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rNDEPENDENT AUD ITORS' REPORT 

To the Board of Directors 
Nashville & Eastern Ra ilroad Authority 

We have audited the accompanying financial statements of the governmental activit ies and the major 
fund, of the Nashvi ll e & Easte rn Railroad Authori ty as orand fo r the year ended June 30, 20 12, which 
collectively comprise the Nashville & Eastem Railroad Authority's basic financial statements as listed 
in the tab le of conlents. These fi nancial statements are (he responsibility of the Nashville & Eastern 
Railroad Authority's management. OUT responsibility is to express opi nions on these fi nancial 
statements based on our audit. 

We conducted our audit in accordance with aud iting standards generall y accepted in the Uni ted States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptro lle r General of !.he Unitl!d States. Those standards require that we plan and 
perform Lhe audit to obtain reasonable assurance abou t whether the fi nancial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting !.he amounts 
and disc losures in the financ ial statements. An audit also incJ ud l!s assessing the accounting principles 
used and the significant estimates made by management, as we ll as eva luating the overall financial 
statement presentation. We believe that our audit provides a reasonable basis for our opinion. 

In our opin ion, the financial statements referred to above present fai rly, in all material respects, the 
respective fina ncia l pos ition of the governmental acti vit ies, and the major fu nd as o f June 30, 20 12, and 
the respective changes in fi nancial position for the year then ended in confonnity with accounti ng 
principles generall y accepted in the United States of Ameri ca. 

in accorda nce wi th Government Auditing Standards, we have aJso issued our report dated Jan uary 17, 
20 13, on our considerati on of the Nashvill e & Eastern Rail road Autho rity'S inte rnal contro l over 
fi nancial repon ing and on our tests of its compliance wi th certain provisions of laws, regulations, 
contracts, and grant agreemen ts and other mailers. TIle purpose of that report is to describe the scope of 
our testing of internal contro l over financial reporting and compliance and the resu lts of that testing, and 
not to provide an opin ion 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 Lhe results of OU[ audit. 
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Accounting principles generally accepted in the United States of America require that the management' s 
discussion and analysis on pages 5 - 8 be presented to supplement the basic financial statements. Such 
infonnation, although not a part of the basic financial stateme,nts, 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 hi storical context. We have 
ap plied certain limited procedures to the required supplementary information in accordance with 
auditing standards generally accepted in the United States of Amcrica, which consisted of inquiries of 
management about the methods of preparing infonnatton and comparing the infonnalion for consistency 
with management's responses to our inquiries, the basic financial statements, and other knowledge we 
obtained during our aLldil of the basic financial statements. We do not express an opinion or provide any 
assurance 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 the Nashville & Eastern Railroad Authority 'S basic financial statements. The 
sl:hedule of salaries and fidelity bonds is presented for purposes of additional analysis and is not a 
required part of the basic financial statements. The accompanying schedule of stnte and federal contract 
expenditures is presented for purposes of additional analysis as required by the Comptroller of the 
Treasury 0/ the Slate 0/ Tennessee Audit Manual but is not a required part of the basic financial 
statements of the Nashville & Eastern Railroad Authority. The schedule of state contract expenditlU"es 
has been subj ected to the auditing procedures applied in the audit of the basic 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 
accepred in the United States of America. In our opinion, the information is fairly stated in all material 
respects in relation to the basic financial statements taken as a whole. The schedule of salaries and 
fidelity bonds of principal officials on page 28 has not been subjected to the auditing procedures applied 
in the audit of the basic financial statcments and, accordillgl y, we express no opinion on it. 

Lebanon, Tennessee 

January 17, 2013 
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Management'$ Discussion And Analysis 

This sect ion of the Nashville & Eastern Railroad Authority's (the Authority) audited financial statements 
presents our discussion and analysis of the Organization's financial performance during the fiscal year 
th at ended on June 30, 2012 . Please read it in conjunction with the financia l statements, which follow 
this section. 

Financial Highlights 

• 	 The Organilation's net Assets decreased $163,915 over the course of this year's operations . The 
ch ange in net assets is a 0.04% decrease f rom the fiscal yea r ended June 30, 2011. 

• 	 During the year, the Organiza tion's operating expen$es exceeded operating revenues by 
$163,9 15 due to mainly to depreciation expense and increased administrative costs, 100% 
funding on some proj ects and matching funds on industry spurs. 

• 	 The total cost of the Organization's expenditures increased .27% in the fiscal year ended June 
30, 2012. The increase was mainly generated as stated in the hereinabove paragraph. 

