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INDEPENDENT AUDITOR’S REPORT

Board of County Commissioners, Hamilton County, Ohio
Owner of the County Sewer District known as the
Metropolitan Sewer District of Greater Cincinnati

We have audited the accompanying financial statements of the Metropolitan Sewer District of Greater
Cincinnati, (MSD) an enterprise fund of the County of Hamilton, Ohio, as of and for the year ended
December 31, 2008. These financial statements are the responsibility of the MSD’s management. Our
responsibility is to express an opinion on these financial statements based on our audit. The financial
statements of MSD as of December 31, 2007 were audited by other auditors who expressed an
unqualified opinion on those financial statements in their report dated June 13, 2008.

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 opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the MSD, as of December 31, 2008, and the respective changes in
financial position and cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

As discussed in Note 1, the financial statements for the MSD present only the financial position of
MSD, an enterprise fund of the County of Hamilton, Ohio; and are not intended to present fairly the
financial position of Hamilton County, Ohio, and the changes in financial position and cash flows of its
proprietary fund types in conformity with generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated June 26,
2009, on our consideration of the MSD’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.
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The management’s discussion and analysis is not a required part of the basic financial statements but is
supplementary information required by 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.
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THE METROPOLITAN SEWER DISTRICT OF GREATER CINCINNATI
MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the District’s basic
financial statements. The District’s basic financial statements are comprised of two components:
1) the financial statements and 2) notes to the financial statements that explain in more detail
some of the information in the financial statements.

Required Financial Statements

The financial statements of the District report information about the District using accounting
methods similar to those used by private-sector companies. These statements provide both long-
term and short-term information about the District’s overall financial status.

The Statement of Net Assets presents information on all of the District’s assets and liabilities,
with the difference between the two reported as net assets. This statement provides information
about the nature and the amounts of investments in resources (assets) and the obligations to
District creditors (liabilities). It provides one way to measure the financial health of the District
by providing the basis for evaluating the capital structure of the District and assessing the
liquidity and financial flexibility of the District. However, there are several outside nonfinancial
factors that need to be considered. Factors such as changing economic conditions, population
and customer growth, and new or changed rules and regulations.

All of the current year’s revenue and expenses are accounted for in the Statement of Revenues,
Expenses, and Changes in Net Assets. This statement measures the success of the District’s
operations over the past year and can be used to determine whether the District has successfully
recovered all its cost through its user fees.

The final required statement is the Statement of Cash Flows. The statement reports cash
receipts, cash payments, and net changes in cash resulting from operations, investing, and
financing activities. This statement provides answers to such questions as where did cash come
from, what was cash used for, and what was the change in the cash balance during the reporting
period.

Financial Analysis of the District

As previously noted, net assets may serve over time as a useful indicator of an entity’s financial
position. In the case of the District, assets exceeded liabilities by $597,783,000 at the close of
the most recent fiscal year. As can be seen in Table A, on the next page, the largest portion of
the District’s net assets (57%) reflect its investment in capital assets (e.g., buildings and
structures, processing systems, and office and service equipment), less any related debt used to
acquire those assets that is still outstanding. These capital assets are used primarily in the
collection and treatment of wastewater throughout the District’s service area. The related debt
will be repaid with resources provided by system users through rates and fees.



Table A

Condensed Sunmrary of Net Assets
(In Thousands)
Percentage Percentage
Increase Increase
(Decrease) (Decrease)

2008 over 2007 Restated 2007 over 2006 2006

Current and other assets $ 366553 Q6% $ 406424 123% $ 361019
Capital assets, net 963040 9.2% 872661 5.5% 827402
Total assets $ 1319533 32 $ 1278085 75% $ 1183421
Noncurrert liabilities $ 666520 L% $ 673482 38 $ 6487/
Current liabilities 55290 4% 52825 0. % 26452
Total liabilities $ 721810 060 $ 726307 760 $ 6/231

Invested in capital assets

Net of related delot $ 30661 500 $ 271762 -105% $ 30621
Restricted 5234 9% 5810 26.8% 4581
Unrestricted 252883 -1.8% 214206 3B.8% 204,988

Total net assets $ 597,783 83% $ 551778 75% $ 513190

Net assets increased $46.0 million in 2008 and $38.6 million in 2007. The increases are a
combination of income before contributions and contributions in the form of connection fees,
assessments, and developer contributions.
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Table B
Condensed Summary of Revenues,
Expenses and Changes in Net Assets
(In Thousands)

Percentage Percentage
Increase Increase
(Decrease) (Decrease)

2008 over 2007 Restated 2007 over 2006 2006

Operating revenues $ 189,069 69% 3 176,933 81% $ 163,647
Nonoperating revenues 10,519 -30.3% 15,101 27.5% 11,842

Total revenues 199,588 3.9% 192,034 9.4% 175,489
Depreciation and amortization expense 32,064 1.8% 31,507 3.1% 30,552
Other operating expenses 101,033 -2.4% 103,531 6.7% 97,006
Nonoperating expenses 26,087 2.3% 25,489 5.8% 24,090

