


































































































®

®

SOUTHEASTERN PUBLIC SERVICE
AUTHORITY OF VIRGINIA

Notes to Basic Financial Statements
June 30, 2008 and 2007

Ash Disposal Agreement with the City of Virginia Beach

The Authority entered into an agreement with the city of Virginia Beach (the City) for disposal of ash
generated from the Power Plant and the residue generated in the production of RDF. The Authority has
acquired the right to use land located in the City for disposal of the materials. The City incurred costs in
developing the land for use as a landfill and the Authority reimbursed the City for its share of these costs.
Such costs are included in intangible assets. The Authority also must reimburse the City for operating and
maintenance costs incurred by the City in the operation of the Virginia Beach Landfill, and for its share of
the closure and postclosure care (see note 9). These costs are reduced by income received by the City from
private haulers for use of the Virginia Beach Landfill and by the City’s own use of the landfill for
municipal waste. During fiscal 2008 and 2007, the Authority recorded $7,062,014 and $2,298,992,
respectively, for expenses related to reimbursements to the City for operating and maintenance costs of the
Virginia Beach Landfill. The significant increase in fiscal 2008 was due to a municipal tipping fee increase
from $75.00 per ton to $100.00 per ton on July 1, 2007. Per the ash disposal agreement, the increase was in
excess of a $53.88 per ton cap that, pursuant to contract documents, converts to an expense of the SPSA
Disposal System and must be paid to Virginia Beach.

Landfill Closure and Postclosure Care Costs

State and federal laws and regulations require the Authority to place a final cover on the Regional Landfill
when it stops accepting waste and to perform certain maintenance and monitoring functions at the site for
30 years after closure. Although closure and postclosure care costs are paid only near or after the date that
each discrete Section of the landfill stops accepting waste and closure activities commence, the Authority
reports a portion of these closure and postclosure care costs as an operating expense in each period based
on landfill capacity used as of each balance sheet date, in accordance with GASB Statement No. 18. The
total landfill closure and postclosure care liabilities at June 30, 2008 and 2007 are $22,500,000 and
$21,000,245, respectively. The four components are described below.

Of these liabilities, $5,729,696 and $5,980,400 represents the unpaid cumulative amount reported as of
June 30, 2008 and 2007, respectively, based upon the use of all of the capacity of Cells I-IV of the
Regional Landfill. The closure process of Cells I-IV began in fiscal year 2006. The remaining amounts for
Cells I-IV are based on estimates of what it would cost to perform all remaining closure and postclosure
care as of June 30, 2008 and 2007, respectively.

The cumulative amount of liabilities reported to date based upon the use of approximately 100% of the
estimated capacity of Cell V of the Regional Landfill is $8,955,287 and $8,633,200 as of June 30, 2008
and 2007, respectively. Cell V of the Regional Landfill stopped accepting waste in 2007, except for the
delivery of additional construction and demolition debris. The amounts for Cell V are based on what it
would cost to perform all closure and postclosure care as of June 30, 2008 and 2007, respectively.

The cumulative amount of liabilities reported to date based upon the use of approximately 31% and 13% of
estimated capacity of Cell VI of the Regional Landfill is $2,984,953 and $1,631,902 as of June 30, 2008
and 2007, respectively.
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SOUTHEASTERN PUBLIC SERVICE
AUTHORITY OF VIRGINIA

Notes to Basic Financial Statements
June 30, 2008 and 2007

The Authority has recorded $4,830,064 and $4,754,743 for its share of the landfill closure and postclosure
care liabilities for the Virginia Beach Landfill Phase I cell as of June 30, 2008 and 2007, respectively. This
amount is based upon data provided by the City and calculations made by the Authority. The amounts for
the Virginia Beach Landfill Phase I cell are based on what it would cost to perform all closure and
postclosure care as of June 30, 2008 and 2007, respectively.

