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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

TO: THE OFFICIALS OF THE ALLEN COUNTY REGIONAL WATER
AND SEWER DISTRICT, ALLEN COUNTY, INDIANA

We have audited the accompanying financial statements of the business-type activities of the
Allen County Regional Water and Sewer District (Water and Sewer District), as of and for the years ended
December 31, 2008 and 2009, which collectively comprise the Water and Sewer District's basic financial
statements as listed in the Table of Contents. These financial statements are the responsibility of the
Water and Sewer District's management. 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 of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial state-
ment presentation. We believe that our audit provides a reasonable basis for our opinions.

As discussed in Note |, the Water and Sewer District prepares its financial statements on the pre-
scribed basis of accounting that demonstrates compliance with the cash and investment basis and budget
laws of the State of Indiana, which is a comprehensive basis of accounting other than accounting princi-
ples generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective cash and investment balances of the business-type activities of the Water and Sewer
District as of December 31, 2008 and 2009, and the respective cash receipts and cash disbursements
during the years then ended on the basis of accounting described in Note I.

In accordance with Government Auditing Standards, we have also issued a report dated June 7,
2010, on our consideration of the Water and Sewer District's internal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements, and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit per-
formed in accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.




INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
(Continued)

Our audit was conducted for the purpose of forming opinions on the financial statements that col-
lectively comprise the Water and Sewer District's basic financial statements. The accompanying Sched-
ule of Expenditures of Federal Awards is presented for purposes of additional analysis as required by the
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations, and is not a required part of the basic financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a
whole.

The Water and Sewer District has not presented Management's Discussion and Analysis that
accounting principles generally accepted in the United States of America has determined is necessary to
supplement, although not required to be part of, the basic financial statements.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Water and Sewer District's basic financial statements. The Schedule of Capital
Assets and Schedule of Long-Term Debt are presented for additional analysis and are not required parts
of the basic financial statements. The Basic Financial Statements, as listed in the Table of Contents,
have been subjected to the auditing procedures applied in the audit of the basic financial statements and,
in our opinion, are fairly stated in all material respects in relation to the basic financial statements taken
as a whole. The Schedule of Capital Assets and Schedule of Long-Term Debt have not been subjected
to the auditing procedures applied by us in the audit of the basic financial statements and, accordingly,
we express no opinion on them.

STATE BOARD OF ACCOUNTS

June 7, 2010



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

TO: THE OFFICIALS OF THE ALLEN COUNTY REGIONAL WATER
AND SEWER DISTRICT, ALLEN COUNTY, INDIANA

We have audited the financial statements of the governmental activities and the business-type
activities of the Allen County Regional Water and Sewer District (Water and Sewer District), as of and for
the years ended December 31, 2008 and 2009, which collectively comprise the Water and Sewer Di-
strict's basic financial statements and have issued our report thereon dated June 7, 2010. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Water and Sewer District's internal con-
trol over financial reporting as a basis for designing our auditing procedures for the purpose of expressing
our opinions on the financial statements, but not for the purpose of expressing an opinion on the effective-
ness of the Water and Sewer District's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Water and Sewer District's internal control over financial
reporting.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in internal control
over financial reporting that might be significant deficiencies or material weaknesses. However, as dis-
cussed below, we identified certain deficiencies in internal control over financial reporting that we con-
sidered to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect misstate-
ments on a timely basis. A significant deficiency is a control deficiency, or combination of control deficien-
cies, that adversely affects the entity's ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of the entity's financial statements that is more than inconsequential
will not be prevented or detected by the entity's internal control. We consider the deficiencies described
in item 2009-1 of the accompanying Schedule of Findings and Questioned Costs to be significant
deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements will not
be prevented or detected by the entity's internal control.