• 	 Balances of cash decreased $99,604 during th e fiscal year ended June 30, 201 2. The decrease is 
primarily due to the purchase of the Martin property. 

• 	 The Authority's liabilities increased $180,838 during the year ending June 30 2012 due to an 
increase in payables associated with the grants receivable from the Tennessee Department of 
Transport ation . 

Overview of the Financial Statements 

This schedule report consists of three pa rts - management's discussion and analysis, the basic financial 
statements, and requir ed supplementary information. The basic financial statements indude two kinds 
of statements that present different views of the Nashville & Eastern Railroad Authority. 

• 	 The first two statements are government-wide financial statements that provide both long
term and shon-term information about the Board's overall fin ancial status. 

• 	 The remaining statements are fund fin ancial statements that focus on individual parts of the 
government, reporting the Board's operations in more detail than the government-wide, 
statement s. 

o 	 The governmental funds statements tell how general government services were fin anced 
in th e short term as well as what remains for future spending. 

The financial statements also inclu de notes that explain some of the information in the financial 
statements and provide more detailed data. The statements are followed by a section of requ ired 
supplementary information that furth er explains and supports th e information in the financial 
statements. 
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Government-wide Statements 

The government wide statements report information about the Nashville & Eastern Railroad 
Authority as a whole using accounting methods similar to those used by private - sector 
companies. The statement of net assets indudes all of the government's assets and liabilities. All 
of the current year's revenues and expenses arc accounted for in the statement of activities 
regardless of when cash is received or paid. The two government-wide statements report the 
Board's net assets and how they have changed. Net assets - the difference between the Board's 
assets and liabilities - is one way to measure the Nashville & Eastern Railroad's financial health, 
or position. 

• 	 Over time, increases or decreases in the Authority's net assets are an indicator of 
whether its financial health is improving or deteriorating, respectively. 

• 	 To assess the overall health of the Authority you need to consider additional non-
financial factors. 

Fund Financial Statements 

The fund financial statements provide more detailed information about the Authority's most 
significant funds, not the Authority as a whole. Funds are accounting devices that the Authority 
uses to keep track of specific sources of fund ing and spending for particular purposes. 

• 	 Some funds are required by State law and bond covenants. 

• 	 Other funds are established to control and manage money for particular purposes or to 
show that the government is properly using taxes. 

The Nashville & Eastern Railroad Authority has only one kind of fund: 

• 	 Governmental funds-Most basic services are included in governmental funds, which focus 
on (1) how cash and other financia l assets that can readily be converted to cash flow in 
and out and (2) the balances left at year-end that are available for spending. 
Consequently, the governmental funds statements provide a detailed short-term view 
that helps YOll determine whether there are more or fewer financial resources that can 
be spent in the near future to finance programs. Since the government-wide focu s 
includes the long-term view, comparisons between these two perspectives may provide 
insight into the long-term impact of short-term financing decisions. Both the 
governmental fund balance sheet and the governmental fund statement of revenues, 
expenditures, and changes in fund balances prOVide a reconciliation to the government 
wide statements to assi st in understanding the differences between these two 
perspectives. 
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Financial Analvsis Of The Organization As A Whole 

Net Assets 

The Organization's net assets decreased $163.915 between fiscal years 2011 and 2012 in 
comparison to net assets for the fiscal year ended June 30, 2011 decreased $6,754 from 
the fiscal year ended June 3D, 2010. Income from ongoing operations decreased 
$163,915 during the fiscal year ended June 30, 2012 from the fiscal year ended June 30, 
2011. 

Nashville & Eastern Railroad Authority 


Net Assets 


June 30, 2012 and 2011 


2012 2011 %Change 

Current and Other Assets S 655,941 S 387,864 69.12% 

Capital Assets 49,086,364 49,337,517 ·0.51% 

Total Assets S 49,742,305 S 49,725,381 0.03% 

Current and Other Liabilities S 9,310,719 S 9,129,881 1.98% 

Net Assets 

Invested in Capital Assets, 

Net of Related Debt 

unrestricted 

Total Net Assets 

40,690,453 40,752,658 ·0.15% 

(258.868) (157,158) 64.72% 

40.431,586 40,595,500 ·0.40% 

Total Liabilities and Net Assets S 49,742,305 S 49,725,381 0.03% 

Changes In Net Assets 

The Authority 's total revenues decreased $ 171,625 during the 2012 fiscal year. The 
Authority's primary sources of revenue are appropriations from the Tennessee Department of 
Transportation, for railroad improvements. Revenues from the Department of Transportation 
increase or decrease based on the impact of the economy on the Transportation Equity Fund. 
Allocations are made to approximately twenty different Short line Railroads based on a 
uniform statewide cost estimate that allows a broad based opportunity for economic growth 
over a wide area ofTennessee. The allocation and design standards approach is modeled after 
the successful design standard and uniform equitable allocation process used to develop the 
42,000 miles of the National Interstate Highway System. 

