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CLAIRE C. McCASKI™ L

Missouri State Auditor

November 6, 2006

Tanina M Zimmmarman Directar af Finangce

St. Louis, MO 63103-2555

Fiscal Period: One Year Ended June 30, 2006 v

Dear Ms. Zimmerman:

In accordance with Section 105.145, RSMo, we acknowledge receipt of the financial
report of your political subdivision for the above-described fiscal period.

Thank you for your cooperation in sending this information.
Sincerely,

CLAIRE C. McCASKILL
STATE AUD..JR
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Judy Buerky
Local Government Analyst

224 State Capitol » Jetferson Citv. MO 65101

Truman State Oftice Building, Room 880 « Jetferson City, MO 65101 « (573) 751-4213 « FAX (573) 751-7984















The management’s discussion and analysis is not a required part of the basic financial statements but is
sy . ementary information required by U.S. generally accepted accounting principles. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the meth-
ods of measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.

In accordance with Government Auditing Standards, we have also 1ssued our report dated September 15,
2006 on our consideration of the District’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and ant agreements and other mat-
ters. The purpose of that report is to describe the scope of our testing ot 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 audits.
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Management’s D ‘ussion and Analysis
for the year ended June 30, 2006

o Land $ (3.0) million
o Less: Change in accumulated depreciation $ 43.1 million
» Operating revenues increased $3 1.0 million or 19.6% as a result of the rate increase that took affect in
July 2004. The increased revenue is the driving force behind the $26.6 million operating income
achieved in fiscal year ~ 105, which was a significant improvement over the $7.4 million operating in-
come in fiscal year 2004.
» Clean water capital improvement surcharge refund payable increased from zero in fiscal year ~ 104 to
$5.7 million in fiscal yeas ~)05 reflecting the refund to customers scheduled to be issued in Novem-
ber ~105.

Required Financial atements

The financial statements presented by the man ment of the District include a Statement of Net Assets;
Statement of Revenues, Expenses, and Changes in Net Assets; and Statement of Cash Flows. These statements
are prepared usi:  the accrual basis of accounting. This method of accounting recognizes revenues at the time
they are earned and expenses when the related liability occurs. As aresult of using this method of accounting,
the District’s performance over the time period being reported is more easily determinable.

The Statement of Net Assets provides a report of the District’s current, restricted, and other noncurrent assets such as
cash, investments, receivables, and property. Also, the Statement of Net Assets provides a summary of the District’s
current, restricted, and noncurrent liabilities, including contracts and accounts payable, deposits and accrued ex-
penses, and bond and notes payable. The final section of the Statement of Net Assets, the net assets section, contains
earnings retained for use by the District. Increases or decreases in the net assets section may be indicative of an im-
proving or declining financial position. This statement provides the basis for computing rate of return, evaluating the
capital structure of the District, and assessing the liquidity and financial flexibility of the District.

The Statement of Revenues, Expenses, and Changes in Net Assets summarizes all of the year’s revenues and
expenses. This statement indicates how successful the District was at maintaining expenses below the level of
revenues earned.

The Statement of Cash Flows accounts for the net change in cash and cash equivalents by summarizing cash re-
ceipts and cash disbursements resulting from operating activities, noncapital financing activities, capital and re-
lated financing activities, and investing activities. This statement assists the user in determining the sources of
cash coming into the District, the items for which cash was expended, and the beginning and ending cash balance.

Financial Analysis

The overall financial condition of the District is strong as indicated by the increase in net assets over the past year.
The District had income before capital contributions of $60.6 million in fiscal year 2006, compared to $43.6 million
in 2005 and $35.3 million in 2004. Plans for maintaining the District’s ability to meet future spending needs are dis-
cussed in greater detail in the section of the MD&A entitled “Decisions Impacting the Future.”






Management’s Discussion and Analysis
for the year ended June 30, 2006

ANNS é‘ 1}:8'8
Total net assets increased $58.4 million, or 3 ~ 4, over prior year. This change is the result of an increase in
total assets of $77.7 million and an increase in liabilities of only $19.3 million.

Current, restricted, and other assets decreased by $38.8 million from prior year. Most of this decrease is attrib-
utable to restricted assets. Restricted assets decreased $33.1 million below prior year as a result of CIRP
spending. The restricted assets affected were cash and cash equivalents, which decreased $152.0 million, in-
vestments increased $118.5 million, and accrued income on investments increased $1.2 million. In addition to
the decreases caused by CIRP, grants receivable fell by $0.8 million.

