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MONTGOMERY COUNTY RAIL SERVICE AUTHORITY
GENERAL INFORMATION
JUNE 30, 2011
GENERAL
The Montgomery County Rail Service Authority was established by resolution of the Montgomery County
Commission on July 11, 1988, pursuant to Tennessee Code Annotated, Section 7-56-201. The Authority was

established for the purpose of providing a continuation of rail service within the area of Montgomery County.

The Authority is governed by a board of directors composed of four members. The members serve a term of
four years with the criginal members serving staggered terms.

The Authority's accounting is handied by and through the office of the Montgomery County Accounts and
Budgets.

BOARD OF DIRECTORS
Carolyn Bowers, Chairman, County Mayor
Kim McMillan, City Mayor
Stan Williams, Director

Carl Wilson, Director



Members

American Institue of

THURMAN CAMPBELL GROUP, PLC Centfied Public Accountanis
CERTIFIED PUBLIC ACCOUNTANTS Tennessee Society of

Cerified Public Accountants

Kentucky Society of
Certified Public Accounsnnts

INDEPENDENT AUDITOR'S REPORT

Board of Directors

Montgomery County Rail Service Authority
Montgomery County Courthouse
Clarksville, TN 37040

We have audited the accompanying financial statements of the governmental activities and each major fund of
Montgomery County Rail Service Authority (the Authority) as of and for the year ended June 30, 2011, which
collectively comprise the Authority’s basic financial statements, as listed in the table of contents. These financial
statements are the responsibility of Montgomery County Rail Service Authority’s management. Our responsibility is to
express an opinion on these financial statements based on our andit.

We conducted our audit 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 the requirements prescribed by the Comptroller of the Treasury, State of Tennessee, as detailed
in the Audit Manual, Those standards require that we plan and perform the audit to obtain reasenable 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 opinion.

In our opinion, the financial statements referred to above present fairly, in al!l material respects, the respective financial
position of the governmental activities and each major fund of Montgomery County Rail Service Authority, as of June 30,

2011, and the respective changes in financial position, and the budgetary comparison schedule 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 September 8, 2011, on our
consideration of Montgomery County Rail Service Authority's internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and prant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internral 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 Governiment Auditing Standards and
should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management’s discussion and
analysis on pages 4 through 9 will be presented to supplement the basic financial statements. Such information, although
not a part of the basic financial statements, is required by the Governmental Accaunting Standards Board, who considers
it to be an essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively comprise
Montgomery County Rail Service Authority’s financial statements as a whole. The introductory section is presented for



purposes of additional analysis and is not a required part of the financial statements. The accompanying schedule of
expenditures of state financial assistance is presented for purposes of additional analysis as per requirements prescribed
by the Comptroller of the Treasury, State of Tennessee, as detailed in the Audit Manual, and is also not a required part of
the financial statements. The schedule of expenditures of state financial assistance is the responsibility of management
and was derived from and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the financial statements
and certain additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the information is fairly stated in all material respects in relation to the financial statements as a whele. The
introductory section has not been subjected to the auditing procedures applied in the audit of the basic financial
statements and, accordingly, we do not express an opinion or provide any assurance an it.

Thsrmsirn Camplell Grougs, PLC

September 8, 2011



MANAGEMENT’S DISCUSSION AND ANALYSIS
MONTGOMERY COUNTY RAIL SERVICE AUTHORITY

As management of the Montgomery County Rail Service Authority (the Authority), we offer readers of the Authority’s
financial statements this narrative overview and analysis of the financial activities of the Authority for the fiscal year
ended June 30, 2011. We encourage readers to read the information presented here in conjunction with additional
information that we have furnished in the Authority’s financial statements, which follow this narrative.

Financial Highlights

» The assets of the Montgomery County Rail Service Authority exceeded its liabilities at the close of the fiscal
year by $78,623 net assets.

s  The Authority’s total net assets increased by $53,940, due to increase in the governmental type activities of net
assets.

s  As of the close of the current fiscal year, the Authority’s povernmental funds reported combined ending fund
balances of $78,623 an increase of $53,940 in comparison with the prior year. Approximately $39,120 or 75
percent is restricted for use in the rehabilitation of the RJ Corman Bridge Project. The Authority has $19,503
available for discretionary spending of the Board.

» At the end of the current fiscal year, unassigned net assets for the Authority was $19,503 or 18 percent of the
Authority’s expenditures for the fiscal year.

