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May 16, 2009

To the Honorable Mayor, Members of the City Council, Citizens of the City of Morristown.

State law requires that all general-purpose governments publish annually a complete set of financial statements
presented in conformity with generally accepted accounting principies (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, 2008.

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 presentations, 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 fo
provide reasonable rather than absolute assurance that the financial statements will be free of 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 & Jones, P.C., a firm of
licensed certified public accountants. The goal of the independent audit was to provide reasonable assurance that the
financial statements of the City of Morristown for the fiscal year ended June 30, 2008, 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, 2008, are fairy presented in conformity with GAAP. The
independent auditor's report is presented as the first component of the financial section of this report.

The independent audit of the financial statements of the City of Morristown was part of a broader, federally mandated
“Single Audit’” designed to meet the special needs of federal grantor agencies. The standards goveming 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 lefter of transmittal is
designed to complement the 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 Knoxvile on
Interstate 81 and approximately 60 miles south west of the Tri-Cities area on the same highway. The City currenily
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 iocated 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 Aldermen.



Policy-making and legislative authority are vested in the Mayor and Council members consisting of the mayor and six
other members. The Council is responsibie, 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
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, sewer service and solid waste collection are provided under an Enferprise fund concept with user charges
established by the Council to ensure adequate coverage of operating expenses and payments on outstanding debt.

The annual budget serves as the foundation for the City of Moristown’s financial planning and control. All
departments of the City of Momistown are required to submit requests for appropriation fo 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 than June 30, the close of the City of
Morristown’s fiscal year. The appropriated budget is prepared by fund, function, and department. The City
Adminisirator 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 Conditions

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-lieu-of-tax agreements with existing and

prospective industries.

City Council adopted guidelines to lead the IDB in negotiation 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.

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-Paimoiive 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, exciuding roads. Of this the City General Fund was
obligated for $600,000 of the improvements. This use of General Fund balance was a planned drawn down 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 predicted on 6% growth
from the estimate of the FY 2006 collection. This was a major factor in the reduction in General Fund balance.

There was also an administrative error in the estimate that 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 requirements for re-establishing 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 Obligations bonds, while the staffing
was divided between two city operating budgets (FY 2006 and 2007). Groundbreaking occurred in Novermnber 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. Whyatt Construction of Jefferson City at the cost of $3,996,194.62. The bid included the
excavation of the road and necessary drainage structure 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 appiies 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-Palmelive 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 approximately $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 386,000
Construction 5,994,195
Inspection services 250,000
Miscellaneous 150,000
Total $7.056,195
Estimated State reimbursement 3 948,000
From moving Morristown bonds 108

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 Generai Fund. City Council is examining methods of rebuilding General
Fund balance as part of their 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 portfolio.
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 heid all
collateral, on deposit, during the fiscal year ended June 30, 2008, in the category of lowest risk as defined by
Governmental Accounting Standards Board.



Risk Management

The Risk Management Program includes all lines of loss expense. 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 ali the employees through the Tennessee Consoiidated
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.
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INDEPENDENT AUDITOR’S REPORT

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

P.C.

We have audited the accompanying financial statements of the governmental activities, general fund and solid
waste budgetary comparisons, business-type activihes, 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, 2008, as listed in the table of contents These financial statements are the responsibility of the
City of Morristown, Tennessee's management. Our responsibility 15 to express an opinion on these financial

statements based on our audit. We did not audit the financial statements of Morri

stown Utility Commission

proprietary fund types, which statements reflect total assets of $112,486,734 as of June 30, 2008, and total
revenue of $73,428,075 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 on 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
Comptroller 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 aiso 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, 2008, 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 M

ay 16, 2009, on our

consideration of the City of Morristown, Tennessee's internal conirol over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be read in conjunction with this

report in considering the results of our audit.

JAMES W. CRAINE, CPA
GLENN B, THOMPSON, CPA, CFP, PFS
MIRA J. CRAINE, CPA

THOMAS M. JONES, CPA
HIRAM H. JONES, CPA



Honorabie Mayor and Board of Aldermen

The management's discussion and analysis on pages 8 through 18 is not a required part of the basic financial
statemnents 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 tablies
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
May 16, 2009



MA_NAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Morristown, We offer readers of the City’s financial
statements this narrative overview and analysis of the financial activities of the City for the
fiscal year ended June 30, 2008. Readers are encouraged to consider the information
presented here in conjunction with additional information that is furnished in the letter of
trapsmittal, which can be found on page 1 - 4 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 $126 million (net assets), an increase of $13.5 million during
FY 2008. Of this amount, $32 million (unrestricted net assets) may be used to meet
the government’s ongoing obligations t0 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 $3.4, a decrease of $1.2 million in
comparison with the prior yeat.

e The City of Morristown’s total bonded debt increased by $5.5 million during the
current fiscal year. The key factor in this increase was the issuance of $8 million in
general obligation bonds for general fund and sewer 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: (1) government-wide
financial statements, (2) fund financial statements, and (3) notes to the financial statements.
This report also contains other supplementary information in addition to the basic financial
statements themselves.

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the City of Morristown’s finances, in
a4 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 net asseis. 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, Tevenues and expenses are reported in this statement for some items that



will only result in cash flows in future fiscal periods (e.g., uncollected taxed and 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, and sewer Systems. The
Morristown Utilities Commission functions for all practical purposes as 2 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 fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or
objectives. The City of Morristown, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements.
All of the funds of the City of Morristown can be divided into two categories:
governmental funds and proprietary funds.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, a8 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-ierm financing requirements.

Because the focus of governmental funds is narrower 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 compatison between
governmental funds and governmental activities.

The City of Morristown m ins three individual governmental funds. Information is
presented separately in the governmental fund balance sheet and in the governmental fund
statement of revenues, expenditures, and changes in fund balances for the general fund and
the solid waste fund, both of which are considered to be major funds. Data from the other
governmental fund are combined into a single, aggregated presentation. Individual fund



data for each of these nonmajor governmental funds is provided in the form of combining
statements elsewhere in this report.

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

The basic governmental fund financial statements can be found beginning on pages 21-24
of this report.

Proprietary funds. The City of Morristown maintains one type of proprietary fund.
Enterprise funds arc used to report the same functions presented as business-fype activities
in the government-wide financial statements. The City of Morristown uses enterprise funds
to account for its water, s€wer, 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 pages 26-30 of this report.

Notes to the financial statements. The notes provide additional information that is
essential to a full understanding of the data provided in the government-wide and fund
financial statements. The notes to the financial statements can be found on pages 31 to 47
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
Motristown’s progress in funding its obligation to provide pepsion 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
fipancial position. In the case of the City of Morristown, assets exceeded liabilities by
$126 million at the close of the most recent fiscal year. Net assets increased by $13.5
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
available for future spending. Although the City of Morristown’s investment in its capital
assets is reported net of celated debt, it should be noted that the resources needed to repay
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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
2008 2007 2008 2007 2008 2007

Current and
other assets § 29,939,576 § 35,515,029 $29,957,381 $25,243.849 § 59,896,957 $ 60,758,878
Capital assets 54,935,491 34,796,775 126,407,923 118,523,995 181,343,414 153,320,770

Total assets 84,875,067 70,311,804 156,365,304 143,767,844 241,240,371 214,079,648
Long-term
liabilities
outstanding 23,259,816 20,883,317 56,046,452 49,819,152 79,306,268 70,702,465
Other liabilities 17,095,890 16,693,465 18,486,664 13,847,709 35,582,554 30,541,174

Total ’
[iabilities 40,355,706 37,576,782 74,533,116 63,666,861 114,888,822 101,243,643
Invested in
capital assets,
net of related
debt 41,772,607 19,838,458 68,057,045 66,685,307 109,829,652 86,523,765
Restricted 2,746,754 2,676,601 557,111 2,746,754 3,233,712
Unrestricted 10,219,963 13,775,143 12,858,565 13,775,143 23,078,528
Net assets § 44,519,361 $32,735,022 $ 81,832,188 $80,100,983 $126,351,549 $ 112,836,005

An additional portion of the City of Morristown’s net assets (2 percent) represents
resources that are subject to external restrictions on how they may be used. The remaining
balance of unrestricted net assets ($13,775,143) 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 increased the City of Morristown’s net
assets by $11,784,339. The following is a summary of financial activities for the City
during the fiscal year ended June 30, 2008.

