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July 28, 2006

Board of Trustees

Allen Water District

2500 Shawnee Rd., Ste. C
Lima, Ohio 45806

Independent Auditor’s Opinion

We have audited the accompanying financial statements of the business-type activity of the Allen Water
District, Allen County, Ohio, as of and for the years ended December 31, 2005 and 2004, which
collectively comprise the Allen Water District’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the Allen Water 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 statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the business-type activity of the Allen Water District, Allen County, Ohio, as of
December 31, 2005 and 2004, and the respective changes in financial position and cash flows, where
applicable, thereof for the years then ended in conformity with accounting principles generally accepted
in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated July 28, 2006
on our consideration of the Allen Water District’s internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements, and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our
audit.

The management’s discussion and analysis on pages 2 through 6 is not a required part of the basic
financial statements but is supplementary information required by the accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion

on it.
Hea Yidotrcrotizy S .
Cambridge Columbus Coshocton Lima Marietta Millersburg Medina MNew Philadelphia Wooster

Member Jeffreys Henry International
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ALLEN WATER DISTRICT
ALLEN COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004
(Unaudited)

This discussion and analysis, along with the accompanying financial reports, of Allen Water District
(AWD or "the District") is designed to provide our customers, creditors and other interested parties with a
general overview of the District and its financial activities.

FINANCIAL HIGHLIGHTS

The total assets of AWD exceeded liabilities on December 31, 2005 by $11,465,751 and on December 31,
2004 by $10,381,283. The District's net assets increased by $1,084,468 (10.4%) in 2005 and by $1,065,049
(11.4%) in 2004.

The District's Operating Revenues increased by $23,066 (4.9%) in 2005 and by $45,307 (10.7%) in 2004.
Operating Expenses increased by $28,136 (4.9%) in 2005 and by $44.,379 (8.4%) in 2004.

The District issued an additional $129,569 and $881,070 of long term debt in 2005 and 2004, respectively.

OVERVIEW OF BASIC FINANCIAL STATEMENTS

The District is a single enterprise fund using proprietary fund accounting, similar to private sector
business. The Basic Financial Statements are presented using the accrual basis of accounting.

The Statements of Net Assets include all of the District's Assets and Liabilities. These statements provide
information about the nature and amounts of investments in resources (assets) owned by the District, and
obligations owed by the District (liabilities) on December 31. The District's net assets are the difference
between assets and liabilities.

The Statements of Revenues, Expenses and Changes in Net Assets provide information on the District's
operations over the past two years and the success of recovering all its costs through user fees, charges,
special assessments and other income. Revenues are reported when earned and expenses are reported when
incurred.

The Statements of Cash Flows provide information about the District's cash receipts and cash
disbursements. It summarizes the net changes in cash resulting from operating, investing and financing
activities.



ALLEN WATER DISTRICT
ALLEN COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEARS ENDED DECEMBER 31, 2005 AND 2004
(Unaudited)

STATEMENTS OF NET ASSETS

Table 1 summarizes the Statements of Net Assets of the District. Capital Assets are reported less
accumulated depreciation. "Invested in Capital Assets, Net of Related Debt", represents Capital Assets less
outstanding debt that was used to acquire those assets.

(Table 1)
Net Assets
2005 2004 2003
Current and Other Assets $ 7,809,048 $ 8,103,864 $ 7,641,472
Capital Assets 12,850,912 11,890,564 10,848,262
Total Assets 20,659,960 19,994,428 18,489,734
Long Term Liabilities 8,557,141 8,810,430 8,421,272
Other Liabilities 637,068 802,715 752,228
Total Liabilities 9,194,209 9,613,145 9,173,500
Net Assets
Invested in Capital Assets, Net
of Related Debt 4,357,850 3,035,158 2,412,066
Restricted for Debt Service 970,761 985,620 1,121,923
Unrestricted 6,137,140 6,360,505 5,782,245
Total Net Assets $ 11,465,751 $ 10,381,283 $ 9,316,234

The District's Net Assets increased by $1,084,468 (10.4%) in 2005 and $1,065,049 (11.4%) in 2004. These
increases are primarily the result of capital contributions in both years.

Unrestricted net assets decreased $223,365 from 2004 to 2005 and increased by $578,260 from 2003 to 2004.
Unrestricted assets may be used without constraints established by other legal requirements. Cash and
investments increased by $71,973 from 2004 to 2005 primarily due to operating activities and decreased
by $241,979 from 2003 to 2004 due to paying off additional debt during the year.



