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IN_TRODUCTORY SECTION




Hamblen County-Morristown Solid Waste Disposal System
Roster of Officials
June 30, 2013

Board Members:
Stancil Ford, Chairman
Larry Baker, Vice-Chairman
Bill Brittain, Secretary/Treasurer
Arnold Bunch, Member
Rusty Rouse, Member
Doug Deering, Member
Bob Garrett, Member
Bill Blackburn, Member

Keith Jackson, Member




FINANCIAL SECTION




Management’s Discussion and Analysis

This section of the Hamblen County/Morristown Solid Waste Disposal System's (System)
annual financial report presents our discussion and analysis of the System's financial
performance during the fiscal year ended June 30, 2013 and 2012. This section shouid be
read in conjunction with the financial statements and accompanying notes, which foliow
this section.

The Hamblen County/Morristown Solid Waste Disposal System is a proprietary unit of the
City of Morristown and Hamblen County, Tennessee. The System was authorized by the
governing bodies of Hamblen County and the City of Morristown to operate and maintain a
solid waste disposal facility for their citizens. The System provides disposal services to
citizens as well as commercial and industrial customers located within Hamblen County.
The costs of these services are funded by monthly fees charged to users based on
tonnage of material received.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the System's
financial statements. The financial report includes three financial statements: Statement of
Net Position (Balance Sheet), Statement of Activities and Statement of Cash Flows. The
financial statements are prepared on the accrual basis of accounting. The Statement of Net
Position (Balance Sheet) includes all assets and liabilities of the System as of June 30,
2013 and 2012. The difference in the assets and liabilities is the net position or equity of
the System. The Statement of Activities reports all the revenue and expenses during the
year ended June 30, 2013 and 2012, The Statement of Cash Flows reports the cash
provided and used by operating activities as well as other cash sources and cash
payments such as investment income and capital additions. The System would like to note
that while the change in net position does report a loss, it believes that the System is
financially secure. The losses that are reported are results of reporting non-cash expenses
that are required. The System believes that a more accurate view of their financial
condition can be obtained by reviewing the Statement of Cash Flows.




Management's Discussion and Analysis

Condensed Financial Information

Condensed financia! information from the statements is as follows:

ASSETS
Current assets
Capital assets
Restricted assels
TOTAL ASSETS
LIABILITIES
Current liabilities
Other liabilities
TOTAL LIABILITIES
NET POSITION
Net investment in capital assets

Unrestricted net position

NET POSITION

OPERATING REVENUES
OPERATING EXPENSES
NET OPERATING LOSS
OTHER INCOME

CHANGE IN NET POSITION

2013

$ 3,358,392
3,051,869
544,790

6,955,151

408,058
4,655,851

5,063,809
2,890,363
(999,121)

$ 1,891,242

$ 2,036,072
2,299 480
(263,408)

51,295

$ (212,113)

2012

$ 3,609,512
2,928,825
926,733

7,085,070

114,875
4,846,840

4,961,715
2,928,825
(825.470)

$ 2,103,355

$ 2,219,492
2 840,076
(620,584)
145,955

$ (474.629)




Management's Discussion and Analysis

QOperating Revenues

Operating revenues for the current fiscal year decreased by 8.3% compared to June 30,
2012. As noted in previous reports, revenues have decreased over the years in part due to
the loss of fonnage material being diverted from the System, as well as a continued
shortfall in the industrial and manufacturing environment. In an effort to increase operating
revenues, the System approved a 16% fee increase effective July 1, 2007. The System will
look at a possible fee adjustment effective July 1, 2014. However, due to the competitive
market and the increased tax burden that may be placed on citizens, the System has been
reluctant to consider additional fee increases.

Operating Expenses

The System has aggressively monitored operating expenses in an effort to operate in a
positive balance. Following is an analysis of some accounts that have a substantial effect
on the financial statements.

Wages and Benefifs

Wages and benefits decreased during the period ending June 30, 2013, due to reduced
workforce.

Engineering Service

This line item increased due fo several projects that the System has undertaken to help
maintain the leachate collection system and also work to begin a partial closing of the
active landfill site.

Diesel

This fine item has increased due to the increased price of diesel from local providers as
well as additional machine hours during the course of the year.

Water and Sewer

The increase in this account is related to the increase in leachate management cost. As
water passes through the waste, leachate is created and then discharged into the local
sewer system. Since leachate production can be influenced by rainfall amounts, the wet
weather conditions have resulted in an increased production of leachate being
discharged to the sewer system.