11



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

Total revenues

Expenses:
General government
Public Safety
Public Works
Economic development
Culture and recreation
Civic Support
Airport
Miscellaneous
Interest on long-term

Debt

Water
Sewer
Storm Water
Electric

Telecom system

Total expenses
Decrease/Increase in net
assets before transfer

Transfers
Decrease\Increase in
net assets

Net assets-Beginning
Prior pericd adjustment
Net assets-Ending

Governmental Business-type
Activities Activities Total

2008 2007 2008 2007 2008 2007
$ 1,187,253 $ 1,109,542 $82,284,354 $72,072,574 $ 83,471,607 § 73,182,116
838,336 443,884 - 888,336 448,884
1,546,886 1,702,895 55,500 1,602,386 1,702,895
9,521,787 6,744,789 - - 9,521,787 6,744,789
9,446,110 9,594,019 - - 9,446,110 9,594,019
3,834,117 3,989,312 - 3,834,117 3,989,312
3,763,385 3,716,510 387,820 - 4,151,205 3,716,510
30,187,874 27,305,951 $2,727,674 72,072,574 112,915,548 99,378,525
4,729,356 4427912 - 4,729,356 4427912
14,938,433 14,783,116 - - 14,938,433 14,783,116
12,760,354 8,936,753 - - 12,760,354 8,936,753
1,117,549 126,444 - 1,117,549 126,444
2,404,471 3,107,468 - 2404471 3,107,468
558,723 856,949 - B 558,723 856,949
573,847 631,368 = 573,847 631,368
785,032 582,295 - 785,032 582,295
- 5,056,029 4,486,115 5,056,029 4.486,115
- 6,760,588 5,682,668 6,760,588 5,682,668

436,016 436,016

- - 61,105,276 56,800,708 61,105,276 56,800,708
- - 6,907,546 4;449,839 6,907,546 4,449,839
37,867,765 33,452,305 80,265,455 71,419,330 118,133,220 104,871,635
(7,679,891) (6,146,354) 2,462,219 653,244 (5,217,672) (5,493,110)
731,014 687,841 (731,014) (687,841) -
(6.948,877) (5.458,513) 1,731,205 (34,597) (5.217,672) {5,493,110)
32,735,022 38,236,323 80,100,983 80,135,580 112,836,005 118,371,903
18,733,216 (42,788) - - 18,733.216 (42,788)
$44,519,361 $ 32,735,022 § 81,832,188  $80,100983 $126351,549  $112,836,005

12
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The two largest sources of governmental activity revenue, property taxes and local sales
tax, accounted for 70% of the total governmental activity revenues.

Expenses and Program Revenues-Governmental Activities

# Expenses
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The graph below presents the major sources of revenue for governmental activities.
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Revenues by Source-Governmental Activities

Intergovernmental, 14
%

Property Taxes, 36%

Use of money and
property, 2%

in-lieu Tax, 0.1338%
Hotel/Matel Tax, 2%

Business and gross
receipts Tax, 3%

Alcohol Beverage
Tax, 2%

Franchise Taxes, 3%

Local Sales Tax, 36%

Business-type activities. Business-type activities increased the City of Morristown’s net
assets by $1,731,205.
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Expenses and Program Revenues-Business-Type
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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 $3,473,009 a decrease of $1,361,070 in
comparison with the prior year.

The General Fund’s fund balance decreased $1,237,909. This was due to unfavorable
economic conditions resulting in revenue shortfalls of approximately $725,000, and the
completion of several capital projects including the construction at Wayne Hansard Park of
four new soccer fields and various road projects. 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.

15






Unrestricted net assets of the Morristown Utility Commission, which operates electric,
water, and telecom service for the City, at the end of the year, amounted to $8.9 million.
The city operated sewer system and amounted to $ 5.3 million. The decrease in unrestricted
net assets for Morristown Utility Commission was $ 1.5 million and the increase for the
city sewer fund $2.9 million. Other factors concerning the finances of these two funds have
already been addressed in the discussion of the City of Morristown’s business-type

activities.
General Fund Budgetary Highlights

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

o $5,439,760 in increases allocated for industrial park and road projects.
s $387,775 in increases allocated to the recreation department for park improvements.

o $224.040 in increase allocated to utilities.

The increases were funded from granis and grant sources, fund balance, and bond proceeds.
Additional budgetary highlights included:

$.40 or 41% property tax increase.
All eligible employees received a 2.5% step-raise on their anniversary date.
All employees received 2 one-time payment of 1% of their base pay as of
December 1, 2007.

e The creation of the Storm Water Utility Fund for storm water drainage and
management.

e 11 new positions and six eliminated positions.

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 its governmental
and business type activities as of June 30, 2008, amounts to $ 54.9 million and $ 126
million, respectively (net of accumulated depreciation). Capital assets increased $20
million and $ 7.8 million respectively. This investment in capital assets includes land,
buildings, improvements other than buildings, equipment, infrastructure and construction in

Progress.
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City of Morristown’s Capital Assets

(net of depreciation)

Governmental Activities

Business-Type activities

2008 2007 2008 2007

Land $ 7,864,762 $ 7,864,762 $ - $ -
Buildings 11,096,654 9,799,574 -
Improvements other than

buildings 2,796,312 3,393,116 - -
Machinery and equipment 3,943,626 3,354,377 118,266,499 107,549,430
Infrastructure 28,713,507 6,090,817 -
Plant acquisition

adjustent - -
Construction in progress 520,630 4,294,129 8,141,424 10,974,565
Total $54,935,491 $ 34,796,775 $ 126,407,923 $ 118,523,995

Additional information on the City of Morxistown’s capital assets can be found on page 36
of this report.

Long-term debt. At the end of the current fiscal year, the City of Morristown had total
bonded debt outstanding of § 75.4 million; of this amount $24 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
2008 2007 2008 2007 2008 2007

General

Obligation

Bonds $24,883,316 $21,158,317 - - $24,883,316 $21,158,317
Revenue

Bonds - . $53,568,592 $48,583,584 $53,568,592 $48,583,584
Total $24,008,317 $21,158,317 $51,453,591 $48,583,584 $78,451,908 $69,741,901

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

o The unemployment rate for the City of Morristown is currently 7.2 percent, which
is an increase from a rate of 4.4 percent a year ago. This compares to the state’s
average unemployment rate of 6.5 percent.

e Ipflationary trends in the region compare favorably to national indices.

All of these factors were considered in preparing the City of Morristown’s budget for the
2009 fiscal year.

Requests for Information

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

18
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City of Morvistown, Tennessee

Statement of Net Assets
Juna 30, 2008

ASSETS
Cash and cash equivalents
Receivables (net of allowance
for uncaliectioles)
Inventories
Accrual for unbilled revenue
Dua from others
Duse from other funds
Interfund loans - current
Discounted energy units
Other current assets
Advances from TVA
Restricted asgets:
Temporarily restricted:

Cash and cash equivalents

Investments
Capital assets (net of accumulated
depraciation):

Land

Buildings

Improvements

Equipment

Infrastructure

Utility plant and equipment

Construction in prograss
Resl estate-non-operating:
Accounts receivable - leng-term
Interfund ‘oans receivable - long term
Discounted energy units less current partion
Other assets
Plant acquisition adjustments

Total assats

LIABILITIES AND NET ASSETS
Llabliities
Accounts payable
Accrued expenditures and other current liabilities
Due to cthers - bonds and deposits
Due to other funds
Deferred credit to expense
Escrow - Siezed property
interfund loan payable
Customer deposits
Unearned revenus
Advances
Noncurrent ligellities:
General honded debt:
Due within one year
Due in more than ene yaar
Capital lease obligation
Due within ona yaar
Due in more than one yaar
Leans from Genaral Fund
Due within one year
Due in mors than one year
Compensated absencas:
Estimated 1o be paid within one year
Estimated to be paid after one year
Total liabilities

