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January 5, 2010

To the Honorable Mayor, Members of the Governing Council, and Citizens of the City of Morristown:

State law requires that all general-purpose local governments publish within six months of the close of
each year a complete set of financial statements presented in conformity with generally accepted
accounting principles (GAAP) and audited in accordance with generally accepted auditing standards by a
firm of licensed certified public accountants. Pursuant to that requirement, we hereby issue the
Comprehensive Annual Financial Report (CAFR) of the City of Morristown for the fiscal year ended June
30, 2009.

This request consists of management's representations concerning the finances of the City of Morristown.
Consequently, management assumes full responsibility for the completeness and refiability of all of the
information presented in this report. To provide a reasonabie basis for making these representations,
management of the City of Morristown has established a comprehensive internal control framework that is
designed both to protect the government's assets from loss, theft, or misuse and compile sufficient
reliable information for the preparation of the City of Morristown’s financial statements in conformity with
GAAP. Because the cost of internal controls should not outweigh their benefits, the City of Morristown’s
comprehensive framework of internal controls has been designed to provide reasonable rather than
absolufe assurance that the financial statements will be free from material misstatement. As
management, we assert that, to the best of our knowledge and belief, this financial report is complete and
reliable in all material respects.

The City of Morristown’s financial statements have been audited by Craine, Thompson, and Jones, P.C.,
a firm of licensed certified public accountants. The goal of the independent audit was to provide
reasonable assurance that the financial statements of the City of Morristown for the fiscal year ended
June 30, 2009, are free of material misstatement. The independent audit involved examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements; assessing the
accounting principles used and significant estimates made by management; and evaluating the overall
financial statement presentation. The independent auditor concluded, based upon the audit, that there
was a reasonable basis for rendering an unqualified opinion that the City of Morristown's financial
statements for the fiscal year ended June 30, 2009, are fairly presented in conformity with GAAP. The
independent auditor's report is presented as the first component of the financial section of this report.

The independent audit of the financial statements of the City of Morristown was part of a broader,
federally mandated “Single Audit” designed to meet the special needs of federa! grantor agencies. The
standards governing Single Audit engagements require the independent auditor to report not only on the
fair presentation of the financial statements, but also on the audited government's internal controls and
legal requirements involving the administration of federal awards. These reports are available in the
compliance report section of this CAFR.

GAAP requires that management provide a narrative introduction, overview, and analysis to accompany
the basic financial statements in the form of Management's Discussion and Analysis (MD&A). This letter
of transmittal is designed to complement MD&A and should be read in conjunction with it. The City of
Morristown's MD&A can be found immediately following the report of the independent auditors.

Profile of the Government

The City of Morristown was incorporated in 1855 and operates under a council-administrator form of
government. It is located between two major Tennessee Valley Authority lakes approximately 40 miles
northeast of Knoxville on Interstate-81 and approximately 60 miles southwest of the Tri-Cities area on the
same highway. The City currently occupies a land area of approximately 22 square miles and serves a
population of approximately 25,000. The City is authorized by state statutes to tevy a property tax on both
real and personal properties located within its boundaries. it is also empowered by state statue to extend
its corporate limits by annexation, which occurs periodically when deem appropriate by the City Council,



Policy-making and legislative authority are vested in the Mayor and Council members consisting of the
mayor and six other members. The Council is responsible, among other things, for passing ordinances,
resolutions, adopting the budget, appointing committees, and hiring the City Administrator, City Attorney,
Police Chief, and Fire Chief. The City's Administrator is responsible for carrying out the policies and
ordinances of the Council, for overseeing the day-to-day operations of the City and for appointing the
heads of various departments.

The City of Morristown provides a full range of services, including police, fire, street construction and
maintenance, planning and zoning, parks and recreation, cultural events and general administrative
services. In addition, sewer service and solid waste collection are provided under an Enterprise fund
concept with user charges established by the Council to ensure adequate coverage of operating
expenses and payments on outstanding debt. Morristown Utility System’s Board is appointed by City
Council. The MUS Board provides water and electric service with user charges established by this board.

The annual budget serves as the foundation for the City of Morristown’s financial planning and control.

All departments of the City of Morristown are required to submit requests for appropriation to the City
Administrator. The City Administrator uses these requests as the starting point for developing a proposed
budget. The City Administrator then presents this proposed budget to the Council for review by May 15.
The Council is required to hold a public hearing on the proposed budget and to adopt a final budget na
later than June 30, the close of the City of Morristown’s fiscal year. The appropriated budget is prepared
by fund, function, and department. The City Administrator may make transfers of appropriations within a
department. Budget-to-actual comparisons are provided in this report. The general fund comparison is
presented on page 24 as part of the basic financial statements for the City’s fund.

Factors Affecting Financial Condition

The information presented in the financial statements is perhaps best understood when it is considered
from the broader perspective of the specific environment within which the City of Morristown operates.

Local Economy.

The economy has had an impact on nearly every segment of Morristown’s largest taxpayers. A list of the
principal employers can be found on page 64.

Morristown Utility System is the public water, electric and telecom provider for the City. As a public owned
and operated utility, it has seen approximately 4.5% decline in the amounts of water and electric power
served. Adjustments have been made in daily operations to manage this decline without layoffs or service
reductions.

MAHLE is a German based manufacturer of pistons for automobile engines and other larger types of
equipment. From a peak employment of 1,600 in 2002 MAHLE has reduced the number of workers by
approximately 750 people. The business sefls to all the various auto manufacturers and is not overly
dependent on one line of production. Their outlook for providing pistons to the new Volkswagen plant in
Chattanooga (less than 150 miles) appears excellent.

JTEKT is a Japanese based manufacturer of power steering gear and other parts, principally for Toyota.
JTEKT has done various things to offset the economic conditions refated to the industry. These include
permanent and temporary layoffs of approximately 150 workers, releasing temporary service employees,
a reduction in employee hours, wage freezes, furloughs and early retirement incentives.

Tuff-Torq is a Japanese based manufacturer of transaxles and transmission for lawn tractors, principally
for John Deere. They have reduced hours and dismissed temporary workers, but have experienced no
significant layoffs of employees at this time.

Berkline Corporation is a manufacturer of moving and other lines of furniture. Approi(imately 150
employees have been furloughed from their original base of 1,350 jobs.

VIFAN is an ltalian owned manufacturer of sheet film for food processing and other users. VIFAN has just
completed a $70 million dollar plant expansion which doubled the capacity of the Morristown facility and
added approximately 40 jobs.



CBL owns College Square Mall, a 465,000 square feet regional facility. Retailing af the College Square
Mall is showing mixed results with the loss of large regional anchor tenants like Goody'’s offset by the
addition of twelve new movie screens by Carmike. Overall, occupancy rates in the College Square Mall
have fallen from 98% to just of 90%.

OTICS USA is another Japanese owned manufacturer of internal engine parts, principally for Toyota.
While employee hours have been reduced, wages frozen and furloughs, to date there have been no
layoffs at this plant.

Lear Siegler manufactures automotive seat frames for Ford, Subaru and others at their Morristown facility.
Layoffs at this plant have reduced the work force from a peak of over 600 to just over 100 currently. This
is one of the few unionized plants in Morristown and one of the last metal stamping facilities for the
automotive seating business in the United States.

The list of the principal employers found on page 64 also shows the large percentage of the work force
involved in manufacturing, with five of the largest 10 businesses engaged in the production of significant
products. The ten largest employers include the local public schools and Walters State Community
Coliege (approximately 6,000 students), two regional hospitals, one retailer and five manufacturers
ranging from food processing to turbine blades for jet engines.

Residential is the smallest component of Morristown's property tax base, making up only 28% of the total
assessment. The continued decline of residential building permits reflects the weakness.in the higher end
housing markets ($300,000 and above). Although the average price of a home sold over the last nine
months has increased from $125,000 to $127,000, the length of time a home is on the market has
increased from 133 days to 196 days. Both national home supply stores are more than 30% off of their
peak sales in FY 2007. Most residential construction takes place in Hamblen County outside the
corporate limits. The same weakness seen in the Morristown permit results continues over into the
County’s building permit requests.

Foreclosures have also slowed the housing markets in Morristown and Hambilen County. There were 389
foreclosures filed during calendar year 2008, an increase of 216% from calendar year 2006. The 389
foreclosures filed represents 1.49% of the housing stock in Hamblen County.

Sales Tax

The overall economic health of the City of Morristown reflects the nationwide economic downturn. The
General Fund's largest revenue source is the local option sales tax. In FY 2009 the city experienced a
7.1% decline in the local option sales tax to finish the year almost $1.1 M under budget. In addition to the
financial challenges caused by the loss of sales tax revenue, one-eighth of one percent of local option
sales tax will no longer be designated for the City and will begin to go to Hamblen County on July 1, 2009.

Major Initiatives

Morristown’s most recent additions to the industrial base include the 2008 start up of Colgate-Palmolive’s
state of the art facility for the production of their flagship product, Total Toothpaste. This $70 miltion dollar
facility employs approximately 225 people. Colgate will not appear on the list of largest taxpayers for ten
years due fo an in-lieu-of-tax agreement which reduces their property tax burden by 75% over those ten
years,

Most recently, Double H Plastics of Philadelphia, PA have purchased an existing industrial building for the
expansion of their plastic extrusion businesses. This nearly $20 million dollar investment will employ
approximately 75 people.

The City of Morristown and the Industrial Development Board continue to recruit new industry and support
expansion of our existing industry. These efforts helped to bring VIFAN’s $70 million dollar investment
that doubles the capacity of the polypropylene sheet film plant. ColorTech, a German manufacturer of
specialty inks for the printing business, is also engaged in a $15 million dollar expansion of their
Moerristown plant,



Morristown’s automotive manufactures produce for many different brands of vehicles, but principally
Toyota. Four automotive plants are classified as Tier 1 suppliers of Toyota. The geographic location of
Morristown allows local manufacturers to support Toyota facilities in Georgetown, KY, Huntsville, AL and

Martinsburg, WV.
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CRAINE, THOMPSON, & JONES, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
225 WEST FIRST NORTH STREET
P.O. Box 1778
SUITE 300, MILLENNIUM SQUARE
MORRISTOWN, TENNESSEE 37816-1779
423-586-7650

INDEPENDENT AUDITOR’S REPORT

Honocrable Mayor and Board of Aldermen
City of Morristown
Morristown, Tennessee

We have audited the accompanying financiak statements of the gevernmental activities, general fund and solig
waste budgetary comparisons, business-type’ activittes, major furids, and remaining fund information which
collectively comprise the basic financial statements of the > City. of ‘Morristown, Tennessee as of and for the year
ended June 30, 2009, as listed in the table- 'bontents.‘-‘_f!?@ese financial statements are the responsibility of the
City of Morristown, Tennessee's managerient. Our reSpénsibility. 15 to express an opinion on these financial
statements based on our audit. We did not-audit the financial statements of Morristown Utility Commission
proprietary fund types, which statements reflect tetal assets of $115,781,956 as of June 30, 2009, and total
revenue of $84,908,994 for the year then ended. These financial statements were audited by other auditors and
the reports have been furnished fo us, and 6ur opiniton,” insofar as it relates to the amounts inciuded for
Morristown Utility Commission, is based solely on-the reports of the other auditors.

We conducted our audit in accordance with auditing standards generaily accepted in the United States of America
and standards applicable to financial audits contained in Govemmental” Auditing Standards, issued by the
Comptroller General of the United States of America. Those standards require that we plan and perform thé 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 opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the governmental activities, the business-type activities, each major fund, and the aggregate remaining
fund information of the City of Morristown, Tennessee as of June 30, 2009, and the respective changes in
financial position, and cash flows, where applicable, thereof 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 January 5, 2010, on
our consideration of the City of Morristown, Tennessee's internai control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral part
of an audit performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.

JAMES W, CRAINE, CPA THOMAS M. JONES, CPA
GLENN B. THOMPSON, CPA, CFP, PFS HIRAM H. JONES, CPA
MIRA J. CRAINE, CPA



Honorable Mayor and Board of Aldermen

" The management’s discussion and analysis on pages 8 through 18 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 opinicn on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the City of Morristown, Tennessee basic financial statements. The introductory section, combining and individual
non-major fund financial statements, and statistical tables are presented for purposes of additional analysis and
are not a required part of the basic financial statements. The budgetary comparison schedules, combining non-
major fund financial statements and the schedules-of expenditures of federal and state awards have been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, are
fairly stated in all material respects in relation to the basic financial statements and the General Fund and Solid
Waste Fund budgetary comparison schedules taken as a whole. The introductory section and statistical tables
have nof been subjected to the auditing procedures applied in the audit of the basic financial statements and
accordingly, we express no opinion on them. '

Q./Lm-,«_;_,g_ 'Akm-u.pM/\ - q,m! ?. <.

Morristown, Tennessee
January 5, 2010



Management’s Discussion & Analysis

As management of the City of Morristown, we offer readers of the City’s financial statements this narrative
overview and analysis of the financial activities of the City for the fiscal year ended June 30, 2009. Readers
are encouraged to consider the information presented here in conjunction with additional information that is
furnished in the letter of transmittal, which can be found on page 1 of this report.

Financial Highlights

* The assets of the City of Morristown exceeded its liabilities at the close of the most recent fiscal year
by approximately $132.2 million (net assets), an increase of nearly $5.8 million during FY 2009. Of
this amount, $10.9 million (unrestricted net assets) may be used to meet the government’s ongoing
obligations to citizens and creditors.

* As of the close of the current fiscal year, the City of Morristown’s governmental funds reported
combined ending fund balances of just over $2.6 million, an increase of almost $650K. from the prior
year. There was a prior period adjustment to correct the an interfund loan/bond issue that occurred
in FY 2006. This reduced the ending FY 2008 general fund balance by $1,500,500.

* The City of Morristown’s total long-term debt increased by about $3.6 million during the current
fiscal year. The key factor in this increase was the new issuance of about $6.4 million in bonds and
other long-term debt for the sewer fund. The general fund’s long-term debt decreased by almost
$1.5 million.

* The City of Morristown’s general fund reported a negative unrestricted fund balance of §1 14,452 on
June 30, 2009. This is a result of lower than expected revenue collections.

Overview of the Financial Statements

This discussion and analysis serves as an mtroduction to the City of Morristown’s financial statements. The
basic financial statements consist of three parts: (1) government-wide financial statements, (2) fund financial
statements, and (3) notes to the financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.

Government-wide financial statements. The government-wide financial statements are designed to
provide readers with a broad overview of the City of Morristown’s finances, in a manner similar to a private-
sector business.

The statement of net assets presents information on all of the City of Morristown’s assets and liabilities, with
the difference between the two reported as ner assets. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position of the City of Morristown is improving or
deteriorating.

The statement of activities presents information showing how the government’s net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to
the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported
in this statement for some items that will only result in cash flows in future fiscal periods (e.g., uncollected
taxed and eamed but unused vacation leave).

Both the government-wide financial statements distinguish functions of the City of Morristown that are
principally supported by taxes and intergovernmental revenues (govermmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees and charges
(business-type activities). The governmental activities of the City of Morristown include general
government, public safety, highways and streets, sanitation, economic development, and culture and



recreation. The business-type activities include the electric, water, storm water, telecom and sewer systems.
Of the business-type activities, the Morristown Utilities Commission is responsible for water, electric and
telecom. The Morristown Utilities Commission is an administrative unit of the City and therefore has been
included as a business-type activity of the primary government. The Morristown Utilities Commission issues
a separate comprehensive annual financial report and information from that report is used in this report.
Readers should consult the Morristown Utility Commission’s Annual Comprehensive Financial Report for
more detailed information on their finances.

The government-wide financial statements can be found beginning on page 19 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The City of Morristown, like other
state and local governments, uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. All of the funds of the City of Morristown can be divided into two categories:
governmental funds and proprietary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions reported
as governmental activities in the government-wide financial statements. However, unlike the government-
wide financial statements, governmental fund financial statements focus on near-term inflows and outflows
of spendable resources, as well as on balances of spendable resources available at the end of the fiscal year.
Such information may be useful in evaluating a government’s near-term financing requiremnents.

