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INDEPENDENT AUDITORS' REPORT 

The Honorable Qnenton Causey, Mayor Village of Hodge Hodge, Louisiana 71247 
Mr. M.C. Jackson, HI, President /-lodge Utility Operating Company Hodge, Louisiana 71247 
We have audited the accompanying financial statements of the Combined Utility System, Village of Hedge, Louisiana, and of the Hodge Utility Operating Company, Hodge, Louisiana, as of December 31,1997, and for the year then ended. These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with generally accepted auditing standards. 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. As described in Note 3, the Combined Utility System, Village of Hodge, Louisiana, and Hodge Utility Operating Company, Hodge, Louisiana, prepare their financial statements on a prescribed basis of accounting that demonstrates compliance with the indenture of mortgage date March 1, 1972, and the bond indenture dated January 1, 1990, which does not necessarily conform to generally accepted accounting principles. In our opinion, the financial statements referred to in the first paragraph present fairly, in all material respects, the financial position of the Combined Utility System, Village of Hedge, and of the Hodge Utility Operating Company as of December 31, 1997, and the results of its operations and its cash flows for the year then ended in conformity with the indenture of mortgage dated March 1, 1972, and the bond indenture dated January 1, 1990. We found no evidence that Stone Container Corporation, Chicago, Illinois, was in default under any of the provisions of the utility contract between the Village of Hodge and Stone Container Corporation. The financial statements of the preceding year, which have been included for comparative purposes, were taken from the financial report of that year, in which we gave an unqualified opinion that the financial statements were in accordance with the 1972 indenture of mortgage and the 1990 bond indenture. 
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VILLAGE OF HODGE COMBINED UTILITY SYSTEM AND HODGE UTILITY OPERATING COMPANY NOTES TO THE FINANCIAL STATEMENT YEAR ENDED DECEMBER 31, 1997 
The qualified electors of the Village of Hodge, Louisiana, and resident property taxpayers of said Village approved the issuance of $65,000,000 in Combined Utility System Revenue Bonds under indenture of mortgage, dated March ~,, I972. 
The Village entered into an Acquisition and Construction Agreement on March 1, 1972 with Continental Group Inc., whereby the Village acquired the existing combined water, sewerage and electric generating facilities, and agreed to purchase improvements made to the existing system by Continental Group, Inc. and to acquire or construct electric distribution facilities within the Village. The system, acquired and completed, is known as the "Combined Utility System". The Village entered into an agreement with the Hedge Utility Operating Company on March 1, 1972 whereby the Operating Company was to operate and manage the system upon terms and conditions as set forth in the contract. On January 24,1990, the Village issued $ 93,000,000 of its Combined Utility System Revenue Bonds, Series 1990, under a bond indenture dated January 1,1990, authorized by a resolution duly passed and approved by the Mayor and Board of Aldermen of the Village. The bonds were issued for the principle purpose of financing the replacement of a recovery boiler and associated equipment. The bonds are secured by a security interest in revenues derived by the Village from operation of the Combined Utility System (subject to the pledge of the first lien on revenues created by the Indenture of Mortgage securing the Series 1972 bonds) and other funds. 
Under the terms of the indenture of mortgage of outstanding Combined Utility System Revenue Bonds, dated March 1,1972, and the bond indenture dated January 1,1990, all receipts of every nature earned or derived from the operation of the Combined Utility System are pledged and dedicated, and are to be set aside into the following special funds: Revenue Fund; There is hereby created a special fund of the Village to be known as the "Combined Utility System Revenue Fund", the existence of which shall be continued for as long as any bonds issued pursuant to the 1972 mortgage and the 1990 bond indenture are outstanding. The Revenue Fund shall be held and administered by the trustee. Prior to the 1972 payment date, all available revenues shall he used and applied, hut after the 1972 payment date, all revenues derived by the Village through the ownership and operation by it of the project shall be used and applied; and all other monies required to be deposited in the Revenue Fund pursuant to the 1972 mortgage and the 1990 bond indenture received by the Revenue Fund shall be used and applied solely for the purpose of operating and maintaining the system and paying all costs, charges and expenses in connection therewith, paying the principal of, premium if any, and interest on the bonds, and for the purpose of making repairs, renewals and replacements, additions, betterments, and improvements of the system. Monies in the Revenue Fund not required for individual disbursement for the purpose for which said fund is created shall be invested and reinvested by the trustee. All income and profit resulting from these investments shall accrue to and be deposited in the Revenue Fund. 
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VILLAGE OF HODGE COMBINED UTILITY SYSTEM AND HODGE UTILITY OPERATING COMPANY NOTES TO THE FINANCIAL STATEMENT YEAR ENDED DECEMBER 31, 1997 
Operating Fund: There is hereby created a special fund of the Village to be known as the "Combined Utility System Operating Fund". This fund shall be held by the trustee and shall be administered by the Operating Company. From the proceeds of the sale of the 1972 bonds, there shall be deposited in the operating fund the sum of $1,150,000. Prior to and after the 1972 payment date, the trustee shall, on or before the 25th day of each calendar month, beginning when the first month's revenues are received by the Village, pay out of the Revenue Fund into the Operating Fund an amount which will be sufficient to make the amount therein on such date equal to the amount of budgeted expenses of operating and maintenance for the two next succeeding months, as shown in the budget submitted most recently to the trustee, pursuant to Section 5 of the Operating Agreement. Monies in the Operating Fund shall be available and shall be used for the payment or reimbursement of all costs and expenses incurred by the Operating Company in performance of its duties as operator of the system of the Village. 
Bond Fund: There is hereby created a special fund of the Village to be known as the "Combined Utility System Bond Fund". The Bond Fund and the accounts therein shall be held and administered by the trustee and shall be held solely for the purpose of paying the principal of, and premium if any, and interest on the bonds, and of retiring bonds prior to maturity in the manner provided. After making the payments to the Operating Fund prior to and after the 1972 payment date, as outlined above, the trustee shall pay from the Revenue Fund, in trust for the account of its bond fund, certain fixed amounts sufficient to pay the principal of, premium if any, and interest on all bonds from time to time outstanding as the same become due and payable. Such fixed amounts to be paid into the Bond Fund shall be as follows and in the following order of priority: Interest Account - Prior to and after the 1972 payment date, on the 25th day of each month, beginning with the first month revenues are received, the trustee shall pay from the Revenue Fund into the Bond Fund to the credit of the Interest Account an amount, together with any money in such account deposited, pursuant to Section 501(1) of the 1972 indenture of mortgage or of the 1990 bond indenture, which would on such date be equal to the installment of interest then falling due. 
Principal Account - Not later than the 25th day of the twelve calendar months prior to each date upon which an installment of the principal of the 1972 bonds maturing prior to March 1, 1991, falls due or after the 1972 payment date, an installment of the principal of the 1990 bonds falls due, and on or before the 25th day of each month thereafter, the trustee shall pay from the Revenue Fund to the credit of the Principal Account an amount which would equal the installment of principal then falling due. 3. Bond Retirement Account - Beginning on the 25th day of March, 1990, for the 1972 bonds and of March, 2000, for the 1990 bonds and on the 25th day of each succeeding month thereafter, the trustee shal~ pay from the Revenue Fund into the Bond Fund to the credit of the Redemption Account an amount sufficient to redeem bonds in the principal amount on the redemption date next following the date on which such sinking fund installment falls due. At its option, to be exercised prior to the 45th day preceding any sinking fund redemption date, the Village may deliver to the trustee 1972 bonds which mature on March 1, 1998 or 2007, which shall be cancelled. These bonds shall be applied at their principal amount as a credit against the next ensuing sinking fund payment required to be made. 
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AND HODGE UTILITY OPERATING COMPANY NOTES TO THE FINANCIAL STATEMENT YEAR ENDED DECEMBER 31, 1997 