Closure/Past Closure Expense

The System, working in conjunction with a certified engineer, conducted an aerial
survey in 2011. This survey was then compared to an earlier survey completed in 2007.
Based upon the two surveys, the System is projecting a final fill date of October 2023.
Based upon previous models for landfill capacity and projected closure and post-
closure cost, the System was required to record a cost of $402,724 for the period
ending June 30, 2012.




Management's Discussion and Analysis

Unrealized Loss on Securities

The System recorded a decrease in the fair value of investments of $133,634 for the period
ending June 30, 2012 due to overall decrease in the investment market. At the time of
purchase, these investments met the investment guidelines that the System had in place.

lssue under Investigation
The State of Tennessee, Compitroller of the Treasury has conducted an investigation of
selected records of the System. However, the results of that investigation have not

currently been officially released.

Contacting the System's Financial Management

The financial report is designed to provide a general overview of the System’s finances for
all those with an interest in the System's finances. If you have questions about this report
or need additional financial information, contact the System's office at P. O. Box 2108,
Morristown, Tennessee, 37816.




CrRAINE, ToomprsoN & JoNEs, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
225 WEST FIRST NORTH STREET
P.C, Box 1778
SUITE 300, MILLENNIUM SQUARE
MORRISTOWN, TENNESSEE 37816-1779
A23-886-7650

INDEPENDENT AUDITOR'S REPORT

Board of Commissioners
Hambien County-Morristown Solid Waste Disposal System
Marristown, Tennessee 37814

Report on the Financial Statements

We have audited the accompanying financial statements of Hamblen County-Morristown Solid Waste Disposal
System as of June 30, 2013 and 2012, which collectively comprise the Systemy’s basic financial statements as listed
in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation,
and maintenance of internal control relevant fo the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial

statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit

opinions.
JAMES W. CRAINE, CPA H H.J CPA
GLENN B. THOMPSON, CPA TERR:RQMW|;;3‘:-EE§, CPA
. 3 *

MIRA J. CRAINE, CPA




Board of Commissioners 7

Opinions

in our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of Hamblen County-Morristown Solid Waste Disposal System as of June 30, 2013 and 2012, and the results of its
operations, changes in financial position, and cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's discussion
and analysis on pages 2 thru 5 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 for consistency with
management's responses to our inquiries, the basic financial statements, and other knowledge obtained during our
audit of the financial statements. We do not express an opinion or provide any other assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any

assurance.
Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a report dated January 9, 2015, on our
consideration of Hamblen County-Morristown Solid Waste Disposal System's internal conirol 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 over internal control and financial reporting
and compliance and the results of that testing and not to provide an opinion on the internal controt over financial
reporting or on compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering Hamblen County-Morristown Solid Waste Disposal System'’s internal control over

financial reporting and compliance.

C/Lﬂ-w‘k, \ﬂjmwro,mv AR JPa C,

January 9, 2015




Hamblen County-Morristown Solid Waste Disposal System
Statement of Net Position
June 30, 2013 and 2012

Assets

Current assets:
Cash and cash equivalents
Accounts receivable
Accounts receivable - other
Investment in corporate bonds

Total current assets

Capital assets (net of accumulated depreciation).
Land
Land improvements
Rental property
Building and improvements
Office machines and equipment
Other machinery and equipment

Restricted assets:
Closure/postciosure investments

Total assets

The accompanying notes are an integral part of these statements.

2013 2012
$ 3,083,136 $ 3,141,397
206,418 215,170
58,838 -
- 252,945
3,358,392 3,609,512
822,267 822,267
561,183 662,656
306,756 320,452
260,055 290,231
1,011 414
1,100,697 832,805
544,790 526,733
$ 6,955,151 $ 7,086,070




Hamblen County-Morristown Solid Waste Disposal System
Statement of Net Position
June 30, 2013 and 2012

Liabilities

Current liabllities:
Accounts payable
Payroli deductions payable
Accrued leave
Due to other governments
Notes and bonds payable

Total current liabilities
Long-term liabilities:
Bonds payable

Notes payable
Closure/postclosure cost

Total long-term liabilities
‘Total liabilities
Net position

Net investment in capital assets
Unrestricted net position

Total net position

The accompanying notes are an integral part of these statements.

2013 2012
$ 206,444 $ 81,561
4,918 (3,410)
14,207 15,841
20,883 20,883
161,606 ]
408,058 114,875
4,655,851 4,846,840
4,655,851 4,846,840
5,063,000 4,961,715
2,890,363 2,928,825
(999,121) (825,470)

$ 1,801,242 $ 2,103,355




Hamblen County-Morristown Solid Waste Disposal System
Statement of Revenue, Expenses, and Changes in Net Position

For the Year Ended June 30, 2013 and 2012

Operating revenues:
Refuse disposal charges
Sale of materials and supplies

Total operating income

Operating expenses:
Supervisor/direcior
Laborers
Board and committee member fees
Social security
Retirement
Empioyee insurance
Advertising
Audit services
Communications
Freight expense
Maintenance and repair service building
Maintenance and repair service equipment
Engineering services
Postal charges
Prinfing, stationery, forms
Rentals
Travel
Permits and licenses
Other contracted services
Crushed stone
Custodial supplies
Diesel fuel
Drugs and medical supplies
Electricity
Equipment and machinery parts
Fertilizer, lime, chemicals and seed

The accompanying notes are an integral part of these statements.

