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INDEPENDENT AUDITORS REPORT

Honorable Mayor, Members of
the Board of Aldermen

City of Philadelphia

Philadelphia, Tennessee

We have audited the accompanying financiad statements of the governmental activities, and major fund of the City of
Philadelphia, Tennessee (the City), as of and for the years ended June 30, 2011 and 2010, which collectively comprise the
City' sbasic financial statements aslisted in the financial section of the Table of Contents. Thesefinancial statements arethe
responsibility of the City’s management. Our responsibility is to express opinions on these financial statements based on our
audit.

We conducted our audits in accordance with auditing sandards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements referred to above are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe our audits provide areasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in al material respects, the respective financial
position of the governmental activities and major fund of the City of Philadelphia, Tennessee, as of June 30, 2011 and
2010, and the respective changesin financial position and the respective budgetary comparison for the General Fund for the
year ended June 30, 2011, in conformity with accounting principles generally accepted in the United States of America.

The management’s discussion and analysis, immediately following this letter, is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board. 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 financia statements that collectively comprise the
City's basic financiad statements. The introductory section, supplemental information, and miscellaneous schedules as
listed in the table of contents, are presented for purposes of additional analysis and are not a required part of the basic
financial statements. The introductory section, supplemental information, and miscellaneous schedules 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.

In accordance with Government Auditing Standards, we have also issued our report, dated April 10, 2012, on our
consideration of the City of Philadelphia, Tennessee's internal control over financia reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance and the results
of that testing and not to provide an opinion on the internal control over financial reporting or on compliance. That report
is an integra part of an audit performed in accordance with Government Auditing Standards, and should be read in
conjunction with thisreport in considering the results of our audit.

fzfzca_zam Orerhols & e, P C.
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MANAGEMENT’SDISCUSSION AND ANALYSIS

Our discussion and analysis of the City of Philadelphia’ s (the City) financial performance provides an overview
of the City's financial activities for the fiscal year ended June 30, 2011. Please read it in conjunction with the
City’ sfinancial statements which begin on page 9.

FINANCIAL HIGHLIGHTS

The City’s net assets decreased by 6.2% as a result of the year’s operations. During the current year, the
City had expenses of $107,600 compared to revenue of $95,575.

The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $181,906 (net
assets). Of this amount, $4,059 (unrestricted net assets) may be used to meet the government’s ongoing
obligations to citizens and creditors.

At June 30, 2011, the City’s governmental fund reported ending fund balance of $4,059. Approximately
100% of this total amount is unreserved fund balance available for spending at the government’ s discretion.
OVERVIEW OF THE FINANCIAL STATEMENTS
This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements. The
City’s basic financial statements comprise three components: (1) Gover nment-wide financial statements, (2)
Fund financial statements, and (3) Notes to the financial statements. This report also contains other

supplementary infor mation 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’s
finances, in a manner similar to a private-sector business.



The statement of net assets presents information on all of the City's assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether or not the financial position of the City isimproving or deteriorating.

The statement of activities presents information showing how the City’s net assets changed during the current
fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future periods, such as revenues pertaining to
uncollected taxes and expenses pertaining to earned but unused vacation leave.

Both of the government-wide statements distinguish functions of the City 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. The governmental activities of the City
include police, highways and streets, recreation, and general government.

Fund Financial Statements

The fund financial statements are designed to report information about groupings of related accounts that are
used to maintain control over resources that have been segregated for specific activities or objectives. The City,
like other state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental funds. Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. All of the City’s basic services are
reported in governmental funds. These statements, however, focus on near term inflows and outflows of
spendable resources and spendable resources available at the end of the fiscal year. Such information may be
useful in determining what financial resources are available in the near future to finance the City’ s programs.

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 comparison between governmental funds and governmental
activities.

The City maintains individual governmental funds organized according to their type (general fund). 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, which is considered to be a major
fund.

The City adopted an annual appropriated budget for the general fund.

Notes to the Financial Statements

The notes to the financial statements provide additional information that is essential to a full understanding of
the data provided in the government-wide and fund financial statements.



GOVERNMENT-WIDE STATEMENTSFINANCIAL ANALYSIS

The City’'s net assets decreased by 6.2% from a year ago. Our analysis below focuses on the net assets and
changes in net assets of the City’ s governmental activities:

Net Assets
June 30, 2010

June 30, 2011 June 30, 2009

Assets Governmental Activities

Current and other assets $ 8,492 $ 29,228 $ 38,760
Capital assets, net 195,101 190,650 203,807
203,593 219,878 242,567

Liabilities
Current liabilities 10,389 18,515 9,006
Long-term liabilities 11,298 7,432 26,947
Total Liabilities 21,687 25,947 35,953

Net Assets

Invested in capital assets,

Net of related debt 173,414 164,703 167,854
Unrestricted 4,059 26,025 38,760
Restricted for State Street Aid 4,433 3,203 -

Total Net Assets $ 181,906 $ 193931 $614

The City’s net assets decreased by $(12,025) during the current fiscal year. This decrease is explained in the
governmental activities discussion below.

