities ... 2,987,239
Total LiabilitieS. . .....eeeeeeeeeeeeeeeee e, 3,695,477
Deferred Inflows of RESOUICES .......cooveeeeeeeieeeeeeeeeeec 199,301
Net Position
Net investment in capital aSSets..........ccovvvveveriierverieseennn, 17,260,444
UNFESIIICEEA ... 3,244,963
Total Net POSITION ... 20,505,407
Total Liabilities, Deferred Inflows of Resources
and Net POSITION ....oooiieee e $ 24,300,185

2014
(Not Restated)

$ 3,232,418
712,501
18,724,595
22,669,514

$ 22,669,514

$ 616,129
2,521,000
3,137,129

16,172,595
3,359,790
19,532,385

$ 22,669,514

Net investment in capital assets is the largest portion of the Department’s net position, 84% as of
June 30, 2015, and reflects its net investment in capital assets (e.g., land, water plant distribution system
and equipment). The Department uses these capital assets to provide water and services to the citizens;

consequently, these assets are not available for future spending.

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

acquisition and improvements.

Net position increased due to capital contributions of new subdivisions and water mains from developers
totaling $643,180 and operating and nonoperating income of $983,987 for the fiscal year 2015. As of both
June 30, 2015 and 2014, the Department reported positive balances in all categories of net position.



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

The Governmental Accounting Standards Board Statement No. 68, Accounting and Financial Reporting
for Pensions - an amendment of GASB No. 27, was implemented during fiscal year 2015. The beginning
net position was restated by $654,145 to retroactively report the net pension liability as of June 30, 2013
and deferred outflows of resources related to contributions made after June 30, 2013 but prior to July 1,
2014. The financial statement amounts for fiscal year 2014 net pension liabilities, pension expense,
deferred outflows of resources and deferred inflows of resources were not restated because the
information was not available. In the past, pension expense was the amount of the employer contribution.
Current reporting provides a more comprehensive measure of pension expense which is more reflective of
the amounts employees earned during the year.

Statement of Revenue, Expenses and Changes in Net Position
The following is a summary of the changes in net position for the years ended June 30:

2015 2014
(Not Restated)
OPErating FEVENUE ......cveveviiereereiteiere et re e $ 3,710,674 $ 3,737,586
OPErating EXPENSES.......ceuverereierteriesteeieeseeneesre e s b sie e 2,766,251 2,759,174
Operating INCOME........ccocoeiieieee e 944,423 978,412
Net nonoperating revenue (EXPENSES) .......cccererverererieereennns 39,564 (21,321)
Net capital contributions.............cccoovcieiieie e, 643,180 808,355
Change in Net POSITION ......ccovviieiieirce e 1,627,167 1,765,446
Net Position - Beginning of Year, as restated ....................... 18,878,240 17,766,939
Net Position - ENd Of Year ........cccocvvvviveiene e $ 20,505,407 $ 19,532,385

Operating revenue is the Department’s primary source of revenue and is generated from water sales and
other services to customers. For 2015, operating revenue decreased $26,912 from 2014.

Operating expenses totaled $2,766,251 for 2015, a $7,077 increase from 2014. These expenses represent
the Department’s costs to provide water and services to customers. Operating expenses included
depreciation expense of $601,359 and $575,370 for the years ended June 30, 2015 and 2014, respectively.

Net nonoperating revenue and expenses includes interest income, insurance recoveries, rent from
leasing space, interest expense, debt service fees and loss on disposal of capital assets. Net nonoperating
revenue increased by $60,885 between 2015 and 2014. The increase was due mainly to insurance
recoveries.

Capital contributions of $643,180 were received from contractors due to subdivision development.
BUDGETARY HIGHLIGHTS
Each year, the City Council adopts a budget using the cash basis of accounting which differs from the

accrual basis of accounting used for the accompanying financial statements. The Department’s budget is
included in the total business-type activities budget of the City.



CAPITAL ASSETS AND LONG-TERM DEBT

The Department’s investment in capital assets amounted to approximately $19.7 million and
$18.7 million as of June 30, 2015 and 2014, respectively, (net of accumulated depreciation of
approximately $5.7 million and $5.3 million as of June 30, 2015 and 2014, respectively). This investment
in capital assets includes land, construction in progress, land improvements, buildings, wells and towers,
distribution system, equipment and vehicles.

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

2015 2014
LGN ..o $ 474,126 $ 474,126
CoNSLrUCLION 1N PrOQIESS ...cuveiveevrereesreesieaieseeseeeeesreessesneesneas 181,641 356,085
Land iMProVeMENTS ........ccveiuerieiieieeie e 35,664 35,664
Building, wells and tOWErS ..........cccceeveieeie i, 6,163,913 6,163,913
DiStribution SYSIEM........coiveiiiiesiese e 17,376,585 15,878,015
Equipment and VEhICIES..........cccoveviiieciee e, 1,154,447 1,121,615
Accumulated depreciation ...........ccccceeveveeieiiie i ese e (5,688,932) (5,304,823)
TOtAl .o $ 19,697,444 $ 18,724,595
The following table reconciles the change in capital assets:

2015 2014
Beginning balance ..........ccoevvieiieiice e $ 18,724,595 $ 17,484,374
AUITIONS ..o 1,751,627 1,597,634
DEIBTIONS ...t (2,975) —
DEPreCiation .........ccvevuveieiieie e (601,359) (575,370)
Construction in Progress, NEL..........cvveeeeerenenese e (174,444) 217,957
ENding BalanCe ..........ccccoveveiieiiee e $ 19,697,444 $ 18,724,595

Long-Term Debt

As of June 30, 2015, the Department had a $2,437,000 bond outstanding, compared to $2,552,000 last
year, as shown below.

Outstanding Debt at Year End

June 30,
2015 2014
SRF Bond Payable...........ccccoooviiiiiiieee e $ 2.437.000 $ 2552.000

Debt decreased as a result of principal payments made on the SRF construction bond.



ECONOMIC FACTORS

The unemployment rate for Linn County as of June 30, 2015 was 3.7%, which is 0.8% less than where it
was the previous year and less than the national unemployment rate of 5.3%.

Retail sales are also reported on a fiscal year, July 1 to June 30, basis. For fiscal year 2014, retail sales
were $351.2 million for Marion and $3.662 billion for Linn County. For fiscal year 2013, retail sales were
$339.7 million for Marion and $3.629 billion for Linn County.

The total value of building permits for fiscal year 2015 was approximately $82.8 million, which is up from
the fiscal year 2014 amount of $48.2 million.

NEXT YEAR’S BUDGET AND RATES

The Marion Water Board of Trustees has established a FY 2015-16 budget with a 2% adjustment in water
rates and $1 increase in the monthly service charge fee. The Board of Trustees, under provisions of
Section 388 of the Code of lowa, establishes and approves the budget for the Department. As a component
unit of the City of Marion, the Department’s budget is filed for record as part of the City of Marion’s
budget.