N.E.R.A. also has a lease agreement with the railroad operator wh ich provides a payment of 4 
to 6 percent of gross revenues from the operator, rate depending on the volumes of freight 
shipped. 
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Nashville & Eastern Railroad Authority 


Chanses in Net Assets 


June 30, 2012 and 2011 


2012 2011 % Change 

Total Operating Revenues S 1,977,748 S 2,149,373 -7.98% 

Total Operating Expenses 2,141,663 2,135,879 0.27% 

Opera ting !ncome/{Deficit) Il63,915) 13,494 -1 314.72% 

Extraordinary Item 120,248) -100.00% 

Increase/(Oe<:rease) in 

Net Assets S Il63,9l5) $ 16,754) 2326.92% 

Capital Assets: 

As of June 30, 2012, the Organization had invested $40,690,453 in capital assets net of related debt and 
accumulated depreciation. The prinCipal capital asset of the Authority is the railroad itself which has 
been in the process of being upgraded since the purchase from CSX in 1986. The railroad continued to 
receive substantial improvements through TOOT during the fiscal year of June 30,2012. 
More detail about the Organization's capital assets is available in notes to the financial statements. 
The Organization's fiscal 2013 capital budget projects approximately $2,000,000 in capital expenditures 
funded by grants from the Transportation Equity Fund of the Tennessee Department of Transportation. 

Contacting The Organization's Financial Management 

This financial repoT1. is designed to provide citizens, customers and taxpayers of the Nashville and Eastern 
Railroad Authority information about the Organization's finances and to demonstrate the Organization's 
accountability for the funds it receives. If you have questions about this report or need additional 
information, contact The Nashville and Eastern Railroad Authority at 206 South Maple Street, lebanon 
TN 37087. 
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GOVERNMENT-WIDE STATEMENTS 
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NASHVILLE & EASTERN RAILROAD AUTHORITY 

STATEMENT OF NET ASSETS 


JUNE 30, 2012 


Governmental Activities 
ASSETS 

Cash and Cas h Equivalents 
AccounlS Receivable 

Tota l Current Assets 

$ 151,829 
504,112 
655,941 

Property & Equipment 
(Net o f Accumu lated Depreciation) 49.086,364 

Tota l Assets $ 49,742,305 

LIABILITIES AND NET ASSETS 

Accounts Payable 
Accrued (nlerest 
Current Portion of Long·Term Debt 

Total Current Liabilities 

S 489,779 
175,029 
301 ,937 
966,745 

Notes Payab le 8,343,974 

Total Liabilities 9,3 10,7 19 

Net Assets 
Unrestricted 
In vested In Capital Assets, 

Net of Related Debt and Depreciation 

(258,868) 

40,690,453 

Total Net Assets 40,431 ,586 

Total Liabilities and Net Assets $ 49,742,305 

See Accompanying Notes To Financial Statements. 
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FunctionsfPrograms 
Governmental Activities 

Infrastructure Developmem 
General & Admini strative 
Interest on Long-Term Debt 

NA SHVILLE: & EASTERN RAI LROAD AUTHORITY 

STATEM EN T OF ACTIVITI ES 


FOR THE FISCAL YEAR ENDED JUN E 30, 20 12 


Program Revenues 

Expenses 
Charges For 

Services and 
Grants 

Contributions 

1,659,473 
122,684 
319,506 

2, 141 ,663 

$ 1,977, 148 
600 

1,977,748 

$ 

General Revenues 
Interest Income 

Total General Revenues, Special Items, & Tran sfers 

Change In Net Assets 
Net Assets· Beginning of Year 
Nel Assets· End of Year 

Net (Expense) Revenue 
and Changes in Net Assets 

$ 3 17,675 
(122,084) 
(359,506) 
( 163,9 11) 

( 163,911) 
40,595,500 

$ 40,431.586 

See Accompanying NOles To Financ ia l StatementS 
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FUND STATEMENTS 
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NASHVILLE & EASTERN RAILROAD AUTHORITY 

BALANCE SHEET 

JUNE 30, 2012 

Current Assets 

Cash and Cash Equivalents 

Accounts Receivable· Other 

ASSETS 

$ 151,829 
504,112 

Total Current Assets $ 655,941 

LIABILITIES AND FUND BALANCE 

Current Liabilities 
A ccounts Payable $ 489,779 

Fund Balances 

Unassigned 166,162 

Total Liabilities & Fund Balance $ 655,941 

Total Fund Balance Per Fund Financial Statements $ 166, 162 

Reconciliation to the Statement of Net Assets: 