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
(Continued)

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and would not necessarily identify all deficiencies in internal control
that might be significant deficiencies or material weaknesses. However, of the significant deficiencies
described above, we consider item 2009-1 to be a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Water and Sewer District's financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

The Water and Sewer District's response to the findings identified in our audit is described in the
accompanying section of the report entitled Official Response and Corrective Action Plan. We did not
audit the Water and Sewer District's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Water and Sewer District's man-
agement, the District Board and federal awarding agencies and pass-through entities and is not intended
to be and should not be used by anyone other than these specified parties. In accordance with Indiana
Code 5-11-5-1, this report is a part of the public records of the State Board of Accounts and of the office
examined.

STATE BOARD OF ACCOUNTS

June 7, 2010



ALLEN COUNTY REGIONAL SEWER AND WATER DISTRICT
STATEMENT OF ACTIVITIES AND NET ASSETS - CASH AND INVESTMENT BASIS
For The Year Ended December 31, 2008

Net (Disbursement)
Receipt and Changes

Program Receipts in Net Assets
Capital
Charges for Grants and Business-Type
Functions/Programs Disbursements Services Contributions Activities
Business-type activities:
Wastewater $ 2,988,781 § 864,000 $ 59,433 $ (2,065,348)
General receipts:
Other local sources 398,196
Bonds and loans 1,818,179
Unrestricted investment earnings 12,043
Total general receipts, special items, and transfers 2,228,418
Change in net assets 163,070
Net assets - beginning 644,246
Net assets - ending $ 807,316
Assets
Cash and investments $ 362,396
Restricted assets:
Cash and investments 285,285
Cash with fiscal agent 159,635
Total assets $ 807,316
Net Assets
Restricted for:
Debt service $ 375,059
Other purposes 69,861
Unrestricted 362,396
Total net assets $ 807,316

The notes to the financial statements are an integral part of this statement.
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ALLEN COUNTY REGIONAL SEWER AND WATER DISTRICT
STATEMENT OF ASSETS AND FUND BALANCES AND

RECEIPTS, DISBURSEMENTS, AND CHANGES IN FUND BALANCES - CASH AND INVESTMENT BASIS

PROPRIETARY FUNDS
As Of And For the Year Ended December 31, 2008

Operating receipts:
Residential and commercial revenue
Tap fees
Penalties

Total operating receipts

Operating disbursements:
Equipment and capital improvements
Treatment and disposal disbursements
Operations and maintenance
Tap fees paid out
Administration and general
Permits
Purchased power
Insurance disbursements

Total operating disbursements

Deficiency of operating receipts
over operating disbursements

Nonoperating receipts (disbursements):
Loan proceeds - SRF
Interest and investment receipts
Lien payments
Miscellaneous receipts
Debt service of principal
Interest and investment disbursement
Prepaid

Total nonoperating receipts

Excess of receipts over disbursements and
nonoperating receipts (disbursements)

Capital contributions

Excess of receipts and contributions
over disbursements

Cash and investment fund balance - beginning

Cash and investment fund balance - ending

Cash and Investment Assets - December 31

Cash and investments
Restricted assets:
Cash and investments
Cash with fiscal agent

Total cash and investment assets - December 31

Cash and Investment Fund Balance - December 31

Restricted for:
Debt service
Other purposes

Unrestricted

Total cash and investment fund balance - December 31

The notes to the financial statements are an integral part of this statement.
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Wastewater
Utility

$ 729,693
121,278
13,029

864,000
2,250,902
85,710
270,889
119,098
31,560
924
14,072
4,515

2,777,670

(1,913,670)

1,818,179
12,043
59,948
22,892

(110,000)
(101,111)
315,356

2,017,307

103,637

59,433

163,070
644,246

$ 807,316

$ 362,396

285,285
159,635

$ 807,316

$ 375,059
69,861
362,396

$ 807,316
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ALLEN COUNTY REGIONAL SEWER AND WATER DISTRICT
STATEMENT OF ACTIVITIES AND NET ASSETS - CASH AND INVESTMENT BASIS
For The Year Ended December 31, 2009