Net capital assets increased by $116.5 million due to increased levels of spending for CIRP. Contributing fac-
tors include an increase in CIP of $83.8 million, an increase in collection and pumping plant assets of $77.0
million, an increase in general plant and equipment of $1.9 million, a decrease in land of $3.0 million, a de-
crease in treatment and disposal plant equipment of $0.1 million, and an increase in accumulated depreciation
of $43.1 million.

The $19.3 million increase in liabilities represents a 5% change over the prior year. One factor to consider is
the $5.7 million clean water capital improvement surcharge refund payable that did not exist in the prior year.
This refund, planned for payment in November 20t _represents the unused clean water capital improvement
surcharge revenues. Bonds and notes payable increased $6.1 million. Contracts and accounts payable in-
creased by $5.7 million over prior year. Retainage payable increased by $2.9 million due to the increased level
of CIRP projects, and deposits and accrued expenses decreased a total of $1.1 million.






Management’s Discussion and Analysis
for the year ended June 30, 2006
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Net assets increased $112.1 million which was $53.7 million over 2005. The largest contributi:  factor in the
increase in net assets is the increased level of capital contributions. In fiscal year 2006, capital contributions
totaled $51.5 million while in fiscal year 2005 they were $14.8 million. This change accounts for $36.7 mil-
lion of the total change in net assets, and is aresultofala :r number of developments being ~fted to the Dis-
trict.

Another significant factor in the $53.7 million increase in net assets over 2005 was the increase in sewer ser-
vice charge revenues totaling "~ 1.4 million as a result of the rate increase that took affect in July of 2005.

Operating expenses increased by $13.5 million or 8.3% over prior year. The largest increase in operating ex-
penses occurred in other operating expenses in the amount of $6.7 million. This increase is a result of greater
spending on infrastructure repair and data collection projects. Additionally, pumping and treatment, collection
system maintenance, and engineering expenses increased by $2.8 million, $2.6 million, and $1.9 million, re-
spectively, while depreciation expense decreased by $0.5 million.

Nonoperating expenses decreased by $9.5 million or 72.8% over prior year. The decrease can be attributed to
the capital improvement surcha :refund. $5.7 million of the refund was expensed in fiscal year 2005, while
only $0.1 million was charged in tiscal year 2006. The other major contributing factor to the $9.5 million de-
crease is a drop in the net loss on disposal and sale of utility plant in the amount of $3.0 million. In fiscal year
2005, land valued at over $3.0 million was gifted to the City of Maplewood.

AaANnn= A__\I-.,..:_

Operating revenues increased $31.0 million from 2004 to 2005. A rate increase in July 2004 caused the
change. During the fiscal year, the District’s operating expenses increased $11.8 million to $162.4 million
primarily due to a $6.4 million rise in other operating expenses. Other operating expenses increased due to an
increased level of infrastructure repair and data collection projects. Pumping and treatment expenses experi-
enced an increase of $4.7 million, collection system maintenance expenses increased $1.8 million, depreciation
increased $1.9 million, and general and administrative expenses decreased $3.2 million. The final result was
an operating income of $26.6 million in 2005. This was an increase of $19.2 million or 261% over the operat-
ing income of $7.4 million that was recorded in 2004.

Net income from nonoperating activities fell $10.9 million from prior year levels due to several factors. Grant
revenue declined $6.2 million as the grant funding for the Meramec  itment plant was fully utilized and the
availability of state stormwater grant money ended. A refund of approximately $5.7 million of the unused
clean water capital improvement surcharge is scheduled for November of 2005, and investment income in-
creased by $3.4 million as a result of higher investment balances and improving market conditions. The major
reason for an increase in the net loss on disposal and sale of utility plant of $2.6 million is due to the gifting of
land costing $3.0 million to the City of Maplewood to be used as a park. The land was purchased as part ofa
flood mitigation project.






Management’s ...scussion and Analysis
for the year ended June 30, 2006

Cash flows from capital and related financing activities decreased by $406.8 million from fiscal year 2004 to
fiscal year 2005. Proceeds from the issuance of debt declined by $400.8 million, or 98%, while payments for
capital improvements increased by $51.5 million, reflecting the higher level of CIRP spending compared to the
prior year,

Cash flows from investing activities were a negative $105.9 million in fiscal year 2005 and a negative $144.1
million in fiscal year 2004. In both years, the cash outflow for the purchase of investments exceeded inflows
from the sale and maturity of investments. The net outflow was greater in fiscal year 2004 than in fiscal year
2005 as a result of the large amount of bond proceeds that were received and invested in fiscal year 2004.