10

2013 2012

$ 2,012,659 $ 2,206,132

23,413 13,360
2,036,072 2,219,402
84,562 81,120
448,899 460,916
15,800 15,800
38,500 41,454
61,987 62,434
154,310 128,035
492 311
5,800 7,825
6,300 8,503
892 1,360
671 1,818
78,391 88,085
80,341 68,860
108 520
2,671 2,463
76,898 25,029
9,004 12,221
18,000 18,000
107,888 153,432
123,555 88,709
657 515
111,517 106,179
279 397
67,293 68,618
32,788 21,322
1,318 -




Hamblen County-Morristown Solid Waste System
Statement of Revenue, Expenses, and Changes in Net Position
For the Years Ended June 30, 2013 and 2012

2013 2012
Operating expenses {continued):
Garage supplies $ 2,388 $ 4,179
Gasoline supplies 3,517 3,265
Lubricants 12,627 28,047
Office supplies 2,350 1,985
Small fools 1,108 -
Wire 21,109 34,384
Tires and tubes 29,637 12,0656
Closure/postclosure expense - 402,724
Uniforms 3,669 2,691
Water and sewer 127,316 85,667
Other supplies and materials 2,973 2,353
Liability insurance 16,610 32,498
Vehicle and equipment insurance 18,041 22,259
Workmen's compensation insurance 50,757 32,441
Depreciation and amortization 338,781 544,638
Other charges 20,626 14,746
Disposal of C&D material 43,737 87,470
Surcharge 75,236 82,848
Totat operating expenses 2,298,480 2,840,076
Net operating income (loss) {263,408) {620,584)
Other income or (expense).
Interest earned 51,295 171,109
Interest on honds - (25,154)
Total other income or (expense) 51,295 145,955
Net income (loss) (212,113) {(474,629)
Net increase (decrease} in the fair value of investments - (133,634)
Net position, beginning 2,103,355 2,711,618
Net pasition, ending $ 1,891,242 $ 2,103,355

The accompanying notes are an integral part of these statements.




Hamblen County-Morristown Solid Waste Disposal System
Statement of Cash Flows

Increase (Decrease) in Cash and Cash Equivalents

For the Years Ended June 30, 2013 and 2012

12

2013 2012
Cash flows from operating activities:
Receipts from customers and users $ 2,044,823 $ 2,347,161
Payments to suppliers (1,302,355) (1,834,963)
Payments to employees (533,461) (542,038)
Other receipts (payments) {243,132} 494,051
Net cash (used by) provided by operating activities (34,125) 464,213
Cash flows from non-capital financing aciivities:
Transfers between restricted account and operating account (18,057} 88,862
Cash flows from capital and related financing activities:
Proceeds received from issuance of short-term debt 242 410 -
Acquisition of capital assets {461,926) (270,487)
Principal paid on notes and bonds (80,803) {(495,000)
interest paid on notes and bonds - {25,154)
Net cash used for capital and relating financing (300,319) {790,641)
activities
Cash flows from investing activities:
Redemption of bonds 252,945 36,363
Interest from cash management activities 51,206 171,109
Net cash provided by investing activities 304,240 207,472
Net increase or (decrease) in cash and cash equivalents {48,261) (30,094)
Cash and cash equivalents at beginning of year 3,141,397 3,171,491
Cash at end of year $ 3,003,138 $ 3,141,387
Consisting of:
Cash in bank $ 3,003,136 $ 3,141,397

The accompanying notes are an integral part of these statements.




Hamblen County-Morristown Solid Waste Disposal System
Statement of Cash Flows

Increase (Decrease) in Cash and Cash Equivalents

For the Years Ended June 30, 2013 and 2012

Summary of cash and cash equivalents at end of year.
Cash - non-interest bearing
Cash - interest bearing

Total

Adjustments to reconcile operating income (loss) to net
cash (used for) provided by operating activities:
Net operating ioss
Adjustments to reconcile net income (loss) to net cash (used for)
provided by operating activities:
Depreciation and amortization
Changes in assets and liabilities:
Decrease (increase) in receivables
increase (decrease) in accounts payable
increase {decrease) in due to other governments
Increase (decrease) in accrued leave
Increase (decrease) in payroll deductions payable
Increase (decrease) in liability for closure/postciosure

Net cash (used for) provided by operating activities

The accompanying notes are an integral part of these statements.