Because the focus of governmental funds is narrower than that of the governmeni-wide finaneial statements,
it 1s useful to compare the information presented for governmental fimds with similar information presented
for governmental activities in the government-wide financial statements. By doing so, readers may better
understand the long-term impact of the government’s near-term financing decisions. Both the governmental
fund balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund
balances provide a reconciliation to facilitate this comparison between governmental funds and governmental
activities.

The City of Morristown maintains three individual governmental funds: Information is presented separately
in the governmental fund balance sheet and in the governmental fund statement of revenues, expenditures,
and changes in fund balances for the general fund and the solid waste fund, both of which are considered to
be major funds. Data from the other governmental fund are combined into a single, aggregated presentation.
Individual fund data for each of these nonmajor governmental funds is provided in the form of combining
statements elsewhere in this report. '

The City of Morristown adopts an annual appropriated budget for its general fund. A budgetary comparison
statement has been provided for the general fund to demonstrate compliance with this budget.

The basic governmental fund financial statements can be found beginning on page 19 of this report.

Proprietary funds. The City of Morristown maintains one type of proprietary fund. Enterprise funds are
used to report the same functions presented as business-type activities in the government-wide financial
statements. The City of Morristown uses enterprise funds to account for its water, sewer, storm water,
telecom and electric systems.

Proprietary funds provide the same type of information as the government-wide financial statements, only in
more detail. The proprietary fund financial statements provide separate information for sewer, water, electric
and telecom systems, all of which are considered to be major funds of the City of Morristown. The storm
water system is not considered to be 2 major fund, however it is presented separately in the proprietary fund
financial statements because it is the only other proprietary fund.
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The basic proprietary fund financial statements can be found on page 26 of this report.

Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to the
financial statements can be found on page 31 of this report.

Other information. In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information concerning the City of Morristown’s progress in
funding its obligation to provide pension benefits to its employees.

Government-wide Financial Analysis
As noted earlier, net assets may serve over time as a useful indicator of the government’s financial position.

In the case of the City of Morristown, assets exceeded liabilities by almost $132.2 million at the close of the
most recent fiscal year. Net assets increased by $5.8 million for the period.

City of Morristown's Net Assets

Governmental activities Business-type activities Total
2009 2008 2009 2008 2009 2008

Current and other assets $27,580,034 $29,939,576 $31,314,824  $29,957,381 $ 38,894,858 § 59,896,957

Capital assets 55,325,232 54,935,491 134,648,347 126,407,923 189,973,579 181,343,414
Total assets 82,905,266 84,875,067 165,963,171 156,365,304 248,868,437 241,240,371

Long-term liabilities

outstanding 21,818,617 23,519,019 60,758,742 56,046,452 82,577,359 79,565,471

Other liabilities 14,709,605 16,836,687 19,420,581 18,486,664 34,130,186 35,323,351
Total Lkabilities 36,528,222 40,355,706 80,179,323 74,533,116 116,707,545 114,888,822

Net assets:

Invested in capital assets,

net ofrelated debt 43,754,778 41,772,607 73,440,732 68,057,045 117,195,510 109,829,652

Restricted 2,736,718 2,746,754 1,331,951 0 4,068,669 2,746,754

Unrestricted (114,452) 0 11,011,165 13,775,143 10,896,713 13,775,143
Total Net assets $46,377,044 $44,519,361 $85,783,848 $81,832,183  $132,160,892 §126,351,549

By far the largest portion of the City of Morristown’s net assets (88.7%) reflects its investment in capital
assets (e.g., land, buildings, machinery, and equipment); less any related debt used to acquire those assets
that is still outstanding. The City of Morristown uses these capital assets to provide services to citizens;
consequently, these assets are no¢ available for future spending, Although the City of Morristown’s
investment in its capital assets is reported net of related debt, it should be noted that the resources needed to
repay this debt must be provided from other sources, since the capital assets themselves cannot be used 1o
liquidate these liabilities.

An additional portion of the City of Morristown’s net assets (3.1%) represents resources that are subject to

external restrictions on how they may be used. The remaining balance of umrestricted net assets
(510,896,713) may be used to meet Morristown’s ongoing obligations to citizens and creditors.
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At the end of the current fiscal year, the City of Morristown is able to report positive balances in two of the
three categories of net assets for governmental activities, and all three categories of net assets for business-

type activities. The general fund had a negative unrestricted fund batance of $114,452 on June 30, 2009.

Revenues:

Program revenues:
Charges for services
Operating grants &
contributions
Capita] grants &
contributions

General revenues:
Property taxes
Sales tax
Intergovemmental
Other

Total revenues

Expenses:

General govermment
Public safety
Public works
Economic development
Parks & recreation
Civic support
Aimort
Miscellanecus
Interest on long-term debt
‘Water
Sewer.
Storm water
Electic
Telecom
Total expenses
Increase (decrease) in net
assets before transfers
Transfers
{Increase (decrease) in net
assets
Net assets - July 1, 2008
Prior period adjustment
Net assets - June 30, 2009

City of Morristown's Changes in Net Assets

Governmental Activities Business-T ype Activities Total
2009 2008 2009 2008 2009 2008
$ 1,557,509 § 1,187,253 $91,526,394 § 82,284,354 $ 93,083,903 $ 83,471,607
1,454,660 888,336 - 1,454,660 888,336
312,160 1,546,886 546,085 55,500 858,245 1,602,386
8,766,697 9,521,787 - - 8,766,697 9,521,787
10,389,929 9,446,110 - 10,389,929 9,446,110
2,813,264 3,834,117 - - 2,813,264 3,834,117
4,319,799 3,763,385 161,484 387,820 4,481.283 4,151,205
29,614,018 30,187,874 92,233,563 82,727,674 121,847,981 112,915,548
3,807,015 4,729,356 - 3,807,015 4,729,356
13,721,953 14,938,433 - - 13,721,953 14,938,433
5,536,365 12,760,354 - 5,536,365 12,760,354
464,294 1,117,549 - - 464,294 1,117,549
2,070,840 2,404,471 - 2,070,840 2,404,471
496,633 558,723 - 496,633 558,723
302,588 573,847 - 302,588 573,847
591,654 785,032 - - 591,654 785,032
- - 5,172,597 5,056,029 5,172,597 5,056,029
- 7,108,351 6,760,588 7,108,351 6,760,588
- - 543,434 436,016 543,434 436,016
69,522,516 61,105,276 69,522,516 61,105,276
- - 6,914,905 6,907,546 6,914,905 6,907,546
26,991,342 37,867,765 89,261,803 80,265,455 116,253,145 118,133,220
2,622,676 (7,679,891) 2,972,160 2,462,219 5,594,836 (5,217,672)
735,507 731,014 {735,507) (731,014) -
3,358,183 (6,948,877) 2,236,653 1,731,205 5,594,836 (5,217,672)
44,519,361 32,735,022 81,832.188 80,100,982 126,351,549 112,836,004
(1,500,500) 18,733,216 1,715,007 - 214,507 18,733,216
$46,377,044 §44,519,361 $ 85,783,848 § 81,832,187 $132,160,892 $126,351,548
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The graph below presents the major sources of revenue for governmental activities.

Revenues by Source-Governmental Activities

Capital grants &
contributions, 1%

Property Taxes, 30%

Intergovernmental, 9%

Operating grants & _~
contributions, 5%

Charges for services,
5%

Other, 15%

Local Sales Tax, 35%

The City’s reliance on the sales tax for over a third of its revenues has contributed to the decline in reserves
over the last three fiscal years. Taxable sales declined 1.54% from FY 2007 to FY 2008, and an additiona]
7.1% from FY 2008 to FY 2009. Gross collections increased by $943,819 for the fiscal year due primarily to
an increase in the local option sales tax rate. The local option sales tax rates and how it is divided is as
follows:

City of Morristown/Hamblen County Local Option Sales Tax Rate

FY 2007 FY 2008 FY 2009 FY 2010

City portion 1.250% 1.250% 1.500% 1.375%
Courty portion 1.250% 1.250% 1.250% 1.375%
Total rate 2.500% 2.500% 2.750% 2.750%
Ctty collections $ 9,594,019 § 9,446,110 $ 10,389,929

12



The property tax continues to be a stable revenue source for the City. However, for FY 2009 collections
were more than $755,000 less than FY 2008 due primarily to a decrease in the property tax rate from §1.37
to $1.22. This $0.15 reduction was implemented by City Council in response to local voters’ successfully
passing a referendum increasing the local option sales tax rate for Morristown from 2.5% to 2.75%.

Intergovernmental revenues received by the City can vary when there are projects managed by the City but
paid for primarily by other entities, such as the State of Tennessee or federal government. For FY 2009 the
City managed and/or paid for and was subsequently reimbursed for several projects including caisson work
at the Vifan site and expenditures for the Lakeway Area Metropolitan Transportation Planning Organization.

Expenses and Program Revenues for Business-Type Activities

$80,000,000

570,000,000

560,000,000

550,000,000

$40,000,000

$30,000,000

$20,000,000

$10,000,000
., HuHE I N

Water Sewer Storm Water Electric Telecom

M Expenses Program Revenues

Financial Analysis of the Government’s Funds

As noted earlier, the City of Morristown uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental funds. The focus of the City of Morristown’s governmental funds is to provide information
on near-term inflows, outflows, and balances of spendable resources. Such information is useful in assessing
the City of Morristown’s financing requirements. In particular, unreserved fund balance may serve as a
useful measure of a government’s net resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the City of Morristown’s governmental funds reported combined

ending fund balances of $2,622,266 a increase of $649,755 in comparison with the prior year after a prior
period adjust of $1,500,500 is taken into account.
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The general fund’s fund balance increased $688,031. This was due to the recognition of $564,526 of
unexpended bond proceeds and eleven months of local option sales tax rate of 1.5%, as opposed to 1.25% for
FY 2008 and 1.375% that will be effective for FY 2010. The general fund’s unreserved fund balance is a
negative $114,452.

On June 30, 2009 the general fund had an interfund loan payable to the sewer fund for $1,241,512. This loan
was required to allow the general fund to continue its day-to-day operations. The general fund also had
$565,526 of unexpended bond proceeds as of June 30, 2009.

The solid waste fund is used to account for the City’s sanitation and recycling operations. The solid waste
fund’s operations are funded entirely by the general fund. The debt service paid by the solid waste fund is
funded entirely by the Morristown/Hamblen County Solid Waste Authority. The City receives an amount
equal to the annual debt service expenditures each year. The debt was issued by the City and ultimately the
City is responsible for its repayment should the Morristown/Hamblen County Solid Waste Authority be
unabie to meet the obligation.

Proprietary Funds. The City of Morristown’s proprietary funds provide the same type of information
found in the government-wide financial statements, but in more detail.

The City’s sewer fund suffered a decrease in net assets of $886,542 for FY 2009. This was due primarily to
a significant decrease in sewer charges. Several large industrial users reduced their usage during the year
due to the effect the unfavorable economic conditions have had on their businesses, The sewer fund
purchased an additional wastewater treatment in the Lowland community on June 30, 2009, The purchase
price was $750,000 payable on June 30, 2009, plus a minimum payment of $182,500 per year for the next 25
years. The present value of these future payments ($2,850,233) has been recorded as a long-term debt and is
listed as such. Additional long-term debt was issued to fund energy improvement projects for $1,710,000
and general sewer construction projects for $1,805,275. As of June 30, 2009, approximately $1,500,000 of
the bonds issued for the energy improvement projects had not been spent.

The storm water system had operating income of $22,939 for the fiscal year in its second year of operations.
During FY 2009 the infrastructure assets from the general fund that are a part of the storm water system were
transferred to the storm water fund, as well as the equipment utilized for storm water operations. This
transfer represents the large bulk of the $1,712,345 prior period adjustment to the storm water net assets. On
June 30, 2009 the storm water fund had a $649,477 outstanding interfund loan from the sewer fund. This
loan was necessary to allow the storm water fund to continue to operate during the fiscal year and will be
necessary for the future if the revenue structure does hot change substantially. The storm water fund does
not have any debt.

Unrestricted net assets of the Morristown Utility Commission, which operates electric, water, and telecom
service for the City, at the end of the year, amounted to $10,635,767, an increase of $1,686,615. The
Morristown Utility Commission debt decreased by $186,527. The telecom system issued $615,000 of new
debt to fund the expansion of the system. For a more thorough discussion of the Morristown Utility
Commission’s finances readers should consult the Comprehensive Annual Financial Report issued by the
Commission for FY 2009.
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General Fund Budgetary Highlights

Differences between the original budget and the final amended budget for FY 2009 can be briefly
summarized as follows:

$477,289 in increases allocated to Energy Systems Group for the installation of energy related
upgrades to city owned facilities.

$429,545 in increases allocated to the Morristown-Hamblen Library.

$310,873 in increases allocated to VIFAN improvements.

$295,000 in increases allocated to the Narcotics Fund.

$198,961 in increases allocated to airport improvements.

$76,087.05 in increases allocated to transfer to the Solid Waste Fund

The increases were funded from grants and grant sources, fund balance, and bond proceeds.

Additional budgetary highlights for FY 2009 included:

The property tax rate was reduced by $0.15 from $1.37 to $1.22. The decrease was due to the
approval by the voters in May 2008 to increase the local option sales tax rate from 2.5% to 2.75%.
Motristown City Council pledged to reduce the property tax rate by $0.15 if the voters approved the
sales tax increase.

All eligible employees received a 2.5% cost-of-living adjustment on July 1, 2008.

The city opted to move its group health insurance to a self-funded basis.

Capital Asset and Debt Administration

Capital assets. The City of Morristown’s investment in capital assets for its governmental and business type

activities as of June 30, 2009, amounts to $ 55.3 million and $ 134.6 million, respectively (net of
accumulated depreciation). This investment in capital assets includes land, buildings, improvements other
than buildings, equipment, infrastructure and construction in progress.

City of Morristown's Capital Assets
(net of depreciation)

Governmental Activities Business-Type Activities Total
2009 2008 2009 2008 2009 2008

Land 7,919,279 7,864,862 7,919,279 7.864,862
Buildings 10,915,441 11,096,654 10,915,441 11,096,654
Improvements other
than buildings 2,377,858 2,796,312 - - 2,377,858 2,796,312
Machinery &
equipment 3,696,716 3,943,626 - - 3,696,716 3,943,626
Infrastructure 30,415,938 28,713,507 30,415,938 28,713,507
Utility plant and
equipment - 132,262,985 118,266,499 132,262,985 118,266,499
Construction in
progress 2,385,362 8,141,424 2,385,362 8,141,424
Total 55,325,232 54,414,961 134,648,347 126,407,923 189,973,579 180,822,884
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Additional information on the City of Morristown’s capital assets can be found on page 37 of this report.

Long-term debt. At the end of the current fiscal year, the City of Morristown had total bonded debt
outstanding of § 85.8 million; of this amount $23.2 million comprises net direct debt of governmental
activities. The remainder of the City of Morristown’s debt represents bonds secured by specified revenue
sources and the full faith and credit of the government.

The general fund issued $1,290,000 of bonds for energy projects to be completed on items in the general
fund. As of June 30, 2009, $565,525 was unexpended from this bond issue. The City was also able to obtain
a $183,604 interest-free loan from the State of Tennessee. This loan was used to fund a portion of the City’s
share of the renovations to the library. It will be the responsibility of the general fund to pay back this loan
over a seven year period.

The City continues to rely heavily on variable rate debt, with $63.4 of the total outstanding debt in a fully
variable rated product. The telecom system’s outstanding debt of $20,115,000 consists entirely of a variable
rate product,

In an effort to diversify itself from the risk of variable rate debt the sewer system has completed its second
year of participating in the State Revolving Fund program. This program is administered by the State of
Tennessee and allows the City to access long-term debt at a fixed favorable rate. The current outstanding
debt for the SRF program carries a fixed rate of 2.06%. Not all projects the sewer system borrows money for
will be eligible for the SRF program.

