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May 20, 2008

To the Honorable Mayor, Members of the City 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 principals (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, 2007.

This report consists of management’s representations concerning the finances of the City
of Morristown. Consequently, management assumes full responsibility for the
completeness and reliability of all of the information presented in this report. To provide
a reasonable 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 absolute 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, PC, 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, 2007, 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, 2007, 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 ofa
broader, federally mandated “Single Audit” designed to meet the special needs of federal

granfor 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 27,000. The City is authorized by state statues to levy a property tax on
both real and personal properties located within its boundaries. It is also empowered by
state statute to extend its corporate limits by annexation, which occurs periodically when
deemed appropriate by the Board of Mayor and Alderman.

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, water, electric and sewer service and
solid waste collection are provided under an Enterprise fund concept with user charges
established by the Council fo ensure adequate coverage of operating expenses and

payments on outstanding debt.

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 no
later that 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.

Major industries located within the government’s boundaries or in close proximity
include manufacturers of furniture, automobile components, and paper. To maintain
Morristown’s competitiveness in the attraction of jobs, City Council authorizes the
Morristown Industrial Development Board (IDB) to negotiate in-licu-of-tax agreements
with existing and prospective industries.

City Council adopted guidelines to lead the IDB in negotiations and the resolution
requires the Mayor and City Administrator to be informed on a regular basis about any on
going projects. Each project still requires City Council’s concurrence before any tax
incentives are finalized with a prospect.

Colgate-Palmolive announced Morristown as the site of their only facility for the
production of their flagship toothpaste product, Colgate Total in December 2005. The
site chosen is on Howell Road across the Norfolk Southern Railroad from Morristown
Municipal Airport. The plant will initially employ 225 people with a capital investment
of over $70 million.

During the fiscal year, public works projects of new roads (Veterans Parkway), site
grading, water/sewer extensions and a rail spur were all in some phase of completion for
locating the Colgate-Palmolive Total toothpaste plant on a 40 acre site in Morristown. In
conjunction with the State of Tennessee and the Appalachian Regional Commission, over
$3,976,000 was committed for the public works improvements, excluding roads. Of this
the City General Fund was obligated for $600,000 of the improvements. This use of
General Fund balance was a planned drawdown of reserves.

Local Option Sales Tax

‘A shortfall of $ 1,223,161 in the budget for the Local Option Sales Tax collection is
attributable to two different reasons. First, there was only 1% growth in collections from
the prior year. The budget was predicated on 6% growth from the estimate of the FY
2006 collection. This was a major factor in the reduction to General Fund balance.

There was also an administrative error in the estimate which increased the shortfall by an
additional $400,000. The error was caused by double-compounding the sales tax growth
rate used for the FY 07 budget. The error has been detailed and eliminated for future



years by additional reviews of revenue estimates prior to adoption of the budget by City
Council.

Recreation

Four new soccer fields at a cost of $960,000 were completed at Wayne Hansard Park on
the southwest side of Morristown. The demand for soccer and the need for a
championship venue for the four high school soccer teams have prompted City Council to
add this park improvement project to their agenda. Funding for the work comes from the
City’s 2006 commitment to parks from General Obligation bonds.

Public Safety

To meet the requirement for reestablishing the Class 3 rating city wide, City Council
authorized in FY 2006 the construction of Fire Station Six. Funding for the construction
came from General Obligation bonds, while the staffing was divided between two City
operating budgets (FY 2006 and 2007). Groundbreaking occurred in November 2006
and completed in April 2007. Cost of the station is $1,500,000.

Roadways

Five bids were opened Friday, January 12° 2007 for the construction of the first three legs
of Veterans Parkway. The low bid was that of G. W. Wyatt Construction of Jefferson
City at the cost of $3,996,194.62. The bid included the excavation of the road and
necessary drainage structures and the removal of rock for four lanes of roadway, but

stone and paving for only two lanes.

This completes the engineering, right-of-way and grading for four lanes of Veterans
Parkway and applies the stone and asphalt for two lanes and appropriate turn lanes at
intersections. The first leg intersects SR 160 near the present Deering Road and then
goes cross country to the Colgate-Palmolive plant. The second leg follows the existing
Howell Road from the Colgate plant to Merchants Greene. The third leg is a new route

from Merchants Greene to Bellwood Road.

Building roads is an expensive business. As progress on the road construction began,
significantly more rock than originally estimated added approximatety $2,000,000 to the
project expense. The City’s costs to date for Veterans Parkway are:

Engineering $ 250,000
Right-of-way $ 376,000
Clearing and grubbing $ 36,000
Construction $5,994,195
Inspection services $ 250,000
Miscellaneous $ 150,000



Total $7,056,195
Estimated State reimbursement $ 948,000
From Moving Morristown bonds ~ $6,108,195

Timing of the City’s bond issues to reimburse expenses of Veterans Parkway and the
$2,000,000 cost overrun has negatively impacted fund balance for the General Fund.
City Council is examining methods of rebuilding General Fund balance as part of their
budget strategy in the 2008 and 2009 budgets.

Cash management policies and practices. The City’s investment policy is to minimize
market risks while maintaining a competitive yield on its portfolic. Accordingly,
deposits were either insured by Federal Depository Insurance or collateralized. Cash was
invested in certificates of deposit, repurchase agreements, and the State Treasurer’s
investment pool. The government held all collateral, on deposit, during the fiscal year
ended June 30, 2007 in the category of lowest risk as defined by Governmental
Accounting Standards Board.

Risk management. The Risk Management Program includes all lines of loss exposure.
These exposure areas include: Workers® compensation, Property Damage, General
Liability, Error and Omission; Crime; and Accidental Death and Dismemberments.
Please see page 44 to the financial statements for more information.

Pension and other post employment benefits. The City of Morristown provides
pension and benefits for all of the employees through the Tennessee Consolidated
Retirement System. The City of Morristown also provides post retirement health care
benefits for certain retirees and their dependents. Additional information on the City’s
pension arrangements and post employment benefits can be found on page 42

Acknowledgment. The preparation of the CFAR could not have been accomplished
without the efforts and dedication of the staff of the Department of Finance. We would
like to express our appreciation to the Finance staff and other personnel from various
departments, agencies, and authorities that assisted in the preparation. Also, we would
like to thank the Mayor and Council for their guidance and support.

espectfu subm1 d,
D@uu’ROMOWU
James H Crumley Dynise Robertson
City Administrator Finance Director
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INDEPENDENT AUDITOR'S REPORT

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

We have audited the accompanying financial statements of the governmental activities, general fund and solid
waste budgetary comparisons, business-type activities, major funds, 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, 2007, as listed in the table of contents. These financial statements are the responsibility of the
City of Morristown, Tennessee management. Our responsibility 1s 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 total assets of $109,038,343 as of June 30, 2007, and total
revenue of $66,516,101 for the year then ended. These financial statements were audited by other auditors and
the reports have been furnished to us, and our opinion, insofar as it relates to the amounts included for
Morristown Utility Commission, is based solely or the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and standards applicable to financial audits contained in Governmental Auditing Standards, issued by the
Comptrolier General of the United States of America. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our 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, 2007, 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 April 16, 2008, on our
consideration of the City of Morristown, Tennessee internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, confracts, 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
MIrRA J. CRAINE, CPA



Henorable Mayor and Board of Aldermen

The management's discussion and analysis on pages 9 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 opinion 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 not been subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we express no opinion on them.

Morristown, Tennessee
April 16, 2008



MANAGEMENT’S DISCUSSION AND ANALYSIS

As management for the City of Morristown, we offer readers of the City of Morristown’s
financial statements this narrative overview and analysis of the financial activities of the
City of Morristown for the fiscal year ended June 30, 2007. 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

e The assets of the City of Morristown exceeded its liabilities at the close of the
most recent fiscal year by $112 million (net assets), a decrease of $6 million
during FY 2007. Of this amount, $23 million (unrestricted net assets) may be
used to meet the government’s ongoing obligations to citizens and creditors.

e As of the close of the current fiscal year, the City of Morristown’s governmental
funds reported combined ending fund balances of $4.8 million, an increase of $7.8
million in comparison with the prior year.

¢ The City of Morristown’s total bonded debt increased by $3.4 million during the
current fiscal year. The key factor in this increase was the issuance of $6.5
million general fund and enterprise fund projects.

Overview of the Financial Statements

This discussion and analysis serves as an introduction to the City of Morristown’s
financial statements. The basic financial statements consist of three parts: ()]
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 nef 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 (€.g., uncollected taxed
and earned 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
(governmental activities) from other functions that are intended to recover all or a
significant portion of their costs through user fees and charges (business-fype 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 City’s electric, water, sewer, and
telcom systems. The Morristown Utilities Commission functions for all practical
purposes as a department of the City and therefore has been included as a business-type
activity of the primary government.

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

Fund financial statements. A find 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 three
categories: governmental funds, proprietary funds, and fiduciary 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
requirements.

Because the focus of governmental funds is natrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds 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.
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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 21 of
this report.

Proprictary 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, 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 the Morristown Utilities Commission and for the sewer
operations, both of which are considered to be major funds of the City of Morristown.

The basic proprietary fund financial statements can be found on page 26 of this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit
of parties outside the government. Fiduciary funds are not reflected in the government-
wide financial statement because the resources of those funds are rot available to support
the City of Morristown’s own programs. The accounting used for fiduciary funds is
much like that used for proprietary funds.

Notes fo 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 30 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
$112 million at the close of the most recent fiscal year. Net assets decreased by $6
million for the period.

By far the largest portion of the City of Morristown’s net assets (77 percent) 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 not

11



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 to liquidate these liabilities.

City of Morristown’s Net Assets

Governmental activities Business-type activities Total
2007 2006 2007 2006 2007 * 2006

Current and
other assets $33,515,029 $ 38,885,192 $20454,112 $24,343,611 $ 53,428,463 $ 63,228 803
Capital assets 34,796,775 31,761,839 118,523,995 108,892,114 153,320,770 140,653,952

Total asscts 67,771,126 70,647,031 138,978,117 133,235,775 206,749,243 203,882,755
Long-term
liabilities
outstanding 22,197,515 21,841,520 49,673,768 32,987,680 71,871,283 54,829,200
Other liabilities 12,539,821 10,569,188 9,502,134 20,112,515 22,041,955 30,681,702

Total liabilities 34,737,336 32,410,708 59,175,902 53,100,195 93,913,238 85,510,903
Invested in
capital assets,
net of related
debt 20,829,489 32,367,332 65,694,276 65,965,213 86,523,765 08,332,545
Restricted 153,829 3,461,659 557,111 531,9031 710,940 3,993,562
Unrestricted 11,751,704 2407332 13,849,596 13,638,464 25,601,300 16,045,796
Net assets $ 32,735,022 $ 38,236,323 § 80,100,983 $80,135,560 $ 112,836,005 $118,371,853

*2007 Net of Eliminations

An additional portion of the City of Morristown’s net assets (.6 percent) represents
resources that are subject to external restrictions on how they may be used. The
remaining balance of unmrestricted net assets ($25,601,300) may be used to meet
Morristown’s ongoing obligations to citizens and creditors.

