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DU PAGE WATER COMMISSION

600 E. BUTTERFIELD ROAD ° ELMHURST, IL  60126-4642
(630) 834-0100 ° FAX: (630) 834-0120

July 27, 2005

McGladrey & Pullen, LLP

Certified Public Accountants

20 North Martingale Road, Suite 500
Schaumburg, IL 60173

Ladies and Gentlemen:

We are responsible for the identification of, and compliance with, all aspects of laws, regulations, contracts, or
grants that could have a material effect on the operations of the Commission. We are responsible for and we have
established and maintained an effective system of, intemal controls over compliance requirements. We have
performed an evaluation of the Commission's compliance with the following assertions during the year ended April
30.2005. Based on this evaluation, we assert that during the year ended April 30, 2005, the Commission has
materially complied with the assertions below.

A. Whether the Commission is maintaining effective accounting control over revenues, obligations,
expenses, assets and liabilities.

B. Whether the records, books and accounts of the Commission adequately record its financial and
fiscal operations and provide a basis for review of accountability by external auditors.

C. Whether key financial, statistical, and program data produced by the Commission provide useful
information for review of accountability regarding service efforts and accomplishments.

Yours very truly,

DuPage Water Commission

7

Robert Martin, al Manager _
RS

R. Max Richter, Financial Administrator

Maureen Crowley, Staff Attorney




DuPage Water Commission

Compliance Report
Summary
Year Ended April 30, 2005

The compliance testing performed during this examination was conducted in accordance with Government Auditing
Standards and in accordance with the lllinois State Auditing Act.

Auditor’s Reports

The Independent Accountant's Report on State Compliance, on Internal Control Over Compliance and on
Supplementary Information for State Compliance Purposes does not contain scope limitations, disclaimers, or other
significant non-standard language.

Summary of Findings

Number of This Report Prior Report
Findings 2 3
Repeated findings 2 N/A
Prior recommendations implemented or not repeated 1 N/A

Details of findings are presented in a separately tabbed report section.

Schedule of Findings

Item No. Page Description

Findings — Government Auditing Standards

05-1 9 Accounting Software
05-2 10 Capital Assets

Prior Findings Not Repeated — State Compliance

05-3 12 Inadequate Segregation of Duties



DuPage Water Commission

Compliance Report
Summary - Continued
Year Ended April 30, 2005

Exit Conference

Commission management waived having an exit conference in a letter dated August 16, 2005. Responses to the
recommendations were provided by Robert L. Martin in a letter dated August 10, 2005.



McGladrey & Pullen

Certified Public Accountants

Independent Accountants’ Report on State Compliance, on
Internal Control Over Compliance, and on Supplementary
Information For State Compliance Purposes

Honorable William G. Holland
Auditor General
State of lllinois

Compliance

As Special Assistant Auditors for the Auditor General, we have examined the DuPage Water Commission’s
(Commission) compliance with the requirements listed below, as more fully described in the Audit Guide for Financial
Audits and Compliance Attestation Engagements of lllinois State Agencies (Audit Guide) as adopted by the Auditor
General, during the year ended April 30, 2005. The management of the Commission is responsible for compliance
with these requirements. Our responsibility is to express an opinion on the Commission’s compliance based on our
examination.

A.  Whether the Commission is maintaining effective accounting control over revenues, obligations, expenses,
assets and liabilities.

B. Whether the records, books and accounts of the Commission adequately record its financial and fiscal
operations and provide a basis for review of accountability by external auditors.

C. Whether key financial, statistical, and program data produced by the Commission provide useful information
for review of accountability regarding service efforts and accomplishments.

Our examination was conducted in accordance with attestation standards established by the American Institute of
Certified Public Accountants; the standards applicable to attestation engagements contained in Government Auditing
Standards issued by the Comptroller General of the United States; the lllinois State Auditing Act (Act); and the Audit
Guide as adopted by the Auditor General pursuant to the Act; and, accordingly, included examining, on a test basis,
evidence about the Commission’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our examination provides a reasonable basis for our
opinion. Our examination does not provide a legal determination on the Commission’s compliance with specified
requirements.