4. Reserve Account - From the proceeds of the 1972 bond sale there shall be deposited in the Reserve Fund an amount equal to the largest amount required to be paid or set aside in the Interest Account, Principal Account and Bond Retirement Account during any twelve month period from the date of the bonds to the maturity date of the last maturing bonds. From the proceeds of the sale of the Series 1990 Bonds, there shall be deposited in the Reserve Account an amount equal to the reserve account requirement (which is the lesser of ten percent of the net proceeds of the bonds, the maximum amount of principal and interest maturing and becoming due in a year, or the maximum amount permitted under the code to be funded with proceeds of the 1990 bonds). So long as any of the Bonds are outstanding, such Reserve Account shall thereafter be maintained at all times in an amount equal to the reserve account requirement. When the combined assets of the Bond Fund, Redemption Fund and Reserve and Contingency Fund shall be sufficient to provide money to retire bonds then outstanding, including interest, no further payments need be made into the Bond Fund. Redemntion Fund: There is hereby created a special fund of the Village known as the "Combined Utility System Redemption Fund" which shall be held and administered by the trustee. Monies transferred to such fund shall be transferred for the 1972 Bonds pursuant to Sections 611 (balance not used for construction) and for the 1990 Bonds pursuant to Section 301 (a) or (c) (optional or special mandatory redemption), and for all bonds pursuant to Section 407 (sale of system) and Section 412 (insurance and condemnation proceeds). Monies on deposit herein shall be used as promptly as practicable for the purpose of redeeming or purchasing bonds prior to maturity in the manner provided. There is hereby created a special fund of the Village to be known as the "Combined Utility System Reserve and Contingency Fund", which shall be held in trust by the trustee. There shall be transferred from proceeds of the 1972 bond sale $1,000,000 to the credit of the account. Prior to the 1972 payment date, the trustee shall on the 25th day of each month, beginning with the first month revenues are received and on the 25th day of each month thereafter, pay out of the Revenue Fund into said fund an amount equal to 10% of the aggregate of the amounts required to be paid in such month into the Interest, Principal and Bond Retirement Accounts in the Bond Fund for the 1972 bonds. If on the first business day of January, 1973, and each first business day of January thereafter, monies on deposit in this fund exceed the amount of the then commitments or obligations incurred by, or then requirements of, the Village for any of the purposes listed in this section, plus $1,000,000, the amount of such excess may, at the direction of the Village, be withdrawn on such date from this fund and deposited to the credit of the Revenue Fund. After the 1972 payment date, the trustee shall on the 25th day of each month, beginning with the first month revenues are received and on the 25th day of each month thereafter, pay out ofthe Revenue Fund into said fund an amount equal to 10% (or such greater amount as shall be determined by the budget of the Village as provided in the Operating Agreement) of the aggregate of the amounts required to be paid in such month into the Interest, Principal and Bond Retirement Accounts in the Bond Fund for the 1990 Bonds. If on the first business day in the month occurring after the 1972 payment date and on the first business day of said month occurring each year thereafter, monies on deposit in this fund exceed the amount of the then commitments or obligations incurred by, or then requirements of, the Village for any of the purposes listed in this section, plus $ 500,000, or such lessor amount as recommended by the consulting engineer as necessary for the purposes for which this fund was created, the amount of such excess shall be withdrawn on such date from this fund and deposited to the credit of the Revenue Fund. Monies in this fund shall be used to make up differences in the accounts of the Bond Fund and then may be applied to pay, or reimburse the Village for payment of, the cost of renewals and replacements to the System. extraordinary operating and maintenance costs and the cost of additions, betterments and improvements to the System. 
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VILLAGE OF HODGE COMBINED UTILITY SYSTEM AND HODGE UTILITY OPERATING COMPANY NOTES TO THE FINANCIAL STATEMENT YEAR ENDED DECEMBER 31, 1997 
Acquisition and Constr~ction Fund: There is hereby created a special fund of the Village to be known as the "Combined Utility System Acquisition and Construction Fund." Immediately upon the issuance and delivery of the 1990 Bonds, there shall be paid into this fund such amount of the proceeds derived from the sale of the 1990 Bonds as is required to be deposited therein pursuant to Article V. Monies so deposited in this fund shall be applied to pay the costs of acquisition and construction, as defined in Section 610, of the 1990 Project and all utility system improvements. After January 1, 1973 interest earned in the various funds and accountS for the 1972 Bonds are to be credited to funds and/or accounts as follows: 
Revenue Fund Operating Fund Interest Account Principal Account Reserve Account Bond Retirement Account Reserve and Contingency Fund Redemption Fund 