At the end of the current fiscal year, the City of Morristown is able to report positive
balances in all three categories of net assets, both for the government as a whole, as well
as for its separate governmental and business-type activities.

Governmental activities. Governmental activities decreased the City of Morristown’s
net assets by $5,458,513. The following is a summary of financial activities for the City
during the fiscal year ended June 30, 2007.

12



City of Morristown’s Changes in Net Assets

Revenues:

Program revenues:
Charges for services
Operating grants and
contributions
Capital grants and
contributions

General revenues:
Property taxes

Sales tax
Intergovernmental
Other

Tofal revenues

Expenses:
General government
Public Safety
Public Works
Economic development
Culture and recreation
Civic Support
Airport
Miscetlaneous

Interest on fong-term
debt

Water

Sewer

Electric
Telcom system

Total expenses
Decrease/Increase in net
assets before transfer

Transfers
Decrease\Increase in
net assets

Net assets-7/1/2006

Prior period adjustment
Net assets-6/30/2007

Governmental Business-type
activities Activities Total
2007 2006 2007 2006 2007 2006
$ 1,109,542 $ 1,541,741 $72,072,574 $ 66,012,824 $ 73,182,116 § 67,554,565
448,884 505,818 - 448,834 505,818
1,702,895 3,234,328 - = 1,702,395 3,234,328
6,744,789 6,989,567 - - 6,744,789 6,989,567
9,594,019 9,491,687 - - 9,594,019 0,491,687
3,989,312 3,405,261 - - 3,989,312 3,405,260
3,716,510 4,043,917 - 3,716,510 4,048,917
27,305,951 29217318 72,072,574 66,012,824 99,378,525 95,230,142
4427912 3,732,690 - 4427912 3,732,690
14,783,116 12,011,746 - 14,783,116 12,011,746
8,936,753 7.884,650 8,936,753 7,884,650
126,444 3,879,932 126,444 3,879,932
3,107,468 1,864,017 B - 3,107,468 1,864,017
856,949 532,178 - - 856,949 532,178
631,368 554,398 - - 631,368 554,398
- 292,973 - - 292,973
582,295 337,239 - 582,295 337.239
- 4,486,115 4,241,596 4,486,115 4,241,596
= - 5,682,663 5,170,188 5,682,668 5,170,188
= - 56,800,708 53,341,801 56,800,708 53,341,801
- - 4,449,839 741,677 4,449,839 714,677
33,452,305 31,089,823 71,419,330 63,468,262 104,871,635 94,558,085
(6,146,354) (1,872,505) 653,244 2,544,562 (5,493,110) 672,057
687,841 653,299 (687.841) (653,299 - -
(5,458,513) (1,219,206) (34,597) 1,891,263 (5,493,110) 672,057
38,236,323 39,660,602 80,135,580 78,244,317 118,371,503 117,699,846
(42,788) (205,073) - (42,788) (205,073)
$ 32,735,022 $ 38,236,323 $80,100983  $80,135,580 $ 112,836,005  § 118,371,903

The two largest sources of governmental activity revenue, property taxes and local sales
tax, accounted for 60% of the total governmental activity revenues.
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General Public Safety  Public Works Culture and Airport Civic Support Economic  Longterm debt
Government Recreation development expense

The graph below presents the major sources of revenue for governmental activities.

Revenues bySource-Governmental Activities

Intergovernmental,
Use of money and 17%
property, 2% Propery taxes, 28%

Hotel/motel tax, 1.7%
Business and gross

: 40
receipts tax, 4% In-lieu tax, 0.3%

Alcohol beverage tax, _/
5% \

Local sales tax, 40%

Franchise taxes, 3%
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Business-type activities. Business-type activities decreased the City of Morristown’s
net assets by $34,597.

Expenses and Program Revenues-Business-type Activities

m Expenses
® Program revenues

65,000,000
60,000,000
55,000,000
50,000,000
45,000,000
40,000,000
35,000,000 +--
30,000,000 4
25,000,000 -+
20,000,000
15,000,000 -
10,000,000 4 —mw e
5,000,000 +-=—f==

Sewer Water Electric Telcom

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 $4,834,084 a decrease of $7,789,246 in

comparison with the prior year.

The General Fund’s fund balance decreased $7,943,020. Approximately $2.3 million of
the general fund balance is reserved for long term interfund loans. The remainder of fund
balance is reserved to liquidate contracts and to fund a variety of other capital projects.

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.

Unrestricted net assets of the Morristown Utility Commission, which operates electric,
watet, and telcom service for the City, at the end of the year, amounted to $12.8 million.

15



General Fund Budgetary Highlights

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

$3,702,283 in increases allocated for street improvements.
$2,197,641 in increases allocated for industrial park projects.
e $1,516,740 in increases allocated to the recreation department for park
improvements.
o $54,038 in increase allocated to the fire department for a new fire station.
The increases were funded from fund balance and bond proceeds.

Additional budgetary highlights included:

e The construction of Fire Station #6 and the purchase of a required fire
apparatus.

e Funding for a 1.5% cost of living adjustment for all City employees and a
2.5% step raise for eligible employees.

Departments continue to monitor operating cost within budgetary guidelines.

Capital Asset and Debt Administration

Capital assets. The City of Morristown’s investment in capital assets for it’s
governmental and business type activities as of June 30, 2006, amounts to § 34.7 million
and $ 118 million, respectively (net of accumulated depreciation). Capital assets
increased $3 million and $ 9.4 million respectively. This investment in capital assets
includes land, buildings, system improvements, machinery and equipment, park facilities,
roads, highways, and bridges.

City of Morristown’s Capital Assets

(net of depreciation)
Governmental activities Business-Type Activities

2007 2006 2007 2006
Land $ 7,864,762 $ 7,553,889 $ 1,857,055 $ 1,857,055
Buildings 9,799,574 0,995,182 14,389,334 14,456,104
Improvements other than
buildings 3,393,116 3,803,024 - -
Machinery and equipment 3,354,377 3,684,128 2,866,130 2,933,754
Infrastructure 6,090,817 6,204,986 - -
Transmission and
distribution - - 88,436,910 70,178,108
Construction in progress 4,294,129 520,630 10,974,566 19,693,943
Total $34,796,775 $ 31,761,839 $ 118,523,995 $ 109,118,964
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Additional information on the City of Morristown’s capital assets can be found on page
35 of this report.

Long-term debt. At the end of the current fiscal year, the City of Morristown had total
bonded debt outstanding of $ 70.8 million; of this amount $20 million comprises net
direct debt of the general government. 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.

City of Morristown’s Outstanding Debt
General Obligation and Revenue Bonds

Governmental activities Business-type activities Total
2007 2006 2007 2006 2007 2006

General
Obligation
Bonds $21,158,317 $16,522,286 - - $21,158,317 $16,522,286
Revenue
Bonds - - $48,583,584 $50,819,116 $48,583,584 $50,819,116
Total $21,158,317 $16,522,286 $48,583,584 $50,819,116 $69,741,901 $67,341,402

Additional information on the City of Morristown’s long-term debt can be found on page
47 of this report.

Economic Factors and Next Year’s Budgets and Rates

e The first property tax increase occurred in Fiscal Year 2003, and the only second
since 1980. Since the last increase in FY 03 the City has been able to build, equip
and staff two new fire stations. The City’s tax rate will be $1.37 for FY 08, and
increase 41%. The increase is necessary to balance the General Fund and provide
much needed replacement capital and seven new police officer positions.

e The creation of a Storm Water Utility Fund to account for and fund storm water
drainage and management projects.

e Budget a conservative estimate for local option sales tax collections due to
uncertainty with fuel prices and new retail options for residents of neighboring
communities.

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, 100 West First North Street, Morristown, Tennessee 37814. The
Comprehensive Annual Financial Report and other information about the City may be

17



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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Clty of Morristown, Tennessee
Statement of Net Assets
June 30, 2007

ASSETS
Cash and cash equivalents
Receivables {net of allowance
for uncollectibles)
Inventorles
Accrual for unbiled revenue
Due from clhers
Due from other funds
interfund icans - current
Discounted energy units
Other current assets
Restricted assets:
Tempararily restricted:

Cash and cash equivalents

Investments.
Capltal assets {pet of accurnulated
depreciation):

Land

Buildings

improvements

Equipmant

Infrastructure

Utility plant and equipment

Construction in progress
Real estate-non-operating:
Accounts recaivable - long-term
Interfund loans receivable - long term
Discounted energy units less current portion
Other assets
Plant acguisition adjustments

Total assets

LIABILITIES AND NET ASSETS
Liabiiitles
Accounts payable
Accrued expenditures and other current liabilities
Due to others - bonds and deposils
Due to other funds
Deferred credit to expense
Escrow - Siezed property
Customer depnsits
Unearnad revenue
Advances
Nencurrent liabllities:
General bonded debt:
Due within one year
Due In more than one year
Capital lease obligation
Due within one year
Due in more than oneg year
Loans from General Fund
Due within one year
Due in more than one year
Compensated absences:
Estimated to be paid within one year
Estimaled to be paid after one year
Total liabilities

Net agsets

Investad in operating capital assets
net of related debt

Restricted for:
Uncompleted contracts and encumbrances
Narcotics
Debt service

Unrestricted

Total net assets

Primary Government
Governmantal Buslness-typa
Actlvities Actlvitles Eliminations Total

3 692,988 $ 8,949,817 $ 9,642,803
14,459,388 5,985,082 20,445,368
26,838 1,222,678 1,249,846
- 1,644,323 1,644,323
178,360 178,360
95,178 4,789,727 (4,884,805) -
145,000 (145,000) -
- 89,205 99,205
62,771 62,771
- 250,000 250,000
1,699,397 557,111 2,256,508
7.864,762 7.664,762
9,799,574 - 9,799,674
3,393,118 - 3,393,116
3,354,377 3,354,377
8,080,817 - 8,090,817
= 107,548,430 107,548,430
4,294,129 10,974,565 15,268,694
14,791,431 - 14,791,431
875,000 - 875,000
2,300,500 (2,300,500) -
511,450 511,450
420,283 424,074 853,357
- 568,351 568,351
§ 70,311,804 $ 143,767,844 $ (7,330,405) 5 206,749,243
$ 2,318,704 $ 4,991,312 $ 7,311,016
252,827 2,514,638 2,787,565
48,710 - 48,710
1,848,415 3,038,490 (4.884,905) -
60,000 60,000
72,923 72,823
1,764,254 1,784,254
9,785,557 170,000 9,865,557
- 41,530 41,930
1,355,000 1,138,104 2,493,104
20,883,317 47,445,480 68,328,797
25,981 25,981
47,377 47377

145,000 {145,000)
2,300,500 (2,300,500) -
656,134 £56,134
294,095 25,795 319,880
37,576,782 63,666,881 (7.330,405) 93,913,238
19,838,456 66,685,307 86,523,765
2,622,172 - 2522772
153,829 - 153,829
557,111 557,111
10,219,963 12,858,565 23,078,528
$ 32,735,022 § 80,100,983 $ - $ 112,836,005

The rotes to inancial stalemants are an integral part of this statement.