Net (Disbursement)
Receipt and Changes

Program Receipts in Net Assets
Capital
Charges for Grants and Business-Type
Functions/Programs Disbursements Services Contributions Activities
Business-type activities:
Wastewater $ 3,854,453 § 933,448 $ 420,716 $ (2,500,289)
General receipts:
Other local sources 373,926
Bonds and loans 2,762,679
Unrestricted investment earnings 5,819
Total general receipts, special items, and transfers 3,142,424
Change in net assets 642,135
Net assets - beginning 807,316
Net assets - ending $ 1,449,451
Assets
Cash and investments $ 474,552
Restricted assets:
Cash and investments 247,606
Cash with fiscal agent 727,293
Total assets $ 1,449,451
Net Assets
Restricted for:
Debt service $ 501,288
Other purposes 473,611
Unrestricted 474,552
Total net assets $ 1,449,451

The notes to the financial statements are an integral part of this statement.
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ALLEN COUNTY REGIONAL SEWER AND WATER DISTRICT
STATEMENT OF ASSETS AND FUND BALANCES AND

RECEIPTS, DISBURSEMENTS, AND CHANGES IN FUND BALANCES - CASH AND INVESTMENT BASIS

PROPRIETARY FUNDS

As Of And For the Year Ended December 31, 2009

Operating receipts:
Residential and commercial revenue
Penalties
Tap fees
Other revenue

Total operating receipts

Operating disbursements:
Equipment and capital improvements
Treatment and disposal disbursements - operations and maintenance
Administration and general
Other
Purchased power
Purchased wastewater treatment
Engineering
Tap fees paid out
Insurance disbursements
Miscellaneous disbursements

Total operating disbursements

Deficiency of operating receipts
over operating disbursements

Nonoperating receipts (disbursements):
Loan proceeds - SRF
Interest and investment receipts
Lien payments
Oversizing - FW Utilities
Debt service of principal
Interest and investment disbursement
Prepaid

Total nonoperating receipts

Excess of receipts over disbursements and
nonoperating receipts (disbursements)

Capital contributions

Excess of receipts and contributions
over disbursements

Cash and investment fund balance - beginning

Cash and investment fund balance - ending

Cash and Investment Assets - December 31

Cash and investments
Restricted assets:
Cash and investments
Cash with fiscal agent

Total cash and investment assets - December 31

Cash and Investment Fund Balance - December 31

Restricted for:
Debt service
Other purposes

Unrestricted

Total cash and investment fund balance - December 31

The notes to the financial statements are an integral part of this statement.
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Wastewater
Utility

$ 888,160
21,363
12,882
11,043

933,448

3,131,905
204,932
13,386
3,378
17,485
135,755
56,741
2,942
4,917
1,223

3,572,664

(2,639,216)

2,762,679
5,819
48,333
73,000

(163,664)

(191,125)
325,593

2,860,635

221,419

420,716

642,135

807,316

$ 1,449,451

$ 474,552

247,606
727,293

$ 1,449,451

$ 501,288
473,611
474,552

$ 1,449,451
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ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

A. Reporting Entity

The Water and Sewer District was established under the laws of the State of Indiana. The Water
and Sewer District operates under an appointed governing board.

The Water and Sewer District's financial reporting entity is composed of the following:
Primary Government: Allen County Regional Water and Sewer District

In determining the financial reporting entity, the Water and Sewer District complies with the
provisions of GASB Statement No. 14, The Financial Reporting Entity.

Government-Wide and Fund Financial Statements

Government-Wide Financial Statements

The Statement of Activities and Net Assets — Cash and Investment Basis displays information
about the reporting government as a whole. It includes all funds of the reporting entity except for
fiduciary funds. The statement distinguishes between governmental and business-type activities.
Governmental activities generally are financed through taxes, intergovernmental revenues, and
other nonexchange revenues. Business-type activities are financed in whole or in part by fees
charged to external parties for goods or services.

Fund Financial Statements

Fund financial statements of the reporting entity are organized into funds, each of which is con-
sidered to be a separate accounting entity. Each fund is accounted for by providing a separate
set of self-balancing accounts that constitutes its assets, fund equity, receipts, and disburse-
ments. Separate financial statements are provided for governmental funds, proprietary funds,
and fiduciary funds, even though the latter are excluded from the government-wide financial
statements. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements.

