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Audit Highlights

Annual Financial Report
Cocke County, Tennessee
For the Year Ended June 30, 2005

Scope

We have audited the financial statements of each major fund and the aggregate remaining
fund information of Cocke County, Tennessee, as of and for the year ended June 30, 2005.

Results

Our report on Cocke County’s financial statements expresses an adverse opinion because
government-wide financial statements are not presented in accordance with Governmental
Accounting Standards Board Statement No. 34.

Our audit resulted in seven findings and recommendations, which we have reviewed with

management. Detailed findings, recommendations, and management’s responses are
included in the Single Audit Report.

Findings
The following are summaries of the audit findings:

COCKE COUNTY

¢ Government-wide financial statements were not presented in accordance with generally
accepted accounting principles, resulting in an adverse opinion.

OFFICES OF COUNTY MAYOR AND DIRECTOR OF ACCOUNTS AND
BUDGET

¢ The county had not appointed a purchasing agent, established a purchasing commission,
or developed purchasing procedures to cover all funds administered by the county mayor
and road superintendent as required by the County Purchasing Law of 1957.




OFFICE OF ROAD SUPERINTENDENT

¢ The office did not reconcile fuel tickets with the amount of fuel used and did not
maintain documentation of the receipt, usage, and storage of consumable assets, such as
tires and repair parts. Also, maintenance and repair records were not maintained for
Highway Department vehicles and highway equipment.

OFFICE OF SHERIFF

¢ The required forms and reports were not maintained for the administration of drug
control funds.

OTHER FINDINGS

¢ Duties were not segregated adequately among the officials and employees in the Offices
of General Sessions Courts Clerk, Juvenile Court Clerk, Register, and Sheriff.

¢ Audited financial statements were not obtained for the Recreation Department for the
year ended June 30, 2005.

¢ The independent audit of the Recreation Department for the years ended
June 30, 2003, and 2004, reported several internal control weaknesses.

State of Tennessee
Comptroller of the Treasury
Department of Audit
Division of County Audit
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Cocke County Officials
June 30, 2005

Officials:

[1iff McMahan, Jr., County Mayor
John Holloway, Road Superintendent

Alfred Hogan, Trustee

Margaret Sorrell, Assessor of Property

Janice Butler, County Clerk
Peggy Lane, Circuit Court Clerk

Frankie Cody, General Sessions Court Clerk

Craig Wild, Clerk and Master
Linda Benson, Register
David C. Ramsey, Sheriff

Anne B. Williams, Director of Accounts and Budget

Board of County Commissioners:

Donald E. Holt, Chairperson
Bill Costner, Vice Chairperson
Jerry Ford

Henry Gregory

Wendell Holt

Phil D. Killion

Fred L. Lee

Finance Committee:

Bill Costner, Chairperson
Jerry Ford

Henry Gregory

Wendell Holt

Highway Commission:

Clifford Large, Chairperson
Alton Cureton, Vice Chairperson
Ronald Blazer

Danny Fish

Jimmy Lindsey
Scott McClure
Clayton Presnell
Danny Shelton
Tom Sutton
David D. Taylor
Bill Williamson

Phil D. Killion
Clayton Presnell
Tom Sutton

Kenneth Hall
Ralph Roberts
Willard Taylor
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STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT

DIVISION OF COUNTY AUDIT
SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37243-0269
PHONE (615) 401-7841

INDEPENDENT AUDITOR’S REPORT

October 26, 2005

Cocke County Mayor and
Board of County Commissioners
Cocke County, Tennessee

To the County Mayor and Board of County Commissioners:

We have audited the accompanying financial statements of each major fund and the
aggregate remaining fund information of Cocke County, Tennessee, as of and for the year
ended June 30, 2005, as shown on pages 11 through 35, which collectively comprise a
portion of the county’s basic financial statements required by accounting principles
generally accepted in the United States of America. These financial statements are the
responsibility of Cocke County’s management. Our responsibility is to express opinions on
these financial statements based on our audit.

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

Management has not presented government-wide financial statements to display the
financial position and changes in financial position of its governmental activities and
discretely presented component units. Accounting principles generally accepted in the
United States of America require the presentation of government-wide financial
statements. The amounts that would be reported in government-wide financial statements



for the county’s governmental activities and discretely presented component units are not
reasonably determinable.