Net assets

jnvested in operating capital assats
net of refated debt

Restricted for:
Uncompleted confracts and encumbrances
Narcotics
Debt service

Unrestricted

Total net assets

Primary Govemment
Government Business-Type
Activities Activities Ellminations Total
$ 287,165 $ 6,813,587 $6,900,752
15,262,240 8,719,307 23,981,547
22,317 1,242,070 1,264,387
1,969,239 1,969,239
320,455 529,455
26,010 6,536,849 (6,562,859) 2
150,000 2,500,000 (2,650,000} -
104,848 104,846
4,485 4485
48,278 48278
28,995 301,423 330,418
7,884,762 7,864,762
14,096,654 11,096,654
2,796,312 2,796,312
3,043,626 3,943,626
28,713,507 28,713,507
118,265,498 118,268,499
520,630 8,141,424 8,662,054
11,728,522 11,728,522
2,150,500 (2,150,500}
407,057 407,057
282827 490,428 773,255
690,355 690,365
3 84 875,087 $ 156,365,304 3 (11,363,359) $ 229,877,012
3 2,017,690 $ 5,887,808 ] 7.915,488
267,774 2,540,580 2,808,354
33,826 . 33,828
26,010 6,536,849 (6,562,859) -
2,500,000 (2,500,000)
1,845 467 1,845,467
9,632,540 240,093 9,872,633
4,632,500 1,248,913 2.881,413
23,258,618 53,771,413 77,031,229
26,954 26,954
73738 73,736
150,000 {150,000) -
2,150,500 {2,150,500) -
726,347 . 726,247
259,203 50,803 310,006
40,355,708 74,533,118 {11,363,359) 103,526,463
41,772,607 68,057,045 109,629,652
404,779 404,778
41,475 41,475
2,300,600 2,300,500
43,775,143 13,775,143
$ 44,519,361 $ 81,832,188 $ - $ 126,351,548

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

Governmental Funds

June 30, 2008

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

Total assets

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

Total liabilities

Fund balances:
Reserved for:

Uncompleted contracts

Narcotics

Reserve for Interfund loans -long term
Unreserved
Fund balancs - 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

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

Net assets of govermmental acfivities

Total
Solid Waste Narcotics Governmental
General Fund Fund Funds
$ 240,082 $ 3 47,073 $ 287,165
15,164,146 92,945 5,149 15,262,240
26,010 - 26,010
150,000 - - 150,000
22,317 - 22317
28,995 - - 28,995
23,624 23,624
2,150,500 - 2,150,500
$ 17,805,684 3 92,045 $ 52,222 $ 17,950,851
$ 1,947,589 $ 91,080 $ 5,041 $ 2,043,700
2,500,000 - - 2,500,000
33,826 - . 33,826
260,213 1,855 5,706 267,774
9,632,540 - - 9,632,540
14,374,148 92,845 10,747 14,477,840
995,419 - - 995,419
41,475 41,475
2,300,500 - - 2,300,500
135,617 - - 135,617
3,431,536 - 41,475 3,473,011
§ 17,805.684 $ 92,945 % 52,222
- - - 11,729,522
. - 54,935,491
- (25,81 8,663)

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

Expendltures, and Changes

in Fund Balances

Staternent of Revenue, EXp A g

Governmental Funds
Year Ended June 30, 2008

Revenues
Taxes:
Progerty
In fieu of axes
Franchise
Local sales tax
Alcoholic beverages
Business and gross receipts
Hotel/motel tax
Total taxes
Licenses, permilts and fines
\Use of maney and property
Service charges and fees
ln‘lerguvemmental

Total revenues

Expenditures
Current:
General Government:
Mayor and Council
Clty Administrators
Electlons
Finance
Purchasing
Computer operations
Human resources
Legal services
Community and economic aftdirs
Codes enforcement
Metropolitan transportation crganization
Community development block grant
Engineering
Inspections
Other
Total general govemment
Public safety:
Police
Fire
Ofher public safety
Total public safety
Public works
Parks and recreation
Civic support
Economic development
Alrport
Debt service:
Bond principal
Bond interest
Professional services
Total debt service

Total expenditures

Deficiency of revenue over expenditures

Other financing sources {uses):
Bond Proceeds
Transfers in
Transfers out
Total other financing sources and uses
Net change in fund balance

Fund balance, beginning

Fund balance-ending

The notes to financial statements are an Integral pai

Total
Solid Waste Narcotics Governmental
General Fund Fund Funds
$ 9,521,787 - ] $ 9,621,787
35,536 - 35,536
826,802 §26,802
9,448,110 - 0,446,110
1,138,908 1,138,908
556,833 866,833
425,087 - - 425,087
22,261,063 22 261,063
809,467 238,084 1,045,551
470,219 - 470,218
141,703 - 141,703
6,027,338 242,000 - 6,269,338
25,700,790 242,000 236,084 30,187,874
132,382 - 132,382
381,537 - 381,637
18,041 18,041
514,868 514,866
57,549 57,548
160,873 - 160,373
255,349 255,349
59,040 59,040
534 694 534,694
BB, 721 - 88,721
325,662 325,862
386,437 - 388,437
324,898 324 698
418,315 - 418,315
919,684 - - 919,684
4,578,048 - - 4,578,048
7,248,686 464,881 7,713,577
5,708,680 - - 6,700,680
130,275 - 130,275
14,088,651 - 464,881 14,553,542
9,187,852 1,848,357 - 11,036,200
2,338,137 - - 2,338,137
558,723 558,723
1,117,649 1,117,549
132,719 132,719
3,150,000 3,150,000
722,876 = - 722 876
52,156 - - 62,156
3,835,032 - - 3,935,032
35,936,711 1,848,357 464,891 38,248,959
{6,226,821) {1,606,357) (228,807) (8,062,085}
5,970,000 - 5,870,000
731,015 1,805,378 106,625 2,443,018
{1,712,003) - - {1,712,003)
4,989,012 1,605,378 108,625 5,701,015
(1,237,809} (679) (122,182) {1,361,070)
4,669,445 a79 463,657 4,534,081
5 3,431,536 - 3 41,475 $ 3,473,011
rt of this statement.



City of Morristown, Tennessee

Reconcilation of the Statement of Revenues,
Expendifures, and Changes in Fund Balances of Governmental Funds
5o the Statement of Activities

Year Ended June 30, 2008

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

Net change in fund palances—total governmental funds $ (1,361,070)

Governmental funds report capital outlays as expenditures. in the _
goverment-wide financial statements, capital asset additions are reported

as additions to capital assets. 1,192,322

In the government-wide financial statements, certain capital assefs are
depreciated. In the governmental basis financial statements, capital assets
are charged to expenditures, therefore, depreciation is not taken. (3,233,781)

The issuance of long-term debt (e. g., bonds, leases) provides current financial
resources to government funds under the governmental fund basis, but is
considered an increase in debtin the government-wide financial statements. (5,970,000)

The payment of long-term debt is reported as an expenditure in the
governmental funds financial statements but is considered as a reduction

in debt in the city-wide financial statements. 3,150,000

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

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

are considered expenses as incurred. (726,348)
Government funds financial statements report property taxes collected within
60 days after the close of the fiscal year as revenue under the modified

accrual basis, whereas the government-wide financial statements reported
these revenues on the accrual basis.

