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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS CELEBRATING OUR 50TH ANNIVERSARY

AMERICAN INSTITUTE OF CERTIFED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

Honorable Mayor, City Council Members and
City Manager

City of Elizabethton Electric Department

Elizabethton, Tennessee 37643

We have audited the accompanying financial statements of the City of Elizabethton Electric Department,
an enterprise fund of the City of Elizabethton, Tennessee, as of and for the year ended June 30, 2011, as
listed in the table of contents. These financial statements are the responsibility of the City of
Elizabethton, Tennessee’s management. Our responsibility is to express an opinion on these financial

statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and 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.

As discussed in Note 1, the basic financial statements present only the City of Elizabethton Electric
Department and do not purport to, and do not, present fairly the financial position of the City of
Elizabethton, Tennessee, as of June 30, 2011, and the changes in its financial position and cash flows for
the year then ended in conformity with accounting principles generally accepted in the United States of

America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the City of Elizabethton Electric Department, an enterprise fund of the City of
Elizabethton, Tennessee, as of June 30, 2011, and the 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.

In accordance with Government Auditing Standards, we have also issued our report dated December 6,
2011 on our consideration of the City of Elizabethton Electric Department'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.

Johnson City 801B Sunset Drive, Johnson City, TN 37604 (423) 282-4511 - Fax (423) 283-4532
Kingsport 440 E. Sullivan Street, Kingsport, TN 37660 (423) 246-1725 Fax (423) 247-6800
Greeneville 550 Tusculum Boulevard, Greeneville, TN 37745 (423) 638-8516 Fax (423) 638-3361
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City of Elizabethton Electric Department
Page 2

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and schedules of funding progress and funding progress of post retirement
benefits other than pensions on pages 3 through 7 and 31 through 32 be presented to supplement the basic
financial statements. Such information, although not a required part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary information
in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquires of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements,
and other knowledge we obtained during our audit of the basic financial statements. We do not express
an opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the City of Elizabethton Electric Department, an enterprise fund of the City of
Elizabethton, Tennessee’s financial statements as a whole. The supplemental schedules are presented for
purposes of additional analysis and are not a required part of the financial statements. The supplemental
schedules, except for the Ratio of Outstanding Debt by Type, Number of Electric Customers by Type, and
Electricity Rates are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated in all material respects in
relation to the financial statements as a whole. The Ratio of Outstanding Debt by Type, Number of
Electric Customers by Type, and Electricity Rates have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an opinion or
provide any assurance on them.

Blackbu, (Joldows) +Soagall, PLc.

BLACKBURN, CHILDERS & STEAGALL, PLC
December 6, 2011



CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
MANAGEMENT’ S DISCUSSION AND ANALY SIS
June 30, 2011

The following is the Management’s Discussion and Analysis (MD&A) of the financial statements and
supporting documents for the Elizabethton Electric Department, an enterprise fund of the City of
Elizabethton, Tennessee for the fiscal year ended June 30, 2011.

This MD&A should be read in conjunction with the financial statements and all supporting documents
that follow this analysis.

Elizabethton Electric provides electric power to over 25,000 customers in a distribution area covering
over 150 square miles in Northeast Tennessee that includes the City of Elizabethton, Town of Watauga
and parts of Johnson City. Elizabethton Electric also serves Carter and parts of Sullivan, Unicoi and
Washington counties.

Overview of the Financial Statements

The annual report consists of three sections. Section | includes the independent auditor’ s report, the basic
financia statements, including the Statement of Net Assets, Statement of Revenues, Expenses and
Changes in Net Assets, the Statement of Cash Flows, and the notes to the basic financia statements.
Section |1 includes all supplemental information.

The financial statements are prepared using the accrua basis of accounting. All short-term assets and
long-term assets are recorded. Revenues are recorded when earned and expenses are recorded when a
liability isincurred regardless of the timing of related cash flows.

Section 111 includes the report on Internal Control and Compliance.