Changesin Net Assets
June 30, 2010

June 30, 2011 June 30, 2009

Revenues Governmental Activities

Program Revenues:

Loudon County Fire Donation $ 19,536 $ 26,439 $ 24,451
Operating grants and contributions -
State Street Aid 15,714 14,964 12,716
General Revenues:
Sales taxes 48,557 45,946 42,450
Inlieu of taxes— TVA 5,998 5,863 5,111
Miscellaneous taxes 769 934 1,871
Unrestricted investment earnings 1 6 44
Total Revenues 95,575 94,152 86,643
(Continued)
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Changesin Net Assets
June 30, 2011 June 30, 2010 June 30, 2009

Expenditures Governmental Activities

General government 57,847 53,127 47,067
State Street Aid 14,484 11,761 15,754
Fire 17,121 24,341 8,134
Non-departmental depreciation 15,696 15,165 14,327
Interest on long-term debt 2,452 2,441 1,498
Total expenses 107,600 106,835 86,780
Changein net assets (12,025) (12,683) (137)

Net assets at beginning of year 193,931 206,614 206,751
Net assets at end of year $ 181,906 $ 193931 $ 206,614

FUND STATEMENTSFINANCIAL ANALYSIS

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

Governmental Funds

The focus of the City’s governmental funds is to provide information on near-term inflows, outflows, and
balances of resources that are available for spending. Such information is useful in assessing the City'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. Types of governmental funds reported by the
City include the General Fund.

The General Fund is the chief operating fund of the City. At the end of the current fiscal year, the unreserved
fund balance of the General Fund was $4,059. Total unreserved, undesignated fund balance represents 3.7%
total general fund expenditures of $109,600.

Economic Factors and Next Year’'s Budget

The City's dected officials considered many factors when setting the fiscal-year 2010-2011 budget. Some of
the factors are the economy, unemployment, and inflation. Inflation has been higher here due in part to the
residential housing market and energy price increases. Those indicators were taken into account when adopting
the General Fund Budget for 2012.



CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The City’'s capital assets for its governmental activities as of June 30, 2011 amount to $195,101 (net of
accumulated depreciation). Capital assets include land, buildings, improvements, and machinery and
equipment. The table below reflects the capital assets at the end of thefiscal years:

Capital Assets, Net of Depreciation
June 30, 2011 June 30, 2010 June 30, 2009

Expenditures Governmental Activities
General Government:
Machinery and Equipment $ 17,779 $ 17,779 $ 15,919
Buildings and I mprovements 136,526 133,476 133,476
Land 37,100 37,100 37,100
Total General Government 191,405 188,355 186,495
Streets:
Guardrails 6,775 6,775 6,775
Street signs 9,797 9,797 9,797
Total Streets 16,572 16,572 16,572
Fire
Building 19,591 19,591 19,591
Equipment 192,114 177,517 177,369
Total Fire 211,705 197,108 196,960
Total Capital Assets 419,682 402,035 400,027
Less: Accumulated depreciation (224,581) (211,385) (192,220)
Net Capital Assets $ 195,101 $ 190,650 $ 203,807

Major capital asset events during a prior fiscal year included the purchase of fire equipment. During a prior
year, management inventoried and catalogued capital assets by function, using invoices (when available) or
estimated acquisition cost.

For government-wide financial statement presentation, all depreciable capital assets are depreciated from
acquisition date to the end of the current fiscal year. Fund financial statements record capital asset purchases
as expenditures. Pleaserefer to the Notes to the Financial Statements for further information regarding capital
assets.

Debt Administration

At the end of the current fiscal year, the City had total long-term obligations outstanding of $21,687.

Outstanding L ong-ter m Obligations
June 30, 2011

Governmental
Activities

Notes payable $ 21,687
Additional information on the City’s long-term debt can be found in the Notes to the Financial Statements.
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OTHER MATTERS

The fiscal 2012 budget will provide the services that the citizens of Philadelphia have grown accustomed to
receiving. This level of service is directly attributable to the City’s well-trained and dedicated workforce
coupled with the support of a progressive City Mayor and Aldermen.

REQUESTSFOR INFORMATION

This financial report is designed to provide our citizens, taxpayers, city commissioners, customers, investors,
and creditors with a general overview of the City’s finances. If you have any questions about this report or need
additional information, contact:

City of Philadelphia, Tennessee
P. O. Box 10
Philadelphia, TN 37846
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CITY OF PHILADELPHIA, TENNESSEE
STATEMENT OF NET ASSETS

June 30, 2011 and 2010

ASSETS

Current Assets:

Cashinbank........cccoooi
Due from Loudon County .........cccceeceeerceeeneeeeneen.
Due from State of TENNESSEE .....cevvveveveveerreeerrerinnns

Total Current ASSELS.......vaes

Capital Assets:

Depreciable, net of accumulated depreciation ...
Non-depreciable ..........cocvvvieieiiieee e
Total Capital ASSES........coeveeeeeeeee e,

TOtal ASSELS ..ceeeeeeeeeeeeeeeeeeeeee e

LIABILITIES AND NET ASSETS

Current Liabilities:

Accounts Payable ..........cccoocoiiieiiien e,
General long term debt payable.........ccooceveeennee
Total Current Liabilities.........c.cccoeeiveiicnnene

Long-term Liabilities:

General long term debt payable.........cccccceeeeennne

Net Assets:

Invested in capital assets, net of related debt .........
Restricted for State Street Aid......evveeeeeeeeeeeeeeeeeinnns
(@] 1= g [0 (< o I

Total NEt ASSELS......uue s

Total Liabilitiesand Net Ass&ts ..........u.......