In our opinion, the Commission complied, in all material respects, with the aforementioned requirements during the
year ended April 30, 2005. However, the results of our procedures disclosed instances of noncompliance with those
requirements, which are required to be reported in accordance with criteria established by the Audit Guide, issued by
the lllinois Office of the Auditor General and which are described in the accompanying schedule of findings as
findings 05 -1 and 05 - 2.

There were no immaterial findings relating to instances of noncompliance that have been excluded from this report.

McGladrey & Pullen, LLP is a member firm of RSM International —
an affiliation of separate and independent legal entities.



Internal Control

The management of the Commission is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws and regulations. In planning and performing our examination, we
considered the Commission’s internal control over compliance with the aforementioned requirements in order to
determine our examination procedures for the purpose of expressing our opinion on compliance and to test and
report on internal control over compliance in accordance with the Audit Guide, issued by the Illinois Office of the
Auditor General.

Our consideration of internal control over compliance with the aforementioned requirements would not necessarily
disclose all matters in internal control that might be material weaknesses. A material weakness is a condition in
which the design or operation of one or more internal control components does not reduce to a relatively low level the
risk that noncompliance with applicable requirements of laws and regulations that would be material in relation to one
or more of the aforementioned requirements being examined may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters involving internal
control over compliance that we consider to be material weaknesses. However, the results of our procedures
disclosed other matters involving internal control which are required to be reported in accordance with criteria
established by the Audit Guide, issued by the lllinois Office of the Auditor General and which are described in the
accompanying schedule of findings as findings 05— 1 and 05 - 2.

There were no immaterial findings relating to internal control deficiencies that have been excluded from this report.

Supplementary Information for State Compliance Purposes

As Special Assistant Auditors for the Auditor General, we have audited the basic financial statements of the DuPage
Water Commission (Commission) as of April 30, 2005, and for the year then ended as listed in the table of contents,
and have issued our report thereon dated July 27, 2005. The accompanying supplementary information, as listed in
the table of contents as Supplementary Information for State Compliance Purposes, is presented for purposes of
additional analysis and is not a required part of the basic financial statements of the Commission. Such information,
except for that portion marked "unaudited"” on which we express no opinion, 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. We have also previously audited, in
accordance with auditing standards generally accepted in the United States of America, the Commission’s basic
financial statements for the year ended April 30, 2004. In our report dated June 29, 2004, we expressed an
unqualified opinion on the basic financial statements. In our opinion, the April 30, 2004 Supplementary Information
for State Compliance Purposes, except for the portion marked “unaudited”, is fairly stated in all material respects in
relation to the basic financial statements for the year ended April 30, 2004 taken as a whole.

This report is intended solely for the information and use of the Auditor General, the General Assembly, the Legislative

Audit Commission, the Governor, the DuPage Water Board of Commissioners and Commission management, and is not
intended to be and should not be used by anyone other than these specified parties.

%ﬁ%//zpf&%/ Lo

Schaumburg, lllinois
July 27, 2005



McGladrey & Pullen

Certified Public Accountants

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

Honorable William G. Holland
Auditor General
State of lllinois

As Special Assistant Auditors for the Auditor General, we have audited the basic financial statements of the
DuPage Water Commission (Commission), as of and for the year ended April 30, 2005, and have issued our
report thereon dated July 27, 2005. 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 Commission’s internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide an opinion on the internal control over financial reporting. However, we noted certain matters involving the
internal control over financial reporting and its operation that we consider to be reportable conditions. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of the
internal control over financial reporting that, in our judgment, could adversely affect the Commission’s ability to record,
process, summarize, and report financial data consistent with the assertions of management in the financial statements.
Reportable conditions are described in the accompanying schedule of findings as items 05 — 1 and 05 - 2.

A material weakness is a reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. Our consideration of the internal control
over financial reporting would not necessarily disclose all matters in the internal control that might be reportable conditions
and, accordingly, would not necessarily disclose all reportable conditions that are also considered to be material
weaknesses. However, we believe that none of the reportable conditions described above is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Commission’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.

McGladrey & Pullen, LLP is a member firm of RSM International — 7
an affiliation of separate and independent legal entities.