Elizabethton Electric Department Activity Highlights

The Elizabethton Electric Department had an overall small decrease in customer growth this year. The
flowing chart shows the number of customers for each classification for the past two years.

2011 2010
Residential 22,717 22,605
Small Commercial 2,825 2,996
Large Commercial/Industrial 273 267
Street and Athletic Lighting 37 37
Outdoor Lighting Only 135 117
Total 25,987 26,022

As indicated by the above chart, Residential and Large Commercial/Industrial have increased .50% and
2.25% respectively over the past year. Small Commercial decreased 5.7% and all customers decreased
0.13%.



CITY OF ELIZABETHTON ELECTRIC DEPARTMENT

AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE

MANAGEMENT’S DISCUSSION AND ANALY SIS

June 30, 2011

Capital Assets

The Elizabethton Electric Department has implemented an infrastructure improvement program, which
was developed from our 10 Year System study. The study was conducted to reveal any potential delivery
issues and help plan for growth in the upcoming years as indicated in the following chart:

2011 2010
Transmission Plant $ 8,879,618 8,849,696
Distribution Plant 46,197,211 43,301,090
Genera Plant 7,555,251 7,486,372
Construction Work in Progress 23,313,794 18,301,304
$ 85,945,874 77,938,462

The Construction Work in Progress account includes the total of the balances of work orders for electric
plan in process of construction. This account also includes capitalized interest in order to show the
relationship between the costs of borrowing and the fixed assets the debt used to fund.

In 2010 The Elizabethton Electric Department received a bond, $20,585,000, to rebuild and upgrade
significant power lines and substation construction. The work has continued through 2011.

Debt

The Elizabethton Electric Department currently has three bond issues outstanding. One in 2005,
$3,495,000, refunding issue that will be paid in full in 2023. One in 2007, $15,000,000, that was issued to
update and improve three of our substations that will be paid in full in 2028. The third bond, as mentioned
above, was issued in 2010, $20,585,000, to upgrade and rebuild substations and significant power lines

and will be paid in full in 2035.



CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
MANAGEMENT’ S DISCUSSION AND ANALY SIS
June 30, 2011

Summary of Changesin Net Assets

2011 2010

Operating Revenues $ 57,456,596 49,208,207
Operating Expenses 52,376,651 46,074,668
Operating Income Before

Depreciation and Amortization 5,079,945 3,133,539
Less: Depreciation (1,717,862) (1,653,467)
Operating Income 3,362,083 1,480,072
Non-operating Revenues (Expenses) (995,369) (813,667)
Transfers (616,286) (605,496)
Changein Net Assets $ 1,750,428 60,909

Operating and Non-operating High Revenue Highlights
The following schedule presents a summary of revenues for the fiscal years ended June 30:

Operating Revenues

2011 2010
Electric Sales Revenue $ 56,061,815 47,364,449
Revenue from Late Payments 354,541 303,926
Miscellaneous Service Revenues 316,112 371,220
Rent from Electric Property 724,128 1,168,612
Total Operating Revenues 57,456,596 49,208,207
Other Income 37,346 108,062
Total Revenues $ 57,493,942 $ 49,316,269

Included in Electric Sales Revenues is Unbilled Revenue or the estimation of electricity used, but not
billed.



CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
MANAGEMENT’ S DISCUSSION AND ANALY SIS
June 30, 2011

* Electric sales revenue increased by 18% over the prior year.

* Revenue from late paymentsincreased by 17% over the prior year.

* Rent from electric property due to billing of pole attachment fees decreased by 38% over the prior
year.