See accompanying independent auditors’ report and notes.
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Governmental Activities

2011
$ 8,492
8,492
158,001
37,100
195,101
$ 203,593
$ -
10,389
10,389

11,298

173,414
4,433

4,059

181,906

$ 203,593

2010

$ 29,228

29,228

153,550

37,100

190,650

$ 219,878

$ -
18,515

18,515

7,432

164,703
3,203
26,025
193,931

$ 219,878



CITY OF PHILADELPHIA, TENNESSEE
STATEMENT OF ACTIVITIES
For the Y ear Ended June 30, 2011
With Comparative Totals for the Fiscal Y ear Ended June 30, 2010

Net (Expense)
Revenues Revenue and Changes
Operating Capital Net Assets
Chargesfor Grantsand Grantsand Governmental Activities
Expenses Services Contributions  Contributions 2011 2010
Function/Programs
Governmental Activities:
General Government $ 57,847 $ - $ - $ - $ (57,847) $ (53127)
Public Works — State Street 14,484 - 15,714 - 1,230 3,203
Fire 17,121 - - - (17,121) (24,341)
Non-departmental
depreciation 15,696 - - - (15,696) (15,165)
Interest on Long-term debt 2,452 - - - (2,452) (2,441)
$ 107,600 $ - $ 15,714 $ - (91,886) (91,871)
General Revenue:
Sales taxes 48,557 45,946
Miscellaneous taxes 769 934
Inlieu of taxes— TVA 5,998 5,863
Interest earned 1 6
Miscellaneous 24,536 26,439
Total General Revenues 79,861 79,188
Changein net assets (12,025) (12,683)
Net Assets— Beginning 193,931 206,614
Net Assets - Ending $ 181,906 $ 193931

See accompanying independent auditors’ report and notes.
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CITY OF PHILADELPHIA, TENNESSEE
GOVERNMENTAL FUND — GENERAL FUND

BALANCE SHEET

June 30, 2011

With Comparative Totals for June 30, 2010

CashinbanK.........ccoeeuueeeeieeeeeeeiee e
Due from Loudon County...........ccceeveeeeneenne
Duefrom State of TENNESSEL ......oovvevevvvennnnnnn.

Total ASSELS....coieeeeeeeeeeeee e

LIABILITIESAND FUND BALANCE

Liabilities ...,

Fund Balance:
(RS 1w (= o T

Total Liabilitiesand Fund Balance....

See accompanying independent auditors’ report and notes.
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General Fund

$ 8,492

4,433
4,059
8,492

$ 8,492

2010

$ 29,228

$ 29228

3,203
26,025
29,228

$ 29228



CITY OF PHILADELPHIA, TENNESSEE
RECONCILIATION OF THE BALANCE SHEET
TO THE STATEMENT OF NET ASSETS
June 30, 2011
With Comparative Totals for June 30, 2010

2011
Fund balance - general fund $ 8,492
Amounts reported for the governmental activitiesin the
statement of net assets are different because:
Capital assets, used in governmental activities are
financial resources and, therefore, are not reported in the funds 195,101
Long-term liabilities, including bonds payable are not
and payable in the current period and, therefore, are not
reported in the governmental funds (21,687)
Net assets of gover nmental activities $ 181,906

See accompanying independent auditors’ report and notes.
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2010

$ 29,228

190,650

(25,947)
$ 193,931



CITY OF PHILADELPHIA, TENNESSEE
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE
GOVERNMENT FUND - GENERAL FUND
For the Fiscal Y ear Ended June 30, 2011
With Comparative Totals for the Fiscal Y ear Ended June 30, 2010

General Fund
2011 2010
Revenues:
TAXES e $ 55324 $ 52,743
State Street Aid — gas and motor fud tax........ 15,714 14,964
Interest earned.........coocoeveiereiie e 1 6
Other revenues.........cccoocee i, 24,536 26,439
Total REVENUES........ccceevieeieiceeece 95,575 94,152
Expenditures:
General government .........cccoveveevieeenceeeeeen. 63,398 54,986
State Street Aid .......ooceeieeiieeeee 14,484 11,761
FIrE e 31,718 24,489
Total EXpenditures ..........cccoeeveeieeiecnnene 109,600 91,236
Excess of Revenues Over Expenditures............ (14,025) 2,916
Other Financing Sources (Uses):
Debt Service— Note Payments..........cccoceeveene (20,961) (12,448)
Issuance of Debt.........ccvevceieiieieeee e 14,250 -
Total Other Financing Sources (Uses)........ (6,711) (12,448)
Net Changein Fund Balance.............ccccoeueee.e. (20,736) (9,532)
Fund Balance— July 1%..........c.cooeveeveecrerenen, 29,228 38,760
Fund Balance— June 30" .......c..cooerreeenenne. $ 8,492 $ 29228