19



0z

‘usLSjels Siy o ed [B3)U| UE BJE SjUBLISIE]S [BIOUBUY O} SSI0U 3L

G00'0E8'Z2LL $ £96°00L'08 $  ZZ0'SELZE $ Buipus - sjesse BN
SLL'62e'8LL 085'cEL'0R GEG'EBL'SE BuiuwBag - pajsnipe se sjesse jaN
(881'zy) (gsl'zh) weunsnlpe poad Jold
£06'L8'8L1 085'5EL'08 £2£'95Z'88 BujuuiBaq - sjesse JaN

{011'c6p'S) (266'¥E) {£15'86¢'G) sjesse Jau vy abueyn
0E9'¥¥0'VE (1¥8'289) LIV'TEL'VE SISJSUel) PUE SaNUDAS) [e1aush |ej0)
- (18" 280} 8’289 slsjsuel)
0£9'¥0'v2 - 0£9'v0'v2 SNUBABL PUNY |EUBWILIACS 210
ZLe'686'e . zle'ees's (pamIsaIUN) [RuaLILIBACEIR)|
20g'15h - 208" LGF fyadosd pue Asuow jo asny
ozl L - rA AR XE} |9]oW/|80H
OLZ'EPB - 0LZ°CHE xey sidienal ssoif pue ssauisng
S00'20L'L - G00'20L°L xe) efiesonng Joyoony
610'v65'6 - 6L0'¥65'6 XE) S9{BS [220]
BEE'TEL - 6E8'2EL S9%E) JsIysuURIH
625'99 - 625'S9 X nall-u|
BRL'PPL9 ¢ - $ 68LvbS'9 § saxe} Auadold
(obs'ics'62) § AT $ (¥86'06L'00) $ S68'20'L $  vef'gvy ¢ 9gLL'Zel'sl  $  Ge9'Lig'vOL $
¥¥e'e59 ¥¥Z'€59 - - - ¥iS'2I0'Z2 0EE'5LY'LL
(6¥2'106"L) (6¥Z'L06'1L) - E 085'8¥S'Z A 4
5Z2'LEB'L 522'1E8°L - - ££6'L£9'8G 802'008'95
{s61'921) iseL'9z1) b = : £I¥'068G'G 899'289's
£or'618 £99'618 - - = 8/G'GEE'S SL1'98%'y
(¥96'081 '0€) - (¥86'061°0E) G68'204'L ¥8g'sht Zrs'60L'L SOE'ZSH'EE
(562'289) - (562°285) - - - 662'295
(gog'ola) - (899'919) - 005'v) - g9¢°1LE9
(rv'ozL) - {rr¥'ogl) - - i ozl
(6v6'0Ge) S (6¥5'058) = - - 645'958
(P08'80L'2} - (+06'80.°2) obe'zse ovL's ¥88'2¢€1 gor'20L'e
(se0'08Y" L} - (869'098t'2) 550'06¥'L - ; £61'9E6'8
{688'cSE'rL) - (688'cog'yL) - 99c'p1 L9g'pLy 9LL'E8L'pl
(ice's6t'e) ¢ - $ (/ee'asv'e) $ - $ 881y ¢  160'l56 ¢  ZI6/ZFF Y
|ecL SaANANDY SaNIAIRY suonngLauod suonnquiuod DIAIBG m@mcwnxw
ognmmoc_.m:m |EJUBDLILLIBAD DY pue sjuelsy pue sjueloy 2oy mmmhmco
BWUIBA0D) AIBLULY [euden Buneiado

51958y 18N U] sebueyn
pUE anuaAsay (asuadx3 ) 18N

sanuaAal Welbold

wawwaaoh Aewud 12101

sanapoe adf-ssauisng 210
w2)sAs woose |

auag
lamag
LTS

:sapanoe adArsssuisng

sanARoe [EuewWsAol jej0 ]
asuadxa 19ep wis-buon

vodny

WAWdOIBASD DILLOUDD]

poddns 210

uonEaIal PUB SYed

S)JOM 2]|gnd
Aajes olqnd

wawiusaoh |elsusn
'SSNIAIDE [EJUSLULLIBAOD)
Juswusaaohb Aewld
inelboigjsuonaung

2002 “0¢ dunr papug Jea )
SBIHANOY JO JURLIE]S
208S9UUA) ‘UMD)ISILION O A9




City of Morristown, Tennessee
Balance Sheet

Governmental Funds

June 30, 2007

ASSETS
Cash and cash equivalents
Receivables (net of allowance
for uncollectibles)
Due from other funds
Interfund loans receivable -current
Inventories
Investments
Interfund loans receivable -long term

Total assets

LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable
Due to other funds
Due to others
Accrued expenditures
Escrow - seized property
Deferred credits fo expenditures
Unearned revenue

Total liabilities

Fund balances:
Reserved for:

Uncompleted contracts

Narcotics

Reserve for Interfund loans -long term

Unreserved
Fund balance - reserved for
encumbrances
Total equity

Total liabilities and fund equity

Amounts reported for governmental activities in the statement

of net assets are different because:

Assets not used in operations

Capital assets used in governmental

activities are not financial resources and,

therefore are not reported in funds
Other long-term assets are not available

to pay for current-period expenditures

and, therefore are deferred in the funds
Unamortized bond issue costs

Adjustment of deferred taxes for accrual basis

Long-term liabilities, including bonds payable are not due and
payable in the current period and therefore are not reported
in the funds

Net assets of governmental activities

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

21

Total
Solid Waste Narcotics Governmental
General Fund Fund Funds
$§ 351,284 $ 94,871 $§ 246,811 $ 692,986
14,403,063 51,174 5,149 14,459,386
95,178 95,178
145,000 145,000
26,868 - - 26,868
1,699,397 B 1,689,397
2,300,500 2,300,500
$ 19,021,290 $ 146,045 $ 251,980 $ 19,419,315
$ 2172239 $ 135758 $ 11,707 $ 2,319,704
1,848,415 1,848,415
48,710 - 48,710
239,931 9,303 3,693 252,927
- 72,923 72,923
60,000 - . 60,000
9,082,652 - - 0,982,552
14,351,847 145,061 88,323 14,585,231
2,368,943 - - 2,368,943
- - 153,829 153,829
2,300,500 2,300,500
- 984 984
9,828 9,828
4,669,443 o84 163,657 4,834,084
$ 19,021,200 146,045 $ 251,980
14,791,431
34,796,775
1,080,000
224,283
196,995
§23,188.546!
$ 32,735,022



City of Morristown, Tennessea

Statement of Revenue, Expenditures, and Changes in Fund Balances

Governmental Funds
Year Ended Juna 30, 2007
Total
Solid Wasle Narcolics Govermnmental
General Fund Fund Funds
Revenues
Taxes:
Property $ 6,960,375 $ . $ = $ 6,860,375
In lieu of taxes 65,529 - 65,520
Franchise 732,338 - 732,339
Local sales tax 9,594,019 - - 9,594,019
Alcoholic baverages 1,107,005 - - 1,107,006
Business and gross recaipts 943,210 - - 943,210
Hotelimotal tax 417,120 - - 417,120
Total taxes 19,819,597 - - 19,819,597
Licenses, permits and fines 808,709 284,779 1,083,488
Use of money and property 329,777 - - 320,777
Sarvica charges and fees 137,584 - - 137,584
Intergovernmental 5,899,094 242,000 - 8,141,081
Total ravenues 26,994,768 242,000 284,779 27,521,537
Expenditures
Curmrent:
General Government
Mayor and Council 156,120 - 156,120
City Administrators 474,518 - 474,518
Elections 14,931 14,631
Finance 605,056 - 605,856
Purchasing 88,400 - - 808,400
Computer operations 206,776 - 206,776
Human resources 576,619 - 676,618
Lagal services 108,530 - 108,530
Community and economic affalrs 530,662 - 530,662
Codes enforcement 62,557 & 62,507
Metropolitan transportation organization 439,796 - 434,766
Community development block grant - - -
Engineering 364,628 - 364,628
Inspactions 387,967 - - 397,967
Other 351,305 - - 351,306
Total general govermment 4,378,805 - - 4,378,805
Public safaty:
Police 5,937,058 - 366,505 6,303,563
Fira 7,676,700 - 7.676,700
Other public safaty 346,406 - - 346,496
Total public safaty 13,960,254 - 366,505 14,326,758
Public works 8,641,303 1,739,983 - 10,381,286
Parks and recrsation 3,225,978 - - 3,229,976
Clvic support 866,174 - - 856,174
Economic development 2,224,061 2,224,061
Airport 180,240 - 190,240
Dabt sarvice: -
Bond principal 1,105,000 - . 1,105,000
Bond interest 449,467 - . 449,487
Professional services 166,077 - - 155,077
Total debt service 1,709,564 - - 1,709,564
Total axpendiliiiss 35,190,378 1,735,983 366.505 37,206,867
Deficiency of revenue over expenditures $ [8,185.621) $ {1,467,583) 3 (81,726) $ (9,775,330
Other financlng sources {usos): -
Bond Proceads § 4.750,000 4,750,000
Transfers In 667,841 1,497,983 235,560 2421324
Transfars out (1,733,483) - - {1,733483)
Tatal other financing sources and uses 3,704,358 1,497,983 235,500 5437 841
Net change In fund balance (4,491,263) . 163,774 (4,337,489)
Fund balance, baginning 12,612,463 984 9,883 12,623,330
Prior period adjustment (3.451,757) e _HMZ)_
Fund balance-ending $ 4,669,443 3 984 $ 163,657 4,834,084