Fixed assets are not included in the fund 
financial statements prepared on the 

modifi ed accrual basis of accounting. 49,086,364 

Accrued interest on bonds are not reported 
in the current period and therefore are nol 

reported in the fund financial statements. (175 ,029) 

Long lenn debt is not included in the fund 

financial statements prepared on the modified 

accrual basis of accounting 
Net Asse(s $ 

(8,645,911 ) 
40,431 ,586 

See Accompanying Notes to Financial Statements 
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NASHVlLLE & EASTERN RAILROAD AUTHORITY 

STATEM ENT OF REVENUES, EXPENDITURES, 


AND CHANGES IN FUND BALANCE 

FOR THE YEAR ENDED JUNE 30, 201 2 


Revenues 
State of Tennessee 
Nashvill e & Eastern Ra il Corp. 
Rent 

Total Reven ues 

Expenditures 
Ra il Rehab ilitation 
Other Capital Expenditures 
Audit 

Directors' Fees 


Legal Services 

Administration 

Principal Payments On Loans 

Interest Expense 

Managing Director Fees 


Total Expendirures 

Excess of Expendrures over Revenues 

Other Financing Sources 
Loan Proceeds 

Excess of Expendirures over Revenues and Other Financing Sources 

Fund Balance - Beginning of Year 
Fund Balance - End of Year 

$ 1,750,633 
226,515 

600 

1,977,748 

1,090,475 
317,845 

6,000 
6,300 

20,170 
45,213 

288,948 
365,947 

45,000 

2,185,898 

(208,150) 

100,000 

(108,150) 

274,312 
$ 166, 162 


See Accompany ing Notes to Financial Statements 
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NASHVILLE & EASTERN RAILROAD AUTHORITY 

STATEMENT OF REVENUES, EXPENDITURES, 


AND CHANGES IN FUND BALANCE 

FOR THE YEAR ENDED JUNE 30, 2012 


Reconciliation to Statement of Activities: 

Net Change in Fund Balances - Total Governmental Funds $ (108,150) 

Purchases of fixed assets are an expenditure in the governmental 
funds, but are increases in property and equipment on the 

statement of net assets in the government-wide statements. 1,408,320 

Proceeds on long term debt are included as an other financing 

source in the governmental funds, but are additions to long 
term debt in the statement of net asset in the government-wide 

financial statements ( 100,000) 

Principal payments on long tenn debt are included as an 
expense in (he governmental funds, but are reductions 
of long term debt in the statement of net assets in the 

government-wide statements. 288,948 

Change in accrued interest in the statement of act ivities does not 

require use of current financial resources and is not reported 

as an expenditure in governmental funds. 6,440 

Depreciation is not recorded in the fund financia l statements 

but is reported in the government-wide financi al statement s. ( 1,659,473) 

Change in net assets $ ( 163,9 15) 

See Accompanying Notes to Financial Statemen1s 
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NASHVILLE & EASTERN RAILROAD AUTHORITY 

NOTES TO FINANCIAL STA1EMENTS 


JUNE 30, 2012 


NOTE: 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A. Reporting Entity 

The financial statements present the accounts and operations of the Nashville & Eastern 
Railroad Authority. The Nashville and Eastern Railroad Authority was created accord ing 
to an act of the Tennessee Legislature in 1983 to purchase from Seaboard System 
Railroad. Inc., the property, track, and roadbed along approximately 130 miles in 
Davidson, Wilson, Smith and Putnam Counties. The business of the Nashville and 
Eastern Railroad Authority is conducted by a board of directors whose mem bers are 
appointed by the governing bodies o f the cities and counties of service. The Authority's 
primary revenue source is rehabil itat ion contracts with the Tennessee Department of 
Transportation. 

B. Government-Wide and Fund Financial Statements 

The government-wide financ ial statements include the statement of net assets and the 
statement of activities. These statements report financial infonnation for the Nashville & 
Eastern Railroad Authority as a who le. Individual funds are not displayed in the 
government-wide financ ial statements and the Organization has only governmental 
activities supported by govenunent allocatio ns. 