The Water and Sewer District reports the following major enterprise funds:

The Wastewater Utility Fund accounts for the operation of the wastewater treatment plant,
pumping stations, and collection systems.

Measurement Focus and Basis of Accounting

The government-wide and proprietary fund financial statements are reported using the basis of
accounting that demonstrates compliance with the cash and investment basis and budget laws of
the State of Indiana, which is a comprehensive basis of accounting other than accounting princi-
ples generally accepted in the United States of America. Receipts are recorded when received
and disbursements are recorded when paid.

The cash and investment basis of accounting differs from accounting principles generally
accepted in the United States of America in that receipts are recognized when received in cash
rather than when earned and disbursements are recognized when paid rather than when a
liability is incurred. Investment transactions are not presented on the financial statements.

-11-



ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
NOTES TO FINANCIAL STATEMENTS
(Continued)

If the Water and Sewer District utilized the basis of accounting recognized as generally accepted,
the fund financial statements for proprietary fund types would use the accrual basis of accounting.
All government-wide financials would be presented on the accrual basis of accounting.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the enterprise fund statements to the extent that those standards do not
conflict with or contradict guidance of the Governmental Accounting Standards Board. Govern-
ments also have the option of following subsequent private-sector guidance for their enterprise
funds, subject to this same limitation. The Water and Sewer District has elected not to follow sub-
sequent private-sector guidance.

Proprietary funds are used to account for activities similar to those found in the private sector,
where the determination of net income is necessary or useful to sound financial administration.
Goods or services from such activities are provided to people outside the government (enterprise
funds) or other departments or agencies primarily within the government (internal service funds).

When both restricted and unrestricted resources are available for use, the Water and Sewer Dis-
trict's policy is to use restricted resources first, then unrestricted resources as they are needed.

. Assets and Cash and Investment Balances

1. Restricted Assets

All restricted assets, as presented in the accompanying financial statements, are restricted
due to enabling legislation.

2. Cash and Investments

Investments are stated at cost. Any changes in fair value of the investments are reported as
interest receipts in the year of the sale of the investment.

3. Capital Assets
Capital assets arising from cash transactions acquired for use in governmental or proprietary
fund operations are accounted for as capital outlay disbursements of the fund upon acqui-
sition.

4. Long-Term Debt
Long-term debt arising from cash basis transactions of governmental and proprietary funds is
not reported as a liability in the basic financial statements. The debt proceeds are reported
as other financing sources and payment of principal and interest reported as disbursements.

5. Equity Classification

Government-Wide Statements

Equity is classified as net assets and displayed in two components:

-12-



ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
NOTES TO FINANCIAL STATEMENTS
(Continued)

a. Restricted net assets — Consists of net assets with constraints placed on the use
either by (1) external groups such as creditors, grantors, contributors, or laws and
regulations of other governments, or (2) law through constitutional provisions or
enabling legislation.

b. Unrestricted net assets — All other net assets that do not meet the definition of
"restricted."”

Fund Financial Statements

Proprietary fund equity is classified the same as in the government-wide statements.

E. Receipts and Disbursements

F.

1.

Program Receipts

Amounts reported as program receipts include (1) charges to customers or applicants for
goods, services, or privileges provided and (2) capital grants and contributions, including
special assessments. Internally dedicated resources are reported as general receipts rather
than as program receipts. Likewise, general receipts include all taxes.

Operating Receipts and Disbursements
Operating receipts and disbursements for proprietary funds result from providing services and

producing and delivering goods and/or services. They also include all receipts and disburse-
ments not related to capital and related financing, noncapital financing, or investing activities.

Internal and Interfund Activities

In the process of aggregating the financial information for the government-wide Statement of
Activities and Net Assets — Cash and Investment Basis, some amounts reported as interfund
activity in the fund financial statements have been eliminated or reclassified.

Fund Financial Statements

1.