In FY 2009 the City refinanced $13,851,317 of debt in the general fund and $12,423,683 of debt in the sewer
fund. The Morristown Utility Commission refinanced $19,500,000 of debt in the telecom system. All of the
new debt issued for the refinancing was done through the Tennessee Municipal League Bond Fond and are
variable rate products. The following is a brief summary of the City’s long-term debt by fund:
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City of Morristown's Long-Term Debt
Balance Balance
July 1, 2008 Additions - Reductions June 30, 2009

Governmental activities

General fund L) 24008317 % 13,951,219 % 15,438,122 § 22,521,414

Solid waste fund §75,000 - 210,000 665,000
Total governmental activities 24,883,317 13,951,219 15,648,122 23,186,414
Business-type activities

Sewer system 24,148,418 19,673,690 14,205,675 29,616,433
* Storm water system - - . "

Electic system 2,488,123 - 215,505 2,272,618

‘Water system 11,214,285 - 586,022 10,628,263

Telecom system . 19,500,000 20,115,000 19,500,000 20,115,000
Total business-type activities 57,350,826 39,788,690 34,507,202 62,632,314
Total Debt 3 82,234,143 § 53,739,909 3 50,155,324 § 85,818,728

Additional information on the City of Morristown’s long-term debt can be found on page 43 of this report.
Economic Factors and Next Year’s Budgets and Rates

e The unemployment rate for the City of Morristown was 12.1% for November 2009, which is an
increase from a rate of 7.8% a year ago. This compares to the state’s average unemployment rate of
10.3% and the pational rate of 10.0%.

¢ Inflationary trends in the region compare favorabiy to national indices.

Taxable sales were down over 7% in FY 2009 when compared to FY 2008. In addition to the
decline of taxable sales, the local option sales tax rate for the City’s general fund went from 1.5% in
FY 2009 to 1.375% for FY 2010. As a result the City was forced to cut over $1 million of personnel
costs in the FY 2010 budget.

e Sewer revenues dropped over eight percent in FY 2009 when compared to FY 2008. Sewer rates
were increased by 8% for FY 2010.

In November 2009 of the current fiscal year management informed City Council of a projected shortfall of
over $900,000 in the general fund. As a result management recommended to City Council about $940,000 in
mid-year reductions in order to avoid a negative change in fund balance for the year. Some of the reductions
involved reducing employees’ hours, eliminating vacant positions and making cuts to general operations.
Council approved the recommendations and management is continuing to closely monitor the current fiscal
year.

All of these factors were considered in the preparation and continual monitoring of the City of Motristown’s
budget for the FY 2010.

17



Requests for Information

This financial report is designed to provide a general overview of the City of Morristown’s finances for all
those with an interest in the government’s finances. Questions concerning any of the information provided in
this report or requests for addition financial information should be addressed to the City of Morristown,
Finance Department Director, P.O. Box 1499, Morristown, Tennessee 37816-1499. The Comprehensive
Annual Financial Report and other information about the City may be found on the City’s website
Www.mymorristown.com, as part of our continuing usage of advancing technology and e-commerce.
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City of Morristown, Tenhesses
Statement of Net Assets
June 20, 2008

ASSETS
Cash and cash equivalants
Receivables (net of allowance
for uncollectibles)
Inventoriss
Accrual for unbilled revenue
Due from others
Due from other funds
Interfund loans - current
Discounted energy units
Other current assets
Restricted assets:
Temporarily restricted:

Investments
Capital assats (het of accumulated
depreciation):

Land

Buildings

Improvemnents

Equipmerit

Infrastructure

Utility ptant and equipment

Construction in progress
Real estate-non-operating:
Accounts receivable - long-term
Intesfund loans receivable - long term
Discounted energy units less current portion
COther assets
Plant acquisition adjustments

Total assets

LIABILITIES AND NET ASSETS
Liabilities
Accounts payable

Accrued expenditures and other current liabilities

Due to cthers - bonds and deposits
Dug to other funds
Interfund payabte
Customer deposits
Uneamed revenue
Advances
General bonded debt
Due within one year
Due in more than one ysar
Capital lease obligation
Due within ane year
Due in more than one year
Loans from Gensral Fund
Due within one year
Due in more than cne year
Compenseted absences:
Estimated to be paid within one year
Estimated to be paid after cne year
Total liabilities

Net assets
Invested in operating capital assets
net of related debt
Restricted for:

Uncotmpleted contracts and encumbrances

Nareotics

Reserve for interfund advance
Reserve for insurance and retirement
Reserve for building maintenance
Reserve for economic downtum

Reserve for unexpended bond proceeds

Other reserves
Unrestricted

Total net assats

Primary Government
Government Business-Type
Activities Activities Eliminations Total
$ 63,885 $ 9,285,330 $9,350,015
14,757,792 8,073,730 22,831,522
38,802 1,275,244 1,312,136
1,841,048 1,841,048
2,086,392 (2,066,392)
28,003 8,402,815 (8,875,503) (444,685)
155,000 - (155,000) -
110,812 110,812
23,624 51,775 75,350
26,085 308,502 337 487
7,818,278 7.819,279
10,815,441 10,915,441
2,377,858 2,377,858
3,698,718 3,898,716
30,415,838 30,445,938
132,262,985 132,262,885
2,385,362 2,385,362
11,720,522 11,729,522
485,000 (485,000) .
206,727 286,727
25851 1,028,544 1,288,065
565,905 585,805
3 82,805,266 $ 165,963,171 $ (9,591,865) $ 239,276,542
$ 1,324,232 £ 4,977,853 § 6,301,885
318,249 2,345,808 2,665,057
32,748 32,748
B,872,102 (6,672,102
1,241,512 648,477 (*,890,989) .
2,175,278 2,175,276
10,050,984 247 870 (78,804) 10,220,150
54,622 54,622
1,696,359 1,764,455 3,460,814
21,490,055 60,217,859 81,707 914
27,415 27415
45,863 45,883
156,000 {155,000) .
495,000 (495,000}
259,521 258,521
778,582 50,802 628,365
37,193,222 80,179,323 (9,591,805) 107,780,650
43,089,778 73,440,732 116,530,510
775,905 1,331,951 2,107,856
3198 3,188
918,886 919,866
185,000 185,000
180,000 160,000
100,000 100,000 -
564,526 564,528
28,222 28222
{114,452) 11,011,165 10,896,713
5 43,712,044 5 85,783,848 $ - $ 131,495,802

The notes to fihancial statemsnits are an integral part of this statement.
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City of Morristown, Tennessee

Balance Sheet
Governmental Funds
June 30, 2009
Total
Solid Waste Narcotics Governmental
General Fund Fund Funds
ASSETS
Cash and ¢ash equivalents $ - % 62987 % 698 % 63,685
Receivables (net of allowance
for uncollectibles) 14,712,584 32,248 12,960 14,757,792
Due from other funds 28,003 - 28,003
Interfund loans receivable -current 155,000 - = 156,000
Inventories 38,892 - 38,802
investments 28,995 - . 28,995
Prepaid expenditures 23,624 23,624
Interfund loans receivable -long term 495,000 - - 495,000
Total assets § 15482008 § 95235 § 13858 § 15590991
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable $ 1,231,693 $ 89947 % 2592 § 1324232
Interfund payable 1,241,512 - - 1,241 512
Due to others 32,748 - - 32,748
Accrued expenditures 306,094 5,288 7,867 319,242
Unearned revenue 10,050,984 - - 10,050,984
Total liabilities 12,863,031 95,235 10,459 12,968,725
Fund balances:
Reserved for:
Uncompleted contracts 650,217 . - 650,217
Narcotics e £ .
Reserve for interfund advance 919,866 = 919,866
Reserve for insurance and retirement 185,000 185,000
Reserve for building maintenance 180,000 160,000
Reserve for economic downturn 100,000 100,000
Reserve for unexpended bond proceeds 564,526 564,526
Other reserves 28,222 - - 28,222
Unreserved (114,452) 3,199 (111,253)
Fund balance - reserved for
encumbrances 125,688 - F 125,688
Total equity 2,618,067 - 3,199 2,622 266
Total liailities and fund equity $ 15482008 § 95235 § 13,658

Amounts reported for governmental activities in the statement

of net assets are different because:

Assets not used [h operations - z . 11,720522

Capital assets used in governmental

activities are not financial resources and,

therefore are not reported in funds - - - 55,325 232
Long-term liabilities, incfuding bonds payable are not due and

payable in the current period and therefore are not reported

in the funds - - - (23,964.976)
Net assets of governmental activities $ 45712044

The notes to financial statements are an integral part of this statement.
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City of Morristown, Tennessee

Reconcilation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of Governmental Funds
to the Statement of Activities

Year Ended June 30, 2009

Amounts reported for governmental activities in the statement of activities are
different because:

Net change in fund balances--total governmental funds $ 649,755

Governmental funds report capital outlays as expenditures. .In the
goverment-wide financial statements, capital asset additions are reported
as additions to capital assets. 3,870,105

In the government-wide financial statements, certain capital assets are
depreciated. In the governmental basis financlal statements, capital assets
are charged to expenditures, therefore, depreciation is not taken. (3.480,364)

The issuance of long-term debt (e. g., bonds, leases) provides current financial
resources to government funds under the governmental fund basis, but is
considered an increase in debt in the governmeni-wide financial statements. (13,215,873)

The payment of long-term debt is reported as an expenditure in the
governmental funds financial statements but is considered as a reduction
in debt in the city-wide financial statements. 15,648,122

The payment of bond issue expense is considered an expenditure in the
governmental financial statements, whereas in the city-wide financial
statements are considered assets and are amortized.

Compensated absences are considered expenditures when paid on the
governmental fund basis, but in the government-wide financial statements
are considered expenses as incurred. (778,562)

Government funds financial statements report property taxes collected within
60 days after the close of the fiscal year as revenue under the modified
accrual basis, whereas the government-wide financial statements reported
these revenues on the accrual basis.

—— e

Changes in net assets of governmental activities $ 2,603,183

The notes to financiat statements are an integral part of this statement.
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City of Morristown, Tennessee

Schedule of Revenue, Expendifures and Changes in Fund Balance -
Budget and Actual
Solid Waste Fund

Year Ended June 30, 2009

Variance with
Final Budget
Budgeted Amounts Actual Positive
Revenue Original Final Amounts (Negative)

Intergovernmental revenue $ - § 290644 240644 § 50,000
Expenditures

Sanitation 772,092 789,594 728,672 60,922

Landfill 640,000 640,000 677,406 (37,4086)

Recycling 210,187 210,187 224,786 (14,599)

Superfund 1,000 1,000 - 1,000
Debt service: ) -

Debt principal 240,644 240,644 210,000 30,644

Debt interest - - 30,644 {(30,644)

Total debt service 240,644 240,644 240,644 -
Total expenditures 1,863,923 1,881,425 1,871,508 9,917
Excess (deficiency) of revenues over

expenditures {1,863,923) (1,590,781) (1,630,864) 40,083
Other sources:

Transfers from General Fund 1,573,279 1,591,781 1,630,864 39,083
Net change in fund balance (290,644) 1,000 - 1,000
Fund balance, July 1, 2008 & - _
Fund balance, June 30, 2009 $ (290644) § . 1,000 $ - $ 1,000

The notes to financial statements are an integral part of this statement.

25



14

uswaels siy) jo Hed [2if)u) UB are sjuSLWeNes |ejoukLy O SaJ0L Bl

L4L'EDB'GOL $  zri'Zos'iT £60'408°2€ $  /y'zis'og GL6/98T $ ODE'ER'LP [3
ps'8z0') ZLE'15. ¥69'/9 Li8°21 BL5'ZOL Zre'ee
121'962 > £24'968 -
506'599 9zz'0eL 8.9'crr - -
rearo'bel GLZ'6GL'0Z 1£9'046'cE 65Z'06C'FE EPEVILLT 668'20L ¥
Z9e'cae's 98L' bl 6ZR'D/Q 18G'AZL L - 984'8ep
586'Z20Z'TEL 6r0'81.0'02 zZog'asz'ee B829°991'€E erE'rLLT €Ll 'ron'er
(F69'206'19) {1z2'8l6'e} (ris'vi0'81) (bac'RZ0'/2) (z18'9z¢'2) (c06'a6.'67)
648'0/5'LT 0£4'96B'€T 92£71E'LG Z9Z'eEL'09 SGLLFS'y SLO‘eOr'eL -
zog'soe Z05'80E -
oL GlLL'eZ GLE98L ¥r0'FE0'E 6I5'0l5'LE £60°L6 BSL'208'
orL'sLL'sT GiE'oss PrOFED'E 8/8'918°LT £50'LE 6G+'289'E
vrE'elT | - PrRZIY rZa'zes - o/g'/e
62l'Vg 6/2'8 r
zZig'otl - ZLe'oLlL . -
Bro'ipe't 195'z61 (o] 21N zoo're 5.0'80C
Z6E'890' - - cob'cilL 686'068'L
sie'zor'e l'sy _899'pGe'e =
oel'elo'a FLL'acs"s 160'29 G95'arY' L
DEC'S6Z'6 ¢  Oovsves ZEY'02E"T ¢  #be'ssl'e $ o8Iy $
jelo0) welsAs wosaja]l WesAc Jajess wRysAg 1emogd wasAg wiasis lomag
JaJRAN WD)
spuny aspdisjug

selnoy adf)-ssauisng

sjasse [gjo]

8]a8SE JaUD

uojpod juanno ss9; 'spun ABseus pajunoosig
uonepsdap

paje|nwncoe Jo e ‘sjuaLsnipe uapisinboe jue)d

sj@sse endes BN
ssatfoid W) uoporusuc)

uofjeardap paje|nwinoge ssan
agiuas L Juswidinba pue juelq
'sjesse |eyden

SjusuisaAl pRjaLsay
S)asse JuaLna fejo |

$J988E JUSLINO PSjIISIIUN [BJa|
AlojuaaL) ga|ddns pue sjeueew
SJBLIOISND O} §30UBARE JO 18U 'Welbold
Asfep, 9988aUUS| LUOY SSIUBADY
§]9SSE JWalND JBYIO
SN ASsua pajunaossip o uoad JusLIng
sI8Uio WoJ ang
3|deni@0ay UeoT punyau)
anuaAal Pa||lqun Joj [erudoy
SIaUio woy ang
8pUNS JAYJ0 wWoy ang
S80UBMD}fe JO JaU 'apki |
‘8|qeA80a) $jUNaooy
s]uafeanbs ysea pue ysen
‘8j@sse JUSLINo pajolsaIun
s)assYy

500Z ‘0g sunp

spung fugEudoly

SJ9SSY JON JO JUDIRIE)S
23SSAUUB L ‘UMOISLLION Jo Ao




12

'gjleleye;s esay) Jo Yed [eialu) UR alk sjUstLis)e)s [BI0UBLY aU) 0] $8j0U 8y |

L1L'E96'00L [3 ZrL'Z0L'LE £6D'20G'/E $ 4122896 [] SLE'49ET $ 00E'ELR' $
gr8'cal'ce (a0e'c0s's) 9E0'9TE'9T GLL'26T'Sy gLgoLL'L 289'vS6'LL
5oL'L L0 (209'262'c) 005'959°2 #20'CLZEL {rr6'g0k) Zhe'zes
LSB'iee'L Z05'808 21L'e zee'oeo'L
zeL'obr'es (66%'202) ¥E0'BSE'ET 1e'ze0'ze ErE'rLL'T £LZ'ZsL ol
£ze'sil'on 8r0'802'L2 Lo0'L8L L L Z0r'rie LL 666'2G9 £ir'858'6C
SPe'A0S'09 £gg'00L'0Z 196'008'6 601L°280'2 - 985'064'8Z
£08'0G £08'0G
000'S6Y N ~ 000'sel N
658'212'09 ~~000'sLL'02 - 196'C0E'6 » 60L'280'C £8.'682'02
£9e'sh ~£88'5F
8./'69E'6L GoL'2p0'L #60'08€'3 £62'212'6 86E'268 £28'180°)
ZZe'Ps 729'vs
000'58L ~ DOD'SSL
GoF oL L - 962°C19 .~ BOG'GLZ 059'0/8
LiF'6r9 £17'6D
Sty'Lz - GL¥'2E
E4S'E0F FPEO'TEL 0Se'sT B8LESE
[oara i coP'e6 zae' Loy gLz LLE') 0Z6'7 0Sz'ElL
9.2's2L'z z0g'sg v11'601'2
048'I¥E 0./6'¥T
¥1.2'008 rl2'0gg
fee'LLr'e 299'v5e'e L'y £/5'8
£69'L16' $ LLL'BEL Q90'eo ¢  0ZLv09'F $ zoo's ¢  pee'eol $
ol weysAs wodejal Wa)SAG IJeA W2SAG Jam0d waysis WNSAS JAMIS
Jajef wiols
spungd asudisjug
sapiApoy edAy-sseuisng