Changes in net assets of governmental activities $ (6,048,877)

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 Changes In Fund Balance - Budget and Actual

General Fund
Year Ended June 30, 2008

Revenues
Taxes:

Property

In lieu of taxes

Franchise

Local sales tax

Alcoholfic beverages

Business and gross receipts

Hotelfmotel tax

Total taxes
Licenses, permits and fees
Use of money and property
Service charges and fees
intergovemmental
Total revenues

Expenditures
Current:
General Government:
Mayor and Council
Clty Administrators
Elections
Finance
Purchasing
Computer operations
Human resources
Legal services
Community and econemic affalrs
Codes enforcement
Metropolitan transportation organization
Community development black grant
Engineering
Inspections
Ofher
Total general govemment
Public safety:
Police
Fire
Other public safety
Total public safety
Public warks
Parks and recreation
Clvie support .
Economic development
Industriagi Parks
Airport
Retiree health Insurance
Debt senvice:
Bond principal
Bond Interest
Professional services
Total debt service
Total expenditures

Excess {deficiency) of revenue aver expenditures
Other financing sources {uses)
Bond Proceeds
Transfers in
Transfers out
Total other financing sources (uses)
Net change in fund balance

Fund balance, beginning

Fund balance-ending

Variance with
Final Budget -
Budgeted Amounts Positive
QOriginal Final Actual Amounts {Negative)
$ 9,636,300 5 9,636,000 $ 9,521,787 § (114,213)
35,000 35,000 35,536 538
850,000 850,000 826,802 {23,198}
9,690,000 9,600,000 9,446,110 (243,800)
1,115,000 1,115,000 1,138,908 23,008
B899 098 809,998 B66,B33 (33,165)
385,000 385,000 425,087 40,087
22,611,288 22,610,988 22,261,063 (348,935)
4,021,800 1,021,200 800,467 (212,433)
250,002 250,002 470,219 220,217
150,000 150,000 141,703 (8,297)
4,572,400 5,451,134 5,027,338 578,204
28,705,800 29,454,024 24,709,790 226,756
165,822 165,622 132,382 33,240
453,089 453,089 381,537 71,532
13,000 13,000 18,041 (3,041)
577,767 571767 514,866 62,801
78,748 78,746 57,549 21,197
208,844 208,844 160,873 47,971
272,897 272,887 255,349 17,548
78,800 78,800 59,040 18,760
448,608 443,608 534,694 (86,088)
161,506 161,596 88,721 72875
703,566 703,566 325,862 377,704
301,300 392,808 388,437 4,371
351,904 351,904 324,688 27,208
419,012 419,012 418,315 887
911,605 511,605 910,884 (8,079)
5,146,338 5,237,844 4,578,048 659,796
5,936,057 7,018,969 7,248,686 (229,717)
5,358,237 5,358,237 6,708,690 {351,453)
130,275 130,275 130,275 -
13,424,569 13,507.481 14,088,651 (581,170)
807,422 8,571,010 9,187,852 (616,842}
2,446,917 2,587,150 2,338,137 249,013
540,500 540,500 658,723 (18,223)
150,000 1,142,421 §,117.549 24,872
140,000 140,000 132,718 7.281
355,902 355,902 365,902
1,700,000 3,150,000 3,150,000
800,000 722,876 722,878
5,000 5,000 52,156 (57,156}
2,305,000 3,877 876 3,835,032 (57,158)
33,316,646 35,860,184 35,836,711 23,473
(4,611,046} (6,476,150} (6,226,821) 249,229
4,204,814 5,970,000 5,870,000 -
B85,000 895,000 731,015 (163,985)
(1,649,971} (1,826,318) {1,712,003) 114,315
3,539,643 5,038,682 4,989,012 (49,670)
(1,071,403) (1,437,468) (1,237,2089) 198,558
5,387,310 5,387,308 4,660,445 (717.864)
S 4,315,807 5 3,946,841 5 3,431,536 3 {518,305)

The notes to financial statements are an integral part of this statement.
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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, 2008

Variance with
Final Budget
Budgeted Amounts Actual Positive
Revenue Qriginal Final Amounts {Negative)
Intergovernmental revenue $ - $ 242,000 $ 242,000 3 -
Expenditures
Sanitation 743,870 743,870 714,269 29,601
Landfill 600,000 600,000 685,868 (85,868)
Recycling 194,476 194,476 205,174 (10,698)
Superfund 5,000 5,000 1,046 3,954
Debt service:
Debt principal 305,011 205,000 100,011
Debt interest - - 37,000 {37,000)
Total debt service - 305,011 242,000 63,011
Total expenditures 1,543,346 1,848,367 1,848,357 -
Excess (deficiency) of revenues over
expenditures {1,543,346) (1,6806,357) (1,608,357)
Other sources:
Transfers from General Fund 1,543,346 1,606,357 1,606,357
Net change in fund balance - - -
Fund balance, July 1, 2007 984 984 984
Fund balance, June 30, 2008 $ 984 $ 984 $ 984 $ -

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, 2008

| - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

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

In June 1998, the Governmental Accounting Standards Board (GASB) unanimously approved Staterment 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.

e For the first time the financial statements include:

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

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

s A change in the fund financial statementis to focus on major funds.

These and other changes are reflected in the accompanying financial staterments (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 properly included among program revenues are reported instead as general revenues.

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

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

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

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

Governmental fund financial statements are reported using the current measurement focus and the modified
accrual basis of accounting. Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the government considers revenues to be
available if they are collected within 60 days of the end of the current 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, intergovemnmental 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 ail financial resources of
the general government, except for those required to be accounted for in another fund.

The Sofid Waste Fund is the fund used to pay for ail solid waste expenditures. Transfers are made from
the General Fund to meet these expenditures.

The government reports the following major proprietary funds:

Moarristown Utility Commission oversees the water, electric and telecom 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, generaily 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 fo 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 toffrom other funds” or “advances
to/from other funds.” These have been eliminated in the government-wide statement of net assets.

All trade receivables were considered collectible at June 30, 2008. Based on experience, an aliowance
for uncollected property taxes of 1% of the tax levies for the past ten years is maintained.

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

3. Inventories

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

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
of constraints imposed by law or enabling legislation.

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
fife 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 o permit employees t0 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 recoghize 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 withheid 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 pians that are subject to change.

Il - Reconciliation of Government-Wide and Fund Financial Statements

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

The governmental fund balance sheet includes a reconciliation between fund balance-total governmental
funds and the .govemment—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 govermnment-wide statement of activities.

1l - Stewardship, Compliance and Accountability

A. Budgetary information

Annual budgets are adopted on @ 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, Depariment heads submit their proposed budgets, and
these are reviewed by the City Administrator, who makes the final decisions before submission {o 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 ievel. 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
Eguivalents Investments
Government type funds 3 287,165 $ 28,095
Enterprise type funds 6,613,587 301,423
Totals $ 6,900,752 3 330,418

As of June 30, 2008; Morristown Utility Commission has approximately $15,000 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 Telecom
System’s name or were not collateralized at all. A portion of the City’s deposits as of June 30, 2008, were
not covered by the bank collateral pool 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, 2008, the City had $1,432,773
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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Receivables as of year end for the government’s individual major funds and nonmajor in the aggregate,

including the applicable allowances for uncollectible accounts, are as follows:

Non-Major
and
General Other Funds Enterprise Totals
Receivables:
Taxes $ 9,748,308 $ - $ - $ 9,748,308
Accounts 5,460,209 98,094 8,718,306 14,277,609
Intergavernment 26,010 - - 26,010
Gross recgivables 15,234,527 98,094 8,719,308 24,051,927
Less: Allowance for bad debt {70,381) - - {70,381}
Net receivables $ 15,164,146 $ 98,094 $ 8,719,306 $ 23,981,648

Included in taxes receivable of the General Fund is property taxes of $6,835,272 that were assessed as
of January 1, 2008, but will not be billed until after June 30, 2008. There is an offsetting deferred income

for the above balance.
B. Capital Assets

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

Balance Balance
July 1, 2007 Increases Decreases June 30, 2008

Governmental activities:

Capital assets not being depreciated:

Land $ 7,864,762 $ - $ - 3 7,864,762
Construction in progress 520,630 520,630

Tota! capital assets not being depreciated 8,385,392 - - 8,385,392
Capital assets heing depreciated:

Buildings 15,665,248 1,330,686 - 16,995,934

improvements other than buildings 11,684,311 26,538 - 11,710,848

Machinery and equipment 8,364,560 1,165,784 12,699 10,517,645

|nfrastructure 13,739,223 24,354,146 - 38,003,369
Total capital assets being depreciated 50,453,342 26,877,154 12,699 77,317,797
Less: accumulated depreciation:

Buildings {5,603,086) (296,194) - (5,899,280}

Improvements other than buildings (8,393,389) (521,148) . (8,914,537)

Machinery and equipmenmt (6,003,205) (570,814) - (6,574,019)