Interfund services — Sales or purchases of goods and services between funds are reported
as receipts and disbursements.

Interfund reimbursements — Repayments from funds responsible for certain disbursements to
the funds that initially paid for them are not reported as reimbursements but as adjustments
to disbursements in the respective funds.

Interfund transfers — Flow of assets from one fund to another where repayment is not
expected is reported as transfers in and out.

Interfund loans — Flow of assets from one fund to another where repayment is expected is
reported as interfund loans.

13-



ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
NOTES TO FINANCIAL STATEMENTS
(Continued)

Government-Wide Financial Statements

Interfund activity, if any, is eliminated or reclassified in the government-wide financial statements
as follows:

Internal activities — Amounts reported as interfund transfers in the fund financial state-
ments are eliminated in the government-wide Statement of Activities and Net Assets —
Cash and Investment Basis. The effects of interfund loans and services between funds,
if any, are not eliminated in the government-wide Statement of Activities and Net Assets
— Cash and Investment Basis.

Il. Detailed Notes on All Funds

A. Deposits and Investments

1.

Deposits

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits
may not be returned to it. 1C 5-13-8-1 allows a political subdivision of the State of Indiana to
deposit public funds in a financial institution only if the financial institution is a depository eli-
gible to receive state funds and has a principal office or branch that qualifies to receive public
funds of the political subdivision. The Water and Sewer District does not have a deposit
policy for custodial credit risk. At December 31, 2009, the Water and Sewer District had
deposit balances in the amount of $1,449,451.

The bank balances were insured by the Federal Deposit Insurance Corporation or the Public
Deposit Insurance Fund, which covers all public funds held in approved depositories.

Investments

Statutory Authorization for Investments

IC 5-13-9 authorizes the Water and Sewer District to invest in securities backed by the full
faith and credit of the United States Treasury or fully guaranteed by the United States of
America and issued by the United States Treasury, a federal agency, a federal instrumen-
tality, or a federal government sponsored enterprise. Indiana Code also authorizes the Water
and Sewer District to invest in securities fully guaranteed and issued by a federal agency, a
federal instrumentality, or a federal government sponsored enterprise. These investments
are required by statute to have a stated final maturity of not more than two years.

B. Wastewater Utility

The current rate structure was approved by the District's Board on August 12, 2009.

-14-



ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
NOTES TO FINANCIAL STATEMENTS
(Continued)

Other Information

Risk Management

The Water and Sewer District is exposed to various risks of loss related to torts; theft of, damage to,
and destruction of assets; errors and omissions; job related illnesses or injuries to employees; and
natural disasters.

The policy of the Water and Sewer District is not to purchase commercial insurance for the risks of
loss related to torts; theft of, damage to, and destruction of assets; errors and omissions; job related
illnesses or injuries to employees; and natural disasters. Instead, the Water and Sewer District
records as a disbursement any replacement items purchased.

-15-



ALLEN CO REGIONAL WATER AND SEWER DISTRICT
SUPPLEMENTARY INFORMATION
SCHEDULE OF CAPITAL ASSETS

For The Year Ended December 31, 2009

Capital assets are reported at actual or estimated historical cost based on appraisals or deflated current replacement cost.
Contributed or donated assets are reported at estimated fair value at the time received.

Ending
Primary Government Balance
Business-type activities:
Wastewater Utility:
Capital assets, not being depreciated:
Land $ 93,997
Buildings 12,018
Improvements other than buildings 6,977,570
Machinery and equipment 1,312,777
Construction in progress 271,856
Total business-type activities
capital assets $ 8,668,218

-16-
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ALLEN CO REGIONAL WATER AND SEWER DISTRICT
SUPPLEMENTARY INFORMATION
SCHEDULE OF LONG-TERM DEBT