FINANCIAL INFORMATION CONTACT

The Department's financial statements are designed to present users (citizens, customers and prospective
customers) with a general overview of the Department's finances and to demonstrate the Department's
accountability. If you have questions about the report or need additional financial information, please contact the
Marion Water Department General Manager, City Hall, 1225 - 6th Avenue, Suite 150, Marion, lowa 52302.
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Statement of Net Position

As of June 30, 2015

Assets and Deferred Outflows of Resources
Current Assets

(OF= 1= o [T $ 3,583,113
Receivables
= T LT ToT o 01U | £ 204,087
YN olo (U T=To I gL (=] 1) A 359
(@] o 11 [STo I LA L=] a1 U 359,129
(LY L0 ([T 211,750
TOtAl CUITENT ASSEIS .uiiiiiiiii et e e et e e e et e e aaaeaes 4,358,438

Capital Assets

6= 3 (o [T 474,126
CONSIIUCLION 1N PrOGIESS....cciiiiiiieeeieeee ettt 181,641
(= TaTo W10 ] o (01 /=T 0 =T o) TSR 35,664
BUildiNgs, WEIIS N0 tOWEIS......uuii i e e e e e e e e 6,163,913
1Y ] o101 [0 TSV AS] (=1 o P 17,376,585
Equipment and VERNICIES ........vuuiiii e 1,154,447
o] 5= 1 LT 25,386,376
Less accumulated depreCiation ..................eeueueeeuieiiiiiiiii e (5,688,932)
Total Capital ASSELS ... e aaane 19,697,444
Other Assets
Restricted cash - CUStOMEr dEPOSILS.......uuiiiieeeiiieicee e 137,254
B o) = LI XYY < £ 24,193,136
Deferred Outflows of Resources
Pension-related deferred OULFIOWS ........o.uiieeiiiiie e 107,049
Total Assets and Deferred Outflows of RESOUICES .........cuvvivviiiiiiiiiiiieeeiis $ 24,300,185

See accompanying notes to the financial statements 9



Statement of Net Position

As of June 30, 2015

Liabilities, Deferred Inflows of Resources and Net Position
Current Liabilities

ACCOUNES PAYADIE ...t a e $ 177,214
Due to primary gOVEINMENT ........ii i eeiiieeiiie e e e et e e e e e e e e eae s 20,696
Self-insured premiums and estimated ClaimsS............ccooveeiiiiiinii e 19,097
Accrued interest Payable ..............uuuiiiiiii 3,906
ACCIUEH EXPENSES .. eeei ettt e e e ettt e s e e e e e et e et a e e e e aee e s ettt s aeaaeeeasraaaaaaeaas 49,295
ComMPENSAtEd ADSENCES ... ..o i i e e e e et s s e e e e e e e aa e e e e e aaaaeannes 66,246
Early separation plan Hability ... 15,530
Current maturities of SRF bond payable............ccooooiiiiiiiiiii e 119,000
Payable from restricted assets - customer depositS.........cccovvvviiiiiieeeeiiieiiiiiee e, 137,254

Total Current LiabilitieS.........uuuuiiiiiiiiiiiiiiiiiiiiii e 608,238

Long-Term Liabilities

Early separation plan Hability ... 55,648
SRF bONd PayabIe........ooveiiiiii e a e anane 2,318,000
Net PenSIoN AaDIlitY..........ooooiiiii e 522,591
Net OPEB lIaDility ..........uuuiiiiiiiiiiiiiiiiiii s senesenenenes 91,000
Total Long-Term LiabilitieS .....ccoeiiiiiiiieie e 2,987,239
Total LiaDilities covueeeeiii e 3,595,477

Deferred Inflows of Resources
Unavailable Revenue
Pension-related deferred iNFIOWS ........ce et aaas 199,301

Net Position

Net investment in capital @SSELS .........cuuiiiiiiii e 17,260,444
(0] €Ty 1 g Tox (<o [ 3,244,963

TOtal NEL POSITION c.eiiieiii e e e e e et e e e e e 20,505,407
Total Liabilities, Deferred Inflows of Resources and Net Position.................. $ 24,300,185

See accompanying notes to the financial statements 10




Statement of Revenue, Expenses and Changes

Year Ended June 30, 2015

Operating Revenue

AV o (=] Y= 1[N
Billing and COIIECtION fEES ........uuuiiiiiiiiiiiiii e
Other SAIES QNG SEIVICES .. .cuuiiiii ettt e e e et e e st eeaaaes
MISCEIIANEBOUS.... ...t e e e e et e et e et e et s et e e s e anns

Total Operating REVENUE...........ooviiiiie e

Operating Expenses

Salaries and DENETIES ......cee i
(000] a1 r=To1 (U F=1 IEY=] AV (01T
(000] 12100010 L1 T=T T
DEPIECIALION ...
()1 1=

Total Operating EXPENSES .....coooiiieeeeeeeeeeee e

OPeratiNng INCOME ....coeiiiie e e e e e e e e e e e r e a e

Nonoperating Revenue (Expenses)

L1 (ST = 1S] AT oo o 4P
[NSUFANCE FECOVETIES ....uuuuuuuiriiuuuuiuneaeituausasaaasnssssassssnsssssssssnanssssssssssssnssnnnsnnnnnnns
Lease and rental fees, net of EXPENSE......ccoiveiiiiiiiiiiiiii e,
INEEIEST EXPENSE ... et e e e e e e e e n s
BONA SEIVICING FEE ...
Loss on disposal of capital aSSEetS ..........ueeiiieeiiiiiiiiiiie e

Total Nonoperating Revenue (EXPeNnSes).......ccooeveviiiieeeeeeeeeeeee,

Change in Net Position Before Capital Contributions .........cccccccvvvvvviennnnn.
Capital CONtIDULIONS ....uueii e
Change in Net POSITION ...
Net Position - Beginning of Year, as restated (NOte 16)...............uvvvvvvmmmninnnnnnne

Net POSITION = ENG Of YOAN .. cniniii e

See accompanying notes to the financial statements.

in Net POSItioN =—————

$ 3,320,908
105,206
216,064

68,496

3,710,674

1,011,669
1,042,272
100,739
601,359

10,212

2,766,251

944 423

17,433
61,643
15,976

(46,133)
(6,380)
(2,975)

39,564

983,987
643,180
1,627,167

_ 18,878,240

$ 20,505,407

11



Statement of Cash Flows

Year Ended June 30, 2015

Cash Flows From Operating Activities

Cash received frOM CUSIOMELS .......ue ittt e e e e et e e e e e et e e raeeesaeans $ 3,740,304
Cash collected on behalf of primary government.............cccccceeiieiiiiiiiiiieine e 6,604,697
Cash paid to primary gOVEINMENT.......cciieeiiiiieeiiiiee e eee e et s e e e e e e eeaara e e aaeaeaenes (6,604,697)
Cash paid to employees fOr SEIVICES ......cevviieeiiiiie e e e e e e eeeees (980,624)
Cash paid to suppliers for goods and SEIVICES..........covvvieiiiiiiiiie e (1,260,047)
Net Cash Provided by Operating ACtiVitieS......cccooevvvveeeiiiiiiieeeeeeeiin, 1,499,633
Cash Flows From Noncapital Financing Activities
Lease and rental fEeS rECEIVEU............oiiueiiiii e 15,976
Cash Flows From Capital and Related Financing Activities
ACQUISItION Of CAPITAl ASSELS.......uuuuuiiiiiiiiiiiiiiiii e (938,992)
INSUFANCE TECOVEIIES ..uiveieeeieeee et et et et e et e et e et e et e e s e e s s e s e st e e saeesas st esnsesneenss 61,643
Principal paid on SRF DONA ..o (115,000)
Interest paid 0N SRF DONG.........uuuiiiiiiiiiiiiii e (46,317)
Bond Servicing @ Paid ............uuuuuuuuiiiiiiiiiiiiiii e (6,380)
Net Cash Used in Capital and Related Financing Activities ................. (1,045,046)
Cash Flows From Investing Activities
() (S ST A 1011\ VLT 17,386
NEt INCIrEASE IN CASKH «.ceuiiii e e et e e e aaas 487,949
Cash - Beginning Of YEAr ......ccooiiiiiiiiiiii 3,232,418
(081 A B = g o o ) I =T= | $ 3,720,367