\nfrastructure (7,534,237) {1,845,625) - (8,379,862)
Total accumulated depreciation (27,533,817) (3,233,781) - (30,767,698)
Net capital assets being depreciated 22,919,425 23,643,373 12,699 48 550,098
Total capital assets-government activities $ 31,304,817 $ 23.643,373 5 12,699 $ 54,935,491
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Balance Balance
July 1, 2007 Increases Decreases June 30, 2008
Business-type aclivities:
Capital assets not being depreciated:
Land $ 1,857,055 $ - $ 3 1,857,055
Construction in progress 10,974,566 10,580,304 13,413,446 8,141,424
Total assets not being depreciated 12,831,621 10,580,304 13,413,446 9,958,479
Capital assets being depreciated:
Building and improvements 18,484,768 426,259 - 18,911,028
Transmission and distribution 144,721,770 18,200,365 453,200 162,468,935
Furniture, fixtures and equipment 7,116,614 714,230 256,938 7,573,806
Total capital assets being depreciated 170,323,153 19,340,854 710,138 188,853,869
Less accumulated depreciation:
Building and improvements (3,278,665) (429,134) - (3,707,799}
Transmission and distribution (56,658,740) (5,915,258) 411,650 (62,162,348}
Furniture, fixtures and equipment (6,027,517) (812,673) 165,910 (6,674,280)
Total accumulate depreciated (65,064,922) (7,157,065) 577,560 (72,544, 427)
Net capital assets being depreciated 104,358,231 12,183,789 1,287,698 116,400 442
Total net capital assets - business
type activities 117,189,852 22,764,093 14,701,144 126,407,921
Totai net capital assets $ 148,454,669 $ 486,407,466 $ 14,713,843 $ 181,343,412
Depreciation expense was charged to government activities as follows:
General government $ 98,780
Public safety 587,906
Public works 2,066,235
Parks and recreation 39,804
Airport 441,128
Total $ 3,233,853
D. Accounts payable and other current liabilities:
Govemmental Business Type Total
Accounts payable $ 2,017,690 $ 5,897,808 $ 7,915,498
Accrued payroll and other liabilities 267,774 2,540,580 2,808,354
Total 5 2,285|464 $ 81438 ,388 b 10,723,852
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E. Interfund receivables, advances, payables, and transfers

The interfund receivables and payables as of June 30, 2008, were as follows:

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 follows:

Receivable From Payable to Purpose Amount
Telecom System Water System Operating Cash Advance $ 607,581
Electric System Water System Operating Cash Advance (607,591)
Telecom System Electric System Short-term Note 5,992,345
Total $ 50992345

The interfund transfers were as follows:

Transfer from Transfer to Purpose Amount
General Fund Solid Waste Fund Cperating Transfer $ 1,605,378
General Fund Narcotics Fund Operating Transfer 106,625
Water System General Fund Operating Transfer 32,020
Electric System General Fund Operating Transfer 598,895

§ 2,443,018

The first two items represent operating subsidies. The last two items represent payments in lieu of taxes.
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F. Post-Retirement Healthcare Benefits
City of Morristown — excluding Water, Electric, and Telecom Systems

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

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

Type of Coverage:

a. Plan Types: Fully insured Medical, Vision and Dental

b. Eligibility: Age 55 and 10 years of service or 30 years of service
until Medicare eligible

c. Benefit/Cost Sharing: Employer pays 85% of medical premium and 100% of dental and
vision premiums

d. Spouse Benefit: Yes, while retiree is eligible

e. Surviving Spouse Benefit: None
f. Annual Premiums: Average Medical: Retiree $4,200; Spouse $4,200

Average Dental: Retiree $276; Spouse $508
Average Vision: Retiree $90; Spouse $51
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2) GASB45 DISCLOSURE REQUIREMENTS —- ESTIMATED

A. Annual OPEB Cost and Net OPEB Obligation

_ Annual Required Contribution ARC)

_ Interest on net OPEB Obligation

. Adjustment to ARC

_ Annual OPEB Cost (expense) (1+ 2+3)

_ Increase in net OPEB Obligation (4 - 5)
. Net OPEB Obligation - beginning of year

"

2

3

4

5. Contributions made (assumed end of year)
6

7

8

_ Net OPEB Obiligation - end of year (6 + 7}

«Contributions made was assumed to equal Expected Benefit Payments

711/2007
6/30/2008

$ 593,254

e

593,254
404,467
188,787

s ——————

$ 188,787

——————

The annual OPEB Cost, the percentage of annual OPEB cost contributed to the plan and the Net
OPED obligation for fiscal years 2008/2009 are as follows:

Percentage of

Fiscal Annual OPEB Net
Year Annual Cost OPEB
Ending OPED Cost Contributions Obligation
6/30/2008 $ 593,254 68.2% $ 188,787
B. Funded Status and Funding Progress
UAAL as a
Actuarial Percentage of
Actuarial Accrued Unfunded Covered
Actuarial Value of Liability AAL Funded Covered Payroll
Valuation Assets {AAL) (UAAL) Ratio Payroll (AAL}
Date {a) (b) {b-a) {a/b) {¢) {b - a)ic)
11/01/07 $ § 6667645 § 6,667,345 0.00% N/A NIA
C . Methods and Assumptions

Funding interest rate 4.00%
2007 Medical Trend Rate 10.00%
Ultimate Trend Rate 5.00%
Year Ultimate Trend Rate Reached 2012
Actuarial Cost Method Entry Age Normal
Annual Payroll Growth Rate 2.50%
The Remaining Amortization Period at June 30, 2008 29 years
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Morristown Utility System (Water, Electric, and Telecom Systems)

These Systems pay health 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 Systems will also pay 50% of these former
employees' dependent coverage. The Systems are not required to provide these benefits by any statutory,
contractual or other authority. As of June 30, 2008, the Power System had nine former employees eligible to
participate in the plan. Benefits refating to these retirees are expensed when paid and totaled $25,635 in 2008

and $14,316 in 2007.

In August 2004, GASB Statement No. 45, ("GASB 45) Accounting and Financial Reporting by Employers for
Post-employment Benefits Other Than Pensions, was issued which provides for employers to account for and
report the annual cost of other post-employment benefits ("OPEB)” and the outstanding obligations and
commitments related to OPEB in 2 manner as they currently do for pensions under GASB 27, Accounting for
Pensions by State and Local Governmental Employers. The Systems will be required to adopt GASB 45 in
the fiscal year beginning July 1, 2008. The Systems have not yet assessed whether this statement will have a
significant impact on the System’s financial statements.

Deferred items consisted of the following:

Governmental Business-Type Total
Taxes due after June 30, 2007 3 9,632,540 $ - $ 9,632,540
Electric - 240,093 240,093
Total 3 9,632,540 $ 240,093 $ 9,872,633

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
Morristown Utility System has borrowed $9,079,369 to improve the water system. [n addition, Morristown
Utility System has a capital leases payable of $26,319, $13,160 of which is included in long-term

liabilities.

H. Annual debt service requirement for general obligation and revenue bonds are as follows:

Governmental Type Business Type

Year Ending Principal Interest Principal Interest
2009 $ 1,623,500 $ 1,186,872 $ 1,369,913 $ 2,057,976
2010 1,699,500 1,122,304 1,642,301 2,287,292
2011 1,214,000 1,054,741 2,169,408 2,228,226
M2 1,305,500 1,005,604 2,257,896 2,142,008
2013 1,050,970 947,729 2,062,323 2,058,422
2014-2018 5,850,713 3,830,851 11,509,247 8,946,998
2019-2023 6,273,667 2,376,841 12,487,325 6,426,785
2024-2028 5,640,466 851,528 11,805,179 3,526,047
2029-2033 234,000 11,250 5,610,000 1,532,750
2034-2025 2,655,000 200,750
Totals $ 24,892,316 5 12487727 $ 53,568,592 $ 31,407,254

41



Foliowing are debt requirements for capital leases:

2009 $ 31,014
2010 31,014
2011 31,014
2012 15,764
Total future minmium lease payments 108,808
Less amounts representing interest (9,174)
Present value of future minimum lease paymenis

fincluding $25,896 classified as current $ 89,632.00

|

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 sysiem. 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
instaliments 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, 2008, the Commission had
$2,548,581 in proceeds from this debt issue on deposit with a financial institution that 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 fo
effectively change the City's variable interest rate on the bonds to a synthetic fixed rate.

