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INDEPENDENT AUDITORS' REPORT 

To the Board of Directors 
Nashville & Eastern Railroad Authority 

Report on the Financial Statements 

We have audited the accompanying financial statements of the governmental activIties and the major lund of 
Nashville & Eastern Railroad Authority, as of and for the year ended June 30, 2014, and the related nOles to the 
financial statements, which collectively comprise the Nashville & Eastern Railroad Authori ty's basic financial 
statements as li sled 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 rele,vant to 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 accepled in the United Stales of America and the slandards 
applicable to financi al audits contained in Government Auditing Standards, issued by the Comptroller General of 
the United Stales . Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial slatements 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 th e auditor's judgment, including th e 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 stalements in order to design audil procedures thal are appropriate in the circumstances, but not for th e 
purpose of expressing an opinion on the effectiveness of the entlty's internal controt . 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 evaluElting th e overall 
presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate \0 provide a basis for our audit 
opinions. 

Opinions 

In our opinion , the financiat statements referred to above present fairly. in all material resp ects, the respeclive 
financial poSition of the governmental aclivities and the major fund of the Nashville & Eastern Railroad Authority, 
as of June 30, 2014, and th e re spective changes in financial position thereof for the year Ihen ended in 
accordance with accounling principles general1y accepted in the United Slates of America . 

Ofher Matters 

Required Supplemenfary In(ormo/ion 

Accounting principles generally accepled in the United Stales of Amenca require that the m<l nagemeni's 
discussion and analysis pages 5-8 be presented 10 supplement the basic financial statements. Such information, 
although not a part of the basic financial statements, is required by th e Governmental Accounting Standards 
Soard, 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 th e United 
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States of America, which consisted of inquiries of management about the methods of prepanng the information 
and comparing the information for consistency with management's responses to our inquiries, Ihe 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 th e limited procedures do not provide us 
with sufficient evidence to express an opinion or provide any assurance. 

Other Information 

OUf audit wa s conducted for the purpose of forming opinions on the financial statements that collectively comprise 
the Nashville & Eastern Railroad Authority's basic finan cial statements. The Schedule of State 8.. Federal Contract 
Expenditures and Schedule of Fidelity Bonds of PrinCipal Officials are presented for purposes of additional 
analysis and are not a required part of the basic financia l statements. 

The schedule of state and fed eral contract expenditures is the responsibility of management and was derived 
from and relates direcll y to the underlying accounting and other records used to prepare the basic financia l 
sta tements . Such information has been subiected to the audi ting procedures applied in the aud it of the basic 
finan cial statements and certain additional procedures , including comparing and reconciling such information 
directly to the underlying accounting and other records used to prepare Ihe basic financia l statements or to the 
basic financial statements themselves, and olher addi tiona l procedures in accordance with auditing standards 
generally accepted in the United States of America. In our opinion, the schedule o f slate and federal contract 
expend itures is fairly stated in all material respects in relation to the basic financial statemf'!n ls as a whole. 

The schedule of fidelity bonds of principal officials have not been subjected to the auditing procedures applied in 
the audit of the basic financia l statements and, accordingly, we do not express an opinion or provide any 
assurance on il. 

Other Reporting Required by Government Auditing Standards 

tn accordance with Government Auditing Standards, we have also issued our report dated April 16, 2015, on our 
consideration of the Nashville & Eastern Rai lroad Authority's internal control over financial reporting and on our 
tests of its compliance with certain proviSions of laws, regulations. contracls, and grant agreements and other 
matters. The purpose of thaI report is to describe th e scope of our lesting of intern al control over fin ancial 
reporting and compliance and the results of that testing, and not 10 provide an opinion on internal control over 
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with 
Government Auditing Standarris in considering Nashville & Eastern Railroad Authorily's internal control over 
financial reporting and compliance. 

,~11~~~~ 
l ebanon, TN 
April 16, 2015 
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Managemen t's Discussion and Ana lysis 

This section of the Nashvill e & Eas tern Railroad Author ity's (the Authority) audited financ ial 
statements presents our discuss ion and analysis of the Organizati on's financial perform3llce 
during the fiscal year that ended on June 30, 2014. Please read it in conjuncti on with the 
financ ial s tatements , which follow this section. 

Fina ncia l Highlights 

The Organi zat ion 's net position decreased $ 1,049, 110 over the course of this year's ope rations 

caused by the Class 1 railroad industry filing a discrimination Jawsuit against the State of 

Tennessee. 


The TelUlessee Shortline system of 800 plus miles serves 35 Ou l of95 Counties plus small 10 

medium size urban areas. The 800 miles generates a wide economic footprint developing the 

induslIiallandscape that brings jobs to Tennessee. 


The change in net pos ition is a 2.60 % decrease from the fiscal yea r ended Ju ne 30, 20 13. 


The tota l cost o flhe Organization 's expendi tu res in 20 14 increased 2.69% from the fiscal year 

ended June 30, 20 13. Balances of cash increased $ 120,065 during the fi scal year ended June JO, 

20 14. 


Overview of the Financial Statements 


This annual repo rt consists of three parts - management's discussion and analysi s (this section), 

the basic financ ial statements, and required.supplementary in formation. The basic financ ia l 

sta tements include two k inds of statements that present d iffere nt views of the Nashv ille & 

Eastem Railroad Authority: 


The first two statements are govenunent-wide financia l statements that pro vide both long-Ierm 

and short-tenn information abO\.lt the Authority's overall financial status. 