Reconciliation of Operating Income to Net Cash Provided by
Operating Activities
OPEIALING INCOMIE ...ttt nennes $ 944,423
Adjustments to Reconcile Operating Income to Net Cash Provided by
Operating Activities

(DT o] (= To -1 i o] o USSP 601,359
Changes in Assets and Liabilities
Decrease in trade accounts and unbilled revenue receivable..................... 17,861
INCrease iN INVENTOMIES ......uiii i e e e e (80,638)
Decrease in accounts payable due to primary government and
self-insured premiums and estimated claims.............cccoooeeeeeeeeeeeeen (26,186)
Decrease in accrued expenses, compensated absences, early
separation plan liability, net pension liability and net OPEB liability ......... (138,206)
Increase in liabilities payable from restricted assets...........cccccccvvvvvivirennnnn. 11,769
Increase in pension-related deferred outflows............cooooiiiiii i, (30,050)
Increase in pension-related deferred iNflOWS ............cooovviiiiiin i, 199,301
Net Cash Provided by Operating ACLIVItIES ......oouuuiiiiiiiiiic e $ 1.499,633

Reconciliation of Cash to Specific Assets Included on the Statement
of Net Position

(= T o $ 3,583,113
Restricted cash - CUStOMEr EPOSILS........uuiiii e 137,254
$ 3,720,367

See accompanying notes to the financial statements. 12




Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Reporting Entity

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

Measurement Focus and Basis of Accounting

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

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

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

Use of Estimates

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

Trade Accounts Receivable

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

Unbilled Revenue Receivable

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

The following accounting policies are followed in preparing the financial statements:

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

(1) Summary of Significant Accounting Policies and Other Matters

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

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

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

Asset Class Estimated Useful Lives
Land IMPrOVEMENTS. .. .. 50 Years
Buildings, Wells and tOWEIS .......cooi i 5-40 Years
DiStribDULION SYSTEM......cciiiiieicie e 5-50 Years
Equipment and VENICIES ..o 5-50 Years

Deferred Outflows of Resources

Deferred outflows of resources represent a consumption of net position that applies to a future
period(s) and will not be recognized as an outflow of resources (expense) until then. Deferred outflows
of resources consist of unrecognized items not yet charged to pension expense and contributions from
the employer after the measurement date but before the end of the employer’s reporting period.

Compensated Absences and Early Separation Plan - Department employees accumulate a limited
amount of earned but unused vacation hours and compensatory time off for subsequent use or for
payment upon termination, death or retirement. In addition, Department employees who elect an early
separation agreement at retirement may receive the benefits outlined as follows: three and one-half
months of salary as well as the equivalent of two years of health insurance coverage paid by the
Department; however, with Trustee approval the benefit formula could vary. As of June 30, 2015, the
Department had an estimated liability of $71,178 under the early separation agreement.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred
inflows of resources related to pensions, and pension expense, information about the fiduciary net
position of the lowa Public Employees’ Retirement System (IPERS) and additions to/deductions from
IPERS’ fiduciary net position have been determined on the same basis as they are reported by IPERS.
For this purpose, benefit payments (including refunds of employee contributions) are recognized when
due and payable in accordance with the benefit terms. Investments are reported at fair value.
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Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Deferred Inflows of Resources

Deferred inflows of resources represent an acquisition of net position that applies to a future period(s)
and so will not be recognized as an inflow of resources (revenue) until that time. Although certain
revenue is measurable, it is not available. Available means collected within the current year or
expected to be collected soon enough thereafter to be used to pay liabilities of the current year.
Deferred inflows of resources consist of unamortized portion of the net difference between projected
and actual earnings on pension plan investments.

Operating Revenue - The Department defines operating revenue as revenue derived from the sale of
water billing and collection fees and other sales and services provided to customers. Nonoperating
revenue is defined as anything other than revenue from the sale of water.

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

Business-Type Activity - Water

ACTUAI AiSDUISEIMEBNTS .. eeee ettt e e e e e e e e e e aenns $ 2,818,764
Budgeted diShUISEMENTS. ... ..o 4,637,130
Actual Disbursements Under Budget ........ccooooeeeiiiiiiiiiiiiie i $ (1.,818.366)

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

(2) Cash Flow Statement Supplementary Information

Schedule of Noncash Investing and Financing Activities

Cost of capital asset aCqUISITIONS ........cciieiiiiiiiiiees e e e e eaaees $ 1,577,183
Amounts Payable
CUIMTEINE YEAK ...ttt e ettt e e e e et e eeb s e e e e e eeeenb b e e e eeeeeennnes (137,056)
e To] QYT | PRSP 142,045
Contributed Capital.............oiii i e (643,180)
Cash Paid for Acquisition of Capital ASSEtS .......cceeiiiiiiiiiiii e, $ 938,992

(3) Deposits and Investments
The Department’s deposits are entirely covered by federal depository insurance or by the State Sinking

Fund in accordance with Chapter 12C of the Code of lowa. This chapter provides for additional
assessments against the depositories to insure there will be no loss of public funds.
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Notes to the Financial Statements

(3) Deposits and Investments

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

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

(4) Restricted Assets

Restricted assets represent monies set aside to provide security for customer deposits and advances. As
of June 30, 2015, $137,254 of cash was restricted for application to unpaid customer accounts or for
refunds to customers.

(5) Capital Assets

Capital asset activity for the year ended June 30, 2015 was as follows:

Balance - Balance -
Beginning End
of Year Increases Decreases of Year
Business-Type Activities
Capital Assets Not Being Depreciated
Land. oo 474,126 $ — 3 — 3 474,126
Construction in progress ................. 356,085 227,746 402,190 181,641
Total Capital Assets Not Being
Depreciated...........cccvvvvvvnnnnns 830,211 227,746 402,190 655,767
Capital Assets Being Depreciated
Land improvements.............cccee....... 35,664 — — 35,664
Buildings, wells and towers.............. 6,163,913 — — 6,163,913
Distribution system...............ccceeen. 15,878,015 1,706,895 208,325 17,376,585
Equipment and vehicles .................. 1,121,615 44,732 11,900 1,154,447
Total Capital Assets Being
Depreciated............ccvvvvvvvnnnns 23,199,207 1,751,627 220,225 24,730,609
Less Accumulated Depreciation for
Land improvements.........ccccccceeen.... 297 713 — 1,010
Buildings, wells and towers.............. 1,109,756 140,887 — 1,250,643
Distribution system...............cceeee.. 3,751,576 402,437 208,325 3,945,688
Equipment and vehicles .................. 443,194 57,322 8,925 491,591
Total Accumulated Depreciation 5,304,823 601,359 217,250 5,688,932
Net Capital Assets Being
Depreciated..............eevvveeennnnne 17,894,384 1,150,268 2,975 19,041,677
Net Capital ASSetS ......cccccuvvvvvrrrrnnnnnnns $ 18724595 $ 1378014 $ 405165 $ 19,697,444
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Notes to the Financial Statements