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, 2007

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

Net change in fund balances--total governmental funds (4,337,489)

Governmental funds report capital outlays as expenditures. in the government-wide

financial statements, capital asset additions are reported as additions to capital
assels 4,653,073

in the government-wide financial statements, certain capital assets are depreciated.
In the governmental basis financial statements, capital assets are charged to
expenditures, therefore, depreciation is not taken {1,929,785)

The issuance of long-term debt (e. g., bonds, leases) provides current financiai
resources to government funds under the governmental fund basis, but is
considered an increase in debt in the government-wide financial statements {(4,750,000)

The payment of long-term debt is reported as an expenditure in the governmental
funds financial statementsbut is considered as a reduction in debt in the city-
wide financial statements 1,105,000

The payment of bond issue expense is considered an expenditure in the
governmental financial statements, whereas in the city-wide financial statements
these are considered assets and are amortized 22,269

Compensated absences are considered expenditures when paid on the governmental
fund basis, but in the government-wide financial statements are considered

expenses as incurred (5,995)
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 report these revenues on the

acecrual basis (215,586)
Changes in net assets of governmental activities $ (5458,513)

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

Statement of Revenues, Expenditures and Changas In Fund Balance - Budget and Actual

General Fund
Year Ended June 30, 2007

Revenues
Taxes:
Properly
In lieu of taxes
Franchise
Local sales tax
Alcoholic baverages
Business and gross receipts
Hotal/motel tax
Total taxes
Licenses, permits and fees
Use of money and property
Sarvica charges and fees
Intergovemmental
Total revenues

Expanditures
Cumrent:
General Govemment
Mayor and Council
City Administrators
Elactions
Finance
Purchasing
Computer operations
Human resources
Legal services
Community and economic affairs
Codes enfarcement
Metropalitan trangportation organization
Community development block grant
Engineering
Inspactions
Other
Total general govamment
Public safaty:
Palica
Fira
Other public safety
Total public safety
Public works
Parks and recreafion
Civic support
Economlc development
Industrial Parks
Alrport
Refirea health inswrance
Debt service:
Bond principal
Bond interest
Professional services
Total debt service
Total expenditures

Excess (deficiency) of revenue over expenditures
Other financing sources {uses}
Bond Proceeds
Transfers in
Transfars out
Tolal other financing scurces (uses)
Net change In fund batance
Fund balance, beginning
Prior period adjustmant

Fund balance-anding

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

Variance with
Final Budget -
Budgetad Amounts Positive
Qriginal Final Actual Amounts__ {Negative)
6,840,000 $ 6,840,000 3 8,960,375 $ 120,375
760,000 760,000 65,529 (694,471)
1,005,000 1,005,000 732,339 (272,661)
10,817,180 10,817,180 9,504,018 {1,223,181)
1,075,000 1,075,000 1,107,005 32,006
850,000 850,000 943,210 83,210
375,000 375,000 417,120 42,120
21,722,180 21,722,180 19,819,597 {1,902,583)
876,500 876,600 808,709 (67,791)
275,000 275,000 329,777 54,777
155,000 155,000 137,584 {17,416}
4,587,960 4,587 960 5,899,091 1,311,131
27,616,840 27,816,640 26,994,758 {621,882}
181,200 181,200 156,120 25,080
426,170 426,170 474,518 {48,348)
13,000 13,000 14,931
560,100 560,100 605,966 (45,856}
72,600 72,600 88,400 {15,800)
172,400 172,400 205,776 (33,376)
241,400 241,400 576,619 (335,219)
100,000 100,000 109,530 {9,530)
440,100 440,100 630,862 {80,562)
59,900 59,900 62,597 {2,697)
700,000 700,000 439,796 260,204
340,000 340,000 - 340,000
348,600 348,600 364,828 (16,028)
383,800 383,800 397,967 {14,167)
- 351,305 {(351,305)
4,039,270 4,039,270 4,378,805 {337,604)
5,841,400 5,641,400 5,937,058 {295,658)
6,076,300 7,648,876 7,876,700 (27,825}
329,120 325,120 346,496 {17 378}
12,046,820 13,619,395 13,960,254 {340 859)
4,882,900 8,565,183 8,641,303 (56,120)
1,710,950 3,227 680 3,228,978 {2,288)
530,500 530,500 856,174 (326,674)
175,000 2,372,641 2,224,081 148,580
25,000 25,000 25,000
140,000 260,000 190,240 69,760
275,700 276,700 : 275,700
1,700,000 1,700,000 1,106,000 596,000
600,000 600,000 449,487 150,513
5,000 5,000 155,077 {150,077)
2,305,000 2,305,000 1,709,684 595,426
26,131,140 35,240,379 35,190,379 51,831
1.455,_5&0_ $ (7,623,738) $ (8,185,621) $ {569,851)
3 3,250,000 $ 4,750,000 - 4,500,000
175,000 175,000 687,841 512,841
(1,660,500) (1,733,483) {1,733.,483) -
(1.485,500) 1,691,617 3,704,358 2,012,841
- (5.932,222) (4,491,263) 1,440,959
12,612,643 12,612,643 12,612,463
(3,451,757} -
12,612,643 $ 6,680,421 $ 4,668,443 5 {2,010,978)
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City of Morristown, Tennessee

Schedule of Revenue, Expenditures and Changes in Fund Balance -

Budget and Actual
Solid Waste Fund

Year Ended June 30, 2007

Revenue
Intergovernmental revenue

Expenditures
Sanitation
Landfill
Recycling
Superfund
Debt service:
Debt principal
Debt interest
Total debt service
Total expenditures

Excess (deficiency) of revenues over
expenditures

Other sources:

Transfers from General Fund
Net change in fund balance
Fund balance, July 1, 2006

Fund balance, June 30, 2007

The notes to financial statements are an integral part of this statement.
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Variance with
Final Budget
Budgeted Amounts Actual Positive
Original Final Amounts - (Negative)
$ 242,000 $ 242,000 $ 242,000 $ -
729,400 729,400 717,205 (12,195)
500,000 572,983 594,810 21,827
190,600 190,600 185,968 (4,632)
5,000 5,000 (5,000)
200,000 200,000 200,000 -
42,000 42,000 42,000 -
242,000 242,000 242,000 -
1,667,000 1,739,983 1,739,983 -
(1,425,000) (1,487,983) {1,497,983) -
1,425,000 1,497,983 1,497,983 -
984 984 984 -
$ 984 $ 984 $ 984 $ -
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Clty of Modristown, Tennessee

Statemant of Cash Flows
Proprietary Funds
Year Ended June 30, 2007
Business-Typas Activities
Enterprise Funds
Sewer Power Water Telacom
System System System System Total
Cash flows from operating activities
Cash received from customers 3 5,429,130 $ 57,679,857 $ 5,326,322 5 2,715,860 3 71,151,268
Cash received from City of Morristown 878,875 ; . 976,875
Cash paid to suppliers (2,686,404) {50,483,175) - {2,016,585) (2,682,958) (57,879,122)
Cash paid to employees (1,064,356) (3,709,422) (1,089,007) {552,000) (6,424,825)
Net cash provided by operating activities 1,678,330 4,458,235 2,210,730 (519,088) 7,826,197
Cash flows from noncapltal financing activities:
Transfers to City of Moristown (lax equivalent
payments - (865,880) (31,851) - (687,841)
Interfund advances (2,858,152)
Net cash flows from investing activities {2,858,152) {655,890) {31,851) - {687,841)
Cash flows from Investing activities:
Interest received on investments 8,905 412,506 122,612 - 515,118
Sale (purchase) of Investments - {22,107) 300,000 277,893
Net cash flows from investing aclivities 8,905 412,506 100,505 300,000 621,916
Cash flows from capltal and related
financing activities ’
Bond proceeds T.227 650 7.227 850
Payments on caplial lease cbligations - - {12,319} {3,042) {15,381)
Met additions lo plant acquisition adjustments - (154,897 - (154,697)
Net additions o capital assets (5.594,566) (4,134,462) (2,287,733) {3,326,783) (15,353,564)
Interfund (repayments) advances - (905,877) (333,199) 1,239,076 -
Contributions from developers - - 111,006 - 111,008
Capital contributions - lap fees 208,402
Principal payments on long term debt {505,000} (47,845} (768,968) - (1,341,813)
Payment of loans from general fund (135,000) (135,000)
Interest paid on long term debt {411,738} {86,064) (351,578) {498,524) (1,347,904}
Draws on nole payable agreement - - 1,377,312 1,562,400 2,939,712
Net cash flows from financlng activilies 924,728 {5,328,045) {2.430,479) (1,026,873} (8,069,971)
Increase {decrease) In cash and cash equivalents {248,189} {1.116,084) (151,185) {1,245,871) {2,759,448)
Cash and cash equivalents, beginning 518,777 7,110,918 1,830,982 2,248,581 11,708,266
Cash and cash eguivalents, ending $ 272,588 $ 5,584,822 3 1,679,787 3 1,002,610 $ 8,949,817
Business-Type Actlvities
Enterprise Funds
Sawer Power Water Telecom
System System System System Total
Raconcllation of operating Income to
net cash provided by oparating
actlvities:
Operating income {loss) $ 71,834 $ 1,504,783 $ 967,423 5 {1,402,725) 5 1,141,315
Adjustments to reconcile operating income to
net cash flows from operating activities:
Depreclation and amortization 1,801,614 2,379,121 1,265,318 783,369 8,220,322
Provision for losses on accounts receivable - 153,632 - 153,632
Redemption of discounted energy units 93,435 - . 93,435
Changes in operating assets and liabilities: -
Accounts recelvable 11,366 (428,067) - - - (428,067)
Accrual of unbllled revenue {49,737) 85,156 (8.256) - 6,163
Materials and supplies inventory - 63,558 (80.862) E {17,303)
Other assets - 138,666 23,370 (60,609) 101,347
Trade accounts payable (178,291) 314,158 17,165 (37,181) 115,852
Customer deposits and prepayments - 8,458 - 28,270 38,728
Other Uabilllles 21,644 163,433 27,572 160,858 382,507
Net cash provided by operating activities 3 1,678,330 $ 4,466,235 $ 2,210,730 5 (519,008} $ 7,814,831

The notes to financial statements are an integral part of this statement.
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City of Morristown, Tennessee
Notes to Financial Statements
June 30, 2007

| - 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
Novemnber 30, 1989 (when applicable) that do not conflict 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 is 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:

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

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

e A change 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
from goods, services or privileges provided by a given function or segment and 2) grants and contributions that
are restricted meeting the operational or capital requirement of a particular function or segment.
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Taxes and other items not property 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 managemeni to make estimates and assumptions that affect certain
amounts and disclosures. Accordingly, actual results could differ from these estimates.