December 31, 2009

Principal and
Ending Interest Due
Principal Within One
Description of Debt Balance Year
Wastewater Utility:
Revenue bonds:
1997 Series B, Revenue and Refunding Revenue Bonds  $ 180,000 29,180
2003 Sewage Works Revenue Bonds 635,000 62,951
2005 Series A, Revenue Bonds 980,000 111,513
2007 Series B, Revenue and Refunding Revenue Bonds 1,561,194 104,829
2008 Series B, Revenue and Refunding Revenue Bonds 2,971,000 136,318
Total business-type activities debt $ 6,327,194 444,791

17-
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ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
AUDIT RESULT AND COMMENT

INTERNAL CONTROLS OVER FINANCIAL TRANSACTIONS AND REPORTING

We noted several deficiencies in the internal control system of the Water and Sewer District
related to financial transactions and reporting. We believe the following deficiencies constitute material
weaknesses:

1. Lack of Segregation of Duties: Control activities should be selected and developed at
various levels of the Allen County Regional Water and Sewer District to reduce risks to
achievement of financial reporting objectives. The Regional Water and Sewer District
has not separated incompatible activities related to receipts, utility billings and collections,
disbursements, and related liabilities, and cash and investment balances. The failure to
establish these controls could enable material misstatements or irregularities to go
undetected.

2. Preparing Financial Statements: Effective internal control over financial reporting
involves the identification and analysis of the risks of material misstatement to the dis-
trict's audited financial statements and then determining how those identified risks should
be managed. The District has not identified risks to the preparation of reliable financial
statements and as a result has failed to design effective controls over the preparation of
the financial statements to prevent or detect material misstatements, including notes to
the financial statements.

3. Monitoring of Controls: Effective internal control over financial reporting requires the
District Board to monitor and assess the quality of the District's system of internal control.
The District Board has not performed either an ongoing or separate evaluation of their
system of internal controls. The failure to exercise their oversight responsibility place the
District at risk that controls may not be designed or operating effectively to provide
reasonable assurance that controls will prevent or detect material misstatements in a
timely manner. Additionally, the District has no process to identify or communicate
corrective actions to improve controls.

Governmental units should have internal controls in effect which provide reasonable assur-
ance regarding the reliability of financial information and records, effectiveness and efficiency of oper-
ations, proper execution of management's objections, and compliance with laws and regulations.
Among other things, segregation of duties, safeguarding controls over cash and all other assets and
all forms of information processing are necessary for proper internal control.

Controls over the receipting, disbursing, recording and accounting for the financial activities are
necessary to avoid substantial risk of invalid transactions, inaccurate records and financial statements
and incorrect decision making. (Accounting and Uniform Compliance Guidelines Manual for Special Dis-
tricts of Indiana, Chapter 10)
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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

TO: THE OFFICIALS OF THE ALLEN COUNTY REGIONAL WATER
AND SEWER DISTRICT, ALLEN COUNTY, INDIANA

Compliance

We have audited the compliance of the Allen County Regional Water and Sewer District (Water
and Sewer District) with the types of compliance requirements described in the U.S. Office of Manage-
ment and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each of its major
federal programs for the years ended December 31, 2008 and 2009. The Water and Sewer District's
major federal programs are identified in the Summary of Auditor's Results section of the accompanying
Schedule of Findings and Questioned Costs. Compliance with the requirements of laws, regulations,
contracts and grants applicable to each of its major federal programs is the responsibility of the Water
and Sewer District's management. Our responsibility is to express an opinion on the Water and Sewer
District's compliance based on our audit.

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

In our opinion, the Water and Sewer District complied in all material respects with the require-
ments referred to above that are applicable to each of its major federal programs for the years ended
December 31, 2008 and 2009.

Internal Control Over Compliance

The management of the Water and Sewer District is responsible for establishing and maintaining
effective internal control over compliance with requirements of laws, regulations, contracts and grants
applicable to federal programs. In planning and performing our audit, we considered the Water and
Sewer District's internal control over compliance with requirements that could have a direct and material
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
(Continued)

effect on a major federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance, but not for the purpose of expressing an opinion on the effective-
ness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness
of the Water and Sewer District's internal control over compliance.

