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Audit Highlights

Annual Financial Report
Campbell County, Tennessee
For the Year Ended June 30, 2011

Scope

We have audited the basic financial statements of Campbell County as of and for the year
ended June 30, 2011.

Results
Our report on Campbell County’s financial statements is unqualified.
Our audit resulted in four findings and recommendations, which we have reviewed with
Campbell County management. Detailed findings, recommendations, and management’s
responses are included in the Single Audit section of this report.

Findings and Best Practice

The following are summaries of the audit findings and best practice:

OFFICE OF FINANCE DIRECTOR

¢ Competitive bids were not solicited properly on a parking lot project.
¢ Expenditures exceeded appropriations.

OFFICES OF FINANCE DIRECTOR AND DIRECTOR OF SCHOOLS

¢ The offices had deficiencies in purchasing procedures.

OFFICES OF COUNTY CLERK, CLERK AND MASTER, AND REGISTER

¢ Duties were not segregated adequately.




BEST PRACTICE

Campbell County does not have an Audit Committee. The Division of County Audit
strongly believes that an Audit Committee is a best practice that should be adopted by the
governing body to assist the County Commission by providing independent and objective
reviews of the financial reporting process, internal controls, the audit function, and being
responsible for monitoring management’s plans to address various risks.



INTRODUCTORY SECTION




Campbell County Officials
June 30, 2011

Officials

William Baird, County Mayor
Dennis Potter, Road Superintendent
Donnie Poston, Director of Schools
Monty Bullock, Trustee

Brandon Partin, Assessor of Property
Debbie Wilson, County Clerk

Bobby Vann, Circuit and General Sessions Courts Clerk
William Archer, Clerk and Master
Dormas Miller, Register

Robbie Goins, Sheriff

Jeff Marlow, Director of Finance

Board of County Commissioners

William Baird, County Mayor, Chairman
Beverly Hall

Sue Nance

Bob Walden

Melvin Boshears

Johnny Bruce

Terry Singley

Alvin Evans

Board of Education

Mike Orick, Chairman
Eugene Lawson
Johnny Byrge

J.L. Collins

Scott Hill

Financial Management Committee

Terry Singley, Chairman

William Baird, County Mayor
Dennis Potter, Road Superintendent
Donnie Poston, Director of Schools

Charles Baird
Marie Ayers

J.L. Davis
Lawrence Orick
David Adkins
Bobby White
Thomas Hatmaker
Steve Rutherford

Josh Parker

David Lynch
Johnny Creekmore
Homer Rutherford
Rector Miller

Charles Baird
Jim Slusher
David Adkins



FINANCIAL SECTION
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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 37243-1402
PHONE (615) 401-7841

INDEPENDENT AUDITOR’S REPORT
January 27, 2012

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

To the County Mayor and Board of County Commissioners:

We have audited the accompanying financial statements of the governmental activities, the
aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of Campbell County, Tennessee, as of and for the year ended
June 30, 2011, which collectively comprise Campbell County’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of
Campbell County’s management. Our responsibility is to express opinions on these
financial statements based on our audit. We did not audit the financial statements of the
Campbell County Emergency Communications District, which represent two percent and
1.8 percent, respectively, of the assets and revenues of the aggregate discretely presented
component units. Those financial statements were audited by other auditors whose report
thereon has been furnished to us, and our opinion, insofar as it relates to the amounts
included for the Campbell County Emergency Communications District, is based on the
report of other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the auditing 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 and the
report of other auditors provide a reasonable basis for our opinions.
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In our opinion, based on our audit and the report of other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of
the governmental activities, the aggregate discretely presented component units, each
major fund, and the aggregate remaining fund information of Campbell County, Tennessee,
as of June 30, 2011, and the respective changes in financial position thereof for the year
then ended, in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
January 27, 2012, on our consideration of Campbell 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 V.B., Campbell County has adopted the provisions of Governmental
Accounting Standards Board Statement No. 54, Fund Balance Reporting and Governmental
Fund Type Definitions, which became effective for the year ended June 30, 2011.