ALLEN WATER DISTRICT
ALLEN COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEARS ENDED DECEMBER 31, 2005 AND 2004
(Unaudited)

STATEMENTS OF CHANGES IN NET ASSETS

Table 2 below summarizes the changes in Revenues and Expenses and the resulting change in Net Assets.

(Table 2)
Changes in Net Assets
2005 2004 2003
Operating Revenues $ 490,318 $ 467,252 $§ 421,945
Operating Expenses (Excluding
Depreciation) 306,135 303,135 268,794
Depreciation 293,259 268,123 258,085
Total Operating Expenses 599,394 571,258 526,879
Operating Loss (109,076) (104,0006) (104,934)
Non-Operating Revenues 647,705 511,134 457,655
Non-Operating Expenses (584,863) (572,991) (853,493)
Capital Contributions 1,130,702 1,230,912 498,396
Changes in Net Assets 1,084,468 1,065,049 (2,376)
Net Assets at Beginning of Year 10,381,283 9,316,234 9,318,610
Net Assets at End of Year $11,465,751 $10,381,283 $9,316,234

Operating Revenues increased $23,066 from 2004 to 2005 due to an increased number of customers.
Operating expenses, exclusive of depreciation, increased $3,000 primarily due to increases in the contract
fee expense which increases with additional service charge revenue; however these increases were partially
offset by no audit costs being incurred during fiscal year 2005 as the audit occurs every two years.
Depreciation increased by $25,136 from 2004 to 2005 due to additional capital assets being put into service
and being depreciated. Capital Contributions decreased by ($100,210) from 2004 to 2005 primarily due to
fewer special assessment projects in 2005.

Operating Revenues increased $45,307 from 2003 to 2004 due to an increased number of customers.
Operating expenses, exclusive of depreciation, increased $34,341 primarily due to increases in the contract
fee expense which increases with additional service charge revenue and also due to increased professional
services expenses due to additional planning and related expenses due to District growth. Depreciation
increased by $10,038 from 2003 to 2004 due to additional capital assets being put into service and being
depreciated. Capital Contributions increased by $732, 516 from 2003 to 2004 primarily due to a larger
number of developer donated lines in 2004 and a large special assessment project (Shawnee Phase II) being
implemented.



ALLEN WATER DISTRICT
ALLEN COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEARS ENDED DECEMBER 31, 2005 AND 2004
(Unaudited)

CAPITAL ASSETS

The District had $15,312,471 invested in Capital Assets (before depreciation) at the end of 2005. This amount
is an increase of $1,253,607 (8.9%) from the previous year. This increase is partially due to additional
developer donated lines of $774,105 in 2005 compared to $423,515 in 2004. The majority of the rest of the
increase is due to the construction of the Fort Amanda Loop project, the Cole Street Extension Loop
project, and the North West Street project which amounted to $180,962, $139,666 and $129,588
respectively in 2005. The District had $12,850,912 invested in Net Capital Assets (after depreciation) at
the end of 2005. This amount is an increase of $960,348 (8.1%) from the previous year. The reason that
Net Capital Assets did not increase as much is due to depreciation expense in the amount of $293,259
during 2005.

The District had $14,058,864 invested in Capital Assets (before depreciation) at the end of 2004. This amount
is an increase of $1,307,930 (10.3%) from the previous year. This increase is partially due to additional
developer donated lines of $423,515 in 2004 compared to $7,888 in 2003. The majority of the rest of the
increase is due to the construction of the Shawnee Phase II project which amounted to $884,160 in 2004.
The District had $11,890,564 invested in Net Capital Assets (after depreciation) at the end of 2004. This
amount is an increase of $1,042,302 (9.6%) from the previous year. The reason that Net Capital Assets did
not increase as much is due to depreciation expense in the amount of $268,123. Additional information
regarding capital assets can be found in Note H to the Basic Financial Statements.