(6) Long-Term Liabilities

A summary of changes in long-term liabilities for the year ended June 30, 2015 is as follows:

Balance -

Beginning Balance - Due

of Year, End Within Interest
as Restated Increases Decreases of Year One Year Rate

Business-Type Activities
Early separation

plan liability ........... $ — $77648 % 6,470 $ 71,178 $ 15,530 N/A
SRF bond payable..... 2,552,000 — 115,000 2,437,000 119,000 3.0%
Net pension liability.... 731,144 — 208,553 522,591 — N/A
Net OPEB liability ...... 84,000 7,000 — 91,000 — N/A
B 0] £= | $ 3367144 $ 84648 $ 330,023 $ 3,121,769 $ 134,530

In October, 2010, the Department, through the City of Marion, issued water revenue bonds (Build
America Bonds) in the amount of $3.5 million to repay the planning loan and fund the remaining costs of
the planning and designing and constructing improvements and extensions to the Municipal Waterworks
System. In December, 2010, the Build America Bond agreement was to draw all remaining funds and
place them in the custody of an escrow agent. In February, 2013, the bond was finalized for $2,898,000
after the Department returned $602,000 of unspent funds which were applied to the principal of the bond.

The bond bears interest at 3%, of which 1.05% is reimbursed to the Department through the Build
America Bond program. The agreement also requires the Department to annually pay a 0.25% servicing
fee on the outstanding principal balance.

The bond is payable in semiannual installments and is payable in full in June, 2031. Annual principal and
interest payments on the bonds are expected to be paid from net receipts of the system. Total principal
and net interest remaining to be paid on the bonds is $2,873,196. For the current year, principal paid,
interest paid and total customer net receipts were $115,000, $46,317 and $1,545,782, respectively.

The resolution providing for the issuance of the water revenue bonds (Build America Bonds) includes the
following provisions:

a. The bond is payable from the net revenue of the Utility.

b. Produce and maintain net revenue at a level not less than 110% of the amount of principal and
interest due during the fiscal year.

c. Sufficient monthly transfers shall be made to the water revenue bond sinking fund for the purpose of
making principal and interest payments when due.

During the year ended June 30, 2015, the Department was in compliance with the bond provisions.
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Notes to the Financial Statements

(6) Long-Term Liabilities

Annual debt service requirements to maturity for the water revenue bonds as of June 30, 2015 are as
follows:

Net Interest (After
Build America Bond

Principal Reimbursement - 1.05%)

Year Ending June 30,

2016 ..o $ 119,000 $ 47,522
2007 oo 122,000 45,201
2008 .. 126,000 42,822
2009 . 130,000 40,365
2020 . 135,000 37,830
2021-2025 ... 742,000 147,966
2026-2030 ... 871,000 70,746
2031 .o 192,000 3,744
TOtAl e $ 2,437,000 $ 436,196

(7) Pension and Retirement Benefits

Plan Description

IPERS membership is mandatory for employees of the Department. Employees of the Department are
provided with pensions through a cost-sharing multiple-employer defined benefit pension plan
administered by IPERS. IPERS issues a stand-alone financial report which is available to the public by
mail at 7401 Register Drive, P.O. Box 9117, Des Moines, lowa 50306-9117 or at www.ipers.org.

IPERS benefits are established under lowa Code Chapter 97B and the administrative rules thereunder.
Chapter 97B and the administrative rules are the official plan documents. The following brief description is
provided for general informational purposes only. Refer to the plan documents for more information.

Pension Benefits

A regular member may retire at normal retirement age and receive monthly benefits without an early-
retirement reduction. Normal retirement age is age 65, anytime after reaching age 62 with 20 or more
years of covered employment, or when the member’s years of service plus the member’s age at the last
birthday equals or exceeds 88, whichever comes first. (These qualifications must be met on the member’s
first month of entitlement to benefits.) Members cannot begin receiving retirement benefits before age 55.
The formula used to calculate a regular member’'s monthly IPERS benefit includes:

o A multiplier (based on years of service).
¢ The member’s highest five-year average salary. (For members with service before June 30, 2012,

the highest three-year average salary as of that date will be used if it is greater than the highest
five-year average salary.)
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Notes to the Financial Statements

(7) Pension and Retirement Benefits

If a member retires before normal retirement age, the member’'s monthly retirement benefit will be
permanently reduced by an early-retirement reduction. The early-retirement reduction is calculated
differently for service earned before and after July 1, 2012. For service earned before July 1, 2012, the
reduction is 0.25% for each month that the member receives benefits before the member’'s earliest
normal retirement age. For service earned starting July 1, 2012, the reduction is 0.50% for each month
that the member receives benefits before age 65.

Generally, once a member selects a benefit option, a monthly benefit is calculated and remains the same
for the rest of the member’s lifetime. However, to combat the effects of inflation, retirees who began
receiving benefits prior to July, 1990 receive a guaranteed dividend with their regular November benefit
payments.

Disability and Death Benefits

A vested member who is awarded federal Social Security disability or Railroad Retirement disability
benefits is eligible to claim IPERS benefits regardless of age. Disability benefits are not reduced for early
retirement. If a member dies before retirement, the member’s beneficiary will receive a lifetime annuity or
a lump-sum payment equal to the present actuarial value of the member’s accrued benefit or calculated
with a set formula, whichever is greater. When a member dies after retirement, death benefits depend on
the benefit option the member selected at retirement.

Contributions

Effective July 1, 2012, as a result of a 2010 law change, the contribution rates are established by IPERS
following the annual actuarial valuation, which applies IPERS’ Contribution Rate Funding Policy and
Actuarial Amortization Method. Statute limits the amount rates can increase or decrease each year to one
percentage point. IPERS’ Contribution Rate Funding Policy requires that the actuarial contribution rate be
determined using the “entry age normal” actuarial cost method and the actuarial assumptions and
methods approved by the IPERS Investment Board. The actuarial contribution rate covers normal cost
plus the unfunded actuarial liability payment based on a 30-year amortization period. The payment to
amortize the unfunded actuarial liability is determined as a level percentage of payroll, based on the
Actuarial Amortization Method adopted by the Investment Board.

In fiscal year 2015, pursuant to the required rate, regular members contributed 5.95% of pay and the
Department contributed 8.93% for a total rate of 14.88%.

The Department contributions to IPERS for the year ended June 30, 2015 were $78,385.