. 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 financial statements.
Revenues are recorded when eamed 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 fiscal 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
governmental 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, intergovernmental 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 all 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 ali solid waste expenditures. Transfers are made from
the General Fund to meet these expenditures.

The government reports the following major proprietary funds:

Morristown Utility Commission oversees the water and electric activities. The sewer activities are directed
by the City Administrator.
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Additionally, the government reports 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 extent that those standards do not
conflict with or contradict 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. Elimination 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
toffrom other funds.” These have been eliminated in the government-wide statement of net assets.

All trade receivables were considered collectible at June 30, 2007. 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 penaity 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. Invenfories

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 Assels

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.
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5. Capital Assets

Capital assets, which includes property, plant, equipment, and infrastructure assets (i.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 15-50 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 service 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.

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 legally restricted by outside parties for use for a specific
purpose. Designations of fund balance represent tentative management plans that are subject to change.

Il - Reconcilation of Government-Wide and Fund Financial Statements

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

Around the first of March, the budget process begins, with the City Administrator giving direction to
department 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 control 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.

IV - Detailed Notes on All Funds

A. Deposits and Investments

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

Cash and Short-term
Equivalents Investments
Govemment type funds $ 692,986 $ 1,699,397
Enterprise type funds 8,049,817 807,111
Totals $ 9,642,803 $ 2,506,508

As of June 30, 2007, Morristown Utility Commission has approximately $179,000 in cash and cash
equivalents exposed to credit risk because the related accounts were uninsured and collateralized with
securities held by the pledging financial institution’s trust department or agent, but not in the
Commission’s name or were not categorized at all. A portion of the City's deposits as of June 30, 2007,
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 Hamblen County Bank whereby City funds are invested
overnight in securities of the U.S. Treasury Department. At June 30, 2007, the City had $4,744,792
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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B. Receivables as of year end for the government’s individual major funds and nonmajor in the
aggregate, including the applicable allowances foruncollectible accounts, are as follows:

Non-Major
and
General Other Funds Enterprise Totals
Receivables:
Taxes $ 10,086,586 $ - $ . $ 10,086,556
Accounts 439,066 56,323 5,985,982 6,481,371
Intergovernment 3,934,977 - - 3,837,977
Gross receivables 14,460,629 56,323 5,985,982 20,505,934
Less: Allowance for bad debt (57,566) - - (57,566)
Net receivables $ 14,403,063 3 56,323 $ 5,885,982 $ 20,448,368

Included in taxes receivable of the General Fund is property taxes of $6,835,272 that were assessed as
of January 1, 2006, but will not be billed until after June 30, 2007. There is an offsetting deferred income
for the above balance.

C. Capital Assets

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

Balance Balance
July 1, 2006 Increases Decreases June 30, 2007
Governmental activities:
Capital assets not being depreciated:
Land $ 7,553,889 $ 310,873 $ - $ 7,864,762
Construction in progress 520,630 4,040,918 267,419 4,294,129
Total capital assets not being depreciated 8,074,519 4,351,791 267,419) 12,158,891
Capital assets being depraciated:
Buildings 15,598,268 66,980 - 15,665,248
Improvements other than buildings 11,684,311 102,194 - 11,786,505
Machinery and equipment 9,287,216 550,405 (243,365) 9,594,256
Infrastructure 13,739,223 404,135 - 14,143,358
Total capital assets being depreciated 50,309,018 1,123,714 {243,365) 51,189,367
Less: accumulated depreciation:
Buildings (5,603,086} (262,588) - (5,865,674)
Improvements other than buildings (7,881,287) (512,102) - (8,393,389)
Machinery and equipment (5,603,088) (636,791) - (6,239,879)
Infrastructure (7,534,237) (518,304) - (8,052,541)
Total accumulated depreciation (26,621,698) (1,929,785) - (28,551,483)
Net capital assets being depreciated 23,687,320 (806,071) (243,365) 22,637,884
Total capital assets-government $ 31,761,839 $ 3,545,720 $ (510,784) _§ 34,796,775
activites
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Balance Balance
July 1, 2006 Increases Decreases Juna 30, 2007
Business-type activities:
Capital assets not being depreciated:
Land $ 1,857,055 - $ - 1,857,055
Construction in progress 19,§93.943 14,878,557 (23,597,934! 10,974,566
Total assets not being depreciated 21,550,998 14,878,557 (23,597,934) 12,831,621
Capital assets being depreciated:
Buildings 17,347,728 321,136 (865) 17,667,999
Transmissionand distribution 122,388,251 23,031,745 (324,346) 145,095,650
Furniture, fixtures and equipment 8,257,715 889,670 (253,738) 8,893,647
Total capital assets being
depreciated 147,993,694 24,242 551 (578,949) 171,657,296
Less accumulated depreciation:
Buildings and improvements (2,891,624) (387,906) 865 (3,278,655)
Transmission and distribution (52,210,143) (4,806,040) 357,443 (56,658,740)
Furniture, fixtures and equipment 5,323,961 937,294 233,738 (6,027,517)
Total accumulated depreciation (60,425,728) {6,131,240) 592,046 (65,964,922
Net capital assets being depreciated 87,667,966 18,111,311 13,097 105,692,374
Total net capital assets - business
activities 109,118,964 32,089,868 (23,584,837) 118,523,995
Total net capital assets 880, D30, 085, 320,
Depreciation expense was charged to government activities as follows:
General government $ 122,894
Public safety 619,818
Public works 642,459
Parks and recreation 103,486
Airport 441,128
Total T 1,829,785
Depreciation expense was charged to business-type activities as follows:
Sewer $ 1,797,915
Water, Electric, Power and Telecom 4,333,325
Total F_ 6,131,240
D. Accounts payable and other current liabilities:
Governmental Business Type Total
Accounts payable $ 2,319,704 $ 4,991,312 $ 7,311,016
Accrued payroll and other liabilities 252,927 2,514,638 2,767,565
Total $ 2,572,631 $ 7,505,950 $ 10,078,581
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E.

Interfund receivables, advances, payables, and transfers

The interfund receivables and payables as of June 30, 2007, were as follows:

Receivable From Payable to Amount
Telecom System Electric System $ 2,197,281
Telecom System Water System 304,752
Electric system Sewer System 439,280
General Fund Sewer System 1,848,414
Telecom System General Fund 95,178
Total 5 4,884,905

The first two items receivables from Telecom System represent temporary loans. The next item
receivable from Electric System represents collection of sewer fees, which are collected through the
Electric System and remitted to the Sewer System on a monthly basis. The next item, receivable from
General Fund, resulted from the General Fund overdrawing its share of the common operating bank
account used by all City Funds. The last item represents Telecom System’s share of bond issue expense
paid from the General Fund. These were expected to be liquidated over a short term.

The interfund advances were on a longer-term basis and represent proceeds of General Obligation bond
issues that were funneled to Morristown Unity System. These advances were as foliows:

Receivable from Payable to Amount
Telecom System Electric System $ 945,500
Water System Electric System 1,500,000
Total 2,445,500

The interfund transfers were as follows:

Transfer from Transfer to Amount
General Fund Solid Waste Fund $ 1,497,983
General Fund Narcotics Fund 235,500
Electric System General Fund 655,890
Water System General Fund 31,951
Total $ 2,421,324

The first two items represent operating subsidies. The last two items represent payments in lieu of taxes.
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F. Deferred items

Deferred items consisted of the following:

Governmental Business-Type Total
Taxes due after June 30, 2007 $ 9,725,557 % - $ 9,725,557
Advance payments for street work 60,000 - 60,000
Telecom System - 170,000 170,000
Total $ 9,785,557 $ 170,000 $ 9,955,557

Also, included in non-current liabilities is a liability for compensated absences in the sewer system of
$23,145 and in the general fund of $944,234. In addition, there is included in the non-current liabilities
$9,079,369 proceeds from a revolving loan agreement with the State of Tennessee, wherein the
Marristown Utility System has borrowed $9,079,369 to improve the water system. In addition, Morristown

Utility System has a capital leases payable of $26,319, $13,160 of which is included in long-term
lizbilities.
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H. Annual debt service requirement for general obligation and revenue bonds are as follows:

___Government Activitles Business-Type Activities
Year Ending Principal Interest Principal Interest

2008 5 1,355,000 $ 989,862 $ 1,047,973 $ 1,926,373
2009 1,502,500 937,327 1,821,691 1,877,007
2010 1,572,500 878,802 1,893,083 1,811,211
2011 1,080,500 817,589 2,018,686 1,741,479
2012 1,165,500 775,127 2,105,674 1,664,502
2013-2017 4,739,890 3,177,454 10,525,156 7,332,825
2018-2022 5,040,146 1,935,428 12,046,982 5,029,913
2023-2027 4,220,750 765,575 13,710,870 2,433,352
2028-2030 481,531 39,775 3,413,469 339,850
Totals $ 21,158,317 ] 10,337,039 $ 48,583,584 $ 24,156,612

Following are debt requirements for capital leases:

Capital leases:
2008 $ 26,308
2009 14,378
2010 14,378
2011 14,378
2012 14,378
2013 : 2,396

Total future minimum lease payments 86,216

Less amount representing interest {12,858)

Present value of fuiture minimum lease payments

{including $25,981 classified as current $ 73,358

Telecom System Series D-1-A Bond

During 2005, the City issued variable rate $18,000,000 Public Building Authority of Blount County Bonds
(Series D-1-A) on behalf of the Telecom system. The bonds were issued for the purpose of financing of
the cable television and internet infrastructure of the Telecom System. The bonds are payable in annual
installments ranging from $375,000 in 2009 to $1,525,000 in 2030. These bonds are included in the

business activity liabilities.

The Bond is secured by the taxing authority of the City. As of June 30, 2007, the Commission had
$2,548,581 in proceeds from this debt issue on deposit with a financial institution which were restricted in
use to acquisition, construction, improvement, renovation, equipping and repair of a cable television and
internet system.