Qverview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to Montgomery County Rail Service Authority’s
basic financial statements. The joint venture’s basic financial statements consist of three compenents; 1) government-
wide financial statements, 2) fund financial statements, and 3) notes to the financial statements (see Figure 1). The basic
financial statements present two different views of the joint venture throngh the use of government-wide statements and
fund financial statements. In addition to the basic financial statements, this report contains other supplemental
information that will enhance the reader’s understanding of the financial condition of the Authority.



MANAGEMENT DISCUSSION AND ANALYSIS
MONTGOMERY COUNTY RAIL SERVICE AUTHORITY — CONTINUED

Required Components of Annual Financial Report

Notes to the

Financial Statements

Basic Financial Statements

The first two statements (Pages 10 and 11) in the basic financial statements contain the Government-wide and the last
two statements contain the Fund Financial Statements (Pages 12 and 13). Governinental Financial Statements provide

both short and long-term information about the Authority’s financial status.

Fund Financial Statements focus on the activities of the individual parts of the Authority. These statements normally
provide more detail than the government-wide statements; however in the case of the Authority the statements are nearly
identical. There are three parts to the Fund Financial Statements: 1) the governmental funds statements; 2) the budgetary
comparison statements; and 3) the proprietary fund statements. The Authority’s fund financial statements only contain

governmental fund statements.

The next section of the basic financial statements is the notes. The notes to the financial statements explain in detail
some of the data contained in those statements. After the notes, supplemental information is provided to show details on

the Authority.

Figure 1
Management’s Basic
Discussion and Financial
Analysis Statements
Government-wide Fund
Financial Financial
Statements Statements
Summary » Detail




MANAGEMENT DISCUSSION AND ANALYSIS
MONTGOMERY COUNTY RAIL SERVICE AUTHORITY — CONTINUED

Government-wide Financial Statements

The goveriument-wide financial statements are designed to provide the reader with a broad overview of the Authority’s
finances, similar in format to a financial statement of a private-sector business. The government-wide statements provide
short and long-term information about the Authority’s financial status as a whole.

The two government-wide statements report the Authority’s net assets and how they have changed. Net assets are the
difference between the Authority’s total assets and total liabilities. Measuring net assets is one way to gauge the
Authority’s financial condition.

Government-wide statements are divided into three categories; 1) governmental activities; 2) business-type activities;
and 3) component units. The governmental activities include all of the Authority’s basic services. State and Federal grant
funds finance most of these activities.

The government-wide financial statements are on pages 10 and 11 of this report.

Fund Financial Statements

The fund financial statements provide a more detailed look at the Authority’s most significant activities. A fundis a
grouping of related accounts that is used to maintain control over resources that have been segregated for specific
activities or objectives. The Montgomery County Rail Service Authority, like all other gpovernmental entities in
Tennessee, uses fund accounting to ensure and reflect compliance {or non-compliance) with finance-related legal
requirements, such as the General Statutes. All of the funds of Authority are governmental funds.

Govemmental Funds — Governmental funds are used to account for those finctions reported as governmental activities in
the government-wide financial statements. All of the Authority’s basic services are accounted for in governmental funds.
These funds focus on how assets can readily be converted into cash flow in and out, and what monies are left at year-end
that will be available for spending in the next year. Governmental funds are reported using an accounting method called
modified accrual accounting that provides a short-term spending focus. As a result, the governmental fund financial
statements give the reader a detailed short-term view that helps him ar her determine if there are more or less financial
resources available to finance the Authority’s programs. The relationship between government activities (reported in the
Staternent of Net Assets and the Statement of Activities) and governmental funds is described in a reconciliation thatis a
part of the fund financial statements,

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 are on
pages 14-17 of this report,

Other Information — In addition to the basic financial statements and accompanying notes, this report includes certain
required supplementary information concerning the Authority’s progress in receiving and expending State financial
assistance, Required supplementary information can be found beginning on page 18 of this report.