Tlle statement of activities reports the expenses of a given function offset by program 
revenues directly connected with the functional program. A function is an assembly of 
s imilar acti vities and may include portions of a fWld or swnmarize more than o ne fund to 
capture the expenses and program revenues associated with a distinct functional activity. 
Program revenues include: (J) charges for services which report fees, fines and forfeitures, 
and other charges to users of the Board 's services; (2) opemting grants and contributions 
which finance annual operating activities including restricted investment income; (3) capitaJ 
grants and contributions which fund the acqu isition, construction, or rehabilitation of capital 
assets and include fees to developers. Other revenue sources not properly included with 
program revenues are reported as general revenues. 

Fund Financial Statements 

Fund financial statements are provided for the governmental fund . 
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NASHVILLE & EASTERN RAILROAD AUTHORlTY 

NOTES TO FINANCIAL STATEMENTS 


JUNE 30, 2012 


NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTIN1JED 

C. 	 Measuremcot Focus. Basis of Accounting, and Financial Statement 
Pr:'esenfation 

The financial statements of the Nashvi lle & Eastern Railroad Authority are prepared in 
accordance with generally accepted accoWlting principles (GAAP). 

The govenunent-wide statements report using the economic resources measurement focus 
and the accrual basis of accounting generally including the reclassification or elimination of 
internal activity (between or within funds). Revenues are recorded when earned and 
expenses are recorded when a liability is incurred , regardless of the timing of related cash 
flows. 

Governmental fund financial statements report using the current financial resources 
measurement focus and the modified accrual basis of accounting. Revenues are recognized 
when they are both measurable and available. Available means collectible within the 
current period or soon enough thereafter to pay current liabilities. The Nashville & Eastem 
Railroad Authority considers revenues 10 be available if they are collected within 60 days of 
the end of the fiscal year. Expenditures are recorded when the related fund liability is 
incurred. 

The Board's general spending prioritization policy is to consider restricted resources to have 
been used first, foll owed by committed, assigned, and unassigned amounts when 
expenditures have been incurred for which resources in more than one classification cOl.dd 
be used. 

D. 	 Fund Types and Major Funds 

The Nashvi lle & Eastern Railroad Authority reports the following major governmental 
fund : 

General Fund - The General Fund is the general operating fund of the Organization. It is 
used to account for aJl financial resources except those required to be accounted for in 
another fund. 

E. 	 Other Significant Policies 

Bad Debt - The Nashville & Eastern Railroad Authorily has recorded no provision for bad 
debts as aJl accounts receivable are considered rully colleclible. 
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NASHVILLE & EASTERN RAILROAD AUTHORITY 

NOTES TO FINANCIAL STATEMENTS 


JUNE 30, 2012 


NOTE 2 - CASH AND CASH EOUIVALENTS 


At June 30, 20 12 the bank balance of cash and cash equivalents is $158,421. The bank 
balances were entirely secured by FDIC insurance or collateralized through the State of 
Tennessee Bank Collateral Pool. 

NOTE 3 RISK MANAGEMENT 

The Authority is exposed to various risks of loss related to lorts; theft of, damage to, and 
destruction of assets; errors and omissions; and natural disasters . The Authority has secured 
fidelity bonds on the officers as disclosed in the accompanying schedule. The lease agreement 
with Nashville and Eastern Railroad Corporation specified that the Corporation "" .shall maintain 
insurance .. .in such amounts and covering such ri sks as is customarily carried by companies 
engaged in similar ... businesses.. . and cause the Authority to be protected as an additional named 
insured." At year-end, there was no pending or threatened litigation according to the Authority'S 
legal counsel. There have been no significant reductions in insurance coverage by the Authority. 
Settlement amounts have not exceeded insurance coverage for the current year or the three prior 
years . 

NOTE 4 - LEASES 

The Authority originall y entered into a ten-year lease, dated August 28, 1986, with Nashville and 
Eastern Railroad Corporation to operate the line. Under the terms of the lease, the Authority is 
required to rehabili tate the line. After thi s rehabilitation, the operator will provide appropriate 
maintenance of the line. Currently, quarterly lease payments of 4% of the gross freight revenues 
on the first $3,000,000; 5% belween $3,000,000 and $4,000,000; and 6% of operaling revenues 
over 4,000,000 are due. For commuter rail service, the Authority receives 10% of the gross 
commuter rail track usage or other passenger mileage fees. Finally, the Nashville and Eastern 
Railroad Corporation pays to the Authority $1,250 per month for the use of its maintenance 
facility in Lebanon beginning in January 2005 and $700 per month for the use of its storage 
facility beginning Jul y 2012. This lease agreement has been renewed through the year 2063 in 
order to comply with the need to provide the long-tenn capabilities involved in the proposed 
commuter rail program between Lebanon and Nashvil1e , Tennessee. Revenues from the leases 
totaled $227,115 for the year ended June 30, 2012. 