Capital Assets
The Metropolitan St. Louis Sewer District

Capital Assets
Net of Depreciation (000s)

Increase Increase
(Decrease) (Decrease)
2006 p _2n0e 2008 anna AT 2004
Land $ 26976 $ 26912 § 64 $ 29888 $ (2,976)
Construction in progress 365,628 275,6 90,013 191,769 83,846
Treatment and disposal plant and equipment 278,200 290,262 (12,062) 305,977 (15,715)
Collection and pumping plant 1,200,494 1,134,222 66,272 1,081,597 52,625
General plant and equipment _'f137 15,671 (534) o8 (1,237)
Total ¢ 1 004 A2K $1 7‘/1’\ aels) ¢ 142 772 M1 ISAr AN & 117 g4

AnNnsr 4 . _n___*_

Total capital asset, net of depreciation, increased $143.8 million over prior year. The most significant increase
was to construction in progress, which rose by $90.0 million. Collection and pumping plant also increased by
as’ iificant amount of $66.3 million in large part due to the increase in contributed assets. Treatment and dis-
posal plant and equipment decreased by $12.1 million as depreciation outpaced additions in this asset category.
Finally, general plant and equipment decreased by $0.5 million in relation to the prior year, and land increased
by less than $0.1 million.

Anns 4 _w___=_

The District’s total capital assets, net of depreciation, increased $116.5 million over the prior year. The most
significant change was an increase in construction in progress of $83.8 million. Another significant change
was an increase in collection and pumping plant assets of $52.6 million, net of depreciation. Additions to col-
lection and pumping plant consisted of $62.1 million in constructed assets, $14.8 million in contributed assets,
and $0.2 million in purchased assets, while disposals and depreciation totaled $0.1 million and $24.4 million,
respectively. A decrease in land of $3.0 million is a result of gifting land purchased for flood mitigation pur-
poses to the City of Maplewood for use as a park. Treatment and disposal plant and equipment assets fell
$15.7 million due to $0.1 million in additions, $0.2 million in disposals, and net depreciation of $15.6 million.
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Man: ‘'ment’s _ scussion and Analysis
for the year ended June 30, 2006

The District also plans to address the current lack of funding to adequately support the operation and mainte-
nance of the St. Louis Region’s existing stormwater infrastructure. The District intends to recommend a
change in stormwater funding by modifying the current monthly 24¢ per customer fixed cha :to a variable
charge based on impervious area. A combined rate proposal addressing both the wastewater and stormwater
funding issues will be subject to review by the District’s Board of Trustees and Rate Commission. The District
anticipates submitting a formal fundii  proposal for consideration by the third quarter of fiscal year 2007,

In addition to these major funding initiatives, the District will also be embarking on the implementation of the
first year of a multi-year strategic technology plan. This comprehensive plan is based on a year long review of
all District technology systems and business processes during the past fiscal year and is designed to dramati-
cally improve connectivity and interaction between District Departments, increase overall District efficiency,
and enhance customer service for all District ratepayers.

— a m_- L BN SR K S

This financial report is designed to provide a general overview of the District’s finances for all those with an
interest in the District’s finances. Questions concerning any of the information provided in this report or re-
quests for additional financial information should be addressed to:

The Metropolitan St. Louis Sewer District
Director of Finance

2350 Market Street

St. Louis, MO 63103-2555
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Notes to Financial Statements

June 30, 2006 and 2005
Organization -~ “ummary of ¢~*“-1nt * ~~~nting P~"*~*~g

Orgar:~*~n

The Metropolitan St. Louis Sewer District (the District) was authorized by the voters, established and
chartered under the provisions of the Constitution of Missouri, as a municipal corporation and a political
subdivision of the State. Upon creation in 1954, the District assumed responsibilities to provide for the
construction, operation, and maintenance of the sewer facilities within its defined boundaries. The Dis-
trict's service area now comprises all of the City of St. Louis and most of St. Louis County. Subdistricts
within the District’s total service area represent separate geographic areas within which specific taxes are
levied for the retirement of indebtedness issued to finance construction of sanitary or stormwater facilities
within the area or to operate, maintain, or construct improvements within the subdistrict. The District also
maintains all of the publicly owned stormwater sewers within its original boundaries and is continuing to
accept maintenance of the stormwater sewers in the remainder of its service area.