2013 2012

$ - $ -
3,093,136 3,141,397
$ 3,093,136 3 3,141,397
$ (263408) $ (620,584)
338,781 544,638
(50,086) 127,669
124,883 39,073
(1,834) (4,308)
8,328 (4,619)
(190,989) 382,344
$  (34,125) § 464,213

13




Hamblen County-Morristown Solid Waste Disposal System 14
Notes to Financial Statements
June 30, 2013

NOTE 1 - GENERAL INFORMATION

The Hamblen County-Morristown Solid Waste Disposal System is a joint venture created by Hamblen County and the
City of Morristown to operate a single baling and waste disposal system.

The financial statemenis of the Hamblen County-Morristown Solid Waste Disposal System are presented in
conformity with GASB standards.

Certain amounts in the 2012 financial statements have been reclassified to conform to 2013 presentation.

The System uses an enterprise fund to account for its operations. The intent of the governing body is that the cosis
of providing service to the public be recovered through fees paid by Hamblen County, the City of Morristown and local
industry for the disposat of waste.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The System uses the accrual basis of accounting wherein revenues are recorded in the period the service is provided
and expenses are reported in the period incurred.

Deposils and Investments

As of June 30, 2013, the System had investments of $ 2,152,677 in certificates of deposit, FDIC insured accounts,
guaranteed annuities and government securities at Morgan Stanley bearing an approximate rate of .82%; $ 770,048
at First Tennessee Bank bearing an approximate rate of .90%. The System also had $ 543,544 postclosure
investment in ceriificates of deposits held by Jefferson Federal Bank earning a rate of .40% and $ 1,246 at Capital
Bank earning a rate of .10%.

investments for the System are reported at fair value. The System has recorded a realized loss of $127,884 and an
unrealized loss of $5,750 for the year ended June 30, 2012. The loss was due to the devaluation of CitiGroup bonds
held by the System that were called during the 2012 fiscal year.

Interest rate risk
The System manages its exposure to declines in fair values by staggering the maturity of its investments and limiting

any one investment to no longer than a five year maturity.

Credit risk
State law limits investments in commercial paper and corporate bonds to the top two ratings issued by nationally
recognized statistical rating organizations (NRSROs). 1t is the System's policy to limit its investments in these types to

the top two rafings issued by NRSROs.

Concentration of credit risk
‘The System maintains a balanced portfolio of certificates of deposit, guaranteed annuities, and im_/estment grade

bonds.
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Custodial credit risk — deposits
In the case of deposits, this is the risk that in the event of a bank failure, the System’s deposits may not be returned to
it. As of June 30, 2013, all deposits were collateralized with securities held by the pledging financial institution in the
System's name.

Custodial credit risk — investments
For an investment, this is the risk that, in the event of the failure of the counterparty, the System will not be able to
recover the value of its investments or collateral securities that are in the possession of an outside party. The System

feels it has no exposure in this area due fo its type of investments.

Cash equivalents — For purposes of the statement of cash flows, the System considers all highly liquid investments
(including restricted assets) with a maturity of three months or less when purchased to be cash equivalents. At June
30, 2013 and 2012, the System's deposits in financial institutions were entirely insured or collateralized with securities
held by the Sysitem's agent in the System’s name.

Capital Assefs

Depreciation is calculated based on the following estimates:

Equipment contributed by participants SL 5 yrs.
All other equiprment SL 10 yrs.
Building SL 31.5yrs.
Phase Il landfill St 13 yrs.

Capital asset activity for the year ending June 30, 2013, was as follows:

CAPITAL ASSETS
Balance Balance
July 1, June 30,
2012 Additions Reductions 2013
Capital assets, hot being depreciated:
Land $ 822,267 3 - $ - 5 822,267
Capital assets being depreciated:
Land improvements 8,722,500 8,722,500
Rental property 341,978 341,878
Building and improvements 935,003 935,003
Furniture and fixtures 5,693 5,593
Office machines and equipment 47,085 47,085
Other machinery and equipment 4,228 444 478,112 4,707 556
14,281,613 478,112 - 14,759,725
Less accumulated depreciation for:
Land improvemants $ 8,059,844 $ 101,473 § 8,161,317
Rental property 21,526 13,697 $ 35,223
Building and improvements 644,772 30,177 $ 674,949
Furniture and fixtures 5,593 - $ 5,603
Office machines and equipment 46,683 205 $ 46,888
Other machinery and equipment 3,395,638 193,462 3,590,100
Total 12,175,056 338,014 - 12,514,070

