PORTION OF WATERLOO WATER AND LIGHT UTILITY
AUDIT REPORT

MANAGEMENT’S DISCUSSION

AND ANALYSIS

John Andres, CPA, Partner

Baker Tilly Virchow Krause, LLP



WATERLOO WATER AND LIGHT COMMISSION

MANAGEMENT’S DISCUSSION AND ANALYSIS
As of and for the Years Ended December 31, 2011 and 2010

The management of the Waterloo Water and Light Commission offers all persons interested in the
financial position of the utility this narrative overview and analysis of the utility's financial performance
during the fiscal years ending December 31, 2011 and 2010. You are invited to read this narrative in
conjunction with the utility’s financial statements.

FINANCIAL HIGHLIGHTS

The following summarizes the operating results of each utility.
ELECTRIC UTILITY

Operating income increased from $177,000 in 2010 to $321,000 in 2011. Revenues increased 4%, as a
result of having the new electric rates for a full year despite a slight decrease in the volume of electricity
sold. At the same time, operating expenses increased less than 1% during 2011. The rate of return
increased from 2.65% to 7.14% for 2011.

WATER UTILITY

The water utility had an operating income of $63,000 in 2011 compared to $66,000 in 2010. While the
volume of water sold increased slightly, revenues increased by 7% with a full year of the new rates.
Overall operating and maintenance expenses increased by 9% and the PILOT increased by 13% and
now makes up 18% of the utility’s costs, excluding debt service. The water utility continues to earn a
negative rate of return, (0.78)% for 2011, which is notably below the authorized rate of return of 3.0%.
The combination of increasing costs, ongoing capital projects and flat sales may require management to
review water rates in the near future.

SeEwer UTiLiTY

The sewer utility had an operating loss of $1,000 in 2011 compared to operating income of $14,000 in
2010. Operating revenues increased 2% due to an increase in the volume charge late in the year while
operating expenses increased by 4%. We understand that the sufficiency of rates will be reviewed in
2012 with the planned sludge project and to ensure compliance with the debt coverage requirements of
the proposed Clean Water Fund Loan.

OTHER ITEMS
The utility continued to complete annual water and electric distribution system replacement projects in

both 2010 and 2011. In addition during 2011 the sewer utility completed the preliminary engineering for
sludge storage upgrades at the treatment plant.
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WATERLOO WATER AND LIGHT COMMISSION

MANAGEMENT’S DISCUSSION AND ANALYSIS
As of and for the Years Ended December 31, 2011 and 2010

OVERVIEW OF THE FINANCIAL STATEMENTS/USING THIS REPORT

The Waterloo Water and Light Commission is an enterprise fund of the City of Waterloo. The purpose of
the utility is to provide electric, water and sewer service to properties located within the municipality and
selected areas outside the city.

This annual report consists of two parts: Management’s Discussion and Analysis (this section) and the
basic financial statements. The Waterloo Water and Light Commission is a self-supporting entity and
follows enterprise fund reporting; accordingly, the financial statements are presented using the economic
resources measurement focus and the accrual basis of accounting. Enterprise fund statements offer
short- and long-term financial information about the activities and operations of the Waterloo Water and
Light Commission.

> The Statements of Net Assets includes all of the Waterloo Water and Light Commission’s assets
and liabilities and provides information about the nature and amount of investments in resources
and the obligations to creditors. This statement provides the basis for evaluating the capital
structure and assessing the liquidity and financial flexibility of the Waterloo Water and Light
Commission.

> The Statements of Revenues, Expenses, and Changes in Net Assets provide an indication of the
Waterloo Water and Light Commission’s financial health.

> The Statements of Cash Flows report the cash provided and used by operating activities, as well
as other cash sources such as investment income and cash payments for repayment of bonds
and capital additions.

UTILITY FINANCIAL ANALYSIS

An analysis of the utility’s financial position begins with a review of the Statements of Net Assets, and the
Statements of Revenues, Expenses and Changes in Net Assets report information. These two statements
report the utility’s net assets and changes therein. The utility's net assets — ‘the difference between assets
and liabilities’ is key to measuring the financial health of the utility. Over time, increases or decreases in
the net asset value are an indicator of whether the financial position is improving or deteriorating.
However, it should be noted that the financial position can also be affected by other non-financial factors,
including economic conditions, customer growth, climate conditions and new regulations.