See accompanying independent auditors’ report and notes.
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CITY OF PHILADELPHIA, TENNESSEE
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE TO THE STATEMENT OF ACTIVITIES
For the Y ear Ended June 30, 2011

Net change in fund balances — total governmental fund $ (20,736)

Amounts reported for the governmental activities in the statement of activities
aredifferent because:

Theissuance of long-term debt provides current financial resources

to governmental funds, while the repayment of the principal of long-

term debt consumes the current financial resources of governmental

funds. Thisistheamount by which the note proceeds areless than

payment of principal reported as expenditure in governmental funds. 4,260

Governmental funds report capital outlays as expenditures. However, in
the statement of activities the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense. Thisisthe
amount by which capital outlay ($20,147) exceeded depreciation ($15,696)
in the current period

4,451

Changes in net assets of governmental activities $ (12,025)

See accompanying independent auditors’ report and notes.
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CITY OF PHILADELPHIA, TENNESSEE
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
For the Fiscal Year Ended June 30, 2011
With Comparative Totals for the Fiscal Y ear Ended June 30, 2010

Variance—
Budget Actual Favorable Totals
Criginal Final 2011 (Unfavorable) 2010
REVENUES:
State Funds:
Local option sales tax $ 11,500 $ 11,500 $ 13,279 $ 1,779 $ 12,018
State sales tax allocation 30,600 30,600 35,278 4,678 33,928
Streets and transportation 250 250 - (250) 286
Beer tax 250 250 278 28 264
State income tax 400 400 448 48 340
Gas and motor fued tax 13,600 13,600 15,714 2,114 14,964
Teecommunications tax 100 100 43 (57) 44
TVA - In-lieu of tax 5,300 5,300 5,998 698 5,863
Interest earned - - 1 1 6
County and Community
Donations 26,200 26,200 19,536 (6,664) 26,439
Insurance recovery - - 5,000 5,000 -
Total Revenues 88,200 88,200 95,575 7,375 94,152
EXPENDITURES:
General Government:
Recorders salary 720 720 1,300 (580) -
Insurance 9,560 9,560 14,626 (5,066) 9,989
Office supply 1,865 1,865 2,286 (421) 3,354
Dues and publications - - 218 (218) 463
Utilities 6,200 6,200 7,461 (1,261) 6,780
Teephone and internet 7,580 7,580 7,076 504 4731
Repairs and maintenance 5,000 5,000 14,488 (9,488) 25,069
Donations - - 125 (125) 115
Professional fees - - 3,755 (3,755) -
Advertisement - - - - 888
Library 1,500 1,500 1,200 300 1,737
Festival expense - - 1,562 (1,562) -
Gas and supplies - - 3,751 (3,751) -
Fire department 10,000 10,000 - 10,000 -
Capital outlay - - 5,550 (5,550) 1,860
Total General
Government 42,425 42,425 63,398 (20,973) 54,986
State Street Aid:
Lighting - - 7,240 (7,240) 6,481
Maintenance 2,500 2,500 384 2,116 5,280
Mowing 4,500 4,500 6,860 (2,360)
Total State Street Aid 7,000 7,000 14,484 (7,484) 11,761
(Continued)

See accompanying independent auditors' report and notes.

15



CITY OF PHILADELPHIA, TENNESSEE

GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCE — BUDGET AND ACTUAL (Continued)
For the Fiscal Year Ended June 30, 2011
With Comparative Totals for the Fiscal Year Ended June 30, 2010

Budget
Criginal Fina
Fire Department:
Utilities 3,000 3,000
Repairs and maintenance 5,400 5,400
Gas and supplies 3,000 3,000
Other expense 700 700
Capital outlay 13,446 13,446
Recorders salary - -
Professional fees - -
Insurance 9,022 9,022
Office expense 2,200 2,200
Training and communications 1,100 1,100
Bonds - -
Total Fire Department 37,868 37,868
Total Expenditures 87,293 87,293
Excess of Revenue
Over Expenditures 907 907
Other Financing Sources (Uses):
Debt Service — Note Payments - -
I ssuance of Debt - -
Total Other Financing
Sources (Uses) - -
Net Change in Fund Balance 907 907
Fund Balance — Beginning of
Fiscal Year 29,228 29,228
Fund Balance — End of Fiscal Year $ 30135 $ 30135

See accompanying independent auditors' report and notes.
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Variance—
Actua Favorable Totals
2011 (Unfavorable) 2010

2,233 767 1,165
5,886 (486) 2,923
2,534 466 9,876

- 700 5,131
14,597 (1,151) 148
270 (270) -
3,912 (3,912 -
2,078 6,944 -

- 2,200 -

208 892 4,636

- - 100
31,718 6,150 24,489
109,600 (22,307) 91,236
(14,025) (14,932) 2,916
(20,961) (20,961) -
14,250 14,250 (12,448)
(6,711) (6,711) -
(20,736) (21,643) (9,532
29,228 - 38,760
$ 8,492 $ (21.643) $ 29,228
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CITY OF PHILADELPHIA, TENNESSEE
NOTESTO FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 -SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

(A) DEFINITION OF REPORTING ENTITY:

The City of Philadelphia, Tennessee, was incorporated under Section 6-1-01, Tennessee Code Annotated,
and operates under an elected Mayor-Aldermen form of government. All funds and account groups under
the control, authority, or oversight of the Town's governing body (Board of Aldermen) are included in
thesefinancial statements.