As described in Note I, Cocke County, Tennessee, has prepared its financial statements on
a prescribed basis of accounting that demonstrates compliance with financial reporting
standards adopted by the Comptroller of the Treasury of the State of Tennessee. These
standards require county governments that do not present government-wide financial
statements to present fund financial statements in conformity with all the accounting
principles generally accepted in the United States of America that are applicable to fund
financial statements, including the notes to the financial statements. These standards also
require some additional disclosures to be included in the notes to the financial statements,
as described in Note I.

In our opinion, because of the effects of the matters discussed in the two preceding
paragraphs, the financial statements referred to above do not present fairly, in conformity
with accounting principles generally accepted in the United States of America, the financial
position of Cocke County, Tennessee, as of June 30, 2005, or the changes in its financial
position for the year then ended.

The financial statements of the Other Special Revenue Fund (the Recreation Department, a
nonmajor special revenue fund), had not been made available by other auditors as of the
date of this report. Accordingly the aggregate remaining fund information of Cocke County,
Tennessee, referred to above does not include the financial statements of the Other Special
Revenue Fund, which should be included to conform with accounting principles generally
accepted in the United States of America and the basis of accounting prescribed by the
Comptroller of the Treasury of the State of Tennessee. The effects on the financial
statements are not reasonably determinable.

However, in our opinion, except for the effects of the matter discussed in the preceding
paragraph, the financial statements referred to above present fairly, in all material
respects, the respective financial position of each major fund and the aggregate remaining
fund information of Cocke County, Tennessee, as of June 30, 2005, and the respective
changes in financial position thereof for the year then ended in conformity with the basis of
accounting prescribed by the Comptroller of the Treasury of the State of Tennessee.

In accordance with Government Auditing Standards, we have also issued our report dated
October 26, 2005, on our consideration of Cocke County’s internal control over financial
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 integral part of an audit performed
in accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

As described in Note IV.B., Cocke County has implemented Governmental Accounting
Standards Board Statement No. 40, Deposit and Investment Risk Disclosures which
modifies the county’s disclosures for custodial credit risk and adds disclosures about other
types of risk.




The budgetary comparison information on pages 39 through 45 is not a required part of the
basic financial statements but is supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise Cocke County’s basic financial statements. The introductory
section, combining and individual nonmajor fund financial statements, budgetary
comparison schedules of nonmajor governmental funds and the General Debt Service Fund,
miscellaneous schedules, and statistical tables are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The combining and
individual nonmajor fund financial statements, budgetary comparison schedules of
nonmajor governmental funds and the General Debt Service Fund, and the miscellaneous
schedules 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 taken as a whole. The introductory section and
statistical tables have not been subjected to the auditing procedures applied in the audit of
the basic financial statements, and accordingly, we express no opinion on them.