The remai ning statements are fund financial statemeots that focus on indi vidual parts of the 

govenunetlt , reporting the Authority's operations in more detail than the government-wide 

statements. The governmental funds statements tell how general government services were 

fmanced in the short term as well as wha t remains for future spending. 


Tbe fi nancial s tatements also include notes that explain some of the info rmat ion in the tinanc ial 

statements and prov ide more detailed data. The statements are fo llowed hy a section of required 

supplementary information that further exp lains and supports the information in the financial 

statements. 
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Government-wide Statem ents 

The government wide sta tements report information about tbe Nashville & Eastern Ra ilroad 
Authority as a whole using accounting methods s imilar to those lIsed by private-sector 
companies. The statement of nel pos ition includes aJI of the govemment 's assets and liabili ties. 
All of (he current yea r's revenues and expenses are accounted for in the statement o f activi ties 
regardless of when cash is received or paid. The two govemmeill -wide statements report the 
Authori ty's net position and how they have changed. Net position - 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 Authorjty's net position are an indicator of whether its 
financial health is improving or dete ri orating, respectivel y. 
To assess the overall health of the Authority you need to consider additional non-fLnancial 
factors. 

Fund Financial Stalemenls 

The fund financial statements provi,de more deta iled information abou t the Authority'S most 

sign,i ficant funds - not the Authori ty as a whole. Funds are accounting devices that the Authority 

uses to keep track of specific sources of funding 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 proped y using taxes. 


The Nashville & Easte rn Ra ilroad AUibori ty has onl y one kind of fund : 


I. 	 Governmenta l funds - Most basic services are included in governmental fund s, which 
focus on ( I) how cash and olber financial asseLS that can readily be con verted (0 cash 
flo w in and out and (2) the balances left at year-end that are avai lable fo r spendin g. 
Consequently. the governmental funds statements provide a detailed short-term view that 
helps you determine whether there are more Or [ewer fin ancial resources that can be spent 
in the ncar future to finance programs. Since the government-wide focus includes the 
long-term view, comparisons between these two perspectives may provide insight into 
tl1e long-tenn impact of short-tenn financing deci sions. Both the govemmental fund 
balance sheet and the governmenta l fund statement of revenues, expenditures, and 
changes in fund balances provide reconciliation to the goverrunent wide statements to 
assist in understanding the differences between these two perspectives. 
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Financia l Analysis of the Organizat ion as a whol e 

Ne t Pos it ion. The Organization's net position decreased $ 1,049, II 0 between fi sca l years 20 I J 
and 20 14, In comparison, net position for the fisca l year ended June 30, 2013 increased $250,139 
from the fisca l year ended June 30, 2012. Income from ongoing operations decreased 
$1,242,804 during the fi scal year ended June 30, 20 14 from the fi scal YC(lr ended June 30, 20J 3. 

Nashville & Eastern Ra il road A utho ri ty 
Net Position 

June 30, 20[ 4 and June 30, 2013 
Changed several num bers in the tab le below: 

Current and Other Assets 
Capital Assets 

To tal Assets 

2014 
$ 489,150 

47,85 I ,889 

48,341,039 

20 13 
5 11,647 

48,635,093 
49, 146,740 

% Change 

·4.40% 
· 1.6 1% 
· 1.64% 

Current and Other Liabi.1i ti es 
Long Tenn Liabili ties 

Total Liabi lit ies 

8,798,71 5 

250,000 

9,048,7 15 

) ,6 12,726 

7, 192,58 1 

8,805,307 

445.58% 

·96.52% 

Net Position 
Net Investment in Capita l Assets 
Unrestricted 
Total Net Position 

39,870,495 
(578,17 1) 

$ 39,292,324 $ 

40,65 3,698 
(3 12,264) 

40,34 1,434 

-1.93% 
85.15% 
·2.60% 

Changes In Net Posit ion. The Authority'S tota l revenues decreased $J,242,804 during the fiscal 
year. TIle Authority's pdmary sources of revenue are appropriations from the Tennessee 
Department of Transportation fo r railroad improvemenls a nd a lease agreement belween the 
AuthoriTy and ra ilroad operator which re'luires the operator 10 pay 4% - 6% of gross revenues 
from freigh t hauled on the railroad back to the Authority as a lease fee . Re venues froln the 
Department of Transportat ion decreased $983,746. The tota l cost of all programs increased by 
$36, 168. 
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Nashville & Eastern Ra ilroad Authority 

Changes In Net Position 


June 30, 2014 and June 30, 20 13 

Made severa l cha nges below: 

Total Operating Revenues 
Total Operating Expenses 
Operating lncome/(Oefici t) 

2014 

$ 1,104,806 
2,153,916 

(1,049, 11 0) 

20 13 
2,347,610 
2,097,4 71 

250,139 

% Change 
-52.94% 

2.696/6 

-5) 9.4 1% 

Increase/(Decrease) in 
Nel Posi tion $ ( 1,049,110) $ 250 ,1 39 -5 19.4 1% 

Capita l Asse ts. As of June 30, 20 14, the Organization had in ves ted $39,870,495 in cap ital 
assets net of related debt and accumulated depreciation. The principal capital asset o f the 
Authori ty is the railroad it se lf which has been in the process of being upgraded si nce it was 
purchased by the AULhority in 1986. 
The Organizations fi sca l year 20 15 capita l budget is uncertain . All fu nds once available from 
The Genera l Assembly through TDOT have been sequestered as a result of a federal lawsuit 
rega rd ing di sc rimination between modes of transportation. 