Management has omitted the management’s discussion and analysis that accounting
principles generally accepted in the United States of America require to be presented to
supplement the basic financial statements. Such missing information, although not a part
of the basic financial statements, is required by the Governmental Accounting 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. Our
opinion on the basic financial statements is not affected by this missing information.

Accounting principles generally accepted in the United States of America require that the
budgetary comparison, pension, and other postemployment benefits information on
pages 65 through 74 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the
Governmental Accounting 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 opinions on the financial statements

that collectively comprise Campbell County’s financial statements as a whole. The
introductory section, combining and individual nonmajor fund financial statements,

12



budgetary comparison schedules of nonmajor governmental funds and the General Debt
Service Fund, combining and individual fund financial statements of the Campbell County
School Department (a discretely presented component unit), and miscellaneous schedules
are presented for purposes of additional analysis and are not a required part of the
financial statements. The combining and individual nonmajor fund financial statements,
budgetary comparison schedules of nonmajor governmental funds and the General Debt
Service Fund, combining and individual fund financial statements of the Campbell County
School Department (a discretely presented component unit), and the miscellaneous
schedules are the responsibility of management and were derived from and relate 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 whole. 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 on it.

Very truly yours,

Justin P. Wilson
Comptroller of the Treasury

JPW/sb
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Exhibit A

Campbell County, Tennessee
Statement of Net Assets
June 30, 2011

ASSETS

Cash
Equity in Pooled Cash and Investments
Accounts Receivable
Allowance for Uncollectible
Due from Other Governments
Property Taxes Receivable
Allowance for Uncollectible Property Taxes
Prepaid Items
Deferred Charges - Debt Issuance Cost
Capital Assets
Assets Not Depreciated:
Land
Construction in Progress
Assets Net of Accumulated Depreciation:
Buildings and Improvements
Other Capital Assets
Infrastructure
Total Assets

LIABILITIES

Accounts Payable
Accrued Payroll
Retainage Payable
Accrued Interest Payable
Payroll Deductions Payable
Other Current Liabilities
Deferred Revenue - Property Taxes
Noncurrent Liabilities:
Due Within One Year
Due in More than One Year (net of deferred amount
on refunding and unamortized premium on debt)
Total Liabilities

15

Component Units

Primary Campbell Emergency
Government County Communica-
Governmental School tions

Activities Department District
$ 3,754 $ 15,046 $§ 550,542

24,041,475 5,957,837 0

949,388 24,056 17,943
(11,610) 0 0
1,455,263 2,850,261 14,287
9,144,399 3,365,180 0
(1,124,618) (417,714) 0
0 0 5,364
944,904 0 0
1,980,026 1,161,610 188,500
376,237 49,400 0

10,071,593 45,430,631 51,114

1,724,491 1,309,313 422,460

47,933,094 0 0
$ 97,488,396 $ 59,745,620 $ 1,250,210
$ 170,475 $ 118,811 $ 20,198

22,344 4,972 0
16,424 3,818 0
241,835 0 0
232,838 461,470 0
12,701 0 0

7,484,884 2,746,880 0

2,842,562 0 27,101

49,982,738 3,512,517 0
$ 61,006,801 $ 6,848,468 $ 47,299

(Continued)



Campbell County, Tennessee
Statement of Net Assets (Cont.)