Very truly yours,

(Jo b Moy

John G. Morgan
Comptroller of the Treasury

JGM/yu
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Exhibit A

Cocke County, Tennessee
Balance Sheet
Governmental Funds
June 30, 2005

Nonmajor
Major Funds Funds
Other Total
Highway / General Govern- Govern-
Public Debt mental mental
General Works Service Funds Funds
ASSETS
Cash $ 0$ 0$ 0$ 152,103 $ 152,103
Equity in Pooled Cash and Investments 1,766,890 679,051 5,207,420 666,188 8,319,549
Investments 0 0 0 452,809 452,809
Accounts Receivable 69,248 212,754 0 26,287 308,289
Due from Other Governments 103,564 428,534 173,485 0 705,583
Due from Other Funds 789 0 0 16,093 16,882
Property Taxes Receivable 5,724,638 609,946 963,013 0 7,297,597
Allowance for Uncollectible Property Taxes (190,315) (20,221) (30,332) 0 (240,868)
Total Assets $ 7,474,814 $§ 1,910,064 $ 6,313,586 $ 1,313,480 $§ 17,011,944
LIABILITIES AND FUND BALANCES
Liabilities
Accounts Payable $ 104,236 $ 266,712 $ 2,500 $ 261,637 $ 635,085
Payroll Deductions Payable 16,265 3,472 0 1,030 20,767
Claims and Judgements Payable 15,000 0 0 0 15,000
Due to Other Funds 15,943 150 0 789 16,882
Due to State of Tennessee 380 0 0 0 380
Deferred Revenue - Current Property Taxes 5,323,500 567,395 901,156 0 6,792,051
Deferred Revenue - Delinquent Property Taxes 186,011 19,702 27,815 0 233,528
Other Deferred Revenues 34,500 166,000 84,000 0 284,500
Total Liabilities $ 5,695,835 § 1,023,431 § 1,015471 § 263,456 $ 7,998,193
Fund Balances
Reserved for Encumbrances $ 093 461,189 $ 0$ 3,000 $ 464,189
Reserved for Alcohol and Drug Treatment 51,272 0 0 0 51,272
Reserved for Litigation Tax - Jail, Workhouse, or Courthouse 177,920 0 0 0 177,920
Reserved for Sexual Offender Registration 1,080 0 0 0 1,080
Reserved for Automation Purposes - Circuit Court 1,032 0 0 0 1,032
Reserved for Automation Purposes - General Sessions Court 19,472 0 0 0 19,472
Reserved for Automation Purposes - Juvenile Court 1,407 0 0 0 1,407
Reserved for Automation Purposes - Chancery Court 1,072 0 0 0 1,072
Reserved for Capital Outlay 43,792 0 0 579,933 623,725
Unreserved, Reported In:
General Fund 1,481,932 0 0 0 1,481,932
Special Revenue Funds 0 425,444 0 450,270 875,714
Debt Service Funds 0 0 5,298,115 16,821 5,314,936
Total Fund Balances $ 1,778979 § 886,633 $§ 5,298,115 $§ 1,050,024 $ 9,013,751
Total Liabilities and Fund Balances $ 7,474,814 $ 1,910,064 $ 6,313,586 $ 1,313,480 $ 17,011,944

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

Cocke County, Tennessee

Statement of Revenues, Expenditures,
and Changes in Fund Balances

Governmental Funds

For the Year Ended June 30, 2005

Nonmajor
Major Funds Funds
Other
Highway / General Govern- Total
Public Debt mental Governmental
General Works Service Funds Funds
Revenues
Local Taxes $ 6,720,177 $ 614,913 $ 1,869,292 $ 03 9,204,382
Licenses and Permits 73,886 0 0 0 73,886
Fines, Forfeitures and Penalties 189,140 0 0 18,753 207,893
Charges for Current Services 322,265 0 0 516,321 838,586
Other Local Revenues 61,480 48,803 134,489 32,238 277,010
Fees Received from County Officials 871,177 0 0 0 871,177
State of Tennessee 962,722 2,120,525 34,880 15,574 3,133,701
Federal Government 201,170 166,990 0 125,306 493,466
Other Governments and Citizens Groups 56,139 0 0 296,603 352,742
Total Revenues $ 9,458,156 $ 2,951,231 $ 2,038,661 $ 1,004,795 $ 15,452,843
Expenditures
Current:
General Government $ 832,762 $ 03 09 09 832,762
Finance 465,546 0 0 406,823 872,369
Administration of Justice 925,546 0 0 11,991 937,537
Public Safety 3,870,898 0 0 25,385 3,896,283
Public Health and Welfare 296,476 0 0 1,140,251 1,436,727
Social, Cultural, and Recreational Services 217,533 0 0 0 217,533
Agricultural and Natural Resources 59,763 0 0 0 59,763
Other Operations 1,007,093 0 0 0 1,007,093
Highways 77,353 3,219,137 0 288,521 3,585,011
Debt Service:
Principal 0 0 914,660 185,000 1,099,660
Interest 0 0 885,440 111,602 997,042
Other Debt Service 0 0 32,651 0 32,651
Capital Projects 0 0 0 1,559,053 1,559,053
Total Expenditures $ 7,752,970 $ 3,219,137 $ 1,832,751 $§ 3,728,626 $ 16,533,484
Excess (Deficiency) of Revenues
Over Expenditures $ 1,705,186 $ (267,906) $ 205,910 $ (2,723,831) $ (1,080,641)
Other Financing Sources (Uses)
Other Loans Issued $ 0% 484,750 $ 0 $ 1,401,137 $ 1,885,887
Transfers In 0 0 0 1,035,943 1,035,943
Transfers Out (1,035,943) 0 0 0 (1,035,943)
Total Other Financing Sources (Uses) $ (1,035,943) $ 484,750 $ 0 $ 2,437,080 $ 1,885,887
Net Change in Fund Balances $ 669,243 $ 216,844 §$ 205,910 $ (286,751) $ 805,246
Fund Balance, July 1, 2004 1,109,736 669,789 5,092,205 1,336,775 8,208,505
Fund Balance, June 30, 2005 $ 1,778,979 §$ 886,633 $ 5,298,115 $§ 1,050,024 §$ 9,013,751

