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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

Board of Trustees
Coon Rapids Municipal Utilities
Coon Rapids, 1A 50058

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities and each major fund
of Coon Rapids Municipal Utilities, a component unit of the City of Coon Rapids, as of and for the year
ended June 30, 2018, and the related notes to the financial statements, which collectively comprise the
Utilities’ 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.

Auditors’ Responsibility

Our responsibility is to express opinions 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 auditors’ 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 entity’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 entity’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 opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the

respective financial position of the business-type activities and each major fund of Coon Rapids Municipal
Utilities, a component unit of the City of Coon Rapids, as of June 30, 2018 and the respective changes in
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financial position and cash flows thereof for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of Matters

As described in Note 17 to the financial statements, there was an adjustment in the Electric Utility for
depreciation expense that should have been deducted in prior years. Additionally, there was an adjustment
for interest expense that should have been capitalized in the prior year. Our opinion is 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, Schedule of the Utilities’ Proportionate Share of the Net Pension Liability,
Schedule of Utilities’ Contributions, and Notes to Required Supplementary Information — Pension Liability
on pages 4 through 11 and pages 41 through 44 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, who considers it to be an essential part of 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 November 13,
2018, on our consideration of the Utilities’ internal control over financial reporting and on 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 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 Utilities’ internal control over financial reporting and
compliance.

\/\}:\\f&wg 2 C(""‘PW\»[ QC )

Certified Public Accountants

Spencer, lowa
November 13, 2018
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Management’s Discussion and Analysis

The Coon Rapids Municipal Utilities, “CRMU"
provides this narrative overview and analysis of
the Communications, Electric, Natural Gas,
Water, and Wastewater Ultilities’ financial
activities based upon currently known facts,
decisions, and conditions for the fiscal year
ended June 30, 2018. This should be read in
conjunction with the Statement of Net Position,
the Statement of Revenues, Expenses and
Changes in Fund Net Position, and the Statement
of Cash Flows, which follow.

The Financial Statements of the Utility report
information utilizing the accrual method of
accounting. The Financial Statements conform to
accounting principles which are generally
accepted in the United States of America.

The Statement of Net Position provides
information about the type and amount of
investments in resources (assets, deferred
outfows) and the obligations to creditors
(liabilities, deferred inflows), and also indicate
those restricted by the Board of Communications,

Communications Utility

Electric, Natural Gas, Water, and Wastewater
Trustees (the Board). It also provides the basis
for making a variety of financial assessments
about the structure, liquidity, and financial
flexibility of the Ultility.

The Statement of Revenues, Expenses, and
Changes in Net Position reports ali the revenues
and expenses for the year, including
nonoperating revenues and expenses. This
statement can be used to determine whether the
Utility has recovered all of its actual costs through
rates and other charges.

The Statement of Cash Flows reports the
cash from operating activities, cash from non-
capital financing activities, as well as capital and
related financing activities, and investing
activities.  This statement can be used to
determine the source, use and change in cash.

Required Supplementary information further
explains and supports the financial statements
with the Utilities’ share of the net pension liability
and related contributions.

Overview:

CRMU’s communication utility provides a
variety of products and services to the Coon
Rapids community. Services include fiber high
speed internet, managed Wi-Fi, cable television,
telephone, and long distance. This year, CRMU
completed the majority of the new fiber-to-the-
home (FTTH) network. While some services and
systems still need to be installed and converted,
most customers are being served off of the new
system. This new network provides CRMU
customers with the best technology available for
communication service. Coupled with our
excellent customer service, this system creates
an inherent advantage over competitors.

Over the years, CRMU has seen demand for
internet bandwidth increase at a rapid pace. With
more customers streaming and using multiple
devices in their home, we can assume this pace
will continue. CRMU has secured additional
bandwidth, as well as a redundant route, to keep
up with these demands.

This year, CRMU also launched our
Managed Wi-Fi product (with a Calix
GigaCenter), which has proven to be successful
and beneficial to our customers.

Communications Utility Financial Highlights:

Dollars in Thousands

2018 2017

OPERATING

REVENUES ... ..ovviiieiiiiee i 822.............795

Expenses 774.... 738

Operating Income (LOSS) ...........ccceennen. aB8. ..o 57
NONOPERATING

Revenues (EXpenses) .........cccccceveenns 13 S—— 11
TRANSFERS ..........coooiiiimiiinienierievaerasinesns [+ (650)

Change in Net Position ............c.ce...e. 64........... (582)

07114 (T SR PO RRPPPR 0L . < 1) S 839

Capital.....cocoviiiiiiiii e 120............. 145

Noncurrent Assets....... s 89v........ 117

Total ASSEtS.....ccovvvveiiiiceeeceeeeeie 1,152.......... 1,101
DEFERRED OUTFLOWS .............c..occoiienns 1 28
Total Assets & Deferred Outflows........ 1,187.......... 1,129
LIABILITIES

Current i, ... R, S8 72

LoNg-term.....c.cocvecvieeinreeiiiraciese s 106............... 99

Total Liabilities...........cccoeeiiiiciineaiiueias 164............ 171
DEFERRED INFLOWS .................ccoooviiiiienns 28 i 1
NET POSITION

Net Investment in Capital Assets ........ 120............. 145

Unrestricted..........ocooveiiiiiinicirinnns 11 o 812

Total Net Position ............................ PR2T ... ... 957

Total Liab., Def. inflows & Net Pos.......1,187..........



Management’s Discussion and Analysis

Results of Operations:
(As reported in the Statements of Revenues, Expenses and
Changes in Fund Net Position)

Revenue from operations increased more
than 3% (approximately $26,700), while total
operating expenses increased almost 5%
($35,700).

Revenues saw an increase of $61,700 for
cable tv (due to a rate increase and increased
operating transfers from telephone), a $16,000
increase in internet (a combination of higher
internet, rural wireless subscribers, and Managed
Wi-Fi service revenue), and a $36,500 decrease
in telephone (a combination of decreased
telephone system retail sales and decreased long
distance revenue). Expenses increased -
specifically, channel subscriber fees (14%
increase) and purchased internet services (37%
increase), while operating transfers decreased.

In-Lieu-of tax payments and free community
services totaled $728, compared to $1,450 last
year.

The communications utility ended the year
with a $64,000 gain, compared to $68,000 in
2017. The communication utility’s beginning net
position was $957,000, the change in net position
was a $64,000 gain, resulting in an ending net
position of $1,020,500.

Communications Utility
Operating Revenues: $821,668

$1,000
§ $800
£
£ 600 1
E si0
°
o
$200 |
= i
50
2014 2015 2016 2017 2018
Communications Utility
Operating Expenses: $773,962
51,000
% 5800
g :
3 |
B |
£
5 s
2
$200
s I

2014 2015 2016 2017 2018

Financial Position:
(As reported on the Statement of Net Position)

Total assets increased almost 5% in fiscal
year 2018. This can be attributed to an increase
in cash. Total liabilities decreased more than 4%,
comprising of an accounts payable decrease of
$13,500 and a $7,000 increase in the net pension
liability, which CRMU will likely never be required
to pay (see Note 12 of the audit report). Total net
position increased more than 6% ($64,000).

Capital assets, in the form of utility plant,
facilities and equipment, account for 10% of total
assets, while current assets comprise 82% of the
total assets. Cash, cash equivalents, and
investments account for almost 76% of total
assets. These funds are designated for
equipment replacement, capital improvements,
and general savings.

Revenues were higher than budgeted
projections by $74,000, and expenses were
higher than budget by $41,500.

Communication Utility Total Assets and Deferred

Outflows: $1,187,143

Deferred
Qutflows
3% :

Noncurrent
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B%

Capita) Aasets .
10%

Communication Utility Total Liabilities, Deferred

Inflows and Net Position: $1,187,143
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Uabilities
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~
F \ Net Pension
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Management’s Discussion and Analysis

Electric Utility

Overview:

CRMU’s electric utility continued to make
capital improvements in fiscal year 2018. In
addition to nearing completion of the new fiber-to-
the-home network (FTTH), which is owned and
operated by the electric utility, the department
also completed several overhead to underground
conversions, new / updated services, and street
light replacements. In the coming years, CRMU
will be replacing a substation transformer. This
project will likely take shape in fiscal year 2019
and require use of reserves and/or financing.

In 2018, CRMU realized a net operating gain
of $430,000 and a nonoperating gain of $72,000
for a total gain of $502,000, compared to a gain
of $1,180,000 in 2017. Last fiscal year, the
electric utility realized a $650,000 transfer from
the communications utility for the FTTH project.
Excluding this transfer, last year's gain was
$530,000. Thus, there was a $28,000
performance decrease this year compared to last.
The electric utility’s beginning net position was
313,417,500, the change in net position was a
gain of $502,500, resulting in an ending net
position of $13,920,000.

Electric Utility Financial Highlights:

Dollars in Thousands

2018 2017

OPERATING

Revenues ..........ococeeevviiiiriceenee 2,681.......... 2,637

EXPenses .......cccccoveiiiiiiiiiiiiieciias 1] . 2,143

Operating Income (LOSS) .........c..coceee 83000 494
NONOPERATING

Revenues (Expenses) ... 720 36
TRANSFERS ...........ccooiiiiiiiiiiiiieiiieciien s (0}, S p— 650

Change in Net Position ...............e.u.. 502.......... 1,180
ASSETS

CUITeNt ... 4647.......... 5,480

Capital,.....viveeamimisisisiasi o 11,775........ 11,375

Noncurrent .........ccooveeevveriecne e 278 31

Total Assets..........c.ccccorvciicnnninnnn 16,700........ 17,166
DEFERRED OUTFLOWS .......................... 83 74
Total Assets & Deferred Outflows...... 16,783........ 17,240
LIABILITIES

CUrment smivmima it s i, iy S 434 ......... 1,132

Long-term.......c.ccoovvcverririicreeseenies 2425......... 2,540

Total Liabilities.........cccooeverereerirrennns 2,859.......... 3,672
DEFERRED INFLOWS ......................ccee. L T 3
NET POSITION

Net Investment in Capital Assets...10,165........ 10,333

Restricted ..........ccooovviiiiiiiiiieiiceen, 400............. 389

Unrestricted............ocooioiniiiiinii, 3.355.......... 2,843

Total Net Position .......................... 13,920........ 13,565
Total Liab., Def. Inflows & Net Pos. ....16,783........ 17,240

Results of Operations:
(As reported in the Statements of Revenues, Expenses and
Changes in Fund Net Position)

Revenue from operations increased slightly
by $44000 (2%). Revenue from sales to
customers increased 2%, which is expected since
kwh sales increased. Resale revenue increased
$18,000 (1.5%). This revenue varies as a result
of Neal 4 operations, our capacity sharing
agreement within NIMECA, and our SPP
revenue.