Contacting T he Organization 's financial Managem ent 

This financial report is desigoed to provide the citizens, taxpayers, and customers of the 
Nashville & Eastern Rai lroad Authorit y infonnati.on about the Organization 's finances and to 
demonstrate the Organization's accountabili ty for the money it receives. If you have questions 
abou t thi s report or oeed add itiona l in fo rmation, contact the Nashville & Eastern Ra il road 
Authority at 206 South Maple Street, Lebanon, TN 37087. 
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NASHVILLE & EASTERN RAILROAD AUTHORITY 

STATEMENT 0 F NET POSlTl 0 N 


JUNE )0, 20 14 


Governmen tal Acti vi ties 

ASSETS 
Cash and Cash Equivalents 
Accounts Receivable 

To tal Current Assets 

$ 39l,J30 
97 ,820 

489, I 50 

Property & Equ ipment 

(Net of Accumulated Depreciati on) 47,851 ,889 

Tota l Assets 48,34 I ,039 

LIABILITIES 

Accounts Payab le 
Acc(ued Interest 
State Contract Re venues fo r future Projecl~ 
Current Po rtion o f Long-Term Debt 

Tota l Current Liabilities 

16,850 

460, 180 
340,29 1 

7,981 ,394 
8,798,715 

Noles Payable 
TetaJ Liabilities 

250,000 
9,048 ,71 5 

NET POSITION 
Unrestricted (deficit) 
Nel Investment in Capital Assets 

(578,17 1) 
39,870,495 

Tolal Net Position $ 39,292,324 

See Accompanying Notes To Financial Statements. 
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Fonct ions/Programs 
Governmental Activities 

Inrrastructure Development 
Genera l & Administrative 

Interest on Long-Tenn Debt 

NASfW(LLE & EA$TERt'l RAfLROAD AUTHORITY 


STATEMENT OF ACTIVITIES 


FOR THE FISCAL YEAR ENDED JUN E 30, 2014 


Program Revenues 

Charges for Grants 

Expenses Services and Contributions 

S 1,692,995 S 1, 103,006 $ 

1 1 1,~4 5 	 1,800 

349,476 

2,15 3,916 	 1,104,806 

General Revenues 

Interest lncome 

Total General Revenues, Special Items, & Transfers 

Change In Net Position 

Net Position · Beginning of Year 

Net Position· End of Year 


Nel (Expense) Revenue 

and Changes in Net Posil ion 

$ 	 (589,989) 

(109,645) 
(349,476) 

( 1,049,110) 

(1,049, I LO) 
40,341,434 

$ 39,292,324 

See Accompanying NOles To Financial StatemenlS 
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FUND STATEMENTS 
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NASHVILLE & EASTERN RAILROAD AUTHORlTY 
BALANCE SHEET 

JUNE 30, 2014 

ASSETS 
Curren t Assets 
Cash and Cash Equiva len ts 

Acco unts Recei vable· Other 

Total Current Assets 

LIABILITIES AND FUND BALANCE 

CU1Tenr Liabilities 
Accounts Payable 
State Contract Revenues to be used for future projects 

Fund Balances 
Unassigned 

Total Liabilities, Defen-ed Inflows & Fund Balance 

Total Fund Balance Per Fund Financial Statements 

Reconc ili ation to the Statement of Net Position: 

Fixed assets are not included in the fund 

financial statemen ts prepared on the 
modi lied accrual basis of accounting. 

Accrued interest on bonds are not incl uded 

in the fund financial stateme nts prepared 


on the modified accrual basis of accounting. 


Long term debt is not included io the fund 

fi na nc ia l s tatements prepared on the modified 

accrua l basis of accou nting 
Net Posi ti on 

$ 391,330 
97,820 

$ 489,150 

$ 16,850 
340,29 1 

132,009 

$ 489, 150 

$ 132,009 

47,85 1,889 

(460, 180) 

$ 39,292,324 


See Accompanying Notes to Financial Statements 
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NAS HVIL LE & EASTE RN RAILROAD AUTHORITY 

STATEMENT OF REV ENU ES, EXPENDITURES, 


AND CHANG ES IN FUND BALANCE 

FOR THE YEAR ENDED JUNE 30, 2014 


Revenues 
Slate of Tennessee 
Nashville: & Eastern Rail Corp. 
Federal Emergency Man flgem ent Agency 
Rent 

$ 876,687 
222,757 

3,562 
1,800 

Total Revenues 1,104,806 

Expenditures 
Rail Rehabilitation 
Audit 
Directors' Fees 
Legal Services 
Administrat ion 
Interest Expense 
Managing Director Fees 

909,791 
6,000 
3,150 

16,208 
41,087 
42,953 
45,000 

Total Expenditures 1,064 , \ 89 

Excess ofRevcnucs over Expenditures 40,617 

Fund Balance - Begin ning of Year 
Fund Balance - End of Year S 

91.392 
13 2,009 

Reconciliation to Statement of Activities: 
Net Change in Fund Balances - Total Governmental Funds $ 40,617 

Purchases orfixed asset s are an expenditure l!1 the governmental 
funds, but are increases in property and eq ui pment on the 
statement of net position in the government-wide statements. 909,791 

Change in accrued interest in the statement of activities does not 
require use of current financia l resources and is not reported 
as an expenditure in governmental funds. (306,523) 

Depreciation is not recorded in the fu nd financial stfllements 
but is reported in the government-wide financ ia l state ment s. ( 1,692,995) 

Change in !let posi tion $ ( 1,049,110) 

See Accompanying Notes to Financial Stat emen ts 
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NA SHVILLE & EASTERN RAILROAD AUTHORITY 

NOTES TO FINANCIA L STATEMENTS 


JUNE 30, 2014 


NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A. Reporting Entity 

The unancial s tatements present the accounts and operations or the Nashvill e & Eastern 
Railroad Authority. The Nashville and Eastern Railroad Authority was created according 
to an act of the Tennessee Legislature in 1983 to purchase from Seaboard System 
Railroad, Inc., the property, track, and roadbed along approx imately 130 miles in 
Davidson, Wil son, Sm.ith and PUlnam Counties . The business of the Nash vi lle and 
Eastern Railroad Autnmity is conducted by a board of direc tors whose members are 
appointed by (he go veming bodies of the cit ies and counties of servi ce. The Authority 's 
pnmary revenue source is rehabi li tation contracts with the Tennessee Department of 
Transportation. 