Operating and Maintenance Expense

Operations 2011 2010
Purchased Power $ 45,453,172 37,956,861
Transmission Expense 99,977 9,449
Distribution Expense 882,327 939,829
Customer Accounts Expense 970,536 1,222,166
Sales Expense 88,535 96,369
Administrative & General Expense 2,191,310 2,020,516

49,685,857 42,245,190

Maintenance
Transmission Expense 142,126 156,127
Distribution Expense 2,110,278 3,130,991
Administrative & General Expense 72,593 87,588

$ 2,324,997 3,374,706

Other
Depreciation and Taxes $ 2,083,659 2,108,239
Interest Expense 1,032,715 921,729

3,116,374 3,029,968

Total Expenses 55,127,228 48,649,864

Transfers (616,286) (605,496)

Change in Net Assets $ 1,750,428 60,909

*  Operation Expensesincreased by 18% over the prior year.

* Maintenance Expense decreased by 31%.
* Interest Expense increased due to the issuance of the 2010 bond.



CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
MANAGEMENT’ S DISCUSSION AND ANALY SIS
June 30, 2011

Financial Position Summary

A condensed summary of the Elizabethton Electric Department’ stotal net assets for the fiscal years ended
June 30:

Financial Position Summary 2011 2010

Current Assets $ 26,112,256 26,704,292
Restricted Assets 2,231,188 2,173,272
Capital Assets (net) 63,666,496 56,198,898
Other Assets 2,507,516 2,493,200
Total Assets $ 94,517,456 87,569,662
Current Liabilities $ 12,907,743 7,180,954
Non-current Liabilities 39,030,118 40,087,666
Total Liabilities 51,937,861 47,268,620

Net Assets Invested in Capital Assets,

Net of Related Debt 25,881,750 18,154,567
Unrestricted Net Assets 16,697,845 22,146,475
Total Net Assets 42,579,595 40,301,042
Total Liabilities and Net Assets $ 94,517,456 87,569,662

EED adjusted off prior year accrual for sick leave given the court decision/final ruling that voided sick
leave claims.

The financial report is designed to provide a general overview of the Elizabethton Electric Department’s
finances for all those with an interest in the government’s finances. Questions concerning any of the
information provided in the report or requests for additional information should be addressed to the
Financial Director, City of Elizabethton, 136 S. Sycamore Street, Elizabethton, TN 37643.



CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
STATEMENT OF NET ASSETS
June 30, 2011

ASSETS
Current Assets
Cash on Hand $ 17,095
Cash in Bank 4,778,003
Certificates of Deposit 1,351,466
[nvestments 13,796,148
Accounts Receivable
Customer Service 2,373,119
Interest, Rents and Other 2,763,740
Allowance for Uncollectible Amounts (142,131)
Due from Other Funds 148,648
Inventories 1,026,168
Total Current Assets 26,112,256
Non-Current Assets
Capital Assets
Capital Assets, Not Depreciated 23,907,988
Capital Assets, Depreciated 62,037,886
Accumulated Depreciation (22,279,378)
Net Capital Assets 63,666,496
Other Assets
Restricted Cash in Bank - Customer Deposits 2,231,188
Accounts Receivable - Customers - Energy Right 1,569,857
Due from Other Funds 61,920
Unamortized Bond Issue Costs (Net) 848,396
CSA Stockholder Loan 27,343
Total Other Assets 4,738,704
Total Non-Current Assets 68,405,200
TOTAL ASSETS 94,517,456

(Continued)
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CITY OF ELIZABETHTON ELECTRIC DEPARTMENT

AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE

STATEMENT OF NET ASSETS
June 30, 2011

LIABILITIES

Current Liabilities
Accounts Payable
Accrued Wages
Accrued Interest
Accrued Taxes
Bonds Payable
Compensated Absences
Dueto Other Funds

Customer Deposits Payable from Restricted Cash

Other Current and Accrued Liabilities
Total Current Liabilities

Non-Current Liabilities
Compensated Absences

Bonds Payable (Net of Deferred Funding Cost and

Bond Discount)
OPEB Liability
Advancefrom TVA
Total Non-Current Liabilities
TOTAL LIABILITIES
NET ASSETS
Invested in Capital Assets, Net of Related Debt
Unrestricted