Revenue Fund Operating Fund Revenue Fund Revenue Fund Revenue Fund Revenue Fund Reserve and Contingency Fund Redemption Fund After the date of the completion of the 1990 Project, interest earned in the various funds and accounts are to be credited to funds and/or accounts as shown above for the 1972 Bonds. 
The accounting and reporting practices of the Combined Utility System, Village of Hodge, and the Hodge Utility Operating Company conform to requirementS of the indenture of mortgage dated March 1, 1972, and the bond indenture dated January 1,1990, which do not necessarily conform to generally accepted accounting principles applied to governmental accounting. This report includes two proprietary funds, the Combined Utility System, Village of Hodge, and the Hodge Utility Operating Company. The Combined Utility System is controlled by the Village executive and legislative branches (the Mayor and Board of Aldermen), whereas the Hodge Utility Operating Company is controlled by the Hodge Utility Operating Company Board of Directors. However, since the Hodge Utility Operating Company operates and manages the System upon the terms and conditions of the operating agreement, the Village of Hodge does not exercise significant oversight responsibility over the System. The specific elements of oversight responsibility considered in the decision to exclude the System were financial interdependency, the ability to significantly influence operations, and accountability for fiscal matters. Therefore, this report is not included as a component unit of the Village of Hodge, and there are no excluded component units in this report. 
Totals columns: Total columns on the statements are captioned "Memorandum Only" to indicate that they are presented only to facilitate financial analysis. Data in these columns does not present financial position in conformity with generally accepted accounting principles. Neither is such data comparable to a consolidation. lnterfund eliminations have not been made in the aggregation of this data. 
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VILLAGE OF HODGE COMBINED UTILITY SYSTEM AND HODGE UTILITY OPERATING COMPANY NOTES TO THE FINANCIAL STATEMENT YEAR ENDED DECEMBER 31, 1997 