Capital assets being depreciated $ 2,108,557 $ 139,098 $ - $ 2,245,855
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Capital asset activity for the year ended June 30, 2012, was as follows:

CAPITAL ASSETS
Balance Balance
July 1, June 30,
2011 Additions Reductions 2012
Capital assets, not being depreciated: .
Land 3 813,368 $ 8,808 $ - $ 822,267
Capital assets being depreciated:
{and improvements 8,722,500 8,722,500
Rental property 245,109 96,869 341,978
Building and improvements 935,003 935,003
Furniture and fixtures 5,593 5,593
Office machines and equipment 47,095 47,095
Other machinery and equipment 4,064,724 164,720 4,220,444
14,020,024 261,589 - 14,281,613
Less accumulated depreciation for:
Land improvements $ 7,772,387 $ 287,457 8,059,844
Renta! properiy 9,680 11,846 21,526
Building and improvements 614,596 30,176 644,772
Furniture and fixtures 5,583 5,683
Office machines and equipment 46,452 231 46,683
Other machinery and equipment 3,199,978 196,660 3,396,638
Total 11,648,686 526,370 ' - 12,175,058
Capital assets being depreciated $ 2,371,338 $ (264,781) 8 - $ 2,106,557

Equipment donated by Hamblen County and the City of Morristown amounted to $303,156. Land donated by
these entities is valued at $143,870. The total of these assets, $447,026, is included in the equity section of the
balance sheet as “net investment in capital assets” in the total of $506,960. The remaining amount of $58,934
represents initial costs paid by the two entities when the Authority was formed.

Private-sector standards of accounting and financial reporting issued prior fo December 1, 1989, generally are
followed fo the extent that those standards do not conflict with or contradict guidance of the Governmental Accounting
Standards Board. Governments also have the option of following subsequent private-sector guidance for their
business-type activities and enterprise funds, subject to the same fimitation. The System has elected not fo follow

subsequent private-sector guidance.

Use of Estimates

The preparation of financial statements in conformance with generally accepted accounting principles reguires
management to make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly,
actual results may differ from those estimates. The useful lives of the fixed assets and the life of the landfill are such

estimates.
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Fiscal Year-End

The System operates on a fiscal year ending June 30. All references in these notes refer to the fiscal year-end unless
otherwise specified.

Net Position

Net investment in capital assets — This component of net position consists of capital assets, net of accumuiated
depreciation, 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.

Unrestricted — This component of net position is the amount of the assets, deferred outflows of resources, liabilities
and deferred inflows of resources that are not included in the determination of net investment in capital assets or the
restricted component of net position.

Deferred Qutflows/inflows of Resources

In addition to assets, the Statement of Net Position will sometimes report a separate section for deferred outflows of
resources. This separate financial statement element, deferred oufflow of resources, represents a consumption of
net position that applies to a future period(s) and so will not be recognized as an outflow of resources (expense) untit
then. The System does not have any items that qualify for reporting in this category.

in addition to liabilities, the Statement of Net Position will somefimes report a separate section for deferred inflows of
resources. This separate financial statement element, deferred inflow of resources, represents an acquisition of net
position that applies to a future period(s), and so will not be recognized as an inflow of resources (revenue} until that
time. The System does not have any items that qualify for reporting in this category.

Note 3 — PENSION FUND DISCLOSURES

Pian Description

Employees of Hamblen County-Morristown Solid Waste Disposal System are members of the Political Subdivision
Pension Plan (PSPP), an agent multiple-employer defined benefit pension plan administered by the Tennessee
Consolidated Retirement System (TCRS). TCRS provides retirement benefits as well as death and disability benefits.
Benefits are determined by a formula using the member's high five-year average salary and years of service.
Members become eligible to refire at the age of 60 with five years of service or at any age with 30 years of service. A
reduced retirement benefit is available to vested members at the age of 55. Disability benefits are available to active
members with five years of service who became disabled and cannot engage in gainful employment. There is no
service requirement for disability that is the result of an accident or injury occurring while the member was in the
performance of duty. Members joining the system after July 1, 1979, become vested after five years of service and
members joining prior to July 1, 1979, were vested after four years of service. Benefit provisions are established in
state statute found in Title 8, Chapter 34-37 of the Tennessee Code Annotated (TCA). State statutes are amended by
the Tennessee General Assembly. Political subdivisions such as Hamblen County-Morristown Solid Waste Disposal
System participate in the TCRS as individual entities and are liable for all costs associated with the operation and
administration of their plan. Benefit improvements are not applicable to a political subdivision unless approved by the
chief governing body.