(B) BASIC FINANCIAL STATEMENTS:

The basic financial statements include both government—wide and fund financial statements. Both the
government-wide and fund financial statements categorize activities as governmental activities.
Governmental activities are normally supported by taxes and intergovernmental revenues. All activities
are reported in the government-wide financial statements using the economic resources measurement
focus and the accrual basis of accounting, which includes long-term assets as well as long-term
obligations. The government-wide financial statements focus more on the sustainability of the City as an
entity and the change in aggregate financial position resulting from the activities of the fiscal period.

The government-wide Statement of Activities demonstrates the degree to which the direct expenses,
including depreciation, on the various departments of the City are offset by program revenues. Direct
expenses are those that are clearly identifiable with a specific department. Interest on general long-term
debt and depreciation expense on assets shared by multiple departments, are not allocated to the various
departments. Program revenues include revenues from fines and forfetures, licenses and permit fees,
special assessment taxes, certain intergovernmental grants, other entities participation and charges for
services. Taxes and other items not properly included among program revenues are reported as general
revenues.

(C) BASISOF PRESENTATION:

The City uses funds to report on its financial position and the results of its operations. A fund is a
separate accounting entity with a sdf-balancing set of accounts. Fund accounting is designed to
demonstrate legal compliance and to aid in the City’s financial management by segregating transactions
related to certain functions or activities.

Thefollowing fund categories are used by the City:

GOVERNMENTAL FUNDS: All governmental funds are accounted for using the modified
accrual basis of accounting. Their revenues are recognized when they become measurable and
available as net current assets. Sales taxes are considered “ measurable’ (susceptible to accrual)
when in the hands of intermediary collecting agencies and are recognized as revenues at that time.
All other intergovernmental revenues are recorded as revenue when received. Expenditures are
recognized when therelated fund liability is incurred.

(Continued)
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NOTESTO FINANCIAL STATEMENTS
June 30, 2011

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

(C) BASISOF PRESENTATION (Continued):

GENERAL FUND: The General Fund is established to account for resources devoted to
financing the general services that the City performs for its citizens. General tax revenues
and other sources of revenue used to finance the fundamental operations of the City are
included in this fund. The General Fund is used to account for all financial resources
except those required to be accounted for in another fund. The General Fund is always
considered a major fund in the basic financial statements.

(D) MEASUREMENT FOCUS AND BASIS OF ACCOUNTING:

The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Under this method, revenues are recorded when earned and expenses
arerecorded at the time liabilities are incurred.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Thisis the manner in which these funds are normally
budgeted. This presentation is deemed most appropriate to 1) demonstrate legal and covenant
compliance, 2) demonstrate the source and use of liquid resources, and 3) demonstrate how the City's
actual experience conforms to the biennial budget. Under the modified accrual basis of accounting,
revenues are recorded when susceptible to accrual, i.e., both measurable and available. “Measurable”
means the amount of the transaction can be determined and “available” is defined as collectible within the
current period or within 60 days of the end of the current fiscal period. Expenditures, other than interest
on long-term debt, are recorded when the related fund liability is incurred, if measurable. However, debt
service expenditures, as well as expenditures related to compensated absences and claims and judgments,
are recorded only when payment is due.

Revenues susceptible to accrual include local sales tax, state-shared sales tax, highway user tax, vehicle
license tax, franchise fees, special assessments and interest earned on investments. Licenses and permits,
charges for services, fines and forfeitures and miscellaneous revenues are generally recorded as revenues
when received in cash because they are not measurable until actually received. In applying the
susceptible to accrual concept to intergovernmental revenues, the legal and contractual requirements of
the numerous individual programs are used as guidance. There are, however, essentialy two types of
these revenues. In one, monies must be expended for a specific purpose or project before any amounts
will be paid to the City; therefore, revenues are recognized based upon the expenditures recorded. Inthe
other, monies are virtually unrestricted as to the purpose of expenditure and are usually revocable only for
failure to comply with prescribed compliance requirements. These resources are reflected as revenues at
the time of receipt or earlier if the susceptible to accrua criteria are met.

(Continued)
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NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

(D) MEASUREMENT FOCUS AND BASIS OF ACCOUNTING (Continued):

The City reports deferred revenues in the governmental funds if the potential revenue does not meet both
the “measurable” and “available” criteria for recognition in the current period. Deferred revenues also
arise when resources are received by the City before it has a legal claim to them, as when grant monies
are received prior to the incurrence of qualifying expenditures. In subsequent periods, when both revenue
recognition criteria are met, or when the City has a legal claim to the resources, the liability for deferred
revenueis removed and revenue is recognized.