The Authority leases a piece of property purchased in Ihe current fiscal year under a month 10 
month lease. Revenues from this lease amounted to $600.00 for the year ended June 30, 2012. 
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NASHVILLE & EASTERN RAILROAD AUTHORITY 

NOTES TO FINANCIAL STATEMENTS 


JUNE 30, 2012 


NOTE 5 CONTRACTS & GRANTS 

FEDERAL RAILROAD ADMINISTRATION (F.R.A.) - The FRA gran, is an agreemen' 
between the State of Tennessee, acting through its Department of Transportation and the 
Authority. Funds provided from FRA grants arc to be used for further rehabilitation work along 
the branchline. The payments create a contingent interest in the branchline for the State of 
Tennessee. Tfthe Authority sells, abandons, or disposes of the branchline. they shall repay to the 
State the federal share as determined in accordance with attachment N to OMB Circular No. 
AI02. The Authority received no federal funds for the year ended June 30, 2012. 

TENNESSEE DEPARTMENT OF TRANSPORTATION - The Tennessee Departmen, of 
Transportation (T.D.OT.) has contracted with the Authority to provide funds to purchase, 
rehabilitate, and maintain the line. In the event of disposition of the branchline the Authority 
shall return to the State a portion of the sa les price or the appraised value, whichever is 
applicable, which is in proportion to the State's prorata share of the total purchase price plus the 
total rehabilitation expenditures prior to the date of the sales. 

NOTE 6 - FIXED ASSETS 

In the government wide financial statements, fixed assets are recorded at cost and depreciated 
over their estimated useful lives. Office equipment is generally depreciated over 5 years, 
furniture and fixtures over 7 years, leasehold improvements over 30 years, and improvements to 
the railroad over 40 years using the straight line method. 

A summary of fixed assets for the fisca l year ended June 30, 2012 is presented below: 

Nondc ereciab le Asset s 
Lund 

B alance 
July 1,20)1 

$ 477,306 

Add it ions 
(Deductions) 

$ 22 ,360 

Balance 
Junc 30,2012 

$ 499,666 

Towl Nondepreciab le Assets 477 ,306 22 ,360 499,666 

De2reciab1c Assets 
Buildings 
Branchline and Right of Way 
Rail Rehabilitation 

S 

670,323 
2,168,227 

62.281.137 
65.596.993 $ 

295 ,485 

1.09°14 76 
J .408,32 1 $ 

965,80H 
2,168,227 

63,371 ,613 
67,005.3 14 

Accumulated DeEreciation 
B uil dings 
Bnmchline and R ight of Way 
Rail Rehabi li tation 

$ 261,48 0 
1,490,894 

14.507, 103 
$ 16.259,477 

$ 15,71 8 
29,204 

1,6 14.551 
$ 1.659,473 

$ 

$ 

277,198 
l.520.098 

16, 121,654 
17,918,950 

Property & Equipment Net of Accumulated Depreciation $ 49.086,364 

Depreciation expense for the fi sca l year ended June 3D, 2012 was $1,659,473. 

19 




NASHVILLE & EASTERN RAILROAD AUTHORITY 

NOTES TO FINANCIAL STATEMENTS 


JUNE 30, 2012 


NOTE 7 COMMUTER RAIL 

The Regional Transportation Authority was approved by the U.S. House of Representatives for a 
grant from the Federal Transit Administration to cover 80% of the cost of construction of the first 
Jeg of a commuter rail system which would link the cities of Nashville, Mt. Jul iet, Lebanon, 
Gallatin, Hendersonville, Lavergne, Smyrna, Murfreesboro, Franklin, and Kingston Springs. 
Construction on the commuter rail project to bring the railroad up to FRA Class III Safety 
Standards and link the cities of Lebanon. Mt. luliet and Nashville began during the fiscal year 
ended June 30, 2005. The Authority has agreed to fund up to 2.5 mi llion (10%) of the cost of thi s 
upgrade and established a line of credit with First Tennessee Bank in that amount in order to 
assist with the commuter rail project. Nashvi ll e and other local governments wi ll share in the 
remaining 10% of the cost of the project. 

Construction on the commuter rai l project was completed during the fiscal year ended June 30, 
2007. Those improvements have been capitalized in the government wide financial statements 
of the Nashville & Eastern Railroad Authority and are being depreciated over an estimated useful 
life of 40 years. 

The commuter rail system comes as an improvement to the Authority's already existing railroad 
assets. Commuter rail could significantly increase the amount of funds received by NERA from 
their share of operating revenues of the railroad WIder the lease described in Note 4. 