Net Pension Liabilities, Pension Expense and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pensions

As of June 30, 2015, the Department reported a liability of $522,591 for its proportionate share of the net
pension liability. The net pension liability was measured as of June 30, 2014, and the total pension liability
used to calculate the net pension liability was determined by an actuarial valuation as of that date. The
Department’s proportion of the net pension liability was based on the Department’s share of contributions
to the pension plan relative to the contributions of all IPERS participating employers. As of June 30, 2014,
the Department’s proportion was 0.12913% which was the same percent from its proportion measured as
of June 30, 2013.
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Notes to the Financial Statements

(7) Pension and Retirement Benefits

For the year ended June 30, 2015, the Department recognized pension expense of $39,083. As of
June 30, 2015, the Department reported deferred outflows of resources and deferred inflows of resources
related to pensions from the following sources:

Deferred Deferred

Outflows of Inflows of

Resources Resources

Differences between expected and actual experience.............ccccee....... $ 5,680 $ —

Changes of aSSUMPLIONS ........cooviiiiiiiiiiiiiee e 22,984 —
Net difference between projected and actual earnings on pension

PIaN INVESIMENTS ...oviiiii e — 199,301

Department contributions subsequent to the measurement date .......... 78,385 —

TOTAI e $ 107,049 $ 199,301

$78,385 reported as deferred outflows of resources related to pensions resulting from the Department
contributions subsequent to the measurement date will be recognized as a reduction of the net pension
liability in the year ending June 30, 2016. Other amounts reported as deferred outflows of resources and
deferred inflows of resources related to pensions will be recognized in pension expense as follows:

Year Ending June 30,

2016 ..ottt ettt ettt r ettt ettt ettt ettt ettt ettt $ (43,128)
2007 oottt ettt ettt ettt ettt ettt (43,128)
2018 ..ottt ettt ettt ettt ettt ettt n ettt e ettt (43,128)
2009 ..ottt ettt ettt ettt ettt ettt (43,128)
20200 ..ottt ettt ettt ettt et e ettt er et 1,875
TOTAL veveeee ettt ettt e et et e et e et e et et e e et et ettt ee et e e $ (170,637)

Actuarial Assumptions
The total pension liability in the June 30, 2014 actuarial valuation was determined using the following
actuarial assumptions, applied to all periods included in the measurement:

Rate of inflation (effective June 30, 2014) 3%

Salary increases (effective June 30, 2014) 4%, average, including inflation

Investment rate of return (effective June 30, 1996) 7.5% per annum, compounded annually, net of
pension plan investment expense, including
inflation

The actuarial assumptions used in the June 30, 2014 valuation were based on the results of actuarial
experience studies with dates corresponding to those listed above.

Mortality rates were based on the RP-2000 Mortality Table for Males or Females, as appropriate, with
adjustments for mortality improvements based on Scale AA.
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(7) Pension and Retirement Benefits

The long-term expected rate of return on pension plan investments was determined using a building-block
method in which best-estimate ranges of expected future real rates (expected returns, net of pension plan
investment expense and inflation) are developed for each major asset class. These ranges are combined
to produce the long-term expected rate of return by weighting the expected future real rates of return by
the target asset allocation percentage and by adding expected inflation. The target allocation and best
estimates of arithmetic real rates of return for each major asset class are summarized in the following
table:

Long-Term
Asset Expected Real

Asset Class Allocation Rate of Return
US Equity 23% 6.31%
Non-US Equity 15 6.76
Private Equity 13 11.34
Real Estate 8 3.52
Core Plus Fixed Income 28 2.06
Credit Opportunities 5 3.67
TIPS 5 1.92
Other Real Assets 2 6.27
Cash 1 (0.69)
Total 100%

Discount Rate

The discount rate used to measure the total pension liability was 7.5%. The projection of cash flows used
to determine the discount rate assumed that employee contributions will be made at the contractually
required rate and that contributions from the Department will be made at contractually required rates,
actuarially determined. Based on those assumptions, the pension plan’s fiduciary net position was
projected to be available to make all projected future benefit payments of current active and inactive
employees. Therefore, the long-term expected rate of return on pension plan investments was applied to
all periods of projected benefit payments to determine the total pension liability.

Sensitivity of the Department’s Proportionate Share of the Net Pension Liability to Changes in the
Discount Rate

The following presents the Department’s proportionate share of the net pension liability calculated using

the discount rate of 7.5%, as well as what the Department’s proportionate share of the net pension liability

would be if it were calculated using a discount rate that is one percentage point lower (6.5%) or one

percentage point higher (8.5%) than the current rate.

1% Decrease Discount Rate 1% Increase
(6.5%) (7.5%) (8.5%)
Department’s proportionate share
of the net pension liability $987,421 $ 522,591 $ 130,226
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(7) Pension and Retirement Benefits

Pension Plan Fiduciary Net Position
Detailed information about the pension plan’s fiduciary net position is available in the separately issued
IPERS financial report which is available on IPERS’ website at www.ipers.org.

Payables to the Pension Plan

As of June 30, 2015, the Department had no amounts payable to the defined benefit pension plan for
legally required employer contributions and for legally required employee contributions which had been
withheld from employee wages but not yet remitted to IPERS.

Deferred Compensation Plan

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

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

(8) Other Postemployment Benefits (OPEB)

Plan Description

The Department operates a single-employer retiree benefit plan which provides medical and prescription
drug benefits for employees, retirees and their spouses in combination with the City of Marion. There are
14 active and 1 retired Department members in the plan. Retired participants must be age 55 or older at
retirement.

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

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

Annual OPEB Cost and Net OPEB Obligation

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

The following table shows the components of the Department’s share of annual OPEB cost for June 30,
2015, the amount actually contributed to the plan and changes in the Department's share of net OPEB
obligation:

Annual required CONtIDULION ..........coiiiie e e et aeeeeaenes $ 15,814
Interest on net OPEB 0bligation...............uiiiiiiiiiiiiiice e e e eanees 2,108
Adjustment to annual required CONHDULION............uuuuiiiiiiiiiiiiii e (10,922)

ANNUBT OPEB COSE ..euiiiiiiiee ettt ettt ettt e e e e e e e et e et e e e et e e e et e e e ennns 7,000
(Of0] 0111101 (o] TSI 1 F=To [T —

Increase in Net OPEB Obligation ...........ccoveiiiiiiiiie et 7,000
Net OPEB Obligation - Beginning Of YEaAI............uuuuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiienieniinnenees 84,000
Net OPEB Obligation - ENd Of YE@ ..........uuuuiiiiiiiiiiiiiiiiiiiiiii e $ 91,000

For calculation of the net OPEB obligation, the actuary has set the transition day as July 1, 2008. The
end-of-year net OPEB obligation was calculated by the actuary as the cumulative difference between the
actuarially determined funding requirements and the actual contributions for the year ended June 30,
2015.

For the year ended June 30, 2015, the Department or plan members eligible for benefits did not
contribute to the medical plan.

The Department’s share of the annual OPEB cost, the percentage of annual OPEB cost contributed to the
plan and the net OPEB obligation are summarized as follows:

Percentage
Year Ended Annual of Annual OPEB Net OPEB
June 30, OPEB Cost Cost Contributed Obligation
2013 $ 7,437 19.3% $ 76,000
2014 9,185 12.9 84,000
2015 7,000 0.0 91,000

Funded Status and Funding Progress

As of July 1, 2014, the most recent actuarial valuation date for the period of July 1, 2014 through June 30,
2015, the actuarial accrued liability was $123,000, with no actuarial value of assets, resulting in an
unfunded actuarial accrued liability (UAAL) of $123,000. The covered payroll (annual payroll of active
employees covered by the plan) was approximately $884,000, and the ratio of the UAAL to the covered
payroll was 13.9%. As of June 30, 2015, there were no trust fund assets.