Operating expenses increased almost
$108,500 (5%). Purchased energy and
distribution operation expenses decreased, while
plant, transmission, customer service, and
depreciation expenses increased. Specifically,
O&M expenses for the railway power plant, Neal
4, and CTS / SPP increased, while WAPA costs
decreased (elimination of drought adder).

In-lieu-of tax payments and free community
services totaled $72,300, compared to $52,200
last year.
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Management’s Discussion and Analysis

Financial Position:
(As reported on the Statement of Net Paosition)

Current assets account for 28% of total
assets. CRMU has 22% of its total assets in the
form of cash, cash equivalents, and investments.
Of this amount, a portion are remaining loan
proceeds for the FTTH project that have yet to be
spent. Additionally, the Board of Trustees has
allocated the remaining funds for designated
uses such as capital improvement, equipment
replacement, generation replacement, health
fund plan, etc., leaving only a small portion of its
current assets undesignated.

Capital assets, in the form of utility plant,
facilities and equipment, account for 70% of
CRMU'’s total assets. Noncurrent assets account
for 2% of total assets.

Current liabilities account for 2% of total
liabilities and net position ($135,000 in notes
payable). CRMU is required to report a “Net
Pension Liability” of $280,000 for the electric
utility, which CRMU will likely never be required
to pay (see Note 12 of the audit report). Finally,
the “Notes Payable” of 13% ($2.145 million)
represent the FTTH debt.

Revenues were higher than budget by
$257,000, while expenses were lower than
budget by $5,000.

Natural Gas Utility

Electric Utility Total Assets & Deferred Outflows:
$16,783,153

Deferred
Outflows

Noncurrent

Electric Utility Total Liabilities, Deferred Inflows, and
Net Position: $16,783,153

Current

Note Payables

Liabilities {Long-Term)
2% 13%
e Net‘ Pe‘n‘sion
o Liability
. | (Long»:erm)
\ Net Position o
A 83%

\

Overview:

CRMU’s natural gas utility follows a
commodity purchasing strategy with the goal of
forward purchasing roughly 50% of its annual
requirements prior to the winter heating season.
This purchasing strategy consists of a mixed
portfolio of commodity purchases ranging from
futures contracts, to storage, to fixed monthly and
spot volume purchases.

CRMU also optimizes its storage contract to
help balance its daily volumes to avoid any
monthly imbalance penaities from the pipeline.

In fiscal year 2018, the average price for the
natural gas commodity was approximately
$3.88/Mcf. CRMU expects the commaodity cost to
remain relatively stable in the near future.

CRMU’s natural gas utility performed better
this year than last, which is a direct result of
increased industrial customer usage, as well as a
rate adjustment phase-in. This was the first year
of the phase-in, with two years remaining.
Through this rate restructuring, CRMU hopes to
help the utility break-even, and eventually rebuild
reserves that have been lost over the years.

Natural Gas Utility Financial Highlights:

Doliars in Thousands

2018 2017
OPERATING
ReVEeNUES ........ccovirviieieiciiiiiieaen 783............. 537
EXPENSES .......oceiitiiniiviicareiinisianisianens 698............. 577
Operating Income (L0SS) ............cove.... 85.....cco.. (40)
NONOPERATING
Revenues (Expenses) .........ccccccoviunens (19).............(23)
Change in Net Position ..................... 66............. (63)
ASSETS
Current........ cciainmiiie o NS
Capital.....coveeeiiciiiieec e
Noncurrent
Total Assets
DEFERRED OUTFLOWS
Total Assets & Deferred Outflows
LIABILITIES
L0 -7 o |
Long-term 112.... 104
Total Liabilities...................cccovveeeeennen. 151 e, 147
DEFERRED INFLOWS .................cococviinnnen. 73 S 1
NET POSITION
Net Investment in Capital Assets ........ 715............. 752
Unrestricted.........ccoccoooviiniiiinrciene, 941............. 837
Total Net Position.................ccooeeeeie 1656.......... 1,589
Total Liab., Def. Inflows & Net Pos....... 1,809.......... 1,737



Management’s Discussion and Analysis

Results of Operations: Natural Gas Utility Operating Revenues: $782,562
(As reported in the Statements of Revenues, Expenses and
Changes in Fund Net Position) 51400
In 2018, CRMU’s natural gas utility 5 2 |
experienced an operating gain of $85,000, 3 3100 |
compared to a loss of $39,000 in 2017. E A2
Combined with nonoperating revenues and E B . |
expenses, the utilty ended the year with a S490 |
$66,000 gain, compared to a loss of $62 500 last 5200 :
year. o 2014 2015 2016 2017 o

in 2018, total operating revenues increased
$245,000 (46%). Total usage billed increased

more than 18,500 Mcf (35%). Industrial usage Natural Gas Utility Operating Expenses: $697,633
alone totaled 11,706 Mcf — an increase of 8,806
Mcf compared to last year. Thus, we can credit
our industrial customer’s increased usage to the
financial performance turn-around this year.
Total operating expenses increased
$121,000 (almost 21%). This is a direct result of
more usage (commodity purchase) in Coon
Rapids. Payment-in-lieu of taxes continued to the 5200 - -
City of Coon Rapids — in the amount of $31,000 <0 | - (1 e )l .
- virtually the same as last fiscal year. i 2013 2016 2017 2038

£1,400
$1.200
$1,000

$E00

5600

Dollars in Thousands
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Financial Position:

(As reported on the Statement of Net Position) Natural Gas Utility Total Assets and Deferred

Outflows: $1,808,592

Capital assets, in the form of utility plant, Noncurrent —_  belerned
facilities and equipment, account for 40% of gl Ouiows
CRMU’s total assets, while current assets
comprise 50% of the total Cash, cash

equivalents, and investments account for more
than 44% of total assets. Of the cash on hand,

| Current Assets

most is designed for specific uses, but has been et s0%
used to fund losses over the last few years. We '
hope the rate restructurings will replenish these - /
reserve levels in the future. | /

CRMU's current liabilities are primarily
comprised of payables totaling almost $38,500.

CRMU’s natural gas “Net Pension Liability” Natural Gas Utility Total Liabilities, Deferred

Liabilities, and Net Position: $1,808,592

accounts for 6% of the total liabilities and net

pension. This equates to $112,000, which CRMU T e gt pension
will likely never be required to pay (see Note 12 2% ke,

of the audit report). 6%
Revenues and expenses were higher than |

budget projections by $170,000 and $22,000, |

respectively. The natural gas utility’s beginning .]

net position was $1,590,000, the change in net o /

position was a gain of $66,000, resulting in an - /

ending net position of $1,656,000. :

Deferred
inllows
- 0%



Management’s Discussion and Analysis

Water Utility

Overview:

Protecting and preserving the water quality
for Coon Rapids is a primary concern of CRMU.
CRMU has been fortunate through the years with
an abundant water supply of good quality drinking
water. CRMU is also fortunate to have four
certified operators on staff, while some
communities struggle to keep one.

CRMU’s water utility has struggled to break-
even in years past. With the help of recent rate
adjustments, the water utility has been able to
break-even and slowly rebuild reserves. Yet, our
water infrastructure is aging and requires
numerous repairs each year. The level of
reserves needed is continuously monitored to
ensure future capital improvement needs can be
met, while maintaining reasonable rates.

In 2018, the water utility ended with an
operating loss of almost $6,000, compared to a
$3,000 gain last year. Revenues from sales to
customers increased 3%, while actual customer
usage increased almost 5%. In addition to the
increase in revenues from sales to customers,
interdepartmental sales also increased.

Water Utility Financial Highlights:

Dollars in Thousands

2018 2017

OPERATING

ReVENUES ......cooiiiiiiiiiiiiiiiiiiiiireanes 2335, i 227

EXpPenses ......c..ococovviiiiiiie 239 224

Operating Income (LOSS) ...........cccverees {(5) TP 3
NONOPERATING

Revenues (Expenses) .........cccceeeeennen. (<) P 59

Change in Net Position ..........ccccc..... (9):-..cciienes 62
ASSETS

CUIMENE .. ra s 363............. 343

Capital. ....owsmimmmimeimmersisiiv 347...... 360

Total Assets.........oooooiiiiiiiiiiiiis LSS i 703
DEFERRED OUTFLOWS ...........cc.ccccovvnnnn. 228 .. ......... 17
Total Assets & Deferred Outflows........... 732............. 720
LIABILITIES

CUITENE .ot 32 17

Long-term ..o e, Tl 2o e 67

Total Liabilities............cocc.oceoivvniiinnen. AO4I .. 84
DEFERRED INFLOWS ..............ccooccceinnnnnnn. (s 1
NET POSITION

Net Investment in Capital Assets ........ 348............. 360

Unrestricted ............coccciiiiiiiiiinn. 279............. 275

Total Net Position ........ccccoocevieeciinnd 627............. 635
Total Liab., Def. inflows & Net Pos........... 732............. 720

Results of Operations:
(As reported in the Statements of Revenues, Expenses and
Changes in Fund Net Position)

Operating expenses increased $15,000
(7%). Plant operations expense increased
$5,100 due to increased plant maintenance and
wage expense. Customer service,
admin/general, and depreciation expenses also
increased. Distribution operations decreased.

Nonoperating expenses totaled almost
$2,700 this year, compared to almost a $59,000
gain last year. In fiscal year 2017, CRMU realized
a contribution from the Coon Rapids
Development Group for water infrastructure in the
new subdivision — in the amount of $64,500.
Excluding that contribution, the utility would have
realized a $5,700 loss last year. Contributions
through payment-in-lieu-of-tax and donations to
the community totaled $5,990 this year, which is
slightly less than last year's contribution of
$6,600.

Water Utility Operating Revenues: $233,366
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Water Utility Operating Expenses: $239,261
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Management’s Discussion and Analysis

Financial Position:
(As reported on the Statement of Net Position)

Current assets account for 50% of total
assets. CRMU has approximately 43% of its total
assets in the form of cash, cash equivalents, and
investments. Of this amount, the Board of
Trustees has designated uses for all of it.