The TCRS issues a publicly availabie financial report that includes financial statements and required supptementary
information for the PSPP. That report may be obtained by writing to Tennessee Treasury Department, Consolidated
Retirement System, 10th Floor Andrew Jackson Building, Nashville, TN 37243-0230 or can be accessed at
hitp:/fwww.th.govitreasuryfcrs/PS/,
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Funding Policy

Hamblen County-Morristown Solid Waste Disposal System requires employees to contribute 5.0 percent of earnable
compensation.

Hamblen County-Morristown Solid Waste Disposal System is required to contribute at an actuarially determined rate;
the rate for the fiscal year ending June 30, 2012, was 12.68% of annual covered payroll. The contribution requirement
of plan members is set by state statute. The contribution requirement for Hamblen County-Morristown Solid Wasts
Disposal System is established and may be amended by the TCRS Board of Trustees.

Annual Pension Cost

For the year ending June 30, 2013, Hamblen County-Morristown Sofid Waste Disposal System'’s annual pension cost
of $62,686 to TCRS was equal to Hamblen County-Morristown Solid Waste Disposal System's required and actual
contributions. The required contribution was determined as part of the July 1, 2011 actuarial vaiuation using the
frozen entry age actuarial cost method. Significant actuarial assumptions used the valuation include (a) rate of return
on investment of present and future assets of 7.5 percent a year compounded annually, {b) projected 3.0 percent
annual rate of inflation, (c) projected salary increases of 4.75 percent (graded) annual rate (no expiicit assumption is
made regarding the portion attributable to the effects of inflation on salaries), (d) projected 3.5 percent annual
increase in the Social Security wage base, and () projected post retirement increases of 2.5 percent annually. The
actuarial value of assets was determined using techniques that smooth the effect of short-term volatility in the market
value of total investments over a ten-year period. Hamblen County-Morristown Solid Waste Disposal System's
unfunded actuarial accrued liability is being amortized as a level dollar amount on a closed basis. The remaining
amortization period at July 1, 2011, was 8 years. An actuarial valuation was performed as of July 1, 2011, which

established contribution rates effective July 1, 2012,

TREND INFORMATION
Annuai Percentage Net
Fiscal Year Pension of APC Pension
Ending Cost (APC) Contributed Obligation
June 30, 2013 3 62,686 100.00% $ -
June 30, 2012 $ 62,549 100.00% $ -
June 30, 2011 $ 65,867 100.00% $ -

Funded Status and Funding Progress

As of July 1, 2011, the most recent actuarial valuation date, the plan was 82.74% funded. The actuarial accrusd
fiability for benefits was $1.82 million, and the actuarial value of assets was $1.50 million, resulting in an unfunded
actuarial accrued liability (UAAL) of $0.31 million. The covered payroll (annual payroll of active employees covered by
the plan) was $.49 million, and the ratio of the UAAL to the covered payroll was 63.59%.

The schedules of funding progress, presented as required supplementary information (RSI) following the notes to the
financial statements, present multiyear trend information about whether the actuarial values of pian assets are

increasing or decreasing over time relative fo the AALs for benefits.




Required Supplementary Information

Schedule of Funding Progress for Hamblen County-Morristown Solid Waste System, 88441

{Doliar amounts in thousands)

Actuarial
Accrued , UAAL as
Actuarial Liability Unfunded Percentage
. Actuarial Value of (AAL) AAL Funded Covered of Covered
Valuation Plan Asets -Entry Age {UAAL Ratio Payroli Payroll
Date (a) {b) (b)-{a) {alb) () {b-alc)
July 1, 2011 $ 1503 % 1816 $ 313 82.74% $ 493 63.59%
July 1, 2008 $ 1,251 $ 1,360 & 109 91.99% §& 526 20.70%
July 1, 2007 $ 1008 $ 1,132 § 123 89.13% $ 438 28.08%

Post-Refirement Benefits

In addition to the retirement commitments described above, the System pr
in accordance with contract provisions, to all employees who retir
years of service or 30 years of service untit age 65. Currently,

e from the
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ovides postretirement heaith care benefits,
System on or after age 55 with at least 10
3 retirees meet those eligibility requirements. The

System pays 85 percent of medical premiums and 100 percent of dental and vision premiums to retirees and their
$5,166 for the retiree and $5,359 for

dependents. The average annual medical, dental and vision premiums are

eligible spouses.