MANAGEMENT DISCUSSION AND ANALYSIS
MONTGOMERY COUNTY RAIL SERVICE AUTHORITY — CONTINUED

Government-Wide Financial Analysis

The Montgomery County Rail Service Authority’s Net Assets

Figure 2
Adlivilies
2011 2010
Current and other assels 3 105,585 § 37528
Tolal assets 103,585 37528
Long-term Jichilities outstanding
Qiher liabilities 26,962 12 845
Total liabilities 26,962 12 845
Net assets:
Restricted 59,120 24 683
Unrestricted 15,503 -
Teokalnet msscs 8 78,623 & 24683

As noted earlier, net assets may serve over time as one useful indicator of a government’s financial condition. The assets
of the Authority exceeded liabilities by $78,623 as of June 30, 2011. The Authority’s net assets increased by $53,940 for
the fiscal year ended June 30, 2011. The net assets of the Authority are composed of restricted net assets of $59,120 and
unrestricted net assets of $19,503.

Several particular aspects of the Autharity’s financial operations influenced the total unrestricted povernmental net
assets:

» Continued funding of the Autherity’s operations due to grant funding obtained from the State of Tennessee
=  The Authority exists to provide improvements to the Montgomery County rail system through reimbursable
grants,



MANAGEMENT DISCUSSION AND ANALYSIS
MONTGOMERY COUNTY RAIL SERVICE AUTHORITY — CONTINUED

The Montgomery County Rail Service Authority Changes in Net Assets

Figure 3
Governmen tal Governmental
Aclivities Activilies
2011 010
Revemues:
Program revenues:

Operating prants and contri but ions 5 162176 § 349971
Tolal evenues 162,176 349,971

Expenses:
Engineering Inspections 16,192 49971
Lepal and Audit Fees 8,356 3,000
Other Construction R3,688 -
Total expenses 108,236 352971
Increase (Deciease) in net assets 53,940 (3,000)
Net assets, July 1 24,683 27,683
Net assels, June30 5 78623 § 24683

Governmental activities - Governmental activities increased the Authority net assets by $53,940, thereby accounting for
100% of the total increase in the net assets of the Authority. Key elements of this increase are as follows:

» The Authority’s grants revenue and expenses will not equal,
The only expense of the Authority not covered by the grants is the yearly audit fee.

e  Montgomery County provided $59,120 in match contributions for the Rehabilitation of the RJ Corman Bridge.
There were no expenses recorded in FY11 under this grant.

s TDOT Track Rehab Grant, GG1133723, expenses in FY11 totaled $75,034 in addition to a 2% admin fee
included on construction expenses per the budget cutlined in the grant agreement. The total revenue received in
FY11 totaled $75,974, which included the additional admin fee of $919.

Financial Analysis of the Authority’s Funds

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

Governmental Funds - The focus of the Authority’s governmental funds is to provide information on near-term inflows,
outflows, and balances of usable resources. Such information is useful in assessing the Authority’s financing
requirements. Specifically, unassigned fund balance can be a useful measure of a government’s net resources available
for spending at the end of the fiscal year.



MANAGEMENT DISCUSSION AND ANALYSIS
MONTGOMERY COUNTY RAIL SERVICE AUTHORITY — CONTINUED

The Authority has one fund that is the chief operating fund of the Authority. At the end of the current fiscal year,
unassigned fund balance of the fund was $19,503, while total fund balance was $78,623. As a measure of the peneral
fund’s liquidity, it may be useful to compare unassigned fund balance to total fund expenditures. Unassigned fund
balance represents 18 percent of total General Fund expenditures.

At June 30, 2011, the governmental funds of the Authority reported a combined fund balance of $78,623, a 219 percent
increase compared to last year.

Economic Factors and Highlight’s for Next Fiscal Years.

The foHowing key economic indicators reflect the growth and prosperity of the Montgomery County Rail Service
Authority.

e  The RJ Corman Bridge Rehabilitation Grant was amended in FY11 with an approximate construction phase
of the project totaling at $2,853,195. This represents a significant increase in the operation of the Authority.

¢  The amendment extended the completion date of rehabilitation to the RJ Corman Bridge on or before
August 31, 2015,

s  For FY10-11 the Tennessee Department of Transportation allocated from the Transportation Equity Trust
Fund for {rack and bridge rehab for Montgomery County in the amount of $109,590, with an additional
$42,341 in Supplemental Funds

Requests for Information

This report is designed to provide an overview ofthe Montgomery County Rail Service Authority finances for those with
an interest in this area. Questions concerning any of the information found in this report or requests for additional
information should be directed to Erinne J. Hester, Director of Accounts and Budgets for Montgomery County
Tennessee, P.O. Box 368, Clarksville, TN 37041, phone 931-648-3705 or email ejhester@montgomerycountytn.org.