Depreciation of all exhaustible fixed assets used by the proprietary fund should be charged as an expense against their operations in accordance with generally accepted accounting principles. Accumulated depreciation should also be reported on proprietary fund balance sheets. The total cost of the Combined Utility System of the Village of Hodge is underwritten by Continental Group, Inc., or its assigns; therefore, depreciation, an operating cost not requiring cash outlay, is not recorded on the balance sheet of the Combined Utility System of the Village of Hodge. Basis of Accounting: The Combined Utility System of the Village of Hodge and the Hodge Utility Operating Company is accounted for using the accrual basis of accounting. Revenues are recognized when they are earned and expenses are recognized when they are incurred. Receivables billed and not paid and accounts payable (expenses incurred) are recorded monthly. Budget and Budgetary Accounting: The Hodge Utility Operating Company, not less than 60 days prior to the beginning of each year, shall prepare and file with the Village and the Trustee a budget for the following year. The budget shall show separately the anticipated monthly outlay in respect to fixed obligations and variable outlays. The budget shall show separately anticipated revenues which are obligations of the Village and Continental Group, Inc., or its assigns. Investments: Investments are entirely obligations of the United States invested by the Trustee and are recorded at cost. 
A summary of the Combined Utility System plant, property, and equipment at December 31, 1997 is as follows 

Balance January 1, 1997 Additions Totals Retirements Balance, December 31, 1997 
$224,788,706 
229,291,672 

Plant, property, and equipment acquired in 1997 of $4,502,966 is not shown as a revenue and a disbursement in this statement, as it is booked as a direct contribution from Stone Container Corporation to the Combined Utility System's plant, property and equipment account. Depreciation of the utility system assets is not recorded on the books of the Village. 
11 
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STAN I 
The Honorable Quenton Causey, Mayor Village of Hodge Hodge, Louisiana 71247 
Mr. M.C. Jackson, IH, President Hodge Utility Operating Company Hodge, Louisiana 71247 We have audited the general purpose financial statements of the Combined Utility System, Village of Hodge, Louisiana, and of the Hodge Utility Operating Company, Hodge, Louisiana, as of and for the year ended December 31, 1997, and have issued our report thereon dated April 17, 1998. We conducted our audit in accordance with generally accepted auditing standards applicable to financial audits contained in Government Auditing Standards. issued by the Comptroller General of the United States. 
As part of obtaining reasonable assurance about whether the Combined Utility System and the Hodge Utility Operating Company's financial statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grants, 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 instance of noncompliance that is required to be reported under which is described in the accompanying schedule of findings and questioned costs. 
In planning and performing our audit, we considered the Combined Utility System and the Hodge Utility Operating Company'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 assurance on the internal control over financial reporting. Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control over financial reporting that might be material weaknesses. A material weakness is a 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 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. We noted no matters involving the internal control over financial reporting and its operation that we consider to be material weaknesses. 



 



 