TOTAL NET ASSETS

7,319,921
2,330
636,247
137,052
760,000
111,717
154,090
2,231,188
1,555,198

12,907,743

163,562

37,024,746
271,953
1,569,857

39,030,118

51,937,861

25,881,750
16,697,845

$ 42,579,595

The notes to the financia statements are an integral part of this statement.
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CITY OF ELIZABETHTON ELECTRIC DEPARTMENT

AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the Fiscal Y ear Ended June 30, 2011

OPERATING REVENUES
Sales of Electric Energy
Residential
Small Lighting and Power
Large Commercial and Industrial
Street and Outdoor Lighting
Other Operating Revenues

Tota Operating Revenues

OPERATING EXPENSES
Operation

Power Purchased from Tennessee Valley Authority

Other Operation Expenses
Maintenance
Provision for Depreciation
Tax and Tax Equivalents
Tota Operating Expenses
Operating Income
NONOPERATING REVENUES (EXPENSES)
Interest on Invested Funds
Interest Expense
Amortization Expense
Total Nonoperating Revenues (Expenses)
Income Before Transfer
Transfer Out
Changein Net Assets
Net Assets, July 1, 2010
Prior Period Adjustment

NET ASSETS, JULY 1, 2010 - RESTATED

NET ASSETS, JUNE 30, 2011

$ 36,389,623

4,933,634
13,570,064
1,168,494
1,394,781

57,456,596

45,453,172
4,232,685
2,324,997
1,717,862

365,797

54,094,513

3,362,083

37,346
(995,600)
(37,115)

(995,369)

2,366,714

(616,286)

1,750,428

40,301,042

528,125

40,829,167

$ 42,579,595

The notes to the financia statements are an integral part of this statement.
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CITY OF ELIZABETHTON ELECTRIC DEPARTMENT

AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE

STATEMENT OF CASH FLOWS
For the Fiscal Y ear Ended June 30, 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Cash Received from Electric Sales
Cash Received from City of Elizabethton, Tennessee
Cash Received from Rentals and Other Sales
Cash Payments to Suppliers for Goods and Services
Cash Payments for Employee Services and Benefits
Cash Payments for Tax Equivalents
Cash Paid to Lender On Behalf of Energy Right Customers
Cash Received on Loans by Energy Right Customers

Net Cash Provided by (Used for) Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Transfer to Other Fund

Net Cash Provided by (Used For) Noncapital Financing Activities
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition and Construction of Capital Assets
Principal Paid on Revenue Bonds
Interest Paid on Revenue Bonds
Net Cash Provided by (Used For) Capital and Related Financing Activities
CASH FLOWS FROM INVESTING ACTIVITIES
Interest on Certificates of Deposit
Purchase of Certificates of Deposit and Investments
Sale of Certificates of Deposit and Investments
Net Cash Provided by (Used for) Investing Activities
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

(Continued)

11

$

54,637,958
909,895
1,234,775
(46,121,345)
(847,787)
(205,322)
(615,741)
519,634

9,512,067

(616,286)

(616,286)

(8,776,046)
(735,000)
(742,822)

(10,253,868)

120,335
(1,166,702)
9,413,583

8,367,216

7,009,129

17,157

$

7,026,286




CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
STATEMENT OF CASH FLOWS
For the Fiscal Y ear Ended June 30, 2011

Reconciliation of Operating Income (Loss) to
Net Cash Provided by (Used for) Operating Activities:

Operating Income (L oss) $ 3,362,083
Adjustments
Depreciation 1,836,573
Provision for Uncollectible Accounts (60,373)
(Increase) Decrease in Assets
(Increase) Decrease in Accounts Receivable-Customer 177,781
(Increase) Decrease in Accounts Receivable-Other (909,774)
(Increase) Decrease in Inventories 12,627
Increase (Decrease) in Liabilities
Increase (Decrease) in Accounts Payable 4,525,821
Increase (Decrease) in Other Liabilities 1,469,931
Increase (Decrease) in Accrued Salaries (82,855)
Increase (Decrease) in Compensated Absences (604,458)
Increase (Decrease) in Cash Overdraft (243,338)
Increase (Decrease) in OPEB Liability 66,130
Increase (Decrease) in Customer Deposits 58,026
Increase (Decrease) in Energy Right Loans (96,107)
Net Cash Provided by (Used for) Operating Activities $ 9,512,067