£]9SS® jal1 pue SaiE(Igel| (830l

(oyep) s1ass8 Joul [Rjo]
(yoyep) sjasse 1ou pelOUisSaIUN
pajolijsay
1qep paje|al Jo j8U ‘sjesse [eudes U] paissau|
:(Houep) sjesse JoN

Seliqe) (el

S3JHAE|| JUBUNT-LOL [Bj0L
$agUasqe pajesusdwon
pund [2lausag) Lol sUBDS
uojped Jualno sss)| - Jgap Wisl-BuoT
uoiprod Juaind ssa) ‘uciyeBiiqo asea| )ded
‘Saflicey JUslnauoy

SafIgE) UBLND (B0,

813LLOISND 0} SaoLeApE Jo Jau 'Welbord
pund [eIsUan) WoYy sueoT
1aep Wiar-Buol Jo uojuod Juaung
ajqeded punuau|
uojeBiige ases| |eydeo Jo uotpod JusLRD
salligey paniooe JayiD
sal|ice) pelejal [joded paniooy
sysodep Jawosng
sanuaasl paliajeg

umajsulol Jo Ao

spury JaLo ¢} ang

aped|

BigeAed sjuncooy

‘Saljllige) uaun)
SIassy J9N pue santIgRiT

600Z ‘0g aunp

spund fsejapdold

5]9SSY JoN JO ULl ES
BISSDLUUD L ‘UMOISLIOWN Jo AND




8e

Justusiess siyj Jo Led [eBajuy L Sl SjUatuse]s [BjoueUy S} o) SSjou Bty |,

gra'esl'ce ¢  (90£'s0g's) ¢ ofo'oze'ez ¢t GLi'ieZ'ey ¢ o1g'oll'LT ¢ 198'¥GR'AL
G6L IPS'E] cmm. 168'v) L08'201'sT 86.'CEZL'EY zl2'see’} 6zZr'Lye'sl
2o0'Gi2' - - . SE'ZE'L 2992
g81'zes'Ls (1g5'188'Y) Zog8'201'sg 86/ 'cZL'Er (cc9'ove) 19/'geg'sl
£59'9EZ'Z (s62'c19) 6ZZ'8LT'L LIB'ELL'E r08'Pre (Zrs'oss)
(Log'sel) {ozo'ze) (Le¥'c0l) - -
ozzZ'olL = - . 0zz'041
gog's/e - 000'¥G - coR'lee z
Gi0'9ZF'2 (css'cLo) erz'osl'L vor'lia'e 6E6'TT (z8s'ac0'l)
(goc’oor'L) (552269 {(ZE0'v8e) J0E7S - (e8g'zeg)
(zea'og'L) (LLp'sps) (ze0'L2e) {b0s'1.9} - {Gb¥'ee0)
¥8r'1Lo1L alL'L 566'08 Liz'all - 295
Srr'ozs's (000'94) 98z'0BF’L 260'eZ8'T BEB'ZE (s/9'cey)
LG6'669°48 reb'608's 6oc'Lea'y Zig'ogr'e9 YEF'EPS 906'r.F'D
652'€6 - zZs6'or 082S + -
909'692 89€'Ge T 9eZ'vroe - :
9e5'c0.'9 205151 SLF26LL 80E'¢LB'L £or'seZl BrR'GLE'L
¥81'284 - - ¥8i'LeL 3 5
oEe'ees's £8L°y02 cin'ler /BZ'60L°E 096'es Lzo'ale
z/e'eel'ol 18€'895"Y g£ze'sal's oze'vLy'y 110" voE 1e0'182'Y
2c0'60E'09 - : 859'69E'00 - g
¥6E'92S' 16 PEV'EBT'S L68'LEE'D B0.L'ERZ'EL £lE'08G 220'LS0'D
168'9/5'1L gzr'es ¥oz'09 80S'vRL'L - LG/'o8T
¥8L'2EL val'lel
Zze'ob's 228'0ir's - . - -
L6¥' ¥ 'e8 % v $ vo'Liz'e $ LoT'6EL L $ £ig'995 $ 0LT'vol's $
[e30o] we)sAg wooaa ), waysAg Ia)epn Wa)sAs Jamod waysis wasAS Jlamas
lajepn wWIoIs

spund aslidiajug
sanIAoYy adf)-sseuisng

SJ555Y J9N pund Ul $8DUBUD PUE 'sosUadyy 'enusAsy Jo JUSWIDEIS

Bujpus - sjesse JoN

pajejsal se
‘1ed Jjo BuuuiBaq Je (yosp) sjesse 1N

swisnipe poused sold

peyegs Alsnolneud se
‘Jeaf Jjo Buuuibag 1e {jloyap) sjesse JaN

sjesse Jau U] sebueyn

umeysiliop Jo A0
0} sjuawwAed Juajeanba xe)) jno sisysuer)
$20} de} - suojjnguuos euden
sladojarap Lol suopnguLoD

$J3JSUBRI] pue SUoINGLILeo 3lojag (SS0]) Bwoou)

(asuadxs} awoau JaLjo JaN
osuadxe jsalaju|
BLUOSL) JUSLLISBAL|
:{asuadyxe) awwoaul JsUI0

(ss0)) swoou) Buneladg

sasuadxs Bujesado |ejo]
SnoaLe|iaosIiy
saxe]
UonezILIoWE pUE Lopeaidag
posr) saojlag punusiul
2oUBUUIEYY
suoneladey
paseyaind Jomod
:s9suadxa Buneradp

sanuanad Bujjesede o)
sanuane) Bunesado Jeio
PEPIACI] SRS punyaul)
$9|es pueqpeo.s
sajes passely
rsanuaaay Buijesado

600Z ‘0 Bunp papu3g les)
spung Arejalidold

29553UUR |, 'UMO}SILIO JO A3t



62

0£E'562'6 ovS'veL ¢ Zev'oze's ¢  tE'esl's - $  yoE'IY

/86'€19'0 8GO°ELL'} 05Z'099'tL E0E'980'E (Lee'z09) 298°GLY'L

£v'189'E (815'8L€) ore'vree LO'ZLL'E L68'299 E6'eie'l)
(g1'ze0's) {1e0'o0L'L) (eBo'z8")) {9g8'695'7) (Lzo'sl) (2451L20°E)
000'GL9 000'G19

(zeg'195'L) (L2¥'eps) {zen' Lze) (+os'19) (c¥¥'eeo)
(Fac'e) {rac'e)
(zgi'zes')) (zzo'ogs) (cog'sLz} (Gsl'LE0'L)
cog's/e 000'vS cog'LZE

- £78'79E ¥i'655 (19/'128)
(00s'9Z1'EL) (6vg'cos’t) (ozo'e/s'L) (Z89'022'1) (ogg'see) {€92'2e6'L)
(z6e'22) {vee'on) (gco't)

0Lz'6zZg'9 olLZ'6zs's
SOv'vS1 oL’ 916'6Z LLgoLl - 795
(620'2) (6/0'7)

ver'1Lol oLt §66'0E LE'aLl 295
186'225 {ozo'ce) {28¥'c02) 27879 110’609
fay'ase’ ) 127'6v9 LLO'809
{£0c'cEL) {(ozo'ze) {28¥'€0)

ZES'OED'LL 161'Els PE0'BZS'E c.1'629'0 GEP'9E 160'e80'L
(c16'140'D (zZos'os) {Fev'ooe’)) (eer'ora’c) (925'262) {szz'164)
(ce6'208'52) (1c9'862'V) (bes'29b'T) (r2g'0L2'c9) (ova‘zsL) (g00'zSL')
L19'ErE'L 218'epZ'L

L29'ZE2'T6 957'¢62'9 $  zio'ere's $  ezL'Ter'Es L0g°1L8% $  vee'leg's

1BJ0L wajsAs waysAs waysAs we)sAg waysisg
[TTLLETET Iajeph 1amod 19MIS LIoYS lamasg

spung asudiajuy
saiIAnoyY adf -ssauishg

Bujpue ‘susjeainbs yseos pue yseo
BuuuBaq ‘sjusjeanbs yseo pue ysen
sjuajeanba yseo pue yseo u| (asealoap) eseslou|

safIAoe Buouell Wol) SMOj) USED JaN

sBumolioq uua) Suo| Lol spessold

1gep uns) Buol uo pred 1sals|

S]S02 SOLBNSS| PUCY JO LUDREZRIOLWY

j9op wud} Buo| uo sjuswded |edpulig
sa9) dej - suojnquoo [eyden

siadojarsp Woly sUOINALIUOD

saoueape (sjuswAedal) punjseluy
sjoesse |eydeo o) suoilippe JoN
siuaw)snipe uoisinboe Jueld o} suolppe 19N
suoieBigo ssey [eNdes uo sjuswied
spaacoud puog
:saIAlloe Buroueuly
pojeiDl pue je)ided Wos) SMOl YseD

sa/A10E BUIjSDAL WIOL) SO} USED JON
sjususaaul Jo (aseyaund) ajes
SJUSLIISIALI LIO PAAIZOa) JSaa)U|
:sa3IAl}0e BUsaAul WOY) SMO[) YseD

sapaoe Buisaall WO SMmoj) USED JeN
S22UBAPE pUhueU|
sjuswied
JuSEAINDa XBy) uMojsLLIop Jo A1) 0] SIajsSURL|
:sananRoe Suioureuly fejidesucu Woly sMe|) yseD

saljiaoe Bugeledo Aq pepiaold yses jon
seafojdule 0] pied ysen
sisjddns oy pled ysen
umolsLLIop Jo Al Wwoly panaoal yseD
SI9LUOISNO WO panpdal UyseD
:sapIAnoe Buneledo woly smoly Lsen

800Z '0¢ SUNp papud leay
spund feeeudold

S0} 4sED JO JUSRIEIS
398SBUUD ] ‘UMO)SLLION JO A)ID



oe

JuslsieEls siU jo Led [eibsju) Ue sle sjUSLUSIE)S [BIOURLL O] SOj0U SU |

Zes'een'Ll ¢ 2B2°Eil $  vEO'SZS'T ¢ Gll'6og'e $ sev'es $ L60'880'L & sa|jingoe Buesado Aq paplaosd yseo JeN
(cL6'on) (LLo'08) (Gev'al) vLL'G) 1405 S3[111|qe)] JeUiO
608'62E {gco'n) - ¥o8'ZEE sjuswiedard pue sysodsp Jswolsno
(reg'zas) (6og'15) (os'y) pas'egl (s6g'22) (02g9'co6) ejqeded sjunoose ape)|
(8L9'L1p) (oe2'16G) zoL'ie 208'tirL ¥8E'e sjesse J8ylo
(P21'1€) (g8c'0s} LLr'sE Kojueay sayddns pue seusiep
£61'251 - [F-TRIN A LBO'ET) 1= )1 snuaAal pajfiqun jo [eniaoy

LLO'B09 ajqeAlaa) sueo
pS0'ze. . - 08c'21¥ (2/5'v8) Zhz'ees algeABoa) SIUNCIoY

qey| pue sjesse Bujesado uf seBueyn

99¢'v0L > : 89g'v0l sjlun ABisus pajunodsip Jo uondwepay
WNO_.vwm = = mNO.vwm SjqeAlRDal SJUNODOE U0 S9Ss0| 10) uois|Aalg
9E5'e0L'e 205'1E5'L SLPLGL'L BOE'E6'L E97'SZ) 8ra'sle’l uonezilowe pue yoljeoaidag
(SPIAllOe m_.__umpmﬂ_o ulol) smoj yseo Jau
0] aLlodu| mczﬂmno S[uooal 0} wur__mc._umz.au(
082'E92's $  (oo0's) ¢  gsz'osy'l $  le0'eze'z $ ees'tT $ (zvS'ese) ¢ (ss0)) awoou) Sueredo
1sal}lAloEe
Bugesado Aq papinoid yses jeu
0} swoou) Bujjesado Jo uone|ioucosy
leloL waysisg waysig wosis Wa)SAS waysig
Woosse ) FLTTTY Jamod 12M95 ULI0}S 1aMmes

spungd aspdreug
sal|aloy =d4}-ssauisng



City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Morristown, Tennessee is a municipal corporation operating under the Council-Administrator form of
government. The City's major operations include police and fire protection, parks and recreation, public works,
sewer and general administrative services. In addition, the City owns and operates water, electric, and telecom
systems. The water, electric, and telecom systems are operated by a separate board appointed by the Mayor
and approved by City Council.

The City's financial statements are prepared in accordance with Generally Accepted Accounting Principles
(GAAP). The Governmental Accounting Standards Board (GASB) is responsible for establishing GAAP for state
and local governments through its pronouncements (Statements and Interpretations). Governments are also
required to follow the pronouncements of the Financial Accounting Standards Board (FASB) issued through
November 30, 1989 (when applicable) that do not confiict with or contradict GASB pronouncements. Although the
City has the option to apply FASB pronouncements issued after that date to its business-type activities and
enterprise funds, the City has chosen not to do so. The more significant accounting policies established in GAAP
and used by the City are discussed below.

In June 1999, the Governmental Accounting Standards Board (GASB) unanimously approved Statement No. 34,
Basic Financial Statements-Management’s Discussion and Analysis-for State and Local Governments. Certain of
the significant changes in the statement include the following.

¢« For the first time the financial statements include:

se A Management Discussion and Analysis (MD&A) section providing an analysis of the City’s overall
financial position and resuits of operations.

es Financial statements prepared using full accrual accounting for all of the City's activities, including
infrastructure (roads, bridges, etc.)

* Achange in the fund financial statements to focus on major funds.

These and other changes are reflected in the accompanying financial statements (including notes to financial
statements). The City elected to implement both the general provisions and infrastructure provisions.

A. Reporting Entity
These financial statements present the City (the primary government). There are no component units.
B. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e. the statement of net assets and the statement of changes in
net assets) report information on all of the non-fiduciary activities of the primary governments. For the most
part, the effect of inter-fund activity has been removed from these statements. Governmental activities, which
normally are supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support,

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment

are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function or
segment. Program revenues include 1) charges to customers or applicants who purchase, use, or directly benefit
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

from goods, services or privileges provided by a given function or segment and 2) grants and contributions that
are restricted to meeting the operational or capital requirement of a particular function or segment.

Taxes and other items not properly included among program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, even
though the latter are excluded from the government-wide financial statements. Major individual governmental
funds and major individual enterprise funds are reported as separate columns in the fund financial statements.

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 amounts and
disclosures. Accordingly, actual resuits could differ from these estimates.

C. Measurement, Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financia! statements.
Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless of
the timing of related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as soon as all eligible requirements imposed by
the provider have been met.