See independent Auditors’ Report
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WATERLOO WATER AND LIGHT COMMISSION

MANAGEMENT’S DISCUSSION AND ANALYSIS
As of and for the Years Ended December 31, 2011 and 2010

UTILITY FINANCIAL ANALYSIS (cont.)

Condensed Statements of Net Assels

2009 2010 2011
ASSETS
Unrestricted Cash and investments $ 118,720 % 44,881 $ 22,301
Customer Accounts Receivable 505,359 549,234 575,747
Restricted and Designated Assets 1,230,491 1,068,736 1,089,245
Other Assets 575,909 615,232 576,751
Net Electric Plant 3,632,513 3,538,320 3,433,474
Net Water Plant 4,021,947 4,127,193 4,043,310
Net Sewer Plant 2,345,201 2,168,698 2,081,192
Total Assets 12,430,140 12,112,294 11,822,020
LIABILITIES
Long-Term Liabilities 4,390,321 4,149,435 3,888,714
Other Liabilities 850,358 909,057 912,009
Total Liabilities 5,240,679 5,058,492 4,800,723
NET ASSETS
Invested in Capital Assets, Net of Related Debt 5,858,042 5,926,408 5,891,481
Restricted 1,201,236 1,005,088 1,061,750
Unrestricted 130,183 122,306 68,066
TOTAL NET ASSETS $ 7,189461 $ 7,053,802 $ 7,021,297

Most categories remained relatively stable in 2011 and 2010. Capital additions were discussed on page 3
and cash decreases are discussed on page 12.
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WATERLOO WATER AND LIGHT COMMISSION

MANAGEMENT’S DISCUSSION AND ANALYSIS
As of and for the Years Ended December 31, 2011 and 2010

UTILITY FINANCIAL ANALYSIS (cont.)

Unrestricted Funds on Hand
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Unrestricted Funds on Hand
Actual vs. Recommended

2007 - 2011
2007 2008 2009 2010 2011
Minimum Funding Benchmark
1 Months Billings $ 364,000 $ 401,000 $ 413,631 $ 453,728 $ 472,259
Actual Funds on Hand $ 611,976 $ 911,226 $ 118,720 $ 44,881 §$ 22,301
Months Billings on Hand 1.7 2.3 0.3 0.1 0.05

A utility should maintain funds to cover its operations in a normal business operating cycle (i.e. quarterly,
monthly) plus a contingency. In addition, utilities should have available an amount equal to one year’s

capital improvements. These funding levels facilitate- budgeting since there will be less concern for
business cycle fluctuations.

This shows that the utility has historically had ample cash reserves for operations. Funds were drawn
down in 2009 through 2011 for capital projects. Additionally, funds have been set aside as restricted for
sewer equipment replacements and these funds are not included in the above analysis.

Management will need to evaluate future capital needs and current sales levels to determine how to
return the reserves to the desired levels.
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WATERLOO WATER AND LIGHT COMMISSION

MANAGEMENT’S DISCUSSION AND ANALYSIS

As of and for the Years Ended December 31, 2011 and 2010

UTILITY FINANCIAL ANALYSIS (cont.)