This report is intended solely for the information and use of the Auditor General, the General Assembly, the
Legislative Audit Commission, the Governor, the DuPage Water Board of Commissioners and Commission
management and is not intended to be and should not be used by anyone other than these specified parties.

%ﬁ%//zpf&%/ Lo

Schaumburg, lllinois
July 27, 2005



DuPage Water Commission

Current Findings - Government Auditing Standards
For the Year Ended April 30, 2005

Finding 05 -1 Accounting Software

The Commission’s accounting system needs improvement.

In the prior year, it was noted that the Commission had created a series of linked electronic spreadsheets using
Microsoft Excel, which functioned as its accounting system. The Commission’s daily activity is manually entered as
journal entries into these spreadsheets. Although the linked spreadsheets are capable of producing reports such as
a trial balance, general ledger, and financial statements, they still do not constitute an adequate accounting system.
In the current year, the Commission has purchased software, but has not yet implemented many of the program
functions.

Good internal controls necessitate the need for an adequate accounting system. Although this type of system has
certain advantages, i.e., it is economical to operate and is flexible, it also has serious weaknesses in terms of
maintaining an adequate system of internal control. Management has the ability to manipulate the data. The biggest
risk is the potential to add erroneous data, delete or modify historical data, or create unsubstantiated journal entries.
In addition, within the current system, a formula change or error could be made and go undetected/uncorrected.

Commission management stated that they have purchased a commercial accounting software package for specific
use of all accounting and financial reporting functions. However, due to the changes in management, all of the
functions have not been implemented.

In order to minimize the risks associated with the system of linked electronic spreadsheets, the Commission should
install their new commercial accounting software package. The accounting software package can be designed to
produce all of the necessary financial information as well as process payments. The accounting software package
has the added advantage of having built-in controls, which limit user access, provide edits and cross checks, and
limit the ability to delete and alter information. (Finding Code No. 05 -1, 04 - 1)

Recommendation

We recommend the Commission install all of the functions of the new accounting software package to improve the
reliability and internal control over the Commission’s accounting system.

Commission Response

We are in full agreement with your recommendation. We have implemented the accounts payable and payroll
portion of the accounting and finance systems. The remaining functions will be implemented in the current fiscal
year.



DuPage Water Commission

Current Findings - Government Auditing Standards (Continued)
For the Year Ended April 30, 2005

Finding 05 -2 Capital Assets

The Commission needs to improve internal controls and accountability for capital assets.

The Commission does not have detailed capital asset records and there is not an adequate segregation of duties in
accounting for capital assets. The Commission has $447 million in capital assets, $12 million of which are moveable
capital assets. During the audit we noted the following:

o The Commission maintains records of the historical cost of capital assets by pools (similar assets
constructed or purchased at once), but does not maintain records of the individual capital asset items within
the pools. Furthermore, the cost pools are depreciated over the estimated lives of the pool, versus
individual asset life. The Commission purchased a new accounting software package in the current fiscal
year, but has not implemented the capital assets functions of the new software program.

o The individual assigned the duty of conducting the physical inventory of capital assets also reconciles the
capital asset inventory records.

Good internal controls would require the Commission to maintain detailed capital asset records and to segregate the
duties of conducting the inventory of capital assets and maintaining capital asset records.

There are several issues associated with not having detailed capital asset records. First, without individual capital
asset records it is very difficult to accurately account for deletions and replacements. When a deletion occurs,
accurate records are not available in order to determine the amount of historical cost and accumulated depreciation
that will need to be removed from the accounting records. Second, without specific identification of costs and
accumulated depreciation by asset, the Commission could be misstating future earnings with inaccurate calculations
of depreciation expense caused by these deletions. Third, without identification of specific capital assets, it is nearly
impossible to maintain control over the existence of capital items (i.e., test counts of capital asset inventory). If a
capital asset were removed from the Commission, it could go undetected by management. The lack of an adequate
segregation of duties in accounting for capital assets increases the risk of misappropriation or erroneous reporting of
capital assets.