A control deficiency in a Water and Sewer District's internal control over compliance 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 noncompliance with a type of compliance
requirement of a federal program on a timely basis. A significant deficiency is a control deficiency, or
combination of control deficiencies, that adversely affects the entity's ability to administer a federal pro-
gram such that there is more than a remote likelihood that noncompliance with a type of compliance
requirement of a federal program that is more than inconsequential will not be prevented or detected by
the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance require-
ment of a federal program will not be prevented or detected by the entity's internal control.

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

The Water and Sewer District's response to the findings identified in our audit is described in the
accompanying Corrective Action Plan. We did not audit the Water and Sewer District's response and,
accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Water and Sewer District's
management, the District Board, and federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties. In accordance with
Indiana Code 5-11-5-1, this report is a part of the public records of the State Board of Accounts and of the
office examined.

STATE BOARD OF ACCOUNTS

June 7, 2010
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ALLEN CO REGIONAL WATER AND SEWER DISTRICT
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For The Years Ended December 31, 2008 and 2009

Pass-Through Total Total
Federal Entity (or Other) Federal Awards Federal Awards
Federal Grantor Agency/Pass-Through Entity CFDA Identifying Expended Expended
Program Title/Project Title Number Number 12-31-08 12-31-09
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
Pass Through Office of Community and Rural Affairs
Community Development Block Grant 14.228 CF-07-301 $ 59,433 $ 344,227
U.S. ENVIRONMENTAL PROTECTION AGENCY
Pass Through Indiana Finance Authority
Capitalization Grants for Clean Water State Revolving Funds 66.458 WW06530201 $ 580,676 $ -
WW08110202 75,141 877,743
Total for federal grantor agency 655,817 877,743
Total federal awards expended $ 715,250 $ 1,221,970

The accompanying notes are an integral part of the Schedule of Expenditures of Federal Awards.
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ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of
the Allen County Regional Water and Sewer District (Water and Sewer District) and is presented in
accordance with the cash and investment basis of accounting used in the preparation of the financial
statements. Accordingly, the amount of federal awards expended is based on when the disburse-
ment related to the award occurs except when the federal award is received on a reimbursement
basis. In these instances the federal awards are considered expended when the reimbursement is
received.

Circular A-133 requires an annual audit of nonfederal entities expending a total amount of federal
awards equal to or in excess of $500,000 in any fiscal year unless by constitution or statute a less
frequent audit is required. In accordance with the Indiana Code (IC 5-11-1 et seq.), audits of Special
Districts shall be conducted biennially. Such audits shall include both years within the biennial period.

Loans Outstanding
The Water and Sewer District had the following loan balances, with continuing federal compliance

requirements, outstanding at December 31, 2008 and 2009. These loan balances outstanding are
also included in the federal expenditures presented in the schedule.

Federal
CFDA
Program Title Number 2008 2009
Capitalization Grants for Clean
Water State Revolving Funds 66.458 $1,609,858 $ 4,532,194
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ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Section | — Summary of Auditor's Results

Financial Statements:
Type of auditor's report issued: Unqualified

Internal control over financial reporting:

Material weaknesses identified? yes

Significant deficiencies identified that are not considered to be

material weaknesses? none reported
Noncompliance material to financial statements noted? no

Federal Awards:

Internal control over major programs:

Material weaknesses identified? no
Significant deficiencies identified that are not considered to be
material weaknesses? none reported

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

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

Identification of Major Programs:

CFDA
Number Name of Federal Program or Cluster

14.228 Community Development Block Grant

66.458 Capitalization Grants for Clean Water State Revolving Fund

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

Auditee qualified as low-risk auditee? yes
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ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Section |l — Financial Statement Findings

INTERNAL CONTROLS OVER FINANCIAL TRANSACTIONS AND REPORTING

We noted several deficiencies in the internal control system of the Water and Sewer District
related to financial transactions and reporting. We believe the following deficiencies constitute material
weaknesses:

1. Lack of Segregation of Duties: Control activities should be selected and developed at various
levels of the Allen County Regional Water and Sewer District to reduce risks to achievement
of financial reporting objectives. The Regional Water and Sewer District has not separated
incompatible activities related to receipts, utility billings and collections, disbursements, and
related liabilities, and cash and investment balances. The failure to establish these controls
could enable material misstatements or irregularities to go undetected.