Total expenses 159,184 -0.8% 160,527 5.9% 151,648
Income from operations 40,404 28.2% 31,507 32.2% 23,841
Capital contributions 5,601 -20.9% 7,081 -14.4% 8,277
Change in net assets 46,005 19.2% 38,588 20.1% 32,118
Beginning net assets 551,778 7.5% 513,190 6.7% 481,072
Ending net assets $ 597,783 83% 3 551,778 75% $ 513190

While the Summary of Net Assets (Table A) shows the change in financial position of net assets,
the Summary of Revenues, Expenses, and Changes In Net Assets provides details as to the
nature and source of these changes. Table B shows that during 2008 total revenues increased 3.9
percent or $7.6 million and expenses decreased 0.8 percent or $1.3 million. During 2007 total
revenues increased 9.4 percent or $16.5 million and expenses increased 5.9 percent or $8.8
million. The major factors which contributed to these results include:

»  Operating revenues reflect a 12 percent rate increase implemented January 9, 2008 and
an 8.6 percent rate increase implemented January 9, 2007.

* Nonoperating revenues decreased in 2008 due to a decrease in interest rates and
increased in 2007 due to an increase in interest rates.

e Operating expenses decreased 2.4 percent or $2.5 million in 2008 due to a greater
amount of personnel costs being charged to capital projects. Operating expenses
increased 6.7 percent or $6.5 million in 2007. Increases in pension contribution and
utilities were offset by decreases in equipment repairs and contract services.









Ohio Public Employees’ Retirement System

A limited number of MSD employees participate in the Ohio Public Employee’ Retirement
System administrated by the State of Ohio. OPERS is not material to the financial statements of
MSD and additional disclosures concerning OPERS, including other post-employment benefit
information, can be found in the plan’s annual financial statements. Interested parties may
obtain a copy by written request to 277 East Town Street, Columbus, Ohio 43215-4642 or by
calling (614) 466-2085.

Other Postemployment Benefit Information

CRS provides hospital and surgical insurance to retired members who have earned fifteen years
credited service at the time of termination or terminate after age sixty with five years credited
service. Those who are receiving survivor benefits of eligible members are entitled to have their
hospital and surgical insurance premiums paid by the CRS. When benefits would be reduced by
reason of the retired member’s eligibility for hospital and medical benefits under federal social
security laws, CRS will pay whatever additional fees are required for the Federal medical
coverage.

The health care coverage provided by the CRS is advance-funded on an actuarial determined
basis as a portion of the employer contribution requirement to the System. The Cincinnati
Municipal Code provides authority for employer contributions.

The actuarial assumptions used for the December 31, 2008 valuation included an assumption for
hospital and surgical benefits recognizing adjusted premiums, based on experience from recent
years, adjusted to current year by assumed annual increases in premium costs. The cost of
coverage is recognized as an expense as claims are paid. CRS has 4,040 active contributing
participants of which 526 are MSD employees. For 2008, MSD’s contribution was 16 percent of
the total employers’ contribution.

NOTE 9 - RELATED PARTY TRANSACTIONS

Cincinnati Water Works provides billing and collection services on customers’ accounts for
MSD. Fees for these services for 2008 and 2007 were $5,308,000 and $5,192,000 respectively.
Fees are also paid to other municipalities and villages within Hamilton County for collection of
sewerage bills.

The City of Cincinnati provides “overhead” services to MSD, such as check disbursement,
investment and legal services, etc. The fees for these services for 2008 and 2007 were
$2,220,000 and $2,270,000 respectively. In addition, the City’s Municipal Garage provides
gasoline and repairs vehicles for MSD. Fees for these services were $1,595,000 and $1,474,000
for 2008 and 2007, respectively.
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NOTE 12 - PRIOR PERIOD ADJUSTMENT

A prior period adjustment was required to include net pension obligation and net other post
employment benefit obligation at December 31, 2007. This restatement had the following effect
on net assets at December 31, 2007:

(in thousands)

Ending Net Assets, December 31, 2007 $ 557,053
Net Pension Obligation (3,916)
Net Other Post Employment Benefit Obligation (1,359)
Beginning Net Assets, January 1, 2008 $ 551,778

NOTE 13 - SUBSEQUENT EVENTS

The Hamilton County Board of Commissioners has approved a 12 percent sewerage rate increase
effective January 9, 2009.

On June 9, 2009, the City of Cincinnati’s City Council approved changes to the City of
Cincinnati Retirement System (CRS), which includes MSD. The approved changes include:
requiring retirees who aren't disabled and make more than $30,000 a year in benefits to pay a
$100 deductible, $1,000 out-of-pocket maximum each for medical care and prescriptions;
increasing the amount current employees contribute from the current 7 percent by % percent a
year, to 9 percent in 2012; and for employees hired after December 20, 2008 raise the retirement
age from 60 to 65, the early retirement from 55 to 60.
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