Actuarial Methods and Assumptions

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

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

As of the July 1, 2014 actuarial valuation date, the frozen entry age actuarial cost method was used. The
actuarial assumptions includes a 2.5% discount rate based on the Department’s funding policy. The
ultimate medical trend rate is 6%. An inflation rate of 0% is assumed for this computation.

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

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

(9) Compensated Absences

Department employees accumulate vacation, compensatory time and sick leave hours for subsequent
use or, in the case of the accumulated vacation pay and compensatory time, for payment upon
termination, retirement or death. The accumulations are not recognized as disbursements by the
Department until used or paid in its cash basis records. The Department's liability for earned
compensated absences payable to employees as accrued to the GAAP basis financial statements as of
June 30, 2015 was as follows:

Type of Benefit Amount
Vacation and COMPENSALONY TIMIE.......uuuuuuueriieueerirerueeeeeeaeereeeneeeeeeneeeeseeeeeeeeeeeeeeeeeeeeearanane $ 66,246

This liability has been computed based on rates of pay and rates for payroll taxes and IPERS as of
June 30, 2015.

Sick leave is payable when used. No amounts of sick leave were accrued as of June 30, 2015.
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(10) Related Party Transactions

The Department bills and collects for sewer and garbage services provided for the City of Marion to its
residents. During the year ended June 30, 2015, the Department collected and remitted to the City of
Marion $4,729,110 for sewer, $1,581,421 for garbage service and $294,166 for urban forest. Fees earned
by the Department from the City of Marion during the year for this service totaled $105,206, of which
$9,016 was receivable as of June 30, 2015.

The City of Marion and the Department are jointly purchasing utility and financial software. The
Department’s share of the cost is approximately $126,000, of which $20,696 was payable as of June 30,
2015.

(11) Local Government Risk Pool

Health Insurance

The Department has chosen to participate in the City of Marion’s risk financing program for risks
associated with the employee's health insurance plan. The Department self-funds health insurance claims
arising from the Department's employees to a stop-loss insured amount of $30,000 per participant and a
125% aggregate stop-loss amount based on the "pure premiums" amount multiplied by the number of
single and family contracts covered during the contract year. The total cost of these benefits is transferred
from the Water Fund based upon the number of employees and the type of plan (single or family) chosen
by the employee. Amounts charged are approximately $518 per month single and $1,298 per month
family which is an amount based on past claim history. Employees pay $40 per month single and $80 per
month family. The amount transferred will be adjusted over a reasonable period of time so that the
Medical Benefits Fund receipts and disbursements are approximately equal. Claims paid totaled
$144,877 during the year ended June 30, 2015. As of June 30, 2015, the Department's share of
estimated claims incurred but unpaid was approximately $16,000 based upon an actuarial determination.

lowa Municipalities Workers' Compensation Association

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

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

The Department’'s premium contributions to the Association are recorded as expenditures from its
operating funds at the time of payment to the risk pool. Premiums paid to the Association for the year
ended June 30, 2015 were $11,627.

The Association uses reinsurance and excess risk-sharing agreements to reduce its exposure to large
losses. Claims exceeding $750,000 are reinsured in an amount not to exceed $2,000,000 per occurrence.

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

(12) Risk Management

The Department is a member of the lowa Communities Assurance Pool, as allowed by Chapter 670.7 of
the Code of lowa. The lowa Communities Assurance Pool (Pool) is a local government risk-sharing pool
whose 727 members include various governmental entities throughout the State of lowa. The Pool was
formed in August, 1986 for the purpose of managing and funding third-party liability claims against its
members. The Pool provides coverage and protection in the following categories: general liability,
automobile liability, automobile physical damage, public officials liability, police professional liability,
property, inland marine and boiler/machinery. There have been no reductions in insurance coverage from
the prior year.

Each member’s annual casualty contributions to the Pool fund current operations and provide capital.
Annual casualty operating contributions are those amounts necessary to fund, on a cash basis, the Pool’s
general and administrative expenses, claims, claims expenses and reinsurance expenses estimated for
the fiscal year, plus all or any portion of any deficiency in capital. Capital contributions are made during
the first six years of membership and are maintained at a level determined by the Board not to exceed
300% of basis rate.

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

The Department’s property and casualty contributions to the risk pool are recorded as expenses at the

time of payment to the risk pool. The Department’s contributions to the Pool for the year ended June 30,
2015 were $27,757.
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Notes to the Financial Statements

(12) Risk Management

The Pool uses reinsurance and excess risk-sharing agreements to reduce its exposure to large losses.
The Pool retains general, automobile, police professional and public officials’ liability risks up to $350,000
per claim. Claims exceeding $350,000 are reinsured through reinsurance and excess risk-sharing
agreements up to the amount of risk-sharing protection provided by the risk-sharing certificate. Property
and automobile physical damage risks are retained by the Pool up to $250,000 each occurrence, each
location. Property risks exceeding $250,000 are reinsured through reinsurance and excess risk-sharing
agreements up to the amount of risk-sharing protection provided by the Department’s risk-sharing
certificate.

The Pool’s intergovernmental contract with its members provides that in the event a casualty claim,
property loss or series of claims or losses exceeds the amount of risk-sharing protection provided by the
Department’s risk-sharing certificate, or in the event a casualty claim, property loss or series of claims or
losses exhausts the Pool's funds and any excess risk-sharing recoveries, then payment of such claims or
losses shall be the obligation of the respective individual member against whom the claim was made or
the loss was incurred.

The Department does not report a liability for losses in excess of reinsurance or excess risk-sharing
recoveries unless it is deemed probable such losses have occurred and the amount of such loss can be
reasonably estimated. Accordingly, as of June 30, 2015, no liability has been recorded in the
Department’s financial statements. As of June 30, 2015, settled claims have not exceeded the risk pool or
reinsurance coverage since the Pool’s inception.

Members agree to continue membership in the Pool for a period of not less than one full year. After such
period, a member who has given 60 days’ prior written notice may withdraw from the Pool. Upon
withdrawal, payments for all casualty claims and claims expenses become the sole responsibility of the
withdrawing member, regardless of whether a claim was incurred or reported prior to the member’s
withdrawal. Upon withdrawal, a formula set forth in the Pool's intergovernmental contract with its
members is applied to determine the amount (if any) to be refunded to the withdrawing member.

Settled claims resulting from these risks exceeded insurance coverage during the year ended June 30,
2015. See Note 14.

(13) Commitments

Construction

The Department is involved in construction of capital assets and agreements to purchase capital assets.

As of June 30, 2015, the Department was committed to approximately $510,000 in construction and
purchase agreements.
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Notes to the Financial Statements

(14) Insurance Recovery

In August, 2013, the Department experienced damage to Well Site #7. The cost to repair the damages
was approximately $185,000 of which $100,000 was received from the insurance company during the
year ended June 30, 2014. The proceeds were used to offset the repair costs within the financial
statements. During the year ended June 30, 2015, the Department received an additional $61,643 which
has been reported as nonoperating revenue.