B. Governmenl-Wide and Fund Financial Statements 

The government-wide fin ancia l statements include the slatement o f net posit ion and the 
s tatement of acti vit ies. These statements report financial informat ion (or th e Nashville & 
Eastem Rajlfoau Authority as a whole . lndividua l funds are not di splayed in the 
government-wide fin allc ial statements and the Organization has only govemmental 
acti vities supported by govenUllent allocations. 

The statement of activities reports the expenses of a given function offset by program 
revenues directly connected with the functi onal program. A function is an assembl y of 
similar activities and may include portions of a fllnd or summari ze more than one fund to 
capture tbe expenses and program reven ues associated with a distinct functional activity. 
PrOgram revenues ioclude: (l) charges for serv ices which report fees , fines and forfe itures, 
and other charges to users of the Board 's services ; (2) opera ting grants and contributions 
wh ich finance annual operating activities including restricted investment income; (3) capital 
grant$ and contributions w hich fund the acquisilion, construction , or rehabil ita tion of capital 
assets and include fees Lo developers. Other revenue sources not properly included with 
program revenues are reported as general revenues. 

Fund Financial Stalemell!S 

Fund (inancial statemen ts are provided for the governmental fund . 
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NASHVILLE & EASTERN RA ILROAD AUTHORITY 

N OTES TO FfNANCIAL STATEMENTS 


JUNE 30, 2014 


NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED 

C. 	 Measurement Focus, Basis of Accounting, and Financial Statement 
Presentation 

The financial statements of the N ashv ille & Eastem Railroad Authority are prepared In 

accordance with generaHy accepted accounting principles (GAAP). 

The goveffilJlent-wide statements report using the economic resources measurement focus 
and the accrual basis of accounring generally including the reclass ification or el imination of 
internal activity (be tween or with in funds) . Revenues are recorded when earned and 
expenses are recorded when a liability is incurred, regardless of the liming of related cash 
flows . 

Governmenta l fund financial statements report using the current financial resources 
measurement focus and the modi fied accrual bas is of accounting. Revenues are recogni zed 
when they arc both measurable and available. Availa ble means collectible w ithin the 
curre!)t period or soon enough thereafter to pay current liabilities. The Nashv ill e & Eastern 
Rai Iroad Authority considers reven ues to be available if they are collected within 60 days of 
the end of the fi scal year. Expenditures are recorded when the re lated fund liability is 
incurred. 

The Board's general spending prioritization policy is fo consider restricted reSOwces to have 
been used flrst, followed by committed, assigned, and unassigned amounts when 
expenditures have been incurred for which resources in more than one classification cou ld 
be used. 

D. 	 Fund Types and Major Funds 

Tbe Nashvi lle & Eas tern RailIoad Authority reports the following major governmenlal 
fund: 

General Fund - T he General Fund is the general operating fund of the Organi zation. It is 
used to account for all financial resources except those required to be accounted for in 
anotller fund . 

E. 	 Other Significant Policies 

Bad Debt - The Nashville & Easte~ Railroad Authoriry has recorded no provision for bad 
debts as a ll accounts receivable are considered fully co ll ectible. 
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NASHVILLE & EASTERN RAILROAD AUTH ORITY 

NOTES TO fTNANClAL STATEMENTS 


JUNE 30, 2014 


NOTE 2 - CASH AND CASH EQUIYALENTS 


At June 30, 20 14 the bank balance of cash and cash equivalen ts is $401,22 1. Thi s account was not 
designated as a governmenlal fund and therefore the excess over FDIC limit, $151,221, was 
uninsured and uncoll aterali zed. 

Various restrictions on deposits and inves tmen ts are imposed by state statutes. These restrictions 
are summarized as foUows: All depos its wit h financial instinHions other than sav ings and loan 
associaltons must be collateralized in an amount equa l to J 05% of the va lue of rhe deposit secured 
thereby. Tbe collateral must be placed by the deposito ry bank in an escrow account in a second 
bank for the benefit of the autholity. 

Deposits with sav ings and loan associations must be co ll alera ll zed by one of the following 
methods: 1) By an amount equal to 105% of the face amount of Lin insured deposits if the co llatera l 
is of the same character as that required for other financial institutions; 2) By an irrevocable letter of 
credit issued by the Federal Home Loan Bank; or, 3) By a surety bond issued by an insurance 
company licensed under the laws of tile State of Tennessee whose cla ims paying abi lity is rated in 
the highest category by at least two nationally recognized s tatislica l rating serv ices. 