The water utility has no noncurrent assets
(loan receivables).

Capital assets, in the form of utility plant,
facilities and equipment, account for 47% of
CRMU’s total assets. CRMU’s total assets
increased $7,000 in 2018.

Total liabilities increased 24% - partially due
to increased payables compared to last year, but
also because CRMU is required to report a “Net
Pension Liability” of $72,000 in the water utility,
which CRMU will likely never be required to pay
(see Note 12 of the audit report). Current
liabilities account for 4% of total liabilities, net
position, and deferred inflows.

Revenues were higher than budget by
$6,000. Expenses were also higher than budget
- by $21,000. The water utility’'s beginning net
position was $635,000, the change in net position
was a loss of $8,600, resulting in an ending net
position of $626,500.

Wastewater Utility

Water Utility Total Assets and Deferred Outflows:
$731,906

Deferred
Outflows
3%

Noncurrent
Assets
0%

Water Utility Total Liabilities, Deferred Inflows, and
Net Position: $731,906

Current
Liabilities
4%

Net Pension Liability
{Long-Term)
10%

.‘._

Deferred
Inflows
0%

| Net Position
O 8%

Overview:

CRMU's wastewater utility experienced an
operating loss of $50,000 in 2018, compared to
an operating loss of $67,700 last year.

The wastewater utility's beginning net
position was $1,755,000, the change in net
position was a net loss of $45,000, resulting in an
ending net position of $1,710,000.

The wastewater utility has been using
reserves to avoid a rate increase over the past
several years. While our wastewater employees
have done an excellent job maintaining the
decades old infrastructure, we have begun the
process of replacing and / or repairing our current
wastewater mains. Doing so is necessary and
will certainly deplete reserve levels. Borrowing
funds to make the needed improvements may
also become necessary. Additionally, our
renewed wastewater permit indicates additional
treatment may be necessary in the near future.
Because of these capital improvement needs and
regulations, CRMU will be reviewing the current
wastewater rates and evaluating what should be
done in the future to ensure financial stability.
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Wastewater Utility Financial Highlights:

Dollars in Thousands

2018 2017

OPERATING

Revenues ..., 15 [ S 139

EXDENSES ..ot cnnnnas 491............ 207

Operating Income (LOSS) .............cocu (50)....c..one. (68)
NONOPERATING

Revenues (EXpenses) .........cccccccveernnns DML ... e 127

Change in Net Position ................... (45).....cccecnue 59
ASSETS

DEFERRED OUTFLOWS ..............cooee 1900 22
Total Assets & Deferred Outflows........ 1,782.......... 1,829
LIABILITIES
CUITENL ...\ sy csmimriminrin e simwessnns e
Long-term.........cccocvinnnne
Total Liabilities
DEFERRED INFLOWS .....................oovvvenee. 2, N 1
NET POSITION
Net Investment in Capital Assets .....1,085.......... 1,167
Unrestricted.........ccoooeviiieiiiis i 625............. 587
Total Net Position .......... el LT 0 S 1.754
Total Liab., Def. Inflows & Net Pos. ...... 1,782.......... 1,829



Management’s Discussion and Analysis

Results of Operations: Wastewater Utility Operating Revenues: $141,482
(As reported in the Statements of Revenues, Expenses and
Changes in Fund Net Position) $250
In 2018, the wastewater utility recorded € $200
$141,500 in revenues. This is higher by almost 8 5150
2% ($2,200) compared to 2017. Total customer 2 - |1 I
usage increased 3.5% (or 8,800 100 gallons) £ 5100 i
from 2017 to 2018. 5 |
Total operating expenses in 2018 decreased 8 %0
$15,600 (7.5%) compared to 2017. Increased $0
expenses include customer service operations 2014 2015 2016 2017 2018

and depreciation. Decreased expenses include

plant, distribution, and administrative / general Wastewater Utility Operating Expenses: $191,359

expenses. Specifically, utility charges, IPERS,
and general maintenance costs declined. $250
Nonoperating revenues this year totaled

$5,200, of which $5,400 was interest income g 200 |
(compared to $1,800 last year). O .

in-li o

Payment-in-lieu-of tax payments and free £ ' }
service to the community totaled $250, compared £ $100 + i
to $1,500 last year. .=¥
8 S50
$0 —

2014 2015 2016 2017 2018

Financial Position: Wastewater Utility Total Assets and Deferred
(As reported on the Statement of Net Position) Outflows: $1,782,300
. . e Non ent Def; d
Capital assets, in the form of utility plant, e Outtions

(10

facilities and equipment, account for 62% of
CRMU’s total assets, while current assets
account for 38%.

The wastewater utility has 37% of its total
assets in the form of cash, cash equivalents, and
investments. A portion of this will be used for
ongoing improvements. The cash position
actually increased by $36,600 from last year.

Total liabilities account for $70,500 (4%) of

the total liabilities, deferred inflows, and net Wastewater Utility Total Liabilities, Deferred Inflows,
position. Of that, $64,400 are recorded as a net and Net Position: $1,782,300
pension liability, which CRMU will likely never be
required to pay (see Note 12 of the audit report). it g s
Revenues were $1,400 higher than budget. 0% et
Expenses were $15,000 lower than budget. {Long-
Term|
4%)
Net Position |
96%
\ Deferred
h InAlows
\ 0%

.
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COON RAPIDS MUNICIPAL UTILITIES
(A COMPONENT UNIT OF THE CITY OF COON RAPIDS, IOWA)
STATEMENTS OF NET POSITION
JUNE 30, 2018

Communications

Utility Electric Utility Gas Utility
Assets
Current Assets:
Cash & Cash Equivalents-Unrestricted $ 774,169 $ 2,337,954 $ 635,557
Cash & Cash Equivalents-Restricted - 801,746 -
[nvestments 100,696 604,174 151,044
Accounts Receivable, Net of Allowance -
Trade 24,336 181,305 42,943
Other 4,875 86,945 3,775
Revolving Loans Receivable - Current Portion - 48,967 7,783
Note Receivable - Current Portion 13,210 - 18,874
Inventories 16,842 538,305 42,356
Other Current and Prepaid Assets 8,981 47,460 9,292
Total Current Assets 943,109 4,646,856 911,624
Capital Assets:
Land . 52,312 30,478
Construction in Progress - 875,527 -
Utility Plant, Facilities and Equipment, at Cost 418,847 18,419,002 1,879,086
Accumulated Depreciation (298,985) (7,571,343) (1,194,976)
Total Capital Assets 119,862 11,775,498 714,588
Noncurrent Assets:
NIMECA Patronage Dividend Receivable - 16,527 -
Revolving Loans Receivable - Net of Current Portion - 261,019 20,347
Note Receivable - Net of Current Portion 88,772 - 126,745
Total Noncurrent Assets 88,772 277,546 147,092
Total Assets 1,151,743 16.699.900 1,773,304
Deferred Outflows of Resources
Pension Related Deferred Outflows 35,400 83,253 35,288
Liabilities
Current Liabilities:
Accounts Payable - Trade 48,770 223,219 26,859
Other Payables and Credits 24 21,204 82
Payroll, Sales and Use Taxes Payable - - 6
Compensated Absences Payable 9,554 34,275 11,525
Customer Deposits - 15,050 -
Notes Payable - 135,000 -
Accrued Interest - 4,813 -
Total Current Liabilities 58,348 433,561 38,472
Long-term Liabilities:
Notes Payable - 2,145,000 -
Net Pension Liability 106,265 280,185 112,367
Total Long-term Liabilities 106,265 2,425,185 112,367
Total Liabilities 164,613 2,858,746 150,839
Deferred Inflows of Resources
Pension Related Deferred Inflows 1,995 4,579 2,168
Net Position
Net Investment in Capital Assets 119,862 10,164,616 714,588
Restricted - 400,192 -
Unrestricted 900,673 3,355,020 940,997
Total Net Position $ 1,020,535 $ 13.919.828 $ 1,655,585

See Accompanying Notes to Financial Statements
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Wastewater
Water Utility Utility Total

$ 251,888 $ 554,162 $ 4,553,730

z ; 801,746
50,348 100,696 1,006,958
34,091 19,390 302,065

4228 49 99,872

: : 56,750

. 2 32,084

16,392 534 614,429
5,648 3,454 74,835
362,595 678,285 7,542,469
33,349 5,980 122,119
- . 875,527
1,472,978 2,906,698 25,096,611
(1,158,782) (1,827,762) (12,051,848)
347,545 1,084,916 14,042,409
. - 16,527

g 2 281,366

. a 215,517

: = 513,410
710,140 1,763,201 22,098,288
21,766 19,099 194,806
15,213 1,912 315,973
6,954 2 28,264
1,017 - 1,023
8,944 4,184 68,482

i - 15,050

< : 135,000

< : 4,813
32,128 6,096 568,605
s - 2,145,000
71,773 64,409 634,999
71,773 64,409 2,779,999
103,901 70,505 3,348,604
1,472 1,921 12,135
347,545 1,084,916 12,431,527
5 - 400,192
278,988 624,958 6,100,636
$ 626,533 $ 1709874 $ 18,932,355

See Accompanying Notes to Financial Statements
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COON RAPIDS MUNICIPAL UTILITIES

(A COMPONENT UNIT OF THE CITY OF COON RAPIDS, IOWA)

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
FOR THE YEAR ENDED JUNE 30, 2018

Communications
Utility Electric Utility Gas Utility

Operating Revenues
Sales to Customers $ 815,903 $ 1,429,116 $ 769,240
Sales for Resale - 1,170,220 -
Interdepartmental Sales - 61,313 9,740
Forfeited Discounts 5,467 12,786 1,905
Rebates and Other 298 7,269 1,677

Total Operating Revenues 821,668 2,680,704 782,562
Operating Expenses
Purchased Energy and Programming 416,082 560,978 390,922
Plant Operations 14,273 484,976 12,529
Transmission Operations - 137,621 -
Distribution Operations 152,141 158,517 82,631
Consumer Service Operations 38,131 108,049 43,103
Administrative & General Expenses 122,200 323,297 118,998
Depreciation 31,135 477,672 49,450

Total Operating Expense 773,962 2,251,110 697,633

Operating Income (Loss) 47,706 429,594 84,929

Nonoperating Revenues (Expenses)
Interest Income 12,392 41,541 12,267
Joint Use Revenue - 100,000 -
In-Lieu-Of Tax Payments (164) (53,515) (10,524)
Free Community Service (564) (18,781) (20,515)
(Loss) on Sale or Disposal of Assets - 361 -
Miscellaneous Nonoperating Revenue 3,598 3,915 (305)
Merchandise Sales - Net 965 - -