According to Commission personnel, they have purchased a commercial accounting software package for specific
use of all accounting and financial reporting functions. However, due to the changes in management, all of the
functions including the capital asset function have not been implemented. Commission management stated that they
were unaware that a segregation of duties weakness existed in the accounting for capital assets. (Finding Code No.
05-2,04-2)

10



DuPage Water Commission

Current Findings - Government Auditing Standards (Continued)
For the Year Ended April 30, 2005

Finding 05 -2 Capital Assets (Continued)

Recommendation

We recommend that the Commission install the new accounting software, and continue to recommend that they
conduct a full physical inventory of capital assets, research the historical cost, acquisition date, and accumulated
depreciation, and maintain the information, in detail, on an ongoing basis. We also recommend that the person
maintaining the capital asset records and adjusting the general ledger should be different from the person conducting
the physical inventory.

Commission Response

We agree with this finding. An inventory of assets will be conducted and will be maintained on the fixed asset system
with applicable data for depreciation. Capital asset responsibilities have been segregated.

11



DuPage Water Commission

Prior Finding Not Repeated — State Compliance
For the Year Ended April 30, 2005

Finding 05 -3 Inadequate Segregation of Duties

Previously, the Commission has an inadequate segregation of duties in its cash disbursement area. Checks were
written (typed) by the receptionist for payment of vendor invoices. The Financial Administrator and General Manager
were responsible for signing and approving the checks. The accountant was responsible for recording the checks
into the accounts payable excel spreadsheet. After approval, the checks were returned to the receptionist to be
mailed. In addition, the receptionist prepared the monthly bank reconciliation, which was reviewed by the Financial
Administrator. (Finding Code No. 04-3).

During the current year the Commission purchased accounts payable software. As a result, the receptionist no
longer prepares the checks, which has strengthened internal controls.

12



DuPage Water Commission

Financial Statement Report
Summary
Year Ended April 30, 2005

The audit of the accompanying basic financial statements of the DuPage Water Commission (Commission) was
performed by McGladrey & Pullen, LLP, as special assistant auditors for the Auditor General, State of lllinois.

Based on their audit, the auditors expressed an unqualified opinion on the Commission’s basic financial statements.

13



McGladrey & Pullen

Certified Public Accountants

Independent Auditors’ Report

Honorable William G. Holland

Auditor General, State of lllinois

and

Honorable Chairman and

Members of the Board of Commissioners
DuPage Water Commission

As Special Assistant Auditors for the Auditor General, we have audited the accompanying basic financial statements
of the DuPage Water Commission (Commission) as of April 30, 2005, and for the year then ended as listed in the
table of contents. These financial statements are the responsibility of the Commission's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and 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 basic financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of the Commission as of April 30, 2005, and the changes in financial position and cash flows thereof for the year 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 a report dated July 27, 2005 on our
consideration of the Commission’s 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 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 required supplementary information, which includes Management's Discussion and Analysis on pages 16
through 22 and pension related information on pages 44 and 45 is not a required part of the basic financial
statements, but is supplemental information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplemental information. However, we did not audit the information
and we express no opinion on it.

14
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Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The supplemental information on budget comparison listed in the table of contents is presented for purposes of
additional analysis and is not a required part of the basic financial statements. This 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.

In connection with our audit, nothing came to our attention that caused us to believe that the Commission failed to
comply with the terms, covenants, provisions or conditions of Article X of the Revenue Bond Ordinance of 1987,
Article I of the Water Refunding Bond Ordinance of 1993, and Article Il of the Water Refunding Bond Ordinance of
2003, insofar as they relate to accounting matters. However, our audit was not directed primarily toward obtaining

knowledge of such noncompliance.
/%4%4;7 / /%/ Ll

Schaumburg, lllinois
July 27, 2005
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DuPage Water Commission

Management's Discussion and Analysis

OVERVIEW OF THE FINANCIAL STATEMENTS

This section of the DuPage Water Commission’s annual financial report presents our discussion and analysis of the
Commission’s financial performance during the fiscal year ending April 30, 2005.

This discussion and analysis is intended to serve as an introduction to the Commission’s basic financial statements.
The Commission’s basic financial statements are comprised of the following components: Statement of Net Assets,
Statement of Revenues, Expenses and Changes in Net Assets, Statement of Cash Flows and Notes to the Financial
Statements. This report also contains other supplementary information in addition to the basic financial statements
themselves.