The promissory notes mus t be in an amount equal to 150% of Ihe amount of uni nsured depOS its. 
NashVille & Eastem Ra ilroad Authority had no J eposilS with sav ings and loan assoc iat ions during 
the period under audit 

NOTE 3 - RISK MANAGEMENT 

The Authori ty IS exposed to vari ous ri sks of loss related to to rts; che rt of, damage lO, and 
deslruction of assets; errors and omiss ions; and narural d isasters. The Authority has secured 
fideli ty bonds on the officers as disclosed in the accompanying schedule. The lease agreement 
willl Nashvi lle and Eastem Ra il road Corporalion speci fied lhat the Corporal ion " ... shall maintajn 
insurance ... in such amounts and covering such risks as is customaril y carried by compallJes 
engaged in similar .. . businesses ... and cause the Authori ty 10 be pro tected as an additiona l named 
insured." A I year-end, there was no pending or threatened litigat ion accord ing to the Au(hority's 
lega l counsel. There have been nO Significant reductions in insurance coverage by the AUlhoril Y· 
Settlement amoun ts have not exceeded insurance coverage for the current yea r or the three prior 
years. 

NOT E 4 - LEASES 

The A utho rity origi nall y entered into a ten -year lease, dated August 28, 1986, with Nashvi ll e and 
Eastern Railroad Corpora tion to operate the line. The operator will provide appropriate 
mamtenance of the I inc. Currently, qua rt erly lease payments of 4% of the gross freight revenues 
on lhe tirsl $3 ,695,267.06; 5% between $3,695,267.07 and $4,927,022.73; and 6% of operaling 
revenues over $4,927,022.74 are due. For commuter rail se rvi!;e, the Au thority receives 10% of 
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NASHVILLE & EASTERN RAlLROAD AUTHORITY 

NOTES TO FINANCIAL STATEMENTS 


JUNE 30, 2014 

NOTE 4 - LEA SES, CONTINUED 


the gross conunuter rail tTack usage or other passenger mileage fees. Finall y, the NashviHe and 
Eastem Rai lroad Corpora tion pays to the Autho rity $ 1,250 per month for the use of its 
maintenance fac il ity in Lebanon beginning in January 2005 and $700 per month for the use of its 
storage fac ility beginning July 20 12. This lease agreement has been renewed through the year 
2063 in order to compl y with the need to provide the long-term capabilities involved in the 
proposed commuter rail program between, Lebanon and Nashville, Tennessee. Revenues from 
the leases tQealed $222,757 fo r the year ended June 30, 20 14. 

The Authority leases a piece of properly purchased in the prior fi scal year under a mon th Lo 
mon th lease. Revenues from thi s lease amounted to $ 1,800 for the year ended June 30, 20 14. 

At June 30, 20 14, the Authority had a receivable related to these leases in the amount of $97,820 

NOTE 5 - CONTRACTS & GRANTS 

FEDERAL RAlLROAD ADM INISTRATION (F.R.A.) - The FRA grant is an agreement 
between the Slate o f Tennessee, acting through its Department of Transportat ion and the 
Authority. Funds prov ided from FRA gran ts are to be used for further rehabilitat ion wo rk along 
the branch line. The payments create a continge nt interes t in the braocMine for tbe State of 
Tennessee. If the Authority sells , abandons, or disposes of the branch line , they shaH repay to the 
S tate the federa l sha re as detennined in accordance with attach ment N to OMB Circular No. 
A lD2. The Authority received no federal fu nds for the year ended June 30,2014. 

TENNESSEE DEPARTMENT OF TRANSPORTATION - The Tennessee Department of 
Transportation (T.D.O.T.) has contracted with the Authority to provide funds to purchase, 
rehabi lit ate, and maintain the Jine. In the even t of d ispos ition of the branch line the Authority 
shal l return to the Slate a portion o f the sales price or the apprai sed va lue, whichever is 
applicable, which is in proporti on lO the Slate's prorata share of the tota l purchase price plus the 
tota l rehabil itation expenditures prior to the date of the sales . 

Deferred grant revenues at June 30, 20 14 are $340,291. This represents amounts received III 

prior years under State grant GG-IO-339 18-00 th at were used to fund (he fl ood repairs unt il the 
FEMA grant money was received. Si nce the FEMA money has been received, the State fu nding 
received in prior years will now be lLsed to fund futu re rail rehabil itation projects as directed by 
the Sta te. This is repo rted in the financial s tat ements as a cun ent liab ili ty. 

NOTE 6 - FIXED ASSETS 

In Ihe government wide finan cial s tatements, fixed assets are recorded at cost and depreciated 
over Ihe ir estimated useful lives. Office equipment is generall y depreciated Over 5 years, 
furniture and fixtures over 7 years, leasehold improvements over 30 years, and improvements to 
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NASHVILLE & EASTERN RAILROAD AUTHORJTY 

NOTES TO FlN ANClAL STATEM ENTS 


JUNE 30. 20 14 

NOTE 6 - FIXED ASSETS. CONTINUED 

(he railroad over 40 years using the stra ight line method. 

A summary of fix ed assets for the fiscal year ended June 30, 2014 is presented below: 

Ba iallCC A dd ili.on s Ba lance 
J u ll: I, 201 3 ~ Dcductions} June 30, 2 0 14 

Nonde erec iabl e A sse ts 
Land $ 499 ,666 $ $ 499,666 
Tolal Nondeprec iable Assets 499 ,666 4 99,666 

De12reciable Assets 
Buildings 1,00 I ,808 1,00 I ,808 
Branchline a nd R ig hi o f Way 2,1 68 ,22 7 2, 168,22 7 
Rail R e h a b i litati o n 6 4 ,5 4 7,27 1 9 09 ,79 1 65,457,062 

68!2 16,972 9 09,79 1 69, 126 ,763 
Accumula ted D el2rec,iation 
Bu ild ings 301 ,550 25 ,04 5 326 ,595 
B ra nc hlme a nd Rig hI o f Way 1,574 ,304 54,206 1,628,5 10 
R ail R ehabi litatl on l7 ,706,025 1,6 13,744 19,3 19,769 

19,58) ,879 1,6 92,99 5 2 1,27 4 ,87 4 

Capita l Assets, Net $ 4 8,635,093 $ (783 ,204) $ 47,85 1,889 

Depreciation expense for the fi sca l year ended June 30, 2014 was $ J ,692,995. 