Net Nonoperating Revenues (Expenses) 16,227 72,799 (19,077)

Change in Net Position 63,933 502,393 65,852

Total Net Position June 30,2017 956,602 13,565,282 1,589,733
Prior Period Adjustments - (147,847) -
Total Net Position June 30, 2017, as Restated 956,602 13,417,435 1,589,733

Total Net Position June 30, 2018

$ 1,020,535

$ 13,919,828

$ 1,655,585

See Accompanying Notes to Financial Statements
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Wastewater

Water Utility Utility Total
$ 224,717 $ 137,933 $ 3,376,909
- - 1,170,220
4,378 406 75,837
993 647 21,798
3,278 2,496 15,018
233,366 141,482 4,659,782
- - 1,367,982
58,778 6,876 577,432
- - 137,621
49,116 31,427 473,832
28,559 13,611 231,453
73,201 37,996 675,692
29,607 101,449 689,313
239,261 191,359 4,153,325
(5,895) (49,877) 506,457
3,220 5,433 74,853
- - 100,000
(5,231) (85) (69,519)
(759) (152) (40,771)
- - (361)
74 33 7,315
- - 965
(2,696) 5,229 72,482
(8,591) (44,648) 578,939
635,124 1,754,522 18,501,263
- - (147,847)
635,124 1,754,522 18,353,416

$ 626,533 $ 1,709,874 $ 18,932,355

See Accompanying Notes to Financial Statements
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COON RAPIDS MUNICIPAL UTILITIES

(A COMPONENT UNIT OF THE CITY OF COON RAPIDS, IOWA)
STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2018

Communications
Utility Electric Utility Gas Utility
Cash Flows from Operating Activities:
Cash Received from Customers & Users $ 840,278 $ 2,704,681 $ 770,776
Cash Paid to Suppliers for Goods and Services (612,220) (1,948,172) (465,380)
Cash Paid to Employees (149,805) (419,278) (179,490)
Cash Received from Joint Revenue - 100,000 -
Cash Received from Miscellaneous Nonoperating Revenue 4,563 3,915 (305)
Cash Paid for Free Community Services (564) (18,781) (20,515)
Net Cash Provided by Operating Activities 82,252 422,365 105,086
Cash Flows from Capital & Related
Financing Activities
Acquisition & Construction of Property and Equipment (6,254) (1,045,549) (10,919)
Proceeds from Sale of Capital Asset - 497 -
Revenue Bond Principal Repayment - (120,000) -
Net Cash (Used) by Capital & Related
Financing Activities (6,254) (1,165,052) (10,919)
Cash Flows from Noncapital Financing Activities
Payments In-Lieu-of Tax Payments (164) (53,515) (10,524)
Net Cash (Used) by Noncapital Financing Activities (164) (53,515) (10,524)
Cash Flows from Investing Activities
Interest on Investments 11,696 37,367 11,223
Purchase of Investments (100,000) (600,000) (150,000)
Disbursements Made on Coon Rapids Development Loans - (111,500) -
Payments Received on Coon Rapids Development Loans 27,162 140,189 27,148
Net Cash (Used) from Investing Activities (61,142) (533,944) (111,629)
Net Increase (Decrease) in Cash & Cash Equivalents 14,692 (1,330,146) (27,986)
Cash & Cash Equivalents - June 30, 2017 759,477 4,469,846 663,543
Cash & Cash Equivalents - June 30, 2018 $ 774,169 $ 3,139,700 $ 635,557
Reconciliation:
Cash & Cash Equivalents
Unrestricted $ 774,169 $ 2,337,954 $ 635,557
Restricted E 801,746 -
$ 774,169 $ 3,139,700 $ 635,557

See Accompanying Notes to Financial Statements
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Wastewater

Water Utility Utility Total

$ 235,503 $ 140,231 $ 4,691,469
(50,464) (27,193) (3,103,429)
(138,511) (62,754) (949,838)

- - 100,000

74 33 8,280
(759) (152) (40,771)

45,843 50,165 705,711
(17,390) (18,884) (1,098,996)

- - 497
- - (120,000)
(17,390) (18,884) (1,218,499)
(5,231) (85) (69,519)
(5,231) (85) (69,519)

2,872 4,737 67,895
(50,000) (100,000) (1,000,000)
- - (111,500)

- - 194,499
(47,128) (95,263) (849,106)
(23,906) (64,067) (1,431,413)
275,794 618,229 6,786,889

$ 251,888 _$ 554,162 §  5.355.476

$ 251,888 $ 554,162 $ 4,553,730
- - 801,746

$ 251,888 8 554,162 $ 5,355,476

See Accompanying Notes to Financial Statements
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COON RAPIDS MUNICIPAL UTILITIES
(A COMPONENT UNIT OF THE CITY OF COON RAPIDS, IOWA)
STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2018

Communications
Utility Electric Utility Gas Utility
Reconciliation of Operating Income (Loss) to Net
Cash Flows from Operating Activities
Operating Income (Loss) $ 47,706 $ 429,594 $ 84,929
Adjustments to Reconcile Operating Income (Loss) to
Net Cash Provided by Operating Activities
Depreciation 31,135 477,672 49,450
Cash Received from Joint Revenue - 100,000 -
Cash Received from Miscellaneous Nonoperating Revenue 3,598 3,915 (305)
Cash Received from Merchandise Sales 965 - -
Cash Paid for Free Community Services (564) (18,781) (20,515)
(Increase) Decrease Operating Assets:
Accounts Receivable 18,610 23,9717 (11,786)
Inventories (7,651) 88,969 2,634
Other Current & Prepaid Assets 1,616 (902) (1,178)
Deferred Outflows (6,916) (9,269) (3,670)
Increase (Decrease) Operating Liabilities:
Accounts & Other Payables (13,761) (699,724) (3,658)
Customer Deposits - (150) -
Compensated Absences Payables (613) 4,810 481
Net Pension Liability 7,121 20,641 7,737
Deferred Inflows 1,006 1,613 967
Net Cash Provided by Operating Activities $ 82,252 $ 422,365 $ 105,086

See Accompanying Notes to Financial Statements
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Wastewater

Water Utility Utility Total
$ (5,895) $ (49,877) $ 506,457
29,607 101,449 689,313
E = 100,000
74 33 7,315
- - 965
(759) (152) (40,771)
2,137 (1,251) 31,687
(883) 4 83,073
5,909 917 4,528
(5,109) 3,256 (21,708)
13,228 6,117) (710,032)
- - (150)
1,443 523 6,644
5,254 2,564 43,317
837 650 5,073
$ 45,843 $ 50,165 $ 705,711

See Accompanying Notes to Financial Statements
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COON RAPIDS MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Nature of Activities

Coon Rapids Municipal Utilities (CRMU), a component unit of the City of Coon Rapids, lowa (the City), is
engaged in the activities of providing telephone, cable TV, internet & pager services; electric, natural gas
and water utilities services; and wastewater service. CRMU is governed by a five-member Board of
Trustees, appointed by the Mayor with the approval of the City Council, who are authorized to establish
rates. CRMU is not liable for federal and state income or ad valorem property taxes; however, payments in-
lieu-of taxes and other contributions are made to the City.

These financial statements are presented in conformity with U.S. generally accepted accounting principles
(GAAP) applicable for proprietary funds of governmental entities as prescribed by the Governmental
Accounting Standards Board.

Reporting Entity

Generally accepted accounting principles require CRMU to consider if it has oversight responsibility or
control over any other legal entity. Control or dependence is determined based on budget adoption, taxing
authority, funding, or appointment of the respective governing board. A financial benefit or burden
relationship exists if the primary government (a) is entitled to the organization’s resources; (b) is legally
obligated or has otherwise assumed the obligation to finance the deficits of, or provide financial support to,
the organization; (c) is obligated in some manner for the debt of the organization. CRMU has no
component units itself, but has determined that it is a component unit of the City of Coon Rapids.

Shared Utility Plants

Common Transmission System — North lowa Municipal Electric Cooperative Association (NIMECA),
acting as agent for its participating members, including CRMU, has entered into an agreement with Corn
Belt Power Cooperative to obtain for the benefit of its participating members a long-term right and access
to electric transmission facilities, referred to as Common Transmission System (CTS) necessary to handle
the combined needs of the participating members through undivided ownership interest in the capacity of
transmission facilities. The costs associated with this agreement are allocated to the members based on
their proportionate use of the shared transmission system. CRMU has recorded its share of these costs as
capital assets in the Electric Utility Fund. The net book value at June 30, 2018, was $682,909.

Neal 4 Generating Station — CRMU is one of fourteen owners of Unit 4 George Neal Generating Station
which is managed by MidAmerican Energy under terms of the basic generating agreements between
MidAmerican Energy and the owners. CRMU owns 0.521 percent as a tenant-in-common of the
generating station for generating, purchasing, obtaining by exchange, or otherwise acquiring or transmitting
electric power and energy. CRMU’s cost of acquiring its share of this generating station was recorded as
capital assets in the Electric Utility Fund. The net book value at June 30, 2018, was $1,827,357.
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COON RAPIDS MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The operators of both the Transmission System and Neal 4 shared utility plants have established accounts
to which CRMU is required to pay its pro rata share, net of revenues earned, of operating and maintenance
costs. Any disbursements from these accounts for operating and maintenance costs are reflected in the
financial statements of CRMU. Separate financial statements for these shared utility plants are available in
the offices of CRMU.

Basis of Presentation

The accounts of CRMU are organized on the basis of proprietary enterprise funds, each of which is
considered to be a separate accounting entity, and each reported in a separate column in the financial
statements. The operations of each fund are accounted for with a separate set of self-balancing accounts,
which comprise its assets, liabilities, net positions, revenues and expenses, and debt service of the
designated activity. CRMU reports the following major enterprise funds:

» Communications Utility
» Electric Utility

» Natural Gas Utility

» Water Utility

» Wastewater Utility

Measurement Focus and Basis of Accounting

Measurement focus refers to what is measured, and basis of accounting refers to when revenues and
expenditures are recognized and reported in the financial statements. Basis of accounting relates to the
timing of the measurement made, regardless of the measurement focus applied.