Actual closure and postclosure care costs for the Regional and Virginia Beach Landfills may differ due to
inflation, changes in technology, or changes in regulations. The Authority currently plans to finance the
landfill closure and postclosure care costs primarily through bond issuances. The Authority meets its
closure and postclosure care financial assurance requirements through bank issued letters of credit
($24,009,665 at June 30, 2008)

The following presents the changes in the combined landfill closure and postclosure care liability for the
year ended June 30, 2008: :

Balance as of June 30, 2007 $ 21,000,245
Revision of estimate 4,272,165
Payments made (2,772,410)
Balance as of June 30, 2008 $ 22,500,000

The following presents the changes in the combined landfill closure and postclosure care liability for the
year ended June 30, 2007:

Balance as of June 30, 2006 $ 26,717,995
Revision of estimate (3,841,207)
Payments made (1,876,543)
Balance as of June 30, 2007 $ 21,000,245

Commitments

In the normal course of operating the Disposal System and the Power Plant, the Authority enters into
various construction contracts. As of June 30, 2008 and 2007, total commitments under these contracts
amounted to approximately $1,685,995 and $6,959,000, respectively. The decrease in commitments is
primarily related to a $6 million contract in FY2007 to complete additional phases for Cell VI as well as
perform closure projects for Cells I-IV.

Defined Benefit Pension Plan
(a) Plan Description '
Name of Plan: Virginia Retirement System (VRS)

Identification of Plan: Agent and Cost-Sharing Multiple-Employer Defined Benefit Pension Plan
Administering Entity: Virginia Retirement System (System)
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AUTHORITY OF VIRGINIA

Notes to Basic Financial Statements
June 30, 2008 and 2007

All full-time, salaried permanent employees of participating employers must participate in the VRS.
Benefits vest after five years of service. Employees are eligible for an unreduced retirement benefit
at age 65 with 5 years of service payable monthly for life in an amount equal to 1.70% of their
average final compensation (AFC) for each year of credited service. Benefits are actuarially reduced
for retirees who retire prior to becoming eligible for full retirement benefits. In addition, retirees
qualify for annual cost-of-living increases limited to 5% per year beginning in their second year of
retirement. AFC is defined as the highest consecutive 36 months of reported compensation. The VRS
also provides death and disability benefits. Title 51.1 of the Code of Virginia (1950), as amended,
assigns the authority to establish and amend benefit provisions to the General Assembly of Virginia.

The system issues a publicly available comprehensive annual financial report that includes financial
statements and required supplementary information for VRS. A copy of that report may be
downloaded from their website at http://www.varetire.org/Pdf/publications/2007 AnnuRept.pdf or
obtained by writing to the System at P.O. Box 2500, Richmond, VA 23218-2500.

Funding Policy

Plan members are required by Title 51.1 of the Code of Virginia (1950), as amended, to contribute
5% of their annual salary to the VRS. The employer may assume this 5% member contribution, as
the Authority does. In addition, the Authority is required to contribute the remaining amounts
necessary to fund its participation in the VRS using the actuarial basis specified by the Code of
Virginia and approved by the VRS Board of Trustees. The Authority’s contribution rate for the fiscal
year ended 2008 was 7.1% of annual covered payroll.

Annual Pension Cost

For fiscal year 2008, the Authority’s annual pension cost of $2,030,148 was equal to the Authority’s
required and actual contributions.

Three-Year Trend Information for Southeastern Public Service Authority:

Annual Pension

Fiscal year ending Cost (APC)
June 30, 2006 $ 1,539,314
June 30, 2007 2,099,510
June 30, 2008 2,030,148

The required contribution was determined as part of the June 30, 2005 actuarial valuation using the
enfry age normal actuarial cost method. The actuarial assumptions at June 30, 2007 included
(a) 7.50% investment rate of return, (b) projected salary increases ranging from 3.75% to 5.60% per
year, and (¢)2.50% per year cost-of-living adjustments. Both (a) and (b) included an inflation
component of 2.50%. The actuarial value of the Authority’s assets is equal to the modified market
value of assets. This method uses techniques that smooth the effects of short-term volatility in the
market value of assets over a five-year period. The Authority’s unfunded actuarial accrued liability is
being amortized as a level percentage of payroll on an open basis within a period of 21 years.
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(¢) Funded Status and Funding Progress

As of June 30, 2007, the most recent actuarial valuation date, the plan was 94.87% funded. The
actuarial accrued liability for benefits was $35,949,424, and the actuarial value of assets was
$34,106,134 resulting in an unfunded actuarial accrued liability (UAAL) of $1,843,290. The covered
payroll (annual payroll of active employees covered by the plan) was $17,050,715, and ratio of the
UAAL to the covered payroll was 10.81%.