NOTE 8 - BUDGET TO ACTUAL 

Only general budget in formation is available. Each year the rehabilitation, maintenance, and 
expansion of the branchline is contracted between the Tennessee Department of Transportation, 
the Nashville and Eastern Railroad Authority, and the Nashville and Eastern Railroad 
Corporation. However, there is a three-year window in which the work specified in the contrac t 
must be completed or the funding for that project will lapse. The Authority uses the contract 
amounts to monitor actual resul ts with the amounts budgeted for the individual contracts. 
However, there is no budget prepared for each individual fiscal year. 

NOTE9 NOTES PAYABLE 

As mentioned in note 7, the Nashville & Eastern Railroad Authority established a line of credit 
with First Tennessee Bank in the amount of$2.5 million to fund 10% ofttle cost of the first stage 
of the commuter rail program. At June 30, 20 12, the Authority had an outstanding balance of 
$1,127,466 on that line which was used to fund the commuter rail costs. The outstanding 
baJance wi ll be amortized on a 16 year schedule at a variable interest rale, with annual payments 
of $250,000 being due beginning June 1, 2006 through June I, 2018. Principal maturities over 
the life of the loan are scheduled as fo llows: 
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NOTE 9 - NOTES PAYABLE, CONTINUED 

Princieal Interes t 
2013 197,483 52,517 
2014 206,679 43,321 
2015 21 6,303 33 ,697 
2016 226,375 23 ,625 
2017 236,916 13,083 
2018 43,709 2,051 

$ 1,127,466 $ 168,294 

The Nashville & Eastern Railroad Authority made one payment during the fiscal year ended June 
30, 2012. 

In September of 2006, the Nashville & Eastern Railroad Authority was approved for a 
$7,202,000 loan from the United States Department of Agriculture to make the necessary 
improvements to the branch line between the cities of Algood and Monterey. At JUllC 30, 2012 
the outstanding balance on the loan is $7,168,445. The loan accrues interest at 4.125% per 
annum and is secured by the improvements being made to the railroad. Annual payments of 
principal and interest in the amount 0[$404 ,895 will be due through March 0[2045 . A schedule 
of principal and interest payments to maturity on this loan isas follows: 

201 3 
20 14 108,83 1 296,064 
2015 113 ,3 92 291,503 
2016 118, 145 286,750 
2017 123 ,097 281 ,798 

2018·2022 697,333 1,327,142 
2023·2027 856,239 1, 168,236 
2028·2032 1,051 ,356 973,119 
2033· 2037 1,290,934 733,541 
2038·2042 1,585,108 439,367 
2043·204 5 1,119,556 95, 129 

$ 7 , 168 445 $ 6,1 93,0901

In November, 2009, the Tennessee Department of Transportation loaned the Nashville and 
Eastern Railroad Authority $250,000 to settle a lawsuit involving the moving of gas pipeline 
during conunuter rail construction. The loan wi ll be deducted from future allocations from 
TDOT by laking $50,000 from the Nashville & Easlem Railroad Authority each year unlil lhe 
balance is paid in full. The Tennessee Department of Transportation is not charging interest on 
this loan. Repayment was originally scheduled to begin in a prior year, but the State has not 
reduced funding yet. 
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NOTE 9 NOTES PAYABLE, CONTINUED 

In March 2012, the Nashville & Eastern Railroad Authority was approved for a $ 100,000 line of 
credit at Frist Tennessee Bank. The line of credit bears interest at a variable rate, which was 
3.25% at the inception of the note. The entire principal and accrued interest is due on January 1, 
2014. The outstanding balance on the loan at June 30, 20 12 is $100,000 and is included in notes 
payable on the financial statements. 
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IDVF IDempsey Vantrease & Follis PLLC 


Independent Auditors' Report on Internal Control Over 

Financial Reporting and on Compliance and Othe r Matters 


Based on an Audit of Financ ial Statements Performed in Accordance with 

Government Auditing Standards 

To tbe Board of Directors 
Nashville & Eastern Railroad Authority 
Lebanon, Tennessee 

We have audited the financial statements of the govenunentai acti vities and major fund 
of lhe Nashville & Eastern Railroad Authority. as of and for the year ended June 30, 
20 12, which collectively comprise the Nashville & Eastern Rai lroad Auth.ori ty·s basic 
financial statements and have issued our report thereon dated January 17, 2013. 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 Auditin~Standards, issued by the Comptroller General of the United States. 