2. Preparing Financial Statements: Effective internal control over financial reporting involves
the identification and analysis of the risks of material misstatement to the district's audited
financial statements and then determining how those identified risks should be managed.
The District has not identified risks to the preparation of reliable financial statements and as a
result has failed to design effective controls over the preparation of the financial statements to
prevent or detect material misstatements, including notes to the financial statements.

3. Monitoring of Controls: Effective internal control over financial reporting requires the District
Board to monitor and assess the quality of the District's system of internal control. The
District Board has not performed either an ongoing or separate evaluation of their system of
internal controls. The failure to exercise their oversight responsibility place the District at risk
that controls may not be designed or operating effectively to provide reasonable assurance
that controls will prevent or detect material misstatements in a timely manner. Additionally,
the District has no process to identify or communicate corrective actions to improve controls.

Governmental units should have internal controls in effect which provide reasonable assurance
regarding the reliability of financial information and records, effectiveness and efficiency of operations,
proper execution of management's objections, and compliance with laws and regulations. Among other
things, segregation of duties, safeguarding controls over cash and all other assets and all forms of infor-
mation processing are necessary for proper internal control.

Controls over the receipting, disbursing, recording and accounting for the financial activities are
necessary to avoid substantial risk of invalid transactions, inaccurate records and financial statements
and incorrect decision making. (Accounting and Uniform Compliance Guidelines Manual for Special Dis-
tricts of Indiana, Chapter 10)

Section |l — Federal Award Findings and Questioned Costs

No matters are reportable.
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ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

No matters are reportable.
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ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
POST OFFICE BOX 11888
FORT WAYNE, IN 46861-1888

June 7, 2010

The following is the District's Corrective Action Plan presented as a part of the Allen County
Regional Water and Sewer District's report for the period of January 1,2008 to December 31, 2009.

INTERNAL CONTROLS OVER FINANCIAL TRANSACTIONS AND REPORTING

The management of the Allen County Regional Water and Sewer District has reviewed the
Financial Statement Findings related to their audit for the year 2008-2009 and offer the following
corrective actions:

1. Lack of Segregation of Duties: Control activities should be selected and developed at various
levels of the District to reduce risks to achievement of financial reporting objectives. However,
the district is a very small governmental unit and management has determined that the cost
associated with employing the additional staff necessary to properly segregate the duties in the
business office would outweigh the benefits of a stronger internal control structure. Management
acknowledges and assumes the risks inherent with the current internal control structure used by
their business office.

2. Preparing Financial Statements: Effective internal control over financial reporting involves the
identification and analysis of the risks of material misstatement to the district's audited financial
statements, and then determining how those identified risks should be managed. However, the
district is a very small governmental unit and management has determined that the cost
associated with employing the additional staff necessary to properly segregate the duties in the
business office would outweigh the benefits of a stronger internal control structure. Management
acknowledges and assumes the risks inherent with the current internal control structure used by
their business office.

3. Monitoring of Controls: Effective internal control over financial reporting requires the District
Board to monitor and assess the quality of the District's system of internal control. - The District
Board has performed either an ongoing or separate evaluation of their system of internal controls.
However, the district is a very small governmental unit and management has determined that the
cost associated with employing the additional staff necessary to properly segregate the duties in
the business office would outweigh the benefits of a stronger internal control structure.
Management acknowledges and assumes the risks inherent with the current internal control
structure used by their business office.

Win Rood, Treasurer,
Allen Co Regional Water and Sewer District
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ALLEN COUNTY REGIONAL WATER AND SEWER DISTRICT
EXIT CONFERENCE

The contents of this report were discussed on June 7, 2010, with Win F. Rood, Treasurer; and
Ric Zehr, President of the Board. The officials concurred with our audit findings.
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