GASB 45 DISCLOSURE

A. Annual OPEB Cost and net OPEB Obligations

Annual Required Contributions (ARC)
Interest on net OPEB Obligation

Adjustment to ARC

Annual OPEB cost (Expense)

Contribution made (assumed middle of year)*
Increase in net OPEB Obligation

Net OPEB Obligation - beginning of year

Net OPEB Obligation - end of year

NGO h LN

7Mi2012-  7MNM3- TII2014
6/30/2013 6/30/2014 6/30/2015

$ 16,969 17,342 § 17,864
268 218 129
{608) (557) {366)

16,620 17,008 17,627
(17.643)  (19,219) (11,359)

(1,023) _ (2,216) 6,268
6,475 5452 3,236

5,462 3,236 9,604

*Contribution made was assumed to equal Expected Benefit Payments
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The annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and the net OPEB obligation for
fiscal years 2013/2014/2015 are as follows:

Fiscal % of Annual Net
Year Annual OPEB Cost OPEB Covered  OPEB Cost
Ending QPEB Cost Contributed  Obligation Payrol! % of Pay
6/30/2013 $ 16,620 108.2% $ 5452 $435,533 3.82%
6/30/2014 $ 17,003 113.0% $ 3,236 $446,421 3.81%
6/30/2015 $ 17,626 64.4% $ 9,604 $457 582 3.85%
B. Funded Status and Funding Progress
Actuartal UAAL as
' Actuarial Accrued Unfunded Percentage
Actuarial Value of Liability AAL Funded Covered of Covered
Valuation Plan Assets (AAL) (UAAL Ratio Payroll Payroll
Date {a) {b) {b)-(a) (alb) {c) (h-alc)
July 1, 2007 $ - $ 253959 § 253,959 0.00% NIA NIA
July 1, 2008 $ - $ 217687 § 217,687 0.00% & 427,378 50.94%
July 1, 2012 $ - $ 118,080 $ 118,080 0.00% $ 435533 27.11%
C. Methods and Assumptions
-Funding interest Rate 4.00%
-2009 Medical Trend Rate 9.00%
-Ultimate Trend Rate 5.00%
-Year ultimate trend rate reached 2016
-Actuarial Cost Methed Entry Age Normal
-The remaining amortization period at 6/30/13 10.97

Compensated Absences
The System's compensated absences policy s as follows:

1)  Sick leave - accumulated at the rate of 1 day per month. The number of days that may be accumulated is
unlimited and may be applied toward early retirement. Otherwise, unused leave is jost.

2)  Annual leave - accumulated as follows:

0- b years - 5/6 day per month
5-40years - 1 day permonth
10-15years - 1 1/4 day per month
1520 years - 1 3/4 day per month

Over 20 years - 1 3/4 day per month

A maximum of 42 days may be accumulated. Annual leave is vested after an individual has been employed for
one year.

At June 30, 2013 and 2012, the System's liabiiity for accumulated leave was $14,207, and $15,841, respectively.
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NCTE 4 - CLOSURE AND POSTCLOSURE CARE COST

State and federal laws and regulations require the System to place a final cover on its Sublett Road landfill site when
it stops accepting waste and to perform certain maintenance and monitoring functions at the site for thirty years after
closure. Although closure and postclosure care costs will be paid only near or after the date that the landfill stops
accepling waste, the System reports a portion of these closure and postclosure care costs as an operating expense
in each period based on landfill capacity used as each balance sheet date. The $ 4,655,851 reported as landfill
closure and postclosure care liability at June 30, 2013, represents the cumulative amount reported to date based on
the use of 100% of the estimated capacity of Phase | of the landfill and on the use of 74% Phase Il of the landfil
based upon a study conducted in 2013. The System will recognize the remaining estimated cost of closure and
postclosure care of $7,057,098 for Modules A and B Class D liner and $43,954,618 for Phase Hi as the remaining
estimated capacity is filled. These amounts are based on what it would cost to perform all closure and postclosure
care in 1996. Adjusied by inflation of 3.50% per year, the Authority closed Phase | in 1996 and Phase li in the year
2019. Actual cost may be higher due to inflation, changes in technology, or changes in regulations.

The City of Morristown and the County of Hamblen have pledged to operate the System and perform closure of the

facility in accordance with all requirements of the permit and any closure/postclosure plan, as such plan and permit
may be amended, and pursuant to all applicable laws, statutes, rules and regulations.

NOTE 5 - RISK MANAGEMENT AND LITIGATION

The System is exposed to various risks of losses related to torts; theft of, damage to, and destruction of assets; errors
and omissions; injuries to employees, and natural disasters. The System is insured through Strate insurance Group.
The System’s attorney has advised there was one assessment issued by the Tennessee Department of Environment
and Conservation on March 12, 2013, relative to alleged deficiencies regarding operation of the Landfill. The possible
assessment or fine has not been levied and may be avoided all together. The System is the defendant in one lawsuit.
Although the outcome of this tawsuit is not presently determinable, in the opinion of the System’s counsel, the
resolution of this matter will not have a material effect on the financial condition of the System. There have been no
settlements in excess of insurance coverage in any of the prior three fiscal years. Discrepancies in the former
director's books and accounting have been referred to the TBI and Attorney General's office. These matters are
confidential and there is no further information available to the System'’s counsel.