Internal Control Over Financial Reporting 

Management ofNasbvi lle & Eastern Rail road Authority is responsible for establi shing 
and maintaining effective internal control over financ ial reporting. In planning and 
perfomling our audit , we considered the Authority's internal control over financiaJ 
reporting as a basis fo r designing our audi ting procedures fo r the purpose of expressing 
our opinion on the financial statements, but not for the purpose of expressing an opinion 
on the effectiveness of the Nashville & Eastern Railroad Authorit y's internal control over 
financia l reporting. Accordingly, we do no express an opinion on the effectiveness of the 
Nashville & Eastern Railroad Authority's internal control over financial reporting . 

A deficiency in internal control exists when the design or operation of a con trol does not 
allow management or employees, in the nonna l course of performing their assigned 
functions, to prevent or detect and correct misstatements on a timely basis. A material 
weakness is a de ficiency. or a combination of control defic ienc ies , in internal control 
such that there is a reasonable possibility that a material misstatement of the entity 's 
financial statements wi ll not be prevented, or detected and corrected on a timely basis. 

Our consideration of internal control over financial reporting was fo r the limi ted purpose 
described in the first paragraph of thi s section and would not necessarily identi fy all 
deficiencies in internal control that might be signi fi cant deficiencies or material 
weaknesses. We did identify the following defi ciency in internal cont ro l over financial 
reporting 1hat we consider to be a material weakness, as defined above. 
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The Nashville & Eastern Railroad Authority does not have personnel with the training 
and experience to prepare financial statements in accordance with generally accepted 
accounting principles. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Authority's financial 
statements are free of material misstatement, we performed tests of its compliance with 
certain provisions of laws, regulations, contracts, grant agreements and other matters, 
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 di sclosed no instances of noncompliance or 
other matters that are required to be reported under Government Auditing Standards. 

We noted certain matters that we reported to management of Nashville & Eastern 
Railroad Authority in a separate letter dated Januaryl? 2013. 

This report is intended solely for the information and use of management, the board of 
directors, 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. 

Lebanon, Tennessee 
January 17,2013 
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Nashville Eastern Railroad Authority 
Schedule of State and Federal Contract Expenditures 

June 30, 2012 

Number 
GG-10-33918-00 
GG- II -32097-00 
Z-Il-RE2053-00 
Z-II-RE2016-00 
Z-II-RE2034-00 
Z-II-RRI006-00A 
Z-Il-RRI012-00 
Z-12-RRI015-00 
Z-12-RRI016-00 
Z-12-RRI021-00 
Z-12-REI031-00 
Z-12-REI049-00 
Z-12-REI013-00 
Z-12-RR\o24-00 

Grantor 
A~ency 

TN Department of Transportation 
TN DepBJtment ofTranspor1ation 
TN Department of Transportation 
TN Department of Transportarion 
TN Department of Transportation 
TN Department ofTranspor1ation 
TN Department of Transportation 
TN Department ofTransportation 
TN Department of Transportation 
TN Department of Transportation 
TN Department of Transpor1ation 
TN Department of Transportation 
TN Department of Transportation 
TN Department of Transportation 

BaJance 
JullOI ,201 1 

2,691 

2,Il9 
8,959 

32,377 
15,984 

ReceiEts 
67,181 

22,172 
24,424 
43,049 

363,907 
149,884 
255,000 
413,100 

83,859 
11,135 
8,200 

Expenditures 
67,181 
(2,69 1) 
22,172 
22,304 
J4,090 

374,164 
133,900 
255,000 
413,100 
\02,138 
22 ,203 

8,200 
3,662 

295,210 

Balance 
June 30, 2012 

42,633 

18,278 
1l ,068 

3,662 
295 ,210 

Total State Contracts 
FEMA 

62,130 
(55,061) 

1,441 ,912 
0 

1,7 50,633 
55,061 

370,851 

Total Federal and Stale Contracts $ 7,069 $ 1,441,912 $ 1,805,694 $ 370,851 

Reconciliation to Fund Financial Statements: 
Prior Year Accounts Receivable 
Current Year Accounts Receivable 
Revenues Per Fund Financial Statements $ 

(62,130) 
370,851 

1,750,633 

See Accompanying Notes to Financial Statements 
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NASHVILLE & EASTERN RAILROAD AUTHORITY 

SCHEDULE OF SALARI ES AND FIDELITY BONDS 


OF PRINCIPAL OFFICIALS (UNAUDITED) 

JUNE 30, 20 I 2 


Offi cial Title Bond 

M ike Jermings Chai nnan $ 200,000 

Eldon Leslie Vice·Chainnan $ 200,000 

Henry Schumpf Treasurer $ 200,000 

Michael Nesbitt Secretary $ 200,000 

Val Ke lley Managing Director $ 200,000 

See Accompanying Notes To Financial Statements 
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