Exhibit A

Component Units

Primary Campbell Emergency
Government County Communica-
Governmental School tions
Activities Department District
NET ASSETS
Invested in Capital Assets,

Net of Related Debt $ 57,551,795 0$ 0
Invested in Capital Assets 0 47,950,954 662,075
Restricted for:

General Government 839 0 0

Administration of Justice 86,342 0 0

Public Safety 58,198 0 0

Public Health and Welfare 4,069 0 0

Other Operations 468,647 0 0

Highway/Public Works 1,071,300 0 0

Capital Projects 3,690,087 0 0

Education 0 1,092,002 0
Unrestricted (26,449,682) 3,854,196 540,836
Total Net Assets $ 36,481,595 $ 52,897,152 $ 1,202,911

The notes to the financial statements are an integral part of this statement.
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Exhibit C-2

Campbell County, Tennessee

Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Assets

June 30, 2011

Amounts reported for governmental activities in the statement

of net assets (Exhibit A) are different because:

Total fund balances - balance sheet - governmental funds (Exhibit C-1)

(1) Capital assets used in governmental activities are not

financial resources and therefore are not reported in

the governmental funds.

Add:
Add:
Add:
Add:
Add:

land

construction in progress

infrastructure net of accumulated depreciation

buildings and improvements net of accumulated depreciation
other capital assets net of accumulated depreciation

(2) Long-term liabilities are not due and payable in the current period

and therefore are not reported in the governmental funds.

Less:
Less:
Less:

Add:
Add:

Less:
Less:
Less:
Less:

notes payable

other loans payable

bonds payable

deferred amount on refunding

deferred charges - debt issuance costs
compensated absences payable

other postemployment benefits liability

accrued interest on bonds, notes, and other loans
other deferred revenue - premium on debt

(8) Other long-term assets are not available to pay for

current-period expenditures and therefore are deferred

in the governmental funds.

Net assets of governmental activities (Exhibit A)

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

21

1,980,026
376,237
47,933,094
10,071,593
1,724,491

(2,280,000)
(10,450,000)
(38,600,000)

62,497
944,904
(441,459)
(555,759)
(241,835)

(560,579)

$ 24,901,538

62,085,441

(52,122,231)

1,616,847

$ 36,481,595
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Exhibit C-4

Campbell County, Tennessee

Reconciliation of the Statement of Revenues, Expenditures, and
Changes in Fund Balances of Governmental Funds to the
Statement of Activities

For the Year Ended June 30, 2011

Amounts reported for governmental activities in the statement
of activities (Exhibit B) are different because:

Net change in fund balances - total governmental funds (Exhibit C-3)

(1) Governmental funds report capital outlays as expenditures. However,
in the statement of activities, the cost of these assets is allocated
over their useful lives and reported as depreciation expense. The
difference between capital outlays and depreciation is itemized as
follows:
Add: capital assets purchased in the current period $ 1,172,156

Less: current-year depreciation expense (2,770,242)

(2) The net effect of various miscellaneous transactions involving capital
assets (sales, trade-ins, and donations) is to decrease net assets.
Less: net book value of assets disposed

(3) Revenues in the statement of activities that do not provide current
financial resources are not reported as revenues in the funds.
Add: deferred delinquent property taxes and other deferred June 30, 2011 $ 1,616,847

Less: deferred delinquent property taxes and other deferred June 30, 2010 (1,465,634)

(4) The issuance of long-term debt (e.g., bonds, notes, other loans) 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. Neither transaction, however,

has any effect on net assets. Also, governmental funds report the effect of issuance

costs, premiums, discounts, and similar items when debt is first issued, whereas

these amounts are deferred and amortized in the statement of activities. This

amount is the effect of these difference in the treatment of long-term debt and

related items:
Less: bond proceeds $ (17,625,000)
Less: note proceeds (620,000)
Less: change in premium on debt issuances (127,404)
Add: change in deferred debt issuance costs 454,696
Add: principal payments on bonds 325,000
Add: principal payments on notes 334,167
Add: principal payments on other loans 1,100,000

Less: change in deferred amount of refunding debt (4,309)

(5) Some expenses reported in the statement of activities do not require
the use of current financial resources and therefore are not reported
as expenditures in the governmental funds.
Change in accrued interest payable $ (113,310)
Change in compensated absences payable 72,394
Change in other postemployment benefits liability (273,008)

$

15,978,349

(1,598,086)

(49,334)