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

Cocke County, Tennessee

Statement of Fiduciary Assets and Liabilities
Fiduciary Funds

June 30, 2005

Agency
Funds
ASSETS
Cash $ 1,231,708
Accounts Receivable 2,451
Due from Other Governments 537,303
Property Taxes Receivable 375,726
Allowance for Uncollectible Property Taxes (12,456)
Cash Shortage 45,815
Total Assets $ 2,180,547
LIABILITIES

Due to Other Taxing Units $ 900,573
Due to Litigants, Heirs, and Others 1,279,974
Total Liabilities $ 2,180,547

The notes to the financial statements are an integral part of this statement.
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COCKE COUNTY, TENNESSEE
NOTES TO THE FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cocke County’s financial statements are not presented in accordance with generally
accepted accounting principles (GAAP). The Governmental Accounting Standards
Board (GASB) is responsible for establishing GAAP for state and local governments.

Cocke County has not presented government-wide financial statements to display
the financial position and changes in financial position of its governmental activities
and the discretely presented component units. The two government-wide financial
statements, the statement of net assets and the statement of activities, should be
included in the basic financial statements to conform with the provisions of GASB
Statement 34 and accounting principles generally accepted in the United States of
America. Cocke County has elected instead only to implement the provisions of the
statement and other accounting principles generally accepted in the United States
of America that relate to the fund financial statements. This departure from GAAP
results in an incomplete presentation and has caused Cocke County’s auditor to
issue an adverse opinion on the county’s financial statements.

Although Cocke County’s financial statements are not presented in conformity with
GAAP, the financial statements have been presented in conformity with financial
reporting standards adopted by the Comptroller of the Treasury of the State of
Tennessee. The Comptroller of the Treasury has adopted financial reporting
standards for local governments in Tennessee that do not implement the provisions
of GASB Statement 34. These standards require fund financial statements to be
presented in conformity with all the provisions of GASB Statement 34 that are
applicable to fund financial statements, including the notes to the financial
statements. These standards also require the fund financial statements to be
presented in conformity with all other accounting principles generally accepted in
the United States of America that are applicable to fund financial statements,
including the notes to the financial statements.

The following are the more significant accounting policies of Cocke County:

A. Reporting Entity

Cocke County is a public municipal corporation governed by an elected
14-member board. As required by GAAP, these financial statements present
Cocke County (the primary government). Although required by GAAP, the
financial statements of the Cocke County Recreation Department, a special
revenue fund, were not available from other auditors in time for inclusion in
this report.

Blended Component Units — There are no legally separate component
units of Cocke County that meet the criteria for being reported as part of the
primary government by the blending method.
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Excluded Component Units — The following entities meet the criteria for
discretely presented component units of the county. Since Cocke County is
presenting fund financial statements only, the financial information of
entities that meet the criteria for discretely presented component units is not
included in the fund financial statements, as required by generally accepted
accounting principles. These entities would have been presented as separate
columns in those statements to emphasize that they are legally separate from
the county.

The Cocke County School Department operates the public school system in
the county, and the voters of Cocke County elect its board. The School
Department is fiscally dependent on the county because it may not issue debt
without county approval, and its budget and property tax levy are subject to
the County Commission’s approval. The School Department’s taxes are
levied under the taxing authority of the county and are included as part of
the county’s total tax levy.