The schedule of funding progress, presented as Required Supplementary Information following the
notes to the financial statements, presents multiyear trend information about whether the actuarial
value of plan assets is increasing or decreasing over time relative to the actuarial accrued liability for
benefits.

Ten-year historical trend information showing VRS’ progress in accumulating sufficient assets to
pay benefits when due is presented in the VRS Comprehensive Annual Financial Report. A copy of
that report may be obtained by writing to the Virginia Retirement System at Post Office Box 2500,
Richmond, Virginia 23218-2500.

Employee Contribution Plan

During fiscal 1993, the Authority established a deferred compensation plan through Hartford Life
Insurance Company (the Company). The plan was established under the guidelines of Section 457 of the
Internal Revenue Code (IRC). The plan is a voluntary employee contribution plan in which employees
elect a certain dollar amount to be withheld each pay period.

All of the Authority’s employees are eligible to participate with a minimum contribution of $10 per pay
period. Maximum contributions made by an employee are subject to IRC limitations.

The plan is funded by the Authority’s employees. All underlying funds charge an investment management
fee that varies according to the funds selected by the employee.

Contingencies

The Authority is exposed to asserted and unasserted potential claims encountered in the normal course of
business. The Authority intends to defend itself against these complaints and management believes the
Authority will prevail and that the final resolution of these complaints will not have a material adverse
effect on the Authority’s financial position. :

The Authority is also exposed to various risks of loss related to theft of, damage to, and destruction of
assets and natural disasters for which it carries commercial insurance.
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SOUTHEASTERN PUBLIC SERVICE
AUTHORITY OF VIRGINIA

Notes to Basic Financial Statements
June 30, 2008 and 2007

(14) Retirement Health Plan Liability

The Authority offers a Retiree Health Plan subject to eligibility. Under the plan, the Authority will pay part
of the retiree’s monthly health insurance premium up through age 65. To be eligible for SPSA’s
contribution, the retiree must be approved for service or disability retirement through the VRS; must have
been employed with SPSA at least five years; and must have been enrolled in one of SPSA’s health care
plans for the last five consecutive yéars immediately preceding retirement. The amount of the contribution
is up to 50% of the amount SPSA normally pays for active employees with the same level of coverage. The
amount is calculated based on 5% per year of completed service with SPSA. SPSA accounts for these
benefits as they are incurred and the expenses are included as part of SPSA’s operating budget. The
expenditures for the years ended June 30, 2008 and 2007 were $52,904 and $14,002, respectively.
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SOUTHEASTERN PUBLIC SERVICE
AUTHORITY OF VIRGINIA

Required Supplementary Information
Schedule of Pension Funding Progress (Unaudited)

June 30, 2008
Valuation date ) June 30, 2007 June 30, 2006
Actuarial value of assets (AVA) 2 3 34,106,134 29,107,475
Actuarial accrued liability (AAL) 3) 35,949,424 32,328,712
Unfunded (overfunded) actuarial

accrued liability (UAAL) '

3)(2) @ $ 1,843,290 3,221,237
Funded ratio (2)/(3) ®) 94.87% 90.04%
Annual covered payroll ©6) $ 17,050,715 17,225,350
UAAL as % of payroll (4)/(6) @) 10.81% 18.70%

Unaudited — see accompanying independent auditors’ report.
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KPMG LLP

Suite 2100

999 Waterside Drive
Norfolk, VA 23510

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

The Board of Directors
Southeastern Public Service Authority of Virginia:

We have audited the financial statements of the business-type activities of Southeastern Public Service
Authority of Virginia (the Authority) as of and for the year ended June 30, 2008, which comprise the
Authority’s basic financial statements and have issued our report thereon dated November 21, 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.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Authority’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing an opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Authority’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Authority’s internal control over financial reporting.