151,213

(16,162,850)

(313,924)

Change in net assets of governmental activities (Exhibit B)

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

Campbell County, Tennessee

Statement of Fiduciary Assets and Liabilities
Fiduciary Funds

June 30, 2011

Agency
Funds
ASSETS
Cash $ 4,006,882
Due from Other Governments 550,770
Total Assets $ 4,557,652
LIABILITIES
Due to Other Taxing Units $ 550,770
Due to Litigants, Heirs, and Others 4,006,882
Total Liabilities $ 4,557,652

The notes to the financial statements are an integral part of this statement.
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CAMPBELL COUNTY, TENNESSEE
NOTES TO THE FINANCIAL STATEMENTS
For the Year Ended June 30, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Campbell County’s financial statements are 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.

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

A. Reporting Entity

Campbell County is a public municipal corporation governed by an elected
15-member board. As required by GAAP, these financial statements present
Campbell County (the primary government) and its component units. The
component units discussed below are included in the county's reporting entity
because of the significance of their operational or financial relationships with
the county.

Discretely Presented Component Units — The following entities meet the
criteria for discretely presented component units of the county. They are
reported in separate columns in the government-wide financial statements to
emphasize that they are legally separate from the county.

The Campbell County School Department operates the public school system
in the county, and the voters of Campbell 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 Campbell County Emergency Communications District provides a
simplified means of securing emergency services through a uniform
emergency number for the residents of Campbell County, and the Campbell
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 Campbell County School Department does not issue separate financial
statements from those of the county. Therefore, basic financial statements of
the School Department are included in this report as listed in the table of
contents. Complete financial statements of the Campbell County Emergency
Communications District can be obtained from its administrative office at the
following address:
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Admainistrative Office:

Campbell County Emergency Communications District
P.O. Box 344

1111 Jacksboro Pike

LaFollette, TN 37766

Related Organization — Campbell County officials are also responsible for
appointing the members of the Campbell County Industrial Action
Association; however, the county’s accountability for the organization does
not extend beyond making the appointments.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the Statement of Net Assets
and the Statement of Activities) report information on all of the nonfiduciary
activities of the primary government and its component units. For the most
part, the effect of interfund activity has been removed from these statements.
However, when applicable, interfund services provided and used between
functions are not eliminated in the process of consolidation in the Statement
of Activities. Governmental activities are normally supported by taxes and
intergovernmental revenues. Business-type activities, which rely to a
significant extent on fees and charges, are required to be reported separately
from governmental activities in government-wide financial statements.
However, the primary government of Campbell County does not have any
business-type activities to report. Likewise, the primary government is
reported separately from certain legally separate component units for which
the primary government is financially accountable. The Campbell County
School Department component unit only reports governmental activities in
the government-wide financial statements.

The Statement of Activities demonstrates the degree to which the direct
expenses of a given function are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function. Program
revenues include (1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given
function and (2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function. Taxes and other
items not properly included among program revenues are reported instead as
general revenues.

Campbell County issues all debt for the discretely presented Campbell
County School Department. Net debt issues totaling $620,000 were
contributed by the county to the School Department during the year ended
June 30, 2011.
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Separate financial statements are provided for governmental funds and
fiduciary funds. The fiduciary funds are excluded from the government-wide
financial statements. Major individual governmental funds are reported as
separate columns in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting, except for
agency funds, which have no measurement focus. Revenues are recorded
when earned, and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized
as revenues in the year for which they are levied. Grants and similar items
are recognized as revenue as soon as all eligibility requirements imposed by
the provider have been met.

Fund financial statements of Campbell County are organized into funds, each
of which is 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/expenses. Funds are organized into three major categories:
governmental, proprietary, and fiduciary. An emphasis is placed on major
funds within the governmental category. Campbell County has no
proprietary funds to report.

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.
The fiduciary funds in total are reported in a single column.

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. Campbell County considers grants 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 General Debt Service Fund for
payments to be made early in the following year.
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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, except for agency funds, which have no
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.