NOTE 6 — COMMITMENTS

On April 22, 2010, the System entered into a contract with Montauk Energy Capital, LLC for the purpose of the fandfil
gas-to-energy project at the Landfill. Landfill gas will be collected and converted to energy. The System will receive
monthly royalty payments as set out in the contract once the collection system and flare transfer are complete. The
project was expected to be completed before the end of 2011. The coniract and potential project has been
abandoned.
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CRAINE, THOMPSON & JONES, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
225 WEST FIRST NORTH STREET
P.O. BoxX 1779
SUITE 300, MILLENNIUM SQUARE
MORRISTOWN, TENNESSEE 37816-1779
423-586-7650

GOVERNMENT AUDITING STANDARDS REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS

Board of Commissioners
Hamblen County-Morristown Solid Waste Disposal System
Moerristown, Tennessee

i
We have audited, in accordance with the 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, the financial statements of Hamblen County-Morristown Solid Waste Disposal System
as of and for the year ended June 30, 2013, and 2012, which collectively comprise the System’s basic financial
statements and have issued our report thereon dated January 9, 2015.

Internal Control Over Financlal Reporting

In planning and performing our audit of the financial statements, we considered Hamblen County-Morristown Solid
Waste Disposal System’s internal control over financial reporting (internal control) to determine the audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinions on the financial staterments, but
not for the purpose of expressing an opinion on the effectiveness of the System's internal control. Accordingly, we do
not express an opinion on the effectiveness of the System’s internal control.

A deficiency in internal control exists when the design or operation of a coniro! 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. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough to
merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph and would not
necessarily identify all deficiencies in internal controf that might be deficiencies, material weaknesses or significant
deficiencies. Given these limitations, during our audit we did identify deficiencies in internal control that we consider
to be material weaknesses. However, material weaknesses may exist that have not been identified.

JAMES W. CRAINE, CPA
GLENN B, THOMPSON, CPA
MIRA J, CRAINE, CPA

HiraM H. JONES, CPA
TERRY M. WINSTEAD, CPA
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Hamblen County-Morristown Solid Waste Disposal
System's financial statements are free of material misstatement, we performed tests of its compliance with certain
provisions of taws, 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 disciosed instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

2013-1 Failure to adeguately separate financial duties — The System officials failed to ensure that employee
responsibilities were adequately separated. Allowing one employee complete control over a transaction from
heginning to end increases risk of fraud.

Recommendation — To reduce risk of undetected errors or fraud, System officials should ensure that no one
employee has complete control of a financial transaction. The System’s board should provide for increased
oversight when appropriate.

Management’s Response {Members of the Solid Waste Board) — We concur with the finding. The board has
taken necessary steps to ensure that duties are adequately segregated. To accomplish proper segregation of
duties, the board has contracted with a public accounting firm to maintain the accounting records.

2013-2 Failure to oversee, monitor, and establish policies related to credit card — Members of the System’s
board failed to oversee, monitor, or establish policies related to a credif card issued in the System’s narme.
Accounting standards provide that internal controls be designed to give reasonable assurance of the reliability

of financial reporting and of the effectiveness and efficiency of operations.

Recommendation — When system officials obtain credit, debit, or charge cards in the name of the System,
members of the board must take steps to oversee adequately the use of those cards including adequate
docurnentation is on file and addressing custody and safekeeping of the card.

Management’s Response {Members of the Solid Waste Board) — We concur with the finding. Should the
Board determine that a credit card is a necessity in the future, we will establish policies and procedures that clearly
identify the transactions that are permissible and addresses the custody and safekeeping of the card. Additionally,
internal controls will ensure that all charges are properly supported and documented.

FYE 6-30-12

2012-1 Funds Not Being Deposited Within Three Business Days — All funds are being receipted, but they are

not being deposited within three business days.
This condition still existed at June 30, 2013.

The System'’s responses to the findings identified in our audit are described above. We did not audit the System’s
responses, and, accordingly, we express no opinion on them.
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Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
result of that testing, and not to provide an opinion on the effectiveness of the entity's controf or on compliance. This
report is an integral part of an audit performed in accordance with Government Auditing Standards in considering the
entity’s control and compliance. Accordingly, this communication is not suitable for any other purpose.

Chanie, Mtugon. § Qwo, 7C.

Morristown, Tennessee
January 8, 2015
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