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March 29, 2007

Honorable Mayor and Members of the
      Board of Aldermen
City of Manchester
200 West Fort Street
Manchester, TN  37355

Mayor and Board of Aldermen:

We have concluded our investigative audit of selected records of the City of Manchester.
The audit focused on the period July 1, 2005, through October 31, 2006. However, when 
warranted we expanded the scope. The audit was limited to an examination of specific time and 
attendance records as well as certain payments to officials. Our audit revealed the following:

Members of the city’s board of mayor and aldermen received payments in lieu of 
insurance in apparent violation of state law. On September 4, 2001, the board of mayor and 
aldermen passed a resolution whereby they were added to the city’s insurance plan coverage, 
effective October 1, 2001. Under the resolution, if board members met certain requirements, 
such as having primary coverage from another source, they could opt out of the plan and receive 
the compensation as additional pay in lieu of insurance benefits. Most board members elected to 
receive the monetary compensation.

In a letter dated February 3, 2006, from this office to the city attorney, our office advised 
the city attorney that the attorney general for the State of Tennessee has opined that payments to 
municipal officials in lieu of insurance are prohibited. (Refer to attached letter.) Our 
investigative audit has confirmed that board members continued to receive payments in lieu of 
insurance since the issuance of the letter of February 3, 2006.

Attorney General Opinion 04-031, states, “A municipality has no authority to pay an 
official cash in lieu of paying an insurance premium.”The opinion further states that
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In the situation you have presented, the official, presumably, has 
rejected the coverage, but the municipality pays the official a cash 
amount instead of paying the premium. We have found no statute 
that allows municipal corporations to pay a city council member 
cash instead of paying an insurance premium. In addition, because 
the official has rejected the coverage, there is no premium to pay.
Hence, the municipality has no legal basis to pay cash to the city 
official in lieu of paying a life or health insurance premium.

To comply with state law and fulfill their fiduciary duty to the City of Manchester, the
current board of mayor and aldermen should immediately discontinue the practice of payments 
in lieu of insurance and board members should repay the city for amounts previously received.
The mayor and members of the board of aldermen should also seek legal counsel regarding any 
amounts outstanding that were paid to previous board members.

If you have any questions concerning the above, please contact me.

Very truly yours,

Dennis F. Dycus, CPA, CFE, Director
Division of Municipal Audit

DFD/RAD

xc: Honorable Mickey Layne
District Attorney General

Alex Garland, City Attorney
City of Manchester