MONTGOMERY COUNTY RAIL SERVICE AUTHORITY

STATEMENT OF NET ASSETS
JUNE 30, 2011
ASSETS
Assets
Cash in Bank 5 89,513
Grant Receivable 16,072
Total Assets 105,585
LIABILITIES AND NET ASSETS
Liabilities
Accounts Payable 26,962
Net Assets
Unrestricted 19,503
Restricted 59,120
Total Net Assets 78,623
Total Liabilities and Net Assets $ 105,585

SEE ACCOMPANYING NOTES AND AUDITOR'S REPORT.
10



STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2011

Expenses:
Engineering Inspection
Repairs & Construction
Lepal & Audit Fees
Total Expenses
Program Revenues:
Operating Grants & Support
Net Program Revenues
Change in Net Assets

Net Assets-Bepinning

Net Assets-Ending

MONTGOMERY COUNTY RAIL SERVICE AUTHORITY

$ 16,152
83,688

8,356

108,236

162,176

53,940

53,940

24,683

SEE ACCOMPANYING NOTES AND AUDITOR'S REPORT.
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MONTGOMERY COUNTY RAIL SERVICE AUTHORITY
GOVERNMENTAL FUND BALANCE SHEET

JUNE 30, 2011
ASSETS
Assets
Cash in Bank £ B9.513
Grant Receivable 16,072
Total Assets $ 105,585
LIABILITIES AND FUND BALANCE
Liabilitics
Accounts Payable § 26,962
Fund Balance
Restricied 59,120
Unassigned 19,503
Total Fund Balance 78,623
Total Liabilities and Fund Balance $ 105,385

Reconciliation of the Balance Sheet
of Governmental Fands to the Statement of Net Assets:

Total Governmental Fund Balances § 78,623

Reconciling liems -

Net Assets of the Governmenlal Activities $ 78623

SEE ACCOMPANYING NOTES AND AUDITOR'S REPORT,
12



MONTGOMERY COUNTY RAIL SERVICE AUTHORITY
STATEMENT OF GOVERNMENTAL FUND
REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
FOR THE YEAR ENDED JUNE 30, 2011

Revenues:
TDOT Grant b 92,166
TEMA Grant 10,890
Monigomery County Support __ 59,120
Total Revenues 162,176
Expenditures:
Engincering Inspection 16,192
Repatrs & Construction 83,688
Legal & Audit Fees 8,336
Total Expenditures 108,236
Excess (Deficiency) of Revenues Over Expenditures 53,940
Fund Balance-Beginning 24,683
Fund Balance-Ending $ 78,623

Reconciliation of the Statement of Revennes, Expenditures
and Changes in Fund Balances to the Statement of Activities:

Net Change in Fund Batances - Total Governmental Funds ] 33,940
Reconciling ltems -

Chamge in Net Assets of the Governmental Activities b 53,940

SEE ACCOMPANYING NOTES AND AUDITOR'S REPORT.
13



MONTGOMERY COUNTY RAIL SERVICE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
June 30, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Montgomery County Rail Service Authority (the Autherity) have been prepared in
conformity with generally accepted accounting principles (GAAP) as applied to government units. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting bedy for establishing
governmental accounting and financial reporting principles. The more significant accounting policies for the
Authority are described as follows:

A,

The Financial Reporting Entity

The Authority is responsible for assisting in the continuation of rail service within the area of
Montgomery County. One of the four board members of the Authority is appointed by the
Montgomery County Mayor with the Montgomery County Commission's appraval; ene is appointed by
the Mayor of Clarksville with the Clarksville City Council's approval; the County Mayor and the City
Mayor are the remaining two members of the Board. The Authority is treated as a joint venture
because of the ongoing financial interest maintained by Montgomery County, Management functions
are handled by County personnel, end cash funds are co-mingled with County funds. Neither the
County nor the City has any financial responsibility for, or in, the Authority. The financial reporting
entity of the Authority only includes the assets and operations of the Authority and does not include
any other fund, organization, institution, agency, department, or office of Montgomery County or the
City of Clarksville.

Government-Wide and Fund Financial Statements

Both Government-Wide and Fund Financial Statements are presented for the Authority. It should be
noted that the fund financial statements and the government-wide statements are essentially the same,
because the Authority does not own any capital assets and has no leng term liabilities.