Pursuant to provisions of its charter and subject to limitations imposed by the Constitution of Missouri, all
powers of the District are vested in a six-member Board of Trustees (the Board), three of whom are ap-
pointed by the Mayor of the City of St. Louis and three of whom are appointed by the County Executive
of St. Louis County.

Repc_J.:_A ~ T.‘..A.Zm

The District defines its financial reporting entity to include all component units for which the District’s
governing body is financially accountable. To be considered financially accountable, the organization
must be fiscally dependent on the District and the District must either 1) be able to impose its will on the
organization or 2) the relationship must have the potential for creating a financial benefit or imposing a
financial burden on the District.

Based on the foregoing, the District’s financial statements include all funds that are established under the
authority of the District’s charter. There are no agencies, boards, commissions, or authorities that are con-

trolled by or dependent on the District.

Mg~~=mnt ~~s, Basis of Acer—*ing, ar* ™~ ~1cial Stateme—* P~~~ ta*ri~-

Throughout the year, the District maintains its detailed accounting records on the modified accrual basis
of accounting. In order to account for the transactions related to certain subdistricts and restricted re-
sources, separate fund accounting records are maintained. For financial reporting purposes, the District
reports its operations as a single enterprise fund. Accordingly, the accounting records are converted to the
accrual basis of accounting and all interfund transactions are eliminated. Under the accrual basis of ac-
counting, revenues are recognized when earned and expenses are recognized when the related liability is
incurred. The District’s measurement focus is on the flow of economic resources, since income determi-

20






Notes to Financial Statements

June 30, 2006 and 2005
Organization and Summary of Significant Accounting P~"~*~s (continued)

Measure~~-t Focus, Basis of Accounf™  an” "“ancial £“~*~-nent Presentation (continued)

During 20t _ the District adopted GASB Statement No. 40, Deposit and Investment Risk Disclosures, an
Amendment of GASB Statement No. 3 (GASB 40). The adoption of GASB 40 modifies certain financial
statement disclosures requirements. The new standard enhances the deposit and investment risk disclo-
sures by updatii  the custodial credit risk disclosure requirements of GASB 3 and addressing other com-
mon risks, including concentrations of credit risk, interest rate risk, and foreign currency risk. The im-
plementation of GASB 40 had no effect on financial statement amounts.

The District follows all Governmental Accounting Standards Board (GASB) pronouncements as well as
all Financial Accounting Standards Board (FASB) Statements and Interpretations, Accounting Principle
Board Opinions, and Accounting Research Bulletins issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements. In addition, the District also applies
all FASE atements and Interpretations issued after November 30, 1989, except for those that conflict
with or contradict GASB pronouncements.

C-~*_and “~-h Equ’-—'~-~*" and Investments

The District's "cash and cash equivalents" consist of all highly liquid investments (including restricted assets)
with maturity dates of 89 days or less from the date acquired by the District. "Investments" consist of those
investments with maturity dates 90 days or greater at the time of purchase by the District. Investments are

stated at fair value based upon quoted market prices.

Clec~ “W~*r~~p" " Improvement St iarge

In connection with the Consent Decree, on August 2, 1988, the voters within the District approved a sched-
ule of capital improvement surcharges to be added to each customer's user charge.

The collections from the surcharges, as well as investment income and proceeds from various grants, are fi-
nancing upgrades to certain sewage treatment facilities and other capital improvements required by the Fed-
eral Clean Water Act and the Missouri Clean Water Law (required projects). The ballot proposition stated
that all surcharges, investment income, and grant proceeds collected were to be deposited in a Clean Water
Capital Improvement Trust Fund (the Trust Fund). All funds ofthe Trust Fund are included in the financial
statements of the District. The District issues a publicly available financial report on the Trust Fund that in-
cludes financial statements and supplementary information. That report may be obtained by writing: The
Metropolitan St. Louis Sewer District, 2350 Market Street, St. Louis, MO 63103-. 5.