(Table 3)
Capital Assets at December 31

2005 2004 2003
Land Easements $ 7,186 $ 7,186 $ 7,186
Water Lines 15,283,671 14,030,064 12,720,889
Office Furniture & Equipment 21,614 21,614 22,859
Totals Before Accumulated Depreciation 15,312,471 14,058,864 12,750,934
Accumulated Depreciation (2,461,559) (2,168,300) (1,902,672)
Net Capital Assets $12,850,912 $11,890,564 $10,848,262




ALLEN WATER DISTRICT
ALLEN COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEARS ENDED DECEMBER 31, 2005 AND 2004
(Unaudited)

DEBT

The District issues long term debt to finance much of its construction. The District typically levies special
assessments on the benefiting property owners and then obtains Ohio Water Development Authority Loans
(OWDA) to finance these water line projects. The special assessment collections are generally received over a
twenty five year period and such collections are used to pay the debt service on the OWDA Loans. Additional
information regarding debt can be found in Note I to the Basic Financial Statements.

(Table 4)
Outstanding Debt, at December 31

2005 2004 2003
OWDA Loans $ 8,217,727 $ 8,580,071 $ 8,160,861
Rotary Commission Loans 275,335 275,335 275,335
Total Long Term Debt 8,493,062 8,855,406 8,436,196
Less
Current Maturities 343,043 491,911 461,859
Net Total Long Term Debt $ 8,150,019 $ 8,363,495 $ 7,974,337

CASH

Cash and investments on December 31, 2005 were $1,230,018 and on December 31, 2004 were $1,158,045. $970,761
and $985,620 of these funds are restricted for debt service in 2005 and 2004, respectively. As the District receives the
special assessment payments on each project the monies are put into separate accounts restricted for the repayment of
that specific debt for that project. As the debt comes due the monies are used to make the debt service payments.

CONTACT INFORMATION

Questions regarding this report and requests for additional information should be forwarded to Glenn Hasting,
Treasurer, Allen Water District, 2500 Shawnee Road, Lima, Ohio 45806 or (419) 224-0724.



ALLEN WATER DISTRICT

ALLEN COUNTY

STATEMENTS OF NET ASSETS
AS OF DECEMBER 31, 2005 AND 2004

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable
Intergovernmental receivabl

Prepaid insurance
Total current assets

NONCURRENT ASSETS:
Capital Assets:

Land easements

Water lines

Office furniture and equipment

Less: Accumulated depreciation
Net capital assets

Other Assets:
Assessments receivable

Planning costs
Total other assets

TOTAL ASSETS

2005 2004

1,230,018 1,158,045
39,349 84,517
5,054 5,284
1,885 1,854
1,276,306 1,249,700
7,186 7,186
15,283,671 14,030,064
21,614 21,614
15,312,471 14,058,864
(2,461,559) (2,168,300)
12,850,912 11,890,564
6,523,143 6,660,119
9,599 194,045
6,532,742 6,854,164
20,659,960 19,994,428




See accompanying notes to the basic financial statements.

LIABILITIES

2005 2004
CURRENT LIABILITIES:
Accounts payable $ 31,183 $ 40,174
Accrued interest 258,356 267,934
Vacation accrual 307 269
Payroll taxes accrued and withheld 4,179 2,427
Notes payable - current portion 343,043 491,911
Total current liabilities 637,068 802,715
LONG-TERM LIABILITIES:
Deferred revenues 407,122 446,935
Notes payable 8,150,019 8,363,495
Total long-term liabilities 8,557,141 8,810,430
TOTAL LIABILITIES 9,194,209 9,613,145
NET ASSETS:
Invested in capital assets, net of related debt 4,357,850 3,035,158
Unrestricted 7,107,901 7,346,125
TOTAL NET ASSETS $ 11,465,751 $ 10,381,283
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ALLEN WATER DISTRICT

ALLEN COUNTY

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

OPERATING REVENUES:

District fees
Contract fees revenue

Total operating revenues

OPERATING EXPENSES:

Office wages

Contract fees expense
Trustee fees

Payroll taxes and workers compensation
PERS expense
Engineering fees

Legal fees

Accounting

Audit fees

Insurance
Telephone/data communications
Office supplies
Equipment maintenance
Rent

Office maintenance
Public relations

Postage

Easement rent

Utilities

Depreciation
Transportation

Total operating expenses

Operating loss

2005 2004

$ 315,277 $ 300,306
175,041 166,946
490,318 467,252
24,071 22,503
174,410 157,757
15,900 17,000
977 1,107
5,265 5,351
20,750 31,140
30,654 24,937
11,163 8,545
0 10,295
4,220 4,587
2,861 2,642
977 2,051
115 674
7,200 7,200
1,180 984
144 0
639 783
495 485
1,305 1,074
293,259 268,123
3,809 4,020
599,394 571,258

$ (109,076) $ (104,006)




ALLEN WATER DISTRICT
ALLEN COUNTY

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS (Continued)

FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

Operating loss

NONOPERATING REVENUES (EXPENSES):
Tap fees

Tap fee recoupment
Intergovernmental

Interest income

Capital permit fees

Plan and review/inspection revenue
Plan and review/inspection expenses
CIP revenues

Meter fees

Interest expense

Miscellaneous revenue

Net other income (expense)

Changes in net assets before
capital contributions

Capital contributions - donated lines
Capital contributions - intergovernmental
Capital contributions - special assessments
Total Capital Contributions & Special Assessments

Changes in net assets

Net assets, beginning of year
(December 31, 2003, restated)

Net assets, end of year

2005 2004
(109,076) (104,006)
70,939 71,995
(20,095) (16,403)
10,338 5,284
422,835 395,445
80,900 0
52,268 25,052
(39,968) (32,978)
6,567 9,186
3,689 4,172
(524,800) (523,610)
169 0
62,842 (61,857)
(46,234) (165,863)
774,105 423,515
163,215 0
193,382 807,397
1,130,702 1,230,912
1,084,468 1,065,049
10,381,283 9,316,234
11,465,751 10,381,283

See accompanying notes to the basic financial statements.
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ALLEN WATER DISTRICT
ALLEN COUNTY

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers $ 343,172 $ 270,562
Cash received from contract fee revenues 191,461 149,915
Cash payments to suppliers for goods and services (262,837) (247,764)
Cash payments for employee
services and benefits (44,423) (46,176)
Net cash provided by operating activities 227,373 126,537
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:

Other income 169 0

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES:

Tap fees 70,939 71,995

Tap fee recoupment (20,095) (16,403)

Plan and review/inspection revenue 52,268 25,052

Plan and review/inspection expenses (39,968) (32,978)

Capital permit fees 80,900 0

CIP revenues 7,098 8,782

Meter fees 4,011 3,940

Intergovernmental 10,568 0

OWDA principal payments (491,914) (461,858)

OWDA interest payments (529,327) (512,602)

Intergovernmental Contributions on projects 163,215 0

Special assessments collections 276,994 336,671

Special assessment interest income 400,706 380,718

Proceeds from OWDA Loans 129,569 881,070

Capital outlay (292,662) (1,067,630)

Net cash provided (used) by capital and

related financing activities (177,698) (383,243)
CASH FLOWS FROM INVESTING ACTIVITIES:

Interest on cash and investments 22,129 14,727
Net increase (decrease) in cash and cash equivalents 71,973 (241,979)
Cash and cash equivalents at beginning of year 1,158,045 1,400,024

Cash and cash equivalents at end of year $ 1,230,018 $ 1,158,045

See accompanying notes to the basic financial statements.
11



ALLEN WATER DISTRICT
ALLEN COUNTY

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

2005 2004
RECONCILIATION OF OPERATING LOSS TO NET
CASH PROVIDED BY OPERATING ACTIVITIES:
Operating loss $ (109,076) $ (104,006)
ADJUSTMENTS TO RECONCILE OPERATING
LOSS TO NET CASH PROVIDED BY OPERATING
ACTIVITIES:
Depreciation 293,259 268,123
Changes in Assets and Liabilities:
(Increase) decrease in accounts receivable 44315 (47,412)
(Increase) decrease in prepaid insurance (31) 405
Increase (decrease) in accounts payable (operating) (2,884) 9,642
Increase (decrease) in accrued wages and benefits 1,790 (215)
Total adjustments 336,449 230,543
Net cash provided by operating activities $ 227,373 $ 126,537

See accompanying notes to the basic financial statements.
12



ALLEN WATER DISTRICT
ALLEN COUNTY

NOTES TO BASIC FINANCIAL STATEMENTS
DECEMBER 31, 2005 AND 2004

NOTE A — NATURE OF ORGANIZATION

The Allen Water District, hereafter referred to as AWD, was created by the Court of Common Pleas of
Allen County in accordance with the provisions of Section 6119.et.seq to provide water services to the
residents of Bath, American, Perry, and Shawnee Townships. A seven (7) member appointed Board of
Trustees manage the Allen Water District.

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies followed in the preparation of these financial statements conform to
generally accepted accounting principles for local government units as prescribed in the statements issued
by the Governmental Accounting Standards Board and other recognized authoritative sources.

1.