Measurement Focus/Basis of Accounting

The operations of the Authority are accounted for with a set of self-balancing accounts that comprise
its assets, liabilities, net assets, revenues, and expenditures. Measurement focus refers to what is being
measured; basis of accounting refers to when revenues and expenditures are recognized in the accounts
and reported in the financial statements. Basis of accounting relates to the timing of the measurement
made, regardless of the measurement focus applied.

The government-wide financial statements include a statement of net assets and a statement of
activities. These statements present surmmaries of governmental activities for the Authority. The
government-wide statements are presented on an economic resource measurement focus and the
accrual basis of accounting. Accordingly, all the Authority’s assets and liabilities, including capital
assets and long-term liabilities, if any, are included in the accompanying statement of net assets.

14



MONTGOMERY COUNTY RAIL SERVICE AUTHORITY
NOTES TO FINANCIAL STATEMENTS (CONT’'D)

Fund financial statements report detailed information about the Authority. The accounting and
reporting treatment applied to a fund is determined by its measurement focus. All governmental fund
types are accounted for using a flow of current financial resources measurement focus and modified
accrual basis of accounting. The financial statements for governmental funds are a balance sheet,
which generally includes only current assets and current liabilities, and a statement of revenues,
expenditures and changes in fund balances, which report on sources and uvses of current financial
resources.

Revenues are recognized when they become both measurable and available. Available means
collectible within the current period or soon enough thereafier to pay current liabilities. The Authority
considers revenues to be available if they are collected within thirty days of the end of the fiscal year.
Expenditures are generally recognized under modified accrual basis of accounting when the related
liabilities are incurred.

Grant Revenue
Grant revenue is received annually from the Tennessee Department of Transportation to be used in
maintaining and upgrading the railroad assets within the Authiority's jurisdiction.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principies
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

Receivables
All receivables are reported at their gross value, and where appropriate, are reduced by an allowance
for doubtful accounts,

Fund Balance Classification: The governmental fund financial statements present fund balances based
on classifications that comprise a hierarchy that is based primarily on the extent to which the Authority
is bound to honor constraints on the specific purposes for which amounts in the respective
governmental funds can be spent. The classifications used in the governmental fund financial
statements are as follows:

1. Nonspendable: This classification includes amounts that cannot be spent because they are either
(a) not in spendable form or (b) are legally or contractually required to be maintained intact.

1. Restricted; This classification includes amounts for which constraints have been placed on the
use of the resources either {(a) externally imposed by creditors (such as through a debt covenant),
grantors, contributors, or laws or regulations of other governments, or (b) imposed by law
through constitutional provisions or enabling legislation.

1II.  Committed: This classification includes amounts that can be used only for specific purposes
pursuant to constraints imposed by formal action of the Board of Directors. The Board of
Directors is the highest level of decision-making authority for the Authority. These amounts
cannot be used for any other purpose unless the Board of Directors removes or changes the
specified use by taking the same type of action that was employed when the funds were initially
committed. This classification also includes contractual obligations to the extent that existing
resources have been specifically committed for use in satisfying those contractual requirements.

15
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MONTGOMERY COUNTY RAIL SERVICE AUTHORITY
NOTES TO FINANCIAL STATEMENTS (CONT’D)

1IV.  Assisned: This classification includes amounts that are constrained by the Authority’s intent to
be used for a specific purpose, but are neither restricted nor committed. This intent can be
expressed by the Board of Directors or through the Board of Directors delegating this
responsibility to the County’s accounting department through the budgetary process.

V.  Unassigned: This classification includes the residual fund balance for the Authority and
represents funds that have not been classified as nenspendable, restricted, committed or assigned.

The details of the fund balances are inciuded in the Note 7. When an expenditure is incurred for
purposes for which both restricted and unrestricted fund balance is available, the Authority considers
restricted funds to have been spent first. When an expenditure is incurred for which committed,
assigned, or unassigned fund balances are available, the Authority considers amounts to have been
spent first out of committed funds, then assigned funds, and finally unassigned funds, as needed, unless
the Authority’s Board of Directors has provided otherwise in its commitment or assignment actions.

H. Other Significant Accounting Policies
Other significant accounting policies are described throughont the notes section of this andit report or
are disclosed in the statement formats.