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

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there is more than a remote
likelihood that a misstatement of the entity’s financial statements that is more than inconsequential will not
be prevented or detected by the entity’s internal control over financial reporting. We consider the
deficiencies described in the accompanying schedule of findings and responses to be significant
deficiencies in internal control over financial reporting.
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A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be prevented
or detected by the entity’s internal control. Qur consideration of the internal control over financial
reporting was for the limited purpose described in the first paragraph of this section and would not
necessarily identify all deficiencies in the internal control that might be significant deficiencies and,
accordingly, would not necessarily disclose all significant deficiencies that are also considered to be
material weaknesses. However, we believe that none of the significant deficiencies described above is a
material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’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 in accordance with Government Auditing Standards.

We noted certain matters that we reported to management of the Authority in a separate letter dated
November 21, 2008.

The Authority’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and responses. We did not audit the Authority’s response and, accordingly, we express
no opinion on it.

This report is intended solely for the information and use of management, the Authority’s board of
directors, audit committee and others within the Authority and is not intended to be and should not be used
by anyone other than these specified parties.

KPMe LIP

November 21, 2008

38



SOUTHEASTERN PUBLIC SERVICE
AUTHORITY OF VIRGINIA

Schedule of Findings and Responses
Year ended June 30, 2008

Significant Deficiencies
Internal Controls over Selecting and Applying Accounting Principals that are in Conformity with GAAP

The Authority must comply with certain complex technical accounting pronouncements that affect its financial
statements and disclosures. The Authority personnel have a basic familiarity of the pronouncements, but in
certain cases do not have an in-depth understanding of ail of the provisions of technical accounting
pronouncements. The absence of this control procedure is considered a significant deficiency because as a result
of this lack of expertise, there is more than a remote likelihood that a more than inconsequential but less than
material misstatement of the financial statements could occur and not be prevented or detected by the Authority’s
internal controls.

Internal Controls over the Preparation of External Financial Statements

A system of internal control over financial reporting does not stop at the general ledger; rather it includes
controls over the preparation of financial statements and evaluating the completeness of the disclosures.
Management requested our assistance in preparing the Authority’s financial statements, including the statement
of cash flows and notes to the financial statements. The absence of this control procedure is considered a
significant deficiency because there is more than a remote likelihood that a more than inconsequential but less
than material misstatement of the financial statements could occur and not be prevented or detected by the
Authority’s internal controls.

Management’s Response to Significant Deficiencies

SPSA management recognizes the changing relationship between clients and their independent auditors
subsequent to implementation of the Sarbanes-Oxely Act of 2002 and resulting pronouncements that reflect
changes in auditing standards. One of these pronouncements is Statement on Auditing Standards No. 112
(SAS No. 112) that requires evaluation and interpretation of internal control deficiencies and a determination of
whether a prudent official would consider an identified control deficiency to be at least a significant deficiency,
and whether a significant deficiency constitutes a material weakness.

Fiscal Year 2008 is SPSA’s second year of financial statements subject to this new standard, SAS No. 112,
which requires our auditors to exercise judgment when citing internal control deficiencies. This comes at a time
when the growing separation of roles between the independent auditor and client present inherent challenges in
trying to mediate adjustments and deficiencies that have to be resolved as a condition to issuing complete and
consistent financial statements in accordance with U.S. generally accepted accounting principles.
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SOUTHEASTERN PUBLIC SERVICE
AUTHORITY OF VIRGINIA

Schedule of Findings and Responses
Year ended June 30, 2008

Our auditors have presented two significant deficiencies in this schedule. SPSA’s management agrees with the
auditors’ significant deficiency findings noted in the Schedule of Findings for the year ended June 30, 2008 with
the following comments:

1.  SPSA has finite resources available to address internal controls over financial reporting.

2. It is increasingly difficult for small to mid sized entities, such as SPSA, to cost effectively maintain
expertise with all accounting and internal control pronouncements that are being released by various
boards or agencies.

SPSA has made progress in becoming more familiar with GAAP this fiscal year by utilizing the resources
provided by the Government Finance Officers Association and other professional accounting groups.

SPSA management plans to address and correct, where practical and feasible, the significant deficiencies noted
by our auditors.
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