Under the swap, the Authority pays the counterparty a fixed payment of 3.31% 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 & 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").

As of June 30, 2008, rates under this agreement were as follows:

2008 2007
Fixed payment to counterparty 3.31% 3.31%
Variable payment from counterparty -2.55% -3.51%
Net interest rate swap payment 0.76% -0.20%
Variable rate bond coupon payments 6.75% 3.81%
Synthetic interest rate on bonds 7.51% 3.61%

The swap agreement yielded additional interest savings of approximately $428 000 in 2008 and interest
savings of $52,000 in 2007. As of June 30, 2008, the swap had a negative fair value of approximately

$380,000.
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As of June 30, 2008, the City was not exposed fo credit risk because the swap had negative fair vaiue.
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 (“Ambac”), who was rated “AA" by Standard and Poor’s
and Fitch and “Aa3” by Moody's Investor Service as of June 30, 2008. if Ambac's credit rating is
downgraded, the counterparty is required to post collateral with a third-party custodian.

As discussed above, the swap exposes the City to basis risk should BMA increase to above 58% of
LIBOR pius 35 basis points, thus increasing the synthetic rate on the bonds. If a change occurs that
results in the BMA to be below 59% of LIBOR pius 35 basis points, then the synthetic rate on the bonds
will decrease.

Subsequent to June 30, 2008, the City terminated the Swap Agreement with Ambac.

Prior period adjustment

Prior to the current year, the General Fund assumed responsibility for subdivision streets constructed by
developers in the amount of $18,733,216.

The entire amount has been recorded as infrastructure within net assets invested in operating net assets.
The following assets were restricted:

Water System — Interest and sinking funds $ 301,423
State street aid acftivities:

The following is a summary of State Street Aid activity within the General Fund for the year ended June
30, 2008:

Reserve fund balance, July 1, 2007 $ -0-
Add - state gasoline tax revenues 731,609
Less — state expenditures {731.609)
Reserve fund balance, June 30, 2008 S ¢
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. Other Disclosures:
. Commitments and Contingencies:

At June 30, 2008, the City of Morristown had the following commitments:

General Fund — Uncompleted contracts $ 1,383,405
Sewer System — Uncompleted contracts 2,102,000
Sewer Operating Contract (approximate annual cost} 1,000,000

Contingent liabilities:

The government is the defendant in various lawsuits. Although the cutcome of these fawsuits 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.

. Concentration of Credit Risk

The City of Morristown and Morristown Utility Commission provide electric, water and sewer service {0
customers in the City of Morristown and Hamblen County. L oss experience has not been significant for

these services.

. Joint Ventures

Morristown-Hamblen County Library — The City of Morristown and Hamblen County jointly own the
Morristown-Hamblen Library. Each appoints an equal number of members to its board by directors. The
City contributed $228,500 for the library operation during the fiscal year ended June 30, 2008.

Hamblen County-Morristown Solid Waste Authority — The City of Morristown and Hambien County jointly
own the Hamblen County-Morristown landfill. Each appoints an equal number of members fo the board of
directors. This operation is seif-sufficient in that users are charged for services rendered. During the year
ended June 30, 2008, the City was charged $685,830.

. Pension Plan Information

CITY OF MORRISTOWN

Pian 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 members high five-year average saiary 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 o Tennessee Treasury
Department, Consolidated Retirement System, 10" Floor Andrew Jackson Building, Nashville, TN 37243-
0230 or can be accessed at hitp:// treasury.state.tn.usfters/PS/.

Funding Policy

MORRISTOWN requires employees to contribute 5.0% of earnable compensation.

MORRISTOWN is required to contribute at an actuarially determined rate; the rate for the fiscal year
ending June 30, 2008, was 13.25% of annual covered payroll. The contribution requirement of plan
members is set by state statute. The contribution requirement for MORRISTOWN is estabiished and may
be amended by the TCRS Board of Trustees

Annual Pension Cost

For the year ended June 30, 2008, MORRISTOWN's annual pension cost of $1,794,218 to TCRS was
equal o 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 vaiuation include (a) rate of return on investment of present and future
assets of 7.5% a year compounded annually, (b) projected salary increases of 4.75% (graded) annual
rate (no explicit assumption is made regarding the portion attributable to the effects of inflation on
salaries), (c) projected 3.5% annual increase in the Social Security wage base, and (d) projected post
retirement increases of 3.0% annually. The actuarial value of assets was determined using techniques
that smooth the effect of short-term volatility in the market value of total invesiments over a five-year
period. 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, 2007, which established contribution rates effective July 1, 2008.

TREND INFORMATION

Funded Status and Funding Progress

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

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

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

status and funding progress of the plan.
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Trend Information

Annual Percentage Net
Fiscal Year Pension of APC Pensicn
Ending Cost (APC) Contributed Obligation
June 30, 2008 $1,794,218 100.00% $0.00
June 30, 2007 $1,552,236 100.00% $0.00
June 30, 2006 $892,786 100.00% $0.00
(Dollar amounts in thousands)
Required Supplementary Information
Schedule of Funding Progress for MORRISTOWN
Actuarial
Actuarial Accrued
Actuarial  Value of Liability Unfunded Annual UAAL as a
Valuation Plan {AAL) AAL Funded Covered Percentage
Date Assets Entry Age (UAAL) Ratio Payroll Payroll
71172007 {a) {b) {b)-(a) {a/b) (c) (b-a)i{c)
7/1/07 $41,850 $56,723 $14,873 73.78% $13,034 114.11%

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

Morristown Utility System’s Retirement Plan

The Systems' share in a defined contribution retirement plan, Morristown Power and Water System
Employees’ Restated 401(k) Asset Accumulation Plan (the “Plan”), covering substantially all employees.
The Commission is the administrator of the Plan and is responsible for establishing or amending the Plan

provisions and contribution requirement

P ower System:

% of % of
Total Covered Employer Covered Employee Covered
Payroll Payroll Contribufions Payroll Contributlons Payroll
2008 $ 3,840,368 $ 3,563,342 $ 531,775 15% $ 263977 7%
2007 3,845,704 3,677,893 547,146 15% 275,000 7%
Water System:
% of of
Total Covered Employer Covered Employee Covered
Payroll Payroll Contributions Payroll Contributions Payroll
2008 $ 1,149,462 $ 1,142,852 $ 170,793 15% $ 83,028 7%
2007 1,126,579 1,097,075 164,561 15% 86,095 8%
Telecomn System:
% of % of
Total Covered Empioyer Covered Employee Covered
Payroll Payroll Contribufions Payroll Contributions Payroll
2008 $ 701,910 $ 607,256 $ 91,088 15% $ 31,781 §%
2007 587,260 264,710 39,707 18% 12,596 5%

Under the Plan terms, the Systems 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 2008 and 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.

E. Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets;
errors and omissions; natural disasters; and injuries of employees for which the City carries commercial
insurance purchased from independent third parties. The City has not experienced an insurance
setiement in excess of insurance coverage in any of the past three fiscal years. The City bears the risk of
joss 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, 2008

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

(Dollar amounts in thousands)

UAAL as a
Actuarial Percentage of
Actuarlal Accrued Unfunded Covered
Actuarial Value of Liability AAL Funded Coverad Payroll
Valuatlon Assets {AAL) {UAAL) Ratio Payroll (AAL)

Date 1)) (b} (b - a} {afb) {c) tb - a)fe)
07/01/07 $ 41,850 $ 56,723 $ 14,873 73.78% 13,034 114.11%
07/01/05 37,471 44,061 6,580 85.04% 11,184 58.87%
07/01/03 35,814 42 539 8,725 84.19% 9,748 68.99%
08/30/01 34,504 36,125 1,621 95.51% 8,032 17.85%
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City of Morristown, Tennessee

itures and Changes in Fund Balance - Budget and Actual

Schedules of Revenue, Expend q q

Other Governmental Funds
Year Ended June 30, 2008

Revenues

Program Income

City Fines & Costs
Total revenues

Expenditures
Narcotics enforcement

Excess of expenditures over revenue

Other Sources
Transfers in

Net change in fund balance
Fund balance - beginning

Fund balance - ending

Narcotics Fund

Variance with

. Final Budget -

Budgeted Amounts Positive
Original Final Actual Amounts {Negative)

$ 330,895 $ 330,885 $ 236,084 $ (94,811)
330,885 330,895 236,084 (94,811)
437,520 464 891 464 891 -
(106,625) {133,996) (228,807) {94,811)
106,625 106,625 106,625 -

- (27.371) {122,182) (94,811)
163,657 163,857 163,657 -

$ 163,657 $ 135,286 $ 41,475 3 (94,811)
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City of Morristown, Tennessee
Statistical Information
June 30, 2008

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 heatth.