CASH DEPOSITS

Statement No. 40, “Deposit and Investment Risk Disclosures”, of the Governmental Accounting Standards
Board, states “If @ government has no deposit or investment policy that addresses a specific type of risk that it is
exposed to, the disclosure should indicate that fact.” The Authority does not have an official deposit and
investment policy. Although, there is no official deposit and investment policy for the Authority in order to
provide a safe temporary medium for investment of the Authority’s idle funds, the Authority invest those idle
funds under the provisions of Tennessee Code Annotated 6-36-106. State statutes authorize the Authority to
invest in: (1} U.S. povernment securities and obligations guaranteed by the U.S. povernment, (2) deposit
accounts at state and federally chartered banks and savings and loan associations, and (3) the Local Government
Investment Pool of the State of Tennessee.

GASB 40 is designed to inform financial staterent users about the deposit and investment risks that could affect
a government’s ability to provide services and meet its obligations as they become due. The Authority
recognizes its deposits are subject to custodial credit risk. Custodial credit risk is defined as the risk that a
government wiil not be able to recover its deposits, investments or collateral from the bank in the event of bank
failure. As of June 30, 2011, the Authority maintains its cash balances with the Montgomery County Trustee,
who deposits the Authority’s cash balances with a financial institution that participates in the State of Tennessee
Collateral Pool.

RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts, errors and omissions. The Authority (through
its primary government, Montgomery County), has elected to obtain various insurance policies to transfer risk to
a commercial insurance company either directly or through the Tennessee County Services Pool. Insurance
settlements have not been in excess of insurance coverage in any of the prior three fiscal years,

16



MONTGOMERY COUNTY RAIL SERVICE AUTHORITY
NOTES TO FINANCIAL STATEMENTS (CONT'D)

SUBSEQUENT EVENTS

The Authority has evaluated subsequent events through Septemebr 8, 2011 the date which the financial
statements were available to be issued.

CONCENTRATIONS

Financial instruments that potentially subject the Authority to concentrations of credit risk are the Authority’s
grant receivables. Grant receivables at June 30, 2011 in the amount of $16,072 from the Tennessee Department
of Transportation are considered fully collectible by the Authority.

FUND BALANCE

Beginning in fiscal year 2011, the Authority implemented GASB Statement No. 54, “Fund Balance Reporting
and Governmental Fund Type Definitions.” This statement provides more clearly defined fund balance
categories to make the nature and extent of the constraints placed on government’s fiund balances more
fransparent.

The Authority as of fiscal year end June 30, 2011 has classified its fund balance as $59,120 restricted due ta
restrictions placed on the use of the funds from the contributor (Montgomery County) and $19,503 as
unassigned. In regards to fiscal year 2010 the Authority reported an unrestricted fund balance of $24,683. The
2010 unrestricted fund balance (Pre-GASB 54) should be considered for comparative purposes the equivalent
of unassigned under the newly implemented GASB 54.

ECONOMIC DEPENDENCY

The authority receives the majority of its support and revenue from the Tennessee Department of Transportation
(TDOT) and Montgomery County. A major reduction of funds from either source would have a material effect
on the operations and on the financial position of the Authority.

17
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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

Board of Directors

Montgomery County Rail Service Anthority
Montgomery County Courthouse
Clarksville, TN 37040

We have audited the financial statements of the governmental activities and each major fund of Montgomery County Rail
Service Authority as of and for the year ended June 30, 2011, which collectively comprise the Authority’s basic financial
statements and have issued our report thereon dated September 8, 2011. We conducted our andit 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, and the
requirements prescribed by the Comptroller of the Treasury, State of Tennessee, as detailed in the audit manual.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Montgomery County Rail Service Authority’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 Montgomery County Rail
Service Authority’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Montgomery County Rail Service Authority’s internal control over financial reporting.

A deficiency in internal control 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 and correct misstatements
on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal control such that there
is a reasonable possibility that a material misstatement of the entity’s financial statements will not be prevented, or
detected and corrected on a timely basis.

Our consideration 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 deficiencies in internal control over financial reporting that might be
deficiencies, significant deficiencies, or material weaknesses. We did not identify any deficiencies in internal control over
financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Montgomery County Rail Service Authority’s financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial 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 no
instances of noncompliance or other matters that are required to be reported under Government Auditing Standards.



This report is iniended solely for the information and use of management, Board of Directors, 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.

Thormar Camplell Groug, PLC

September 8, 2011
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