The Statement of Net Assets presents information on all the Commission’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the Commission is improving or deteriorating.

The Statement of Revenues, Expenses and Changes in Net Assets presents information showing how the
Commission’s net assets changed during the most recent fiscal year. Both the statement of net assets and the
statement of activities include all assets and liabilities using the accrual basis of accounting, which is similar to the
accounting method used by most private-sector companies.

The Statement of Cash Flows provides information on the Commission’s gross sources and uses of cash during the
fiscal year.

The Notes to the Financial Statements generally provide more detailed information about the Commissions assets,
liabilities, net assets and operations, as well as summarize the Commissions significant accounting policies.

FINANCIAL OPERATIONS SUMMARY

With revenues of $88.6 million and expenses totaling $68.4 million, the Commission’s net assets increased by $20.2
million in fiscal year 2004-05 to $326.1 million. Restricted net assets and net assets invested in property, plant and
equipment were $31.6 million and $213.5 million respectively.

FINANCIAL ANALYSIS

Changes in Net Assets. The table below presents information on the Commission’s assets and liabilities, with the
difference between the two reported as net assets. All significant dollar changes have been explained.

The decrease in total cash and investments can be attributed to the $15 million payment to DuPage County. State of
Illinois Public Act 93-0226 adopted July 22, 2003 requires a $75 million transfer of Commission Funds to DuPage
County over a five-year period. Additionally, funds set aside to retire the current portion of general obligation bonds
and the related interest expense, were reported as unrestricted net assets in fiscal year 2004, but are shown as
restricted in fiscal year 2005 ($13 million in investments less $10.2 million in liabilities) because the investments are
held by a trustee exclusively for the next due principal and interest payment.

The increase in current accounts receivable is due to sales taxes in the improved economy.

16



DuPage Water Commission

Management's Discussion and Analysis

Long term loan receivables increased because of long-term water quality loans given to customer utilities of the
Commission. Certain areas in DuPage County have been affected by contaminated well water and the loans
provided a financial means for these communities to provide water to areas that were affected by the contamination.
These loans will be discussed in further detail in the “Other Financial Information” section below.

Net capital assets represent the total of assets capitalized less accumulated depreciation. Investment in new
construction increased by $13.6 million, reduced by $20.7 million in water mains that were placed into service during
the fiscal year resulting in a net decrease in construction in progress of $7.1 million. Net depreciable capital assets
increased by $14.4 million, which includes the $20.7 million of water mains placed into service plus $.4 million of
other additions, less depreciation of $6.7 million.

The Commission originally financed and constructed the Lexington Pump Station and the tunnel that connects
Lexington to the Central Park Pumping Station for the City of Chicago. The City of Chicago agreed to pay the
Commission back through a 20% reduction in water costs (Deferred Water Supply Contract Costs) paid by the
Commission. Deferred Water Supply Contract Costs declined because the City of Chicago has substantially paid for
these facilities. It is anticipated that the balance will be realized during fiscal year 2006.

Amounts payable to DuPage County decreased by $15 million due to the payment to DuPage County in accordance
with State of lllinois Public Act 93-0226. Bonds payable declined because of bond payments made during the fiscal
year. This also reduced accrued interest payable.

Net assets invested in capital assets, net of related debt increased $31.3 million from the prior year due to a net
increase in capital related assets of $3.6 million (land and construction in progress, net capital assets and deferred
water supply contracts), a decrease in noncurrent bonds payable of $18.5 million used to finance capital assets and a
reclass of $9.3 million in current general obligation bonds attributed to capital assets in fiscal year 2004 that are
payable from restricted assets in fiscal year 2005.

Restricted net assets increased by $3.0 million over the prior year due mainly to the reporting of $13 million in
investments held by a trustee for payment of the current portion of the general obligations bonds offset by $10.2
million which represents the current portion of general obligation bonds and interest payable. For more information
see Note 7 (c), in the notes to the financial statements.

Unrestricted net assets decreased by $14.1 million mainly due to the reclassification of items between restricted and
unrestricted, as discussed above.