NOTE 7 - COMMUTER RAIL 

T he Regional Transportation Authority was approved by the U .S. Bouse of Representatives for a 
grant from the Federa l Transit Administration to cover 80% of the cost of cons truction of the fi rst 
leg of a commuter rail sys tem wh ich would link Ihe cilies of Nashville, Mt. Ju liel, Lebano n, 
Gallatin , Hendersonvi lle, Lavergne, Smyma, Murfreesboro, Franklin, and Kingston Springs. 
Construction on the coounuter rail project to bring the railroad up to FRA Class m Safety 
Standards and link. the cities of Lebanon, Mt. Juliet and Nashvi ll e began during the fiscal yea r 
ended June 3D, 2005 . T he Authority has agreed to fund up 10 2.5 million ( 10%) of the cost of UllS 

upgrade and estab lished a line of credit with First Tennessee Bank in that amount in order to 
assist with the commuter ra il project. Nashville and other loca l govem men ts will share In the 
remaining 10% of the cost of the project . 

Conslnlccion on the commuter rail project was compl eted during the fiscal year ended June 30, 
2007. Those improvements have been capitalized in the government wide financial sta temen ts 
of the Nashv ille & Eastern Railroad Authority and are being depreciated over an estimated useful 
life o f 40 years. 
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NASHVILLE & EASTERN RA ILROAD AUTHORITY 

NOTES TO FINAN CIAL STATEMENTS 


JUNE 30, 2014 

NOTE 7 - COMMUTER RAIL, CONTINUED 


The commuter rail system comes as an improvement to the Aulho li ty's already ex is ting railroad 
assets. Commuter ra il could significantly increase the amount of funds received by NERA from 
their share o f opera ting revenues of the railroad under the lease described in No te 4. 

N OTE 8 - tlUDGET TO ACTUAL 

Only general budget information is avaj lable. Each yea r the rehabilitation, ma intenance, and 
expans io n of the branch line is contracted between the Tennessee Department of Transportat ion, 
the N ashville and Eastem Rail road Authority, and (he Nashvill e and Eastern Ra ilroad 
Corporati on. However, th ere is a three·year wi ndow in wh ich the work spec ified in the con tract 
must be completed or the funding for that project wi ll lapse. The Authori ty uses the contract 
amounts to moni tor actual resu lts with the amou nts budgeted (o r the indi v idual contracts . 
However, there is no budget prepared fo r each individual fi sca l year. 

NOTE 9-NOTES PAYABLE 

As me.ntio ned in note 7, the Nashville & Eastern Railroad Authority es tablished a li ne of cred it 
with First Tennessee Bank in the amount of$2 .5 mi llion to fund 10% of the cost of lhe first s lage 
of the commuter rail program. At June 30, 20 14, lhe Authority had an outs tanding balance of 
$929,983 0.0 Ihat line which was used to fund the commuter rail costs . The note bea rs interest at 
4 .56%, with annual payments of $250,000 being due beginning June 1, 2006. The loan matures 
January 15, 20l4. Tile loan currently is in defaull, but there has been a forbearance agreemeot 
s igned by both part ies. The forbearance agreement states "the Lende r hereby agrees to forbear 
from exercising its remedies under the Loan Documents unt il the ea rlier of (i) July 15, 20 15, or 
(ii) the occurrence of a Termi nat ion Event, as defi ned in Section 3 of this Agreement". Also, see 
No te 11 regard ing this li ne of credit. In add ition, the Nashville & Eastern Ra ilroad Authority did 
not meet all of the requirements of the debt covenan t. This is currently the amounl due on the 
loan: 

Principa l Interest 

20 ) 5 $ 929,983 $ 19,563 


The Nashville & Eas tern Rai lroad Authority made one payment during the fi sca l year ended Junc 
30,20 14 . 

In September of 2006, the Nashvill e & Eastem Ra il road Au thority was approved for a 
$7,202,000 loan from the United States Departmen t of Agri cu ltu re to make the necessary 
improvements to the branch tine between tbe cities of Algood and Monterey. AI June 30, 2014 
the outstanding balance on the loan is $7,05 1,411. The: loan accrues interes t al 4 . 125% per 
annum and is secured by the improvements being made to the railroad. Annual payments of 
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NASHVILLE & EASTERN RA )LROAD AUTHORITY 