Governmental fund financial statements are reported using the current measurement focus and the modified
accrual basis of accounting. Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the government considers revenues to be
available if they are collected within 60 days of the end of the current fiscat period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However, debt service expenditures, as
well as expenditures related to claims and judgments, are recorded only when payment is due. Compensated
absences, consisting of unused vacation pay and others compensated absences, are not included in the
govermnmental basis financial statements, but are shown as a reconciling item and included in the city-wide
financial statements. Inventory costs are reported in the period when inventory items are used, rather than in
the period purchased.

Property taxes, franchise taxes, licenses, intergovenmentaf revenue, and interest associated with the current
fiscal period are all considered to be susceptible to accrual and so have been recognized as revenue during
the current fiscal period. All other revenue items are considered to be measurable and available only when
cash is received by the government.

The government reports the following major governmental funds:

The General Fund is the government's primary operating fund. It accounts for ali financial resources of
the general government, except for those required to be accounted for in another fund.

The Solid Waste Fund is the fund used to pay for all solid waste expenditures. Transfers are made from
the General Fund to meet these expenditures.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 1 — SUMMARY OF SIGNIFICANT ACCQUNTING POLICIES {Continued)

The government reports the following major proprietary funds:

Morristown Utility Commission oversees the water, electric and telecom activities. The sewer activities are
directed by the City Administrator.

Additionally, the government reporis the following fund types:
The Narcotics Fund is required by State of Tennessee.

Special revenue funds receive revenue from designated sources and transfers from the General Fund
and are expended for designated purposes.

Standards of accounting and financial reporting issued prior to December 1, 1989, generally are followed in
both government-wide and proprietary fund financial statements to the exient that those standards do not
conflict with or confradict guidance of the Government Accounting Standards. Governments also have the
option of following subsequent private-sector guidance for their business-type activities and enterprise funds,
subject to this same limitation. The government has elected not to follow subsequent private-sector
guidelines.

As a general rule, the effect of inter-fund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are charges between the government's enterprise funds and
various other functions of the government. Eliminafion of these charges would distort the direct costs and
program revenues reported for the various functions concerned.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenue
and expenses generally result from providing services and delivering goods in connection with a proprietary
fund’s principal on-going operations. The principal operating revenue of the enterprise fund is charged to
customers for sales and services. The City also recognizes as revenue the portion of tap fees intended to
recover the cost of connecting new customers to the system. Operating expenses for enterprise funds include
the cost of sales and services, administrative expenses, and depreciation of capital assets. All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses.

D. Assets, Liabilities, and Net Assets or Equity

1. Deposits and investments

The government's cash and cash equivalents are considered to be cash on hand, demand deposits, and
short-term investments with original maturities of three months or less from the date of acquisition.

2. Receivables and payables
Activity between funds that are representative of lending/borrowing arrangements and other activities that

are outstanding at the end of the year are referred to as either "due to/from other funds” or “advances
to/from other funds.” These have been eliminated in the govemment-wide statement of net assets.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

All trade receivables were considered collectible at June 30, 2009. Based on experience, an allowance
for uncollected property taxes of .1% of the tax levies for the past ten years is maintained.

Property taxes are levied as of January 1 on property values assessed as of the same date. Bills for
those taxes are usually mailed the first of July. A 2% discount is offered for payment within thirty days
after the bills are mailed. On December 1, any unpaid taxes become delinquent and a penalty of 4%% is
assessed with an additional 1% per month for additional delinquency. After one year and eleven months,
any unpaid taxes are sent to the County Clerk and Master for collection.

3. Inventories

All inventories are valued at the lower of cost or market. Inventories of governmental funds are recorded
as expenditures when consumed rather than when purchased.

4. Restricted Assefs

This represents constraints placed on the use of assets through external restraints imposed by creditors
(such as through debt covenants) or by grants, contributors, or laws and regulations of other governments
or constraints imposed by law or enabling legislation.

5. Capital Assels

Capital assets, which include property, plant, equipment, and infrastructure assets (.e., roads, bridges,
sidewalks, and similar items) are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. Capital assets used in the government-wide
financial statements are defined as those having an individual cost of more than $5,000 and an estimated
life in excess of two years. Estimated useful lives for the major classes of equipment were as follows:

Infrastructure (roads and streets) 20 years
Automotive 6 years
Other mobile equipment 12-15 years
Computer equipment 5-7 years
Buildings 15-60 years

6. Compensated Absences

It is the government’s policy to permit employees to accumulate earned but not unused sick pay benefits.
There is no liability for unpaid accumulated sick leave since the government does not have a policy to pay
any amounts when employees separate from setvice with the government. All vacation pay is accrued
when incurred in the government-wide and proprietary fund financial statements. A liability for these
amounts is reported in the governmental funds only if they have matured, for example, as a result of
employee resignations and retirements.

Morristown Utilities Commission policy is to recognize the cost of both vacation pay and sick feave
benefits as earned. In the event of temmination or retirement, an employee is reimbursed for accumulated
vacation days. In general, accumulated vacation days are limited to thity days. Employees are
reimbursed for accumulated sick leave upon retirement or termination at an equivalent salary rate of
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

100%, 50% or 33-1/3% depending on the date earned. Sick leave accumulation is limited to ninety days
effective January 2008.

7. Long-Term Obligations

In the government-wide financial statements and proprietary fund types in the fund financial statements,
long-term debt and other long-term obligations are reported as liabilities in the applicable governmental
activities, business-type activities, or proprietary statement of net assets. Bond premiums and discounts,
as well as issuance costs are deferred and amortized over the life of the bonds.

In the fund financial statements, governmental fund types recognize bond premium and discounts, as well
as bond issuance costs, during the current period. The face amount of debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing uses. Issuance
costs, whether or not withheld from the actual debt proceeds received, are reported as debt service
expenditures.

8. Fund Equity
In the fund financial statements, governmental funds report reservations of fund balance for amounts that
are not available for appropriation or are legaily restricted by outside parties for use for a specific
purpose. Designations of fund balance represent tentative management plans that are subject to change.

NOTE 2 — RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. Explanation of certain differences between the governmental fund balance sheet and the government-
wide statement of nét assets.

The governmental fund balance sheet includes a reconciliation between fund balance-total governmental

funds and the government-wide statement of net assets.

B. Explanation of certain differences between the governmental fund statement of revenues, expenditures,
and changes in fund balances and the government-wide statement of activities.

The governmental fund statement of revenues, expenditures, and changes in fund balance includes a

reconciliation between net changes in fund balance-total governmental funds and changes in net assets of
governmental activities as reported in the government-wide statement of activities.

NOTE 3 -STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Budgetary Information

Annual budgets are adopted on a basis consistent with generally accepted accounting principles for all
governmental funds. All annual appropriations lapse at fiscal year end.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 3 —- STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (Continued)

Around the first of March, the budget process begins, with the City Administrator giving direction o
depariment heads. Toward the end of March, Department heads submit their proposed budgets, and
these are reviewed by the City Administrator, who makes the final decisions before submission to City
Council. City Council has work sessions and makes their revisions and publishes the proposed budget in
the local newspaper. Before June 30, City Council adopts the budget ordinance with two readings.

The appropriated budget is prepared by fund, function, and department, but the budget ordinance is on
the fund level. The government's department heads may make transfers of appropriations within their
department. The legal level of budgetary contro! is the fund level. Management can transfer amounts
between departments. City Council amended the original budget, and the original and final amounts are
presented in the financial statements included in this report.

NOTE 4 - DETAILED NOTES ON ALL FUNDS

A. Depeosits and Investments

At year-end, deposits and short-term investments were as follows:

Cash and Short-term

Equivalents Investments
Govemment type funds § 63,685 $ 28,995
Enterprise type funds 9,295,330 308,502
Totals 5 8,359,015 $ 337,497

As of June 30, 2009, all of Morristown Utility Commission’s deposits were covered by the bank collateral
pool administered by the Treasurer of the State of Tennessee. A portion of the City’s deposits as of June
30, 2009, were not covered by the bank collateral poo! administered by the Treasurer of the State of
Tennessee. Banks participating in the pool report the aggregate balance of their public funds to the State.
Collateral to secure those deposits must be pledged to protect the State of Tennessee in the Local
Government Investment Pool.

The City has a repurchase agreement with GreenBank whereby City funds are invested overnight in
securities of the U.S. Treasury Department. At June 30, 2009, the City had $ 448,643 invested in these
securities and has included these in cash and cash equivalents.

Short-term investments represent un-drawn bond proceeds.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 4 — DETAILED NOTES ON ALL FUNDS (Continued)

Receivables as of year end for the government's individual major funds and nonmajor in the aggregate,
including the applicable allowances for uncollectible accounts, are as follows:

Non-Major
and
General Other Funds Enterprise Totals

Receivables:

Taxes 10,026,856 $ - $ - $ 10,026,856

Accounts 4,890,055 45,208 7,629,045 12,564,308

Infergovernment 28,003 - - 28,003

Gross receivables 14,944,914 45,208 7.629,045 22,619,187

Less: Allowance for bad debt (70,381) - - (70,381)
Net receivables 14,874,533 $ 45,208 $ 7,629,045 $ 22,548,786

Included in taxes receivable of the General Fund is property taxes of $9,067,399 that were assessed as
of January 1, 2009, but will not be billed untit after June 30, 2009, There is an offsetting deferred income

for the above balance.

Capital Assets

Capital assets of the City of Morristown primary government were as follows:

Governmental activities:
Capital assets not being depreciated:
Land
Construction in progress
Total capital assets not being depreciated
Capital assets being depreciated:
Buildings
Improvements other than buildings
Machinery and equipment
Infrastructure
Total capital assets being depreciated
Less: accumulated depreciation;
Buildings
Improvements other than buildings
‘Machinery and equipmenmt
Infrastructure
Total accumulated depreciation
Net capital assets being depreciated

Total capital assets-government activities

Balance

Balance
July 1, 2008 Increases Decreases June 30, 2009
3 7,864,762 3 54,517 $ - $ 7,819,279
520,630 - 520,630 -

8,385,392 54 517 520,630 7,819,279
16,995,934 115,324 - 17,111,268
11,710,849 102,694 11,813,543
10,517,645 140,075 - 10,657,720
38,003,369 3,978,115 42,071,484
77,317,797 4,336,218 - 81,654,015
(5,899,280} (296,547) (6,195,827)
(8,914,537) (521,148} - {9,435,685)
(8,574,019) (386,985) {6,961,004)
(9,379,862) {2,275,684) (11,655,546)
(30,767,698) {3,480,364) - (34,248, 062)
46,550,099 855,854 - 47 405,953

$ 54,935,491 3 910,371 3 520,630 $ 553265232
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NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued)

City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

Balance Balance
July 1, 2008 Increases Decreases June 30, 2009
Business-type activities:
Capital assets not being depreciated:
Land $ 1,857,055 % 122,500 § -8 1,979,555
Construction in progress 8,141,424 5,374,645 7,568,944 5,947,125
Total assets not being depreciated 9,998,479 5,497,145 7,568,944 7,926,680
Capital assets being depreciated:
Building and improvements 18,911,028 815,239 - 18,726,267
Transmission and distribution 162,468,935 13,632,957 413 451 175,688,441
Furniture, fixtures and equipment 7,573,906 893,530 62,115 8,405,321
Total capital assets being depreciated 188,953,869 15,341,726 475 566 203,820,029
Less accumulated depreciation:
Building and improvements (3,707,799) (347,823) - (4,055,622)
Transmission and distribution (62,162,348) (8.436,785) 496,295 (70,102,838)
Fumiture, fixtures and equipment (6,674,280) (729,386) 31,575 (7,372,091)
Total accumulated depreciation (72,544,427) (9,513,994) 527,870 (81,530,551)
Net capital assets being depreciated 116,409,442 5,827,732 1,003,436 122,289,478
Total net capitai assets - business
type activities 126,407,921 11,324 877 8,572,380 130,216,158
Total net capital assets $ 181,343,412 $ 12,235,248 3 9,093,010 $ 185,541,390
Depreciation expense was charged to government activities as follows:
General government $ 218,831
Public safety 533,659
Public works 2,159,344
Parks and recreation 127,302
Airport 441,128
Total [3 3,480,364
C. Accounts payable and other current liabilities:
Governmental Business Type Total
Accounts payable 3 1,324,232 5 4,977,653 $ 6,301,885
Accrued payroll and other labilities 319,249 2,345,808 2,665,057
Total $ 1,643,481 $ 7,323,461 $ 8,966,942
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City of Morristown, Tennessee Q(K

Notes to Financial Statements

June 30, 2009

NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued)

D. Interfund receivables, advances, payables, and transfers
The interfund receivables and payables as of June 30, 2009, were as follows:

The first two items represent temporary operating cash advances between the Power System, Water
System and Telecom System.

The next two items, Sewer Fund's receivables from General Fund and Storm Water System, resulted
from the General Fund and Storm Water System overdrawing their share of the common operating bank
account used by all City Funds.

The Interfund advances were on a longer-term basis and represent proceeds of General Obligation bond
issties that were funneled to Morristown Utility System.

Receivable From Payable to Purpose Amount
Telecom System Power System Operating and Maint. Costs $ 6,354688
General Fund Sewer Fund Operating Cash Advance 1,241,512 Mnl&zsh
Storm Water Fund Sewer Fund Operating Cash Advance 649,477 fule(MA
Water System General Fund interfund Advances (// 650,000_—

‘\Q\ £ \.rh%‘}"

The interfund transfers were as follows:

Bodist, 9%

Transfer from Transfer to Purpose Amount _—" M.‘f"
General Fund Solid Waste Fund Operating Transfer 3 1,630,864/ 0 fé"lp‘%
General Fund Narcotics Fund Operating Transfer 295,000 ¢ ,egnd /g
Water System General Fund Operating Transfer 32,020@

Electric System General Fund Operating Transfer 703,487‘,{' ‘
N L.\ ‘€ \

The first two items represent operating subsidies. The last two items represent payments in lieu of taxes.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 4 — DETAILED NOTES ON ALL FUNDS (Continued)

E. Post-Retirement Healthcare Benefits

City of Morristown — excluding Water, Electric, and Telecom Systems

An actuarial evaluation made as of Novemnber 1, 2007, is presented as follows:

1) A BRIEF DESCRIPTION OF THE RETIREE MEDICAL, DENTAL AND VISION INSURANCE PLAN:

Type of Coverage:

b.

Plan Types:
Eligibility:

Benefit/Cost Sharing:

Spouse Benefit:

Surviving Spouse Benefit;

Annual Premiums:

Self-funded Medical and Dental; Fully-insured Vision

Age 55 and 10 years of service or 30 years of service
until Medicare eligible

Employer pays 85% of medical premium and 100% of dental and
vision premiums

Yes, while retiree is eligible

None

Average Medical: Retiree $4,200; Spouse $4,200

Average Dental: Retiree $276; Spouse $508
Average Vision: Retiree $90; Spouse $51
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Notes to Financial Statements
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NOTE 4 - DETAILED NOTES ON ALL FUNDS (Continued)

2) GASB 45 DISCLOSURE REQUIREMENTS - ESTIMATED

A. Annual OPEB Cost and Net OPEB Obligation

Annual Required Contribution ARC)
Interest on net OPEB Obligation
Adjustment to ARC

Annual OPEB Cost (expense) (1 + 2 + 3)
Contributions made (assumed end of year)
Increase in net OPEB Obligation (4 - 5)
Net OPEB Obligation - beginning of year
Net OPEB Obligation - end of year (6 + 7)

LCNOO N

*Contributions made was assumed to equal Expected Benefit Payments

7/1/2008
6/30/2009

$ 518,360

518,360
518,360

S -

The annual OPEB Cost, the percentage of annual OPEB cost contributed to the plan and the Net

OPED obligation for fiscal years 2008/2009 are as follows:

Percentage of

Fiscal Annual OPEB Net
Year Annual Cost OPEB
Ending OPED Cost Contributions Obligation
6/30/2009 $ 518,360 100.0% $
B. Funded Status and Funding Progress
UAAL as a
Actuarial Percentage of
Actuarial Accrued Unfunded Covered
Actuarial Value of Liability AAL Funded Covered Payroll
Valuation Assets {AAL) (UAAL}) Ratio Payroll (AAL)
Date (a) (b) (b -a) (alb) {c) (b - a)fc)
11/01/07 $ - $ 5,333,339 $ 6,333,339 0.00% 11,663,580 45.73%
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Notes to Financial Statements
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NOTE 4 — DETAILED NOTES ON ALL FUNDS (Continued)

C . Methods and Assumptions

Funding interest rate 7.00%
2007 Medical Trend Rate 10.00%
Ultimate Trend Rate 5.00%
Year Ultimate Trend Rate Reached 2012
Actuarial Cost Method Entry Age Normal
Annual Payroll Growth Rate 3.50%
The Remaining Amortization Period at June 30, 2008 29 years

Morristown Utility System (Water, Electric, and Telecom Systems)

The Systems provide medical, dental and life insurance benefits to retirees. Employees who retire at age 55
with 10 years of service or at age 65 with five years of service are eligible to participate. The Systems pay
100% of the retiree’s medical, dental and life insurance premiums. In addition, the Systems pay 50% of the
retiree’s dependent's medical premiums. The retiree’s spouse is also eligible for medical benefits (same as
retiree) as long as the retiree is eligible (there are no surviving spouse benefits). The life insurance benefit
available to retirees is $5,000. The average annual medical and dental premium is $4,300 and $278,
respectively.