Since the governmental fund financial statements are presented on a basis different than the governmental
activities column of the government-wide financial statements, a reconciliation is provided immediately
following each fund statement. These reconciliations briefly explain the adjustments necessary to
transform the fund financial statements into the governmental activities column of the government-wide
financial statements.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, then unrestricted resources, as they are needed.

(E) BUDGETS AND BUDGETARY ACCOUNTING:

The City is required to provide budgets annually through the following process for the budget year ended
June 30, 2011:

1.  After three (3) readings, beginning with the June City Commission meeting, the budget is
legally enacted through passage of an ordinance.

2. Formal budgetary integration is employed as a management control device during the year
for the General Fund.

3. A budget for the General Fund is adopted on a basis consistent with accounting principles
generally accepted in the United States of America

4. All appropriations lapse at the end of thefiscal year.

(F CASH AND CASH EQUIVALENTS:

The City considers all highly liquid Certificates of Deposit with an original maturity of three months or
less, at the date of acquisition, to be cash equivalents.

(Continued)
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NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

(©®)] CAPITAL ASSETS:

Infrastructure assets acquired prior to July 1, 2003 have not been capitalized in accordance with
provisions in GASB-34. During a prior year, the City inventoried capital assets, along with supporting
acquisition data. All purchased fixed assets are valued at cost (greater than $100) when acquired.

(H) IMPLEMENTATION OF NEW ACCOUNTING PRINCIPLES:

During the fiscal year ended June 30, 2011, the City implemented Governmental Accounting
Standards Board (GASB) Statement No. 54, Fund Balance Reporting and Governmental Fund Type
Definitions. This statement establishes new categories for reporting fund balance and revises the
definitions for governmental fund types.

Governmental fund equity is classified as fund balance. Under Statement 54 fund balances are
classified into the following categories:

a. Nonspendable fund balances comprise those amounts that are legally or contractually
required to be maintained intact.

b. Restricted fund balances comprise those amounts constrained to be used for a specific
purpose by external parties, constitution provisions or enabling legislation.

c. Committed fund balances comprise those amounts constrained by the government itself using
its highest level of authority (commission) using its highest level of formal action
(ordinance).

This amount can also include amounts needed to balance the next year’s budget when the
budget is approved by ordinance.

d. Assigned fund balances are amounts intended to be used for a specific purpose by governing
body through action other than the highest level of authority or an officia expressy
authorized by the governing body.

e. Unassigned fund balances are any amounts other than those described above and are available
for any purpose.

The City has no formal policy with regard to classifying expenditures among the various
classifications. Thus, the default provision under GASB Statement 54 apply expenditures first to
restricted resources, then to committed resources, then to assigned resources, and finally to unassigned
resources. No City official is granted the authority to assign fund balance. In addition, the City has no
formal policy with regard to stabilization funds.

Fund Balances at June 30, 2010 have been restated to conform to GASB Statement 54.

(Continued)
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NOTE 2—CASH AND CERTIFICATES OF DEPOSIT:

In order to provide for a safe, temporary medium for investment of idle funds, the City is authorized to
invest in bonds, notes, or treasury bills of the United States, certificates of deposit in state and federally
chartered financial institutions and the State of Tennessee Local Government Investment Pool. The City
has no legal restrictions governing cash deposits with financial institutions.

Custodial Credit Risk — The City has no formal policy regarding custodial credit risk. However, as of
June 30, 2011, total cash and certificates of deposit of governmental fund types on deposit in financial
institutions in the amount of $8,492 were entirely insured by the State Tennessee Bank Collateral Pool.

NOTE 3- CAPITAL ASSETS:

A summary of changesin capital assets used in governmental activitiesis as follows:

Capital Assets, non-depreciable:
Parks/Land

Capital Assets - depreciable:
General Government:
Machinery & Equipment
Buildings
Total General Government

Streets:
Guardrails
Street signs
Total Streets

Fire:
Building
Equipment
Total Fire
Total Capital Assets -
depreciable

Accumulated depreciation
Capital Assets - net of accumulated

depreciation
Governmental Capital Assets

Balance Transfers Balance
7/1/10 Additions Retirements In (Out) 6/30/11
$ 37,100 $ - $ - $ - $ 37,100
17,779 - - - 17,779
133,476 5,550 2,500 - 136,526
151,255 5,550 2,500 - 154,305
6,775 - - - 6,775
9,797 - - - 9,797
16,572 - - - 16,572
19,591 - - - 19,591
177,517 14,597 - - 192,114
197,108 14,597 - - 211,705
364,935 20,147 2,500 - 382,582
(211,385) (15,696) 2,500 - (224,581)
153,550 4451 - - 158,001
$ 190650 % 4,451 $ - $ - $ 195,101
(Continued)
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NOTE 3 - CAPITAL ASSETS (Continued):

The City uses the straight-line depreciation method for capital assets based on the following estimated
useful lives by major class of depreciable fixed assets:

Class
Building and improvements 40 — 50 years
Machinery and equipment 05 - 15 years
Infrastructure 20— 50 years

Current period depreciation expense charged as non-departmental depreciation amounted to $15,696,
comprised of general government buildings and equipment of $5,640 and fire department building and
equipment of $10,056.