Financial Trends

These schedules contain trend information to help the reader understand how the government's financial
performance and well-being have changed over time.

Revenue Capacity

These schedules contain information to help the reader assess the government's most significant iocal
revenue source, the property tax.

Debt Capacity

These schedules present information fo 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, Tennessee
Changes in Net Asgets

Last Ten Fiscal Years

Sixth Year of Implementation
(Accrual Basis)

June 30, 2008

Expenses;
Governmental activities:
General government
Public safety
Public works
Parks and racreation
Civic support
Econemic development
Retiree benefits
Airport
Long-tarm debt expensa
Cther
Totat govarnmental activities expenses
Business-type activities:

Water

Sewer

Blectric

Telecom System

Storm Water

Total business-type expenses
Total primary govermiment expenses

Program Revenues:
Governmental activities:
Charges for sarvices:
Ganeral govemment
Pubalic safety
Public works
Parks and recreation
Clvic support
Econamic development
Rfetires penafits
Ajrport
Long-term expense
Operating grants and contributions
Capital grants and contributions

Total govemmental activities program revenues

Business-type activities:
Charge for services:
Water
Sower
Electric
Talecom system
Storm Water
Qperzating grants and contributions
Capital grants and contributions

Total business-type activities program revenues
Total priomary govesmnment program revenue
Net {expense) revenue:

Gavernmental activities

Business-type activities

Total primary governmenit net expense

Fiscal Year Ended

61302003 6/30/2004 872072008 20/30/08 £/20/2007 6/30/2003
2,467,777 3 2,790,124 $ 3,532,804 $ 3,732,680 $ 4427 912 $ 4,729,356

10,236,334 10,287,585 11,563,257 12,011,746 14,783,118 14,938,433
5,570,400 6,537,761 5,024,791 7,884,650 8,936,753 12,760,354
1,665,313 1,534,531 4,468,315 1,864,017 3,107,468 2,404,471

506,273 576,026 544,398 532,178 856,949 558,723

590,147 385,088 1,448,415 3,879,932 126,444 4,117,648

- 408,347 434,580 292,973
1,633,100 477,425 704,585 554,398 631,368 573,847

164,256 396,480 217,831 337,239 582,285 785,032

416,950 81,574 - - -

23,250,590 23,474,833 24,929,876 34,089,823 353,452,305 37,867,765
3,847,335 4,088,405 3,765,578 4,241,595 4,486,415 5,056,029
4,207,882 4,579,513 4,696,085 5,170,188 5,652,668 8,760,588

46,767,798 47,366,032 47,493,148 53,341,801 58,800,708 81,105,276

4,176 714,677 4,449,839 6,907,545
436,018

54,823,015 58,033,850 55,958,967 63,468,262 71,419,350 80,265,455

78,073,605 79,508,883 80,868,943 94,558,085 104,871,635 117,650,707

202,996 185,575 231,440 223,537 557,097 408,037

545,293 794,645 936,037 904,316 414,861 778,218

124,335 703,164 - 258,709 -

139,562 131,998 155,179 437,564
1,713,655 352,717 505,818 448,884 888,236
2,617,657 1,361,550 - 3,234,328 4,702,885 1,546,888
5,203,936 3,517,213 1,299,475 5,261,887 3,261,321 3,622,475
4,485,715 4,408,024 4,843,481 5,338,101 5,335,578 5,572,984
4,540,720 4,452,542 4,569,153 4,749,533 5,556,473 8,766,856
47,511,195 49,414,204 49,486,518 55,821,500 58,631,923 63,351,409
- 102,680 2,548,590 4,603,672
69,383

378,428 -

272,320 1,640,300 - - - 55,500
58,819,850 80,331,608 « 58,999,132 £6,012,624 72,072,674 B2,339,B54
62,023,886 % 63848721 § 60,298,607 $ 71,284,711 75,333,895 § 85962328
(18,046854) % {19,857,720) % (23,630,501) 8 (25,807,836) § (30,190,984) §$  (34,245280)

1,896,935 2,583,291 3,040,185 2,544,562 653,244 2,074,399

(16,049,719) _§ (17.374,420) 9 (20,590,336) _§ (23,263,374) % (29,537,740} $ {32,170,881)
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City of Morristown, Tennessee
Changes in Net Assets

Last Ten Fiscal Years

Sixth Year of Implementation
{Accrual Basis)

June 30, 2008

General Governmental and Other Changes
In Net Assets
Govenmental activities:
Property taxes
In-lieu taxes
Franchise taxes
Local sales tax
Alcohol beverage tax
Business and gross receipts tax
Hotel/mote| tax
Use of money and property
Intergovemmental
Transfers
Total governmental acticvities

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

Total business-typs activities

Total primary government

Changes In Net Assets
Govemmental activitios
Business-type activities

Total primary govermment

General fund
Reserved
Unreserved
Total general fund

All othar governmental funds
Reserved

W
Total all ather governmental funds

Figcal Year Ended

613012003 £/30/2004 6/30/2005 6/30/2006 §/30/2007 6/30/2008
6,154,751 6288158 § 6544269 6,950,567 6,744,769 $ 9,521,787
662,748 59,275 72,748 92,446 65,529 35,536
813,568 820,658 B53,208 1,008,887 732,339 826,802
8,053,275 8,618,515 9,186,618 9,491,687 9,504,019 9,446,110
934,567 1,009,528 1,082,665 1,076,180 1,107,005 1,138,908
681,003 861,386 784,119 881,441 943,210 866,333
238,004 312,707 350,931 384,387 417,120 425,087
1,291,563 712,843 96,134 607,576 451,307 470,219
1,208,281 2,148,591 4,097,107 3,405,260 3,989,312 3,634,117

- 721,591 624,276 653,209 687 641 731,014
20,038,680 21,553,253 23,852,073 24,558,730 24,752,471 27,296,413
254,859 < : : 3
387,820

- (721,591) (824,276) {653,298) (6B7,841) (731,014)
254,859 (721,591} (524,276) {653,209) (687,841} (343,154)
20,263,539 20831662 § 23027802 23 905,431 24,044,630 $ 25953219
1,892,026 1,595,533 221,577 (1,218,206) (5.458,513) (6,848 677)
2,251,794 1,861,700 2,125,889 1,891,263 (34,597) 1,731,208
4,243 820 3457233 § 2,347,466 672,057 (54531100 § (5217671
2,273,985 1,281,222 1,823,010 8,551,476 4,660,443 .
3,114,420 5,032,750 5,254,556 4,060,087 - 2,705.279
5,388,415 B313972 § 7,177,566 12,612,463 4,669,443 $ 2705279
3,290,625 149,933 53,301 9,863 163,857 41,475
3,280,625 149933 3 53,301 9,883 163,657 $ 41,475
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City of Morristown, Tennessee
Tabie of General Bonded Debt with Total Assessment