During the year ended June 30, 2009, the Systems implemented the Provisions of GASB Statement No. 45,
("GASB 45) Accounting and Financial Reporting by Employers for Post-Employment Benefits Other Than
Pension. GASB 45 requires the accrual of liabilities for OPEB generally over the employment of participants
rather than as premiums are paid. The total expense recognized under these new requirements during 2009
totaled $93,301, $8,602 and $28,839 for the Power, Water and Telecom Systems, respectively.

The Systems’ OPEB is a single employee defined benefit plan and is not required to issue a separate
financial report.

E. Deferred ltems

Deferred items consisted of the following:

Governmental Busingss-Type Total
Taxes due after June 30, 2008 $ 9,503,941 $ - 3 9,503,941
Electric - 247,970 247,970
Total $ 8,503,941 $ 247 970 $ 9,751,911

Also, included in non-current liabilities is a lability for compensated absences in the sewer system of
$66,021 and in the general fund of $1,038,083. In addition, there is included in the non-current liabilities
$9,247,763 proceeds from a revolving loan agreement with the State of Tennessee, wherein the
Morristown Utility System has borrowed $9,247,763 to improve the water system. In addition, Morristown
Utility System has a capital leases payable of $45,883, $73,736 of which is included in long-term
liabilities.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 4 — DETAILED NOTES ON ALL FUNDS (Continued)

F. Annual debt service requirement for general obligation and revenue honds are as follows:

Governmental Type Business Type
Year Ending Principal Interest Principal Interest
2010 3 1,696,359 $ 1,095,815, $ 1,764,455 $ 1,685,664
2011 1,371,131 1,029,721 2,723,097 1,723,814
2012 1,430,486 974,039 2,838,974 1,634,608
2013 1,191,862 811,226 2,673,158 1,635,933
2014 068,088 875,519 2,675,658 1,447 576
2015-2019 4,143,658 3,610,313 12,326,020 6,083,031
2020-2024 4,102,039 2,631,129 12,648,441 4,300,905
2025-2029 4647032 1,498,276 12,549,399 2,356,318
2030-2034 3,301,116 576,339 9,939,042 853,407
2035-2039 334,643 31,286 2,094,069 41,062
Totals $ 23,186,414 $ 13,233,673 $ 62,632,314 $§ 21,771,318

Following are debt requirements for capital leases:

2010 $ 31,014
2011 31,014
2012 15,764
Total future minmium lease payments 77,792
Less amounts representing interest (4,494)
Present value of future minimum [ease payments

{including $27,415 classified as current 3 73,298
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 4 — DETAILED NOTES ON ALL FUNDS {Continued).

G. Prior period adjustment
Prior to the current year, the General Fund recorded revenues for bond proceeds in the amount of
$1,500,500 that were subsequently loaned to Morristown Utility Systems. The funds should not have
been recorded as bond proceeds.
The Storm Water Fund assumed responsibility for storm water sewers constructed in prior years. The
Storm Water Fund also failed to record one month of revenue in the prior period. The total prior period
adjustment for the Storm Water Fund totaled $1,712,345.
The following assets were restricted:

Water System — Interest and sinking funds $ 308,502
H. State street aid activities:

The following is a summary of State Street Aid activity within the General Fund for the year ended June

30, 2009:
Reserve fund balance, July 1, 2008 $ -0-
Add — state gasoline tax revenues 678,242
Less — state expenditures (678.242)
Reserve fund balance, June 30, 2009 $ -0-

‘. Other Disclosures:
A. Commitments and Contingencies:

At June 30, 2009, the City of Morristown had the following commitments:

General Fund — Uncompleted contracts $ 650217
Sewer System — Uncompleted contracts 2,102,000
Sewer Operating Contract (approximate annual cost) 1,000,000

Contingent liabilities:
The government is the defendant in various lawsuits. Although the outcome of these lawsuits is not

presently determinable, in the opinion of the government’s counsel the resolution of these matters will not
have a material effect on the financial condition of the government.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 4 — DETAILED NOTES ON ALL FUNDS (Continued)

B. Concentration of Credit Risk

The City of Morristown and Morristown Utility Commission provide electric, water and sewer service to
customers in the City of Morristown and Hamblen County. Loss experience has not been significant for
these services.

C. Joint Venfures

Morristown-Hamblen County Library — The City of Morristown and Hamblen County jointly own the
Morristown-Hamblen Library. Each appoints an equal number of members fo its board by directors. The
City contributed $228,500 for the fibrary operation and $613,149 library renovations during the fiscal year
ended June 30, 2009.

Hamblen County-Morristown Solid Waste Authority — The City of Morristown and Hamblen County jointly
own the Hamblen County-Morristown landfill. Each appoints an equal number of members to the board of
directors. This operation is self—sufficient in that users are charged for services rendered. During the year
ended June 30, 2009, the City was charged $677,406.

D. Pension Plan Information
CITY OF MORRISTOWN

Plan Description

Employees of Morristown are members of the Poiitical Subdivision Pension Plan (PSPP), an agent
multiple-employer defined benefit pension plan administered by the Tennessee Consolidated Retirement
System (TCRS). TCRS provides retirement benefits as well as death and disability benefits. Benefits are
determined by a formula using the member's high five-year average salary and years of service.
Members become eligible to retire at the age of 60 with ten years of service or at any age with 30 years of
service. A reduced retirement benefit is available to vested members at the age of 55. Disability benefits
are available to active members with five years of service who become disabled and cannot engage in
gainful employment. There is no service requirement for disability that is the result of an accident or injury
occurring while the member was in the performance of duty. Members joining the system after July 1,
1979, become vested after ten years of service and members joining prior to July 1, 1979 were vested
after four years of service. Benefit provisions are established in state statute found in Title 8, Chapter 34-
37 of the Tennessee Code Annotated (TCA). State statutes are amended by the Tennessee General
Assembly. Political subdivisions such as City of Morristown participate in the TCRS as individual entities
and are liable for ali costs associated with the operation and administration of their plan. Benefit
improvements are not applicable to a political subdivision unless approved by the chief governing body.

The TCRS issues a publicly available financial report that includes financial statements and required
supplementary information for the PSPP. That report may be obtained by writing to Tennessee Treasury
Department, Consclidated Retirement System, 10" Floor Andrew Jackson Building, Nashville, TN 37243-
0230 or can be accessed at http:// treasury.state.tn. us/tcrs/PS/.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NCTE 4 — DETAILED NOTES ON ALL FUNDS {Continued)
Funding Polic

MORRISTOWN requires employees to contribute 5.0% of earnable compensation.

MORRISTOWN s required to contribute at an actuarially determined rate; the rate for the fiscal year
ending June 30, 2009, was 13.69% of annual covered payroll. The contribution requirement of plan
members is set by state statute. The contribution requirement for MORRISTOWN is established and may
be amended by the TCRS Board of Trustees

Annual Pension Cost

For the year ended June 30, 2008, MORRISTOWN's annual pension cost of $1,840,091 to TCRS was
equal to MORRISTOWN's required and actual contributions. The required contribution was determined as
part of the July 1, 2005 actuarial valuation using the frozen enfry age actuarial cost method. Significant
actuanal assumptions used in the valuation include (a) rate of return on investment of present and future
assets of 7.5% a year compounded annually, (b) projected salary increases of 4.75% (graded) annual
rate (no explicit assumption is made regarding the portion attributable to the effects of inflation on
salaries), (c) projected 3.5% annual increase in the Social Security wage base, and (d) projected post
retirement increases of 3.0% annually. The actuarial value of assets was determined using techniques
that smooth the effect of short-term volatility in the market value of total investments over a five-year
period. MORRISTOWN's unfunded actuarial accrued liability is being amortized as a levei dollar amount
on a closed basis. The remaining amortization period at July 1, 2005 was 28 years. An actuarial valuation
was performed as of July 1, 2007, which established contribution rates effective July 1, 2008.

TREND INFORMATION
Funded Status and Funding Progress

As of July 1, 2007, the most recent actuarial valuation date, the plan was 73.78% percent funded. The
actuarial liability for benefits was $56.72 million, and the actuarial value of assets was $41.85 million,
resulting in an unfounded actuarial accrued liability (UAAL) of $14.87 million. The covered payroll (annual
payroll of active employees covered by the plan) was $13.03 miilion, and the ratio of the UAAL fo the
covered payroll was 114.11 percent.

The schedule of funding progress, presented as required supplementary information (RSI) following the
notes to the financial statements, present multiyear trend information about whether the actuarial values
of the pian assets are increasing or decreasing over time relative to the AALs for benafits.

The annual required contributions (ARC) was calculated using the aggregate actuarial cost method. Since
the aggregate actuarial cost method does not identify or separately amortize unfunded actuarial liabilities,
information about funded status and funding progress has been prepared using the entry age actuarial
cost method for that purpose, and this information is intended to serve as a surrogate for the funded
status and funding progress of the plan.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 4 — DETAILED NOTES ON ALL FUNDS (Continued)

Trend Information

Annual Percentage Net
Fiscal Year Pension of APC Pension
Ending Cost (APC) Contributed Obligation
June 30, 2008 $1,794,218 100.00% $0.00
June 30, 2007 $1,552,236 100.00% $0.00
June 30, 2006 $892,786 100.00% $0.00

{Doliar amounts in thousands)

Required Supplementary Information
Schedule of Funding Progress for MORRISTOWN

Actuarial
Actuarial Accrued
Actuarial Value of Liability Unfunded Annual UAAL as a
Valuation Plan (AAL) AAL Funded Covered Percentage
Date Assets Entry Age (VAAL) Ratio Payroll Payroll
71112007 (a) (b) (b)-(a) {a/b) (c) {b-a)i(c)
7/1/07 $41,850 $56,723 $14,873 73.78% $13,034 114.11%

(Pollar amounts in thousands)

The Governmental Accounting Standards Board (GASB) requires the plan to prepare the Schedule of
Funding Progress using the entry age actuarial cost method. The requirement to present the Schedule of
Funding Progress using the Entry Age actuarial method was a change made during the year and
therefore only the most current year is presented.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 4 — DETAILED NOTES ON ALL FUNDS {Continued)
Morristown Utility System’s Retirement Plan

The Systems’ share in a defined contribution retirement plan,
Employees’ Restated 401(k) Asset Accumulation Plan (the “Plan”
The Commission is the administrator of the Plan and is responsibl

provisions and contribution requirement

Morristown Power and Water System
), covering substantially all employees,
e for establishing or amending the Plan

Power System:
% of % of
Total Covered Employer Covered Employee Covered
Payroli Payroll Contributions Payroll Contributions Payroll
2009 $ 3,801,445 $ 3,683,446 $ 559,884 15% $ 260,598 7%
2008 $ 3,840,368 $ 3,563,342 $ 531,775 15% $ 263,978 7%
Water System:
% of % of
Total Covered Employer Covered Employse Covered
Payroll Payroll Contributions Payroll Contributions Payroll
2008 $ 1,289,929 $ 1,156,596 $ 171,201 15% $ 100,004 9%
2008 $ 1,149,462 $ 1,142,852 5 170,793 15% $ 83,029 7%
Telecom System:
% of % of
Total Covered Employer Covered Employes Covered
Payroll Payroll Contributions Payroll Contributions Payroll
2009 $ 773,425 $ 650,033 (3 97,504 15% $ 41,008 6%
2008 3 701,910 $ 607,256 $ 91,088 15% $ 31,782 5%
Under the Plan terms, the Systems will match participant contributions up to 3% of the participant's satary and
may also contribute an additional amount to the Plan at its discretion. During 2009 and 2008, the discretionary

contribution amounted to 12% of the participants’ salary. Participants are not required but may
to a total of 756% of their salary subject to IRS limitations. All employees who have complete
service as defined by the Plan and who have attained the age of 21 are eligible to participat
Participants are 100% vested in the employer contributions when they are made.
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City of Morristown, Tennessee

Notes to Financial Statements

June 30, 2009

NOTE 4 — DETAILED NOTES ON ALL FUNDS (Continued)

E. Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets;
errors and omissions; natural disasters; and injuries of employees for which the City carries commercial
insurance purchased from independent third parties. The City has not experienced an insurance
settlement in excess of insurance coverage in any of the past three fiscal years. The City bears the risk of
loss up to the deductible amounts that are disclosed in the accompanying Statistical Section.
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City of Morristown, Tennessee

Required Supplementary Information
June 30, 2009

Schedule of Funding Progress for Morristown, Tennessee (Excluding Morristown Utility Commission)

{Dollar amounts in thousands)

UAAL as a
Actuarial Percentage of
Actuarial Accrued Unfunded Covered
Actuarial Vafue of Liability AAL Funded Covered Payrotl
Valuation Assets (AAL) {UAAL) Ratio Payroll (AAL)
Date (a) (b) (b-a (a/b) {c) {(b - a}/c)
07/01/07 % 41,850 $ 56,723 5 14873 73.78% § 13,034 114.11%
07/01/05 37,47 44,061 6,590 85.04% 11,194 58.87%
07/01/03 35,814 42,539 6,725 84.19% 9,748 68.99%
06/30/01 34,504 36125 1,621 95.51% 9,032 17.95%
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City of Morristown, Tennessee

Schedules of Revenue, Expenditures and Changes in Fund Balance - Budget and Actual
Other Governmental Funds

Year Ended June 30, 2009

Narcotics Fund

Variance with
) Final Budget -
Budgeted Amounts Positive
Original Final Actual Amounts (Negative)
Revenues
Program Income $ 416803 $ 416,803 § 155,790 $ (261,013)
City Fines & Costs - .
Total revenues 416,803 416,803 155,790 {261,013)
Expenditures
Narcotics enforcement 510,466 510,466 489,066 21,400
Excess of expenditures over revenue (93,663) (93,6863) (333,276) (239,613)
Other Sources
Transfers in - 295,000 295,000 -
Net change in fund balance (93,663) 201,337 (38,276) (239,613)
Fund balance - beginning 41,475 41,475 41,475 -
Fund balance - ending 3 (52,188) § 242,812 $ 3,199 $ (239613)
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City of Morristown, Tennessee

Statistical Information

June 30, 2009

This part of the City of Morristown's comprehensive annual financial report financial report presents detailed
information as a context for understanding what the information in the financial statements, note disclosures, and
required supplementary information says about the government's overall financial health.
Financial Trends
These schedules contain trend information to help the reader understand how the government’s financial
performance and well-being have changed over time.
Revenue Capacity
These schedules contain information to help the reader assess the governments most significant local
revenue source, the property tax.
Debt Capacity
These schedules present information to help the reader assess the affordability of the government's current
levels of outstanding debt and the government’s ability to issue additional debt in the future.
Demographic and Economic Information

These schedules offer demographic and economic indicators to help the reader understand the ehvironment
within which the government’s financial activities take place.