The District was entitled to levy and collect the surcharges until one of the following three events occurred: 1)
the cumulative collections totaled $436,000,000; 2) the intended construction and improvements were com-
plete; or 3) until December 31, 1995, regardless of whether the construction was complete or whether the cumu-
lative collections totaled $436,000,000. The surcharge was eliminated in April 1995. This was made possible

22






Notes to Financial Statements
June 30, 2006 and 2005

a

Memmei—esion and Summary of €© 7 it "~ Policies (continued)

Supplies inventory consists of parts and supplies to be used to operate and maintain treatment facilities
and various treatment-related equipment at the District. This inventory is stated at the lower of cost or
market, determined on the average cost method. Expenses are recognized when the inventory is con-
sumed.

Net 2---ts

Invested in capital assets, net of related debt: This component of net assets consists of capital assets, in-
cluding restricted capital assets, net of accumulated depreciation and reduced by the outstanding debt that
is attributable to the acquisition, construction, or improvement of those assets.

Restricted: This component of net assets consists of constraints placed on net asset use through external
constraints imposed by creditors, grantors, contributors, laws, or regulations of other governments or con-
straints imposed by law through constitutional provisions or enabling legislation. Restricted net assets
represent those portions of equity set aside for specific purposes. Proceeds from the sale of real property
no longer necessary in the operation of the District and rental income from District-owned properties have
been restricted for the purchase and improvement of real property and expenses related to the use of 2350
Market Street. Property taxes levied by the various subdistricts and other revenues received for construc-
tion in those subdistricts have also been restricted for that use. Clean water capital improvement sur-
charges, sewer extension and connection fees, grants, and other revenues received for construction within
certain subdistricts have been restricted for that use. In addition, a portion of sanitary sewer charges have
been restricted for the payment of principal and interest on certain debt of the District.

Unrestricted net assets: This component of net assets consists of net assets that do not meet the definition
of restricted or invested in capital assets, net of related debt.

Capital Contrit-*ns
Capital contributions to the District represent government grants and other aid used to fund capital pro-

jects. Inaccordance with GASB 33, capital contributions are recognized as revenue when the expenditure
is made and the amount becomes subject to claim for reimbursement.

Bond issuance costs incurred, as well as bond premiums and discounts, and paid from the proceeds of
revenue bond issues are deferred and amortized using the straight-line method over the term of the bonds.

24












Notes to Financial Statements
June 30, 2006 and 2005

Deposits 7~ "nvestments (continued)

Concentration of Cre** ™isk

The District places no limit on the amount the District may invest in any one issuer with respect to U.S.
Treasury Securities and collateralized time and demand deposits. U.S. Government agencies and gov-
ermnment-sponsored enterprises are limited to 60% of the portfolio; and collateralized repurchase agree-
ments are limited to 50% of the portfolio. U.S. Government agency callable securities, commercial paper,
and bankers’ acceptances are limited to 30% of the portfolio, each. The following table lists investments
in issuers that represent 5% or more of total investments at June 30, 2006:

Percent

of Total

Isener Tnvectpente
Federal Home Loan Bank 24.1%
Federal Home Loan Mortgage Corporation 7.3%
Federal National Mortgage Association 18.8%

Nonemn Y Tax

On or before May 1 of each year, the District levies ad valorem taxes on all taxable tangible property, real
and personal, within its boundaries based on assessed valuations established by the City of St. Louis and
St. Louis County assessors. Tax rates vary by subdistrict and purpose. Taxes levied are used for opera-
tions and stormwater maintenance, debt service, and construction. Taxes are recorded as nonoperating
revenues. Property tax bills are mailed in October. They become delinquent and represent a lien on the
related property if not paid by December 31. All property taxes are billed and collected by the City of
St. Louis and St. Louis County Collectors of Revenue and are distributed to the District monthly.

Chang-~ *~ ~~ital *-~~ts

The following is a summary of capital assets changes for the fiscal years ended June 30, 2006 and
June 30, 2005:
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Notes to Financial Statements
June 30, 2006 and 2005

Long-term Liabilities (continued)

Water ™~"-iyp O ~=4=~] and ™-"*ng Water Rey-—""~ P~~~ Payable (continued)

The Series 2004B, 2005A, and 2006 A bonds do not constitute a legal debt or liability for the District, the
State of Missouri, or for any political subdivision thereof and do not constitute indebtedness within the
meaning of any constitutional or statutory debt limitation or restriction. The issuance of the Series 2004B,
2005A, and 2006 A bonds does not obligate the District to levy any form of taxation therefore or to make
any appropriation for their payments in any fiscal year. The principal and interest on the bonds are ex-
pected to be paid from future wastewater revenues.