NOTE 4 —RISK FINANCING ACTIVITES:

It isthe policy of the City to purchase commercial insurance for the risks of losses to which it is exposed.
These risks include property and casualty, workmen’s compensation, and liability claims. Settled claims
have not exceeded this commercial coverage in any of the past three (3) fiscal years.

NOTE 5—GENERAL LONG -TERM DEBT:

A summary of changesin the General Long-Term Debt is asfollows:

Balance Retired/ Balance
July 1, 2010 Additions Ddletions June 30, 2011
Notes payable $ 25947 $ 14250 $ 18510 $ 21687

(1) $13,403 - Note payable in yearly installments of $6,674, through August 2013; interest at 5.25%.
Note paid off in September 2011.

The annual requirements to amortize the Note outstanding as of June 30, 2011, including interest
payments, are as follows:

Fiscal Total
Y ear Principal/
Ending Interest
June 30, Reguir ement ote Interest
2011 $ 7,828 $ 7,437 $ 391
(Continued)

22



CITY OF PHILADELPHIA, TENNESSEE
NOTESTO FINANCIAL STATEMENTS
June 30, 2011

NOTE 5—GENERAL LONG -TERM DEBT (Continued):

(2) $14,250 - Note payablein semi-annual installments of $1,476 through December 2014; then loan
is matured at June 2, 2015 with afinal principal payment of $5,394. Interest is payable
monthly at 8.50%.

The annual requirenents to anortize the Note outstanding as of June 30, 2011,
including inierest _paynmenis, are as 1ol Ows:

Fiscal Total
Y ear Principal/

Ending Interest

June 30, Reguir ement Note Interest
2012 $ 4,101 $ 2,952 $ 1,149
2013 3,849 2,952 897
2014 3,599 2,952 647
2015 5,852 5,394 458

$ 17401 $ 14,250 $ 3,151

NOTE 6 — SUBSEQUENT EVENTS
The date to which events occurring after June 30, 2011, the date of the most recent balance sheet, have

been evaluated for possible adjustment to the financial statements or disclosures is April 10, 2012, which
is the date on which the financial statements wereissued.
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CITY OF PHILADELPHIA, TENNESSEE

Schedule of Changes by Function and Activity
For the Fiscal Year Ended June 30, 2011

CAPITAL ASSETS

CAPITAL ASSETSUSED IN THE OPERATION OF GOVERNMENTAL FUNDS

ACCUMULATED DEPRECIATION

Balance Transfers Balance Balance Transfers Balance Net Book
Programs 6/30/10 Additions Retirements In (Out) 6/30/11 6/30/10 Additions  Retirements In (Out) 6/30/11 Value
General Government:
Machinery &

Equipment $ 17,779 $ - $ - $ - $ 17,779 $ 13300 $ 1417 $ - $ - $ 14717 $ 3,062
Buildings 133,476 5,550 2,500 - 136,526 60,597 3,274 2,500 - 61,371 75,155
Land 37,100 - - - 37,100 - - - - - 37,100

Total General

Government 188,355 5,550 2,500 - 191,405 73,897 4,691 2,500 - 76,088 115,317
Streets:
Guardrails 6,775 - - - 6,775 2,710 678 - - 3,388
Street signs 9,797 - - - 9,797 8,711 271 - - 8,982 815
Total Streets 16,572 - - - 16,572 11,421 949 - - 12,370 4,202
Fire:
Building 19,591 - - - 19,591 13,626 426 - - 14,052 5,539
Equipment 177,517 14,597 - - 192,114 112,441 9,630 - - 122,071 70,043
Total Fire 197,108 14,597 - - 211,705 126,067 10,056 - - 136,123 75,582
Total Capital
Assets $ 402,035 $ 20147 $ 2500 $ - $ 419682 $ 211385 $ 15,696 $ 2500 $ - $ 224581 $ 195101

See accompanying independent auditors' report and notes.
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Company

TML Risk Management
Poal, Inc.
TWC-0201-05

TML Risk Management
Poal, Inc.
TML-0187-06

TML Risk Management
TMP-1227-07

CITY OF PHILADELPHIA, TENNESSEE

SCHEDULE OF INSURANCE IN FORCE
For the Fiscal Year Ended June 30, 2011

Type

Workmen's
Compensation

Municipal
Liability
Agreement

Equipment
Floater

Period
From To

11-12-10  11-12-11

11-12-10  11-12-11

01-06-11  01-06-12

25

Coverage

Statutory — Employer's

Liability - $125,000 each accident
Injury by Disease - $600,000
policy limit

|. General Liability -

Bodily injury liability -
$250,000 each person,
$600,000 each occurrence,
two or more persons

Property damage liability -
$85,000 each occurrence
[1. Automobile Liability -
Bodily injury -
$25,000 each person,
$600,000 each occurrence,
two or more persons
Property Damage Liahility -
$85,000 each occurrence
[11. Automobile Physical Damage -
As per schedule on policy
with deductible for $100
comprehensive; $250
deductible for collision
IV. Public Officials Personal
Errors and Omissions
Liahility -300,000 pear occurrence
each loss or $1,000,000
per occurrence with
$2,500 deductible