Condensed Statements of Revenues, Expenses and Changes in Net Assets

OPERATING REVENUES
Electric
Water
Sewer

Total Operating Revenues

OPERATING EXPENSES
Electric
Operation and Maintenance
Depreciation

Total Electric

Water
Operation and Maintenance
Depreciation

Total Water

Sewer
Operation and Maintenance
Depreciation

Total Sewer
Total Operating Expenses

OPERATING INCOME
Electric
Water
Sewer

Total Operating Income

NON-OPERATING REVENUE
NON-OPERATING EXPENSES

Income Before Contributions and Transfers

CAPITAL CONTRIBUTIONS
TRANSFERS - TAX EQUIVALENT

CHANGE IN NET ASSETS

2009 2010 2011
$ 3,930,749 $ 4,258,962 $ 4,431,661
403,413 471,083 504,047
629,411 714,693 731,399
4,963,573 5,444,738 5,667,107
3,518,634 3,897,273 3,926,072
176,010 185,101 184,667
3,694,644 4,082,374 4,110,739
281,090 272,962 307,443
122,058 132,046 133,867
403,148 405,008 441,310
468,563 487,480 532,263
210,119 213,537 200,273
678,682 701,017 732,536
4,776,474 5,188,399 5,284,585
236,105 176,588 320,922
265 66,075 62,737
(49,271) 13,676 (1,137)
187,099 256,339 382,522
24,470 13,652 12,549
(221,540) (190,118) (186,986)
(9,971) 79,873 208,085
140,327 5,895 6,671
(215,126) (221,427) (247 261)
$  (84770) $ (135659) $  (32,505)
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WATERLOO WATER AND LIGHT COMMISSION

MANAGEMENT’S DISCUSSION AND ANALYSIS
As of and for the Years Ended December 31, 2011 and 2010

UTILITY FINANCIAL ANALYSIS (cont.)

Electric Sales
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Electric Sales (000 kWh Sold)

2007 2008 2009 2010 2011

Residential 13,458 12,998 12,661 12,926 13,170
General 6,088 5,991 5,720 5,425 5,362
Small Power 3,387 4,069 3,641 4,342 4,837
Large Power 15,252 18,690 17,279 17,780 16,112
Industrial Power 2,318 - - - -
Street Lighting 337 339 328 328 329

Total 40,840 42,087 39,629 40,801 39,810

While residential usage increased in 2011 commercial usage decreased slightly. The increase in 2008
was due to a cooler winter. The shift in customer class in 2008 was due to Trek restructuring their
electrical services facility.

See Independent Auditors’ Report
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WATERLOO WATER AND LIGHT COMMISSION

MANAGEMENT'S DISCUSSION AND ANALYSIS
As of and for the Years Ended December 31, 2011 and 2010

UTILITY FINANCIAL ANALYSIS (cont.)

Consolidated Statements of Cash Flows

2009 2010 2011
Cash Flow From:
Operating Activites $ 756,926 $ 791,092 $ 881,372
Investing Activities 41,762 7,338 (269,249)
Capital and Related Financing Activities
Capital Improvements (785,479) (403,031) (251,109)
Debt Service (451,222) (424,853) (429,135)
Other Capital and Related Financing (29,573) 4,110 6,671
Noncapital Financing Activities (182,870) (215,712) (221,427)
Net Change in Cash and Cash Equivalents (650,456) (241,056) (282,877)
Cash and Cash Equivalents - Beginning of the Year 1,528,938 878,482 637,426
Cash and Cash Equivalents - End of the Year 878,482 637,426 354,549
Long-Term Investments 467,328 474,211 751,044
Total Cash and Investments $ 1,345810 $ 1,111,637 $ 1,105,593

Overall cash flows have decreased in the past three years due to the timing of construction, receipt of
contributions and investment markets.

Cash flows from operating activities increased during 2011 and 2010 as a result of the rate increases.
Cash flows from investing activities result mainly from the purchase and sale of long-term investments
and investment income. The decrease in 2011 results from an increase in the use of certificates of

deposits to improve interest earnings.

The cash flows from capital and related financing activities are related to the repayment of debt, main
replacement projects, electric services and line extensions, and engineering for the sewer plant.

CAPITAL ASSETS

Details of utility capital assets are shown in Note 5 to the financial statements.

LONG-TERM DEBT

Detaits of the existing debt are included in Note 6.
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WATERLOO WATER AND LIGHT COMMISSION

MANAGEMENT'’S DISCUSSION AND ANALYSIS
As of and for the Years Ended December 31, 2011 and 2010

CURRENTLY KNOWN FACTS/ECONOMIC CONDITIONS

The utility implemented rate increases for electric, water and sewer services in 2010. Increases in rates
were designed to improve the utilities cash flow and rate of return.

CONTACTING UTILITY’'S FINANCIAL MANAGEMENT

This financial report is designed to provide our customers, investors and creditors with a general overview
of the utility’s finances. If you have questions about this report, or need additional financial information,
contact the utility office at 575 Commercial Avenue, Waterloo, Wisconsin 53594.
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