CRMU’s Proprietary Funds financial statements are prepared using the economic resources measurement
focus and the accrual basis of accounting. As such, the fund measurement objective is the determination of
operating income, changes in net positions, financial position, and cash flows. Under the accrual basis of
accounting, revenues are recognized when earned and expenses are recognized when the related obligation
is incurred. The applicable generally accepted accounting principles are those similar to businesses in the
private sector.

Proprietary enterprise funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing, producing, and delivering goods in
connection with an enterprise’s principal ongoing operations. The primary operating revenues of the
enterprise funds are changes to customers for sales and services. Operating expenses of enterprise funds
include the cost of sales, administrative expenses and depreciation on capital assets. All revenues and
expenses not meeting this definition are reported as non-operating items.
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COON RAPIDS MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue Recognition

For all services, meters are read, and bills are rendered on a cycle basis near the end of each month.
Revenues based on meter readings are recorded close to the end of each month and, as such, the revenues
earned from utilities delivered after meters are read to the end of the month are minimal and not estimated
or recorded.

Cash and Cash Equivalents

The various enterprise funds of CRMU combine their cash and invested cash (nonnegotiable certificates of
deposits) funds into several shared bank accounts at one financial institution. Interest earned on invested
cash is divided among the funds.

For purposes of the statement of cash flows, invested cash and all short-term investments that are highly
liquid (including restricted assets) are considered to be cash equivalents. Cash equivalents are readily
convertible to known amounts of cash, and at the day of purchase, have a maturity date no longer than three
months. Cash investments not meeting the definition of cash equivalents at June 30, 2018 were $1,006,958.
Investments consist of certificates of deposits, which are recorded at amortized cost.

Accounts Receivable and Allowances

An estimate is made for allowances for doubtful accounts based on an analysis of the aging of accounts
receivable and on historical write-offs net of recoveries. Additional specific amounts may be included
based on credit risk as deemed appropriate by management. Accounts receivable are reported net of the
allowance for doubtful accounts of $21,616 at June 30, 2018.

Inventories
Materials, supplies and other consumables are recorded as expenses when consumed rather than when
purchased. Material, supplies and fuel inventories are stated at cost, which does not exceed market.

Cost is generally determined on a weighted-average basis. Electric Utility inventories include fuel for the
local plant and its joint ownership share of the coal pile at the Neal 4 Generating Station. Gas Utility

inventories include stored natural gas held for sale.

The inventories at June 30, 2018, are comprised as follows:

All Material and Supplies $ 351,263
Electric Fund Fuel Inventories 191,271
Gas Fund Natural Gas Inventory 8,689
SO2 Allowances 63,183
No(X) Allowance 23
Total $ 614,429
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COON RAPIDS MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Capital Assets

Capital assets, which include utility plants, infrastructures, facilities and equipment, are valued at historical
cost. The cost of system renewals and betterments includes engineering, interest and other related costs.
Preliminary and construction costs of projects not yet in service, if any, are shown in the financial
statements as construction in progress. Maintenance and repairs which do not add to the capacity or
efficiency of the asset are charged to operating expense.

Interest costs on debt are capitalized when proceeds are used to finance the construction of assets. Interest
carned on proceeds of tax-exempt borrowings which are restricted to the acquisition of qualifying assets is
offset against interest costs in determining the amount of interest capitalized. Interest costs of $81,314
were capitalized for the year June 30, 2018.

CRMU does not have a written policy for capitalizing assets. Management determines capitalization or
expensing on an individual basis. Capital assets are depreciated over the assets estimated useful lives using
the straight-line method with one-half year convention. No depreciation is taken on construction in
progress. The range of estimated useful lives by capital asset sub-categories is as follows:

Plant and Structures 20 - 50 Years
Sub-Station Improvements 20 - 35 Years
Transmission System Improvements 25 - 35 Years
Distribution System Improvements 25 - 35 Years
Tools and Shop Equipment 5-10 Years
Furniture and Office Equipment 5-10 Years
Vehicles 5 Years

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.

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/expenditure) until then. Pension related
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.

Deferred Inflows of Resources

Deferred inflows of resources represent an acquisition of net position that applies to a future period(s) and
will not be recognized as an inflow of resources (revenue) until that time.
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COON RAPIDS MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Pension related deferred inflows of resources in the Statements of Net Position consist of unrecognized
items not yet charged to pension expense and the unamortized portion of the net difference between
projected and actual earnings on pension plan investments.

Net Positions
Net positions are shown in three components:

Net Investment in Capital Assets consists of capital assets, net of accumulated depreciation and
reduced by outstanding balances for bonds, notes and other debt attributable to the acquisition,
construction or improvement of those assets.

Restricted net positions result when constraints placed on net asset use are either externally
imposed by outside creditors, others or imposed by law through constitutional provisions or
enabling legislation.

Unrestricted net positions consist of net positions not meeting the definition of the two preceding
categories. Unrestricted net positions often have constraints on resources imposed by management
(designations), which can be removed or modified.

Amounts shown as restricted net positions and the purpose of the restriction are as follows:
Restricted for Economic Development Loans $400,192.

The Utilities' policy is to first apply restricted resources when an expense is incurred for purposes for which
both restricted and unrestricted net positions are available.

Expense Allocations

Expenses, except for those expenses determined to be for a specific fund or funds, are allocated to all funds
based on a one-year rolling average of each fund’s personnel hours. The rolling average is updated each
pay period.

Note 2 — CASH AND CASH EQUIVALENTS

CRMU considers all highly liquid investments with an original maturity of three months or less to be cash
equivalents. Cash equivalents are readily convertible to known amounts of cash.

CRMU pool their deposits and investments and maintain records as to the separate utility systems share of
the total balance. All deposits in banks at June 30, 2018, were entirely covered by federal depository
insurance or by the State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This chapter
provides for additional assessments against the depositories to insure there will be no loss of public funds.

CRMU 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 or savings accounts at
federally insured depository institutions approved by the Board of Trustees and the Treasurer of the State of
Iowa; prime eligible bankers’ acceptances; certain high rated commercial paper; perfected repurchase
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COON RAPIDS MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018

Note 2 - CASH AND CASH EQUIVALENTS (Continued)

agreements; certain registered open-end management investment companies; certain joint investment trusts;
and warrants or improvement certificates of drainage districts.

Interest Rate Risk — The Utilities’ investment policy limits the investment of operating funds (funds
expected to be expended in the current budget year or within 15 months of receipt) in instruments that
mature within 397 days. Funds not identified as operating funds may be invested in investments with
maturities longer than 397 days, but the maturities shall be consistent with the needs and use of the
Utilities.

Monies held for special purposes are limited to the use for which restricted and cannot be used for the
general operations of the utility. The funds held for Economic Development Loans are required by
covenants of the Grant Agreement with the Federal Government. The purpose of this grant is to establish a
Revolving Loan Fund to provide loans that foster rural economic development.

The Utility had no investments meeting the disclosure requirements of Governmental Accounting
Standards Board Statement No. 72.

Note 3 - COMMUNICATIONS ACCOUNTS RECEIVABLE - OTHER

Other accounts receivable reported for the Communications Utility includes delayed long distance and
CABS billings of $1,372 for the telephone system. These amounts are net of an allowance for doubtful
collections of $106. Management believes this allowance to be reasonable and appropriate reduction of the
CAB’s receivables to their net realizable value.

Note 4 -REVOLVING LOANS RECEIVABLE

CRMU received a federal Rural Economic Development Grant for $300,000, which required a local match
of $60,000 making a total of $360,000 available to establish a revolving loan fund during 2008. During the
current year, four new loans were made for economic development totaling $111,500, and payments were
received on all of the loans totaling $140,189, leaving $90,206 available for purposes of this revolving loan
program.

Loan to Acklin Properties, LLC

On December 31, 2014, CRMU entered into a loan agreement with Acklin Property, LLC. The proceeds of
this loan were used to finance the purchase of a building for a daycare center in Coon Rapids. The principal
amount of the loan was $18,000. The promissory note, dated December 31, 2014, specifies monthly
payments of $174 for ten years including interest at 3.00% per annum.

Loan to Country Stores of Carroll, LTD

On June 8, 2012, CRMU entered into a loan agreement with Sperry One Stop Shop. The proceeds of this
loan were used to purchase new underground tanks and blender pumps in Coon Rapids. This loan was
made in association with the Federal Grant Agreement for rural economic development made with the
Federal Government. The principal amount of the loan was $142,000. The promissory note, dated June 8,
2012, specifies monthly payments of $1,307 for ten years including interest at 2.00% per annum.
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Note 4 - REVOLVING LOANS RECEIVABLE (Continued)

Loan to Resurrection Rides, LL.C

On June 26, 2014, CRMU entered into a loan agreement with Resurrection Rides, LLC. The proceeds of
this loan were used to finance the purchase of equipment for their car restoration business. This loan was
made for economic development. The principal amount of the loan was $20,000. The promissory note,
dated June 26, 2014, specifies monthly payments of $359 for five years including interest at 3.00% per
annum.

Loan to Joel & Tammy Roetman

On April 6, 2016, CRMU entered into a loan agreement with Joel & Tammy Roetman. The proceeds of this
loan were used to finance the construction of residential housing in Coon Rapids, lowa. The principal
amount of the loan was $60,000. The promissory note, dated April 6, 2016, specifies monthly payments of
$552 for ten years including interest at 3.00% per annum.

Loan to Beautifully Me Salon & Spa

On September 8, 2015, CRMU entered into a loan agreement with Beautifully Me Salon & Spa. The
proceeds of this loan were used to finance the renovations, capital, and inventory of Beautifully Me Salon
& Spa. The principal amount of the loan was $20,000. The promissory note, dated September 8, 2015,
specifies monthly payments of $359 for five years including interest at 3.00% per annum.

Loan to D.R.A.A.H

On November 24, 2015, CRMU entered into a loan agreement with D.R.A.A.H. The proceeds of this loan
were used to finance the purchase of buildings and expansion of current retail business. The principal
amount of the loan was $50,000. The promissory note, dated November 24, 2015, specifies monthly
payments of $483 for ten years including interest at 3.00% per annum.

Loan to Robbie Lyons and Nancy Bruening

On September 7, 2016, CRMU entered into a loan agreement with Robbie Lyons and Nancy Bruening. The
proceeds of this loan were used to finance the purchase of a building or to reimburse short-term financing
and expenditures for the approved purposes incurred after December 1, 2016. The principal amount of the
loan was $30,000. The promissory note, dated September 7, 2016, specifies monthly payments of $290 for
ten years including interest at 3.00% per annum.