In connection with the District’s issuance of the Participant Bonds, which were purchased with the pro-
ceeds of the Series 2004B, Serie:  J05A, and 2006A bonds issued by the Authority, the District partici-
pates in the State Revolving Loan Program established by the Missouri Department of Natural Resources
(DNR). Monies from federal capitalization grants and state matching funds are used to fund a reserve ac-
count for each participant. As the District incurs approved capital expenses, the DNR reimburses the Dis-
trict for the expenses from the bond proceeds account and deposits in a bond reserve fund in the District’s
name an additional 60% of the expenditure amount for the Series 2004B bonds or 70% for the Series
2005A and Series 2006A bonds. Interest earned from this reserve fund can be used by the District to fund
interest payments on the bonds. On the date of each payment of the principal amount of the District’s
Participant Bonds, the trustee transfers from this reserve account to the master trustee an amount equal to
60% of the principal payment for the Series 2004B bonds or 70% for the Series 2005A and Serie: ~106A
bonds. The costs of operation and maintenance of the wastewater treatment and sewerage facilities and
the debt service is payable from wastewater revenues.

In accordance with the Series 2006 A, Series 2005A, Series 2004A, anc  ries 2004B bond issuances, the
District’s annual net operating revenues from wastewater activities, as defined in the agreement, coupled
with investments earnings must be at least 125% of the current portion of principal and interest due on all
senior bonds and at least 115% of the current portion of principal and interest due on all bonds. At
June 30, 2006 and 2005, the District was in compliance with this covenant.

™-nei=~' ~pd Inter~--* ™ ~~uirements ¢~ "~ ue ™~~ds Pavable

The annual principal and interest requirements to maturity on revenue bonds payable outstanding as of
June 30, 2006 are as follows:
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Notes to Financial Statements
June 30, 2006 and 2005

Long-term ' *~**'***¢g (continued)

R-~*“~*~d Cash ¢~ ™vestments (continued)

E,\LL [ QP SR Reserv,‘ \T..@

After initial deposit of the amount required pursuant to the bond ordinances and financing agreements
of the Series 2004 A bonds, monies in the Debt Service Reserve Fund shall be disbursed and expensed
by the District solely for the payment of the principal and interest on the bonds and notes to the extent
of any deficiency in the Debt Service Fund for such purpose. The District may disburse and expend
monies from the Debt Service Reserve Fund for such purpose immediately. At June 30, 2006 and
2005, cash and investments in the Debt Service Reserve Fund totaled $20,101,437 and $15,415,733,
respectively.

4+ Ty~

Special Participar nd Reserve * ~~ount

For the Series 2004B, Series 2005A, and Series 2006 A bonds, the District shall deposit into the Spe-
cial Participant Bond Reserve Account amounts in accordance with the bond ordinance, if any, which
shall be disbursed and expensed by the District solely for the payment of the principal and interest on
the Participant Bonds to the extent of any deficiency in the Repayment Fund for such purpose. At
June 30, 2006 anc ~ 1035, cash and investments in the Special Participant Bond Reserve Account held
on behalf of the District totaled $80,982,438 and $45,769,030, respectively. Monies in this account
are not considered to be District funds. However, interest earnings on this account may be used by the
District to reduce interest payments on the bonds outstanding.

Rer-—land ©-*~=~*an Fund

All sums accumulated and retained in the Renewal And Extension Fund shall be first used to prevent
default in the payment of interest on or principal of the bonds when due and shall then be applied by
the District from time to time, as and when the District shall determine, for purposes pursuant to the
trust Indenture. No monies have been deposited into this account at June 30, ~ 106 and 2005.

Project Funds

The Project Funds for all bond issuances outstanding will be used for the purpose of providi  monies
to pay project costs. The proceeds from the bonds and notes, after a deposit into the Debt Service Re-
serve Fund for the amounts required pursuant to the bond ordinances and note ~ eements of just the
Series 2004 A bonds, shall be deposited into the Project Fund. At June 30, 2006 and 2005, cash and
investments in the Project Funds total $170,405,547 and $230,779,983,r »ectively.
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Notes to Financial Statements
June 30, 2006 and -J)05

Definec' ™ -~ -+ M-~~~ P (continued)

Plan Description (continued)

Effective August 1, 2004, Ordinance No. 11781 amended the plan to change the benefit formula to 1.70%
of final average earnings plus 0.40% of final average earnings that are in excess of covered earnings mul-
tiplied by the period of years and months of credited service not to exceed thirty-five years without includ-
ing accrued sick leave. A member who retires between August 1, 2004 and July 1, 2007 is entitled to se-
lect the greater of the above or the benefit calculated under the 1.45%/1.85% benefit formula including
accrued sick leave. Sick leave is paid out at 1 ~ 7% per year of service times the amount of leave accrued.
Also, the Plan was amended to provide the retiring member with a 10% partial lump sum payment option.
The balance of the distribution will be paid in accordance with anyone of the other payment options avail-
able under the Plan.