Reconciliation of Cash and Cash Equivaentsto Statement of Net Assets

Cash on Hand $ 17,095
Cashin Bank 4,778,003
Restricted Cash in Bank - Customer Deposits 2,231,188
Total Cash and Cash Equivalents $ 7,026,286

The notes to the financia statements are an integral part of this statement.
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CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

City of Elizabethton Electric Department (the Department) is a utility furnishing electrical power to
Carter County and portions of other Upper East Tennessee counties. The Department purchases its
electrical power from the Tennessee Valley Authority (TVA).

The Department is afund of the City of Elizabethton, Tennessee. These financial statements include only
the statements of the Department and not the City of Elizabethton, Tennessee, asawhole.

The financia statements of the Department have been prepared in conformity with accounting principles
generally accepted in the United States of America as prescribed by the Governmental Accounting
Standards Board. The Governmental Accounting Standards Board (GASB) is the accepted standard-
setting body for establishing governmental accounting and financial reporting principles. GASB
statement No. 20 gives governments the option of applying all Financial Accounting Standards Board
(FASB) statements and interpretations issued after November 30, 1989, to its proprietary funds, unless
they conflict with or contradict GASB pronouncements. The City of Elizabethton, Tennessee has elected
not to implement FASB statements and interpretations issued thereafter, unless they are adopted by
GASB.

The Department does not have any net assets restricted via constraints.  Accordingly, the Department’s
net assets are categorized as invested in capital assets, net of related debt and unrestricted. The
unrestricted category includes the sinking fund which was established by the Department to set aside
funds for payment of bonds related to capital improvements and extensions of the Department.

Basis of Accounting

“Basis of Accounting” refers to the timing of recognizing revenues and expenses in the financial
statements. The accompanying financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Under the accrual basis of accounting,
revenues and related assets are recognized when earned, and expenses are recognized when obligations
areincurred regardless of the timing of related cash flows.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actua results could differ from those
estimates.

13



CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Operating Revenues and Expenses

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing connection. The principal operating revenues
of the Department are charges to customers for sales and services. Operating expenses for the
Department include the cost of sales and services, administrative expenses, amortization and
depreciation on capital assets. All revenues and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

Restricted Assets

The Department's restricted assets consist of cash on deposit in the amount of $2,231,188, which are
restricted for the payment of customer deposits.

Deposits and Investments

Cash on the statement of cash flows includes cash on hand and demand depositsin local banks.

Various restrictions on deposits and investments, including repurchase agreements, are imposed by
state statutes. These restrictions are summarized as follows.

DEPOSITS - All deposits with financia institutions must be collateralized in an amount equal to 105%
of the market value of uninsured deposits.

INVESTMENTS - The Department is authorized to make direct investments in bonds, notes or
treasury bills of the U. S. Government and obligations guaranteed by the U. S. Government or any of
its agencies. These investments may not have a maturity greater than two years. The Department may
make investments with longer maturities if it follows various restrictions established by state law. The
Department is also authorized to make investments in the State Pooled Investment Fund and in
repurchase agreements. Repurchase agreements must be approved by the State Director of Loca
Finance and executed in accordance with procedures established by the State Funding Board.
Investments are reported at fair value.

Securities purchased under a repurchase agreement must be obligations of the U. S. Government or
obligations guaranteed by the U. S. Government or any of its agencies. When repurchase agreements
are executed, the purchase of the securities must be priced at least 2% below the market value of the
securities on the day of purchase. No repurchase agreements existed as of June 30, 2011.