Loan to Peace Evangelical Lutheran Church

On March 10, 2017, CRMU entered into a loan agreement with Peace Evangelical Lutheran Church. The
proceeds of this loan were used to finance the purchase the construction of a Four-Season Community
Center. The principal amount of the loan was $100,000. The promissory note, dated March 10, 2017,
specifies yearly payments of $11,723 for ten years including interest at 2.00% per annum. The loan was
paid in off during the year ending June 30, 2018.

Loan to Reis Seeds - Building

On December 15, 2017, CRMU entered into a loan agreement with Reis Seeds. The proceeds of this loan
were used to finance the purchase of a building. The principal amount of the loan was $34,500. The
promissory note, dated December 15, 2017, specifies monthly payments of $353 for ten years including
interest at 4.25% per annum.
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Note 4 - REVOLVING LOANS RECEIVABLE (Continued)

Loan to Reis Seeds - Equipment

On December 15, 2017, CRMU entered into a loan agreement with Reis Seeds. The proceeds of this loan
were used to finance the purchase of business machinery and equipment. The principal amount of the loan
was $30,000. The promissory note, dated December 15, 2017, specifies monthly payments of $414 for ten
years including interest at 4.25% per annum,

Loan to NMLewis
On April 6, 2018, CRMU entered into a loan agreement with NMLewis. The proceeds of this loan were
used to finance the purchase of a building. The principal amount of the loan was $35,000. The promissory

note, dated April 6, 2018, specifies monthly payments of $363 for ten years including interest at 4.50% per
annum.

Loan to Stacy’s Studio & Boutique

On May 10, 2018, CRMU entered into a loan agreement with Stacy’s Studio & Boutique. The proceeds of
this loan were used to finance the purchase of business equipment. The principal amount of the loan was
$12,000. The promissory note, dated May 10, 2018, specifies monthly payments of $169 for ten years
including interest at 4.75% per annum.

Loan to Alfa Valley. Inc '

On June 15, 2012, CRMU entered into a loan agreement with Alfa Valley, Inc. The proceeds of this loan
were used to finance a new office building in Coon Rapids. This loan was made for economic
development. The principal amount of the loan was $75,000. The promissory note, dated June 15, 2012,
specifies monthly payments of $690 for ten years including interest at 2.00% per annum.

Annual amounts receivable in the future for the loans are as follows:

Electric Utility Gas Utility Total
Year Ended

6/30 Principal Interest Principal Interest Principal Interest
2019 $§ 48,967 $ 8,643 $ 7,783 $ 452 $ 56,750 $ 9,004
2020 46,233 1,577 7,941 340 54,174 7,917
2021 44,821 6,439 8,105 177 52,926 6,616
2022 44,237 5,046 4,301 26 48,538 5,072
2023 31,481 3,850 - - 31,481 3,850

2024-2028 94,247 6,096 - - 94,247 6,096
Total $ 309,986 $ 37,651 $ 28,130 $ 995 $ 338,116 $ 38,645
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Note S - NOTE RECEIVABLE

Loan to Coon Rapids Development Group

On July 1, 2015, CRMU entered into a loan agreement with Coon Rapids Development Group. The
proceeds of this loan were used to finance the construction of a new subdivision. The principal amount of
the loan was $340,000. The promissory note, dated July 1, 2015, specifies yearly payments in the amount
of $39,858 for ten years including interest at 3.00% per annum.

Annual amounts receivable in the future for the loan are as follows:

Communications Utility Gas Utility Total
CRDG Financing
Interest Rate 3.00%
Principal Interest Principal Interest Principal Interest
2019 $ 13,210 $ 3,202 $ 18,874 $ 4,572 $ 32,084 $ 7,774
2020 13,742 2,670 19,633 3,813 33,375 6,483
2021 14,161 2,251 20,233 3,213 34,394 5,464
2022 14,586 1,826 20,840 2,606 35,426 4,432
2023 15,024 1,388 21,465 1,981 36,489 3,369
2024-2025 31,259 940 44,574 2,015 75,833 2,955
Total $ 101,982 $ 12,277 $ 145,619 $ 18,200 $ 247,601 $ 30,477
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Note 6 —- CAPITAL ASSETS

Capital asset categories and changes in each cost category and depreciation for the year ended June 30,

2018 are as follows:

Capital assets not being depreciated:
Land
Construction in progress
Total capital assets not
being depreciated
Capital assets being depreciated:
Neal 4 Steam Production
Local Production Facilities
Transmission System
Distribution System
Municipal Building
General Facilities Equipment
Total capital assets being
depreciated
Less -
Accumulated Depreciation
Total capital assets being
depreciated- net

Total Capital Assets, Net

Reconciliation of Net Investment in Capital Assets

Capital Assets (Net of A/D)  $
Plus: Unspent Proceeds
Less: Notes Payable

Retainage Payable

Beginning Additions and Deletions and Ending
Balance Transfers In Transfers Out Balance
$ 122,119 $ - $ - $ 122,119
1,986,897 914,068 (2,025,438) 875,527
2,109,016 914,068 (2,025,438) 997,646
3,485,609 116,323 (11,620) 3,590,312
2,114,355 17,805 - 2,132,160
1,743,827 10,600 (18,176) 1,736,251
11,913,956 2,024,873 - 13,938,829
1,188,250 9,186 - 1,197,436
2,467,184 36,057 (1,618) 2,501,623
22,913,181 2,214,844 (31,414) 25,096,611
11,393,947 689,313 (31,412) 12,051,848
11,519,234 1,525,531 2) 13,044,763
$ 13,628,250 $ 2,439,599 $ (2,025,440) $ 14,042,409
Communications Electric Gas Water Wastewater Total
119,862  $11,775,498 $714,588  $347,545 $ 1,084,916 $14,042,409
- 711,541 - - 711,541
- (2,280,000) - - (2,280,000)
- (42,423) - - (42,423)
$ 119,862 $10,164,616 $714,588  $347,545 $ 1,084,916 $12,431,527
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Note 6 —- CAPITAL ASSETS (Continued)

Capital asset categories and changes in each cost category and depreciation for the year ended June 30,
2018 for each major fund are as follows:

Communications:

Capital assets being depreciated:
Local Production Facilities
General Facilities Equipment

Total capital assets being
depreciated

Less -

Accumulated Depreciation

Total Capital Assets, Net

Electric:

Capital assets not being depreciated:

Land

Construction in progress

Total capital assets not
being depreciated
Capital Assets being depreciated:

Neal 4 Steam Production

Transmission System

Distribution System

Municipal Building

General Facilities Equipment
Total capital assets being
depreciated

Less -

Accumulated Depreciation
Total capital assets being
depreciated- net
Total Capital Assets, Net

Beginning Additions and Deletions and Ending
Balance Transfers In Transfers Out Balance
$ 336,564 $ 2,893 $ - 339,457
76,028 3,362 - 79,390
412,592 6,255 - 418,847
267,850 31,135 = 298,985
$ 144,742 $ (24,880) $ - 119,862
Beginning Additions and Deletions and Ending
Balance Transfers In Transfers Out Balance
$ 52,312 $ - $ - 52,312
1,986,897 914,068 (2,025,438) 875,527
2,039,209 914,068 (2,025,438) 927,839
3,485,609 116,323 (11,620) 3,590,312
1,633,476 10,600 (18,176) 1,625,900
9,242,720 2,006,562 - 11,249,282
552,187 4,593 - 556,780
1,373,408 23,320 - 1,396,728
16,287,400 2,161,398 (29,796) 18,419,002
7,123,465 477,672 (29,794) 7,571,343
9,163,935 1,683,726 2) 10,847,659
$ 11,203,144 $ 2,597,794 $ (2,025,440) 11,775,498
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Gas:
Beginning Additions and Deletions and Ending
Capital assets not being depreciated: Balance Transfers In Transfers Out Balance
Land $ 30,478 $ - $ - 30,478
Total capital assets not
being depreciated 30,478 - - 30,478
Capital Assets being depreciated:
Local Production Facilities 330,452 E - 330,452
Distribution System 544,332 636 - 544,968
Municipal Building 636,063 4,593 - 640,656
General Facilities Equipment 358,944 5,684 (1,618) 363,010
Total capital assets being
depreciated 1,869,791 10,913 (1,618) 1,879,086
Less -
Accumulated Depreciation 1,147,144 49,450 (1,618) 1,194,976
Total capital assets being
depreciated- net 722,647 (38,537) - 684,110
Total Capital Assets, Net $ 753,125 $ (38,537) $ - 714,588
Water:
Beginning Additions and Deletions and Ending
Capital assets not being depreciated.: Balance Transfers In Transfers Out Balance
Land $ 33,349 $ - $ - 33,349
Total capital assets not
being depreciated 33,349 - - 33,349
Capital Assets being depreciated:
Local Production Facilities 304,606 14,912 - 319,518
Transmission System 110,351 - - 110,351
Distribution System 839,311 - - 839,311
General Facilities Equipment 201,318 2,480 - 203,798
Total capital assets being
depreciated 1,455,586 17,392 - 1,472,978
Less -
Accumulated Depreciation 1,129,175 29,607 B 1,158,782
Total capital assets being
depreciated- net 326,411 (29,607) - 314,196
Total Capital Assets, Net $ 359,760 $ (12,215  $ - 347,545
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Wastewater:
Beginning Additions and Deletions and Ending
Capital assets not being depreciated: Balance Transfers In Transfers Out Balance
Land $ 5,980 $ - $ - 5,980
Total capital assets not
being depreciated 5,980 - - 5,980
Capital Assets being depreciated:
Local Production Facilities 1,142,733 - - 1,142,733
Distribution System 1,287,593 17,675 - 1,305,268
General Facilities Equipment 457,486 1,211 - 458,697
Total capital assets being
depreciated 2,887,812 18,886 - 2,906,698
Less -
Accumulated Depreciation 1,726,313 101,449 - 1,827,762
Total capital assets being
depreciated- net 1,161,499 (82,563) - 1,078,936
Total Capital Assets, Net $ 1,167,479 $ (82,563) $ - 1,084,916

Note 7 —- MUNICIPAL BUILDING

The Electric Utility and Gas Utility each provided funds for construction of a municipal building for use as
office space by CRMU and by the City for library and general office space. Based on square footage,
CRMU utilizes 76.83 percent of the building and the City utilizes 23.17 percent. The City reimburses the
Electric Utility and Gas Utility ratably for a share of building operating costs. The public uses 50 percent
of the building as a meeting hall and pays a nominal rent for each usage. This public usage area is included

in the portion allocated CRMU.