The retirement benefit payable to a member who retires after his or her normal retirement date is the
greater of a) the benefit that would have been payable on the normal retirement date plus a special annual
retirement benefit provided by the accumulated value, at 4% per annum interest, of the monthly benefit
that would have been received prior to the postponed retirement date or b) the benefit determined as of
the postponed retirement date under the normal formula.

Funding ™"~y

The District’s employees do not contribute to the Plan. Ordinances establishing the Plan provide for ac-
tuarially determined annual contributions, paid solely by the District, that are sufficient to pay benefits
when due. The Entry Age Normal actuarial funding method is used to determine contributions.

Contributions of $7,184,531 and $6,775,520, excluding certain professional fees paid by the District,
were made to the Plan during the Plan’s calendar years ended December 31, 2005 and 2004, respectively.
These contributions were made in accordance with actuarially determined contribution requirements
based on actuarial valuations performed at January 1, 2005 and 2004, respectively, and for 2005 consisted
ofa) $4,576,505 normal cost plus b) $2,106,780 amortization of the actuarial accrued assets in excess of
the actuarial accrued liability and prior changes ¢) multiplied by an inflation factor of 1.075.

The District provides certain professional fees, office space, utilities, and other services to the Plan at no
cost. Other costs of administering the Plan are financed from plan net assets.
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D~%=~4Compe ~ Plan

The District offers its employees a deferred compensation plan created in accordance with Internal Reve-
nue Code Section 457. The deferred compensation plan, available to all District employees, permits them
to defer a portion of their salary until future years. The deferred compensation is not available to employ-
ees until termination, retirement, death, disability, or due to financial hardship as defined by the Plan.

The Deferred Compensation Plan was amended and restated to comply with the Economic Growth and
Tax Relief Reconciliation Act of 2001 (the Act). The Act made s™ iificant changes to Section 457(b) of
the Internal Revenue Code of 1986, as previously amended. Plan assets are held in trust for the exclusive
benefit of participants and their beneficiaries under Section 1448 of the Small Business Job Protection Act
0f 1996. As a result, the assets and liabilities of the Deferred Compensation Plan are not included in the
accompanying financial statements.

The Deferred Compensation Plan issues a publicly available financial report that includes financial state-
ments and required supplementary information. That report may be obtained by writing: The Metropoli-

tan St. Louis Sewer District, 2350 Market Street, St. Louis, MO 63103-2555.

P-~~+ Peloyment Health 7 ~-e Bene**

In addition to providing pension benefits, the District provides post-employment health care benefits, in
accordance with District policy, to employees who elect early retirement from the District or who retire
from the District on or after attaining age 62. As of June 30, 2006 and ~ 105, 109 and 105 retirees, re-
spectively, met the eligibility requirements. The District pays the monthly group health insurance pre-
mium for the individual until the retiree becomes eligible for Medicare at age 65. During fiscal 2006 and
2005, expenses of $444,648 and $363,249, respectively, were recognized for post-retirement health care
premiums as those premiums were paid.

Self-Ing--~=~~ Pro~—~=s

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of as-
sets; errors and omissions; injuries to employees; and natural disasters. The District has established a risk
management program and retains the risk related to officers’, directors’, and general liability; to its obliga-
tion to provide workers' compensation and medical and hospitalization benefits to its employees; and to
pay water backup claims to its customers. The estimated liabilities for payment of incurred (both reported
and unreported) but unpaid claims relating to these matters are included as a component of current depos-
its and accrued expenses, and as such are expected to be paid within one year of the date of the statement
of net assets. At June 30, 2006 and 2005, these liabilities amounted to $2,733,584 and $3,050,225, re-
spectively.