Equipment - $250,000



CITY OF PHILADELPHIA, TENNESSEE
SCHEDULE OF CAPITAL OUTLAY NOTESAND NOTES PAYABLE
Principal and Interest Requirements by Y ear June 30, 2011

Fiscal Total Capital Outlay Capital Outlay
Y ear Principal/ Note Series Note

Ending Interest Total FSB Bank FSG Bank

June 30, Requirement Note Interest Note Interest Note Interest
2012 $ 11,928 $ 10,389 $ 1539 $ 7437 % 391 $ 2952 $ 1,148
2013 3,849 2,952 897 - - 2,952 897
2014 3,599 2,952 647 - - 2,952 647
2015 5,853 5,394 459 - 5,394 459

Total $ 25229 $ 21,687 $ 3542 $ 7437 $ 391 $ 14250 §$ 3151
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865-982-1665

April 10, 2012

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

To the Honorable Mayor and
Members of the Board of Aldermen

City of Philadelphia

Philadelphia, Tennessee

We have audited the financial statements of the governmenta activities and the major fund of the City of
Philadelphia, Tennessee, as of and for the year ended June 30, 2011, which collectively comprise the City of
Philadelphia’s basic financia statements and have issued our report thereon dated April 11, 2012. We conducted
our audit in accordance with auditing sandards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Sandards, issued by the Comptroller General of the
United States.

Internal Control Over Financia Reporting

In planning and performing our audit, we considered the City of Philadelphia’s interna 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 Philadelphia’'s
interna control over financia reporting. Accordingly, we do not express an opinion on the effectiveness of the City
of Philadelphia’sinternal control over financia reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the norma course of performing their assigned functions, to prevent, or detect and correct
misstatements on atimely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that thereis areasonable possibility that a material misstatement of the entity’ s financial statementswill
not be prevented, or detected and corrected on atimely basis.

Our condderation of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficienciesin internal control over financial reporting
that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any deficienciesin
interna control over financial reporting that we consider to be material weaknesses, as defined above. However, we
identified certain deficienciesin internal control over financial reporting, described in the accompanying schedule of
findings and questioned costs that we consider to be significant deficiencies in internal control over financial
reporting and are described in the accompanying Schedule of Findings and Questioned Costs as 11-1 through 11-2.
A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that isless severethan a
material weakness, yet important enough to merit attention by those charged with governance.



Compliance and Other Matters

As part of abtaining reasonable assurance about whether the City of Philadelphia, Tennessee's financia statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provisions
was not an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed one instance of noncompliance or other matters that are required to be reported under Government
Auditing Sandards, which is described in the accompanying Schedule of Findings and Questioned Costs as 11-3.

The City of Philadelphia’'s responses to the findings identified in our audit is described in the accompanying
Schedule of Findings and Questioned Costs. We did not audit the City of Philadel phia’s responses and, accordingly,
we express no opinion on them.

This report is intended solely for the information and use of management, City Council, State of Tennessee

Comptroller, 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.

fzfzca_zam Orerhols & e, F. C.



11-1

11-2

11-3

CITY OF PHILADELPHIA, TENNESSEE
Schedule of Findings and Questioned Costs
June 30, 2011

Finding:

Reconcile Bank Accounts on a Timely Basis — Bank statements, in some instances, were accumulated for
several months before they were reconciled. Not reconciling the accounts on a monthly basis means that
errors or other problems might not be recognized and resolved on atimely basis. Also, it isgenerally easier
and less time-consuming to reconcile accounts while transactions are fresh in mind. (Findings 10-2, June
30, 2010; 09-2, June 30, 2009)

Recommendation:

We recommend that al bank accounts be reconciled each month prior to preparation of the monthly
financial statements.

M anagement Response:

We concur with the finding and will implement the recommendation.

Finding:

Segregate Accounting Duties — The City has a small number of people in their office performing a variety
of duties, some of which may be incompatible. For ingtance, the person who handles cash receipts should
not record the payments to the accounts receivable detail ledger. Separating these duties will improve
interna controls over cash and other assets and reduce the possibility of errors and irregularities. This may
be done without hiring more personnel. (Findings 10-3, June 30, 2010; 09-3, June 30, 2009)

Recommendation:

We recommend that the City make the following analysis for each internal audit procedures:
Make alist of office personnel and the accounting duties which they perform.
| solate any incompatible accounting functions that are the responsibility of one employee.
Reassign responsibility for these duties, if practical, or creste a supervisory review of these
functions.

M anagement Response:

We concur with the finding and will implement the recommendation.

Finding:

Expenditures of the General Fund ($109,600) exceeded the City’ s approved budget by $14,025, a violation
of the Tennessee Code Annotated (TCA). (Finding 10-6, June 30, 2010; 09-6, June 30, 2009)

Recommendation:

When the City’s estimated budget changes during the year, the Budget should be amended. Actual
expenditures cannot exceed budgeted amounts as directed by the TCA.

M anagement Response:

We concur with the finding and will implement the recommendation.
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