Under its loan agreement, the Public Building Authority of Blount County, Tennessee (the “Authority”), at
the request of the City, has entered into an interest rate swap agreement for all of the outstanding Local
Government Improvement Bonds, Series D-1-A.

In order to protect against the potential of rising interest rates and to balance its mixture of variable and
fixed rate debt, the City requested the Authority, on its behalf, to enter info an interest rate swap in
connection with its $18 million Series B-1-A variable-rate bonds. The intention of the swap was to
effectively change the City’s variable interest rate on the bonds to a synthetic fixed rate.
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Under the swap, the Authority pays the counterparty a fixed payment of 3.314% and receive a variable
payment computed as 59% of the one-month London Interbank Offered Rate (“LIBOR”) plus 35 basis
points (0.35%). The swap has a notional amount of $18 million and the associated variable-rate bond has
a $18 million principal amount. The interest rate swap agreement is based on the same amortization
schedule as the outstanding principal of the Series D-1-A Bonds. The bonds’ variable-rates have
historically approximated the Bond Market Association Municipal Index TM (the “BMA”).

The bonds mature on June 1, 2030, and the related swap agreement matures on June 1, 2015. As of
June 30, 2007, rates under this agreement were as follows:

2007
Fixed payment to counterparty 3.31%
Variable payment from counterparty -3.51%
Net interest rate swap payment -0.20%

Variable rate bond coupon payments 3.81%
Symthetic inferest rate on bonds ]

The swap agreement yielded interest savings of approximately $52,000 in 2007.

As of June 30, 2007, the swap had a positive fair value of $113,215. The positive fair value of the swap
may be countered by increases in total interest payments required under the variable-rate bond, creating
higher synthetic rates. Because the rates on the government’s variable-rate bonds adjust to changing
interest rates, the bonds do not have a corresponding fair value increase. The fair value model calculates
future cash flows by projecting forward rates, and then discounts those cash flows at their present value.

As of June 30, 2007, the City's exposure to credit risk is equal to the amount of the swap’s positive fair
value. However, should interest rates change and the fair value of the swap becomes negative, the City
would no longer be exposed to credit risk. The swap counterparty was unrated at the time of the swap. In
order to mitigate the potential for credit risk, the Authority, on behalf of the City, received a Financial
Guarantee Insurance Policy for the swap agreement from Ambac Assurance Corporation, who was rated
“AAA” by Standard and Poor’s and Fitch and “Aaa” by Moody's Investor Service as of June 30, 2007. If
Ambac's credit rating is downgraded, the counterparty is required to post collateral with a third-party

custodian.

As noted above, the swap exposes the City to basis risk should BMA increase to above 59% of LIBOR
plus 35 basis points, thus increasing the synthetic rate on the bonds. If a change occurs that resuits in the
BMA to be below 59% of LIBOR pius 35 basis points, then the synthetic rate on the bonds will decrease.

The derivative contract uses the International Swap Dealers Association Master Agreement, which
includes standard termination events, such as failure to pay and bankruptcy. The Schedule to the Master
Agreement includes an “additional termination provision.” The Authority or the counterparty may terminate
the swap if the other party fails to perform under the terms of the contract. If the swap is terminated, the
variable-rate bond would no longer carry a synthetic interest rate. Also, if at the time of the termination the
swap has a negative fair value, the Authority would be liable to the counterparty for a payment equal to
the swap's fair value. Likewise, if the swap has a positive fair value at termination, the counterparty would
be liable to the Authority for a payment equal to the swap's fair value.

As of June 30, 2007, debt service requirements of the variable-rate debt and net swap payments,
assuming current interest rates remain the same, for the term were as follows. As rates vary, variable-rate

bond interest payments and net swap payments will vary.

41



Prior period adjustment

Toward the close of the previous year, bonds were issued in the principal amount of $10,000,000, with
the proceeds recorded in the General Fund. However, a decision was made to use $5,008,969 of this
bond issue for capital improvements to the Sewer System.

Prior to the current year, the General Fund paid construction costs of the Sewer System in the amount of
$407,283. These were reclassified.

An adjustment was made to correct the long-term debt where the proceeds went to Morristown Utility and
the Utility System had been carrying the balance of the promissory notes as long-term debt, but since the
Morristown Utility System is part of the primary government of the City of Morristown, those promissory
notes represent advances by the City of Morristown. This adjustment decreased the City-Wide
Unrestricted Fund Balance by $650,000.

These adjustments are summarized as follows:

Bond issue adjustment - Net $ 199,929
Reclassification of prior year construction costs 407,283
Adjustment resulting from scheduling of payments on bonds

differently from payment of Morristown Utility System

promissory notes (650,000)
Net adjustment $ (42,788)

Restricted assets:

The following assets were restricted:

General Fund — Bond proceeds for capital improvements $ 1,699,397
Sewer flind — Bond proceeds for capital improvements 250,000
Water System — Interest and sinking funds 557,111

State street aid activities:

The following is a summary of State Street Aid activity within the General Fund for the year ended June
30, 2007:

Reserve fund balance, July 1, 2006 $ -0-
Add — state gasoline tax revenues 715,670
Less — state expenditures {(715,670)
Reserve fund balance, June 30, 2007 3 -0-

. Other Disclosures:

. Commitments and Contingencies:

At June 30, 2007, the City of Morristown had the following commitments:

General Fund — Uncompleted contracts $ 3,034,370
Sewer System — Uncompleted contracts 3,210,292
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 affect on the financial condition of the government.
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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 experlence has not been significant for
these services.

C. Joint Ventures

Morristown-Hamblen County Library — The City of Morristown and Hamblen County jointly own the
Morristown-Hamblen Library. Each appoints an egual number of members to its board by directors. The
City contributed $228,500 for the library operation during the fiscal year ended June 30, 2007.

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, 2007, the City was charged $607,867

D. Pension Plan Information

CITY OF MORRISTOWN

Plan Description

Employees of Morristown are members of the Political 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 formuia 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 all 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, Consolidated Retirement System, 10" Floor Andrew Jackson Building, Nashville, TN 37243-
0230 or can be accessed at http:// treasury.state.tn.usfters/PS/.

Funding Policy

City of Morristown requires employees to contribute 5.0% of earnable compensation.

City of Morristown is required to contribute at an actuarially determined rate; the rate for the fiscal year
ending June 30, 2007, was 11.81% of annual covered payroll. The contribution requirement of plan
members is set by state statute. The contribution requirement for City of Morristown is established and
may be amended by the TCRS Board of Trustees.
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Annual Pension Cost

For the year ended June 30, 2007, City of Morristown’s annual pension cost of $1,552,236 to TCRS was
equal to City of Morristown's required and actual contributions. The required contribution was determined
as part of the July 1, 2005 actuarial valuation using the frozen entry age actuarial cost method. Significant
actuarial 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 actuariai 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. City of Morristown’s unfunded actuarial accrued liability is being amortized as a level 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, 2005, which established contribution rates effective July 1, 20

TREND INFORMATION

Annual Percentage Net
Fiscal Year Pension of APC Pension
Ending Cost (APC) Contributed Obligation
June 30, 2007 $ 1,552,236 100.00% $0.00
June 30, 2006 $ 892,786 100.00% $0.00
June 30, 2005 $ 842985 100.00% $0.00

MORRISTOWN UTILITY COMMISSION — RETIREMENT PLAN

The Commission has a defined contribution retirement plan (Morristown Power and Water System
Employees’ Restated 401(k) Asset Accumulation Plan) covering substantially ail employees. The
Commission is the administrator of the plan and is responsible for establishing or amending the plan
provisions and contribution requirements.

During 2007, the amount of payroll covered by the plan was $$5,039,678 of total payroll of $5,559,543.
During 2008, the amount of payroll covered by the plan was $4,571,399 of total payrol! of $5,200,790.
Under the plan terms, the Commission will match participant contributions up to 3% of the participant’s
salary and may also contribute an additional amount to the plan at its discretion. During 2007 the
discretionary contribution amounted to 12% of the participants’ salary. Participants are not required but
may contribute up to a total of 75% of their salary subject to IRS limitations. All employees who have
completed one year of service as defined by the Plan and who have attained the age of 21 are eligible to
participate in the Plan.

Participants are 100% vested in the employer contributions when they are made. The Commission
contributed $751,414 in 2007 into the Plan, which represents 15% of the covered payroll and 100% of the
required contribution. The participants contributed $374,504 in 2007 which represents 7% of the covered

payrolt.
Deferred Compensation Plan

The City of Morristown Primary Government offers its employees, with the exception of those employed
by Morristown Utility Commission, a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan is available to certain City employees and permits them to defer a
portion of their salary until future years. The deferred compensation is not available to employees until
termination, retirement, death, or unforeseeable emergency. All assets of the plan are held for the
exclusive benefit of participants and therefore are no longer shown in the City’s Trust and Agency Fund.
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F. Post-Retirement Healthcare Benefits
City of Morristown — excluding water, electric and telecom systems

It is the City’s policy to supplement hospital insurance premiums until age 65 for those employees who
take early retirement. During the year ended June 30, 2007, there were 44 retirees under this plan with a
cost to the City of $325,744. Compensated absences that will be paid within one year are estimated to

be $350,000. Funds typically used in the past to liquidate this liability are the Sewer Fund and the

General Fund.
Water, Electric and Telecom Systems

The Commission pays heaith insurance premiums for former full-time employees who have retired after
attaining the age of 60 and have not yet attained the age of 65. The Commission will also pay 50% of
these former employees’ dependent coverage. The Commission is not required to provide these benefits
by any statutory, contractual or other authority. As of June 30, 2007, there were four former employees
eligible to participate in the plan. Benefits relating to these retirees are expensed when paid and totaled

$14,316 in 2007.