Operating Information
These schedules contain service and infrastructure data to help the reader understand how the information in

the government's financial report relates to the services the government's financial report relates to the
services the government provides and the activities it performs.

55



Ze8'cey' 1EL §  BPSLGE'OZL S00'9E8'TE1 o8’ LESLL $  616V06LLL $  ZBO'LOZ'SL) £1€'895'701
SoL'LIO"LL TTE'6LLFL 00€'109'sZ 96.'6k0'gE 6.1'269'GL 028'89F'0¢ BEP'LLLFL
LIT'PSEE Si6'L¥E'T oF6'0LL 295'€66'S eL'eile . £80'260'2 29r'ver's
ols'oes'oll ¢ Zoo'sea'sol S9/'c25'98 She'zec’ss § g00'vek'SE 3 #1'082°C8 Pl d il
gra'ceise ¢ @8L'769' 18 TS6'B0L'BL oessei'oR ¢ LlEWPZR. 0§ 8Zp'RZSCL 0c£.'999'cs
S9L'LLO'LL eri'sil'el 695'a58'C) rob'eee'cl ore'sliL) 060'900'C 599'v210}
1G6'LEE" L - LIV A5G £06'1£G 1er'zes'e LbE'PES 2¥2'658
ZeL'opr'el ¢ Sr0'iS0'89 9.Z'r69'59 g€lg'ces’'ss ¢ 050'800'cd ¢ G86'/96'L9 812'2£9'29
FPOZHL'SE & 19E61LS'FR €50'92L'EE €ZE'9ET'RE $  T09'099'6c ¢ bE9'EZEl'SE £86'668'0E
£ - SEL'TRL'TL Zee'lor'e £EC'IE'E L' Lig'y vLL'THS'Y
99z'zz8'e $SL'orLT 6e8'esl 659 Lo’ Lie'esg'e SSIVER') 029'F95'S
R/L'6R0CF §  200'TLLWY 681'628'02 Zeg'sog'ze ¢ eoesAy'ze ¢ gsi'esr'ce 681'264'02
600Z/0¢/9 8002/05/9 200Z/0819 900210519 900Z/0¢/9 PO0Z/0L/9 £002/0¢£/9

pSpuz Jes), [eosid

JuswLiasoB el |e)o ]

pejarysalun

pejotiisey

Kop pajejal Jo jau 's1esse |ejeden Ut paiseAu|
Juawuesol Alewlid

gjesse jeu adf}- sseuisng (210

peRUIseIIN

pejoigsay

190p pelelsel jo 19U ‘slesse [e)ides U] pejseau)
‘sapapoe adA-ssauisng

S1955€ 19U SOJARIE {elUsLlLLIBA 210 |

pajolsalLn

pejsuisey

qep pejetal jo Jeu ‘sjessk |Eydes U] payssAY|
ISORIALE [RJUSULIDACS)

600Z ‘0g dunp
uopejuawaldwy Jo Jea ) LPUBARS
§429) [e9S)d US| )sE

USUOdWoD Al £39557 JON
@9ssaula] 'umo)siLioy jo AID



49

%eEl' L %6201 %Bs %FLG %S0'S %LE %GR samnypuadxe (EjuswUIBAB (2)0}
Jo afeju=olad B s& oAt a0
66/ '6rg (040°L9e'L) (sap'/cEp) 6EG'265'G $  §56'09. (geL'slz'z) (£66'081) $ 8ouBlRg puny Uy aBueys jaN

vic'sle'es gLo'tol'e Lpe'2ek's 66Z'c59'01 obi'918'C (Lo&"P L2} - (sesn} saounos Bujoueuy Jauio (ejoL

r00'elt'L 000'D46°S 000'064 'y 000'c00'0L [ panss| spuog
(LpL'9sp't) (epo'zLe'L) (esr'ees'ly oze'212'y (218'022'L) (91 's00'g) (bLL'2e0'2) N0 siajstiel|
216'0EL'2 gL0'EPr'T vZe'ler's BLE'LIEE £60'05S'e L82'062'Y rLl'zeo's Ul sigjsuel]
{sasn) sasinos Bupdueuy oo

(61L9'899'L) (ce0'z90's) (oge'sss's) (094'980'g) (za2'sv0'z) (vez'005")) (£66'551) samypuadxe
JBnD Bnuasal 1o Aousoye
oez'oze’ e 656'6¥T'0E /9g's62'LE 606'068'CE S6€'1L06'/2 0€9'Zba'cE £19'g68'sZ saunjipusdxs ejel

POP'ES 95128 L20'5GL OvE's6z 00 £06'F 860'FE asuadxe 1020

68°89G 9/8'2es Fi: ZeP aLL geg'all 09e'09e ZAR'ZBE jsalay|

S08'964' o00'0SL'e D0O'SOL L 000’592 L Qog'vee'y 009'ra. 000'gLE {edioue
3inlag G=0
- Les'oT lse'6e 064'62¢ 95T POl SNoaUe||SosIy
- £/6'T6Z 08S'vER ipe'any sjeuag salley
PBZ'YOr 6¥S'2LLL L90'YZE'C zi9'scey Slr'grr'l Gle'sse') Va2 Les't Wallidosasp alLouoas
Z8z'gee’ L £z1'a55 ¥/l'558 /L'zes B6E'PPs 699695 £42'805 Hoddns oo
88G'Z0E BLL'ZEL ore'osl 00£'C/2 TG65'26T L£0'085 20£'042'L uodny
Ope'0L0'2 2E1'96E' B.6'6ZZ'E 6T.'2G6') Z'R9G't WE'e92'L GLT'Z66°L Lioijealoal pue syled
#G6'069'9 80Z'9E0'LL 962'Lec'olL £il'660's BOE'/B8'G §5Z'GLE'D prE'ees's sHiom a)jqnd
gLo'LILE P Zra'ess'yL 6G2'0ZE'p) GE0'0LOZ} SEZ'OPE'LL LEE'BPE'0L Ip6'98'0L Ayajes ojlgng
051'eze'e 8r0'als'y 508'8.8'y Z0Z'v00'e 99r'zZe'e ilg'epe'z BBSZErF'T jusiuniiasof jessuss
saumpuadxy
119'168'6Z ¥18'281'0¢ leg'ies'se 60Z°LpR'8T £45'158'62 96E'ZrE YT olLe'ZyzeT sanuaAal [ejo]
oF'OreE's gee's0e's 160" L' tZr'vog's GBZ'PEZ'G £Z20'99G'y 251'06E"g lejustuciaaoBiaqy)
Thi'ZEL e02'LirL ¥es'LEL BZ1'S5L 866'1LE L BSY'6LE GEEFEL 883} pue sebleyo somag
Zeo'spe BLT'0LF LIL'BEE 9.5'109 80F'069 G61'082 veZ'6ar Ayadoid pue Asuow Jo ssny
L80'26F'L [B=l=gel 2y 28F'e60'L 9LE'YDE LED'DEB 022954 #S0'02L'L saulY pue syuuad ‘sesusory
OrLveb'Ze EDO°LOZ'ZZ £65'6L8'61 pLI'60S'BL % GER'86.L 8L B2'€96' 2L 9e8'sEs'zL ¢ soxe|
sanueasy

B00Z 8002 1002 2002 5002 Y00z 2002
Jea) jeas|y

. 600Z '0g aunp

(Bupunoaoy jo siseg eniaoy payipow)
wopeuawajdu) Jo 188, yjuanss

slea) |eoS]Y USL ISET

SpUNf TEJISLILIBADD JO SeoUE|eg Pund Ul SIBUBID
395SaUUB] ‘UMOlsSiLIOW Jo A0




City of Morristown, Tennessee
Chanhgées in Net Assels

Last Ten Fiscal Years

Seventh Year of Implementation
{Accrual Basig)

June 30, 2009
Fiscal Year Ended
B/30/2003 6/3012004 6/30/2005 90/30/06 63002007 613072008 6302008
Expenses:
Governmental activities:
General government § 2467777 $ 2790124 $ 3,532,804 $ 3732690 i 4427912 § 4,729,358 § 3807015
Public safety 10,236,334 10,287,565 11,553,257 12,011,746 14,783,116 14,938,433 13,721,963
Public works 5,570,400 6,537,761 5,024,791 7,884,850 B,B38,753 12,760,354 5,536,365
Parks and recreation 1,665,313 1,534,531 1,469,315 1,864,017 3,107 468 2,404,471 2,070,840
Civic support 506,273 576,028 544,388 532,178 856,949 558,723 486,833
Economic development 580,147 385,088 1,448,415 3,878,032 126,444 1,117,549 464,284
Retiree benefits - 408,347 434,580 292,973 0
Airport 1,633,100 477,425 704,585 554,398 631,368 573,847 302,588
Long-term debt expense 164,256 396,480 217,831 337,239 582,295 785,032 591,654
Gther 416,880 81,574 - - :
Total governmental activities expenses 23,250,580 23,474,933 24,920.976 31,089,823 33,452,305 37,867,765 26,991,342
Business-type activities:
Water 3,847,335 4,089,405 3,785,578 4,241,596 4,486,118 6,058,029 5,140,677
Sewer 4,207,882 4,679,513 4,698,065 5,170,188 5,682,668 6,760,588 7,108,351
Electric 48,767,798 47,365,032 47,493,148 53,341,801 58,800,708 61,105,276 68,769,483
Telecom Systam 4178 714,677 4,449 839 8,507 546 6,914,905
Storm Watar 436,016 543,434
Total business-type axpenses 54,823,015 56,033,950 55,958,967 63,468,262 71,419,350 80,265,455 88,468,750
Tetal primary government expenses 78,073,605 79,508,883 80,888,943 94,568,086 104,871,635 118,133,220 115,458,082
Program Revenues:
Governmental aclivities:
Charges for services:
General government 202,996 165,575 231,440 223,537 557,087 408,037 198,418
Public safety 545,293 794,645 936,037 904,316 414,861 778,216 1,350,091
Public works 124,335 703,164 - 258,709 -
Parks and racreation 130,562 131,898 165,178 137,584
Civie support = -
Econemic development - -
Rfetiree benefits
Ajrport =
Long-term expense -] :
Operating grants and contributions 1,713,655 352,717 505,818 44B,884 888,336 1,454,660
Capital grants and confributions 2,817,657 1,361,550 - 3,234,328 1,702,885 1,546,886 312,160
Total governmental activities program revenues 5,203,836 3,517,213 1,200,475 5,281,887 3,261,321 3,622,475 3,324,328
Business-type activities:
Charge for services:
Water 4,495,715 4,408,024 4,943,461 5,359,101 5,385,578 5,572,994 6,331,851
Bewer 4,540,720 4,492,542 4,569,153 4,749,533 5,566,473 8,766,356 6,221,247
Electric 47,611,185 49,414,204 40,466,518 55,821,500 58,631,933 63,351,400 72,283,708
Telecomn system - . 102,690 2,548,590 4,503,672 8,283,434
Storm Water 89,383 888,238
Dperating grants and contributions - 378,438
Capital grants and contributions 272,320 1,640,300 - - - 55,500 54,000
‘Total business-type activities program revenues 56,819,950 60,331,508 58,998,132 68,012,824 72,072,574 82,339,854 92,072,479
Tetal primary government program revenue $ 62,023,886 § 63848721 $ 60,298,607 § 71,204,711 § 75,333,885 § B5,962329 $ 55,306,808
Net (expense) revenue:
Govemmental activities $ (18,046,854) § (19,857,720) § (23,630,501) § (25,807,936) $ (30,190,984 § (34,245,200) $ (29,667,013)
Business-type activities 1,996,835 2,583,261 3,040,165 2,544,562 653,244 2,074,309 3,806,729
Totat primary government net expanse $ (16048719) 5 (17.374.420) § (20,580338) § (3283374 5 (9557,740) 5 (32170891) § (20,081.284)
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City of Morristown, Tennessee
Changes in Net Assats

Last Ten Fiscal Years

Seventh Year of Implementation
{Accrual Basis)

June 30, 2009

General Governmental and Cther Changes
in Net Assets
Govemmental activities:
Property taxes
In-lieu taxes
Franchise taxes
Local sales tax
Alcohol beverage tax
Business and gross receipts tax
Hotel/motel tax
Use of money and property
Intergovemmental
Transfers
Total govemmentat actiovities

Business-type activities:
Investment eamings
Use of money and property
Transfers

Total business-type activities

Total pimary govemnment

Changes in Net Assets
Governmental activities
Business-type activities

Total primary govemment

General fund
Reserved
Unreserved
Total general fund

All ether governmental furids
Reserved

Total all other govemmental funds

Fiscal Year Ended

6/30/2003

6130/2004

6/30/2005

6/30/2006

8202007 6/30/2008 612012009
$  6154,751 6,288,159 § 8,544,260 B.950,567 5 B744789 5 952767 5 8705807
862,748 56,275 72,748 92,446 85,529 35,538 '
813,588 820,656 853,208 1,006,887 732,339 826,802 784,365
8,053,275 8,618,515 9,196,618 9,491,687 9,504,019 9,448,110 10, 339,929
934,587 1,000,528 1,032,668 1,076,180 1,107,005 1,138,908 1 173’353
681,903 861,386 784,118 861,441 $43,210 866,833 947’359
238,004 312,707 350,831 384,387 417120 425,087 367'704
1,201,563 712,843 96,134 607,576 451,307 470,219 248,832
1,208,281 2,148,591 4,087,107 3,405,260 3,980,312 3,834,117 21482684
- 721,591 524,276 853,208 887,841 731,014 1,530,560
20,038,680 21,553,253 23,852,078 24,558,730 24,732,471 27,206 413 26,380,168
254,859
- 3 - 387,820 181,484
- 721,591 (824,276) (653,299) (657,841} (731,014) (1,530,560)
254,859 (721,591 (824,276) (653,298) (687,841) (343,184) (1,360,076)
$ 20,293,538 20831662 § 23,027.802 23905431 § 24044630 § 26953210 § 24,991 120
1,802,026 1,505,533 221,577 (1,219,208) (5,456,513 (6,948,877) 2,693,183
2,251,784 1,861,700 2,125,869 1,891,263 (34,507 1,731,208 2,035,653
5 4243820 3,457,233 § 2347466 672057 § (5493110) $ (5217671) §  4,929.8%
2,273,895 1,281,222 1,823,010 8,551,478 4,688,443 Z 2819,067
3,114,420 5,082,750 5,254,556 4,060,987 . 2,705,279 '
$  5383,415 6313972 § 7,177,566 12812463  § 4669443 2§ 2706279 §  2519.007
3,290,625 149,933 53,301 5,883 183,657 41,475 3189
$ 3290825 149933  § 53,301 9883 § 1836857 % 475§ 3188
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City of Morristown, Tennessee

Table of General Bonded Debt with Total Assessment
and Expenditure Ratio

Ten tax years ended 2008

June 30, 2009

Ratio of Bonded Ratio of Bonded

General Total Debt to Total Total Debt to Total

Tax Year Bonded Debt Assessment Assessment Expendifures Expenditures
1999 10,901,300 420,402,672 026101 21,879,793 498 to 1
2000 18,242,200 446,747,982 041to 1 29,511,274 618to 1
2001 14,020,286 454,515,175 030to 1 23,248,722 603 to 1
2002 13,155,286 569,848,349 02310 1 25,398,613 51810 1
2003 11,042,686 576,534,587 019to 1 25,842 630 42710 1
2004 12,202,286 570,401,429 021 to 1 27,901,352 43710 1
2005 20,922,286 614,747,798 034101 33,896,969 B617to0 1
2006 22,538,317 704,667,216 032to1 37,296,867 604 to 1
2007 24,008,317 693,683,310 034101 38,249,959 62810 1
2008 22,521,414 735,127,536 033101 26,991,342 .834to01
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City of Morristown, Tennessee

Demographic and Economic Statistics
Last Ten Fiscal Years

Education
Per Level In

Capita Years of
Fiscal Personal Personal Median Formal School Unemployment
Year Population Income Income Age Schooling _ Enroliment Rate
2000 24,965 564,930,648 22,628 36.1 13.6 10,225 42
2001 24,977 589,107,522 23,586 363 13.8 10,225 6.3
2002 25,137 603,137,178 23,994 365 138 10,439 6.1
2003 25,023 625,875,276 25,012 366 14.0 10,440 6.5
2004 25,055 649,175,050 25910 367 14.2 10,439 6.1
2005 25,402 661,950,718 26,059 3689 14.3 10,519 6.4
2006 25716 674,118,224 26214 400 14.1 10,513 48
2007 25,686 673,075,944 26,204 41.2 14.0 10,613 57
2008 26,419 695,823,622 26,338 36.0 13.4 10,398 7.2
2009 25,800 696,780,600 27,007 36.8 13.3 10,079 13.48
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City of Morristown

Operating Indicators by Function

Last Ten Fiscal Years {7th Year of Implementation)

Function

Public Safety
Police:
Stations
Patrol units
Fire stations

Sanitation
Collection trucks

Highways and streets
Street (miles)

Culture and recreation
Parks acreage
Parks
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Fiscal Year
2003 2004 2005 2006 2007 2008 2009

1 1 1 1 1 1 1

48 48 48 48 48 48 48

5 4 5 5 6 6 <]

5 5 5 5 4 4 4

228 237 240 241 263 263 320
248 257 232 257 259 259 264

14 14 15 15 16 16 18



City of Morristown, Tennessee

Schedule of Utility Rates and Number of Customers

June 30, 2009

Sewer Rates
Inside - $4.59 per 1,000 gallons of water used—minimum bill of $9.18 per month,

Outside - $9.18 per 1,000 gallons of water used—minimum bill of $27.54 per month.