For financial reporting purposes, all assets, liabilities, income and expenses of this building are prorated
50% to the Electric Utility and 50% to the Gas Utility. These percentages represent each Utility’s share of
the original capital contributed for construction of the building.

Municipal building assets are depreciated using the straight-line method over the following estimated

useful lives:

Buildings and Improvements
Equipment
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Changes in long-term liabilities for the year ended June 30, 2018 are summarized as follows:

Beginning Ending Due Within

Balance Additions Reductions Balance One Year
Notes Payable $ 2,400,000 $ - $ 120,000 $ 2,280,000 $ 135,000
Net Pension Liability 591,681 43,318 - 634,999 -
Total $ 2,991,681 $ 43,318 $ 120,000 $ 2,914,999 $ 135,000

Notes Payable

Notes payable activity for the year ended June 30, 2018 was as follows:

Beginning Ending Due Within

Balance Additions Reductions Balance One Year
Towa Savings Bank $ 2,400,000 $ - $ 120,000 $ 2,280,000 $ 135,000
Total $ 2,400,000 $ - $ 120,000 $ 2,280,000 $ 135,000

Electric Utility — The Utility adopted a resolution on January 26, 2017 providing for the issuance of
$2,400,000 in Electric Revenue Capital Loan Notes.

The Iowa Savings Bank note matures and bears interest as follows:

Iowa Savings Bank

Principal Interest Interest Rate
2019 $ 135,000 $ 80,502 1.625%
2020 140,000 59,750 1.750
2021 140,000 57,556 2.000
2022 145,000 55,106 2.125
2023 150,000 52,306 2.375
2024-2028 815,000 207,452 2.500-2.850
2029-2032 755,000 89,426 3.000-3.250

$ 2,280,000 $ 602,098
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Note 9 - COMPENSATED ABSENCES

CRMU employees are entitled to certain compensated absences based on length of employment. Vacation
hours are accumulated on a calendar year basis with a limited amount of carryover to subsequent years
allowed. Earned but unused vacation hours will be paid upon termination, retirement or death. The
liability for compensated absences is computed based on rates of pay in effect at June 30, 2018 and
includes related employee benefits. Sick leave is not paid on termination, retirement or death; therefore, no
accrual has been made for accumulated sick leave hours.

Note 10 — JOINT USE AGREEMENT

On April 19, 2002, the Board of Trustees adopted and approved an intra-fund resolution between the
Electric Utility and Communications Ultility titled “A Joint Use Agreement Under lIowa Code Chapter
28E”.

The Electric Utility financed and installed a communications distribution system for the use and support of
electric operations. This communications distribution system is the sole property of the Electric Utility.
Through the joint use agreement, the Communications Utility is granted the right to use the three networks
of the Electric Utility communications distribution system in varying percentages as specified in the
agreement.

The term of the agreement is forty years, expiring June 30, 2041. For the term of the agreement, the
Communications Utility will pay to the Electric Utility, the sum of $100,000 on or before the last day of
June each year. The arrangements and terms of the agreement were based upon applicable market value
and economic conditions at that time, in sole reference to the joint use of the communications distribution
system by the Electric Utility and Communications Utility. The Communications Utility is obligated to
comply with all property tax filing requirements imposed under lowa Code Chapter 433.

Note 11 - PAYMENT TO THE CITY

CRMU made voluntary in-lieu-of-tax payments to the City in the amount of $69,519 for the year ended
June 30, 2018.

Note 12 —- PENSION AND RETIREMENT BENEFITS

Plan Description. IPERS membership is mandatory for employees of the Utilities, except for those covered
by another retirement system. Employees of the Utilities are provided with pensions through a cost-sharing
multiple employer defined benefit pension plan administered by Iowa Public Employees’ Retirement
System (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.

-34 -



COON RAPIDS MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018

Note 12 — PENSION AND RETIREMENT BENEFITS (Continued)

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, any time 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:

e A multiplier based on years of service.

e The member’s highest five-year average salary, except members with service before June 30, 2012
will use the highest three-year average salary as of that date if it is greater than the highest five-year
average salary.

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 percent 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 percent 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 - 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 1 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 2018, pursuant to the required rate, Regular members contributed 5.95 percent of pay and
the Utilities contributed 8.93 percent for a total rate of 14.88 percent.

The Utilities’ total contributions to IPERS for the year ended June 30, 2018 were $64,871.
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Note 12 - PENSION AND RETIREMENT BENEFITS (Continued)

Net Pension Liabilities, Pension Expense. and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions - At June 30, 2018, the Utilities reported a liability of $634,999 for their
proportionate share of the net pension liability. The net pension liability was measured as of June 30,
2017, and the total pension liability used to calculate the net pension liability was determined by an
actuarial valuation as of that date. The Utilities’ proportion of the net pension liability was based on the
Utilities’ share of contributions to the pension plan relative to the contributions of all IPERS participating
employers. At June 30, 2017, the Utilities” collective proportion was .0095327 percent, which was an
increase of .000131 percent from their proportion measured as of June 30, 2016.

For the year ended June 30, 2018, the Utilities recognized pension expense of $91,553. At June 30, 2018,
the Ultilities reported deferred outflows of resources and deferred inflows of resources related to pensions

from the following sources:

Deferred Outflows Deferred Inflows

of Resources of Resources

Differences between expected and

actual experience $ 5,830 $ 5,502
Changes of assumptions 110,334 -
Net difference between projected and actual

earnings on pension plan investments - 6,633
Changes in proportion and differences between

Utility contributions and proportionate share

of contributions 13,771 -
Utility contributions subsequent to the

measurement date 64,871 -

Total $ 194,806 $ 12,135

$64,871 reported as deferred outflows of resources related to pensions resulting from the Utilities’
contributions subsequent to the measurement date will be recognized as a reduction of the net pension
liability in the year ended June 30, 2019. Other amounts reported as deferred outflows of resources and
deferred inflows of resources related to pensions will be recognized in pension expense as follows:
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Note 12 — PENSION AND RETIREMENT BENEFITS (Continued)

Year Ended
June 30, Total
2019 $ 19,604
2020 53,164
2021 32,059
2022 5,070
2023 7,903

Total $ 117,800

There were no non-employer contributing entities at IPERS.

Actuarial Assumptions - The total pension liability in the June 30, 2017 actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the measurement:

Rate of inflation

(effective June 30, 2017) 2.60 percent per annum

Rates of salary increase 3.25 to 16.25 percent, average, including inflation. Rates
(effective June 30, 2017) vary by membership group

Long-term investment rate of return 7.00 percent, compounded annually, net of investment
(effective June 30, 2017) expense, including inflation

Wage growth 3.25 percent per annum, based on 2.60 percent inflation
(eftective June 30, 2017) and 0.65 percent real wage inflation.

The actuarial assumptions used in the June 30, 2017 valuation were based on the results of an actuarial
experience study dated March 24, 2017.

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.

The long-term expected rate of return on IPERS’ 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:
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Note 12 - PENSION AND RETIREMENT BENEFITS (Continued)

Long-Term Expected

Asset Class Asset Allocation Real Rate of Return
Domestic Equity 24.0% 6.25%
International Equity 16.0 6.71
Core Plus Fixed Income 27.0 2.25
Public Credit 35 3.46
Public Real Assets 7.0 3.25
Cash 1.0 -0.31
Private Equity 11.0 11.15
Private Real Assets 7.5 4.18
Private Credit 3.0 4.25

Total 100%

Discount Rate - The discount rate used to measure the total pension liability was 7.0 percent. The
projection of cash flows used to determine the discount rate assumed that employee contributions will be
made at the contractually required rate and contributions from the Utilities will be made at contractually
required rates, actuarially determined. Based on those assumptions, IPERS’ 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 IPERS’ investments was applied to all
periods of projected benefit payments to determine the total pension liability.

Sensitivity of the Utilities” Proportionate Share of the Net Pension Liability to Changes in the Discount
Rate - The following presents the Utilities’ proportionate share of the net pension liability calculated using
the discount rate of 7.0 percent, as well as what the Utilities’ proportionate share of the net pension
liability would be if it were calculated using a discount rate that is 1-percentage-point lower (6.0 percent)
or 1-percentage-point higher (8.0 percent) than the current rate.

1% Discount 1%
Decrease Rate Increase
(6.0%) (7.0%) (8.0%)
Utilities' proportionate share of
the net pension liability $1,046,224 $ 634,999 $ 289,491

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 - At June 30, 2018, the Utilities reported $0 of payables related to the
defined benefit pension plan.
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Note 13 - HEALTH INSURANCE SELF-INSURED

CRMU has a group health insurance policy which provides comprehensive medical coverage for eligible
employees and, if elected, their spouses and dependents. CRMU self-insures certain employee eligible
medical costs that are not reimbursed by the health insurance provider because the medical cost does not
exceed the deductible and maximum out-of-pocket policy provision. Beginning January 1, 2017, employees
pay out of pocket maximum of $1,000 for single coverage or $2,000 for family coverage. CRMU has ten
covered employees as of June 30, 2018.

The amount of the deductibles and maximum out-of-pocket expenses self-insured are as follows:

Deductible Maximum Out-of-Pocket
Single Family Single Family
Employee $2.800 $5.,600 $7,350 $14,700

CRMU risk is limited to the difference between the out of pocket maximums of the two plans. The claims
payable, including claims incurred but not yet reported, have been determined by the CRMU’s
management and have not been recorded in the accompanying financial statements. Changes in the claim’s
liability amount were as follows:

Year Ended Beginning Claims and Changes Claim Ending
June 30 Balance Liability in Estimates Payments Balance
2018 $ 2,847 $ 34,690 $32,873 $ 4,664

The ending liability balance is included in the current liabilities.
Note 14 - COMMITMENTS AND CONTINGENT LIABILITIES

CRMU has a contract, effective to December 31, 2020, with the United States Department of Energy to
provide CRMU firm electric power up to 2,395 kilowatts during any winter season month and up to 2,666
kilowatts during any summer season month. This contract provides that the contract rate of delivery for
firm power maybe adjusted after January 2011 for the kilowatts to be provided during the subsequent
winter and summer seasons.