G. 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
settiement 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, 2007

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

(Dollar amounts in thousands)

Actuarial Actuarial Actuarial  Unfunded Funded Covered UAAL as a
Valuation Value of Accrued AAL Ratio Payroll Percentage
Date Assets Liability (UAAL) of Covered
{AAL) Payroll
(a) (b} (b)-(a) (alb) (c) (b-a)(c)
July 1, 2005 $ 37471 $ 44,061 $ 6,590 85.04% $11,194 58.87%
July 1, 2003 $ 35814 $ 42,539 $ 6725 84.19% $ 9,748 68.99%
June 30, 2001 $ 34,504 $ 36,125 $ 1,621 95.51% $ 9,032 17.95%

45



City of Morristown, Tennessee

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

Year Ended June 30, 2007

Variance with
Final Budget -

Budgeted Amounts Positive
Original Final Actual Amounts (Negative)
Narcotics Fund

Revenues
Program Income $ 120,723 $ 120,723 $ 284,779 $ 184,056
Miscellanecus Revenue - -

Total revenues 120,723 120,723 284,779 164,056
Expenditures
Narcotics enforcement 409,524 " 409,524 366,505 43,019
Excess of expenditures over revenue {(288,801) (288,801) (81,726) 207,075
Other Sources
Transfers in 235,500 235,500 235,500 -
Net change in fund balance {53,301) {53,301) 183,774 207,075
Fund balance - beginning 9,883 9,883 9,883 -
Fund balance - ending $ (43,418) § {43418) § 163,657 $ 207,075
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STATISTICAL SECTION






City of Morristown, Tennessee
Statistical Information
June 30, 2007

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 fo help the reader assess the government's 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 environment
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.
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City of Morristown, Tennasses

Changes In Fund Balances of Governmental Funds

Last Ten Fiscal Years
Fifth Year of Implementation

{Modified Accrual Basis of Accounting)

June 30, 2007

Revenues

Taxes

Licenses, permits and fines
Use of money and property
Service charges and fees
Intergovernmental

Total revenues

Expenditures

General govemment
Public safety
Public works
Parks and recreation
Airport
Civic support
Economic development
Retiree benefits
Miscellaneous
Dabt service
Principal
Interest
Debt expense
Total expenditures

Deficiency of revenue
over expenditures

Other financing sources [uses)
Transfers in

Transfers out

Bonds issued

Total other financing sources (uses)

Net change in fund balance

Debt service as a percentage of
total governmental expenditures

Fiscal Year
2003 2004 2005 2006 2007
$ 17,538,836 $ 17,963,740 $ 18,798,835 $ 19,509,714 $ 19,819,597
1,720,054 766,770 936,037 904,316 1,083,458
469,234 736,196 600,408 607,576 329,777
124,335 319,659 131,098 165,179 137,684
5,300,157 4,566,023 5,204 205 7,664,424 6,141,091
25,242,616 24,342,396 25,851,573 28,841,200 § 27,521,537
2,432,599 2,603,517 3,322,466 3,654,202 4,378,805
10,868,047 10,849,337 11,946,235 12,010,039 14,326,759
5,595,244 6,215,255 6,897,308 9,055,173 10,381,286
1,597,215 1,766,941 1,568,247 1,857,729 3,229,978
1,270,308 590,071 292,552 275,700 190,240
506,273 569,688 544,398 532,178 856,174
1,731,781 1,379,815 1,448,415 4,355,672 2,224,061
408,347 434,580 292,973 -
164,256 229,795 39,351 20,531 -
815,000 764,600 1,224,800 1,265,000 1,105,000
382,892 360,360 178,333 178,432 449 487
34,098 4,903 4,670 299,340 155,077
25,308,813 25,842 630 27,901,355 33,896,969 37,296,867
(155,997) (1,500,234} {2,049,782) (5,055,760) (9,775,330)
2,632,114 4,290,237 2,550,093 2,371,219 2,421,324
(2,632,114) (5,005,138} (1,725.817) {1,717,920) {1,733,483)
1,992,464 10,000,000 4,750,000
- {714,801) 2,816,740 10,653,299 5,437,841
$ !155.997! $ 52,215,135! $ 766,958 - $ 5597539 $ (4,337,489)
4.85% 4.37% 5.05% 5.14% 4.58%
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City of Morristown, Tennessee
Changes in Net Assets

Last Ten Fiscal Years

Flfth Year of implementation
{Accrual Basis)

June 30, 2007

Expenses
Governmental activities:

General government

Public safety

Publlc works

Parks and racreation

Civic support

Economic development

Retiree benefits

Airport

Long-term debt expense

Other

Total govemnmental activities expenses

Business-type activities:

Water

Sewer

Electrc

Telecom system

Total business-type activities expenses

Total primary govemment expenses

Program Revenues
Governmental activities:
Charges for sarvices:
Genaral government
Public safety
Public works
Parks and recreation
Clvic support
Economic development
Retiree benefits
Airport
Long-term debt expense
Operating grants and contributions
Capital grants and contributions
Total governmental activities program revenues
Business-type activities:
Charges for services:
Walter
Sewer
Elactric
Telacom system
Operating grants and contributions
Capital grants and contributions
Total business-type activities program revenues
Total primary government program revenues
Net (expensa) revenue:
Governmental activities
Business-type activities
Total primary govemment nei expense

General Revenues and Other Changes in Net Assets

Governmental activities:
Taxes
Property taxes
Indieu taxes
Franchise taxes
Local sales tax
Alcohol heverage tax
Business and gross receipts tax
Hotel/motel tax
Use of money and property
Intergovernmantal
Transfars
Total governmental activities
Business-type activities:
investment eamings
Transfers
Total business-type activities
Total primary povemment

Change in Net Assels
Govemmental activities
Businass-type activities
Totat primary govemment

Fiscal Year Ended
8/30/2003 6/30/2004 8/30/2005 6/30/20068 8/30/2007
$ 2467777 $ 2,780,124 $ 3,532,804 $ 3,732,680 $ 4427912
10,236,334 10,287,565 11,553,257 12,011,746 14,783,118
5,570,400 6,537,761 5,024,791 7,884 650 8,936,753
1,665,313 1,534,531 1,469,315 1,864,017 3,107,488
506,273 576,028 544 398 532,178 856,940
500,147 285,088 1,448 415 3,870,932 126,444
408,347 434,580 202973
1,633,100 A77,425 704,585 554,388 631,368
164,266 306,490 217,831 a37,.239 582,205
416,990 81,574 - - -
23,250,500 23,474,933 24 928 976 31,089,823 33,452,305
3,847,335 4,089,405 3,765,578 4,241,586 4 486,115
4,207,882 4,579,513 4,696,065 5,170,188 5,682,668
48,767,798 47,365,032 47,483,148 53,341,801 58,800,708
4176 714,677 4.449,839
$ 54,823,015 [ 58,033,950 [ 55,058,967 $ 53,468,262 $ 71,419,330
$ 7807805 5,506,863 0888, 304555085 _$TO4ETIER.
5 202,996 $ 165,575 $ 231,440 3 223,637 $ 557,097
545,293 794,645 936,037 904,316 414,881
124 335 703,164 258,709
139,562 131,998 155,179 137,584
1,713,855 352,717 505,818 448,884
2,617,857 1,361,550 3,234,328 1,702,885
k] 5,203,936 $ 3,517,213 3 1,299,475 $ 5,281,887 $ 3,261,321
4,496,715 4,408,024 4,043 461 5,338,101 5,335,578
4,540,720 4,492,542 4,580,153 4,749,533 5,566,473
47,511,195 49,414,204 49,466,518 55,821,500 58,831,933
102,680 2,548,690
378,438
272,320 1,640,300
56,819,950 60,331,508 58,988,132 66,012,824 72,072 574
62.023! 63!1533! 721 3 60,208,607 $ 71,264,711 § 75,333,895
$  {18,046,654) $  (19,957,720) $  (23,680,501) §  (25.807,9365) $ (30,100,984)
1,906,935 2,583 291 3,040,185 2,544 562 853,244
3 1,996 335 §_ (17.374,429) (705903360 5 (23263374 & (29.537.740)
L 6,154,751 § 8,288,159 3 6,544,269 $ 6,088,567 $ 6,744,789
862,748 58,275 72,748 92,448 85,520
813,588 820,858 853,208 1,008,887 732,338
8,053,275 8,618,515 9,196,618 8,491,687 09,594,019
D34,567 1,008,528 1,032,668 1,076,180 1,107,005
681,203 861,386 784,119 881,441 843,210
238,004 312,707 350,031 384,387 417,120
1,291,563 712,843 98,134 607,576 451,307
1,208,281 2,148,591 4,097,107 3,405,260 3,980,312
721,591 824,276 653,269 687,841
20,038,680 21,653,253 23 852,078 24,588,730 24,732,471
254,859
__ gmsen __ (a42re) ___ (653200) 687 841
B sl BT et —mouew
20,2 0,83 ,02/,8 044
ey —_— ———te— —_—lemre—— e
1,692,026 1,595,533 221 577 (1,219,208) {5,458,513)
2,251,794 1,861,700 2,215,888 1,891,263 T_A%S%)_
243,820 3 3457,753 3 2,437 466 § 5@2 3 _(5,493.110)




City of Morristown, Tennessesa

Eund Balance of Governmental Funds
Last Ten Flscal Years

Fifth Year of Implementation

{Modifled Accrual Basis of Accounting)
June 30, 2007

Fiscal Year
2003 2004 2005 2006 2007

General Fund

Reserved 2,273,995 1,281,222 1,923,010 8,551,476 4,669,443

Unreserved 3,114,420 5,032,750 5,254,556 4,060,987 -
Total general fund 5,388,415 5,313,972 7,177,566 12,612,463 4,669,443
Al other governmental funds

Reserved 3,290,625 148,933 53,301 9,883 163,657

Unreserved, reported in:

Special revenue funds 984 984

Total ail other governmental funds 3,290,625 149,933 53,301 10,867 164,641
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City of Morristown, Tennessee

Table of General Bonded Debt with Total
Assessment and Total Governmental
Expenditure Ratios

Ten tax years ended 2006
June 30, 2007

Ratio of Bonded Ratio of Bonded

General Total Debt to Total Total Debt to Total

Tax Year Bonded Debt Assessment Assessment Expenditures Expenditures
1097 6,167,200 378,873,280 .016to 1 18,718,322 379101
1998 11,284,200 401,713,156 .028to 1 25,853,988 43610 1
1999 10,901,300 420,402,672 026t 1 21,879,793 498 to 1
2000 18,242,200 446,747,982 .041to1 29,511,274 618to 1
2001 14,020,286 454,515,175 .030t0 1 23,249,722 603to 1
2002 13,155,286 569,848,349 023101 25,398,613 51810 1
2003 11,042,686 576,534,587 019101 25,842,630 A27 1o 1
2004 12,202,286 570,401,429 .021to 1 27,901,352 437101
2005 20,922,286 814,747,798 .034 to 1 33,896,969 B£17101
2006 22,538,317 704,667,216 .032t0 1 37,296,867 6040 1
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City of Morristown
Operating Indicators by Function
Last Ten Fiscal Years (5th Year of Implementation)