The Cocke County Emergency Communications District provides a simplified
means of securing emergency services through a uniform emergency number
for the residents of Cocke County, and the County Commission appoints its
governing body. The district is funded primarily through a service charge
levied on telephone services. Before the issuance of most debt instruments,
the district must obtain the County Commission’s approval.

The Cocke County School Department and the Cocke County Emergency
Communications District issue separate financial statements from those of
the county. The School Department’s financial statements are published as a
separate report, but under the same cover as the county’s financial
statements. Cocke County Emergency Communications District’s financial
statements are published as a separate report. Complete financial statements
of the Cocke County Emergency Communications District can be obtained
from its administrative office at 145 Mineral Street, Newport, TN 37821.

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

Fund financial statements of Cocke County are organized into funds, each of
which 1s considered to be a separate accounting entity. Each fund is
accounted for by providing a separate set of self-balancing accounts that
constitute its assets, liabilities, fund equity, revenues, and expenditures.
Funds are organized into three major categories: governmental, proprietary,
and fiduciary. However, Cocke County has no proprietary funds to report. An
emphasis is placed on major funds within the governmental category.

Separate financial statements are provided for governmental funds and
fiduciary funds. Major individual governmental funds are reported as
separate columns in the fund financial statements. All other governmental
funds are aggregated into a single column on the fund financial statements.
Fiduciary funds in total are reported in a single column.
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Governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of
accounting. Revenues are recognized as soon as they become both measurable
and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose, the county considers
revenues other than grants to be available if they are collected within 30 days
after year-end. Grants and similar items are recognized as revenue as soon as
all eligibility requirements imposed by the provider have been met and the
revenues are available. Cocke County considers grant and similar revenues
to be available if they are collected within 60 days after year-end.
Expenditures are generally recognized under the modified accrual basis of
accounting when the related fund liability is incurred. Principal and interest
on long-term debt are recognized as fund liabilities when due or when
amounts have been accumulated in the debt service funds for payments to be
made early in the following year.

Property taxes for the period levied, in-lieu-of tax payments, sales taxes,
interest, and miscellaneous taxes are all considered to be susceptible to
accrual and have been recognized as revenues of the current period.
Applicable business taxes, litigation taxes, state-shared excise taxes, fines,
forfeitures, and penalties are not susceptible to accrual since they are not
measurable (reasonably estimable). All other revenue items are considered to
be measurable and available only when the county receives cash.

Fiduciary fund financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenues
are recognized when earned, and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows.

Cocke County reports the following major governmental funds:

General Fund — This is the county’s primary operating fund. It
accounts for all financial resources of the general government, except
those required to be accounted for in another fund.

Highway/Public Works Fund — This fund accounts for transactions
of the county’s Highway Department.

General Debt Service Fund — This fund accounts for the resources
accumulated and payments made for principal and interest on long-
term general obligation debt of governmental funds.

Additionally, Cocke County reports the following fund types:

Capital Projects Funds — These funds are used to account for
financial resources to be used for the acquisition or construction of
major capital facilities.
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Agency Funds — These funds account for amounts collected in an
agency capacity by the constitutional officers, local sales taxes
received by the state to be forwarded to the various cities in Cocke
County, and the city school system’s share of educational revenues.
Agency funds are custodial in nature (assets equal liabilities) and do
not involve measurement of results of operations. They do, however,
use the accrual basis of accounting to recognize receivables and
payables.

C. Assets, Liabilities, and Equity

1.

Deposits and Investments

State statutes authorize the government to make direct investments
in bonds, notes, or treasury bills of the U.S. government and
obligations guaranteed by the U.S. government or any of its agencies;
bonds of any state or political subdivision rated A or higher by any
nationally recognized rating service; the county’s own legally issued
bonds or notes; the State Treasurer’s Investment Pool; and repurchase
agreements.