NOTES TO FINANCIAL STATEMENTS 


JLlNE 30, 2014 

NOTE 9 - N OT ES PAYAB LE - CONTINUED 

pnncipa l and interest in the amoun t of$404 ,895 will be due through March of2045. The loan is 
currently in default. According to the loan document, "upon default in the payments of any 
principa l and accrued interest on the bonds or in the perfomlance of any covenant or agreement 
contained herein or in the instrumems inc ident to making or insuring the Joan , the USDA at its 
option may (a) declare the entire principa l amount then ou tstanding and accrued interest 
immediately due and payable, (b) fo r the accoun t of the Association (payabJe from lhe SOUTce of 
fu nds pledged to pay the bonds or any other lega ll y perm issible source), incur and pay reasooabJe 
expenses for repair, mai ntenance, and operation of the fac ilil y and such olher reasonab le 
expenses as may be necessary to cu re the cause of defau)(, and/o r (c) take possess ion of the 
faci li ty, repa ir, mai ntain, and operate or rent it. Default under the provis ions of thjs resolution or 
any instrument inciden t to lhe making or insuring of the loan may be construed by the USDA to 
constitute default under any other instrument held by the USDA and executed or assumed by lhe 
Association, and default under any such ins trument may be construed by the USDA 10 constitu te 
default hereunder ." See Note J0 - Uncertainties. This is current ly the amOlJnt due on the loan: 

Principal Iuterest 

20 15 $ 7,05 1,411 $ 440,617 


In November, 2009, the Tennessee Department of Transportation loaned the Nashvi ll e and 
Eastern Rai lroad Authority $250,000 to sett le a lawsuit invo lving the moving of gas p ipe line 
during commuter rail construction. The loan wil! be deducted from future allocations from 
TDOT by taking $50,000 from (he Nashville & Eastern Ra ilroad Author ity each yea r until the 
ba lance is pa id in fu ll. The Tennessee Department o f Transportation is not charg ing interest on 
this loan. Repayment was orig ina ll y scheduled to begin in a prior year, bu t the State has not 
reduced fund ing yet. 

Long- tenn liabil ily aCli vily fo r the year ended June 30, 20 14 was as follows: 

Beginni ng Ending Amounts Due 

Balance Addit ions Reductions Balance Within 1 Year 

State ofTenuessee $ 250,000 $ $ $ 250,000 $ 

First Tennessee Bank 929,983 929,983 929,983 
USDA 7,05 1,4 11 7,051,4 11 7,051,411 

$ 8,23 1,394 $ $ - $ 8,23 1,394 $ 7,98) ,394 
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NA SHVILLE & EASTERN RAILROAD AUTHORITY 

NOTES TO FINANCIAL STATEMENTS 


JUNE 30, 2014 


NOTE 10 - UNCERTAINTIES 

The Authority was issued a Stop Work Notice by the State of Tennessee Department of 
Transportati on involving all active grant con tracts . The SlOp Work Notice was in response to a 
ruling against the Tennessee Department of Revenue involving sales tax charged on diesel fuel 
sa les to rai lroads. As Ihis is the main source of funding for the grant contracts awarded to the 
Authorjty, and the length of ti me that tb e Stop Work N Olice will be in effect is un know n, the 
effect on the future operations of the Authority are uncertain. 

The USDA loan is currently in default. According to the USDA, they do have a work out 
agreement that is only good for 12 months, and on ly one wo rkout agreement per loan is alJowed . 
There fo re, the USDA intends to meet w ith Ihe A uthority to determine how much , if any, of the 
debt can be paid or if the Authority mus t wait on settlement of the lawsuit against the Stare o f 
Tennessee mentioned above. A planned workout agreement will al so be di scussed; however, the 
ult imate ou tcome of these negoti a tio ns or its effect on the Authority cannol be delennined a( this 
time . 

NOTE II - SUBSEQUENT EVENTS 

On January 30, 2015 , lhe Authority entered into an Amended and Restated Promissory Note 
("No te") with First Tennessee Bank National Assoc iation . The Note was 10 pay back the funds 
still owed to First Tennessee on the line of cred it dated December 3, 2004 . ]n the Note, the 
amount the Authori ty owed to First Tennessee was $929,59 1.93. The Authority has a principal 
pay dow n o f $250,000 fo r the Lender to accept the No te. Tbere fore , the Note prinCIpal is 
$679, 59 J .93. The N ote shall mature on the ea rli er o f: (a) Jul y 15, 201 7 or (b) the date on which 
the uopaid amount of this Note has been dec lared or automatically has become due and payable, 
whether by accelerati on or otberwise (the "Ma\uri ry Dale"). The N ote defines that all principal 
outs tanding hereunder shall earn interest al a fi xed rate of interest equal to 4 .8 1% per annum. 
This Note shall be repaid as follows: (a) commencing M arch 31, 20J5, and on the las t day of 
each quarter thereafter through June 30, 201 7, the Authority shall pay to First Tennessee a 
principal payment of $ 16,990, pl\Js accrued interes t outs tand ing as of quaner-end. 
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,. • ."DEMPSEY , , VANTREASE ., : '1 ,'" f~"." &FOLLIS PllC 
" I 

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON 

COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED 


IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 


To the Board of Directors 
Nashville & Eastern Railroad Authorily 

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 statemen ts of the governmental activities and th e major 
fund of Nashville & Eastern Railroad Authority, as of and for the year ended June 30, 2014. and the related notes 
10 the financial slatements. which collectively comprise Nashville & Eastern Ra ilroad Authority's basic financial 
statements and have issued our report thereon dated Apri t1 6. 2015. 

Internal Control over Finan cial Reporting 

In planning and performing our aud it of the frnancial statements, we considered Nashville & Eastern Railroad 
Authority's internai control over financial reporting (internal control) to determine the audit procedures that are 
appropria!e in the circumstances for the purpose o f expressing our opinions on the !lnaneial statements, bu t nol 
for the purpose of expresSing an opinion on Ihe effectiveness o f Nashville & Eastern Railroad Authority's internal 
c~nl ~oL Accordingly, we do not express an opinion on the effectiveness 01 Nashville & Eastern Railroad 
Auth ority's intern al contro!. 