Campbell 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.

Solid Waste/Sanitation Fund — This special revenue fund accounts
for transactions relating to the disposal of Campbell County’s solid
waste. Local taxes and general service charges are the foundational
revenues of this fund.

Highway/Public Works Fund — This special revenue fund accounts
for transactions of the county’s Highway Department. Local and state
gasoline/fuel taxes are the foundational revenues of this fund.

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.

Other Capital Projects Fund - This fund is used to account for
financial resources to be used for the acquisition or construction of
major capital facilities.

Additionally, Campbell County reports the following fund type:

Agency Funds — These funds account for amounts collected in an
agency capacity by the constitutional officers and local sales taxes
received by the state to be forwarded to the various cities in Campbell
County. 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.

The discretely presented Campbell County School Department reports the
following major governmental funds:
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General Purpose School Fund — This fund is the primary operating
fund for the School Department. It is used to account for general
operations of the School Department.

School Federal Projects Fund — This special revenue fund is used
to account for restricted federal revenues, which must be expended on
specific education programs.

Central Cafeteria Fund — This special revenue fund is used to
account for transactions related to school food services. Charges for
services and federal grants are the foundational revenues of this fund.

Private-sector standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
statements to the extent that those standards do not conflict with or
contradict guidance of the Governmental Accounting Standards Board.

Amounts reported as program revenues include (1) charges to customers or
applicants for goods, services, or privileges provided; (2) operating grants and
contributions; and (3) capital grants and contributions. Internally dedicated
resources are reported as general revenues rather than as program revenues.
Likewise, general revenues include all taxes.

It is the county’s policy that restricted amounts would be reduced first
followed by unrestricted amounts when expenditures are incurred for
purposes for which both restricted and unrestricted fund balance is available.
Also, it is the county’s policy that committed amounts would be reduced first,
followed by assigned amounts, and then wunassigned amounts when
expenditures are incurred for purposes for which amounts in any of these
unrestricted fund balance classifications could be used.

Assets, Liabilities, and Net Assets or 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;
deposit accounts at state and federal chartered banks and savings and
loan associations; repurchase agreements; the State Treasurer’s
Investment Pool; bonds of any state or political subdivision rated A or
higher by any nationally recognized rating service; nonconvertible
debt securities of certain federal government sponsored enterprises;
and the county’s own legally issued bonds or notes.

The county trustee maintains a cash and internal investment pool
that is used by all funds and the discretely presented Campbell
County School Department. Each fund’s portion of this pool is
displayed on the balance sheets or statements of net assets as Equity
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in Pooled Cash and Investments. Most income from these pooled
investments is assigned to the General Debt Service Fund. Campbell
County and the 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.

Receivables and Payables

Activity between funds for unremitted current collections or that are
representative of lending/borrowing arrangements outstanding at the
end of the fiscal year is referred to as due to/from other funds.

All ambulance and property taxes receivables are shown with an
allowance for uncollectibles. Ambulance receivables allowance for
uncollectibles is based on historical collection data. The allowance for
uncollectible property taxes is equal to 6.28 percent of total taxes
levied.

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 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.
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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 Chancery 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.

Most payables are disaggregated on the face of the financial
statements. Other current liabilities in the Drug Control Fund
totaling $12,701 represent confiscated funds awaiting court orders.

Retainage payable in the primary government’s nonmajor
governmental funds and the discretely presented School Department
represents amounts withheld from payments made on construction
contracts pending completion of the projects. These amounts are held
by the county trustee as Equity in Pooled Cash and Investments.

Capital Assets

Governmental funds do not capitalize the cost of capital outlays; these
funds report capital outlays as expenditures upon acquisition.