In June, 2014, the Department experienced damage to Well Site #4. The cost to repair the damages was
approximately $280,000 of which $207,000 was received from the insurance company. The proceeds
were used to offset the repair costs within the financial statements.

(15) Subsequent Events

Management has evaluated subsequent events through October 22, 2015, the date which the financial
statements were available to be issued.

Subsequent to June 30, 2015, the Department entered into various agreements to purchase and
construct capital assets totaling approximately $215,000.

(16) Accounting Change/Restatement

Governmental Accounting Standards Board Statement No. 68, Accounting and Financial Reporting for
Pensions - an amendment of GASB No. 27, was implemented during fiscal year 2015. The revised
requirements establish new financial reporting requirements for state and local governments which
provide their employees with pension benefits, including additional note disclosures and required
supplementary information. In addition, GASB No. 68 requires a state or local government employer to
recognize a net pension liability and for changes in the net pension liability, deferred outflows of
resources and deferred inflows of resources which arise from other types of events related to pensions.
During the transition year, as permitted, beginning balances for deferred outflows of resources and
deferred inflows of resources will not be reported, except for deferred outflows of resources related to
contributions made after the measurement date of the beginning net pension liability which is required to
be reported by Governmental Accounting Standards Board Statement No. 71, Pension Transition for
Contributions Made Subsequent to the Measurement Date. Beginning net position for governmental and
business-type activities were restated to retroactively report the beginning net pension liability and
deferred outflows of resources related to contributions made after the measurement date, as follows:

Net position - June 30, 2014, as previously reported ..........ccoovvviiiiiiieeerieeiiiee e, $ 19,532,385
Net pension liability as of June 30, 2014.......cco oo (731,144)
Deferred outflows of resources related to contributions made

after the June 30, 2013 MeasUreMeENt ate.........ccvuiveniieniieiieieeeeeeeee e e e 76,999
Net Position - July 1, 2014, as Restated...........ccouvvviiiiiiieiiiecee e $ 18,878,240
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Required Supplementary Information




Schedule of Proportionate Share of the Net Pension Liability =——
lowa Public Employees’ Retirement System

Last Fiscal Year*

2015
Department’s proportion of the net pension liability ............ccccooiiiiiii i, 0.012913%
Department’s proportionate share of the net pension liability ..............cccccooiiieii . $ 522,591
Department’s covered-employee Payroll.............oouuiiiiiiiii i $ 862,253
Department’s proportionate share of the net pension liability as a
percentage of its covered-employee payroll ... 60.61%
Plan fiduciary net position as a percentage of the total pension liability ................ccccccvvueee 87.61%

* The amounts presented for each fiscal year were determined as of June 30.

Note: GASB Statement No. 68 requires ten years of information to be presented in this table. However,
until a full ten-year trend is compiled, the Department will present information for those years for which
information is available.
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Schedule of Contributions
lowa Public Employees’ Retirement System

Last Ten Fiscal Years

2015

Statutorily required contribution ................ccceeveeen. $ 78,385
Contributions in relation to the

statutorily required contribution ........................ (78,385)
Contribution Deficiency (EXCESS) .....ceevveeevvvevrrnnnnn. $ —
Department’s covered-employee

PAYTON .. $ 877,771
Contributions as a percentage of

covered-employee payroll.........cccccceeeeiiieininnnn, 8.93%

2014

$ 76,999

(76,999)
u

$ 862,253

8.93%

2013

$ 72,410

(72,410)
u

$ 864,596

8.38%

2012

$ 60,101

(60,101)
u

$ 749,298

8.02%

2011

$ 52,456

(52,456)
u

$ 777,042

6.75%

2010

$ 49471

(49,471)
u

$ 751,706

6.58%

2009 2008
$ 46,573 $ 39,856
(46,573) (39,856)
$ — $ —
$ 770,976 $ 672,835
6.04% 5.92%

2007 2006
$ 35,368 $ 34,690
(35,368) (34,690)
$ — $ —
$ 618,034 $ 607,092
5.72% 5.71%
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Notes to Required Supplementary Information - Pension Liability ——
Year Ended June 30, 2015
Changes of Benefit Terms
Legislation passed in 2010 modified benefit terms for current regular members. The definition of final
average salary changed from the highest three to the highest five years of covered wages. The vesting
requirement changed from four years of service to seven years. The early retirement reduction
increased from 3% per year measured from the member’s first unreduced retirement age to a 6%
reduction for each year of retirement before age 65.
In 2008, legislative action transferred four groups — emergency medical service providers, county jailers,
county attorney investigators and National Guard installation security officers — from regular membership
to the protection occupation group for future service only.
Benefit provisions for sheriffs and deputies were changed in the 2004 legislative session. The eligibility
for unreduced retirement benefits was lowered from age 55 by one year each July 1 (beginning in 2004)
until it reached age 50 on July 1, 2008. The years of service requirement remained at 22 or more. Their
contribution rates were also changed to be shared 50-50 by the employee and employer, instead of the
previous 40-60 split.
Changes of Assumptions
The 2014 valuation implemented the following refinements as a result of a quadrennial experience
study:

o Decreased the inflation assumption from 3.25% to 3.00%.

o Decreased the assumed rate of interest on member accounts from 4.00% to 3.75% per year.

e Adjusted male mortality rates for retirees in the regular membership group.

¢ Reduced retirement rates for sheriffs and deputies between the ages of 55 and 64.

¢ Moved from an open 30-year amortization period to a closed 30-year amortization period for the

UAL beginning June 30, 2014. Each year thereafter, changes in the UAL from plan experience
will be amortized on a separate closed 20-year period.

The 2010 valuation implemented the following refinements as a result of a quadrennial experience
study:

o Adjusted retiree mortality assumptions.

¢ Modified retirement rates to reflect fewer retirements.
e Lowered disability rates at most ages.

e Lowered employment termination rates.

e Generally increased the probability of terminating members receiving a deferred retirement
benefit.

o Modified salary increase assumptions based on various service duration.
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Notes to Required Supplementary Information - Pension Liability ——
Year Ended June 30, 2015

The 2007 valuation adjusted the application of the entry age normal cost method to better match
projected contributions to the projected salary stream in the future years. It also included in the
calculation of the UAL amortization payments the one-year lag between the valuation date and the

effective date of the annual actuarial contribution rate.

The 2006 valuation implemented the following refinements as a result of a quadrennial experience
study:

o Adjusted salary increase assumptions to service based assumptions.
o Decreased the assumed interest rate credited on employee contributions from 4.25% to 4.00%.
o Lowered the inflation assumption from 3.50% to 3.25%.

¢ Lowered disability rates for sheriffs and deputies and protection occupation members.
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Schedule of Funding Progress for the Retiree Health Plan

Actuarial UAAL as a
Actuarial Accrued Unfunded Percentage
Year Actuarial Value of Liability AAL Funded Covered of Covered
Ended Valuation Assets (AAL) (UAAL) Ratio Payroll Payroll
June 30, Date (a) (b) (b-a) (a/b) (c) [(b-a)/c]
2009 7-1-08 $— $ 293,077  $ 293,077 0% $ 771,000 38.0%
2010 7-1-08 — 293,077 293,077 0 752,000 39.0
2011 7-1-10 — 309,000 309,000 0 777,000 39.8
2012 7-1-10 — 309,000 309,000 0 745,000 41.5
2013 7-1-12 — 115,000 115,000 0 860,000 13.4
2014 7-1-12 — 117,000 117,000 0 865,000 13.5
2015 7-1-14 — 123,000 123,000 0 884,000 13.9

See Note 8 in the accompanying notes to the financial statements for the plan description, funding
policy, annual OPEB cost and net OPEB obligation, funded status and funding progress.