The county trustee maintains a cash and internal investment pool
that is used by all Cocke County and Cocke County School
Department funds. Each fund’s portion of this pool is displayed on the
balance sheets or statements of net assets as Equity in Pooled Cash
and Investments. Most income from these pooled investments is
assigned to the debt service funds. In addition, investments are held
separately by the Highway Capital Projects Fund. Cocke County and
the Cocke County School Department have adopted a policy of
reporting U.S. Treasury obligations, U.S. agency obligations, and
repurchase agreements with maturities of one year or less when
purchased on the balance sheet at amortized cost. Certificates of
deposit and investments in the State Treasurer’s Investment Pool are
reported at cost. The State Treasurer’s Investment Pool is not
registered with the Securities and Exchange Commission (SEC) as an
investment company, but nevertheless has a policy that it will, and
does, operate in a manner consistent with the SEC’s Rule 2a7 of the
Investment Company Act of 1940. Rule 2a7 allows SEC-registered
mutual funds to use amortized cost rather than fair value to report net
assets to compute share prices if certain conditions are met. State
statutes require the state treasurer to administer the pool under the
same terms and conditions, including collateral requirements, as
prescribed for other funds invested by the state treasurer. All other
investments are reported at fair value. No investments required to be
reported at fair value were held at the balance sheet date.
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Receivables and Payables

All outstanding balances between funds are reported as due to/from
other funds.

Governmental funds report deferred revenue in connection with
receivables for revenues that are not considered to be available to
liquidate liabilities of the current period. Governmental funds also
defer revenue recognition in connection with resources that have been
received, but not yet earned.

Property taxes receivable are shown with an allowance for
uncollectibles. The allowance for uncollectible property taxes is equal
to 1.75 percent of total taxes levied.

Property taxes receivable are recognized as of the date an enforceable
legal claim to the taxable property arises. This date is January 1 and
is referred to as the lien date. However, revenues from property taxes
are recognized in the period for which the taxes are levied, which is
the ensuing fiscal year. Since the receivable is recognized before the
period of revenue recognition, the entire amount of the receivable, less
an estimated allowance for uncollectible taxes, is reported as deferred
revenue as of June 30.

Property taxes receivable are also reported as of June 30 for the taxes
that are levied, collected, and reported as revenue during the current
fiscal year. These property taxes receivable are presented on the
balance sheet with offsetting deferred revenue to reflect amounts not
available as of June 30. Property taxes collected within 30 days of
year-end are considered available and accrued. The allowance for
uncollectible taxes represents the estimated amount of the receivable
that will be filed in court for collection. Delinquent taxes filed in court
for collection are not included in taxes receivable since they are
neither measurable nor available.

Property taxes are levied as of the first Monday in October. Taxes
become delinquent and begin accumulating interest and penalty the
following March 1. Suit must be filed in Circuit Court between the
following February 1 to April 1 for any remaining unpaid taxes.
Additional costs attach to delinquent taxes after a court suit has been
filed.

Capital Assets

Governmental funds do not capitalize the cost of capital outlays; these
funds report capital outlays as expenditures upon acquisition. Cocke
County does not maintain capital assets records, as required by
generally accepted accounting principles. Capital assets should be
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reported in the government-wide statement of net assets; however, as
previously noted, Cocke County does not present government-wide
statements.

Compensated Absences

Vacation leave benefits for employees paid through the governmental
funds of Cocke County do not vest or accumulate and must be used
within the year or lost. It is the Cocke County Road Department’s
policy to permit employees to accumulate an unlimited amount of
earned but unused sick leave benefits, which will be paid to employees
at the time of voluntary separation. For the remainder of Cocke
County, the granting of sick leave has no guaranteed payment
attached. A liability for sick leave pay is reported in governmental
funds only if amounts have matured, for example, as a result of
employee resignations and retirements.

Long-term Obligations

Only the matured portion (the portion that has come due for payment)
of long-term indebtedness, including bonds payable, is recognized as a
liability and expenditure in the governmental fund financial
statements. Liabilities and expenditures for other long-term
obligations, including compensated absences and landfill
closure/postclosure care costs are recognized to the extent that the
liabilities have matured (come due for payment) each period.

The county has entered into an interest rate swap agreement to
modify interest rates on outstanding debt. Other than the net interest
expenditures resulting from these agreements, no amounts are
recorded in the financial statements. See Note II1.D. for details of the
swap agreements.

Governmental funds recognize debt premiums and discounts, as well
as debt 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 sources, while
discounts on debt issuances are reported as other financing uses.
Issuance costs, whether or not withheld from the actual debt proceeds
received, are reported as debt service expenditures.

Fund Equity

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 specified purpose.
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