A comparative summary of the changes in net assets is presented on the following page.

17



DuPage Water Commission

Management's Discussion and Analysis

COMPARATIVE SUMMARY OF CHANGES IN NET ASSETS
For Fiscal Years Ending April 30

Assets
Current:

Unrestricted cash and investments

Restricted investments
Receivables
Other assets

Noncurrent:
Restricted investments
Long term loan receivable

Land and construction in progress
Capital assets, net of accumulated depreciation
Deferred water supply contract cost

Total assets
Liabilities
Current:
Payables and accrued liabilities
Due to DuPage County
Bonds payable
Accrued interest
Deferred revenue
Noncurrent:
Due to DuPage County
Bonds payable
Total liabilities

Net Assets
Invested in capital assets, net
Restricted

Unrestricted
Total net assets

INCREASE
2005 2004 (DECREASE) % CHANGE

$ 107525058 $ 140,652,433 $  (33,127,375) -23.6%
42,506,096 32,435,274 10,070,822 31.0%
14529958 13,372,964 1,156,994 8.7%
703,766 759,503 (55,737) -7.3%
16,328,752 15,951,929 376,823 2.4%
6,075,247 3,971,700 2,103,547 53.0%
26978938 34,081,125 (7,102,187) -20.8%
357,001,682 342,581,409 14,420,273 4.2%
868,166 4,611,512 (3,743,346) -81.2%
572,517,663 588,417,849 (15,900,186) -2.7%
5,907,703 5,522,462 385,241 7.0%
15,000,000 15,000,000 - N/A
17,605,000 19,615,000 (2,010,000) -10.2%
3,770,494 4,581,570 (811,076) 17.7%
2,855,126 2,996,733 (141,607) -4.7%
30,000,000 45,000,000 (15,000,000) -33.3%
171,314,672 189,849,875 (18,535,203) -9.8%
246,452,995 282,565,640 (36,112,645) -12.8%
213534114 182,164,171 31,369,943 17.2%
31,551,651 28,571,862 2,979,789 10.4%
80,978,903 95,116,176 (14,137,273) -14.9%

$ 326,064,668 $ 305,852,200 $ 20,212,459 6.6%

18



DuPage Water Commission

Management's Discussion and Analysis

Revenues and Expenses. The table which follows presents a comparative summary of revenues and expenses.
The most significant source of revenues for the Commission continues to be from water sales. Water sales for fiscal
year 2005 were 30.4 billion gallons versus 30.8 billion gallons last fiscal year. There were no major new customers
and the average charter customer water rate was $1.65 per 1,000 gallons (for fiscal year 2004 and 2005).

The national economic slow down has eased and sales tax receipts rose substantially in fiscal year 2005. Sales tax
revenues have been sufficient to fund all system capital improvements and the statutory payment to the county as
well as providing an alternative funding source for debt service. Sales taxes were used to make all general obligation
bond payments in fiscal year 2005. In addition, $7.1 million of sales tax funds were used to reduce the customers’
fixed cost payments for fiscal year 2005 by 50%. This practice started in fiscal year 1998 and has continued through
fiscal year 2005.

Statement 31 of the Governmental Accounting Standards Board requires investments be reported at fair market
value. The fair value of investments at April 30, 2005 decreased by $1.1 million from last year. Investment income
increased $.5 million because interest income increased by $1.6 million offsetting the $1.1 million decline in fair
value.

All Other Revenues are derived mainly from construction reimbursements for additional metering and emergency
connection facilities. Most of the work on these projects occurred last fiscal year. No new projects were started in
fiscal year 2005.

Water distribution costs remain the highest expense in the Commission’s operations. Water distribution costs
decreased $2.3 million mainly due to lower water consumption and pipeline repairs which were much higher last year
because of the blow-off valve repair projects.

Personnel service costs increased over last year due to a $2.6 million payment to IMRF for prior pension costs. The
decrease in bond interest is due to the $2.9 million one-time call premium cost on the 1993 revenue bonds retired in
September 2003 and the reduction of outstanding bond principal.