Fiscal Year

Function 2003 2004 2005 2006 2007
Police

Physical arrests 5,216 5,226 5,250 5,266 7,572

Parking violations 8,629 8,636 8,645 8,652 7,179
Fire

Number of calls answered 2,976 2,979 2,985 3,211 3,390

Inspections 1,800 1,808 1,815 1,827 2,376
Highways and streets

Street maintainance/resurfacing (miles) 3 0.11 8.11 4.73 0.4
Sanitation

Brush collected (annual) 2,428.6 2,585.3 2,606.2 2,792.5 34115

Refuse collected 14,106.8 14,247.6 14,928.6 15,008.8 9,944.0

Sources: Various city departments.
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City of Morristown
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 Enrollment Rate

1998 23,068 494,301,104 21,428 35.5 134 9,846 4.8
1999 23,297 515,422,828 22,124 357 13.5 9,632 4.2
2000 24,966 564,930,648 22,628 36.1 13.6 10,225 4.2
2001 24,977 589,107,522 23,586 36.3 13.8 10,225 6.3
2002 25,137 603,137,178 23,994 36.5 13.9 10,439 6.1
2003 25,023 625,875,276 25,012 36.6 14.0 10,440 6.5
2004 25,055 649,175,050 25,910 36.7 14.2 10,439 6.1
2005 25,402 661,950,718 26,059 369 14.3 10,519 6.4
2006 25,716 674,119,224 26,214 40.0 14.4 10,513 4.6
2007 25,686 673,075,944 26,204 41.2 14 10,613 5.7
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City of Morristown
Capital Asset Statistics by Funection
Last Ten Fiscal Years (5th Year of Implementation)

Fiscal Year
Function 2003 2004 2005 2006 2007
Public safety
Police:
Stations 1 1 1 1 l
Patrol units 48 48 48 48 48
Fire stations 5 4 5 5 6
Sanitation
Collection trucks 5 5 5 5 4
Highways and streets
Street (miles) 228 237 240 241 263
Culture and recreation
Parks acreage 249 257 232 257 259
Parks 14 14 15 15 16

Sources: Various city departments.
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City of Morristown, Tennessee

Schedule of Utility Rates and Number of Customers
Year Ended June 30, 2007

Sewer Rates

Inside - $3.65 per 1,000 gallons of water used—minimum bill of $7.30 per month.

Outside - $7.30 per 1,000 gallons of water used—minimum bill of $21.90 per month.

Customers:
Inside City 10,578
Outside City __438
Total 11,016
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City of Morristown, Tennessee
Schedule of Utility Rates and Number of Customers
Year Ended June 30, 2007

Residential

Customer charge per month

Energy charge:
First 2,000 kilowatt hours
Additional kilowatt hours per month

Commercial, Industrial, Governmental and Institutional:
Demand of up to 50 kilowatt hours:
Customer charge per month
Energy charge per kilowatt hour per month

Demand of 51 to 1,000 kilowatt hours
Excess over 50 kilowatts per month
Energy charge:
First 15,000 kilowatt hours per month
Additional kilowatt hours per month

Demand of 1,001 to 5,000 kilowatt hours:
Customer charge per month
Demand charge:
First 1,000 kilowatts per month
Excess over 1,000 kilowatts per month
Energy charge:
Per kilowatt hours per month

Demand of 5,001 to 15,000 kilowatts:
Customer charge per month
Demand charge:
Per kilowatt
First 620 kilowatt hours per kilowatt per month
Additional kilowatt hour per month

Non-manufacturing demand of 15,001 to 25,000 kilowatts:

Customer charge per month
Demand charge:
Per kilowatt hour per month
Energy charge:
First 620 kilowatt hours per month
Additional kilowatt hours per month

Number of customers
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City of Morristown, Tennessee
Schedule of Water Rates and Number of Customers
Year Ended June 30, 2007

Inside City rate
Customer charge per month § 4.65
First 50,000 gallons 1.55
Next 50,000 gallons 1.30
Qver 100,000 1.10
Minimum bill:
6/8" meter 7.75
3/4" meter 8.25
1" meter 9.25
1 1/2" meter 10.75
2" meter 15.25
3" meter 52.00
4" meter 70.00
6" meter 100.00
QOutside City rates:
Customer charges per month 4.65
First 50,000 gailons 3.10
Next 50,000 gallons 2.60
Over 100,000 gallons 2.20
Minimum bill:
5/8" meter 10.85
3/4" meter 11.35
1" meter 12.10
1 1/2" meter 13.60
2" meter 18.10
3" meter 63.10
4" meter 73.10
6" meter 103.10

Monthly fire protection charges:

4" 25.00

g" 40.00

8" 50.00
10" 100.00
12" 125.00
Number of customers 12,684
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City of Morristown, Tennessee
Schedule of Monthly Telecom Rates
Year Ended June 30, 2007

Standard Cable:
Expanded basic
Digital basic
Digital bronze
Digital silver
Digital gold
Premium channels

Internet:
Residential
Tier 1
Tier 2
Tier 3
Tier 4

Telephone:
Residential
Basic pick
Additional services
Long distance per minute

Commercial:
Access line
Business local telephone service
Long distance rate per minute

Note: The Telecom System began operations in 2008.
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CRAINE, THOMPSON, & JONES, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
2285 WEST FIRST NORTH STREET
P.O. BoxX 1779
SUITE 300, MILLENNIUM SQUARE
MORRISTOWN, TENNESSEE 378168-1779
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 year ended June 30, 2007, which collectively comprise the
City of Morristown, Tennessee's basic financial statements and have issued our report thereon dated April 16,
2008. We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States

Internal Control Over Financial Reporting

In planning and performing our audit, we considered 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 intemnal 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 control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the 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 will
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. These findings are numbered 07-1 and 07-2.

JAMES W. CRAINE, CPA THOMAS M. JONES, CPA
GILENN B. THOMPSON, CPA, CFP, FFS HiraM H. JONES, CPA
MIRA J. CRAINE, CPA



Honcrable Board 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 control.

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, noncompliance 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 matters that we reported to management of City of Morristown, Tennessee, in a separate letter
dated April 16, 2008.

This report is intended solely for the information and use of management, Gity 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.

Morristown, Tennessee
April 16, 2008



CRAINE, THOMPSON, & JONES, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
225 WEST FIRST NORTH STREET
P.O. Box 1779
SUITE 300, MILLENNIUM SQUARE
MORRISTOWN, TENNESSEE 37816-1779
423.-588- 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

Gompliance

We have audited the compliance of City of Morristown, Tennessee with the types of compiiance 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 federal programs for the year ended June 30, 2007. City of Morristown,
Tennessee’s major federal programs are identfied in the summary of auditor's - results section of the
accompanying schedule of findings and questioned costs, Compliance with the requirements of laws, regulations,
contracts, and grants applicable to each of its major federal programs is the responsibility of City of Morristown's
management. Our responsibility is to express an opinion on City of Morristown's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
jssued by the Comptroller General of the United States, and OMB Circular A-133 Audits of Stales, 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, 2007.

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 Morristown, 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, CPA
MIRA J. CRAINE, CPA



Honorable Mayor and City Council
Page 2

A control deficiency in an entity’s internal control over compliance exists when the design or operations of control
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 entity’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.

Oeine Shomplaon_ Wﬁﬁ,

Morristown, Tennessee
April 16, 2008



City of Morristown, Tennessee

Schedule of Findings and Questioned Costs
June 30, 2007

Section | - Summary of Auditor’s Results
Financial Statements
Type of auditor’s report issued:
Material weaknesses identified?
Reportable conditions identified not considered to be
material weaknesses?
Noncompliance material to financial statements noted?
Federal Awards
Internal control over major programs:
Material weaknesses identified
Reportable conditions identified not considered
Type of auditor’s report issued on compliance for major programs:

Any audit findings disclosed that are required to be reported in
accordance with Circular A-133, Section 510(a):

Identification of major programs:

Community Development Block Grant
MTPO

Dollar threshold used to distinguish between Type A and B programs

Auditee qualified as low-risk auditee

Section [l - Financial Statement Findings:
No matters were reported

Compliance Findings

No matters were reported.

Internal Control Findings
Finding No. 1

unqualified
no

none reported

no

no
none reported

unqualified

no

14.218
20.505

$300,000

no

CONDITION - Information received by the Finance Department from other departments is sometimes incorrect or

not received on a timely basis.

REASON IMPROVEMENT NEEDED: The Finance Department is dependent on other departments for

information used to supplement, compute, or support financial transactions.

CAUSE OF CONDITION: The City does not have in place accounting policies and procedures that have been

formally adopted by the City’s governing body.
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City of Morristown, Tennessee
Schedule of Findings and Questioned Costs
June 30, 2007

Internal Control Matters (Continued}:

EFFECT OF CONDITION: Sewer Fund transactions were erroneously posted to the General Fund. Certain debt
transactions did not receive proper initial accounting treatment. These errors, if not corrected, would have resulted

in the misstatement of the financial statements.
RECOMMENDATION: The City should develop and adopt formai written accounting policies and procedures.
Such policies and procedures should encompass the accounting cycle from beginning to end and provide

guidance for end of month and end of year reconciliations and reports. These policies and procedures should also
include provisions for communications between departments.

Point #1 — We concur that City documents could have been better crganized and communicated. The City staff
will develop guidelines to ensure that the critical and essential documents necessary to the audit process are
organized and prepared in an acceptable manner.

Point #2 — We concur. Staff is developing a Capital Project Reporting mechanism that includes a quarterly budget
amendment.

Finding No. 2

CONDITION: The City is unable to monitor certain budgetary operations on a current basis.

REASON IMPROVEMENT NEEDED: The monitoring of budgetary operations s a critical management function,
especially in an economic downturn.

CAUSE OF CONDITION: City Council is unable to obtain complete financial information until fieldwork for annual
audit is completed. This condition is related to the absence of formal accounting policies and procedures

EFFECT OF CONDITION: Council is unable to adequately monitor the operation of the City’s budget.

RECOMMENDATION: The City should incorporate formal procedures for the monitoring of its budget in its
policies and procedures for accounting.

COSTS AND BENEFITS OF RECOMMENDED ACTION: Costs to the City should be minimal. Controls over
budgetary operations will be improved as Council will have the ability to monitor on an ongeing basis.

Section Il — Federal Award Findings and Questioned Costs

No matters were reported
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