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was 
not designed to idenHfy aU deficiencies in Internal control that might be material weaknesses or significant 
deficiencies and therefore, material weaknesses or significanl deficiencies may exist that were not identified. 
However, we did identify cer1ain deficiencies in internal control, described betow that we consider to be material 
weaknesses. 

A deficiency in internal control exists when the design or operati on of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent , or detect and correc t, 
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal 
control such thatlhere is a reaSonable possibilily that a material misstatement o f the entity's financial statements 
will not be prevented, or detected and corrected on a timely basis. We consider th e deficiencies described below 
to be material weaknesses: 

The Nashville & Eastern Railroad Authority does nOI have personnel with the training and experience to prepare 
financial slaterT'ents in accordance with generally accepted accounting principles. 

A significant deficiency is a defiCiency, or a combination 01 deficiencies. in internat control thaI is tess severe than 
a material we akness, yetlmpartant enough to ment attention by those charged with governance, 

Compliance and Other Matters 

As part of obtaining reasonable assurance about wh ether Nashville & Eas tern Railroad Authority's financial 
statements are free from material misstatement. we performed tests of ils compliance with certain provisions o f 
laws , regulations, contracts, and grant agreemen ts, noncompliance with which could have a direct and material 
effect on the determination of financia l statement amounts. However, providing an opinion on compliance wi th 
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. TIle 
results of our tests disclosed the following instance of noncompliance or other matters that are require d 10 be 
reported under Government Auditing Standards 

Tennessee Code Annotated Section 9· 1.118(c) states ~any funds invested , deposited or placed for 
deposit which are not covered by federal deposit insurance shall be collateralized in the same manner as 
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slate deposits or In the collateral pool". Nashville & Eastern Railroad Authority had a bank account with 
First Tennessee Bank that exceeded the federal deposit insurance limit and was not designated as a 
governmental account. First Tennessee Bank is a member of the state collateral pool, but the funds we re 
not collateralized in accordance with state statutes because th e account was not designated as a 
governmental account The Authority should monitor amounts on deposit thai could possibly exceed 
FDIC limits and make sure the account type has been changed to a governmental account 

Nashville & Eastern Railroad Authority's Response to Findings 

Nashville 8. Eastern Railroad Authority's response to the findings identified In our audit is described below. 
Nashville & Easlern Railroad Authority's response was not subjected to the auditing procedures applied in the 
audit of the financia t statementS and, accordingly, we express no opinion on it . 

Response to material weakness: We do simple accounting utilizing Quickbooks and one general fund which is 
basically checkbook accounting with the ability to categorize a ll areas 01 receipts and expenditures as necessary. 
We leellhe expense to add additional expertise is unnecessary, due to the low votume of accounling transactions. 
A cosUbenefit ratio would never rise to a positive level and we have never experienced any major accounting 
deficiencies in our adopted procedures. 

Response to noncompliance or other mailers: The bank account has since been designated as a governmental 
account. 

Purpose of this Report 

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

Lebanon, TN 
April 16, 2015 
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NashvIlle Eastern Railroad Authority 

Schedule of Stale and Federal Contract Expendil1IIes 


June 30,2014 


Grarllor Balance 
Number Agency lull 01, 2013 RecC1Ets 

GG-10·J3918·00 TN Department of Traosp<:lrtatlon $ (340.291 ) $ 

Z-12-RRI 024-00 TN Departmcm ofTransportatlOn 37,397 
l - 12-REI049-00 TN Department of Transportal1on 9,800 
Z- I3-RE201\ -OO TN Department ofTransportatlOn 450 23,1 21 
l-13-RR2029-00 TN Department of Transportalion 1.724 37,559 
Z- 13-RRI021 -00 TN Department of Transportation 70,027 399,450 
z- \3 -RR 1022-00 TN Department of Transportalion 246,91 2 
Z·J4-RRIOO I -OO TN Department ofTransportatlOn 194,648 

FEMA-1909-DR- TN 
FEMA· 1937·DR·TN 

Total State Contracts 

TN Emergency Management Agency 
TN Emergency Managemem Agency 

Total Federal Contrac ts 

(268,090) 

3,290 
8 1,80) 
85 ,09l 

948,887 

3,290 
85,365 
88,655 

Total Federal and Stale Contracts $ ( 182.997) $ 1,037,542 

ReCOnCiliatIon to Statement ofNe! PositIOn: 
Deferred Revenue· Stale Contr3cIS - sec Note 5 

EX[lcndltures 
$ 

37,397 
9.800 

22,671 
35,835 

329,423 
246,9 12 
194,648 
876,686 

Balan« 
June 30, 20 14 

S (l' 0 .291) 

----  -- 
(340,291 ) 

3,562 
3,562 

$ 880,248 $ (340,291 ) 

$ (340,291 ) 

See AC{;ompanying Notes to Financ;3! Statements 
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NASHVILLE & EASTERN RAILROAD AUTHORlTY 

SCHEDULE OF SALARIES AND FIDELITY BONDS 


OF PRINCIPAL OFFICI ALS (UNAUDITED) 

JUNE 30. 2014 


Officia l Title Bond 

Mike Jenni ngs Chairman $ 200,000 

Eldon Leslie V ice-Chairman $ 200,000 

Henry Sc hump f Treasurer $ 200,000 

Michae l Nesbit! Secretary $ 200,000 

Val Kelley Managing Director $ 200,000 

See Accompanying Notes To Financial Statements 
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