State of lllinois Public Act 93-0226 adopted July 22, 2003 requires a $75 million transfer of Commission Funds to
DuPage County over a five-year period. The first $15 million payment was made August 2003. The entire amount
was recorded as an accounting liability for fiscal year 2004. The payment to the new IMRF pension plan was a one-
time payment to assist employees in converting to the new plan.

The change in net assets increased by $83.1 million from fiscal year 2004 to fiscal year 2005 mainly due to the one
time expense (special item) incurred during fiscal year 2004 in which the Commission was required to transfer $75
million in funds to DuPage County, and the $1.4 million payment to the new IMRF pension plan (special item), as
discussed above. In addition, the Commission received $2.8 million more in sales tax during fiscal year 2005 than
the prior fiscal year. Lastly, operating expenses decreased by 6%.
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COMPARATIVE SUMMARY OF REVENUES AND EXPENSES
For Fiscal Years Ending April 30

INCREASE
2005 2004 (DECREASE) % CHANGE
Revenues
Operating:
Water sales - all categories $ 51399278 $ 52,185,352 (786,074) -1.5%
Other 6,393 102,058 (95,665) -93.7%
Nonoperating:
Sales tax 34,384,906 31,620,982 2,763,924 8.7%
Investment income 2,856,461 2,321,233 535,228 23.1%
Total revenues 88,647,038 86,229,625 2,417,413 2.8%
Expenses
Operating:
Water supply costs 45,018,872 47,362,242 (2,343,370) -4.9%
Depreciation 6,668,013 6,399,758 268,255 4.2%
Personnel services 5,355,811 2,983,406 2,372,405 79.5%
All other expenses 2,129,165 2,218,243 (89,078) -4.0%
Nonoperating:
Bond interest 9,262,718 13,810,147 (4,547,429) -32.9%
Total expenses 68,434,579 72,773,796 (4,339,217) -6.0%
Net change before special items 20,212,459 13,455,829 6,756,630 50.2%
Special items
Payment to DuPage County (75,000,000) 75,000,000 -100.0%
Payments for defined benefit pension plan (1,381,301) 1,381,301 -100.0%
Change in net assets 20,212,459 (62,925,472) 83,137,931 -132.1%
Net assets May 1 305,852,209 368,777,681 (62,925,472) -17.1%
Net assets April 30 $ 326,064,668 $ 305,852,209 20,212,459 6.6%
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CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets. The Commission’s capital assets before depreciation totaled $463.2 million in fiscal year 2005.
This represents an increase of $14 million over last year, mainly in water main and delivery facilities.

COMPARATIVE SUMMARY OF CHANGES IN CAPITAL ASSETS, NET

For Fiscal Years Ending April 30

INCREASE

2005 2004 (DECREASE) % CHANGE
Land and permanent easements $ 11,158,482 $ 11,158,482 $ 0.0%
Construction in progress 15,820,456 22,922,643 (7,102,187) -31.0%
Water mains 297,302,675 280,703,518 16,599,157 5.9%
Buildings and other structures 56,289,332 58,333,033 (2,043,701) -3.5%
Pumping equipment 2,912,997 3,090,868 (177,871) -5.8%
Office furniture and equipment 250,184 196,722 53,462 27.2%
Vehicles and other equipment 246,494 257,268 (10,774) -4.2%
Total capital assets, net $ 383,980,620 $ 376,662,534 $ 7,318,086 1.9%

Detailed information about the Commission’s capital assets is presented in the Notes to the Financial Statements.

Debt Administration. All scheduled bond payments through May 1, 2005 were made on time. Requirements of the
revenue bond ordinance have also been met, in full, as of fiscal year end. Principal reductions of $9.3 million in
general obligation debt and $10.4 million in revenue bond debt were achieved through annual payments. On April
30, 2005, remaining general obligation bond and revenue bond principal outstanding was $66.2 million and $125.6
million, respectively. General obligation bond principal and interest payments continue to be 100% funded through
the Commission’s sales tax proceeds. Property taxes for the bond payments have been abated annually since
1986.