Tabie of Generai bonded e N e S ——————

and Expenditure Ratio
Ten tax years ended 2007

June 30, 2008

Ratio of Bonded Ratio of Bonded

General Total Debt to Total Total Debt to Total

Tax Year Bonded Debt Assessment Assessment Expenditures Expenditures
1998 11,284,200 401,713,156 .028to 1 25,853,988 436101
1999 10,901,300 420,402,672 026101 21,879,793 498101
2000 18,242,200 446,747,982 .041to1 29,511,274 618tc1
2001 14,020,286 454,515,175 .030t0 1 23,249,722 603101
2002 13,155,288 559,848,349 .023t0 1 25,308,613 518101
2003 11,042,686 576,534,587 0191c 1 25,842,630 A27 to 1
2004 12,202,288 570,401,429 02101 27,901,352 437 to 1
2005 20,922,286 614,747,798 .034 10 1 33,896,969 B17to 1
2006 22,538,317 704,667,218 032101 37,296,867 604101
2007 24,008,317 693,683,310 034101 38,249,959 628 to 1
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City of Morristown
Operating Indicators by Function

Last Ten Fiscal Years (6th Year of Implementation)

Function

Police:
Physical arrests
Parking violations

Fire
Number of calls answered
Inspections

Highway and streets:
Street maintainance/resurfacing {miles)

Sanitation:
Brush collected (annual)
Refuse collected

Fiscal Year

2003 2004 2005 2006 2007 2008
5216 5,226 5,250 5,266 7,572 6,487
8,629 8,636 8,645 8,652 7,179 14,809
2,976 2,879 2,985 3,211 3,390 3,337
1,800 1,808 1,815 1,827 2,376 2,361
3 0.11 8.11 473 0.4 6.18
2,428.6 2,585.3 2,606.2 2,792.5 3,411.5 27112
14,106.8 14,247.6 14,9286 15,008.8 8,944.0 8,555.7
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City of Morristown, Tennessee

Demographic and Economic Statistics
Last Ten Fiscal Years

Education
Per Level In
Capita Years of

Fiscal Personal Personal Median Formal School Unemployment
Year Population Income Income Age Schooling  _Enroliment Rate
1999 23,297 $ 515422828 $ 22124 357 135 9,632 4.2
2000 24,966 564,930,648 22,628 36.1 13.6 10,225 42
2001 24 977 589,107,522 23,586 36.3 13.8 10,225 6.3
2002 25137 603,137,178 23,804 36.5 13.9. 10,439 6.1
2003 25,023 625,875,276 25,012 3686 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 36.9 14.3 10,519 6.4
2006 25,716 674,119,224 26,214 40.0 14.1 10,513 46
2007 25,686 673,075,944 26,204 412 14.0 10,613 5.7
2008 26,419 695,823,622 26,338 36.0 13.4 10,398 7.2
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City of Morristown

Operating Indicators by Function
Last Ten Fiscal Years (6th Year of Implementation)

Function

Public Safety
Police:
Stations
Patrol units
Fire stations

Sanitation
Coliection trucks

Highways and streets
Street (miles)

Culture and recreation
Parks acreage
Parks

Fiscal Year
2003 2004 2005 2006 2007 2008

1 1 1 1 1 1

43 48 48 48 48 48

5 4 5 5 6 6

5 5 5 5 4 4

228 237 240 241 263 263
249 257 232 257 259 259
14 14 15 15 16 16
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City of Morristown, Tennessee

Schedule of Utility Rates and Number of Customers
Year Ended June 30, 2008

Sewer Rates
Inside - $4.20 per 1,000 gallons of water used—minimum bill of $8.40 per month.

Outside - $8.40 per 1,000 gallons of water used—minimum bill of $25.20 per month.

Customers:
Inside City 10,578
Outside City __ 438
Total 11.016
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City of Morristown, Tennessee
sSchedule of Utility Rates and Number of Customers
Year Ended June 30, 2008

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 kilowaits per month
Energy charge:
First 15,000 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

67

$ 1150

7.943¢
0.736¢

$ 2150
8.787¢

127.00
12.52

P

8.220¢
$ 266.00
$ 12.54
$ 13.87
$ 4.946¢

$1,500.00
$ 11.89
3.070¢
3.113¢
$1,500.00
§ 13.78
4.234¢
3.559¢

12,937



City of Morristown, Tennessee
Schedule of Water Rates and Number of Customers
Year Ended June 30, 2008

Inside City rate

Customer charge per month $ 4.65
First 50,000 galions 1.55
Next 50,000 gallons 1.30
Over 100,000 1.10
Minimum- bill:
6/8" meter 7.75
3/4" meter 8.25
1" meter 925
11/2" meter 10.75
2" meter 15.25
3" meter 52.00
4" meter 70.00
g" meter 100.00

Outside City rates:

Customer charges per month 465
First 50,000 gallons 3.10
Next 50,000 gallons 2.60
Over 100,000 gallons 2.20
Minimum bili:
5/8" meter 10.85
34" meter 11.35
1" meter 1210
11/2" 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

e" 40.00

g" 50.00
10" 100.00
12" 125.00
Number of customers 12,937
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City of Morristown, Tennessee
Schedule of Monthly Telecom Rates
Year Ended June 30, 2008

Standard Cable:

Expanded basic $ 41.95
Digital basic 4995
Digital bronze 59.95
Digita sitver 67.95
Digital gold 80.95
Premium channels 9.95-11.85
Internet:
Residential
Tier 1 29.92
Tier 2 39.96
Tier 3 59.85
Tier 4 99.95
Telephone:
Residential 22.92
Basic pick 25.00
Additional services 3.75-8.95
Long distance per minute 0.05
Commercial:
Access line 25.95
Business local telephone service 6.95-25.95
Long distance rate per minute 0.05

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

CERTIFIED PUBLIC ACCOUNTANTS
225 WEST FIRST NORTH STREET
P.O. BOX 1779
SUITE 300, MILLENNIUM SQUARE
MORRISTOWN, TENNESSEE 37816-1772
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, 2008, which collectively comprise the
City of Morristown, Tennessee’s basic financial staternents and have issued our report thereon dated May 186,
2009. We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits,oontained 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 internal control over financial reporting. Accordingly, we do not express an opinion on
the effectiveness of City of Morristown, Tennessee’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified certain deficiencies
in internal controt 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 contro! deficiency, or combination of contro} 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. The finding is numbered 08-1.

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



Honorable 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 iaws,
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 opinicn 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 fo be reported under
Government Auditing Standards.

We noted certain matters that we reported 1o management of City of Morristown, Tennessee, in a separate letter
dated May 16, 2009.

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.

Morristown, Tennessee
May 16, 2009
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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
423-586-7650

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

Henorable Mayor and City Council
City of Morristown, Tennessee

Compliance

We have audited the compliance of City of Morristown, Tennessee with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are
applicable to each of its major federal programs for the year ended June 30, 2008. City of Morristown,
Tennessee's major federal programs are ldentlfled in’ the summary of auditor's results section of the
accompanying schedule of findings and questioned costs Comipliance with the requirements of laws, regulations,
contracts, and granis 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,
issued by the Comptroller General of the United States; and OMB Circular A-133 Audifs of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of compiiance
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 requiréements referred to
above that are applicable to each of its major federal programs for the year ended June 30, 2008.

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, CFA THOMAS M. JONES, CPA

GLENN B. THOMPSON, CPA, CFF, 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.

WVWW -4—&»0"‘44— }0 L.

Morristown, Tennessee
May 16, 2009
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City of Morristown, Tennessee

Schedule of Findings and Questioned Costs
June 30, 2008

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 Il - Financial Statement Findings:

No matters were reported

Compliance Findings

No matters were reported.

Internal Control Findings
Finding No. 1

CONDITION — The Storm Water Fund had a deficit fund balance at June 30, 2008.
REASON IMPROVEMENT NEEDED: It is improper for a fund to be in a deficit position.

CAUSE OF CONDITION: Expenditures for the fund exceeded revenues.
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unqualified
No

None reported

No

no
none reported

unqualified

no

14.218
20.505

$300,000

no



City of Morristown, Tennessee
Schedule of Findings and Questioned Costs
June 30, 2008

Internal Control Matters (Continued):

RECOMMENDATION:; Management should take steps to ensure that fees are sufficient to cover expenses.

Management Response — We concur. This is the first year of operations of the new fund. Projections indicated
that it would take a period of three years for the fund to become self-supporting.

Section Il - Federal Award Findings and Questioned Costs

No matters were reported
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