Capital assets, which include property, plant, equipment, and
infrastructure assets (e.g., roads, bridges, and similar items), are
reported in the governmental column in the government-wide
financial statements. Capital assets are defined by the government as
assets with an initial, individual cost of $5,000 or more and an
estimated useful life of more than two years. Such assets are recorded
at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the
value of the asset or materially extend assets’ lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as
projects are constructed.
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Property, plant, equipment, and infrastructure of the primary
government and the discretely presented School Department are
depreciated using the straight-line method over the following
estimated useful lives:

Assets Years
Buildings and Improvements 7-40
Other Capital Assets 5-15
Infrastructure:
Roads 20 - 50
Bridges 40

Compensated Absences

It is the county’s policy to permit employees to accumulate earned but
unused vacation and sick pay benefits. The School Department does
not have a policy to permit employees to accumulate earned but
unused vacation. There is no liability for unpaid accumulated sick
leave since neither Campbell County nor the School Department has a
policy to pay any amounts when employees separate from service with
the government. All vacation pay is accrued when incurred in the
government-wide financial statements for the county. A liability for
vacation pay is reported in governmental funds only if amounts have
matured, for example, as a result of employee resignations and
retirements.

Long-term Obligations

In the government-wide financial statements, long-term debt and
other long-term obligations are reported as liabilities in the applicable
governmental activities Statement of Net Assets. Debt premiums and
discounts, as well as issuance costs, are deferred and amortized over
the life of the debt using the straight-line method. Debt issuance costs
are reported as deferred charges and amortized over the term of the
related debt. In refunding transactions, the difference between the
reacquisition price and the net carrying amount of the old debt is
netted against the new debt and amortized over the remaining life of
the refunded debt or the life of the new debt issued, whichever is
shorter.

In the fund financial statements, 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.
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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  other
postemployment benefits, are recognized to the extent that the
liabilities have matured (come due for payment) each period.

Net Assets and Fund Equity

In the government-wide financial statements, equity is classified as
net assets and displayed in three components:

a. Invested in capital assets, net of related debt — Consists of capital
assets, including restricted capital assets, net of accumulated
depreciation and reduced by the outstanding balances of any
bonds, mortgages, notes, or other borrowings that are attributable
to the acquisition, construction, or improvement of those assets.

b. Restricted net assets — Consists of net assets with constraints
placed on the use either by (1) external groups such as creditors,
grantors, contributors, or laws or regulations of other governments
or (2) law through constitutional provisions or enabling legislation.

c. Unrestricted net assets — All other net assets that do not meet the
definition of restricted or invested in capital assets, net of related
debt.

As of June 30, 2011, Campbell County had $35,493,533 in outstanding
debt for capital purposes for the discretely presented Campbell County
School Department. This debt is a liability of Campbell County, but
the capital assets acquired are reported in the financial statements of
the School Department. Therefore, Campbell County has incurred a
liability significantly decreasing its unrestricted net assets with no
corresponding increase in the county’s capital assets.

In the fund financial statements, governmental funds report fund
balance in classifications that comprise a hierarchy based primarily on
the extent to which the government is bound to honor constraints on
the specific purposes for which amounts in these funds can be spent.
These classifications may consist of the following:

Nonspendable Fund Balance — includes amounts that cannot
be spent because they are either (a) not in spendable form or
(b) legally of contractually required to be maintained intact.

Restricted Fund Balance — includes amounts that have

constraints placed on the use of the resources that are either
(a) externally imposed by creditors, grantors, contributors or
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laws and regulations of other governments or (b) imposed by
law through constitutional provisions or enabling legislation.

Committed Fund Balance — includes amounts that can only be
used for specific purposes pursuant to constraints imposed by
formal resolutions of the County Commission, the county’s
highest level of decision-making authority and the Board
of Education, the School Department’s highest level of
decision-making authority.

Assigned Fund Balance - includes amounts that are
constrained by the county’s intent to be used for specific
purposes, but are neither restricted nor committed (excluding
stabilization arrangements). The County Commission and the
Board of Education are authorized bodies to make
assignments. Assigned fund balance in the General and
General Purpose School funds consist of amounts assigned for
encumbrances.