The claims liabilities reported are based on the requirements of GASB Statement No. 10, which requires
that a liability for claims be reported if information obtained prior to the issuance of the financial state-
ments indicates it is probable that a liability has been incurred and the amount of the liability can be rea-
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12, Commitments ¢~ “"~~*"~gencies

Onorabout Jul; ~7,2002, the District entered into a Settlement Agreement with Missouri Department of Natu-
ral Resources (MDNR), the Missouri Clean Water Commission (Commission), and the Missouri Attorney Gen-
eral regarding the Baumgartner Sewage Treatment Facility (Baumgartner).

Previously, the State filed the case of State of Missouri ex rel. William L. Webster, et al. v. The Metropolitan St.
Louis Sewer District, No. 864-00250, against the District with respect to certain alleged past and continuing vio-
lations of the Fed ~ Water Pollution Control Act, 33 U.S.C. §§1251 et seq., the Missouri Clean Water Law
§644.006, et seq., RSMo, and Missouri State Operating Permits issued to various sewage treatment facilities
and other facilities owned and operated by the District. An Amended Consent Judgment was entered by the
Circuit Court on January 20, 1989.

Paragraph XXIV of the Amended Consent Judgment further provided, in pertinent part, that the Amended Con-
sent Judgment shall terminate when the District has achieved substantial compliance with the final effluent limi-
tations for the Bissell Point Facility and Baumgartner for a period of one year. One of the purposes of the
Amended Consent Judgment was for the District to achieve and then continue to achieve compliance with its
Missouri State Operating Permit effluent limitations at Baumgartner.

Under said settlement agreement the District agreed to take certain measures to achieve temporary compliance
with fecal coliform permit limits at Baumgartner. Ultimately, the District is to take the Baumgartner1  on off-
line on or before December 31 ~706. This will be done by connecting the sewage flow goi o Baumgartner
to a new Meramec Wastewater Treatment Facility. Furthermore, the parties agreed that the District will com-
plete closure of the Baumgartner lagoon pursuant to 10 ¢ 2 20-6.010(12) within 24 months of taking the
Baur rtner lagoon offline. AsofMay31 ~103, amoratorium on further sewer connects to Baumgartner will
be enacted should the District be unable to meet identified effluent limits.

In addition, should the District fail to meet any of the deadlines set out in the Settlement Agreement or violate
any of the terms contained therein, the penalties for each missed deadline could reach a maximum of $10,000
per day, per violation.

The District is the current owner of a piece of property located adjacent to the Great Lakes Container C¢  ra-
tion Superfund Site and the Bissell Facility. As part of the Great Lakes Container Corporation Superfund clean
up, the Environmental Protection Agency (EPA) removed approximately 800 buried drums from the District’s
property. The total cost of the site clean up was $9,127 ~ “4, distributed among several responsible parties. As
the current owner of the property, the District’s assigned share of the total was $365,090. On August 14,2002
the U.S. Department of Justice confirmed an agreement in principle with the District.

Under this agreement in principle, the District was to pay $230,000 in exchange for contribution protection un-
der the Comprehensive Environmental Response, Compensation, and Liability Act (CERCLA) and a covenant
not to sue for past response costs. Appropriate monies were set aside from the fiscal year 20"~ >u”™  tto pay
said fine. The consent decree was reviewed by DOJ, EPA-Region 7, and MDNR, and timely placed in the Fed-
eral Register for comments,
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13. Future Accounting ™~ yuncements

GASB Statement No. 43, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans
(GASB 43), and GASB Statement No. 45, Accounting and Financial Reporting by Employers for Postem-
ployment Benefits Other Than Pension Plans (GASB 45), establish accounting and financial reporting stan-
dards for postemployment benefits other than pensions. As part of a total compensation package, many gov-
ernments offer postemployment benefit plans other than pensions such as healthcare, life insurance, and so
forth. GASB 43 establishes uniform financial reporting standards for other postemployment benefit (OPEB)
plans and applies to OPEB trust funds included in the financial reports of plan sponsors or employers, as well as
in stand-alone financial reports. GASB 45 establishes standards for the measurement, recognition, and display
of OPEB expense/expenditures and related liabilities (assets), note disclosures, and, if applicable, required sup-
plementary information in the financial reports of state and local government employers. GASB 43 will be ef-
fective for the District for the fiscal year ending June 30, 2007, and GASB 45 will be effective for the District
for the fiscal year ending June 30 ~ 108. Management of the District has not yet completed its assessment of the
statement.
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