CRMU entered into a contract with its major transporter of natural gas in August 1993 that requires a
capacity demand payment of approximately $100,000 annually. The initial expiration date of the contract
was through October 31, 1996, which was subsequently extended through January 1, 2019.

CRMU entered into a contract July 27, 2006, with Utility Service Co., Inc., engaging them to provide the
professional service needed to maintain CRMU’s 250,000-gallon water storage tank. The annual fee is
$11,288. Beginning in 2015 and each third year thereafter, the annual fee will be adjusted to reflect the
current cost of service, and may be adjusted up or down by a maximum of 5% annually. This contract may
be cancelled by CRMU if notification is received 90 days prior to the anniversary date. Unless a
cancellation notice is received, the contract automatically renews each year.
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Note 14 - COMMITMENTS AND CONTINGENT LIABILITIES (Continued)

CRMU entered into a contract July 10, 2017 with Goldfield Telecom, LC. The contract is in the amount of
$215,295 for electronics for the fiber to the home project. As of June 30, 2018, the remaining balance to be
paid was $42,423. The final payment is expected to be made in 2018.

Note 15 - CONCENTRATIONS

CRMU provides utility services to commercial and residential customers in a specified service area in and
around City of Coon Rapids, lowa. Credit is granted to substantially all customers, all of whom are local
business or residents. All new customers of CRMU are required to pay a meter deposit. The deposit is
refundable, within twelve months, if their account balances have been paid on time during that period.

Note 16 —- RISK MANAGEMENT

CRMU 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. These risks, except for loss of infrastructure,
are covered by the purchase of commercial insurance. CRMU 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.

Note 17 — PRIOR PERIOD ADJUSTMENTS

A prior period adjustment of $171,895 was made in the Electric Utility for depreciation expense on the
Neal 4 Scrubber Baghouse additions that should have been capitalized and depreciated in prior years but
was not.

A prior period adjustment of $24,048 was made in the Electric Utility for interest costs on debt that were
expensed in the prior year but should have been capitalized to the construction project since they were
incurred during the time of construction.

Electric
Utility
Net Position June 30, 2017,
as previously reported $13,565,282
Depreciation expense on Neal 4 project (171,895)
Capitalized interest costs 24,048
Net Position June 30, 2017,
as restated $13,417,435
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COON RAPIDS MUNICIPAL UTILITIES
(A COMPONENT UNIT OF THE CITY OF COON RAPIDS, IOWA)
SCHEDULE OF THE UTILITIES' PROPORTIONATE SHARE
OF THE NET PENSION LIABILITY
IOWA PUBLIC EMPLOYEE'S RETIREMENT SYSTEM
REQUIRED SUPPLEMENTARY INFORMATION
FOR THE LAST FOUR FISCAL YEARS

2018 2017 2016 2015

Utilities' collective proportion of the net

pension liability (asset) 0.009533% 0.009402% 0.009390% 0.009371%
Utilities' collective proportionate share of

the net pension liability $ 634,999 $ 591,681 $ 463,916 $ 371,638
Utilities' covered employee payroll $ 711,570 $ 674,705 $ 643,303 $ 613,191
Utilities' collective proportionate share of

the net pension liability as a percentage

of its covered employee payroll 89.24% 87.69% 72.11% 60.61%
IPERS' net position as a percentage

of the total pension liability 82.21% 81.82% 85.19% 87.61%

Note: GASB Statement No. 68 requires ten years of information to be presented in this table. However, until a
full 10-year trend is compiled, the Utilities will present information for those years for which information is
available.

See Accompanying Independent Auditors' Report
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COON RAPIDS MUNICIPAL UTILITIES

(A COMPONENT UNIT OF THE CITY OF COON RAPIDS, IOWA)

SCHEDULE OF THE UTILITIES' CONTRIBUTIONS
IOWA PUBLIC EMPLOYEE'S RETIREMENT SYSTEM
REQUIRED SUPPLEMENTARY INFORMATION
LAST 10 FISCAL YEARS

Statutorily required contribution

Contributions in relation to the
statutorily required contribution

Contribution deficiency (excess)
Utilities' covered-employee payroll

Contributions as a percentage of
covered-employee payroll

See Accompanying Independent Auditors' Report

2018 2017 2016 2015

$ 64,871 63,543 $ 60,251 57,447

$  (64,871) (63,543) $ (60,251) (57,447)

§ - . § . -

$ 726,433 711,570  $ 674,705 643,303
8.93% 8.93% 8.93% 8.93%
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2014 2013 2012 2011 2010 2009
54,758 51,529 $ 46,003 $ 39,212 $ 37,049 $ 34,190
(54,758) (51,529) $ (46,003) $ (39,212) $ (37,049) $ (34,190

. . 3 - $ - $ 5 -
613,191 594,337 $ 570,050 $ 564,201 $ 557,128 $ 538,425
8.93% 8.67% 8.07% 6.95% 6.65% 6.35%

See Accompanying Independent Auditors' Report
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Changes of Benefit Terms:

Legislation enacted in 2010 modified benefit terms for 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 percent per year
measured from the member’s first unreduced retirement age to a 6 percent reduction for each year of retirement
before age 65.

Changes of Assumptions

The 2017 valuation implemented the following refinements as a result of an experience study dated March 24,
2017:

Decreased the inflation assumption from 3.00 percent to 2.60 percent.

Decreased the assumed rate of interest on member accounts from 3.75 percent to 3.50 percent per year.
Decreased the discount rate from 7.50 percent to 7.00 percent.

Decreased the wage growth assumption from 4.00 percent to 3.25 percent.

Decreased the payroll growth assumption from 4.00 percent to 3.25 percent.

The 2014 valuation implemented the following refinements as a result of a quadrennial experience study:

Decreased the inflation assumption from 3.25 percent to 3.00 percent.

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

e Adjusted retiree mortality assumptions.

Modified retirement rates to reflect fewer retirements.

Lowered disability rates at most ages.

Lowered employment termination rates.

Generally increased the probability of terminating members receiving a deferred retirement benefit.
Modified salary increase assumptions based on various service duration.

See Accompanying Independent Auditors’ Report
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CERTIFIED PUBLIC ACCOUNTANTS

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

Board of Trustees
Coon Rapids Municipal Utilities
Coon Rapids, [A 50058

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 business-type activities and
each major fund of Coon Rapids Municipal Utilities, a component unit of the City of Coon Rapids, as of and
for the year ended June 30, 2018, and the related notes to the financial statements, which collectively
comprise the Utilities” basic financial statements as listed in the table of contents, and have issued our report
thereon dated November 13, 2018.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Coon Rapids Municipal
Utilities’ internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of Coon Rapids Municipal Utilities’
internal control. Accordingly, we do not express an opinion on the effectiveness of Coon Rapids Municipal
Utilities® 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 that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.

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. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. We did identify a certain deficiency in internal control
described in Part II of the accompanying schedule of findings as item 2018-001 to be a significant deficiency.

203 North Grand Avenue P.O. Bex- 908 Spencenr, lowa 51301-0908
712-262-1500 Fax 712-262-2920



Compliance and Other Matters

As part of obtaining reasonable assurance about whether Coon Rapids Municipal Utilities’ financial
statements are free from 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.

Coon Rapids Municipal Utilities’ Response to Findings

Coon Rapids Municipal Utilities’ response to the finding identified in our audit is described in the
accompanying schedule of findings. CRMU’s response was not subjected to the auditing procedures applied
in the audit of the financial statements and, accordingly, we express no opinion on it.

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 entity’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 entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

W:H-\U'W‘f *(\Ompamy \QC

Certified Public Accountants

Spencer, lowa
November 13,2018
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COON RAPIDS MUNICIPAL UTILITIES
SCHEDULE OF FINDINGS
YEAR ENDED JUNE 30, 2018

PART I - SUMMARY OF AUDITORS’ RESULTS
(A) An unmodified opinion was issued on the financial statements.

(B) A significant deficiency in internal control over financial reporting was disclosed by the audit of
the financial statements.

(C) The audit did not disclose any non-compliance which is material to the financial statements.

PART II — FINDING RELATED TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

INSTANCES OF NONCOMPLIANCE: No matters were reported.
SIGNIFICANT DEFICIENCY:

2018-001 Financial Reporting

Criteria — The Utilities are responsible for the accuracy of the financial statements.

Condition — During the audit, we identified an immaterial amount of accrued interest receivable
and interest income that were not recorded properly in the Utilities’ financial statements.

Cause — Review procedures did not allow all misstatements to be caught.

Effect — Prior to the journal entries recorded by management, assets and revenues were
understated on the financial statements.

Recommendation —The Utilities should review its procedures to ensure all accounts are properly
identified, classified and included in the Utilities’ financial statements.

Response — We will continue to improve procedures to ensure the proper amounts are recorded in
the financial statements in the future.

Conclusion - Response accepted.
PART III - OTHER FINDINGS RELATED TO REQUIRED STATUTORY REPORTING

[II-A-18: Official Depositories — The Board of Trustees has approved a resolution naming
official depositories. The maximum amount stated in the resolution was not exceeded during the
year ended June 30, 2018.

I1I-B-18: Questionable Disbursements — No expenditures we believe did not meet the
requirement of public purpose as defined in an Attorney General’s opinion dated April 25, 1979
were noted.
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PART III - OTHER FINDINGS RELATED TO REQUIRED STATUTORY REPORTING
(Continued)

[II-C-18: Travel Expense — No disbursements of the Utilities’ money for travel expenses of
spouses of Utilities’ officials or employees were noted.

[1I-D-18: Business Transactions — No business transactions between Coon Rapids Municipal
Utilities and the Ultilities’ officials and employees were noted.

[1I-E-18: Bond Coverage — Surety bond coverage of Coon Rapids Municipal Utilities’ officials
and employees is in accordance with statutory provisions. The amount of coverage should be
reviewed annually to insure that the coverage is adequate for current operations.

I1I-F-18: Board Minutes — No transactions were found that we believe should have been
approved in the Board minutes but were not.

[1I-G-18: Deposits and Investments — No instances of non-compliance with the deposit and
investment provisions of Chapter 12(B) and 12(C) of the Code of lowa and the Coon Rapids
Municipal Utilities’ investment policy were noted.

[1I-H-18: Telecommunication Services — No instances of non-compliance with Chapter 388.10 of
the Code of lowa were noted.
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