COMPARATIVE SUMMARY OF CHANGES IN OUTSTANDING BONDED DEBT
For Fiscal Years Ending April 30

INCREASE
2005 2004 (DECREASE) % CHANGE
General obligation bonds $ 66,205000 $ 75465000 $ (9,260,000 -12.3%
Water revenue bonds 125,640,000 135,995,000 (10,355,000) -7.6%
Total outstanding bonded debt $ 191,845,000 $ 211,460,000 $ (19,615,000) -9.3%

Detailed information about the Commission’s debt is presented in the Notes to the Financial Statements.
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INVESTMENT PORTFOLIO

The Commission’s investment portfolio totaled $165 million. At the end of the fiscal year, the portfolio was earning
3.17% based on market yield and 2.87% based on original purchase price. The benchmark yield adopted by the
Commission was 2.76%.

Commission funds were invested as follows at April 30, 2005: United States Treasury obligations (13.8%), United

States Agency obligations (40.8%), the llinois Funds Investment Pool (28.7%), Certificates of Deposits (16.0%) and
government money market funds (0.6%).

OTHER FINANCIAL INFORMATION

On July 22, 2003, the lllinois Governor signed into law Public Act (PA) 93-0226. This Act impacts certain DuPage
Water Commission procedures and contracts as well as provides a one-time $75 million grant from the Commission
to DuPage County payable over a five-year period. The Act also limits the Commission’s average charter customer
water rate to be no greater than $1.65 per 1,000 gallons until April 30, 2008. This rate is expected to be sufficient to
meet all Commission obligations and complete all currently planned capital projects.

The Commission joined with the County of DuPage and the municipalities within the county to solve a water quality
issue involving unincorporated areas not presently receiving a Lake Michigan water supply. As a wholesale
distributor of Lake Michigan water, the Commission is not able to directly address this issue. However, the
Commission agreed to make long-term, low-interest loans available to customer municipalities, retailers of Lake
Michigan water, to extend their systems to serve county areas having water quality issues.

The full extent of this contamination is unknown at this time. However, the Commission’s commitment to provide
loans totaling not more than $10 million toward mitigating the problem over the next five fiscal years will not effect its
current financial operations. While these long-term low-interest loans may reduce the Commission’s investment
income, the Commission’s long-term rate stabilization and five-year capital improvement programs will not be
adversely affected because funds were segregated for this purpose at the time the resolution was passed.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the DuPage Water Commission’s finances.
Questions concerning any of the information provided in this report or requests for additional financial information
should be addressed to R. Max Richter, Financial Administrator, DuPage Water Commission, 600 E. Butterfield
Road, Elmhurst, IL 60126-4642, (630) 834-0100. E-mail requests should be sent to richter@dpwc.org.
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April 30, 2005
Assets
Current:
Cash $ 1,091,795
Investments 106,433,263
Restricted investments (Note 7) 42,506,096
Receivables
Water sales 5,161,351
Accrued interest 1,115,401
Sales tax 8,142,168
Other 111,038
Inventory 167,080
Prepaid expenses and deposits 536,686
Total current assets 165,264,878
Noncurrent:
Restricted investments (Note 7) 16,328,752
Long-term loans receivable (Note 4) 6,075,247
Land and construction in progress 26,978,938
Other capital assets, net of accumulation
depreciation of $79,193,212 (Note 5) 357,001,682
Deferred water supply contract costs 868,166
Total noncurrent assets 407,252,785

Total assets

See Notes to Financial Statements.
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DuPage Water Commission

Statement of Net Assets (Continued)

April 30, 2005
Liabilities
Current:
Due to DuPage County $ 15,000,000
Deferred revenue 2,855,126
Total current liabilities 17,855,126

Current liabilities payable from restricted assets:

Accounts payable 3,935,911
Accrued liabilities 514,245
Compensated absences 123,391
Contract retentions 1,334,156
Revenue bonds payable - current (Note 7) 7,880,000
General obligation bonds payable - current (Note 7) 9,725,000
Accrued interest payable 3,770,494
Total current liabilities payable from restricted assets 27,283,197

Noncurrent:
Due to DuPage County 30,000,000
Revenue bonds payable - noncurrent, net (Note 7) 114,020,870
General obligation bonds payable - noncurrent, net (Note 7) 57,293,802
Total noncurrent liabilities 201,314,672
Total liabilities 246,