33




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

To the Board of Trustees
Marion Water Department
Marion, lowa

We have audited, in accordance with the 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, the financial statements of the Marion Water
Department, a component unit of the City of Marion, lowa, as of and for the year ended June 30, 2015,
and the related notes to the financial statements, which collectively comprise the Marion Water
Department's basic financial statements, and have issued our report thereon dated October 22, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Marion Water
Department's internal control over financial reporting (internal control) to determine the audit procedures
that are appropriate in the circumstances 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 Marion Water
Department’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
Marion Water Department's internal control.

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 there is a reasonable possibility a material
misstatement of the Marion Water Department'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 | of the
accompanying schedule of findings as Items 15-I-R-1, 15-1-R-2, 15-I-R-3 and 15-1-R-4 to be material
weaknesses.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and, therefore, material weaknesses or significant deficiencies
may exist that were not identified. However, as described in the accompanying schedule of findings, we
identified certain deficiencies in internal control we consider to be material weaknesses.

2750 First Avenue, NE, Suite 150, Cedar Rapids, 1A 52402-4800 « (319) 366-8267 « Fax (319) 366-8301 « E-Mail cr@hoganhansen.com

Member of American Institute of CPAs - lowa Society of CPAs 34
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Board of Trustees
Marion Water Department
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Marion Water Department’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
immaterial instances of noncompliance or other matters which are described in Part Il of the
accompanying schedule of findings.

Comments involving statutory and other legal matters about the Marion Water Department’s operations
for the year ended June 30, 2015 are based exclusively on knowledge obtained from procedures
performed during our audit of the financial statements of the Marion Water Department. Since our audit
was based on tests and samples, not all transactions that might have had an impact on the comments
were necessarily audited. The comments involving statutory and other legal matters are not intended to
constitute legal interpretations of those statutes.

Marion Water Department’s Responses to Findings

The Marion Water Department's responses to the findings identified in our audit are described in the
accompanying schedule of findings. The Marion Water Department's responses were not subjected to
the auditing procedures applied in the audit of the financial statements and, accordingly, we express no
opinion on them.

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Department's internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Department's internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Hocui - Hanseu

HOGAN - HANSEN

Cedar Rapids, lowa
October 22, 2015
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Part I: Findings Related to the Financial Statements

15-I-R-1 Segregation of Duties

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

With a limited number of office employees, segregation of duties is difficult. However, the
Department management should review its control procedures to obtain the maximum
internal control possible under the circumstances, segregate duties to the extent possible
with existing personnel and utilize administrative personnel to provide additional control
through review of financial transactions and reports. The potential effect of this material
weakness is an error occurring or fraudulent activity being committed and not being detected
in a timely manner.

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

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

Auditor's Conclusion - Response accepted.

15-1-R-2  Financial Statement Preparation

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

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

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

Auditor’s Conclusion - Response accepted.
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15-1-R-3

15-I-R-4

Inventory Valuation

Prior Year Finding and Recommendation - During our testing of inventory, we noted that
the Department had not updated the price of units on hand thus understating the inventory
value. The Department should update the inventory spreadsheet throughout the year as
items are used and ordered. The spreadsheet should be reviewed by a second person
annually. The potential effect of this material weakness is that inventory could be materially
misstated.

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

Department’s Response - The Department will consider a process to update the inventory
spreadsheet as items are purchased and to use the lower of actual cost or market to value
the items.

Auditor’s Conclusion - Response accepted.

Asset Capitalization

Prior Year Finding and Recommendation - The Department does not have a system of
internal controls to identify assets that should be capitalized in accordance with the
Department’s policy. The Department should review expenses to ensure that assets over the
capitalization threshold are properly recorded, and the Department should place assets in
service when accepted by the Trustees. The Department should also examine accounts
payable at year end for possible asset additions. The potential effect of this material
weakness is assets not being capitalized or not being capitalized in the proper period.

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

Department’s Response - The Department will develop a process to accurately capitalize
assets more frequently and then review them at the end of the fiscal year.

Auditor’s Conclusion - Response accepted.
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Schedule of Findings

Part Il: Findings Related to Statutory Reporting

15-11-A
15-1I-B
15-11-C
15-11-D
15-II-E

Certified Budget - Operating cash disbursements during the year ended June 30, 2015 did
not exceed the amounts budgeted.

Questionable Disbursements - We noted a disbursement that may not meet the
requirements of public purpose as defined in an Attorney General’s opinion dated April 25,
1979 since the public benefits to be derived were not clearly documented. The disbursement
was as follows:

Paid to Purpose Amount
Janice Lawrence Reimbursement for open house supplies,
coffee, retirement card and gift card
for trustee’s retirement $61

According to the Attorney General’s opinion, it is possible for such disbursements to meet the
test of serving a public purpose under certain circumstances, although such items will
certainly be subject to a deserved close scrutiny. The line to be drawn between a proper and
an improper purpose is very thin.

Auditor’'s Recommendation - The Trustees should determine and document the public
purpose served by these types of disbursements before authorizing any further payments. If
this practice is continued, the Department should establish written policies and procedures,
including the requirement for proper documentation.

Department's Response - The Trustees approved an open house and reception policy on
May 14, 2013 similar to the City of Marion’s policy which allows the Department to incur
expenses related to open house and receptions/recognition events. The Department will
continue this policy.

Auditor’s Conclusion - Response accepted.

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

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

Bond Coverage - Surety bond coverage of Department officials and employees is in

accordance with statutory provisions. The amount of coverage should be reviewed annually
to ensure that the coverage is adequate for current operations.
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Schedule of Findings

15-II-F
15-11-G
15-11-H

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

Although minutes of the Trustees’ proceedings were published, we noted one meeting where
they were not published within 15 days as required by Chapter 372.13(6) of the Code of
lowa.

Auditor’s Recommendation - The Department should comply with Chapter 372.13(6) of the
Code of lowa and should publish minutes within 15 days, as required.

Department’s Response - The local town paper only publishes a weekly newspaper. The
Department will follow up with the newspaper company to make sure the publication
deadlines are met.

Auditor’s Conclusion - Response accepted.

Deposits and Investments - No instances of noncompliance with the deposit and
investment provisions of Chapters 12B and 12C of the Code of lowa and the Department's
investment policy were noted; however, the amount on deposit with Farmers State Bank was
allowed to exceed the amount approved in the depository resolution.

Auditor’'s Recommendation - The Trustees should update the depository resolution and set
the depository limit high enough to allow the Department to comply with it. We recommend
that the Department review the resolution periodically to assure compliance.

Department’s Response - The Department has already revised the depository resolution
increasing Farmers State Bank’s depository limit.

Auditor’s Conclusion - Response accepted.

Revenue Bonds - No instances of noncompliance with the water revenue bonds (Build
America Bonds) provisions were noted.
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