Customers:
Inside City 11,523
Outside City _ 109
Total 11,632
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City of Morristown, Tennessee

Schedule of Utility Rates and Number of Customers

June 30, 2009

Residential
Customer charge per month $ 1321
Energy charge:
First 2,000 kilowatt hours 7.582¢
Additional kilowatt hours per month 7.375¢

Commercial, Industrial, Governmental and Institutional:
Demand of up to 50 kilowatt hours:

Customer charge per month $ 2150
Energy charge per kilowatt hour per month 8.463¢
Demand of 51 to 1,000 kilowatt hours $ 127.00
Excess over 50 kilowatts per month $ 1286
Energy charge:
First 15,000 kilowat{ hours per month 7.896¢
Demand of 1,001 to 5,000 kilowatt hours:
Customer charge per month $ 266.00
Demand charge:
First 1,000 kilowatts per month $ 1290
Excess over 1,000 kilowatts per month $ 1429
Energy charge:
Per kilowatt hours per month $ 4522¢
Demand of 5,001 fo 15,000 kilowatts:
Customer charge per month $1,500.00
Demand charge:
Per kilowatt $ 11863
First 620 kilowatt hours per kilowatt per month 3.899¢
Additional kilowatt hour per month 3.337¢
Non-manufacturing demand of 15,001 to 25,000 kilowatts:
Customer charge per month $1,500.00
Demand charge:
Per kilowatt hour per month $ 14.21
Energy charge:
First 620 kilowatt hours per month 4.625¢
Additional kilowatt hours per month 3.928¢
Number of customers 14,270
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City of Morristown, Tennessee

Schedule of Water Rates and Number of Customers

June 30, 2009

Inside City Rate
Customer charge per month $ 485
First 50,000 gallons 1.80
Next 50,000 gallons 1.65
Over 100,000 1.45
Minimum bill:
5/8" meter 8.45
3/4" meter 8.95
1" meter 9.70
1 1/2" meter 11.20
2" meter 15.70
3" meter 80.70
4" meter 70.70
8" meter 100.70
Qutside City rates:
Customer charges per month 4.65
First 50,000 gallons 3.80
Next 50,000 gallons 3.30
Over 100,000 gallons 290
Minimum bill:
5/8" meter 12.25
3/4" meter 12.75
1" meter 13.50
1 142" meter 15.00
2" meter 19.50
3" meter 64.50
4" meter 74.50
6" meter 104.50
Monthly fire protection charges
4" 25.00
8" 40.00
8" 50.00
10" 100.00
12" 125.00
Number of Customers
12,506
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City of Morristown, Tennessee

Schedule of Monthly Telecom Rates

June 30, 2009

Standard Cable:
Expanded basic $ 41.95
Digital basic 4995
Digital bronze 58.95
Digital silver 67.95
Digital gold 80.95
Premium channels 9.95-11.95
Internet:
Residential
Tier 1 29.95
Tier 2 39.95
Tier 3 §59.95
Tier 4 99.95
Commercial
Tier 1 39.95
Tier 2 74.95
Tier 3 99.95
Tier 4 149.95
Tier 5 199.95
Telephone:
Residential
Basic pick 22.95
Preferred Pack 25.00
Additional services 3.75-8.95
Long distance per minute 0.05
Commercial
Access line 25.95
Busines local telephone service 36.95
Additional services 6.95-25.95
Long distance rate per minute 0.05

Note: The Telecom System began operations in 2006.
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CRAINE, THOMPSON, & JONES, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
225 WEST FIRST NORTH STREET
P.C. Box 1779
SUITE 300, MILLENNIUM SQUARE
MORRISTOWN, TENNESSEE 37816-1779
423-586-7650

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

Honorable Board of Mayor and Aldermen
City of Morristown, Tennessee

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund information
of City of Morristown, Tennessee, as of and for the yeat:efided dune 30, 2009, which collectively comprise the

City of Morristown, Tennessee'’s basic financial staternents afid haﬂg issued our report thereon dated January 5,

2010. We conducted our audit in accordance:with-auditing standates generally accepted in the United States of
America and the standards applicable to finangial audits ¢ontainedth: Government Auditing Standards, issued by
the Comptroller General of the United States - L

Internal Control Over Financial Reporting'fi -

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

Our consideration of 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 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 contro! 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 contro! deficiency, or combination of control deficiencies, that adversely affects the City
of Morristown, Tennessee'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 remote likelihood that a
misstatement of the City of Morristown, Tennessee's financial statements that is more than inconsequential wifl
not be prevented or detected by the City of Morristown, Tennessee's internal control. We consider the
deficiencies described in the accompanying schedule of findings and questioned costs to be significant
deficiencies in internal control over financial reporting. The finding is numbered 09-1.

JAMES W. CRAINE, CPA THOMAS M. JONES, CPA
GLENN B. THOMPSON, CPA, CFP, PFS HIRAM H. JONES, CPA
MIRA J. CRAINE, CPA



Honorable Beard of Mayor and Aldermen

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 City of Morristown, Tennessee’s internal confrol.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Morristown, Tennessee’s financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompiiance with which could have a direct and material effect
on the determination of financial statements 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 under
Government Auditing Standards.

We noted certain maiters that we reported to management of City of Morristown, Tennessee, in a separate letter
dated January 5, 2010.

This report is intended solely for the information and use of management, City Council, others within the entity,
and federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

Corains  Ahorpass ¢ Jous, P

Morristown, Tennessee
January 5, 2010
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CRAINE, THOMPSON, & JONES, P.C.

CERTIFIED PuBLIC ACCOUNTANTS
225 WEST FIRST NORTH STREET
FP.O. Box 1779
SUITE 300, MILLENNIUM S5QUARE
MORRISTOWN, TENNESSEE 37816-1779
423-586-7650

REPORT ON COMPLIANCE WITH REQUIREMENT APPLICABLE
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Honorable Mayor and City Council
City of Morristown, Tennessee

Compliance

We have audited the compliance of City of Morristown, Tennessee with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are
applicable to each of its major federai programs for the year.ended June 30, 2009. City of Morristown,
Tennessee’s major federal programs are identified 1o -the summary of auditor's results section of the
accompanying schedule of findings and questioned: costs-Compii with the requirements of laws, regutations,

contracts, and grants applicable to each of its-major fed eral is the responsibility of City of Morristown's
g rristown’s compliance based on our audit.

We conducted our audit of compliance in acét vith' apditing standards generally accepted in the United
States of America; the standards applicable o financial authts gentained in Government Auditing Standards,
issued by the Comptroller General of the United States- and OMB Circular A-133 Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on a major federal program occurred.
An audit includes examining, on a test basis, evidence about City of Morristown, Tennessee’s compliance with
those requirements and performing such other procedure as we considered necessary in the circumstances, We
believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination of City of Morristown, Tennessee’s compliance with those requirements.

in our opinion, City of Morristown, Tennessee complied, in all material effects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30, 2009.

Internal Control Over Compliance

The management of City of Morristown, Tennessee’s is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered City of Marristown, Tennessee's internal
control over compliance with the requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on compliance,
but not for the purpose of expressing an opinion on the effectiveness of internal control over compliance,
Accordingly, we do not express an opinion on the effectiveness of City of Morristown, Tennessee’s internal control
over compliance.

JAMES W. CRAINE, CPA THOMAS M. JONES, CPA
GLENN B. THOMPSON, CPA, CFP, PFS HIRAM H. JONES, CFA

MIRA J. CRAINE, CPA



Honorable Mayor and City Council
Page 2

A control deficiency in an entity's internal contro!l over compliance exists when the design or operations of controt
does not allow management or employees, in the normal course of performing their assigned functions, to prevent
or detect noncompliance with a type of compliance requirement of a federal program on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
entity’s ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than inconsequential will
not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than
a remote likelihood that material noncompliance with a type of compliance requirement of a federal program will
not be prevented or detected by the eniity’s internal control.

This report is intended solely for the information and use of management, City Council, others within the entity,

and federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

Cracer, dlorpser + g»m.m, P. C.

Morristown, Tennessee
January 5, 2010
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City of Morristown, Tennessee

Schedule of Findings and Questioned Costs

June 30, 2009

Section | - Summary of Auditor’s Resulis

Financial Statements

Type of auditor's report issued: unqualified
Material weaknesses identified? No
Reportable conditions identified not considered to be

material weaknesses? None reported
Noncompliance material to financial statements noted? No

Federal Awards

Internal control over major programs:

Material weaknesses identified no
Reportable conditions identified not considered none reported
Type of auditor’s report issued on compliance for major programs: unqualified

Any audit findings disclosed that are required to be reported in
accordance with Circular A-133, Section 510(a): no

Identification of major programs:

MTPO 20.505
Dollar threshold used to distinguish between Type A and B programs $300 000
Auditee qualified as low-risk auditee ho

Section Il - Financial Statement Findings:
No matiers were reported

Compliance Findings
No matters were reported.

Internal Control Findings

Finding No. 1

CONDITION — Management did not obtain approval from City Council or Tennessee Division of Local Finance for
interfund loans caused by individual funds with negative balances within the pooled cash arrangement.

REASON IMPROVEMENT NEEDED: City of Morristown, Tennessee pools its cash from its various funds into a
bank account. The State of Tennessee has determined that if individual funds within the pooled cash
arrangement have a negative balance in its share of pooled cash, the negative balance should be treated as an
interfund loan. Interfund loans for operating purposes must be repaid within the same fiscal year of the loan. The
interfund loan must be approved by City Council and Tennessee Division of Local Finance.

At June 30, 2009, the General Fund and Storm Water Fund's share of pooled cash was negative. City of

Morristown, Tennessee management did not receive City Council or Tennessee Division of Local Finance
approval for the interfund loans.
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City of Morristown, Tennessee
Schedule of Findings and Questioned Costs
June 30, 2009

Internal Control Matters (Continued):

CAUSE OF CONDITION: No approval obtained for interfund loans within pooled cash caused by individual funds
having negative balances at June 30, 2009.

RECOMMENDATION: Management should seek City Council and Tennessee Division of Local Finance approval
for interfund loans caused by negative balances for individual funds within the pooled cash arrangement.

Management Response
=  General Fund Interfund Loan Payable

On June 30, 2009 the City’s General Fund had an outstanding interfund loan with the Sewer Fund of $1,241,512.
This loan was necessary in order to allow the City to continue day-to-day operations. As of December 1, 2009 the
loan was paid back in its entirety.

There are two significant items which led to the necessity of this loan to the General Fund for the fiscal year
ending June 30, 2009. The first item contributing to this situation in the General Fund was the inclusion of
operating and capital expenditures for the Lakeway Area Metropolitan Transportation Planning Organization
(LAMTPQ) in the General Fund. LAMPTO is a multi-agency organization comprised of representatives of
Morristown, Jefferson City, White Pine, Hamblen County and Jefferson County. It is funded by the federal
government {with some programs administered through the State of Tennessee). The City of Morristown serves
as the “host” organization, providing office space to the personnel and handling all financial matters for LAMPTO.
Typically, the City of Morristown will pay for a project or operating expense for LAMPTO, and then subsequently
receive reimbursement from the appropriate state or federal agency. As of June 30, 2009 the City's General
Fund had an account receivable for LAMTPO reimbursements of $732,823. The City had already expended
these funds on operating and capital expenditures, but had not yet received reimbursement. Management has
made a decision that beginning for the fiscal year ending June 30, 2010 the City will utilize a separate fund to
maintain the LAMTPO transactions (as well as Community Development Block Grant funds) and the General
Fund wili no longer be affected by the activities of this function.

The other significant item is an account receivable of $948,141 from the State of Tennessee for reimbursement of
expenses related to the construction of Veterans Parkway. The City's General Fund initially paid 100% of the
expenses for Veterans Parkway, with the State of Tennessee pledging to pay for a portion. The project was
completed in FY 2008, however due to cost overruns and a disagreement over the final amount the State would
contribute due to the overruns it took significantly longer for the City to actually receive the funds. The full
balance of $948,141 was received by the City on August 17, 2009,

These two significant accounts receivable total $1,680,964, exceeding the amount of the loan outstanding from
the Sewer Fund on June 30, 2009. If these two accounts receivable had been paid in full before the end of the
fiscal year the General Fund would not have any outstanding loans as of June 30, 2009.

e Storm Water Fund Interfund Loan Payable

The Storm Water Fund had an interfund loan from the Sewer Fund of $649,477 that was outstanding on June 30,
2009. Without the loan the Storm Water Fund would have had a negative cash balance. The issue of a negative
cash balance in the Storm Water Fund goes back to FY 2008. At the end of FY 2008 the Storm Water Fund had
a negative cash balance of $667,891. FY 2008 was the first year of the Storm Water Fund and the City was not
able to implement a storm water fee as quickly as expected. As a result the Storm Water Fund had 12 months of
expenses and only two months of revenues. There were also one-time costs associated with the startup that
were not covered by the incoming revenue.

The loan interfund loan outstanding on June 30, 2009 was necessary in order for the Storm Water Fund to
continue day-to-day operations. As of January 2010 the loan has not been paid back. The Storm Water Fund
does not have the ability to pay back this loan in a timely manner under the current revenue structure in place.
The current revenue structure does cover the day-to-operations. Management has advised City Council of this
situation and will present City Council with a new fee structure recommendation during the FY 2011 budget
discussions. Management will propose a loan amortization schedule with a five-year payback.
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City of Morristown, Tennessee
Schedule of Findings and Questioned Costs
June 30, 2009

e Other
In response to this issue management has contacted officials at the State of Tennessee and sought guidance on
these loans from others such as finance consultants at the University of Tennessee’s Municipal Technical
Advisory Service. Management has also work with the external auditor to find a resolution to this issue. It is
management's understanding that the external auditor contacted State officials as well. State officials are aware

of the loans but cannot approve the loans at this time. Management has taken steps to notify City Council of
these loans and will do so in the future if it becomes necessary. Management has also adopted an internal policy

Section lll - Federal Award Findings and Questioned Costs

No matters were reported
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