Unassigned Fund Balance — the residual classification of the
General and General Purpose School funds. This classification
represents fund balance that has not been assigned to other
funds and that has not been restricted, committed, or assigned
to specific purposes within the General and General Purpose

School funds.
IL. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS
A. Explanation of certain differences between the governmental fund

balance sheet and the government-wide Statement of Net Assets

Primary Government

Exhibit C-2 includes explanations of the nature of individual elements of
items required to reconcile the balance sheet of governmental funds with the
government-wide Statement of Net Assets.

Discretely Presented Campbell County School Department

Exhibit I-3 includes explanations of the nature of individual elements of
items required to reconcile the balance sheet of governmental funds with the
government-wide Statement of Net Assets.

Explanation of certain differences between the governmental fund

Statement of Revenues, Expenditures, and Changes in Fund
Balances and the government-wide Statement of Activities
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Primary Government

Exhibit C-4 includes explanations of the nature of individual elements of
items required to reconcile the net change in fund balances — total
governmental funds with the change in net assets of governmental activities
reported in the government-wide Statement of Activities.

Discretely Presented Campbell County School Department

Exhibit I-5 includes explanations of the nature of individual elements of
items required to reconcile the net change in fund balances — total
governmental funds with the change in net assets of governmental activities
reported in the government-wide Statement of Activities.

III. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A.

Budgetary Information

Annual budgets are adopted on a basis consistent with generally accepted
accounting principles (GAAP) for all governmental funds except the
Constitutional Officers - Fees Fund (special revenue fund), which is not
budgeted, and the Other Capital Projects Fund, which adopts project length
budgets. All annual appropriations lapse at fiscal year end.

The county is required by state statute to adopt annual budgets. Annual
budgets are prepared on the basis in which current available funds must be
sufficient to meet current expenditures. Expenditures and encumbrances
may not legally exceed appropriations authorized by the County Commission
and any authorized revisions. Unencumbered appropriations lapse at the end
of each fiscal year.

The budgetary level of control is at the major category level established by
the County Uniform Chart of Accounts, as prescribed by the Comptroller of
the Treasury of the State of Tennessee. Major categories are at the
department level (examples of General Fund major categories: County
Commission, Board of Equalization, County Mayor, County Attorney, etc.).
Management may make revisions within major categories, but only the
County Commission may transfer appropriations between major categories.
During the year, several supplementary appropriations were necessary.

The county's budgetary basis of accounting is consistent with GAAP, except
instances in which encumbrances are treated as budgeted expenditures. The
difference between the budgetary basis and GAAP basis is presented on the
face of each budgetary schedule.

At June 30, 2011, Campbell County and the Campbell County School
Department reported the following significant encumbrances:
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Fund Description Amount

Primary Government:

Major Fund:
General Construction $ 371,000
Other Capital Projects Construction 13,442,529

School Department:

Major Fund:
General Construction 608,194
Central Cafeteria Construction 100,000

Director of Schools and Title I Director Pled Guilty to Criminal
Charges

As noted in the previous year’s report, Director of Schools Dr. Michael Martin
and Title I Director Karen Bundren were indicted by the Campbell County
Grand Jury. The indictments stemmed from the director of schools and Title
I director allegedly falsifying transcripts of Ms. Bundren indicating she had a
Doctor of Education Degree. The alleged falsified degree was presented to
the Campbell County Finance Office and the State of Tennessee in
December 2009. On September 26, 2011, Dr. Martin and Ms. Bundren both
pled guilty to one count of theft between $1,000 and $10,000, one count of
official misconduct, one count of forgery, two counts of tampering with
governmental records, and two counts of falsifying educational and academic
records. Dr. Martin and Ms. Bundren both resigned their positions during the
year ended June 30, 2011.

Expenditures Exceeded Appropriations

Expenditures exceeded appropriations approved by the County Commission
in the Jail major appropriation categor