The carrying amount of the Department's deposits with financial institutions was $7,009,191 and the

financial ingtitution balance was $7,195,994. Carrying amounts differ from the financial institution
balances primarily due to outstanding checks and deposits in transit.

14



CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Deposits and Investments (Continued)

All deposits are insured with FDIC insurance. Amounts in excess of FDIC coverage are secured by
the financia institution through the State Collateral Poal.

Certificates of deposit with original maturities greater than 90 days are recorded as Certificates of
Deposit with a balance of $1,351,466. These certificates are stated at cost which approximates fair
value and are not included as cash and cash equivalents because the original maturity exceeds 90 days.
At June 30, 2011, these are insured with FDIC insurance and the excess is secured by the financial
ingtitution through the State Collateral Pool. The Department does not have a policy for interest rate
risk or credit risk other than pledging securities for amounts in excess of the FDIC coverage.

Investments

The Department invests funds in the State of Tennessee's Local Government Investment Pool and
bond proceeds with an investment advisor. The Department’s interest in the Investment Pool is
recorded at fair market value and at June 30, 2011, funds were $1,464,175. This is included as
Investments on the Statement of Net Assets. The total investment with the investment firm is recorded
at fair value and is $12,331,973 at June 30, 2011 and is included as Investments on the Statement of
Net Assets.

Disclosures Relating to Interest Rate and Credit Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of
an investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its
fair value to changes in market interest rates. One of the ways that the Department manages its
exposure to interest rate risk is by purchasing a combination of shorter term and longer term
investments and by timing cash flows from maturities so that a portion of the portfolio is maturing or
coming close to maturity evenly over time as necessary to provide the cash flow and liquidity needed
for operations.

Credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the

investment. This is the measure by the assignment of a rating by a nationally recognized statistical
rating organization. Presented below isthe minimum rating required for each investment type.
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CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Deposits and I nvestments (Continued)

As of June 30, 2011, the Department had the following investments.

Carrying Market
Amount Vaue
Local Government Investment Pool $ 1,464,175 1,464,175
Bond Fund Investments
Municipal Securities 7,832,063 7,832,063
Treasury Securities 4,499,910 4,499,910
Total Bond Fund Investments 12,331,973 12,331,973
Total Investments $ 13,796,148 13,796,148

The Department's bond fund investments had the following credit risk structure as of June 30, 2011.:

Moody's Percent of
Investment Type Credit Rating Fair Value Total
Municipa Securities
Taxable Municipals Aa2 $ 1,241,272 10%
Taxable Municipals Aa3 751,747 6%
Taxable Municipals AaalAAA 151,017 1%
Taxable Municipals Unrated 750,508 6%
Taxable Municipals MIG1 497,947 4%
Tax-free Municipals AaalAAA 333,028 3%
Tax-free Municipals AaalAA+ 200,150 2%
Tax-free Municipals Aal 1,060,927 9%
Tax-free Municipals Aa? 823,508 %
Tax-free Municipals Aa3 938,494 8%
Tax-free Municipals AA 136,375 1%
Tax-free Municipals SP1+ 499,870 4%
Tax-free Municipals Unrated 447,220 4%
7,832,063
Treasury Securities
U.S. Treasury Bill Unrated 4,499,910 36%
Total Bond Fund Investments $ 12,331,973

16



CITY OF ELIZABETHTON ELECTRIC DEPARTMENT
AN ENTERPRISE FUND OF THE CITY OF ELIZABETHTON, TENNESSEE
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Deposits and Investments (Continued)

The Department's investment maturities by type are as follows:
Investment Maturities (in Y ears)

More
Investment Type Fair Vaue Lessthan 1 1-5 6- 10 Than 10
Municipa Securities $ 7,832,063 7,832,063 - - -
Treasury Securities 4,499,910 4,499,910 - - -
Total Bond Fund Investments $ 12,331,973 12,331,973 0 0 0
Inventories

Materials and suppliesinventories are stated at average cost on a per item basis.

Capital Assets

Land, buildings, machinery and equipment, and electrical di