Basis of Presentation - Fund Accounting

The accounts of AWD are organized on the basis of funds, to report on its financial position and the
results of its operations, each of which is considered a separate accounting entity. The AWD has
created a single type of fund and a single fund within that fund type. The fund is accounted for by a
separate set of self-balancing accounts that comprise its assets, liabilities, net assets, revenues, and
expenses. This fund accounts for the governmental resources allocated to it for the purpose of
carrying on specific activities in accordance with laws, regulations or other restrictions. The fund
type, which AWD uses, is described below:

Proprietary Fund Type - This fund type accounts for operations that are organized to be self-
supporting through user charges. The fund included in this category used by AWD is the Enterprise
Fund. Under the guidelines of GASB 20, the District has elected not to apply Financial Accounting
Standards Board Statements and Interpretations issued after November 30, 1989 to its proprietary
activities. The adoption of this approach to accounting policies consistently applied in preparation
of the accompanying financial statements follows:

Enterprise Fund - This fund is established to account for operations that are financed and
operated in a manner similar to private business enterprises where the intent is that costs of
providing goods or services to the general public on a continuing basis be financed or
recovered primarily through user charges.

Basis of Accounting
The accounting records are maintained on the accrual basis of accounting for financial reporting
purposes.

Budgetary Process

The Ohio Revised Code requires that each fund be budgeted annually. The District has adopted a
budget for the years ended December 31, 2005 and 2004, and has adopted and passed annual
appropriations and resolutions.

Appropriations - Budgetary expenditures (that is, disbursements and encumbrances) may not
exceed appropriations at the fund, function or object level of control, and appropriations may not
exceed estimated resources. The District must annually approve appropriation measures and
subsequent amendments.

13



ALLEN WATER DISTRICT
ALLEN COUNTY

NOTES TO BASIC FINANCIAL STATEMENTS
DECEMBER 31, 2005 AND 2004

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Estimated Resources - Estimated resources include estimates of cash to be received (budgeted
receipts) plus unencumbered cash as of January 1.

Encumbrances — The Ohio Revised Code requires the District to reserve (encumber)
appropriations when commitments are made.

Cash and Investments

Cash balances are held in a central bank account and invested in STAR Ohio. For purposes of the
statement of cash flows, AWD considers all highly liquid debt instruments purchased with a
maturity of three months or less to be cash equivalents. This also would include investments in
STAR Ohio. Investments are stated at cost which approximates fair value.

Accounts Receivable
Accounts receivable consist of District fees charged to customers and are shown at their net
realizable value.

Prepaid Expenses

Payments made to vendors for services that will benefit periods beyond December 31, 2005 and
2004 are recorded as prepaid items using the consumption method. A current asset of the prepaid
amount is recorded at the time of purchase and as an expense in the year in which the services are
consumed.

Restricted Assets
Certain proceeds from property assessments are classified as restricted assets on the balance sheet
because their use is restricted for the payment of debt service.

Capital Assets

Capital assets are stated at cost and are depreciated over the estimated useful lives of the assets
from five to fifty years, depending on the type of asset. Equipment is generally depreciated over
five to seven years while water lines are generally depreciated over fifty years. Donated assets are
reported at their estimated fair value on the date donated. In addition, interest costs incurred during
the construction of the water system infrastructure are capitalized and included in capital assets.
Once construction is complete and a project is operational, depreciation begins on all planning
costs, construction costs, loan fees, and capitalized interest.

Depreciation is computed using the straight-line method for financial reporting purposes.

Planning Costs - Proposed Projects

The planning costs for proposed projects are comprised of engineering, legal and administrative
planning costs which are not allocated to specific projects currently in construction. If the proposed
project begins construction, the respective planning costs will be included in capital assets and
depreciated (as Note B8 defines). If the proposed project does not enter construction, respective
planning costs will be deemed impaired assets and written-off.

14



ALLEN WATER DISTRICT
ALLEN COUNTY

NOTES TO BASIC FINANCIAL STATEMENTS
DECEMBER 31, 2005 AND 2004

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

10.

11.

12.

13.

14.

15.

Interest Expense
Interest expense represents the interest portion of construction loan payments to the Ohio Water
Development Authority.

Revenue Recognition

Revenues for service fees are recorded in the period the service is provided. Revenues for tap fees
are recorded when the taps have been installed and the customer is using the service. All other
revenue is recognized when earned.

Income Tax
AWD operates as a public water system exempt from federal income tax under Internal Revenue

Code Section 501(c)(1).

Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital
assets, net of related debt consist of capital assets, net of accumulated depreciation, reduced by the
outstanding balances of any borrowings used for the acquisition, construction or improvements of
those assets. Net assets are reported as restricted when there are limitations imposed on their use
either through the enabling legislation adopted by AWD or through external restrictions imposed by
creditors, grantors or laws, or regulations of other governments. AWD applies restricted resources
when an expense is incurred for purposes for which both restricted and unrestricted net assets are
available.

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the amounts reported on the basic financial statements and accompanying notes. Actual results may
differ from those estimates.

Operating Revenues and Expenses

Operating revenues are those revenues that are generated directly from the primary activity of the
proprietary funds. For Allen Water District, these revenues are district fees and contract fee
revenue for water services provided. Operating expenses are necessary costs incurred to provide
the goods and/or service that is the primary activity of the fund.

NOTE C — EQUITY IN POOLED CASH AND INVESTMENTS - LEGAL REQUIREMENTS

FOR DEPOSITS

Active deposits are public deposits necessary to meet current demands. Such monies must be maintained
either as cash in the treasury, in commercial accounts payable or withdrawable on demand, including
negotiable order of withdrawal (NOW) accounts, or in money market deposit accounts.

Inactive deposits are public deposits that the Board of Trustees has identified as not required for use within
the current two-year period of designation of depositories. Inactive deposits must either be evidenced by
certificates of deposit maturing not later than the end of the current period of designation of depositories, or
by savings or deposit accounts including, but not limited to, passbook accounts.
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ALLEN WATER DISTRICT
ALLEN COUNTY

NOTES TO BASIC FINANCIAL STATEMENTS
DECEMBER 31, 2005 AND 2004

NOTE C — EQUITY IN POOLED CASH AND INVESTMENTS - LEGAL REQUIREMENTS

FOR DEPOSITS - Continued

Interim deposits are deposits of interim monies. Interim monies are those monies which are not needed
for immediate use but which will be needed before the end of the current period of designation of
depositories.

Interim monies can be deposited or invested in the following securities:

1.

10.

United States Treasury notes, bills, bonds, or any other obligation or security issued by the United
States Treasury or any other obligation guaranteed as to principal and interest by the United States;

Bonds, notes, debentures, or any other obligations or securities issued by any federal government
agency or instrumentality, including but not limited to, the Federal National Mortgage Association,
Federal Home Loan Bank, Federal Farm Credit Bank, Federal Home Loan Mortgage Corporation,
Government National Mortgage Association, and Student Loan Marketing Association. All federal
agency securities shall be direct issuances of federal government agencies or instrumentalities;

Written repurchase agreements in the securities listed above provided that the market value of the
securities subject to the repurchase agreement must exceed the principal value of the agreement by at
least two percent and be marked to market daily, and that the term of the agreement must not exceed
thirty days;

Bonds and other obligations of the State of Ohio, its political subdivisions, or other units or
agencies of this State or its political subdivisions;

Time certificates of deposit or savings or deposit accounts, including, but not limited to, passbook
accounts;

No-load money market mutual funds consisting exclusively of obligations described in items (1)
and (2) of this footnote and repurchase agreements secured by such obligations, provided that
investments in securities described in this division are made only through eligible institutions;

The State Treasurer’s investment pool (STAR Ohio);

Securities lending agreements in which the District lends securities and the eligible institution
agrees to exchange either securities described in division (1) or (2), or cash, or both securities and

cash, equal value for equal value;

High grade commercial paper in an amount not to exceed five percent of the District’s total average
portfolio;

Bankers acceptances for a period not to exceed 270 days and in an amount not to exceed ten
percent of the District’s average portfolio.
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ALLEN WATER DISTRICT
ALLEN COUNTY

NOTES TO BASIC FINANCIAL STATEMENTS
DECEMBER 31, 2005 AND 2004

NOTE C — EQUITY IN POOLED CASH AND INVESTMENTS - LEGAL REQUIREMENTS
FOR DEPOSITS — Continued

Protection of the AWD’s deposits is provided by the Federal Deposit Insurance Corporation, by eligible
securities pledged by the financial institution as security for repayment, by surety company bonds
deposited with the Treasurer by the financial institution, or by a single collateral pool established by the
financial institution to secure the repayment of all public monies deposited with the institution.

Investments in stripped principal or interest obligations, reverse repurchase agreements and derivatives
are prohibited. The issuance of taxable notes for the purpose of arbitrage, the use of leverage and short
selling are also prohibite